THE LONG VIEW

Notes from the Road: China Speed

Our most recent trip to China reminded us of the formidable advantages the country is building in

areas like power and electric vehicles as well as the importance of alignment when looking for

investment ideas.

‘That’s China Speed.’ One of the most striking things
about our recent visit to China was the pace at which
everything is operating. This phrase, versions of which
we kept hearing across companies that we were
speaking with, underlined just how quickly the world'’s
second-largest economy is developing and how
quickly companies are moving relative to their peers
elsewhere. One of the most striking examples of this
was in the breakneck pace of electric vehicle (EV)
development. In the United States and Europe, it can
take more than five years to develop a new passenger
vehicle model; in China this can be as fast as eight
months’. In the year to October 2025 the top three EV
brands in China had approval for 83 new models,
Volkswagen for six and Nissan for two?.

On this trip we spent two weeks in China, starting in
Shanghai and moving down around the coast to finish
up in Shenzhen and Hong Kong. We have previously
found China to be both fascinating and a challenging
place for us to find high-quality companies and were
interested to see whether that would still be the case.
Our biggest challenge is usually around alignment
because of the government’s involvement in almost
every company and its tight control of the economy
and the incentives within it. We also find that the line
between what is in the company and what is personal
for some of the founders that we meet is somewhat
blurred.

Any information provided in this document relating to specific companies/securities should not be considered a recommendation to
buy or sell any particular companies/securities



A MARKET RICH IN OPPORTUNITY — AND
IMPEDIMENT

From an entrepreneur’s perspective China is at the
same time one of the best and one of the most
challenging places to build a business. This is because
of its largely homogeneous market where good ideas
can grow very quickly, giving companies scale and
experience that then allow them to compete
overseas. The flip side of this is that it also results in
hyper competition that both encourages innovation
and severely tests competitive advantage. Where the
government has an interest we also frequently come
across significant subsidies, both in grants and in very
low tax rates.

If you create a business that is in the country’s
strategic interest, the government can be very
generous, but this also creates sizeable risk. Unlike
most countries we look at, in many ways companies in
China become riskier as they get larger, because they
find their way on to the central government’s radar.
What the government wants and what is good for
minority investors are not always aligned.

THE POWER OF BRAND

We have long liked companies with deep and wide
competitive moats and for us brand is an interesting
one. We noted on our last visit to China in mid-2024,
how fierce competition made it appear that China had
weaker brands than we see elsewhere. India appears
to be in the process of demonstrating that as
marketing and distribution advantages weaken, real
branding power is exposed.

On this trip we met Foshan Haitian, a maker of soy and
oyster sauce along with other condiments, almost like
a Chinese Heinz. Here we found a brand that does
appear to have loyalty, in part due to a long history
that can't be copied and a trust in the quality and
consistency of a product. Nongfu Spring, China’s
largest bottled water company, shows that this kind
of trust does appeal to consumers.

We have admired Haitian over the years but found it
difficult to understand its ownership, which put us off.
Meeting them helped us better understand who sits
above the listed business and certainly gave us some
food for thought.

The challenges with the consumer space meant that
we deliberately targeted many more industrial
companies, from a maker of electrical relays, Hongfa
Technology, to a manufacturer of hydraulic systems,
Hengli Hydraulic. Industrial businesses tend to behave
in very different ways from consumer staples,
primarily because industrial cycles don't affect
whether people use soy sauce but do affect the end
demand for electronics and excavators. In fact,
because of inventory in the supply chain, this effect as
you go further into the chain, tends to become more
pronounced - like cracking a whip. The fact that these
businesses can be deeply cyclical can actually create
opportunities to buy them when they become
unpopular in the short term. The advantage of being a
long-term investor is that many businesses have
compounded spectacularly over decades and even if
our timing isn't perfect when we first buy, we can have
an opportunity later to buy more at an even better
price.

