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I've spent a huge amount of time over the past six months talking with a cadre of the
industry’s best emerging markets managers.

Home Bias

Investors worldwide have a powerful bias toward investing disproportionately in their
home country. A lot of my columns on EM investing and strategies are my endeavor to
unearth interesting portfolio managers and strategies for me to diversify.

This month I'm delighted to continue that journey with you by reviewing my
conversation with Artisan’s Lewis Kaufman, demonstrably one of the best of the best.
Topic one: Who is this guy?

Artisan Partners and Lewis Kaufman

Artisan has a distinctive partnership model. It starts by adding partners, generally entire
management teams, that Artisan believes are phenomenally talented.

Lewis Kaufman is one of the most distinguished emerging markets managers in the
industry. He has been an investment professional for more than two decades.
Topic two: What does he do?

The Artisan Developing World Strategy launched in July 2015 under Mr. Kaufman’s
leadership. Mr. Kaufman pursues a compact, primarily large-cap portfolio. He’s willing
to invest in firms tied to, but not domiciled in, the emerging markets. The strategy
currently has nearly $4 billion in assets.

“In adverse periods, people tend to lose their process. I am trying to be very consistent
with my investment program. Historically, and I have invested for 24 years, the portfolio
has a strong track record and emerged very well coming out of a crisis.”

Topic three: How does he do?
Since inception, Artisan Developing World has returns that are in the top 1% of its peers.

We know investing internationally has been a tough neighborhood, but the Artisan
strategy has produced excellent absolute and relative results.


https://www.artisanpartners.com/institutional-investors/investments/developing-world-team/developing-world-strategy.html

Topic four: What does he believe about the current state
of EM investing?

Question: how have the emerging markets as an asset class evolved?

Early on, Kaufman believed that the demographic dividend plus high productivity
potential might lead to high potential GDP across EM countries. China’s entry into the
WTO and the commodity boom of the first decade in the 21st century benefitted many
EM countries.

“Many investors still think of EM as being a low penetration, high growth area, but since
2009, I have operated with a different thesis. Emerging Markets are not progressing
in an optimal way, which is constraining the growth and demand opportunity. The
countries want to grow but they are unable to manifest this growth for many reasons.”
Understanding those constraints has helped Kaufman decide what to invest in and what
to avoid.

“Starting the year 2015, it was becoming obvious that potential GDP was falling. Instead
of investing in human capital, many countries had engaged in fiscal transfers and caged
themselves in the middle-income trap.”

Kaufman now sees Emerging Markets as large latent pools of domestic demand. He
believes different tools are needed to invest in this EM world, and for him those tools
are to find Scalable Companies and Passport Companies. These companies have the

“potential for disproportionate equity outcomes,” a phrase he keeps revisiting many
times. Scalable companies are able to transcend the constraints and Passport companies
are able to cross borders easily to meet customer demand.

This thesis has led Kaufman to assemble a portfolio that looks very different than a MSCI
EM Index or even a typical EM actively managed portfolio.

“The Passport companies (like NVIDIA and Airbnb) are bringing the innovation and
capital formation to the EM. Of course, in the case of NVIDIA, they have a meaningful
part of their business coming from the EM already. And Airbnb fits in the aspirational
category as the EM population desires travel and experiences in the same way that the
developed market population does. With the prevalence of the economic constraints in
the EM, we find Passport Companies to be an important tool.

What about scalability and tapping large pools of latent demand? “We believe that
businesses with scalability are uniquely able to transcend those constraints. So, in the
case of MercadoLibre, Brazil and Argentina might not be progressing in an optimal way.

However, MELTI’s ability to generate revenues from multiple sources with favorable
business economics is allowing them to extract value from that latent demand pool.

Question: how do you see the role of China in an EM portfolio?

“Economically, for the reasons discussed (skilled labor and domestic capital formation),
China is more attractive than the other EM countries. However, external risks have
risen. Given this backdrop, we have allowed our weights to come down naturally,
kept alignment to our highest conviction companies in China while using the China
reduction to add to other opportunities (at periods of low reinvestment risk).

Related question: what then is the role of India?

With a country of over a billion people, India would seem like a natural place for the
strategy to invest. However, HDFC Bank is one of the only investments the strategy has
there.



