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Notes from the road:
Vietnam and the
Philippines

At LGM, travel plays a key role in the research and portfolio management
process. There is nothing like meeting a company’s management on
their own turf to get a much rounder and ultimately deeper perspective
on how the business is run. This takes on an even greater relevance in
emerging market countries where we deal with an extremely diverse
set of economies, societies and people.
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Most recently we visited what many see as two of Asia’s rising stars, Vietnam and the
Philippines. Both are currently enjoying world-beating GDP growth rates of 6.2% and 6.9%
respectively, and with income per capita of less than three thousand dollars in both countries,
the scope for significant further growth is clearly enormous.

A stable government…
In the past year or so we’ve seen and read much about the Philippines’ “colorful” president,
Rodrigo Duterte, and he certainly remains as controversial as ever. During our visit he proudly
claimed that, as part of his war on drugs, an average of nine people had been killed each
day since he became president. He also said that the opposition leader should do everyone
a favor by committing suicide and that he would never visit the “lousy” U.S. Despite this — or
perhaps because of this — Duterte remains hugely popular, which was abundantly clear from
the locals we spoke with. Indeed, Duterte’s personal approval rating has been consistently
above 80%. Somewhat to our surprise, this optimism and support was also shared by many
of the companies that we met. The general view appears to be that while Duterte is focussed
on combatting drugs, terrorism and corruption, the management of economic policy has
largely been outsourced to highly competent and effective technocrats. It’s all very much
business as usual as far as the corporate world is concerned.
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Company focus: Universal Robina…

We came away greatly reassured, even though
the competitive environment is likely to remain
challenging for the foreseeable future, especially
in the coffee business.
While the political landscape is undoubtedly fascinating, it was much
more important for us to get to the offices of our largest investment
in the Philippines, the snack foods and beverage maker, Universal
Robina (URC). We met with the owner-CEO, Mr. Lance Gokongwei,
to talk about our concerns over URC’s recent acquisition strategy,
the competitive environment in general and also the lingering
problems caused by product recalls in Vietnam last year. We came
away greatly reassured, even though the competitive environment
is likely to remain challenging for the foreseeable future, especially
in the coffee business. The CEO clearly acknowledges that URC has
made mistakes, especially by overpaying for the recent acquisition
of Griffin’s in New Zealand and by taking their eye off the ball in the
domestic market. The strategy now is to focus on core competencies,
to rationalize SKUs and to cut costs. Further acquisitions have been
ruled out. URC is not out of the woods yet, but we are encouraged
that management has faced up to its mistakes and learned valuable
lessons. With URC’s market-leading brands in underpenetrated
categories, superior distribution, robust balance sheet and great
management team, we remain confident in the long-term outlook
for this business.

The past to the present…
Vietnam’s development record over the past 30 years has been
quite remarkable. Having visited the country numerous times in
the past decade, it has been fascinating to watch the transition
from central planning to what is now largely a market driven
economy. One sometimes forgets that Vietnam is still run by a
communist government.

As we mentioned, the economic landscape is looking pretty rosy
and Vietnam certainly ticks all the boxes as a “true emerging
economy”, but the main problem is that we don’t find a huge
number of genuinely investable companies on offer. This partly
arises from the lack of choice in the equity market (where there
simply aren’t that many listed companies), but the real culprit is the
lack of quality management.
However, thankfully there are always exceptions to the rule and
Vietnam Dairy Products (Vinamilk) is certainly a good example of
this — despite the government continuing to own almost 40% of the
shares. LGM has been invested in Vinamilk for many years and the
company has consistently impressed. It is the leading diary producer
in Vietnam; it has market leading brands and runs an extremely tight
ship in terms of cost efficiency and capital allocation. On this trip we
had the opportunity to visit a new production facility just outside
Ho Chi Minh City. This was a highly automated, state of the art
facility that would stand comparison with similar plants anywhere
in the world. We were given a tour by the plant manager and it was
interesting to see how eager he was to discuss “payback periods”
on machinery and the benefits of automation and robotics. This was
not the usual conversation you get from plant managers in relatively
remote facilities in the still less developed part of the emerging
market universe.
We left each market with strong confidence in the companies where
we are invested and also in the growth outlook for both countries.
While progress has certainly been impressive, there still remain
substantial challenges to future development, none more so than
the idiosyncrasies of the ruling entities in both countries.

We left each market with strong confidence in the
companies where we are invested and also in the
growth outlook for both countries.

The economic landscape is looking pretty rosy and
Vietnam certainly ticks all the boxes as a “true
emerging economy”, but the main problem is that
we don’t find a huge number of genuinely investable
companies on offer.
Consumer sentiment was positive and clearly on view, with many
western brands like McDonald’s and Starbucks (and others) buzzing
with eager customers. While this is all very encouraging, as longterm investors it really doesn’t mean a whole lot if we cannot find
good companies to invest in. And this is where some problems arise.
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All investments involve risk, including the possible loss of principal.
Past performance does not guarantee future performance.
You should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. For a prospectus, which contains this and other information about the BMO Funds, call 1-800-236-3863. Please read
it carefully before investing.
Investing internationally, especially emerging markets, involves additional risks such as currency, political, accounting, economic and market risk.
Views and opinions expressed by individual authors do not necessarily represent those of BMO Global Asset Management. The information, opinions estimates or forecasts contained in this document were obtained from
sources reasonably believed to be reliable and are subject to change at any time.
This presentation may contain targeted returns and forward-looking statements. “Forward-looking statements,” can be identified by the use of forward-looking terminology such as “may,” “should,” “expect,” “anticipate,”
“outlook,” “project,” “estimate,” “intend,” “continue” or “believe” or the negatives thereof, or variations thereon, or other comparable terminology. Investors are cautioned not to place undue reliance on such returns and
statements, as actual returns and results could differ materially due to various risks and uncertainties. This material does not constitute investment advice. It does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific person who may receive this report. Investors should seek advice regarding the appropriateness of investing in any securities or investment strategies discussed or
recommended in this report and should understand that statements regarding future prospects may not be realized. Investment involves risk. Market conditions and trends will fluctuate. The value of an investment as well as
income associated with investments may rise or fall. Accordingly, investors may receive back less than originally invested.
Market conditions and trends will fluctuate, which will cause the value of investments to rise and fall. Accordingly, investors may receive back less than originally invested.
BMO Global Asset Management is the brand name for various affiliated entities of BMO Financial Group that provide investment management and trust and custody services. Certain of the products and services offered under
the brand name BMO Global Asset Management are designed specifically for various categories of investors in a number of different countries and regions and may not be available to all investors. Products and services are
only offered to such investors in those countries and regions in accordance with applicable laws and regulations. BMO Financial Group is a service mark of Bank of Montreal (BMO).
BMO Asset Management Corp. is the investment adviser to the BMO Funds. BMO Investment Distributors, LLC is the distributor. Member FINRA/SIPC.
LGM Investments Limited is the sub-adviser for the BMO LGM Emerging Markets Equity Fund. LGM Investments is a wholly owned subsidiary of Bank of Montreal and an affiliate of the Adviser.
Securities, investment advisory and insurance products are: NOT FDIC INSURED — NOT BANK GUARANTEED — MAY LOSE VALUE.
© 2017 BMO Financial Corp. (6171407,10 /17)

