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n an extremely difficult quarter for emerging markets,

Carmignac Emergents lost 10.98%. Although
disappointing in absolute terms, this performance must
be compared with a 17.00% slump in the MSCI Emerging
Markets index, which has dropped 23.54% since the
beginning of the year while the Fund has fallen by 17.23%
over the same period.

Reasons for emerging markets’
underperformance over the quarter

Clearly, withdrawals from emerging markets since the
beginning of August have to be viewed in the context of events
under way in developed countries. Unlike in 2008, however,
emerging markets have underperformed developed markets
despite not being responsible for the problems underlying the
global economic crisis. We believe the main reason for this
underperformance lies in emerging markets’ great sensitivity
to a contraction in global liquidity following the US dollar’s
recent appreciation and the drying up of distressed western
banks’ loan issuance. This is particularly true of countries
whose currency offers a high return and which had hitherto
attracted massive capital flows, such as Brazil, South Africa
and Indonesia, even if the situation ultimately affects the
whole of this investment universe. While emerging equity
markets have been experiencing net outflows for at least
12 months, emerging bond markets were still recording
heavy capital inflows up until August, as explained in the
Carmignac Emerging Patrimoine report. Withdrawals in
September caused some currencies to plummet (the Brazilian
real and Indonesian rupiah in particular).

Putting the issue of capital flows aside, we have tried to
identify the markets liable to bear the brunt of a drastic
reduction in US dollar finance, as has happened in the
past, most notably in 1997 and 2008. It transpires that the
proportion of emerging debt issued in foreign currencies is
well below the level of just three years ago and that, so far,
emerging economies’ banking systems do not seem to have
come under pressure. However, we cannot ignore recent
rumours of difficulties encountered by certain companies
in the Chinese property sector. We are also paying close
attention to developments in markets — such as Turkey —
that remain dependent on foreign capital flows in order to
reabsorb their current account deficit.

These liquidity problems stem from the global economic
slowdown. As was already the case in 2008, countries such
as South Korea, Taiwan, Singapore and Mexico are proving
particularly sensitive to a downturn in world trade. We are
therefore expecting these economies to slow over the coming
quarters and perhaps beyond. This being the case, even larger
economies are at risk. Brazil’s real GDP growth has already
dropped back to around 3% on an annualised basis, while
recent industrial output figures for India suggest growth
is easing and may settle at around 7%. In China, recent

surveys on electricity consumption and housing sales are
also showing signs of slowing. Yet this deceleration has been
partly orchestrated by the Chinese authorities’ via measures
to curb inflationary pressures, especially those resulting from
the lending boom in 2009. Given that the economy is still
growing at an enviable 8%, the markets’ punitive reaction
to this dip seems most excessive. Indeed, even if contagion
from the developed world in particular causes Chinese
growth to fall below this rate, the country has enough leeway
to implement a robust stimulus package if its economy so
requires.

Optimism is still justified

While we realise short-term visibility is still lacking, the
recent correction brought emerging stock markets back to
attractive valuation levels. In the medium term, a number of
reasons lead us firmly to believe that these markets will start
to outperform developed markets again, as they have done
over the last decade.

e First of all, let us not forget that, although they are expected
to slow, emerging economies should continue to grow
much faster than developed markets; in some cases this
phenomenon may be amplified by deflation, which is
threatening to rear its head in the western world.

e Once again, public and private sector finances remain
sound compared with developed markets. While the likes
of China and Brazil are undeniably more indebted, this debt
pile makes up a relatively small percentage of their GDP
relative to developed markets. Even more importantly, most
emerging economies are able to reduce the weight of their
debt through growth — an option that is not available in
developed countries.
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e The global slowdown should help emerging economies
contain the soaring inflation which has been worrying the
markets since mid-2010. Not only is less upside pressure
on currencies likely to reduce liquidity in these countries,
but there is no reason why commodity prices should
not fall over the coming quarters. Admittedly, we have
been disappointed by the persistent inflation throughout
the emerging world in recent months. This has largely
stemmed from rigid agricultural prices. That being said, our
research suggests inflationary pressures are set to ease
considerably over the next few months.

e |t therefore seems entirely possible that, around mid-2012,
investors will think emerging markets capable of easing
monetary policy considerably once inflation falls and
real interest rates return to positive territory. This would
certainly be the case for countries that have tightened their
monetary policy the most in recent times, such as India
(in particular), Brazil and China; even if the latter has used
more unorthodox measures such as trying to control house
prices. In these circumstances, emerging markets could
well start a cycle of easing, which would benefit equities
in general.

e The final reason for optimism is that company valuations on
emerging markets have returned to attractive levels now
that prices have fallen. Most markets are showing single-
digit P/E ratios and even the Indian market, which has
traditionally been expensive, seems appealing for the first
time in two years. What is particularly interesting is that,
given the sustained earnings growth of the past two years,
stocks on emerging markets are trading at a substantial
discount relative to those on developed markets, yet as we
explained above, we still expect earnings to accelerate in
the emerging world.

