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Land, Labour, Capital and Entrepreneurship. These are the
well-known “Factors of Production” as defined by classical
economists. The Entrepreneur (or Company) is the one that
combines these factors to earn a profit. However, in our view,
each of these factors has been overly exploited over the
past 20-30 years and everything has become secondary
to “profit” (to be used interchangeably with “market
capitalisation”, albeit the link between the two has grown
tenuous in recent years). The chart below, which shows how
corporate profits have grown in relation to GDP in the US,
captures the trend well — the ratio has more than doubled
over 30 years. In other words, the pendulum has perhaps
swung too far in favour of capital market participants.
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The true cost of natural resources is only now being
assessed, as investors scrutinise aspects like carbon
intensity, water use and greenhouse gas emissions, and
insist on sustainable development. Interesting things are
afoot with respect to labour as well. In the US, the median
hourly wage adjusted for inflation has barely changed
from 1979 to 2019, whereas the top 10% of earners
witnessed a significant jump'. The recent trend of labour
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union drives and mass strikes, despite record low levels of
unemployment in the US, is symptomatic of this problem.
And interest rates, as we know, have gone only one way
for a very long time. This too, seems to be changing.
Finally, tax, though not a factor of production, has also
been coming down, with most large multinationals (MNCs)
routing profits through tax havens. Again, there has been a
backlash against such ‘tax avoidance’ practices. So, all the
factors of production are starting to reverse trend, in a way,
or at least in the US, the largest economy in the world.

However, the same Profit-to-GDP chart for India (below)
looks like a mirror image of the one for the US, at least over
the past decade.

Corporate Profit/GDP - India (1992-2021)
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Why? The main reason could be a multitude of
exogenous shocks to the economy, such as corporate
scandals resulting in bureaucratic and credit freezes,
demonetisation, the collapse of non-banking financial
companies (NBFCs) and the transition to Goods and
Service Tax (GST). However, even if we look at the factors
of production, they are somewhat different. For oneg, India
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has traditionally been a capital-starved economy. Data
from the International Monetary Fund (IMF) shows that

real interest rates in India have averaged around 4.9%
over the past decade, which is significantly above global
averages (most developed markets have deeply negative
real interest rates now). Not only are rates high, availability
of credit is relatively scarce given that a huge proportion

of the economy still operates in the informal segment.
Labour is also a complicated matter in India — whilst it

is inarguably cheap, the laws are draconian, which ends
up dis-incentivising Indian companies from making

large employment commitments. Finally, the Indian
government has only recently caught on to the thought
that the country’s natural resources were not being valued
properly — ergo a massive re-farming of licences for
minerals like coal, iron ore and even telecom spectrum over
the past decade. Even land has become hard to come by
in India recently, with every industrialist we meet lamenting
on how long (and how much) it takes to buy clean titles.

India is unique among large economies in the sense that
it has yet to see the formalised economy (corporates and
capital market participants) benefit in quite the same way
as in some others. Our view is that as a result of policy
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measures taken in the last few years, cyclical factors and
global geopolitical constraints, corporate profits in India
will be a larger part of the economy in the next decade.
That said, we are mindful of the pitfalls that await those
companies that exploit some or all factors of production.
For one, we try to stay far away from companies that seek
to benefit by incurring a massive cost to the environment —
polluting industries and mining companies, for example.
Similarly, companies that do not value workers and their
safety are another no-no (we tend to look at the percentage
of contracted staff, injury and fatality track records, etc.).
We also believe that companies must earn their social
licence to operate, and paying taxes is a big part of that.
We take a negative view of companies that design their
business model around tax arbitrages or try their best to
short-change the exchequer. And finally, we tend to pass
on companies that have a poor attitude to debt (those that
tend to bet the farm at the top of cycles, don't recognise
duration mismatches, or punt in foreign unhedged debt,
for example). We greatly value management teams that
recognise the long-term risks involved in all these matters
and are willing to learn and even incur short-term costs to
make their businesses more sustainable.
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*Company data retrieved from company annual reports or other such investor reports. Financial metrics and valuations are from FactSet and Bloomberg. As at
31January 2022 or otherwise noted.
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Sentier Investors, which is a global asset management business that is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG),
a global financial group.

In Hong Kong, this document is issued by First Sentier Investors (Hong Kong) Limited (FSI HK) and has not been reviewed by the
Securities & Futures Commission in Hong Kong. In Singapore, this document is issued by First Sentier Investors (Singapore) (FSIS)
whose company registration number is 196900420D. In Australia, this information has been prepared and issued by First Sentier
Investors (Australia) IM Ltd (ABN 89 114194 311, AFSL 289017) (FSI AIM).

This document is directed at persons who are professional, sophisticated or wholesale clients and has not been prepared for and is

not intended for persons who are retail clients. The information herein is for information purposes only. It is not intended to provide you
with financial product advice and does not take into account your objectives, financial situation or needs. Before making an investment
decision you should consider, with a financial advisor, whether this information is appropriate in light of your investment needs, objectives
and financial situation. Some of the funds mentioned herein are not authorised for offer/sale to the public in certain jurisdiction.
Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a recommmendation
to buy or sell the same. All securities mentioned herein 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.

Any opinions expressed in this material are the opinions of the individual authors at the time of publication only and are subject to change
without notice. Such opinions: (i) are not a recommendation to hold, purchase or sell a particular financial product; (i) may not include

all of the information needed to make an investment decision in relation to such a financial product; and (i) may substantially differ from
other individuals within First Sentier Investors.

Please refer to the relevant offering documents in relation to any funds mentioned in this material for details, including the risk factors and
information on requirements relating to investor eligibility before making a decision about investing in such funds. The offering document
is available from First Sentier Investors and FSI on its website and should be considered before any investment decision in relation to any
such funds.

Neither MUFG, FSI HK, FSIS, FSI AIM nor any of affiliates thereof guarantee the performance of any investment or entity referred to in this
document or the repayment of capital. Any investment in funds referred to herein are not deposits or other liabilities of MUFG, FSI HK,
FSIS, FSI or affiliates thereof and are subject to investment risk, including loss of income and capital invested.

To the extent permitted by law, no liability is accepted by MUFG, FSI HK, FSIS, FSI AIM nor any of their affiliates for any loss or damage as
aresult of any reliance on this material. This material contains, or is based upon, information that we believe to be accurate and reliable,
however neither the MUFG, FSI HK, FSIS, FSI AIM nor their respective affiliates offer any warranty that it contains no factual errors. No
part of this material may be reproduced or transmitted in any form or by any means without the prior written consent of FSI.

Any performance information has been calculated using exit prices after taking into account all ongoing fees and assuming reinvestment
of distributions. No allowance has been made for taxation. Past performance is not indicative of future performance.
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