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Changing global demographics can present opportunities for the careful investor.

In his fascinating and uplifting 2018 book Factfulness,
Hans Rosling neatly summarised the dispersion of the
world’s population with ‘The PIN Code of the World'.
The current PIN code is ‘“1-1-1-4’, which stands for 1
billion people in each of the Americas, Europe and
Africa, and 4 billion in Asia. Rosling projected that by
the end of this century it will be 1-1-4-5, with more than
80% of the world’s population living in Africa and Asia’.

Today companies listed in emerging markets (EM) still
comprise only about 13% of the investable global equity
market in terms of market capitalisation, which has
increased from 4% in 2002 and less than 1% in 1987.
In aggregate, favourable demographics would therefore
still appear to present a tailwind for investing in
emerging markets.

The problem with painting all of EM with the same
brush becomes apparent when looking at Asia. The
difference between countries is stark. Those in the
north tend to have falling fertility rates and aging
populations, whereas those in the south are still
experiencing significant increases in population.

As we look at our investment universe today, where
does this demographic tailwind still hold true and, more
importantly, where does it create attractive
opportunities for the patient investor?

Parts of Asia have already “emerged”

Despite a GDP per capita on a par with that of the UK
and a median age which has recently jumped above
that of Switzerland, South Korea is still classified by
some index providers as ‘emerging’. In an attempt to
curb a falling fertility rate and declining population the
government has recently taken steps to substantially
increase cash allowances for expectant mothers and
young children®. From an investment perspective, many
categories tend to be quite mature, suggesting
domestic volume growth may be harder to come by.
However, some areas should still do well. Take for
example beauty products, where an aging population
appears to have had a positive effect on demand and
brand loyalty. LG Household & Health Care looks well
placed to continue to expand its luxury cosmetics
brands both at home and in its overseas markets. LG’s
high-margin cosmetics business now accounts for over
75% of operating profit but despite this its shares trade
at a considerable discount to global peers in the beauty
industry.

China is another country facing an aging issue. Its
population boom between 1950 and 1978 saw it double
in size to 1 billion people, a 20% annualised growth
rate. The one-child policy was enforced the year after
and continued in various forms until its relaxation in
2015. In the five years since, younger generations have
been slow to embrace their freedom to raise larger
families and the birth rate continues to fall, suggesting
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the increasing costs of family accommodation and child
rearing play a much bigger role in this decision*. There
is also the problem of a gender imbalance from
decades of male births, which hinders family formation.
A comparison may be helpful here. Japan’s problem
with an aging population is well known: the over-65s
went from 10% to 20% of the total population between
1984 and 2007. China is forecast to take only 20 years
to reach the same outcome, possibly by as soon as
20375. More resources will have to be spent on
healthcare provision and social security to cater for an
elderly society, putting further strain on state and local
government coffers. Recent suggestions of increasing
the mandatory retirement age, which has remained
unchanged for four decades, have already been met
with pushback from the younger generation®.
Immigration may be one solution to boost the working-
age cohort but would have to increase markedly from
very low current levels of 0.1% of the population’.

Increasing household expenditure
presents opportunities

Although the population is aging, China’s impressive
technological advances will hopefully allow standards of
living and household expenditure to continue to rise,
meaning opportunities should still abound for
companies to benefit from the ‘premiumisation’ of
products and services. Beer is an interesting example
of such a trend. Although China already accounts for
25% of the global beer market by volume, the share of
premium brands is still relatively low, at 16% compared
with 42% in the US, meaning there is still a large
opportunity for consumers to trade up if income levels
rise®.

We believe China Resources Beer is poised to benefit
from this, with its ability to draw from the international
stable of Heineken brands. However, we are conscious
that its current valuation is now discounting a
substantial shift in its average selling price per unit and
consequently have been trimming our position in recent
months. We see a similar story for other Chinese
companies on our watchlist. Stretched valuations
suggest considerable premiumisation will need to occur
for an investor to make an adequate level of return, and
that is before you discount the possibility the anointed
leaders do not remain as such.

