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India comprises around 19% of the portfolio, but we’re interested in more than its large 
market.  

In mid-February, before the severity of the Covid-19 
coronavirus outbreak became clear, we had the 
opportunity to travel to India, spending time in Mumbai 
and Bangalore. India has always been an important 
source of ideas for the strategy. Today it comprises 
around 19% of the portfolio, the most of any single 
country. India’s demographics make it hard to ignore, 
with a burgeoning population north of 1.3 billion people. 
However, it is more than simply a large market that 
attracts our interest as long-term-orientated investors. 
Private sector India exhibits generally high levels of 
corporate governance, probably helped by a high 
degree of family ownership, and the rule of law tends to 
be stronger than in much of the developing world. 

Entrepreneurship is everywhere you look in its bustling 
metropolises, from the myriad street vendors and 
informal rows of retail outlets to the legions of tuk-tuk 
drivers waiting to ferry you to your next port of call. 
Commerce runs deep in its history and one can forget 
that India accounted for close to a quarter of global 
GDP in the early 18th century, before the decline of the 

Mughal empire. Centred on the textile looms of Bengal, 
India was a hub for global trade, which is part of what 
made it so attractive to European colonists. By the time 
of independence from British rule in 1947, India’s share 
of GDP had dropped to just 3–4%. Today, that has 
grown to a 7–8% share but with 18% of the global 
population one could argue that India should still see 
significant progress in the decades ahead to address 
the imbalance, although that growth is unlikely to be 
linear. 

A home-grown credit-cycle 

This was indeed an interesting time to visit companies 
and speak to management teams. Although the wider 
world has abruptly slowed down in recent weeks, India 
has been encountering its own slowdown over the past 
two years. Its financial industry has been rocked by a 
liquidity crisis sparked by defaults in the shadow 
banking sector, largely linked to slowing real estate 
demand. The effects of this are still being seen today. 
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Yes Bank, India’s fourth-largest privately owned bank, 
has recently succumbed to an inevitable restructuring, 
with the State Bank of India organising a bailout of the 
overstretched and over-exuberant lender. In an industry 
where the worst loans are made in the best of times, 
and the best loans are made in the worst of times, it 
was Yes Bank’s unwillingness to say ‘No’ at a time of 
exuberance that led to its downfall. 

 

Casual labour opportunities in real estate and 
infrastructure have also dried up significantly, 
coinciding with weaker agricultural activity, which has 
had a detrimental impact on the two-thirds of India’s 
population who live outside the cities. Indeed, 
Hindustan Unilever told us that rural growth in the fast-
moving consumer goods market is now running at just 
half the rate of urban markets. An unusual situation that 
they see continuing for the foreseeable future. This 
poor rural demand environment was echoed by many 
of the consumer staples companies we met. All in, 
India’s GDP growth has slowed to the slowest pace in 
six years, rising 4.7% in the last quarter of 2019. For 
those companies built on access to easy credit and 
designed for high growth, these are troubling times. 

Culture is key  

Building on many previous trips and our prior history of 
investing in India, the companies we had lined up to 
see are better placed than most to navigate the slowing 
environment. Equally, we believe that they should be 
able to take advantage of weakened competitors when 
stronger economic growth resumes. In Mumbai, 
meetings with HDFC Corp Ltd and Kotak Mahindra 
Bank brought to light the importance of stewardship 
and building and maintaining a lending culture based 
on prudence. This is particularly the case in financial 
companies which, by their nature, are highly geared. 

The past two years have been an important litmus test 
to measure the quality of business models in this 
sector. Both institutions have so far come through 
India’s banking crisis in good shape, avoiding 
meaningful exposure to troubled borrowers. They have 
also benefited on the funding side by being among the 
select few issuers favoured in the broader flight to 
safety by debt purchasers, meaning liquidity is not an 
issue. The management team at Kotak reminded us 
that the impressive headquarters building we met them 
in came into their possession as a result of shrewd 
opportunism during the last financial downturn, with 
Kotak buying the building from a distressed seller at a 
considerable discount to market value. A strong 
balance sheet gives the chance to capitalise in 
downturns when competitors are disadvantaged and is 
a common factor evidenced throughout our portfolio 
today. We retain a large position in HDFC Corp Ltd, 
while Kotak is a company we have long admired and 
we continue to wait for a more opportune valuation 
point. 

The tortoise and the hare 

In Bangalore, we had the chance to meet the country’s 
leading beer producer, United Breweries, and gained 
an insight into the potential for change there under new 
ownership. The company had previously been under 
the control of Vijay Mallya, who also founded the ill-
fated Kingfisher Airlines, which amassed large debts 
before its collapse in 2012. With a consortium of banks 
taking over the exiled Mallya’s pledged shares, 
Heineken has steadily increased its stake as shares 
have become available. 

