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Third Quarter 2011 Mutual Fund Commentary

RS Emerging Markets Fund

Market Review

The third quarter was a very nervous time for financial markets. Economic statistics had been
deteriorating for some time, partly as result of the short term effects of Japan’s earthquake, but
mainly because financial crises tend to cast a long shadow. A culture of repaying debt seems to be
entrenched in several large developed economies. If both government and people are trying to cut

back there are bound to be problems.

What has changed recently is investors’ confidence in the authorities’ ability to cope. Protracted and

highly politicised negotiations in the US culminated in the country’s debt being downgraded. In
Europe, there remain deep disagreements about how to address the Greek crisis, and mounting
scepticism that the Greeks can deliver on their promises. The EU’s prevarication is drawing larger

European countries into the crisis and weakening the euro. What began as an economic crisis is
becoming a political one.

There are plenty of happier, and possibly more important, events taking place in other parts of the
world however. Interest rates seem to be peaking in the developing world. Brazil and Turkey
announced cuts. In time, others are likely to follow (India raised her rates, but is lagging the trends of
other economies). Emerging market current account surpluses are now clearly declining,

rebalancing the world economy. America is exporting more than ever before, while net exports are
now a significant drag on the Chinese economy. Despite this, China is still growing at a healthy clip –
slightly embarrassing for those who claim that China cannot prosper without selling ever larger

amounts to the rest of us.

Portfolio Review

It is in such an environment as this that it pays to remember that we invest in companies, not
economies, and are free to choose not to invest in those areas most exposed to the well
documented problems. In stark contrast to the prevailing mood, we are particularly excited by a

number of opportunities within Emerging Markets which we believe offer investors the potential to
earn multiples of their original investment. Furthermore, the significant de-rating suffered by
Emerging Market equities over the last couple of years makes this a striking starting point.

We have talked in the past about the likely path of oil demand from the developing economies. The
IEA has consistently underestimated increases in energy consumption from EM and we see little
sign of this changing. The supply response has been more gradual with noticeable interruptions

along the way, particularly recently. The Fund has been seeking to take advantage of companies at
the forefront of exploring and developing relatively new oil frontiers. The West African Transform
Margin is one such area. This stretch of coastline running from Sierra Leone to Ghana has been

subject to explorative drilling for decades but is only recently proving its potential. Tullow Oil (3.51%
position as of 9/30/2011) is just one of a handful of companies involved in potentially
transformational drilling programs in this area.

Elsewhere within the energy sector we have been struck by the poor performance of Petrobras
(3.07%), a company now trading on less than book value but where we expect returns to remain
comfortably above their cost of capital and production growth to stay strong. The similar weakness in

Vale’s share price perhaps speaks to concerns over the direction of Dilma Rousseff’s policies but is
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a mid-single digit p/e really appropriate for a company generating such high returns and with such
clear avenues for further growth?

Inevitably much of our enthusiasm for a number of the energy and material names must hinge on the
outlook for China, a country that continues to polarise debate both internally and externally. Whilst

we share some of the concerns regarding the squeeze on credit to the private sector we do not
anticipate an imminent change to either the shape or the trajectory of China’s growth.

Commodity demand remains well underpinned as the investment juggernaut continues, consumption

is booming and the last few years have proven that China is learning to live without any growth
contribution from net exports. We remain underweight the Chinese banks and have yet to be
tempted back to the property sector but the attractions of a number of internet and insurance

companies continue, in our view, to be grossly underestimated by the broader market.

In marked contrast to China, we have been struck by the ready availability of credit to the Brazilian

private sector. Consumer and private lending is a relatively new phenomenon in a country
accustomed to high real and absolute interest rates but loan growth of late has been prolific. We
expect this to help underpin the likes of MercadoLibre (0.71%) and we have been examining the

performance of the banking sector’s loan book with increasing interest. For the time being, the likes
of Itau (0.59%) and Bradesco (1.53%) have been executing well and their ability to adapt to a more
conventional banking business model continues to impress us.