“We know the companies well in India. Define all of them by constraints of affordability.
Define all of them as expensive due to demand by foreign direct investors and domestic
mutual fund investors.”

India needs to create more high value jobs outside of agriculture. Right now, investible
India is a population closer to 200-300 million people for the services that can be sold
and for the company in which he can invest that sell those services. India needs more
capital formation, needs companies to invest in jobs, which can create consumption,
which creates the ability to lever up.

According to Kaufman, “India hasn’t been a trustworthy partner for foreign investors.
Sometimes, the goal post moves. Regulations change and are altered to be favorable
to domestic players. We want to be involved in India, but we need stocks and capital
formation, and we are not going to invest in India just to meet a benchmark number.

Question: at the other end of the spectrum are the frontier markets countries. Do you
have much interest in them? If not, why not?

Perhaps I learnt the most from one sentence Lewis Kaufman said, “There is just not a lot
going on.”

When there is not a lot going on, supplying capital as equity holders makes little sense
for us to do. Especially, if valuations are not super low, like in India.

Topic five: What we’ve learned and what we might do

The Artisan Developing World Strategy warrants our attention. Lewis Kaufman and his
team have generated substantial total returns in a complex market environment. When
I listen to him, I find a rational, thoughtful, long-term investor who understands why
people need to hold equities in their portfolios.
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This article represents the views of Devesh Shah of Mutual Fund Observer and Lewis Kaufman of Artisan Partners as of the date of publication and those views and opinions presented are their own. Artisan Partners is not responsible for and
cannot guarantee the accuracy or completeness of any stafement in the discussion. Any forecasts confained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation. This material is
provided for informational purposes without regard to your particular investment needs. This material shall not be construed as investment or fax advice on which you may rely for your investment decisions. Investors should consult their
financial and tax adviser before making investments in order to defermine the appropriateness of any investment product discussed herein.

Clarifications: Artisan Pariners Developing World Strategy holds two companies in India, HDFC Bank Limited Sponsored ADR and Apollo Hospitals Enterprise Limited.

Investment Results as of 31 March 2023 (%) YID 3R 5YR 1D
Artisan Developing World Strategy Composite (Gross)
2287 9.88 8.34 9.68
Artisan Developing World Strategy Composite (Net)
22.57 8.74 1.2 8.54
MSCI Emerging Markets Index 3.96 7.83 0.91 2.62

Source: Artisan Partners/MSCI Emerging Markets. Returns less than one year are not annualized. Fund Inception: 1 July 2015.
Past performance does not guarantee and is not a reliable indicator of future results. Returns for periods less than one year are not annualized.

All performance results are net of commissions and transaction costs, and have been presented gross or net of investment advisory fees. For performance presented net of fees, fees may be higher for certain pooled
vehicles and the composite may include accounts with performance-based fees. Dividend income is recorded net of foreign withholding tuxes on ex-ividend dafe or as soon after the ex-dividend date as the
information becomes available to Arisan Parters. Interest income is recorded on the accrual basis. Performance resulis for the index indude reinvested dividends and are presented net of foreign withholding taxes
but, unlike the portfolio's returns, do not reflect the payment of sales commissions or other expenses incurred in the purchase or sale of the securities included in the indices.

Investment Risks: Current and future portfolio holdings are subject to risk. International investments involve special risks, induding currency fluctuation, lower liquidity, different accounting
methods and economic and political systems, and higher transaction costs. These risks typically are greater in emerging markets. Such risks include new and rapidly changing political and
economic structures, which may cause instability; underdeveloped securities markets; and higher likelihood of high levels of inflation, deflation or currency devaluations. Securities of small- and
medium-sized companies tend to have a shorter history of operations, be more volatile and less liquid and may have underperformed securities of large companies during some periods.
Investments will rise and fall with market fluctuations and investor capital is at risk. Investors investing in strategies denominated in non-local currency should be aware of the risk of currency
exchange fluctuations that may cause a loss of principal.