Elsewhere, population growth holds
potential

In contrast to North Asia, which countries would one
still expect to benefit from strong volume-led growth
over the years ahead? According to the UN’s most
recent population forecasts India is expected to add
over 270 million people between 2019 and 2050, while
the population of Nigeria is projected to grow by 200
million. Together, these two countries alone could
account for 23% of the global population increase to
2050°.

Starting with India, the largest portion of our portfolio at
27%, we continue to be excited at the prospects for
well-managed, consumer-facing companies with high-
quality products. Over the next 30 years, India

is forecast to add the equivalent of the current
population of Indonesia to its already huge base of
eager consumers. Numerous categories are likely to do
very well but areas where we retain a keen interest
include oral care, beverages and retail and mortgage
banking. All are areas where we believe a well-aligned,
high-quality franchise can sustain a long-term
competitive advantage.

Although per capita consumption metrics can often
become less meaningful when the denominator
exaggerates the size of the consuming class, even on
conservative assumptions India is sizeably under-
indexed in each of these categories. For example,
Indians currently use on average just over half as much
toothpaste as consumers in the Philippines every year
and drink about 80% less beer than the Chinese.
Portfolio companies such as Colgate-Palmolive India
and United Breweries also have product portfolios that
could benefit from eventual premiumisation in their
categories, but there is also still a huge volume
opportunity, which we believe is not fully discounted in
their share prices.

On the banking front, two-thirds of the population today
are below 35 years of age, suggesting substantial
demand for mortgage products in the decades ahead
as household formation gathers pace. Management of
both HDFC Corp and Kotak Mahindra Bank continue to
demonstrate the conservative approach to risk we like
to see in our financials companies. While valuation
multiples have expanded, we believe they are not yet at
a level that fully discounts these companies’ long-term
potential from India’s powerful demographic tailwind.
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As for Nigeria, it is forecast to double in size by 2050.
Although an inefficient foreign exchange rate
mechanism makes direct ownership of locally listed
equities difficult, a prudent way of gaining exposure is
through multinationals operating within the country. A
good example of this is our holding in London-listed
Coca-Cola HBC, which has extensive bottling and
distribution interests in the country dating back to the
foundation of the Leventis family’s first operation in
Lagos in 1951. Per capita consumption of soft drinks in
Nigeria remains the lowest out of all of HBC’s 28
territories and is almost half that of their next-lowest
market, which is Ukraine. The potential for enduring
volume-led growth also looks appealing for our

other interests in the country via the local operations of
Unilever and Heineken in the FMCG and brewing
industries respectively.

Remembering the need for caution

India and Nigeria also provide good examples of why
investing in a country with favourable long-term

demographics does not necessarily lead to good
outcomes for minority shareholders. If an investor had
bought the index of Indian companies 10 years ago,
they would have made a return in US dollars of a little
over 5% annualised — well below the global index over
the same period (almost 9%). Doing something
similarly inadvisable in Nigeria would have yielded a
loss of almost 3% annualised'’. Both markets are
skewed by financials and heavy industries in which
many minority shareholders have not felt the benefit of
favourable tailwinds.

Looking ahead

Our philosophy involves investing alongside managers
and owners with good reputations who share our belief
in a long-term approach to investment and this is an
important way of aligning interests. Combining this
approach with the most attractive valuation
opportunities available in EM should put us in good
stead for the demographic shifts ahead.

Skerryvore Asset Management (Skerryvore) is a boutique asset management team which was
established in partnership with BennBridge in 2019 to create a business with the independence to
pursue its differentiated investment philosophy. Our goal is to generate absolute long-term returns by
investing responsibly in emerging markets. We have an unwavering focus on the quality of the

businesses in which we invest.

For more information visit skerryvoream.com
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All gross returns in USD. Respective MSCI Index used in each case
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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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