Investment strategy

The main positions in our investment strategy result from
our analysis of the emerging world and are based on the
following:

A solid core portfolio: mirroring our strategy of the past
three years, Carmignac Emergents’ core portfolio is invested
in high-quality consumer companies that generate bountiful
cash flows. In our opinion, these stocks are in a position
to outperform considerably throughout the cycle given the
rise in consumer spending in the emerging world, which is
their main source of growth. These companies have shown
their defensive qualities in the current economic slowdown.
It is therefore not surprising to find such stocks as the
South African retailer Shoprite, Brazilian brewer Ambev
and Chinese telecom operator China Unicom among the
portfolio’s most resilient investments of the last quarter.
At the end of the period, 47% of the Fund was invested
in consumer companies, i.e. well above the average
exposure of emerging market funds. The spectacular organic
growth still being posted by such companies bears testimony
to the strength and sustainability of consumer spending in
emerging economies. It would be wrong to think their appeal
is limited to their defensive qualities: their earnings and share
prices will continue to grow for many years to come.

A selective allocation to financials: just 15% of the Fund
is invested in financial stocks, which we consider vulnerable
to the above-mentioned slowdown and credit crunch. While
the Peruvian financial conglomerate Credicorp progressed
well on news that measures to be introduced by the new
president, Ollanta Humala, would be far less restrictive than
expected, Sherbank of Russia was the portfolio’s weakest
performer. While credit and commodity markets are obviously
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a threat to the Russian economy, we believe that Sberbank
can only better its competitive position in these difficult times,
as was the case in 2008. Our reduced exposure to Chinese and
Brazilian financial stocks takes into account that, as stated
above, these two economies have been more reliant on debt
inrecentyears. Attractive buying opportunities will doubtless
arise in the financial sector over the coming quarters. Indeed,
we must not forget that many emerging markets still have
very low rates of penetration in basic financial services.

Low exposure to commodities: as explained above, we
believe commodities will struggle if the global economy
slows. Itis for this reason that just 15% of the Fund is exposed
to this sector (of which 4% in gold mining stocks). In this
segment, we took advantage of our dedicated commodity
team’s experience to make rewarding investments in the
African gold mine operator Randgold Resources and the
oil producer Tullow 0il, whose price surged following the
discovery of a large deposit off the coast of French Guiana.
Blue chips in the commodity sector, such as the Brazilian,
Russian and Chinese petroleum giants, are absent from the
portfolio. Once again, it is worth stressing that the processes
of industrialisation and urbanisation under way in emerging
countries can only be positive for commodity prices over the
longer term. As a result, we are upholding our convictions in
relation to stocks that have been given a rough ride of late,
such as the copper and nickel mine operator First Quantum
Minerals.

A diversified portfolio: given the very limited economic
visibility, we consider our diversification strategy to be
ideally suited to protecting shareholders’ investments. For
example, the Fund continues to invest around a third of its
assets in the leading strategic economies of China, Brazil
and India, where monetary easing ultimately seems most
likely in the long run. 20% of the portfolio is invested in other
large economies orientated towards the domestic market
such as Indonesia, Thailand and Colombia, which should
also hold up well in the face of a global slowdown. Around
15% of the Fund is invested in African stocks such as those
mentioned earlier. The rest of the portfolio is divided between
long-held positions in markets such as Russia, South Korea
and Mexico, which economic problems are likely to hinder
to a greater extent. For example, LG Household & Health
(domestic goods, South Korea) and FEMSA (beverages,
Mexico) have so far proved resilient thanks to strong business
momentum. Of course, we continue to believe in the principle
of risk diversification, which means we are investing only in
similarly sized positions accounting for between 1% and 3%
of the portfolio.

