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~ |'That Live Up to the Name

S Aﬁer repeatedly disappoinﬁng U.S. investors, a few countries

in Latin America and Asia are finally reaping the benefits of
a rising middle class. This time it really is different.

by Carolyn Whelan
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_ eigners poured moncy in, and then Thailand devalued

its currency in 1997. The resulting turmoil sent the

Korean exchange down 67% that year. Those markets
weren't emerging; they were submexging,

“We repeatedly have crisis and €uphoria,” says
Margaret Forster, co-portfolio manager of the Lib-
" erty Acorn International fund. '

Sowecanunderstandyourskaphd&nwhenexperts
point to the resurgent economies in Latin America
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" high-tech havens. The Asian Tigers were roaring, for-

and say that this time it’s different. Much of that region
does look to be stabilizing right now, with pro-reform
governments, lower inflation, plentiful jobs, and more
spending on infrastructure. Brazil’s economy, for ex-
ample, grew 4% last year and, even more surprising,
managed to do so without triggering inflation (it’s now

" “at 6% and dropping, down from 78% just five years

ago). Meanwhile, in Mexico, the political climate looks
more promising than it has in decades.

What's different about now? In both countries, plus
a few others we'll get to, strong economies have led to
a rising middle class—perhaps the truest sign that a
market really is “emerging.” Workers are enjoying
higher wages, which means extra cash for homes, bank
accounts, and consumer goods. That discretionary
spending boosts the overall economy and creates a
kind of virtuous circle—wealth begetting wealth,

To find out where this effect is strongest now, FOR-
TUNE canvassed money managers, economists, and
key strategists at international banks. They gave us
four countries to focus on: Mexico, Brazil, India, and
China. We then went a step further and found a sin-
gle company in each country with the best prospects
of catering to this growing army of consumers. All
four of our picks are listed in the U.S. as American de-
positary receipts (meaning they’re easier to trade and
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follow stricter, U.S.-style accounting standards).
Now, we're not suggesting vou sink vour life sav-
ings into some exotic overseas locale. But if vou can
tolerate some risk and believe—as we do—that these
four countries are rising for all the right reasons, vou

Shopping Spree
A class of affluent consumers has benefited frem
technology—and also spent more money on it.

Mobile phones 1999 Computers 1999

incrasse from 1995 Increase from 1995

. 1.3 million 1.4 millica
Brazil +750% +720%
. : 21.3 million 4.9 miltion
China +365% +390%
. 777,000 §86,000
India +1425% +85%
. 12 miltion 1.4 miltion
Mexico +1675% +300%
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might consider putting a modest slice of your port-
folio in them (the pros suggest anywhere from 1% to
5%). That said, on to the Cook’s tour.
Mexico
The 1992 North American Free Trade Agreement was
a watershed for Mexico, as U.S. manufacturers set up
plants there and hired Mexican employees en masse.
About half of all new jobs created in the country since
then stem directly from NAFTA. Those new jobs have
helped foster a burgeoning middle class of consumers.
Even better news right now is Mexico's political
situation. The recent election of President Vincente
Fax marked the end of a ootoriously corrupt one-
party system. Fox, a former Coca-Cola executive,
has set 2001 budget goals of 4.5% GDP growth and

~

. 7% inflation, and analysts say both numbers are fea-

sible. Already, the Mexican econonty has made great
strides: Inflation has fallen by about three-fourths
over the past five years, to 9%. and unemployment
is less than $%. That progress has led bond agencies
to upgrade the country’s debt in March to the cov-
eted “investment” rating—alongside that of such de-
cidedly post-emerging nations as Japan, Germany,
and the United Kingdom.

“Mexico is very strong,” says Kevin Moore, man-
ager of the USAA Emerging Markets fund. “As
you improve the standard of living, discretionary
spending goes up.” The result? Retailers in the
country posted 10% sales growth this year. In par-

-, ticular, we think Wal-Mart de México (WMMVY).

partially owned by U.S. Wal-Mart, is a winner. It
turns out that the company’s secret salsa—close
inventory control. volume discounts, and better
technology and logistics—works as well in Mexico
as it does in the states. Walmex is already the coun-
try’s biggest chain (1999 sales of $6 billion nearly
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equaled those of its three closest competitors com-
bined). and iU's putting up numbers that would
make Sam Walten proud. Third-quarter operating
earnings were up 22% this year, and revenues rose
117, “It’s the highest-quality retail play in the
country,” savs Danie! Barker. manager of the J&W
Seligman Emerging Markets fund.

Brazil

After decades of staggering inflation and back-
breaking poverty, Brazil’s economy has finally sta-
bilized under the stewardship of President Fernando
Henrique Cardoso. As part of Cardoso’s “Plano
Real” initiative, launched back in 1994, Brazil re-
structured its banks, rewrote the constitution (radi-
cally reducing the President’s power), and kicked
off privatization by selling state-owned businesses.

Those moves were initially slow to take etfect, but
lately thev're showing results. [nflation has fallen, in-
terest rates are just 17%—which may not sound low
until you consider that they were 200% back in the
early 1990s—and corporate earnings are on the rise.
What's more, Brazil's credit ratings have perked up
significantly. And as the government privatizes its
biggest businesses, foreign companies are setting up
shop. Both WorkdCom and BellSouth, for example,
have invested heavily in telecom networks there.