The playbook for success for many of these
companies is clear and repeatable. First find a
successful and large business overseas in the
industrial space. In China, they will typically offer the
products that they have made for Western markets
and will not be interested in tailoring for the Chinese
markets. Then find one of their products that is
relatively unsophisticated but has a high enough
margin to enable you to produce and sell it at a
discount of 15-20% to the existing alternative. If you
can also offer customisation for local requirements
then you probably have a winning offer. Scale this and
then improve the technology to move up the value
chain while using the scale to drive down cost.
Eventually you will end up with the lowest cost and
equivalent technology and will become the dominant
player in China, which then allows you to go overseas.
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FULL SPEED AHEAD FOR EVs

As we travelled it was almost impossible to avoid the
automotive supply chain. China has seen an explosion
in electric vehicles over the past five years or so and
there are now nearly 130 brands, with EVs making up
over half of all cars sold. Why EVs? Chinese
industrialists realised that they could not compete
with European and American internal combustion
engines, a technology refined and honed over many
years. EVs, however, are a new platform with a level
playing field. This is one of several examples where
this has happened - others include solar technology,
LIiDAR and possibly robots, which we will return to
later.

We met with Leapmotor, one of the challenger EV
brands distinguished by its vertical integration. The
history of this company explains why: its owner also
owns the largest video surveillance company in China
and is thus expert in the manufacture of electronics.
Many of the founders of EV companies have a history
in electronics, such as the phone manufacturer
Huawei.

The scramble to gain market share is causing a
phenomenon referred to as ‘involution’ or neijuan. In
an industrial context this refers to a massive
overinvestment in capacity which triggers self-
destructive price wars and potential destabilisation of
the value chain.

As we worked through the supply chain it became
clear that these companies were in part funding
themselves by using their suppliers. Although the car
companies get paid up front by consumers, they take
months to pay their suppliers. This builds a pool of
cash that they can use to fund themselves. As a
company grows it can continue to absorb cash in this
way, but it relies on its suppliers remaining solvent
and on demand continuing to grow. An unanswerable
question we were left with was - how long can this
house of cards continue? There was capacity in China
last year to build 55.6m cars but only 27.6m cars were
sold, which will probably result in at least some of this
deflation being exported overseas? - and also most
likely far fewer car companies at some point in the
future.



ELECTRIFYING PROGRESS

Another consequence of this intense competition is
that China is becoming an accidental green hero. As of
August 2025 over half of all cars sold in China were
either fully electric or hybrid. Pulling our lens back
from just cars, an advantage China has over Western
democracies is its time horizon. Xi Jinping is largely
guaranteed to run the country for at least as long as
he is able, which brings a certain stability and the
ability to make longer-term strategic decisions about
where to invest the country’s resources. Whereas the
China of 20 years ago was copying and acquiring
technology from foreign players, it is now a leader and
an innovator in many domains. What these domains
typically have in common is that they represent a
technology shift where disruptors may have an
advantage by not having a legacy that they need to
manage (the core problem referred to in Clayton
Christiansen’s The Innovator’s Dilemma).

A good example of this is in China’s recognition of and
response to the long-term switch that is taking place
from fossil fuels to renewable energy; it has the time
horizons and control of incentives to become
dominant in this new energy chain from rare earth
metals to electric vehicles. The consequence is that
China is rapidly altering its mix of production and
consumption of energy and last year, according to the
Global Energy Monitor, became one of the top 10
nations where renewable energy production exceeds
fossil fuel.

PLUGGING IN

Electricity Generation - ‘000 TWh

Ironically, at the same time China has the highest
installed capacity of coal power in the world, at over
50% of total global generation. The rapid rise and
cost decrease in solar and wind haven't stopped
China having the largest backlog of new coal-fired
power plants, with more capacity than the entire coal
fleet of the US approved and entering construction
(200 GW approved and 95+ under construction).

