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Canada- A Developed Market Play for Emerging Markets Growth

How to Play Emerging Markets with Less Risk

In examining global trends of the last ten years,and the resulting rise of
emerging markets asafactor in world economic growth, we cameacross

someinteresting observations.

The global economy is only now absorbing the early implications of the
industrialisation of many emerging markets, particularly China, India,
Braziland Russia. Theindustrialisation of emerging economiesisonan
unparalleled scale. They nowaccountforalarger population than existed
globallyat the turn of the twentieth century. Chinais the second largest
energy consumer and estimated to be number one by 2020. Some
suggest Indiaand Chinawill use their excess foreign reserves to buy natural
resourcesin order to achieve self-sufficiency.

We have witnessed adramatic increase in the correlation between global
markets overthelast three years. Add to thisaworldwide deleveraging
cycle,increased demand for investments in countries with a competitive
advantage,and companies enjoying the pricing power to benefit from
emerging markets growth. These factors have seen Canadian equities
thrusttothe forefront of markets poised to benefit from global growth
trends. Indeed, Canadais the world’s fourth largest investment market,
with close to 6% of world capitalization.

Withits wealth of natural resources, stable politics, rule of law, good
accounting standards and attractive investment returns, Canada s quickly
becominganideal market for those interested in emerging market
investments but looking foracomplement to lessen volatility. Canada has
aliquidand transparent market, dating back to 1861. It follows recognized
accounting standards and offers streamlined regulations as wellasasolid
legal system. Bankingin Canadais widely considered the most efficient
and safest banking systemin the world, ranking as the world’s soundest
banking system for the past three years,according to reports by the World
Economic Forum. Additionally, Canadais the Gz member with the lowest
debt/GDP ratio, as well as having a high quality of corporate governance
standards.

Accordingtothe Forbes Global 2000 list of the world’s largest companies
in2008, Canada had 69 companies onthelist, ranking 5th worldwide.
Canadaisan efficient commodity producer. Aslongas commodities are
importantto emerging countries, pricing power reflects positively for
Canadian commodity-based companies. Indeed, at December 31,2010 the
primary S&P/TSX Composite sectors are materials (23%), financials (29%)
andenergy (25%).
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Canada enjoys competitive mining costs, thereby reducing earnings
volatility. Canadian listed gold companies have assets thatareamongthe
lowest cost producers onthe planet. The country has the highest grade of
uranium reserves, with up to 19%grade, while the global grade s less than
1%. Additionally, Canadais the largest exporter of seaborne metallurgical
coal,aleading producer of nickel, gold, diamonds,zincand lead,and has
large reserves of iron ore. (More high grade iron ore was recently
discoveredin Quebec.)

With the global middle class forecast to increase by another 2 billion by
2030, increased wealth will drive demand for protein - livestock’s
economic value willincrease,and grain usage will accelerate, increasing
pressure ongrain prices, driving up both fertilizer usage and prices. Thisis
attractive, considering that Canadais the world’s second largest exporter
of wheat, barley and canola. Indeed, commodities are one third of
Canadian exports.

Arable land, water and technology are the main challenges for the world’s
population, especially in Asia. Canada has one of the largest sustainable
freshwater resources - approximately 9% of the world’s renewable water
supply -and 70% of its potash reserves, but only 0.5% of the world’s
population. Additionally,Canadais one of the world’s largest suppliers of
lumber, pulpand paper products. Canadaalso has the second biggest oil
reserve (oil sands) and substantial natural gas reserves, as well as shale gas.

Theservice sectorin Canadais vast and multifaceted (retail, banking, high
techand business services) employing some three quarters of the
Canadian work force and accounting for over two thirds of GDP.

Manufacturingaccounts for over13% of Canadian GDP. Manufacturing
volumes between 1961and 2005 kept pace with the overall growthin the
volumeindex of GDP. The countryisaleaderinauto parts manufacturing
and has the most efficient railroad system linking the Atlantic and Pacific

oceans.

Canadian trade growth rates are expected to remain positive in 2011, with
emerging markets exceeding 10% (see Graph 1).

Graph 1: Canadian Trade Growth Rates by Markets
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Canada’strade with Asia & Pacificaloneis expected to grow 57%in 2011 Notwithstandingthese possible risks, Canada represents less vulnerability
(see Graph?2). than virtually any emerging market providing similar investment
opportunities and, currently, for those considering Australiaas asimilar
Graph 2: Canadian Trade Growth Rates by Markets opportunity, the Canadian dollar represents a cheaper alternative (see
Africa7% Graph3).

Sowhileweare currently slightly overweight in global equities, when it
Middle East 9% comes to emerging markets, Canadian opportunities may representa
prudent alternative to some emerging market opportunities.
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Canadian export growth estimates for 2011are: China19%, Brazil 14%,
Asian%and USA 6%. Statistics Canada estimated 2011 export growth per
sector willbe 30% for fertilizers, 10% auto partsand 8% industrial
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Canada’s publicly funded health care systemisanimportant attraction to . o o
investors,as it exempts companies fromthe high health insurance If history isany indicator,emerging markets will undoubtedly remain
costs they must pay in the United States. Similarly the country hasacost volatileand their progress will not be straightforward. Nonetheless, the

effective education system: 9o research universities with goo,0o0o fulltime ~ medium term case for continued industrialisation looks unstoppable.

studentsand 175 colleges with 1,000,000 fulltime students.
Addinga Canadian equity component to emerging market exposure

Competitiveasitis,therearealways risk factors forany market. For augments therisk return profile of holding emerging market equitiesin
Canadian companies most of the significant risks are external. These isolation. In our view, including Canadian equities inan emerging market
potential risks include the U.S. housing market, deflation, external portfoliowill,onariskadjusted basis reduce the volatility of excess return
monetary policies, fiscal austerity and protectionism. Potential concerns andincrease the risk adjusted Alpha.

alsoincludeinflationandstalled productionin China.

McLean Budden manages portfolios forits clients onadiscretionary basisand does not make recommendations
regarding the purchase andsale of individual securities. Thisreport s prepared for informational purposes only.
Itdoes not constitute investment, legal,accounting or taxadvice orarepresentation regarding the suitability of

any particularinvestment orinvestment strategy.
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