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Although this process has been underway for some time, in many
respects, it appears that its impact is yet to be fully felt. The
Brookings Institute predicts that by 2030 the world’s middle classes
will grow to exceed 5 billion people, up from 2.4 billion in 2015.
The majority of these consumers will be in the developing world.2
Further, a McKinsey study estimates that by 2025 consumers in
emerging markets will spend an estimated USD 30 trillion annually,
a future it calls “the biggest opportunity in the history
of capitalism.”3

•

For most of the last twenty years, leading companies that
cater to the basic needs of emerging market consumers have
generally enjoyed healthy double-digit sales growth.

•

We believe that in recent years the spending patterns of
developing world consumers have fundamentally shifted.

•

Consumption of basic staples products is increasingly
being crowded out by spending on more engaging and
aspirational wants, such as smartphones, video games,
and wellness products.

New Consumption Patterns Appear to
Contradict the Classic S-Curve

•

This research has helped shape the construction of the Polen
Capital Global Emerging Markets Growth Strategy, which
seeks to invest in a concentrated portfolio of competitively
advantaged businesses that we believe can compound their
earnings at attractive double-digit rates over the next decade.

It seems rational for investors to expect that individuals will spend
more on consumer goods and services as they get richer. A typical
S-Curve model, shown in Figure 1, demonstrates this relationship.
Consumers in early-stage developing economies generally consume
low levels of consumer products, as necessities such as food and
shelter account for the majority of disposable income.

Emerging Markets: Possibly the Biggest
Opportunity in the History of Capitalism
We believe the investment opportunities in emerging markets
are hard to overstate. Since the turn of the century, emerging
market GDP has grown on average by more than 5% per annum,
powered by the attractive fundamentals of high returns on capital
investment, economic catch-up, and urbanization. This economic
development has fed down to individual livelihoods with over a
billion people lifted from poverty in the past 25 years, according to
the World Bank.1

As individuals get richer, consumption of consumer products
increases, slowly at first, but gathering in pace as countries move
up the income ladder. At some point, wealth levels reach an
inflection point, and consumption of consumer products starts to
accelerate ahead of GDP per capita growth.
This is shown in the steepening gradient of the line of best fit.
Typically, this period of accelerated growth will last for some
time. Eventually, the line plateaus as income levels reach a point
where the marginal growth in prosperity has very little impact on
consumption levels of these basic goods.

The Classic Consumer Product S-Curve

Consumption per capital

In this whitepaper, we explore the evolution of consumer purchase
habits in emerging markets. First, we analyze data trends, which
we believe suggests that traditional S-Curve theories have become
less relevant at explaining existing purchase habits. Second, we
attempt to understand what factors might be driving the slowing
consumption growth of consumer staples. Third, we present
evidence that disposable income is increasingly being spent on
more engaging products and services, such as video games and
sportswear. We explore potential implications for investors and
the importance of an active approach to identifying the most
attractive growth opportunities in a rapidly changing emerging
markets landscape.

Inflection point
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Polen Capital
Seeking Growth in Emerging Markets: Exploring Consumer Trends

S-Curves can be drawn for different goods, with specific product
categories showing varying patterns. Intuitively, an S-Curve model
for luxury yachts consumption will look very different than it would
for basic product like shampoo—the rapid growth phase in luxury
yachts occurs at a much later stage of economic development
than does shampoo. Typically, S-Curve models have proven to be
most accurate in modeling categories that form a regular part of
everyday life and are not subject to regional preferences. Consumer
staples products such as snack foods or household goods have
historically fit this relationship very well.
For much of the last 20 years, S-Curve models have generally
been good predictors for consumption levels of staples products
as incomes increase. Generally, growth rates have been steady in
low-income countries and rapid in low-to-middle income countries.
They have slowed in countries where GDP per capita levels are
starting to reach upper-income brackets, such as South Korea and
Taiwan. As one might expect, many consumer staples companies
that operate in these lower- and middle-income markets have
tended to enjoy healthy growth rates.
In recent years, however, we believe these models have started to
prove less effective in predicting purchasing patterns. Increasing
evidence suggests that consumption of basic consumer goods has
slowed across emerging markets over the last five years. Critically,
and most surprisingly, this seems to be occurring in a synchronized
manner across countries at both higher and lower-income levels.

Data Suggests Staples Growth Rates
Are Slowing
Contrary to what the S-Curve model might predict, data suggests
that growth rates for consumer staples products are slowing in
both middle-income countries like China and Mexico and lowerincome countries such as India and Indonesia.