How do you reconcile these two seemingly opposing
statistics? Simply by recognising that China is adding
power at such a rate that it will add six times what
America will over the next five years® Why is this
important? There are three reasons. First, Al is hugely
power-hungry, and the US is already hitting limits on
what the current infrastructure can support. Second,
as recent events are demonstrating, dependence on
others for your energy needs is a strategic weakness.
And third, power capacity is needed not just for Al but
also to power electric vehicles and, in the near future,
an army of robots for manufacturing and, no doubt,
other purposes. Chinese semiconductors still trail the
leading edge of US-designed chips but stacking
enough of them with enough power will get you a
pretty similar result. We didn’t meet any
semiconductor companies on this trip but did meet
several companies that are the picks and shovels
providing everything from power and packaging to
the vast numbers of assembled servers that are
required.

Figure 1. China’s increased rate of electricity production will give it an advantage over the coming years.
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It was obvious from our trip that the next big industrial
wave to come out of China will be robotics and, like
EVs, many companies see this as an opportunity and
are finding ways to enter the industry in anticipation
of a huge pickup in demand. Hengli Hydraulic is now
making actuators for Tesla’s nascent robotics project.
Midea, a manufacturer of air conditioners and other
white goods, acquired KUKA, a German robotics
company, in 2017. It has taken some time to integrate
the two cultures but, having made progress in this, it
positions a whole new leg for this business with the
ability to build and refine for themselves given the
scale of their white goods business.

SLOWING DOWN TO REFLECT

Despite all this, as we gathered our thoughts on the
trip it was impossible not to be struck by the number
of governance issues we had come across.
Investigating these forms a key part of our research
before, during and after our trips. These risks are often
‘off-balance sheet’ and pose significant threats to
minority investors, and we find, building out a picture
of owners’ economic interests helps highlight
misalignment. In one promising business we met, the
chair owned three other companies outside the one
we spoke to. We were told that if one ever ran into
trouble the others could help. This clearly violates
many of the principles surrounding a separately listed
business.

In another we saw products with the company’s
branding that were produced outside the listed
company and owned separately by the chair. We were
told not to worry, however, because the process for
bringing this new technology into the business would
be transparent.

Travel through China is always an interesting and
educational experience. What exists there looks like
capitalism but as you peel back the layers you realise
that control and alignment are considered differently.
Over time this can lead to very different outcomes for
owners and minority shareholders, assuming in the
first place that the owners are allowed to make a
reasonable return. We have long maintained that our
standard in every country needs to be similar and it is
only by owning the best companies with aligned
owners and management that we can generate
acceptable returns over the long term. The trip
brought us up to speed with some interesting
investment ideas but also left us with a lot of
questions that we still need to answer. Getting to a
point where we have trust in a company takes time
and a lot of slow work but there is no doubt that our
time in China will prove fruitful.
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Disclaimer

For Professional Investors Only

This document is issued and approved by Skerryvore Asset
Management Ltd (formerly BennBridge Ltd) (“Skerryvore”).
Skerryvore may be referred to herein as the Investment
Manager, Investment Adviser or Firm. The Firm is based at
45 Charlotte Square, Edinburgh EH2 4HQ in the United
Kingdom. The registered office of the Firm is Windsor
House, Station Court, Station Road, Great Shelford,
Cambridge CB22 5NE.

Skerryvore is authorised and regulated by the Financial
Conduct Authority in the UK and is registered as an
investment adviser with the U.S. Securities and Exchange
Commission ("SEC") (registration of an investment adviser
does not imply any level of skill or training). The
information in this document has not been approved or
verified by the SEC or by any state securities authority.

As at the date of this document, the Firm manages the
following Emerging Market Equity strategies; the
Skerryvore Global Emerging Markets Equity Strategy (“GEM
Equity”) and the Skerryvore Global Emerging Markets
Equity All-Cap Strategy ("GEM All-Cap”), each a “Strategy”.

Skerryvore provides this material as a general overview of
the Firm, our processes and our investment capabilities. It
has been provided for informational purposes only. 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 that may be referred to herein and must not be
construed as investment or financial product advice. The
Firm has not considered any reader's financial situation,
objective or needs in providing the relevant information.
For the avoidance of doubt, this information has not been
tailored to the needs of the recipient.