Inevitably, however, a bout of weak performance forces a frank assessment of where we disagree
with the market. Is it wrong, for example, for the Fund to have been so underweight defensive
sectors such as the telecom companies? And why have we doggedly maintained the Fund’s

holdings in a number of the tech megacaps in the face of struggling Western demand? In the
telecom sector we expect data revenue growth to disappoint and for the declines in voice to
accelerate as the move online increases. It is hard for a growth manager to conjure up excitement

for a declining profit stream in what are often public service entities.

The Fund’s holdings in the likes of TSMC (2.64%), Hon Hai (-1.93%) and Samsung Electronics (-

5.10%) all fall into the category of dominant players in growing industries with strengthening
competitive positions. Hon Hai in particular has suffered from concerns over margin declines and
weak end demand. We believe the outlook for both margins (the fruits of -its massive investment in
automation and lower cost facilities is about to reap its rewards) and demand (key suppliers of

tablets and still winning share in PC-s) is far more favourable than the market currently anticipates.
We have similar conviction in TSMC where we expect high-teens earnings growth through the cycle
and Samsung Electronics, where their dominance in flash memory is likely to underpin rising

earnings for several years to come.

Performance

For the three-month period ended September 30, 2011, RS Emerging Markets Fund (Class A
Shares) declined 24.26%, underperforming a 22.46% decline in the benchmark MSCI Emerging
Markets Index. The quarter was particularly volatile with a number of stocks experiencing price

moves in excess of 20%.

As a reminder the fund’s exposure to Energy companies tends to be through smaller oil and gas
exploration companies rather than the national oil champions. Several of these holdings, such as

Tullow Oil, Dragon Oil (3.41%) and Gulf Keystone Petroleum (1.74%) helped the relative
performance of the fund over the quarter. Tullow Oil performed particularly strongly after successful
drilling at its Zaedyus exploration well in French Guiana. Results from the well came in at the top end

of estimates, and crucially have proven the Tullow thesis that the geological feature that hosts
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Tullow’s Jubilee field in Ghana are reflected on the other side of the Atlantic. In doing so, the well
has potentially opened up a large new oil province off the South American coast.

A number of the technology holdings, including the Taiwanese companies TSMC and Mediatek
(1.47%) and - South Korea’s Samsung Electronics also added to relative performance. Mediatek

was particularly strong as the company’s recent chipsets appear to be gaining traction in the
Chinese 3G market. The success of Lenovo’s A60 smartphone that uses Mediatek’s latest chip was
a significant catalyst. There was little stock specific news for Samsung Electronics, but results
continue to be relatively resilient, while much of the negative news in the market appears to have

already been discounted in the share price. Several other South Korean stocks were also beneficial
for relative performance, with overweight positions in Hyundai Glovis (auto logistics) (1.72%), NHN
(internet search engine) (0.88%) and E-Mart (retailer) (1.00%) all helping. E-Mart has been strong

since it was spun out of Shinsegae (0.12%) earlier in the summer, whilst Glovis continues to benefit
from the good growth at Hyundai Motor Group.

On the negative side, stock selection in China hurt the fund. There has been continued negative
newsflow for the rail infrastructure sector. Earlier in the year there were corruption allegations at the
Ministry of Rail and during the quarter there was a fatal collision between two ‘high speed’ trains.

This appears to have been a fault with the warning systems rather than any problem with the trains
or track per se, however, all rail related companies have been very weak subsequently. The fund’s
two Chinese rail holdings, CSR Corp (0.69%) and China Railway Construction (0.81%) therefore
hurt relative performance.

Chinese companies listed on US exchanges were also hit hard as the convoluted ownership
structure behind some of these companies has yet again become an area of attention. The holding

in Focus Media (advertising) (0.67%) performed poorly as a result, despite posting good first
half results.

Ping An Insurance (1.08%), was another Chinese holding that detracted from relative performance.
Ping An suffered from the general weakness in the Chinese insurance sector but this was
exacerbated by rumours that one of its major shareholders, HSBC (0.00%), is planning to sell its

stake. HSBC has firmly denied the rumour.

