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FUND MANAGER FOCUS - BRYAN COLLINGS, HEXAM GLOBAL EMERGING MARKETS

Group’s Bryan Collings believes emerging market fund models using huge research teams are beginning to show signs of breaking down

Hexam highlights consistent people and process

By Hannah Smith

Hexam's Bryan Collings believes
focus portfolios are key in
emerging markets while models
using large analyst teams are
breaking down.

Along with five colleagues,
Collings left Barings in 2006 to
establish the Hexam boutique in
partnership with Resolution.

He is lead manager on the Global
Emerging Markets fund, with
Grant Shotter as co-manager.

The fund returned 36.52% over
the year to 31 December according
to Lipper, and Collings believes the
stocks in the portfolio could go up
at least 20% by the end of the year.

His boutique investment style
emphasises high-conviction stock
ideas in a wide range of emerging
and frontier markets.

What is your investment philos-
ophy?

What | think is important is con-
sistency and continuity of people
and product. | think models like the
one used by Franklin Templeton
are breaking down. | have worked
on models like these in the past,
so0 | know how they work. A stock-
and market-active style is the way
forward.

I run a concentrated portfolio
with an integrated process and a
small team — | think less is more in
terms of analysts. In the past, cli-
ents wanted the security of a big
team, but managers are just not
producing returns with this model.

I blend market and stock allo-
cation. | use quants screens and
filters, which means | do not need
people in the various regions.

I believe you need to have trust
in your stocks — a very small
weighting in a good stock will not
do what it is supposed to. You need
conviction and to be comfortable
enough to have higher weightings.

You will buy more when the
market goes down if you have con-
viction in the stock. If you have 120
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stocks in a portfolio, you can diver-
sify returns away.

How does your boutique invest-
ment style differ from more tradi-
tional ways of running money?
Nothing has changed in my style in
the last four to five years. | focus on
maintaining good returns for cli-
ents and maintaining the intimacy
you do not get with large houses.

We prefer to involve clients in
product development, building
offerings around their needs
so they are not necessarily sales-
driven.

I am tired of high levels of staff
turnover. In boutiques, where part-
ners have a stake in the business,
turnover is much lower, and this is
a comforting factor for clients.

There has been a lot of press cov-
erage about boutiques lately, but in
the future we will have to discern
between an adjusted long-term
incentive plan and a true boutique.

Do you consider yourself to be a
growth or a value investor?
Hexam looks for growth at the
right price. Growth is where you
need to go now in emerging mar-
kets as value as a concept is not
working there anymore.

| do not mind if we have small,
mid or large caps, | just want to
beat the benchmark and meet our
target of 20% above the MSCI
World index. | take issue with man-
agers who do not have the perform-
ance to back assertions that they
are doing something different when
they are holding the same headline
stocks in their portfolio.

Clients could invest in a bench-
mark at a much cheaper rate.

At $48m, the fund is a small pool of
assets. Has it been overlooked by
the market?

Assets under management are
growing by 8% per month. At
Hexam we could manage $4bn
easily from a people and liquidity
perspective. We would look to soft-

close a lot of the funds at that point.

What is behind Russia’s recent
phase of outperformance?

It is a commodity-based country,
and we are starting to see how
liquidity has built up due to high-
energy prices. Domestic liquidity
is also strong, with high savings,
and a middle class will emerge
as a result of this environment.

For us, Russia is a classic
emerging markets story. From an
equity perspective, because of the
tax regime on oil stocks, the per-
formance of the Russian index
has not been as good as it could
have been.

But generally, commodities,
consumer and telecom stocks
have done well. Infrastructure
spending will be significant over
the next five years.

Valuations are compelling in
absolute terms and in relation to
emerging markets more gener-
ally.

Will recent political events in
Kenya and Pakistan put investors
off emerging markets?

No, not at all. These isolated events
are minor distractions — the odd
skirmish does not detract from the
emerging markets story. The macro
outlook remains very robust.

The correlations are still high,
and this environment has proved
that. Fundamentally, emerging
markets may have uncoupled, but
not at the price level.

We have been buying stocks in
the last few days that are 6%, 7%,
8%, or even 15% down in Brazil,
Turkey, Russia, China and the com-
modities sector. | think emerging
markets will continue to outper-
form developed markets for the
foreseeable future.

What is your view on India?

We think there are better opportu-
nities elsewhere. It does not stack
up well on relative-growth grounds
and valuations are high. That said,

we have added to our holdings
there, including Reliance Energy,
which was down a lot when the
markets fell off.

Is a bubble forming in China?
Domesticmainland Chinesestocks
have had a severe momentum ele-
ment to them, although this is not
the case for Hong Kong. Where
you have a momentum market not
based on fundamental growth,
bubbles can be created.

China’s value on the H-share
side may be somewhat unattrac-
tive relative to global emerging
markets, but the growth is strong.
Also, there is a strong funda-
mental-driven liquidity backdrop.

We are overweight China
because of the fundamental
rationale of why we think the
market will outperform, and we
have been buying more stocks
there in recent days.

Which emerging markets look set
to be the strongest performers
over the next 12 months?

Russia, Turkey, China and Brazil
will continue to outperform other
markets. Within these countries,
commodities, energy and infra-
structure will do well.

We also like Taiwanese tech-
nology stocks. These are the
areas we are concentrating on.
We believe there is fundamental-
and domestic-driven growth in
emerging markets, but in the
medium term, it is going to be
limited. The only thing that could
derail the emerging markets story
would be a protracted deep reces-
sion.

How would a US recession affect
emerging markets?
The macro factors of emerging
markets are not strong enough to
withstand a deep recession, but
they will be fine in a slowdown,
and in the long term, the situation
will work itself out.

We will know this year whether

Bryan Collings
Cv

Joined Hexam from Baring Asset
Management, where he was head of the
Global Emerging Markets.

Joined Barings in 2004 from Deutsche
Asset Management.

Received his CFA designation in 1999.

we are in a shallow or deep reces-
sion.

Do you think developed and
emerging markets have de-
coupled?

Emerging markets uncoupled
years ago — they have a better
growth outlook, balance sheets
have cleaned up and, from a macro
point of view, they are exhibiting
what we would expect to see.

The question is whether markets
uncoupled as much as the macro
environments. When developed
markets fall, emerging markets fall
as well.

Correlation across markets is
high, and risk aversion is universal.
But when risk aversion abates,
emerging markets rise at much
higher levels.

This is not the case for devel-
oped markets. If you look at private
flows, can you really say there has
been uncoupling? No. Flows are
simply looking for the best returns,
coupled or uncoupled.

31/1/08 12:15:24



