The emerging markets asset class is extremely varied. It
includes democracies and dictatorships, economies reliant
on manufacturing and those that export commodities, and
- most importantly - some of the very best companies

in the world alongside some of the very worst. If the last
ten years investing in emerging markets has taught us
anything it is that in the long run, quality wins.

Companies with high-quality fundamentals, if

held patiently, can deliver both superior long-term
compounding of capital, but also do so in a way that limits
the risk of permanent capital impairment.

A case in point

An example of such a company is a consumer goods
company in India which we have liked for over a decade.

The company’s core product is coconut oil. The founder
Harsh Mariwala worked to formalise, to brand and

then to premiumize the category over many years.
Multinationals struggled to compete with the company’s
local understanding, as well as its ability to source from
smallholder farmers (it buys one in every 10 coconuts
grown in India) and to distribute to 58,000 rural villages®.

Emerging as the dominant player, the company has been
able to sustain very attractive returns on invested capital of
around 26% for the last decade*. What's more and crucially,
because it sits in a very large addressable market, it has
been able to retain around 60% of profits in the business
and redeploy these into expansion?.

This combination of attractive economics and growth,
sustained over time, is often a powerful driver of share
prices. Indeed, the company has been able to deliver
annualised returns of around 24% for the last ten years?.
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It is the lure of such opportunities - of finding
entrepreneurs who grow strong businesses responsibly
over long periods of time - which drives our commitment
to bottom-up stock picking.

‘Looking forward, today feels like
a more exciting time to be an
emerging markets investor than
any in the past ten years.”

Lessons learnt

Of course, whilst we may have judged correctly on many
occasions over the last ten years, we have also been dealt
plenty of harsh lessons through our own mistakes.

For many years, we owned Idea Cellular, an Indian telecoms
company. We assessed that in the future Indians would
consume much more mobile data, leapfrogging broadband
almost entirely. However, what we did not predict was the
emergence of an aggressive new competitor in the form of
Reliance Jio.

Reliance, backed by Mukesh Ambani, Asia’s richest man, is
the largest conglomerate in India. Its new telecoms business
came equipped with both extremely deep pockets as well
as close connections with government ministers. Through
predatory pricing, Reliance drove Indian data prices to the
cheapest in the world, and Idea Cellular slumped to losses.



We sold the remaining Idea Cellular holdings out of Global
Emerging Markets Sustainability on 12 February 2018,
after ldea’s share price had more than halved. It is certainly
fortuitous that we did; the share price has fallen by more
than 80% since then.

It is scant consolation that our narrow assessment
proved correct; amazingly, Indians now consume the
most (extremely cheap!) mobile data per capita of any
country in the world®. The lesson is clear; growth alone is
not enough. Idea’s business model unfortunately lacked
the resilience and pricing power to be able to generate
attractive shareholder returns from that underlying
volume growth. No matter what price you pay for an
equity, the downside risk can be 100% if you don't invest
in quality.

Long-term returns

It is the combination of quality plus growth that leads to
superior long-term returns, as in the case of the Indian
consumer goods company. Compromising on quality of
franchise by investing in Idea Cellular was a mistake. This
is not entirely hindsight bias. We knew at the time the
fragilities of telecoms businesses, but felt the data volume
opportunity outweighed the risks. We were wrong.

It is our permanent mission as emerging markets investors
to refine our ideas around quality and to continually raise
the bar for the quality of companies we own for clients.
Looking back over the last decade, we feel we certainly
have done this. It is in fact all too easy to be embarrassed
by the companies we held for clients many years ago!
Plenty would not pass muster in our team today, and this
is a very healthy sign of progress.

Emerging markets - expansion of the opportunity set

Looking forward, today feels like a more exciting time to be
an emerging markets investor than any in the past ten years.

The number of exciting young companies coming to
market - mostly but not entirely in China and India - is
expanding the opportunity set rapidly***. Many of these
private, founder-led companies are in growth areas with
formidable barriers to entry. Quite a number are global
leaders in what they do; be that 3D inspection technology
for advanced manufacturing (Koh Young, South Korea),
uninterruptable power supply for data centres (Voltronic,
Taiwan) or outsourced medical research (Syngene, India).

We are very optimistic that more than a few of these
opportunities will flourish in emerging markets over the
long run.

Jack Nelson

t Annual report 2016-2017
2 Bloomberg L.P. 2021
3 Bloomberg Quint 16 June 2020

*Past performance is not a reliable indicator of future results.

Reference to the names of each company mentioned in this
communication is merely for explaining the investment
strategy and should not be construed as investment advice
or investment recommendation of those companies.
Companies mentioned herein may or may not form part of
the holdings of Stewart Investors.

***Certain statements, estimates, and projections in this
document may be forward-looking statements. These forward-
looking statements are based upon Stewart Investors’ current
assumptions and beliefs, in light of currently available
information, but involve known and unknown

risks and uncertainties. Actual actions or results may differ
materially from those discussed. Readers are cautioned not to
place undue reliance on these forward-looking statements.
There is no certainty that current conditions will last, and
Stewart Investors undertakes no obligation to correct, revise or
update information herein, whether as a result of new
information, future events or otherwise.



Important information

This material is for general information purposes only. It does not constitute investment or financial advice and does
not take into account any specific investment objectives, financial situation or needs. This is not an offer to provide
asset management services, is not a recommendation or an offer or solicitation to buy, hold or sell any security or

to execute any agreement for portfolio management or investment advisory services and this material has not been
prepared in connection with any such offer. Before making any investment decision you should conduct your own
due diligence and consider your individual investment needs, objectives and financial situation and read the relevant
offering documents for details including the risk factors disclosure. Any person who acts upon, or changes their
investment position in reliance on, the information contained in these materials does so entirely at their own risk.