This material may contain privileged and confidential
information and is intended only for the recipient/s. Any
distribution, reproduction or other use of this presentation
by recipients is strictly prohibited. If you are not the
intended recipient and this document has been sent or
passed on to you in error, please contact us immediately.
Confidentiality and privilege are not lost by this document
having been sent or received.

The value of investments may fall as well as rise and you
may not get back your original investment. Past
performance is not indicative of future performance or
returns. The Firm has taken all reasonable care to ensure
that the information contained in this material is accurate
at the time of its distribution, no representation or
warranty, express or implied, is made as to the accuracy,
reliability or completeness of such information.

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, a 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.

Any projections, market outlooks or estimates contained
in this document 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. The
information provided in this document relating to specific
stock examples should not be considered a
recommendation to buy or sell any particular security.

An investment in a Strategy should be viewed as medium
to long term. Potential investors in Emerging markets
should be aware that investments in these markets can
involve a higher degree of risk. An investment should only
be made by those persons who could sustain a loss on
their investment. It should not constitute a substantial
portion of an investment portfolio and may not be
appropriate for all investors. The value of investments
and the income from them may go down as well as up
and may be subject to sudden and large falls in value. An
investor may lose their entire investment.

The Firm’s research for this document is based on current
public information that the Firm considers reliable, but
the Firm does not represent that the research or the
document 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 Firm investment communications or
strategies and are subject to change.

The distribution of this document and the offering of or
entering into an agreement with regards to a Strategy
may be restricted in certain jurisdictions. No person
receiving a copy of this document in any such jurisdiction
may treat this document as constituting marketing or an
invitation to them to enter into an agreement with
regards to a Strategy. It is the responsibility of any
persons in possession of this document, including
individuals who may be employed by or a consultant to
the recipient, to inform themselves of, and to observe, all
applicable laws and regulations of any relevant
jurisdiction. If any recipient, including individuals, is or
becomes aware that the receipt of this document by
them contravenes any law or regulation, they must
destroy it or return it to the Firm immediately.



Disclaimer

Prospective clients should inform themselves as to the
legal requirements of entering into an agreement and any
applicable exchange control regulations and taxes in the
countries of their respective citizenship, residence, or
domicile.

Although the information in this document is believed to be
materially correct as at the date of issue, no representation
or warranty, express or implied, is given as to the accuracy,
reliability, or completeness of any of the information
provided as at the date of issue or at any future date.
Certain information included in this document is based on
information obtained from third-party sources considered
to be reliable. Any projections or analysis provided to assist
the recipient of this document in evaluating the matters
described herein may be based on subjective assessments
and assumptions and may use one among many alternative
methodologies that produce different results.

Accordingly, any projections or analysis should not be
viewed as factual and should not be relied upon as an
accurate prediction of future results. Furthermore, to the
extent permitted by law, the Adviser and its affiliates,
agents, service providers and professional advisers assume
no liability or responsibility and owe no duty of care for any
consequences of any person acting or refraining from
acting in reliance on the information contained in this
document or for any decision based on it.

FOR INVESTORS RESIDING IN THE UNITED
KINGDOM OR THE EUROPEAN ECONOMIC
AREA

In the United Kingdom this document is only available to
professional investors meeting the criteria for Professional
Clients set out in COBS3.5 of the Conduct of Business
Sourcebook in the Financial Conduct Authority’s Handbook
of rules and guidance.

FOR PROSPECTS OR CLIENTS RESIDING IN
CANADA

Please be advised that the Firm is not registered in any
province in Canada. As at the date of this document, the
Firm satisfies the requirements set out in section 8.26 of
National Instrument 31-103 to reply on the International
Adviser Exemption in the provinces of Alberta, British
Columbia, Ontario and Quebec.