Today Heineken, one of the largest positions in the 
portfolio, owns 46.5% of India’s largest brewer. The 
potential for United Breweries is clear – it has more 
than 50% of India’s beer sales, an underused pan-
Indian production footprint and a good balance sheet 
with little debt. However, even in the headquarters’ 
lobby its turbulent past looms large. Affixed to a wall 
was a notice issued by the authorities for the debt and 
penalties outstanding by its former promoter, and 
overhead a large model of a Kingfisher plane hung 
ominously from the vaulted ceiling. One would hope if 
(or when) Heineken can reach a controlling 51% stake, 
more sweeping change will occur. The Heineken 
family’s more conservative attitude to debt contrasts 
significantly with Vijay Mallya, the self-declared ‘King of 
the Good Times’. In an industry with relatively 
predictable cash flows such as brewing, capital 
allocation skills and financial prudence can be the 
difference between success and failure. 
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The challenges of a demographic 
dividend  

Another area of interest on our trip was healthcare. 
India has ambitious plans to open up access to medical 
treatment for more of its population and has 
implemented policies to allow its poorest 500 million 
inhabitants free access to hospital care. Although the 
government’s new health insurance scheme is still in its 
early innings, one of the areas that has seen strong 
growth in the past few years is laboratory-based 
diagnostics. In India private companies provide health 
diagnostic services to patients, typically setting up 
collection centres outside busy hospitals. Having 
recently conducted research on one of the leading 
listed chains, we were interested to meet some of their 
independent competitors to better understand the 
industry dynamics. 

We also travelled to see some of the pharmaceutical 
manufacturers, including Cipla, which is held in the 
portfolio. Cipla, which was incorporated in 1935, 
continues to benefit from its strong focus on the 
domestic market, making it less dependent than many 
of its peers on the pressured US generic medicines 
market. 

Cipla has developed expertise in respiratory medicines 
and following our visit has announced successful 
completion of phase-three clinical studies for its generic 
version of GSK’s blockbuster asthma drug Advair 
Diskus. Cipla is one of a relatively small group of 

generic manufactures with this expertise and should 
make decent returns from its version of the product. 

Positive steps forwards in sustainability  

Travelling around India, one cannot help but notice the 
toll on the local environment from decades of economic 
activity. It was interesting therefore to see a number of 
companies proactively implementing positive changes 
in this respect. One company we met in Bangalore had 
designed its new headquarters in such a way as to 
negate the need for traditional air conditioning. The low-
rise campus is built on a natural lake; evaporating water 
cools the air, which is then circulated through a series 
of aesthetically pleasing open corridors by large ceiling 
fans. Another company making significant progress 
is Grasim, a holding company of the Birla family and 
manufacturer of chemicals and textile fibres. We had 
been engaging over recent years with the company to 
provide more detail on its sustainability planning and so 
it was a good opportunity to speak to management 
about their progress. As outlined in their recently 
published sustainability report, Grasim is making the 
necessary investments to bring its viscose 
manufacturing processes in line with EU standards by 
2022. This is a welcome step, and we are pleased to 
see that the new sustainability report is being backed 
up by concrete actions. 

Thinking and acting like prudent owners  

We believe the insights gleaned from travelling to meet 
the management teams of our watchlist and the 
portfolio’s holdings are a significant tool in our armoury, 
helping us identify businesses and cultures that can 
sustain into the future. We do not profess to having any 
particular edge in forecasting macroeconomic events 
such as currency movements or interest rate cycles, 
preferring instead to judge each investment on its own 
‘bottom-up’ merits. The investment trip reiterated to us 
two key beliefs. First, that a sensible risk-aware 
approach to allocating capital is essential for successful 
business over the long term. The judicious use of debt 
can be the difference between long-term investment 
success and failure. Second, that there are many 
Indian businesses on our watchlist that, at the right 
price, are of sufficient quality to be held in the portfolio.
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Disclaimer 
For investors residing in the United Kingdom or the United 
States 

Skerryvore Asset Management LLP (“Skerryvore”) is an appointed 
representative of BennBridge Ltd (“BennBridge”), based at 45 
Charlotte Square, Edinburgh, EH2 4HQ. BennBridge is a limited 
company registered in England with registered number 10480050. 
The registered office is Windsor House, Station Court, Station 
Road, Great Shelford, Cambridge CB22 5NE. BennBridge is 
authorised and regulated by the Financial Conduct Authority (FRN: 
769109) and acts as the investment manager to the strategy. 

Any projections, market outlooks or estimates contained in this 
presentation constitute forward looking statements and are based 
on certain assumptions and subject to certain known and unknown 
risks. Accordingly, such forward looking statements should not be 
relied upon as being indicative of future performance or events. 
Past performance is not indicative of future results. The value of 
investments and the income from them may go down as well as up 
and investors may not get back the amounts originally invested. 