We have taken reasonable care to ensure that this material is accurate, current, and complete and fit for its intended
purpose and audience as at the date of publication but the information contained in the material may be subject

to change thereafter without notice. No assurance is given or liability accepted regarding the accuracy, validity or
completeness of this material.

To the extent this material contains any expression of opinion or forward-looking statements, such opinions and
statements are based on assumptions, matters and sources believed to be true and reliable at the time of publication
only. This material reflects the views of the individual writers only. Those views may change, may not prove to be
valid and may not reflect the views of everyone at First Sentier Investors.

Past performance is not indicative of future performance. All investment involves risks and the value of investments
and the income from them may go down as well as up and you may not get back your original investment. Actual
outcomes or results may differ materially from those discussed. Readers must not place undue reliance on forward-
looking statements as there is no certainty that conditions current at the time of publication will continue.

References to specific securities (if any) are included for the purpose of illustration only and should not be construed
as a recommendation to buy or sell the same. Any securities referenced may or may not form part of the holdings of
First Sentier Investors’ portfolios at a certain point in time, and the holdings may change over time.

References to comparative benchmarks or indices (if any) are for illustrative and comparison purposes only, may not
be available for direct investment, are unmanaged, assume reinvestment of income, and have limitations when used
for comparison or other purposes because they may have volatility, credit, or other material characteristics (such as
number and types of securities) that are different from the funds managed by First Sentier Investors.

Selling restrictions
Not all products are available in all jurisdictions.

This material is neither directed at nor intended to be accessed by persons resident in, or citizens of any country,

or types or categories of individual where to allow such access would be unlawful or where it would require any
registration, filing, application for any licence or approval or other steps to be taken by First Sentier Investors in order
to comply with local laws or regulatory requirements in such country.

This material is intended for ‘professional clients’ (as defined by the UK Financial Conduct Authority, or under MiFID
1), ‘wholesale clients’ (as defined under the Corporations Act 2001 (Cth) or Financial Markets Conduct Act 2013 (New
Zealand) and ‘professional’ and ‘institutional’ investors as may be defined in the jurisdiction in which the material is
received, including Hong Kong, Singapore and the United States, and should not be relied upon by or be passed to
other persons.

The First Sentier Investors funds referenced in these materials are not registered for sale in the United States and this
document is not an offer for sale of funds to US persons (as such term is used in Regulation S promulgated under the
1933 Act). Fund-specific information has been provided to illustrate First Sentier Investors’ expertise in the strategy.
Differences between fund-specific constraints or fees and those of a similarly managed mandate would affect
performance results.

About First Sentier Investors

References to ‘we’, ‘us’ or ‘our’ are references to First Sentier Investors, a global asset management business which is
ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG). Our investment team operates under the trading
name of Stewart Investors which is part of the First Sentier Investors Group.

This material may not be copied or reproduced in whole or in part, and in any form or by any means circulated without
the prior written consent of First Sentier Investors.

We communicate and conduct business through different legal entities in different locations. This material is
communicated in:

Australia and New Zealand by First Sentier Investors (Australia) IM Ltd, authorised and regulated in Australia by the
Australian Securities and Investments Commission (AFSL 289017; ABN 89 114 194311)



the European Economic Area by First Sentier Investors (Ireland) Limited, authorised and regulated in Ireland by the
Central Bank of Ireland (CBI ref no. C182306; Registered office: 70 Sir John Rogerson’s Quay, Dublin 2, Ireland;
Company no. 629188).

Hong Kong by First Sentier Investors (Hong Kong) Limited and has not been reviewed by the Securities & Futures
Commission in Hong Kong. First Sentier Investors and Stewart Investors are business names of First Sentier Investors
(Hong Kong) Limited.

Singapore by First Sentier Investors (Singapore) (Company no. 196900420D) and this advertisement has not been
reviewed by the Monetary Authority of Singapore. First Sentier Investors (registration number 53236800B) and
Stewart Investors (registration number 53310114W) are business divisions of First Sentier Investors (Singapore).

Japan by First Sentier Investors (Japan) Limited, authorised and regulated by the Financial Service Agency (Director of
Kanto Local Finance Bureau (Registered Financial Institutions) No.2611).

the United Kingdom by First Sentier Investors (UK) Funds Limited, authorised and regulated by the Financial Conduct
Authority (FCA ref no. 143359; Registered office: Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB;
Company no. 2294743).

the United States by First Sentier Investors (US) LLC, authorised and regulated by the Securities Exchange Commission
(RIA 801-93167).

other jurisdictions, where this document may lawfully be issued, by First Sentier Investors International IM Limited,
authorised and regulated in the UK by the Financial Conduct Authority (FCA ref no. 122512; Registered office: 23 St.
Andrew Square, Edinburgh, EH2 1BB; Company no. SC079063).

To the extent permitted by law, MUFG and its subsidiaries are not liable for any loss or damage as a result of reliance
on any statement or information contained in this document. Neither MUFG nor any of its subsidiaries guarantee the
performance of any investment products referred to in this document or the repayment of capital. Any investments
referred to are not deposits or other liabilities of MUFG or its subsidiaries, and are subject to investment risk,
including loss of income and capital invested.
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