
 

 

 
 
 
 
 
 
 
Outlook:  Top-Down Risk Readings in Frontier.  Where Frontier Markets Go From Here. 
 
“If no one ever took risks, Michaelangelo would have painted the Sistine floor.”  Neil Simon 
 
Macro model results.  Kyklos is a bottom-up investor, but we do not ignore macro country risk.  
GDP growth is a key driver for corporate profit, and the operating returns of Frontier companies 
are sensitive to currency exchange rates which sometimes change dramatically.  Currency price 
changes are also a direct addition to, or subtraction from, our investment returns in US dollars.  
We use a proprietary macro country model to score and rank overall macro risk using six factors.   
 
The model now includes all Emerging and Frontier index countries, plus many non-index names, 
and it captures risks relative to the Emerging as well as Frontier markets that compete for 
investment flows. 
 
In the latest model results, Frontier countries and Kyklos exposures make out pretty well, 
underlining the significant growth and quality advantages that we see in our portfolio and our 
space.  We are currently invested in three of our top-five-ranked countries, Slovenia, Georgia, 
and Botswana, and three more of our exposures, Pakistan, Kazakhstan, and Ghana, rank in the 
top third of all countries in the model.  Only two countries Kyklos has exposure to, Estonia and 
Nigeria, are in the bottom third.   
 
The Near Future in Frontier.  Some day, the post-Covid rally in global equity markets shall end.  
Our bet on the most probable catalyst comes from interest rates.  Emerging and Frontier 
countries often borrow foreign currencies to finance their deficits and development.  When the 
investors in that debt accept exceptionally low yields versus Developed-country bonds, equity 
investors should usually sell before debt costs rise again and economic growth weakens. The 
magic number for the spread between Emerging and Developed bond yields is about 3% 
(below), and the current level is 3.15%.  Investors in the MSCI Frontier Emerging Index (MXFEM) 
who sold the last time 3% was breached in December 2019, would have saved themselves from 
a Covid-driven -22% bloodbath in the following six months.  Following a similar rule since 2009 
would have worked almost 75% of the time, and avoided average 6-month equity losses of 6%.  
 
As for timing, with dovish central banks throughout the heavyweight Developed world, we see a 
likely gradual rotation out of cyclicals rather than a sudden shift.  We will continue to add to 
positions in defensive sectors like healthcare and food, companies with sustainable profitability 
in downturns, which were out-of-favor during 2020’s boom of all things cyclical. 

  



 

 

 
 
 
 
 
 
 

 
 
Charlie Gushee 
May 1, 2021 
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Sell in May? If EM Bond Spreads Can't Go Lower, Frontier 
Stocks Usually Can't Go Higher

EM Bond Risk Spread bps (JPEIGLSP Index) LH

MSCI Frontier Emerging Markets Index (MXFEM) RH



 

 

 
 
 
 
 
 
 
IMPORTANT DISCLOSURE INFORMATION This information is intended solely for the addressee, for 
informational purposes only, is confidential, is not intended for public use or distribution, and may not be 
reproduced or distributed without the express written consent of Kyklos Capital LLC (“Kyklos Capital”) or 
Charles Gushee. In addition, the positions discussed in this letter are being provided only for illustrative 
purposes in order to provide examples of the idea generation, research, and investment process of 
Charles Gushee. The issuers discussed in this letter do not represent all of the positions selected by 
Charles Gushee in the Fund. No representation is made as to whether or if the investment ideas 
represented in the positions discussed in this letter have been or will be profitable. It should not be 
assumed that Kyklos Capital will be able to identify similar investment opportunities in the future or that 
any such opportunities will be profitable. The information in this letter is current only as of the date 
indicated, and may be superseded by subsequent market events or for other reasons. Statements 
concerning financial market trends are based on current market conditions, which will fluctuate. This 
information does not constitute an offering of any security, product, service or fund, including interests in 
the Fund. An offer or solicitation of an investment in the Fund will only be made pursuant to a 
confidential private offering memorandum (the “Private Offering Memorandum”) and other documents 
of the Fund (the “Fund Documents”) in jurisdictions where permitted by law, and only the information in 
the Fund Documents should be relied upon when making a decision to invest. The purchase of interests in 
the Fund is speculative and suitable only for sophisticated investors for whom an investment in the Fund 
does not constitute a complete investment program and who fully understand and are willing to assume 
the risks involved in the Fund’s investment program. The Fund will employ certain trading techniques, 
such as short selling and the use of leverage, which may increase the risk of investment loss. As a result, 
the Fund’s performance may be volatile, and an investor could lose all or a substantial amount of his or 
her investment. Further, the Fund has substantial limitations on an investor’s ability to redeem or transfer 
its interests, and there is no secondary market for interests in the Fund and none is expected to develop. 
All of these risks, and other important risks, are described in detail in the Fund’s Private Offering 
Memorandum. Prospective investors are strongly urged to review the Private Offering Memorandum 
carefully and consult with their own financial, legal and tax advisors before investing. This information is 
not for distribution in isolation and must be viewed in conjunction with the Fund Documents as it is not 
intended to be a complete description of the risks of an investment in the Fund or its investment 
strategies. To the extent there is any inconsistency between this information and any of the Fund 
Documents, the Fund Documents govern in all respects. Although the information contained herein is 
believed to be accurate as of the letter date, Kyklos Capital and Charles Gushee do not make any warranty 
regarding its accuracy or completeness, and will not accept responsibility for any errors in the 
information, and undertake no obligation to update any information set forth herein. Any projections, 
market outlooks, or estimates in this document are forward-looking statements based upon certain 
assumptions, and should not be construed to be indicative of the actual events that will occur. Any 
information regarding portfolio composition or investment restrictions are intended as examples or 
guidelines which may be modified or changed by Kyklos Capital at its discretion and without notice to you. 
Further, as noted in the document, all positions discussed are positions that were held in the Account, 
which is intended to serve as the development account for the Fund, and such positions do not 
necessarily represent the positions that will be held by the Fund. 
 
 

 


