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Frontier Emerging markets conjure a picture of underdeveloped third world countries where investors are subject to risks that cannot
be easily understood. In this paper we will explore these inherent prejudices and biases and try to show that in a diversified portfolio,
the risks of Frontier Emerging Market investing may actually be lower than other equity asset classes and the potential returns greater.
The Frontier World
There are currently 195 countries in the world of which
approximately 51 are classified by the major equity index
providers as Developed or Emerging Markets. The rest of the
countries are, by exclusion, Frontier. This universe includes a very
wide range of countries at varying stages of political, economic
and stockmarket development. This 144 country Frontier
grouping is where we predominantly look for investment
opportunities. The single key attribute that we are looking for
before considering the companies in any country as an
investment opportunity is reform. In our near 30-year history of
Emerging Market investing, we have found a one-to-one
correlation between political and economic reform, and
economic growth. Conversely we look to avoid completely
countries that are experiencing a negative reform process as we
have found this will generally lead to serious economic issues
which most of the time will overpower the ability of even the
most competent companies to grow.
The Reform Process
There are many recent examples of countries that have
experienced very strong economic growth due to firstly a
change of political regime, and secondly the subsequent
implementation of reformist, market orientated economic
policies. The end of the communist regimes in Eastern Europe
was certainly a major reform catalyst, however we have seen
massive differences in the political and economic regimes to
subsequently emerge from the region. For example Romania
struggled under a burden of political corruption and cronyism
for the first 20 years of its post-communist life, until an anticorruption and economic reformist administration turned it into
the fastest growing country in the whole of Europe over the last
four years. Pakistan emerged from a military dictatorship in
2013 and the new reformist and extremely business orientated
government has, through the implementation of sensible
economic policies, turned the country into one of the fastest
growing in Asia. Argentina has had a similar transformation
following the new Macri government coming to power in 2015.
Against these positive transformations can be set many
examples of negative reform processes that are, again, highly
correlated with a contracting economy. Whether it be Nigerian
economic mismanagement or the return or emergence of
dictators in places like Zimbabwe or Venezuela, one of the
strengths of our investment style and process is that we are able
to exit or completely ignore these countries whilst these regimes
persist.
In terms of the actual reforms themselves, most of these
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Frontier countries that we do consider actionable investment
opportunities today have previously been managed by a political
regime that was not conducive to capitalism, leading to
predominantly short term, populist economic policies that
ultimately were not able to persist. The reforms that are required
are normally therefore predictable due to being repeated many
times over the years in many countries throughout the world.
Liberalisation of the exchange rate, removal of fuel and
electricity subsidies, independence of the central bank,
privatisation and taxation are a few of the major reform areas
that tend to be at the front of the new policies queue. A
sustainable reform process will then move on to issues such as
strength and independence of institutions like the judiciary, land
law reform and stock market reform, all of which should
continue to drive economic growth.
Finding the Right Companies
From our basic philosophy for investing in these countries that
reforms create economic growth, the rest of our investment
process is about finding companies that can benefit from this
growth. We are looking for strong management with a track
record of business execution in these countries and we spend a
long time making sure that the corporate governance of the
company allows us, as minority shareholders, to benefit from
the results. Our focus is therefore on domestic companies and
we research many sectors to determine, for each country, which
companies have the most constructive business environments
created by the reforms that are specific to the structures of each
economy. As with every country globally, each have their own
specific advantages whether they be resource based,
geographical or cultural. Sector examples in different countries
where we have found some of our most successful investments
include cement in Pakistan, electrical utilities in Argentina, banks
in Georgia and healthcare in UAE.
Risk and Return
The focus on domestic political regime change driving our
investment process creates some unique benefits to Frontier
Emerging Markets investing from a risk and a return perspective.
Firstly, from a risk perspective, stockmarket correlation levels
between Frontier Markets and Emerging or Developed Markets
have tended to be extremely low, between 0.3 and 0.4 since
2010. One significant reason is the very low levels of
government, corporate and household debt in these countries,
due mainly to the unavailability and cost of debt under the
previous non market friendly regimes. This has made the
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Frontier universe very unsusceptible to movements in global
currencies or interest rates. Connected to this factor is the very
low level of foreign ownership of equities and bonds in these
markets which has limited correlation to global events.

most importantly we have been able to buy companies often at
very cheap valuations.