Some of the few good performers over the quarter include:

Stocks Performance
LG Household & Health, domestic goods, South Korea +16%
Randgold Resources, gold, Mali +15%
Shoprite Holdings, food retail, South Africa +11%
BR Malls Participacoes, property, Brazil +8%
Credicorp, banks, Peru +7%
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Since Since
Accumulated performance (%) 31/12/2010 3 months 6 months 1 year 3 years 5 years 10 years the first NAV
Carmignac Emergents -17.23 -10.98 -11.68 -7.85 36.56 10.05 281.33 297.31
MSCI Emerging Markets Free (Eur) —23.54 -17.00 —20.47 -16.71 17.13 6.82 137.72 54.14
Category average™ -22.72 —15/90 -18.61 —15.74 17.14 16.46 181.75 109.36
Ranking (quartile) 1 1 1 1 2 1 1
*Global Emerging Markets Equity
Please note that past performance is not a guide to future performance and that it may fluctuate over time.
Quarterly gross performance Portfolio Carmignac Emergents at 30,/09,/2011 L] UEEILD G
contribution (%) currencies (€) assets
- CASH, CASH EQUIVALENTS AND DERIVATIVES OPERATIONS 13 617 724.86 0.83
Portfolio E(IIJ‘“t_V &_Bond cu_"e“_cy Total CASH (INCLUDING COLLATERAL CASH FROM DERIVATIVE POSITIONS) 13617 724.86 0.83
erivatives Derivatives EQUITIES 1 33991727 99.17
-12.37 1.64 0.08  -10.65 Latin America 354 083 774.37 2159
2064 078 AMBEV (Brazil) Consumer Staples 30.65 4715211351 2.88
.. = 2954 222 BR MALLS PARTICIPACOES (Brazil) Financials 19.21 22786 374.34 1.39
Statistics (%) Tyear  3years  ,..0050 cosaN LTD (Brazi) Consumer Staples 2397 25232 32575 154
Fund volatility 14.35 20.21 318000 CREDICORP (Peru) Financials 9220 21852575.09 1.33
Benchmark volatility 15.23 22.51 2300000 DIAGNOSTICOS AMERICA ON (Brazil) Health Care 15.99 14766 617.82 0.90
Sharp ratio 072 046 1076607 FOMENTO ECONOMICO MEXICANO (Mexico)  Consumer Staples 64.82 52012 868.55 317
Beta 0.88 0.86 1500000 GAFISA (Brazil) Consumer Discretionary 577 6450771.41 0.39
AIpha 0.66 048 8750000 GROUPO BANORTE (Mexico) Financials 4116 19409 454.61 118
1333573 GRUPO PAQ DE ACUCAR (Brazil) Consumer Staples 30.78 30593 558.13 1.87
44500 HRT PARTICIPACOES EM PETROLEO (Brazil) ~ Energy 750.00 13390319.16 0.82
1125000 HYPERMARCAS (Brazil) Consumer Staples 8.84  3993093.89 0.24
Geographic breakdown 3313200 KINROSS GOLD CORP (Chile) Materials 14.78 36497 798.32 223
(derivatives excluded) (%) 115000 MILLICOM INT'L CELLULAR (Guatemala)  Telecommunication Services 690.50 8617 153.46 053
1620000 PACIFIC RUBIALES ENERGY CORP (Colombia) ~ Energy 2220 25722 561.96 157
Asia 53.0 2450000 QGEP PARTICIPACOES (Brazil) Energy 1547 1521812451 0.93
1090000 XSTRATA (Chile) Materials 821 10388 063.86 0.63
Latin America Asia 955 873.23 52.99
Africa 7833463 ASTRA INTERNATIONAL (Indonesia) Consumer Discretionary 63.65 42277 375.58 2.58
130000 BAIDU (China) Information Technology 106.91 10358 724.01 0.63
Eastern Europe 47318100 BANK RAKYAT (Indonesia) Financials 585 2347139917 143
620000 BHARAT HEAVY (India) Industrials 1639.65 15472 539.89 0.94
Middle East 18800000 CHINA UNICOM (China) Telecommunication Senvices 1624 29231 004.90 178
Cash f(including collateral cash 19987867 CHINATRUST FINL HLDGS (Taiwan) Financials 1820 8896 90154 0.54
rom derivative positions) 3632574 COAL INDIA LTD (India) Energy 6.80 1842061841 1.12
18590000 CP ALL PCL (Thailand) Consumer Staples 4797 2138175161 1.30
2999516 FAR EASTERN TEXTILE (Taiwan) Industrials 31.50 23107 521.08 1.41
