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Silver lining behind

Investment
the credit eloud Director of
There are few signs in the world economy that we are head- tlle /LT
ing towards a depregsion. Wealf eco_nomic development in Keitoffr Stensrud was
the US, and partly in Europe, is being compensated for by awarded the title “CIO of the Year”
a continued good rate of growth in the rest of the world. at the pre‘:tzgiztszlzzﬁ;’; Europe

aware .

When the credit fear abates, and all the skeletons finally fall
out of their closets, the sun will shine again.
Read the Portfolio managers report on page 12.. Click here!

Is it possil)le to lle(lge against

currency ﬂuctuations?

Currency fluctuations affect returns in equity funds, but it is
the management of the fund which is decisive in the long-
term, writes analyst Harald Hauk s on page 11. Click here!

Will SKAGEN Global

continue to $o up in 2008?

SKAGEN Global has increased more than 700 percent

since it started ten years ago. Can this growth continue? Page 3
Portfolio manager Omid Gholamifar provides us with his

views on page 10. Click here!
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Burst of finance bubble llealtlny

As 2007 comes to an end, it is time to reflect
on the past year. As with all years ending
with 7, neither was 2007 free of turbulence.
However, the fact that we have experien-
ced in part great fluctuations on the fixed
income and equity markets this autumn, is
nothing special, writes Portfolio Manager
Kristoffer Stensrud in a commentary in
Norwegian newspaper Dagens Naringsliv.

After five years of continuous global economic boom, the
likelihood of the occurrence of speculation and imbalances

is great. However, we have not seen anything resembling a
crack in the equity markets. True, the developed markets
have had a rather poor year, but the global emerging markets
can boast of a price increase of over 25 percent. The big
drama has been in the fixed income markets.

As of almost the middle of December, the Oslo Stock
Exchange is up a little over 10 percent, but it is worth not-
ing that half the shares on our domestic bourse have pro-
vided a negative return this year. Thus, the recovery has
been relatively concentrated around a selection of shares. It
is also worth noting that the average share, measured by the
median, has become cheaper during the past year.

The main drivers this year have been headwind from interest
and currency exchange rates, and a tailwind from shipping
and oil prices.

At the time of writing, Norwegian investors that have been
invested in the global equity market (represented by the
index) this year, have a small (percentage) loss on their
investment. The loss is primarily due to a strong NOK
exchange rate. This year’s big upset came in the financial sec-
tor, which has been strongly downgraded with respect to its
share of the World Index. Earlier this year it constituted over
25 percent of the Index, but now only represents 23 percent.
The price/earnings ratio for global corporations, excluding
finance, has not increased this year. Increased risk premiums
are to blame. If we include the financial sector, the total
earnings of the companies comprised by the World Index
will fall in 2007, relative to 2006.

The fact that the global emerging markets are continuing
their progress, in both absolute terms and relative to the
developed markets, is primarily due to the following: These
countries maintain very high economic growth. Corporate
earnings have increased dramatically. Their debt-equity

ratio is now down to under 40 percent, versus 60 percent in
the developed world. Besides, corporate valuations on the
emerging markets were lower at the start of the year. On top
of this, we had a paradoxical "flight to safety” during the

second half of the year. Not
unexpectedly, the Chinese
markets were among the
winners, but also Brazil and
Turkey are flying high, with
returns of over 50 percent.
The latter two are consid-
ered to be among the most
volatile global emerging
markets.

At the start of 2008, the
world of capital has segre-
gated into two camps. Some
are preaching the end of the
world, as a consequence of
falling U.S. home prices,
possible drop in consumer
spending and the possibility
of a U.S. recession. They receive support from diving con-
fidence indicators in developed countries. The other camp
preaches ”a dangerous thought™: that it is different this time.
Overall, the world economy has never before in history been
less dependent on the developed countries. The years 1989-
1993 showed that it was possible for the global emerging
markets to have a long period with different equity develop-
ment than the developed countries. The final result was a
quite dramatic overvaluation.

Kristoffer Stensrud

Portfolio Manager

Naturally, the financial sector regards the problems of the
financial sector as the key issue. This may perhaps contain
an element of overestimation of their own worth, and a
small element of putting the cart before the horse. Even the
most snooty financial acrobat has to realise that is impossible
to defend the finance industry constituting around 25 per-
cent of global equity capitalisation (as it has in recent year),
by the mere fact that a corresponding share of global value
creation stems from this sector (has fallen recently, as men-
tioned above).

The most probable scenario for what will happen to the
world economy going forward, is somewhere between the
two above-mentioned camps. We have not seen the end of
the bad news from the financial sector, and we have a heavy
fourth quarter reporting season ahead of us. The finance
industry has quite a tradition of skeletons falling out of the
closets all at the same time. And the closets are still far from

empty.

The general experience from the past 30 years is that, unless
you are caught by a speculative cycle, it pays to be invested
in shares. Now that the financial bubble has been burst,
global equities are again relatively free of speculation. Best
rewarded will be the equity investors who have put fresh bat-
teries in the calculator they keep on the nightstand.