Material companies were the other notable detractors from relative performance, as worries about
global growth hit commodity prices. With the exception of the gold company, Gold Fields (1.44%),

Performance quoted represents past performance and does not guarantee future results.
Investment return and principal value will fluctuate, so shares, when redeemed, may be worth
more or less than their original cost. The Fund’s total gross annual operating expense ratio as of

the most current prospectus for the Class A Shares is 1.57%. The performance quoted, unless
otherwise indicated, does not reflect the current maximum sales charge of 4.75% that became
effective on October 9, 2006. If the maximum sales charge were included, the performance stated

above would be lower. Current performance may be lower or higher than performance data quoted.
Performance current to the most recent month-end is available by contacting RS Investments at
800-766-3863 and is frequently updated on our Web site: www.RSinvestments.com.

The Fund is the successor to The Guardian Baillie Gifford Emerging Markets Fund; performance
shown includes performance of the predecessor fund for periods prior to October 9, 2006.
Please refer to the most current Fund prospectus for complete details on expenses including

fees and also for more information on sales charges as they do not apply in all cases and if
applied are reduced for larger purchases. Performance results assume the reinvestment of
dividends and capital gains.
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companies such as Kenmare Resources (Mozambique mineral sands miner) (1.20%), Aluminium
Corporation of China (0.69%), Evraz (Russian steel) (0.78%) and Cemex (Mexican cement) (0.00%)

all hurt relative performance. Cemex’s share price was particularly weak over fears that slowing
growth in its key markets of the US and Europe and a weaker peso will inhibit the company’s ability
to meet their substantial debt obligations. The likelihood of a significantly dilutive debt for equity

swap has increased and this undermines the operationally and financially leveraged investment
case.  With this in mind, we sold your holding during the quarter.

Outlook

The current situation raises, in an acute form, an important issue which has bedevilled investors in
markets throughout history. It is one that Keynes, for example, wrestled with for years before coming
down decisively on one side. It is this: Should an investor try to predict and anticipate developments

in the economy as a whole, and make that the determining factor in his approach (‘Credit Cycling’ as
Keynes called it); or should he make long term commitments to strong companies with good
prospects, and regard price declines caused by other investors’ attitudes to the overall situation as

opportunities to buy favoured businesses at low valuations?

Clearly, we favour the latter approach, as did Keynes – eventually. But this method cannot be

employed uncritically. We need to be reasonably sure that the economic storm will not persist
indefinitely and envelop the entire world, and we need to be confident that our favourites can remain
afloat.

As far as the first issue is concerned, we are reasonably sure that the world is not coming to an end.
Half of it is unaffected and growing tolerably quickly. The problems mainly lie in countries with debts
in their own fiat currencies. They are not going to run out of money. There are many possible

combinations of default, monetisation, devaluation, inflation and even austerity, which will resolve
their problems. It is impossible to say how all this will pan out, but politicians are beginning to realise
that there is too much saving going on and that a significant stimulus is required. Companies will be

the main beneficiaries.

Will these companies weather the storm? We cannot be sure in every case, but the Fund is

dominated by well-financed businesses, whose growth prospects depend largely on demand from
the robust half of the global economy. We believe that the current crisis, and the indiscriminate ‘risk
on – risk off’ flip flopping that it has produced, has led good companies to become undervalued. Of
course, they may become even cheaper.

This is a period of accelerated change. Many old industries and companies are being replaced by
new ones. The gap between winners and losers is widening, but the stock market is being even

more inefficient and indiscriminate than usual. Now is a good time to be a long-term equity investor.

We thank you for your continued support.

Sincerely,

Richard Sneller William Sutcliffe
Co-Portfolio Manager Co-Portfolio Manager
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As with all mutual funds, the value of an investment in the Fund could decline, so you could lose
money. International investing involves special risks, which include changes in currency rates,

foreign taxation and differences in auditing standards and securities regulations, political uncertainty
and greater volatility. The value of a debt security is affected by changes in interest rates and is
subject to any credit risk of the issuer or guarantor of the security. These risks are even greater

when investing in emerging markets.