FOR INVESTORS RESIDING IN AUSTRALIA
OR NEW ZEALAND

In Australia this document and investment in a Strategy is
only made available to professional investors meeting the
criteria for wholesale clients as defined in section 761G of
the Corporations Act 2001 (Cth) (Corporations Act). In New
Zealand this document and investment in a Strategy is only
available to investors meeting one of the criteria to be
considered a wholesale investor under clause 3(2) of
Schedule 1 of the Financial Markets Conduct Act 2013 (New
Zealand) (FMC Act). The receipt of this material by a
prospective New Zealand investor does not constitute an
offer, or part of an offer, of financial products or securities
and this publication is not a product disclosure statement
or any other form of offer or disclosure document.

This information is issued and approved by Skerryvore
Asset Management Ltd (formerly BennBridge Ltd)
(“Skerryvore"). Skerryvore is exempt from the
requirement to hold an Australian financial services
licence under the Corporations Act pursuant to ASIC
Instrument 25-0112, issued under section 926A(2)(a) of
the Corporations Act. This exemption enables Skerryvore
to provide financial product advice and to deal in
financial products in relation to foreign exchange
contracts, securities and interests in a managed
investment scheme (that is not required to be registered
under Chapter 5C of the Corporations Act) in Australia to
wholesale clients only. As any offer of financial products
Skerryvore may make in New Zealand is limited to
wholesale investors, Skerryvore is not required to be
licensed or registered under the FMC Act to make any
such offer, and any such offer if made will not constitute
a regulated offer for the purposes of the FMC Act.

Skerryvore is authorised and regulated by the Financial
Conduct Authority (with Firm Reference Number 769109)
under UK laws, which differ from Australian and New
Zealand laws.

This publication is not an offer of investment or financial
product advice. Skerryvore has prepared this publication
based on information available to it. Although all
reasonable care has been taken to ensure that the facts
and opinions stated herein are fair and accurate, the
information provided has not been independently
verified. Accordingly, no representation or warranty,
expressed or implied, is made as to the fairness, accuracy
or completeness or correctness of the information and
opinions contained within this document. Whilst
Skerryvore has taken all reasonable care in producing the
information herein, subsequent changes in circumstance
may at any time occur and may impact on the accuracy
of this information. Neither Skerryvore, nor its directors or
employees, guarantee the success of Skerryvore's funds,
including any return received by investors in the funds.
Past performance is not necessarily a guide to future
performance. The information contained within this
document is a general summary only and has been
prepared without taking into account any person’s
individual objectives, financial circumstances or needs.
Before making any decisions to invest, a person should
consider the appropriateness of the information to their
individual objectives, financial situation and needs, and if
necessary, seek advice from a suitably qualified
professional. Information in this publication is current as
at the date of this document, unless stated otherwise.

This publication includes ‘forward-looking statements'.
These forward-looking statements are based on current
views, expectations and beliefs as at the date they are
expressed. They involve known and unknown risks,
uncertainties and other factors that could cause the
actual results, performance or achievements of
Skerryvore to be materially different from those
expressed or implied by the forward-looking statements.
Accordingly, there can be no assurance or guarantee
regarding these statements, and you must not place
undue reliance on these forward-looking statements.
Skerryvore disclaims any responsibility for the accuracy
or completeness of any forward-looking statements.
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Telephone calls may be recorded for training and
monitoring purposes.

RISK FACTORS

Capital is at risk and there is no guarantee the Strategy
will achieve its objective. Investors should make sure
their attitude towards risk is aligned with the risk profile
of the Strategy.

Past performance does not predict future returns. 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.

The Strategy does not hedge currency exposure. If the
currency of the investment is different from the local
currency in the country in which you reside, the figures
shown in this document may increase or decrease if
converted into your local currency.

Equity prices fluctuate daily, based on many factors
including general, economic, industry or company news.
In difficult market conditions, the Strategy may not be
able to sell a security for full value or at all. This could
affect performance.

Investments in Emerging markets can involve a higher
degree of risk.
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