Low correlation to global markets is also substantially aided by
the main drivers of these economies being domestic political
and economic factors. The greatest impacts on economic
growth in most of these markets come from the positive or
negative reform processes and these countries are therefore
very isolated from each other. For example a negative regime
change in Argentina would have no impact on the political or
economic prospects for Pakistan. It is quite common to find
negative correlations between any two Frontier stock markets.

In our near 30 year experience of these markets we have seen
many countries around the globe emerge from international
political or economic isolation to become significant investment
destinations, and we have seen many move in the opposite
direction. We believe the ability to understand the early signals
of a negative reform process, and our understanding of a
positive process and its effects on companies allows us to
generate superior portfolio returns over the long term. There are
no new economic or political systems, we just have to
understand which of the examples from our experience is being
played out this time. Continually updating our knowledge
through extensive travelling, and the ability to keep an open
mind to new opportunities, will continue to drive our process.

Looking at the return side, forecast economic growth rates in
Frontier markets overall, are substantially higher than in
Emerging or developed markets. When we just focus on those
countries with the most progressive reforms, this differential
increases substantially. Our investment process is designed to
convert this economic growth into sustainable company
earnings growth, again rates that are potentially much greater
than occur in Developed or Emerging Markets.
The other significant reason why these country and company
opportunities exist is the very low levels of research in Frontier
countries and on Frontier companies. We believe our ability to
understand how a reform process impacts different sectors and
companies, and at what speed, from our long history of similar
situations, allows us to get ahead of the market in terms of our
corporate earnings assumptions. The lack of quality, or in some
cases any, research enables us to uncover, by constructing our
own company financial models, what we believe to be
significant alpha opportunities. Due to this lack of research
focus and the limited international focus on these companies,
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This document is for information purposes only and is not to be construed as a solicitation or an offer to purchase or sell any security or
other financial instrument. Although the material in this document is based on information that Charlemagne considers reliable,
Charlemagne does not make any warranty or representation (express or implied) in relation to the accuracy, completeness or reliability of
the information contained herein. Any opinions expressed herein reflect a judgment at the date of publication and are subject to change.
Charlemagne accepts no liability whatsoever for any direct, indirect or consequential loss or damage of any kind arising out of the use of all
or any of this material.
Certain information contained in this document may constitute "forward-looking statements," which can be identified by the use of forwardlooking terminology such as "may," "will," "should," "expect," "anticipate," "project," "estimate," "intend," "continue," or "believe" or the
negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events or results may
differ materially from those reflected or contemplated in such forward-looking statements.
Where Charlemagne provides information in the document, it is provided exclusively for information purposes. The information does not
constitute any form of recommendation related to the personal circumstances of investors or otherwise, nor does it constitute any specific
or general recommendation to buy, hold, or sell financial instruments and does not thus create any relationship between Charlemagne and
any investor. The document may not include all the up-to-date information required to make investment decisions. Other more accurate
and relevant sources of information may exist. Investors should thus diligently inform themselves about the chances and risks of the
investments prior to taking investment decisions. In addition to the financial aspects, this should include, in particular, the legal and tax
aspects of the investments. It is strongly recommended that any potential investor should contact a financial adviser and, where required, a
lawyer or tax adviser. Furthermore, it should also be considered that the future performance of financial instruments and their return cannot
be inferred from their past performance. The value of investments may go down as well as up and investors in financial instruments should
be capable of bearing a total loss of investment. Frontier markets are a category of emerging markets in countries that don't qualify as
emerging markets because of their smaller size. Risks for frontier markets include: regulatory and trading-execution risk, transaction costs,
currency risk, governance risk, sector and sovereign risk, liquidity risk, operational risk, and political risk.
Neither Charlemagne nor any third party content provider shall be liable for any errors, inaccuracy, delay or updating of the published content
of the provided document. Charlemagne expressly disclaims all warranties as to the accuracy of the content provided, or as to the use of the
information for any purpose, as far as legally possible.
This material is for the use of intended recipients only and neither the whole nor any part of this material may be duplicated in any form or
by any means. Neither should any of this material be redistributed or disclosed to anyone without the prior consent of Charlemagne Capital
(UK) Limited.
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