For the purpose of determining the portfolio’s holdings, securities of the same issuer are aggregated fo determine the weight in the portfolio. The discussion of portfolio holdings does not consfitute a recommendation of any individual security.
The holdings mentioned above comprise the following percentages of a representative account within the Composite”s total net assefs as of 31 March 2023: NVIDIA Corp 6.5%, MercadoLibre Inc 6.4%, Aitbnb Inc 6.0%, HDFC Bank Ltd 3.1%,
Apollo Hospitals Enterprise Ltd 1.1%. Securities mentioned but not listed here were not held as of the date of this report. Portfolio holdings are subject to change without notice and are not intended as recommendations of individual securities.

Netof-fees composite retuns were calculated using the highest model investment advisory fees applicable o portfolios within the composite. Fees may be higher for certain pooled vehicles and the composite may include accounts with
performance-based fees. All performance results are net of commissions and fransaction costs, and have been presented gross and net of investment advisory fees. Dividend income is recorded net of foreign withholding taxes on ex-ividend
date or as soon after the ex-dividend date as the information becomes available o Artisan Parters. Interest income is recorded on the accrual basis. Performance results for the Index include reinvested dividends and are presented net of foreign
withholding taxes but, unlike the portfolio's returns, do not reflect the payment of sales commissions or other expenses incurred in the purchase or sale of the securities included in the indices.

Unless otherwise indicated, the Artisan Strategy characteristics relate to that of an investment composite or  representative account managed within a composite. It is intended to provide a general illustration of the investment strategy
and considerations used by Artisan Partners in managing that strategy. Individual accounts may differ, ot times significantly, from the reference data shown due to varying account restrictions, fees and expenses, and since-inception fime
periods, among others. Where applicable, this information is supplemental o, and not to be construed with, a current or prospective client’s investment account information.

MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used to create indices or financial
products. This report is not approved or produced by MSCI.

Arfisan Pariers Limited Partnership (APLP) is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Artisan Partners UK LLP (APUK) is authorized and regulated by the Financial Conduct Authority and is a
registered investment adviser with the SEC. APEL Financial Distribution Services Limited (AP Europe) is authorized and regulated by the Central Bank of Ireland. APLP, APUK and AP Europe are collectively, with their parent company and offiliates,
referred to as Arfisan Pariners herein.

Arfisan Partners is not registered, authorized or eligible for an exemption from registration in all jurisdictions. Therefore, services described herein may not be available in certain jurisdictions. This material does not constitute an offer or solicitation
where such actions are not authorized or lawful. Further limitations on the availability of products or services described herein may be imposed. In no event shall Artisan Partners have any liability for direct, indirect, special, incidental, punifive,
consequential (including, without limitation, lost profits) losses or any other damages resulting from the use of this material.

This material is only infended for investors which meet qualifications as institutional investors as defined in the applicable jurisdiction where this material is received, which includes only Professional Clients or Fligible Counterparties as defined
by the Markets in Financial Instruments Directive (MFID) where this material is issued by APUK or AP Europe. This material is not for use by retail investors and may not be reproduced or distributed without Artisan Partners” permission.

In the United Kingdom, issued by APUK, 25 St. James's St., Floor 3, London SW1A THA, registered in England and Wales (LLP No. 0C351201). Registered office: Reading Bridge House, Floor 4, George St., Reading, Berkshire RG1 8LS. In
Ireland, issued by AP Europe, Fitzwilliam Hall, Fitzwilliom PI, Ste. 202, Dublin 2, D02 T292. Registered office: 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296 (Company No. 637966).

Australia: This material is directed af wholesale clients only and is not intended for, or to be relied upon by, private individuals or refail investors. Artisan Partners Australia Pty Ltd is a representative of APLP (ARBN 153 777 292) and APUK
(ARBN 603 522 649). APLP and APUK are respectively regulated under US and UK laws which differ from Australian laws and are exempt from the requirement to hold an Australian financial services license under the Australian Corporations
Act 2001 in respect to financial services provided in Australia.

Canada: This material is distributed in Canada by APLP and /or Artisan Partners Distributors LLC, which conduct activities in Canada under exemptions from the dealer, portfolio manager and investment fund manager registration requirements
of applicable Canadian securities laws. This material does not consitute an offer of services in circumstances where such exemptions are not available. APLP advisory services are available only to investors that qualify s “permitted clients”
under applicable Canadian securities laws.

© 2023 Adisan Partners. All rights reserved.
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