Broad-based securities indices are unmanaged and are not 
subject to fees and expenses typically associated with managed 
accounts or investment funds. The performance of the index 
represents unmanaged, passive buy-and-hold strategies, 
investment characteristics and risk/return profiles that differ 
materially from managed accounts or investment funds, and in 
investment in a managed account or investment fund is not 
comparable to an investment in any index or in the securities that 
comprise the indices. The volatility of the index may be materially 
different from the individual performance attained by a specific 
investor. In addition, the Strategy’s holdings may differ significantly 
from the securities that comprise the index. The index has not 
been selected to represent an appropriate benchmark to compare 
an investor’s performance, but rather is disclosed to allow for 
comparison of the investor’s performance to that of certain well-
known and widely recognized indices. You cannot invest directly in 
an index. Information is current as at the date of this document 
and may change without prior notice. This document may not be 
reproduced or distributed by the recipient, in whole or part, except 
that this document may be provided to the recipient’s advisers in 
connection with an evaluation of a potential investment. 

This document is being provided by BennBridge for informational 
purposes only and should not be construed as investment advice. 
It is not a recommendation of, or an offer to sell or solicitation of an 
offer to buy, any particular security, strategy or investment product. 
BennBridge’s research for this presentation is based on current 
public information that BennBridge considers reliable, but 
BennBridge does not represent that the research or the 
presentation is accurate or complete and it should not be relied on 
as such. The views and opinions contained herein are those are 
those of Glen Finegan and his team. They do not necessarily 
represent views expressed or reflected in other BennBridge 
investment communications or strategies and are subject to 
change. 

In the United Kingdom, this document is only available to persons 
who are (i) investment professionals within the meaning of Article 
19 of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005 (“FP Order”), (ii) high net worth companies 
and certain other entities falling within Article 49 of the FP Order; 
or (iii) to any other persons to whom such communications may 
lawfully be made. It must not be acted, or relied, upon by any other 
persons. 

RISK FACTORS 

The counterparty to a derivative or other contractual agreement or 
synthetic financial product could become unable to honour its 
commitments to the fund, potentially creating a partial or total loss 
for the fund. The fund can be exposed to different currencies. 
Changes in foreign exchange rates could create losses. A 
derivative may not perform as expected and may create losses 
greater than the cost of the derivative. If a fund uses derivatives for 
leverage, it makes it more sensitive to certain market or interest 
rate movements and may cause above-average volatility and risk 
of loss. 

Equity prices fluctuate daily, based on many factors including 
general, economic, industry or company news. In difficult market 
conditions, the fund may not be able to sell a security for full value 
or at all. This could affect performance and could cause the fund to 
defer or suspend redemptions of its shares. The fund may take 
positions that seek to profit if the price of a security falls. A large 
rise in price of the security may cause large losses. 

For investors residing in Australia or New Zealand 

This information is issued by Bennelong Funds Management Ltd 
(ABN 39 111 214 085, AFSL 296806) (BFML) in relation to the 
Skerryvore Global Emerging Markets All-Cap Equity Fund. BFML 
has appointed BennBridge Ltd (‘BennBridge’) as the Fund’s 
Investment Manager, which is authorised and regulated by the UK 
Financial Conduct Authority. BennBridge is a Corporate 
Authorised Representative of BFML (AFSL Representative No. 
1281639). All regulated activity relating to portfolio management, 
including execution of trades, takes place within BennBridge as 
the regulated entity.  

Skerryvore Asset Management LLP (‘Skerryvore’) is a boutique 
asset management team. The company is majority owned by team 
members, and minority owned by BennBridge. Skerryvore’s 
personnel are assigned to BennBridge in order to provide portfolio 
management and trading activities. Skerryvore and BennBridge 
are collectively referred to as ’the Skerryvore team’. 

This is general information only, and does not constitute financial, 
tax or legal advice or an offer or solicitation to subscribe for units in 
any fund of which BFML is the Trustee or Responsible Entity 
(Bennelong Fund). This information has been prepared without 
taking account of your objectives, financial situation or needs. 
Before acting on the information or deciding whether to acquire or 
hold a product, you should consider the appropriateness of the 
information based on your own objectives, financial situation or 
needs or consult a professional adviser. You should also consider 
the relevant Information Memorandum (IM) and or Product 
Disclosure Statement (PDS) which is available on the BFML 
website, bennelongfunds.com, or by phoning 1800 895 388 (AU) 
or 0800 442 304 (NZ). ). Information about the Target Market 
Determinations (TMDs) for the Bennelong Funds is available on 
the BFML website. BFML may receive management and or 
performance fees from the Bennelong Funds, details of which are 
also set out in the current IM and or PDS. BFML and the 
Bennelong Funds, their affiliates and associates accept no liability 
for any inaccurate, incomplete or omitted information of any kind or 
any losses caused by using this information. All investments carry 
risks. There can be no assurance that any Bennelong Fund will 
achieve its targeted rate of return and no guarantee against loss 
resulting from an investment in any Bennelong Fund. Past fund 
performance is not indicative of future performance. Information is 
current as at the date of this document. 
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