Any discussions of specific securities should not be considered a recommendation to buy or sell
those securities. Fund holdings will vary.

Except as otherwise specifically stated, all information and portfolio manager commentary, including
portfolio security positions, is as of September 30, 2011.

RS Funds are sold by prospectus only. You should carefully consider the investment

objectives, risks, charges and expenses of the RS Funds before making an investment
decision. The prospectus contains this and other important information. Please read it
carefully before investing or sending money. To obtain a copy, please call 800-766-3863 or

visit www.RSinvestments.com.

Top Ten Holdings
2

(As of 9/30/11)

Company Country
Percentage of

Total Net Assets

Samsung Electronics Asia Pacific 3.70%

Tullow Oil Middle East & Africa 3.51%
Dragon Oil Other Emerging 3.41%
Petrobras Latin America 3.07%

Vale On Adr Latin America 2.92%
China Shenhua Asia Pacific 2.73%
Taiwan Semiconductor Manufacturing. Asia Pacific 2.64%

China Life Insurance (Taiwan) Asia Pacific 2.50%
Hyundai Mobis Asia Pacific 2.29%
Naspers Middle East & Africa 1.99%

Regional Allocation

(As of 9/30/11)

Asia-Pacific 54.6%
Latin America 18.0%

Europe  8.4%
South Africa 6.0%
Middle East & Africa  6.9%

Other  5.3%
Cash  0.9%
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Performance
(Average Annual Total Returns as of 9/30/11)

Third
Quarter

2011 1-Year 3-Year 5-Year 10-Year
Since

Inception
3

RS Emerging Markets Fund,
Class A

without sales charge -24.26% -22.18% 5.61% 4.24% 16.67% 8.26%

with maximum sales charge -27.87% -25.87% 3.90% 3.22% 16.10% 7.90%

MSCI EMF Index
1 -22.46% -15.89% 6.59% 5.17% 16.41% 6.48%

Performance returns for periods of less than one year are not annualized.

1 The Morgan Stanley Capital International (MSCI) Emerging Markets Free (EMF) Index is a market capitalization-weighted

benchmark index composed of companies representative of the market structure of emerging market countries in Europe, Latin
America, and the Pacific Basin: it excludes closed markets and those shares in otherwise free markets which may not be purchased
by foreigners. There are no expenses associated with this index while there are expenses associated with the Fund. The MSCI EMF
Index is an unmanaged index and is not available for direct investment.

2 Portfolio holdings are subject to change and should not be considered a recommendation to buy or sell individual securities.
3 Class A shares inception date May 1, 1997.

Distributed by: Guardian Investor Services LLC (GIS), 7 Hanover Square, New York, NY 10004.

Not a

Deposit

Not FDIC

or NCUA
Insured

May

Lose
Value

No Bank or

Credit Union
Guarantee

GIS is a member: FINRA, SIPC.
©2011 RS Investment Management Co. LLC

CO1141QL_EMF

Performance quoted represents past performance and does not guarantee future results.

Investment return and principal value will fluctuate, so shares, when redeemed, may be worth
more or less than their original cost. The Fund’s total gross annual operating expense ratio as of
the most current prospectus for the Class A Shares is 1.57%. The performance quoted, unless
otherwise indicated, does not reflect the current maximum sales charge of 4.75% that became

effective on October 9, 2006. If the maximum sales charge were included, the performance stated
above would be lower. Current performance may be lower or higher than performance data
quoted. Performance current to the most recent month-end is available by contacting RS

Investments at 800-766-3863 and is frequently updated on our Web site:
www.RSinvestments.com.

The Fund is the successor to The Guardian Baillie Gifford Emerging Markets Fund; performance

shown includes performance of the predecessor fund for periods prior to October 9, 2006. Please
refer to the most current Fund prospectus for complete details on expenses including fees and
also for more information on sales charges as they do not apply in all cases and if applied are

reduced for larger purchases. Performance results assume the reinvestment of dividends and
capital gains.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