That macroeconomic success has, not surprisingly,
improved the lives of Brazilians. helping swell the
middle~class population steadily over the past dec-
ade. according to a Brockings Institution study. Pay-
checks for this group grew a real 18.5% from 1989
through 1996, and barks in the country have bene-
fited. as Brazilians are now saving, borrowing, and in-
vesting at increasing levels.

Which brings us to our stock choice: Unibanco
(UBB), the nation’s third-largest private bank.
While it may be smaller than rivals Banco Itau and
Bradesco, it's better positioned to benefit from the
rising middle class in Brazil because more of its
business comes from retail customers. Unibanco’s
credit pertiolio increased 10% last quarter. and it
has succeeded in signing up online customers
(600.000 already). That helped drive a 74 jump
in third-quarter net earnings. On top of that, the
stock is cheap: At $23 a share, it trades at just 1.5
times book value. a 40% discount to Banco Itau.
And even though earnings are projected to grow
10% a vear for the next five vears, it carries a P/E
ratio of just seven.

Onme final note: Unibanco could also be an at-
tractive takeover target. Citibank has been eying
the company for some time, and the Brazilian gov-
ernment is spurring consolidation in the banking
industry by selling off state-owned institutions. As
a fast-growing but smaller plaver. Unibanco may
want to stav independent. but the right offer would
be hard to turn cown. “Privatization could force
Unibanco's hand.” savs Paul Warme. an [NG Bar-
ings analyst. “That could attract a nice little pre-
mium of 237 to $0%.”
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ganization, the Chinese government has been selling

i - off pieces of state-owned companies and opening the

* country to outsiders. Already it has started privatizing

‘ the telecom industry; banking and insurance should be

‘ next to go. Not exactly Adam Smith’s invisible hand at

‘ ) work, but it does represent progress. “It’s an axy-

o moron, but this is state-driven free-market reform,” ex-

| . plains Ajay Kapur, an analyst at Morgan Stanley Dean
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manager, especially in companies about to go public:
“They now go oa  road shows,” Kapur says.)

Foreign invutment, especially from Hong Kong—
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by these foreign companies boost the local econ-
omy. “That’s driving the growth of the middle class.”
We think the best way to play this growtls is China.
Mobilé (CHL), the country’s predominant wireless
carrier. The company has seen huge gains in both its
subscriber base (21.6 million people as of June, up .
T7% over last year) and the amount of time those
people spend talking (mobile minutes shot up 48%,

Emerging-Markets Winners
Four stocks to help you ca;iullze on msddle-c!ass consumer spending.

Price as of
Company Ticker 11/16/00 Comments
- . . Sam Watlton's retad success story works

Wal-Mart de México  wwwvy (e just as wed in Mexco.
: . As Brazil pnvatizes fts banks, this one
‘\ Unibanco 88 823 could be 2 takeover candidate.
“ e : Already China's biggest wireless carmiet,
“ China Mobile HL $32 and it's onlly getting bigger
‘ A GE-styte conglomerats in India, with

Wipro Lt $55 bighime eamings growth rates.
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e ~-Sumgomuﬁmd adding that the jobs created

to 35.4 billion). Despite that, however, overall pene-
tration rates in China are still a mere 5%. As phone’
prices there continue to decline—now the equivalent
of about $100, compared with $700 in 1997—consu-
mers are increasingly likely to buy wireless phones
and use China Mobile's service.

Investors are clearly interested. The company’s re-
cent bond offering, to help finance seven new wireless
networks, was cversubscribed by a factor of ten. And
other phone companies are taking note as well: Vod-
afone recently bought a 2% stake. Best of all, CHL
shares are about a third off their high right now, thanks
to the global stampede away from telecom stocks. In-

vestors are worried that European telecoms will have .

to lay out huge sums to bid an next-generation licenses

and then upgrade their networks. But China Mobile, ' _
subsidized by the government, should -.. -
slnuldcrw&abmdmmﬁz.sbarestradefmls*"f
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umcsnc.xtyearscammgsof$219 and analysts pre-

Indian compani&shxvccstablished adcar expertise
in data-processing programs, they’re now moving
into e-commerce and wireless technology. Both Nor-
tel and Cisco are setting up R&D centers there.

That kind of educated work force is why India’s -
middle class is so large—about 200 million people,
more than any other country in the world. In part
because of the software boom, per capita income is
increasing 3% to 4% a year Purchases of mobile
phones and cars are up. Sure. the country’s 2.4 mil-
lion cellular subscribers are only a fraction of
China’s 70 million, but pew customers are signing on
at accelerating rates—about 70,000 a month at last
count. The total number of subscribers is expected
10 double by pext year. o five million.

How best to invest in India? We chose Wipro
(WIT), a conglomerate that does heavy-duty computer
consulting for businesses around the world and also
sells consumer products in India. everything frown light
bulbs to vegetable il to soap. As vou'd expect, most
of its revenue coimnes from the technology side (nearly
50%% of its first-half sales this vear were from R&D cli-
ents, mostly in the wireless business). The company
currently trades at $55. giving it an admittedly steep
PE ratio of about 65 tmes forward eamings. But Wi-
pro’s projected growth rates are huge—analysts ex-
pect earnings to increase more than 0% a year for the
next five vears. “The stock has extremely high multi-
ples. but extremety high growth rates :00.” savs Moore
at USAA. “It's not out cf ‘ine with its giobal peers.” @
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