A slowdown in middle-income countries would be expected as
GDP per capita matures, but in lower-income countries, one might
expect growth rates to be accelerating.
To explore this trend, we gathered a representative dataset
comprised of listed consumer staples companies in China, India,
and Indonesia.4 We selected these countries for their large number
of publicly listed consumer staples companies and because we
believe they represent a range of per capita income levels. Figure 2
depicts average growth rates of these companies from 2001-2014
compared to 2015-2019. The data appears to show a material
slowdown in growth across this sample group of companies.

Slowing Consumption Growth Among Consumer
Staples Companies
Arithmetic average of annual sales growth

Companies
domicile

GDP per capita
Sample size
as at 2019
range
(current USD)

2001-14

2015-19

China

8-15

10,260

21%

6%

India

4-17

2,100

15%

6%

Indonesia

5-8

4,130

19%

7%

Figure 2: Source: Bloomberg and World Bank. This analysis is for
illustrative purposes only and has been prepared based on assumptions
believed to be reasonable. The data set reflects a sample size that
fluctuates over the time period presented. The sample size reaches its
maximum in 2010 for China, 2013 for India, and 2014 for Indonesia. More
information regarding the companies examined in the data set is available
upon request.

4 We use company revenue data for a sample of consumer staples companies, with market capitalisation’s in excess of USD 1 billion extracted from Bloomberg.
The sample is adjusted to exclude non-representative companies and acquisitions or disposals.
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The pattern of this slowdown is perhaps best demonstrated
in graphical format. As shown in Figure 3, the slowdown in
consumption appears to be synchronized across the three
countries examined in the dataset, despite their varying economic
development levels.

A Synchronized Slowdown Across Three Countries
China Sample Consumer Staples Growth
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An analysis of the consumer staples representatives of the MSCI
Emerging Markets Index (“MSCI EM”) also seems to support this
hypothesis. Figure 4 shows that the weighted average sales growth
for the constituents of MSCI’s EM GICS consumer staples index
increased at double-digit rates between 2006 and 2013 but has
declined to mid-single-digit rates the last few years.
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Decline in Weighted-Average Sales Growth for
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Figure 4: Source: MSCI EM Consumer Staples Index weighted average sales growth,
winsorized at the 10% level. Winsorizing aims to eliminate extreme values in the data.
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Figure 3: Source: Bloomberg. Data reflects the arithmetic average of
annual sales growth.
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Additionally, we looked at industry-specific Euromonitor data,
which tracks retail sales data across various categories. As shown
in Figure 5, sales of basic consumer categories such as “homecare
products” have significantly declined in India and China.

Sales for Homecare Products Have Declined
in China and India

Based on this data, similar patterns can be seen in countries
such as Vietnam and Russia, where homecare sales have also
declined materially.

Neither GDP Slowdown nor Disinflation Tells
the Full Story
One hypothesis for these patterns might be that the
macroeconomic backdrop for emerging markets has been
challenging in the last five years. We have seen that a strong U.S.
Dollar and weak commodity prices have stymied growth in certain
emerging economies. Another theory might be that lower domestic
inflation rates account for the dip. As companies report their sales
in nominal terms, lower inflation would naturally cause reported
sales to slow.
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Looking at the same companies examined in Figures 2 and 3, the
slowdown in reported sales appears greater than what would be
explained by moderation in GDP growth or inflation. Empirically, by
adjusting company sample data for nominal GDP, which captures
both inflation and economic growth, we can see this slowdown.
Figure 6 shows the results for the same group of companies of
our original sample set discussed in Figures 2-3, but this time with
nominal GDP subtracted from the sales growth number.
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Figure 5: Source: Euromonitor Homecare retail sales in local currency at
current prices in China and India.
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While these trends may explain some elements of these patterns,
we do not think they tell the whole story. Although certain countries
have experienced a slowdown in economic activity in recent
years, emerging market GDP growth has generally held up well
through the last decade. Likewise, inflation levels have moderated
somewhat but have not moved significantly downward.
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Subtracting Nominal GDP Shows a Similar Pattern
China Staples Growth minus Nominal GDP (%)
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Consumers May Be Shifting Their
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Figure 6: Source Bloomberg, IMF.

5 Motilal Oswal. Penetration number is calculated from smartphone shipments.
6 https://www.idc.com/getdoc.jsp?containerId=prAP47181020
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Our belief is that, across emerging markets, consumers are
increasingly choosing to sacrifice everyday items to enjoy more
aspirational products. In the past, perhaps the extra dollar earned
may have gone on branded detergents or a can of soda, but with
all the opportunities that the digital age has to offer, purchasing
data to browse TikTok or play mobile games may now be more
appealing. And, in parts of the world where budgets are tight, it can
be a matter of either-or.

