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World share prices continue to move with a high level
of uncertainty and volatility, even after recovering
from the 10-15% falls caused by the Tsunami and
nuclear crisis in Japan. Concerns about the US
deficit, the prolonged Greek debit crisis, slower than
expected American economic data, and commodity
price volatility, have all caused sharp moves in share
prices.

This level of price uncertainty has been a notable
feature of the stuttering global economic recovery
since 2008. However, with the exception of price rises
in some physical commaodities, like Silver, there have
been few outright gains in most world stock markets,
for at least a year.

Over the last twelve months, the FTSE 100 — one of
the better performing of world markets — has risen by
just +0.5%, having earlier dropped by -18% and spent
several months in negative territory. The US stock
market return has been no better. For UK investors,
over twelve months the American market has fallen by
-1% in Sterling terms.

Elsewhere, stock markets in Europe, China, Brazil and
India, are either down or flat over this period. Perhaps
surprisingly, given the amount of comment about a
global commodity boom, Wheat, Copper and Natural
Gas, along with many other smaller commodities,
have fallen in price in 2011, even in Dollar terms, by
up -10% this year.

In spite of these stock market conditions, many of the
Kudu fund’s investments have delivered strong gains.
Some of our individual stock selections have been
excellent. This year, Exxaro, the low-priced South
African coal miner which was detailed in a previous
month’s report, has risen by 25% - the best

performing stock in the Johannesburg index. Another
core position, Opap, the monopoly gambling
company in Greece, has risen by 10% this year- also
the best stock performer in the Greek index.

However, strong returns from many investments have
been outweighed by the continued weakness of many
financial markets.

We believe the only sensible way to approach these
conditions is to continue to invest in shares with a low
level of correlation to wider market direction, and to
focus on the stock specific opportunities which these
uncertain conditions have made available.

We have increased our investments in companies
working in the medical and health field, where
earnings are linked to factors other than economic
growth. Demand for kidney dialysis or generic
pharmaceuticals — when drugs come off patent - has
grown even through the world economic uncertainty
since 2007.

The fund invests in Fresenius, the German-listed
dialysis company, where earnings growth is being
driven by increased demand for dialysis in the
developing world and emerging markets. The
company has tripled annual earnings over the last
nine years, and there is no reason to expect that
growth will not continue for many years.

Healthcare and other sectors whose earnings are less
correlated to economic activity are also proving
attractive to corporate buyers. With stock market
valuations depressed because of continued economic
uncertainty, listed companies offer a discounted way
of buying future growth.

Johnson and Johnson’s recent bid for Synthes, the
Swiss medical device manufacturer, is likely to the first
of many deals this year. J&J are paying just 18 times
2012 earnings, which is hardly a full price for a
company with steady annualized earnings growth of
12% in all economic conditions.
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After a -25% slide in Aspen’s share price, caused by strength in the South African
rand and fears over domestic price regulation, the company is now trading at an
attractive valuation of 12.5 x 2012 earnings, a discount to world peers.
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Australian acquisition. Aspen has production sites in Tanzania, Kenya, Brazil,
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Aspen has a corporate agreement and global partnership with Glaxo, which offers
expertise and new profit opportunities. This link-up, between two companies
previously sharp competitors, is part of a growing trend by Multinational research
Pharmaceuticals to adapt to the worldwide shift in favour of generic drugs, which
has had such a damaging effect on Big Pharma earnings in recent years.
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