Sector breakdown 22533501 GENTING (Malaysia) Consumer Discretionary 9.10 47999 453.49 293
(derivatives excluded) (%) 96262110  GOLDEN AGRI-RESOURCES (Indonesia) Consumer Staples 062 33861182.06 2.06
135769799 GOME ELECTRICAL APPLIANCES (China) ~ Consumer Discretionary 1.83 2378779222 1.45
9252226 HANG LUNG PROPERTIES (China) Financials 2340 20728217.72 1.26
Consumer Staples 25470000 HUABAO INTERNATIONAL (China) Consumer Staples 641 15631 002.99 095
Consumer Discretionary 183430 HYUNDAI MOBIS (South Korea) Consumer Discretionary 341500.00 39631 621.74 242
Financials 1651863 ICICI BANK (India) Financials 17.87 22007 070.09 1.34
. 533805 INFOSYS TECHNOLOGIES (India) Information Technology 51.07 22602 386.04 1.38
Information Technology 1396249 ITC (India) Consumer Staples 19800 42 072 687.60 257
Energy 155580 LG HOUSEHOLD & HEALTH (South Korea) Consumer Staples 533 000.00 52 464 041.91 320
. 75100000 PERUSAHAAN GAS NEGARA (Indonesia)  Utilities 268 17034 113.59 1.04
Industrials 93724 SAMSUNG ELECTRONICS (South Korea)  Information Technology 840000.00 49 809 349.67 304
Materials 263293  SAMSUNG ENGINEERING (South Korea)  Industrials 23300000 38812 892.02 2.37
P p 14882093 SANDS CHINA (China) Consumer Discretionary 18.64 26 558 882.27 1.62
Telecommunication Services 10233482 SIAM COMMERCIAL BANK (Thailand) Financials 106.00 26 008 988.77 1.59
Utilities 1651621  STANDARD CHARTERED (China) Financials 1287  24680827.02 150
Health Care 23000000 SUN ART RETAIL (China) Consumer Staples 810 17836626.84 1.09
. . 2341692 TAIWAN SEMICONDUCTOR (Taiwan) Information Technology 11.43 19948 974.85 122
Cash#gg“géﬂ%&?\llst;ég:t%ﬂsg 7350000 TATA MOTORS (India) Consumer Discretionary 156.05 17 455 047.65 1.06
1986425 TENCENT HOLDINGS (China) Information Technology 164.20 31228073.78 1.90
20792000 UNIMICRON TECHNOLOGY (Taiwan) Information Technology 4345 22094 643.21 1.35
70530604 WANT WANT CHINA HLD LTD (China) Consumer Staples 7.08 47809 118.06 292
9051628 WYNN MACAU (China) Consumer Discretionary 18.78 16275 043.45 0.99
Africa 237982 451.75 14.51
13000000 AFREN (Nigeria) Energy 0.81 12264 150.94 0.75
770000 CFAOQ (Algeria) Consumer Discretionary 26.89 20705 300.00 1.26
1675000 FIRST QUANTUM MINERALS LTD (Congo) Materials 1395 16712 262.63 1.02
3850000 LUNDIN MINING CORP (Congo) Materials 365 10050 781.39 0.61
2787822 MTN GROUP LTD (South Africa) Telecommunication Services 13250 34246 681.13 2.09
528 500 RANDGOLD RESOURCES LTD (Mali) Materials 96.72 38098 323.02 2.32
1154687 SABMILLER (South Africa) Consumer Staples 21.08 28255 475.80 1.72
4218632 SHOPRITE HOLDINGS (South Africa) Consumer Staples 113.50 44392 037.12 271
2188157 TULLOW OIL (Ghana) Energy 13.09 33257 44572 2.03
Eastern Europe 102 820 988.49 6.27
3460466 JERONIMO MARTINS (Poland) Consumer Staples 11.75 40660 475.50 248
550 404 ORIFLAME COSMETICS (Russia) Consumer Staples 250.40 14 956 094.82 091
17563915 SBERBANK (Russia) Financials 219 28668 833.46 1.75
1776 371  SISTEMA JSFC (Russia) Telecommunication Services 1400 18535584.71 113
Middle East 62 496 823.43 3.81
997877 BIM BIRLESIK MAGAZALAR (Turkey) Consumer Staples 51.50 20 598 699.52 1.26
2732633 DP WORLD (United Arab Emirates) Industrials 10.21 20794 650.76 127
8100000 HACI OMER SABANCI HOLDING (Turkey) ~ Consumer Discretionary 650 21103473.15 129
PORTFOLIO VALUE 1626 339 917.27 99.17
NET ASSETS 1639 957 642.13 100.00