Wallet Share Tilts to Categories that
Meaningfully Engage with Consumers

0%

-10%

We hypothesize that this slowdown in the growth of basic goods
consumption is not a macroeconomic phenomenon but rather a
result of shifting consumer preferences towards more experiential
and engaging alternatives.
Smartphones are an obvious example. In a very short period,
smartphone ownership has exploded across the emerging world. In
India, a country of 1.4 billion people, smartphone penetration has
increased from 6% in 2011 to 55% today.5 Though the production
of affordable devices has helped to drive adoption, “affordable” is
a relative term in our view. India’s IDC estimates that the average
smartphone cost in India is approximately USD 140.6 To western
readers, that may sound reasonable, but in the context of annual
GDP per capita of just USD 2,100, that can be a material cost.
So, generally, if a consumer is going to purchase a smartphone,
cutbacks must be made elsewhere.

10%
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As can be seen from our analysis, growth in consumer staples
products has significantly outpaced nominal GDP for much of the
last two decades, just as S-Curve models would predict. But in
recent years, staples growth has fallen behind increases in GDP in
both China, a middle-income country, and India, where GDP per
capita is at a much lower level. Indeed, GDP per capita in India
today is still well behind where China was ten years ago, a time
when its staples companies saw rapid growth. It appears that
our S-Curve models for staples products are seemingly no
longer accurate.
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Not all consumer products are losing their share of wallet to
just smartphones. Our research suggests many industries in the
developing world are enjoying accelerating patterns of growth.
These include categories that engage with consumers in a
meaningful way or reflect a lifestyle they aspire to. While growth in
consumer staples products is slowing, we find that luxury, beauty,
and sportswear goods are booming, as are the travel and leisure

Homecare Sales Growth Declines as Video Game
Sales Growth Accelerates
India: Video Games Versus Homecare Growth

Video Game Sales Across Emerging Markets

Country

Video Games
5-year sales
CAGR

Snack Foods
5-year sales
CAGR

Homecare
5-year sales
CAGR

Brazil

15.0%

2.9%

3.6%

China

16.9%

3.7%

5.1%

India

41.3%

12.8%

5.9%

Indonesia

27.5%

6.4%

10.8%

Mexico

8.6%

7.0%

8.3%

10%

Philippines

23.3%

6.5%

8.2%

0%

Russia

16.3%

7.5%

0.3%

South Africa

16.0%

10.2%

7.6%

South Korea

16.1%

0.4%

1.0%

Thailand

10.1%

6.1%

5.9%

Average

19.1%

6.3%

5.7%

Figure 7: Source: Euromonitor Retail Sales in Local Currency at Current Prices.

7 Source: Euromonitor Sportwear in China.
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Another category that is performing well is the video game industry.
As shown in Figure 7, video game sales are growing rapidly in
higher-income emerging markets like South Korea and low-income
nations like the Philippines and Indonesia. However, sales of staples
products, like snack foods and homecare, have lagged.

The disparity in growth rates between categories such as video games
and homecare products is particularly stark in India. Homecare growth
rates have been declining steadily over the last decade, while video
games growth is accelerating, as shown in Figure 8:

2010

industries. According to Euromonitor, sportswear sales in China
grew by 18.9% in 2019 in nominal terms. Comparatively, snack foods
saw just 4.7% growth.7

Figure 8: Source: Euromonitor Retail Sales in Local Currency at Current Prices.

Implications for Investors
We think there is compelling evidence that consumption habits in
emerging markets have started to deviate from historic S-Curve
patterns. If our analysis is correct, we believe there are three key
implications for emerging market investors:
1.

Historically, it was easy to capture the rapid growth
opportunities in emerging markets by owning a portfolio of
basic consumer staples companies. However, consumers are
increasingly becoming more discerning in their preferences,
potentially deviating from historical consumption patterns.
Therefore, we suggest investors remain dynamic and pay close
attention to what is happening on the ground if they seek to
maximize investment returns.

The Polen Capital Global Emerging Markets Growth Strategy follows
a time-tested investment approach of seeking to own a concentrated
portfolio of competitively advantaged businesses with durable
earnings power. The strategy is exposed to high-growth companies
that we believe cater to modern consumer preferences. Currently,
many of these businesses operate in sectors such as video games,
social media, music, sportswear, and health, and beauty,
amongst others.

2.

