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“For the year, Newgate Emerging Markets Portfolios increased 31.7%”

ewgate Emerging Markets Portfolios rose 8.3%

during the fourth quarter, as global pension

plans, government investment schemes, hedge

funds and institutional investors poured capital
into one of the fastest growing regions in the world. Earlier
concerns about rising US interest rates, surging oil prices, ter-
rorism and fears of a bird flu pandemic were pushed to the
sidelines, as emerging markets experienced the largest capital
market and foreign direct fund flows on record. For the year,
Newgate Portfolios increased 31.7%, the third straight year of
double-digit gains.

MARKET REVIEW. Surprisingly strong growth in China
propelled most markets, especially those in Asia, which rose
nearly 9% on the quarter. South Korean stocks rocketed
over 15% as consumer confidence spiked, exports soared
and local investors returned. Indian shares rallied over 8%
on the back of “crossover buying”- purchases from global
equity managers, not merely those dedicated to emerging
markets. India, the developing world's second economic
growth engine after China, drew torrents of capital from
overseas. As a result, the Indian market increased 38% in
2005. Ironically, despite all the attention surrounding China,
its equity market actually closed the quarter slightly lower
and underperformed the MSCI Emerging Markets Index
by more than 1,500 basis points for the year.

In Southeast Asia, Indonesian stocks raced ahead
by over 12% after the central bank raised interest rates to
stabilize the rupiah and restore investor confidence. Thailand
and Malaysia continued to languish, with the Thai market
rising less than 1% during the quarter and Malaysia posting
a slight decline of 2%. Thailand was significantly impacted
by higher oil prices. Malaysian stocks are considered fully
valued and therefore not as attractive to the crossover
buyers that propelled Indian and South Korean markets.

Natural resource stocks continued to climb through-
out most emerging markets. The rally in commodities,
especially mining shares, was most noticeably felt in the
Europe, Middle East and Africa (EMEA) region. South Africa
increased over 9% on the strength of gold, platinum and
diversified mining stocks. Russian stocks advanced a modest
4.5% in the quarter but ended the year up over 73%, the
strongest performance of any major emerging market.

Latin American markets continued to climb, adding
3.5% during the quarter, to close the year up more than 50%.

After a great three-year run, negative forces seem to be
weighing in on the region. The election of a left-leaning
government in Bolivia, combined with continued bellicose
statements from Venezuelan President Hugo Chavez, are
causing investors to question whether Latin America will
continue to be a friendly place for capital. In addition,
Argentina and Brazil announced early paybacks of IMF
loans, with both governments stating they would no longer
participate in IMF sponsored programs. During the quarter,
Brazil was up just 1%, Mexico 11% and Argentina fell

over 13%.

PortroLIO REVIEW. For 2005 (and 2004), the Portfolio
was primarily hindered by our overweight position in Taiwan,
especially in Taiwanese technology stocks. At the end of the
year, these shares began to participate in the global techno-
logy rally, but not enough to compensate for relatively poor
performance earlier in the year. In addition to Taiwan, our
overweights to both Indonesia and Thailand reduced our
relative performance, while our underweights to China and
South Africa helped. Strong stock selection in South Africa
and Russia, particularly in resource names, added to portfolio
performance.

OuTLOOK. We remain bullish on Asia despite higher
energy prices. We will continue to overweight Taiwan and
South Korea and underweight India. Valuations in China
have become very attractive, and we are considering more
mainland opportunities, particularly in telecoms, financials
and energy. In Latin America, we are reducing our over-
weight to Argentina and maintaining our exposure to Brazil.

At Newgate, we believe that the 38% annualized
returns of the past three years are unsustainable. Even with
greater than 6% GDP growth and valuations at just 10 times
2006 earnings, emerging market returns should regress back
to their historical levels of risk premiums — 9 to 10% over
S&P 500 estimates (or roughly 15-18%). Over the next three
years, we expect roughly half the return of the previous three,
with all, if not more, of the risk.

Despite underperforming in the last two calendar
years, Newgate Emerging Markets Portfolios have soared
177% during the bull market beginning September 2002.
This represents a 93% upside capture ratio, our historical
average. By comparison, our downside capture ratio has
averaged just 76% since 1991. Capital preservation remains
one of Newgate’s primary goals. &
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COUNTRY ALLOCATION ¢ 12/31/05

PERFORMANCE & Risk* 10/31/91 To 12/31/05 ‘
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NEWGATE LLP is an SEC registered investment advisor founded in 1982. Opinions expressed are subject to change without notice.
Statements of fact have been obtained from, or are based on, sources considered reliable, but no representation is made by Newgate as
to their completeness or accuracy. Performance is net of management fees; index returns are reported with gross dividends reinvested.
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