We believe expectations need to be reset for some traditional
emerging market consumer staples companies. Investors may
need to acknowledge that the double-digit growth rates that
some of these companies delivered in the past appear unlikely
to return. A corresponding adjustment in their valuations is
likely also necessary. Many emerging market consumer staples
companies still trade at multiples of 50x earnings and above,
despite lackluster growth in the last few years.

This is not to say that the strategy will not invest in producers of
basic goods and services. We do have some investments in what
we consider are high-quality consumer staples companies, such as
an instant noodle producer in China and a biscuit manufacturer in
India, but we make these investments with a grounded expectation
of topline growth scenarios and a significant margin of safety
incorporated into our valuation assessments. We believe these
investments have important safety characteristics, enhancing the
overall durability of the strategy.

3.

We would also caution that companies themselves may not
have reset their own internal outlooks. Suppose management
teams expect a return to rapid double-digit rates of growth
in the future. In that case, they may make suboptimal capital
allocation decisions, such as over-investing in (or acquiring)
future growth that does not materialize. Valuation multiples
that pressure unrealistic expectations can further prompt
management teams to chase growth in a value-destructive
manner. Such decisions could impair business quality.

Investing in Wants over Needs
We believe emerging markets offer attractive investment
opportunities, supported by favorable economic fundamentals and
a rapidly expanding middle class.
The evidence presented in this whitepaper suggests that consumer
purchase habits are potentially changing, and long-standing
predictive consumption models may no longer be as relevant as
they once were. We believe that active portfolio managers are
better positioned to capture the fast-changing consumer dynamics
through thoughtful on-the-ground research and long-term
independent thinking.
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We believe that active portfolio managers
are better positioned to capture the
fast-changing consumer dynamics through
thoughtful on-the-ground research and
long-term independent thinking.
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The research discussed has helped shape the construction of the
Polen Capital Global Emerging Markets Growth strategy, and we
are optimistic that the strategy can capture the developing world’s
exciting growth over the next decade.
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Going Beyond with Polen Capital

Connect with Us

Polen Capital is a team of experienced investment industry
professionals who share an unwavering commitment to our clients,
investors, community and each other. We have been dedicated
to serving investors by providing concentrated portfolios of
the highest quality companies for more than three decades. At
Polen Capital, we have built a culture of results, and in this, an
inherent belief in going beyond what’s expected for the people and
communities we serve.

For more information on Polen Capital visit www.polencapital.com
and connect with us on LinkedIn.

The information in this document is provided for informational purposes
only. Opinions and views expressed constitute the judgment of Polen
Capital as of the date of this document, may involve a number of
assumptions and estimates which are not guaranteed and are subject
to change without notice. Although the information and any opinions
or views given have been obtained from or based on sources believed
to be reliable, no warranty or representation is made as to their
correctness, completeness, or accuracy. Opinions, estimates, forecasts,
and statements of financial market trends that are based on current
market conditions constitute our judgment and are subject to change
without notice, including any forward-looking estimates or statements
which are based on certain expectations and assumptions. The views
and strategies described may not be suitable for all clients. References to
specific securities, asset classes, and financial markets are for illustrative
purposes only and are not intended to be and should not be interpreted as
recommendations. This document does not identify all the risks (direct or
indirect) or other considerations which might be material when entering
any financial transaction.

portfolio or that the securities sold will not be repurchased. The securities
discussed do not represent the entire portfolio. Actual holdings will
vary depending on the size of the account, cash flows, and restrictions.
It should not be assumed that any of the securities, transactions, or
holdings discussed will prove to be profitable or that the investment
recommendations or decisions we make in the future will be profitable or
will equal the investment performance of the securities discussed herein.
A complete list of our past specific recommendations for the last year is
available upon request.

The information provided in this document should not be construed as a
recommendation to hold, purchase or sell any particular security. There
is no assurance that any securities discussed herein will remain in the
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Past performance is not indicative of future results. There can be
no assurances that any portfolio characteristics depicted herein
shall be replicated in the future.

The MSCI Emerging Markets Index captures large- and mid-cap
representation across 27 emerging markets countries. The MSCI Emerging
Markets Index is maintained by Morgan Stanley Capital International.
The MSCI Emerging Markets Consumer Staples Index captures largeand mid-cap representation across 27 emerging markets countries. All
securities in the index are classified in the Consumer Staples sector as per
the Global Industry Classification Standard (GICS®). The volatility and
other material characteristics of the indices referenced may be materially
different from the performance achieved by the portfolio. In addition,
a portfolio’s holdings may be materially different from those within the
index. Indices are unmanaged, and one cannot invest directly in an index.

