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A TALE OF TWO NEIGHBOURS: THE TIGER AND THE LION

“Comparisons are odious.”

Oscar Wilde

“Anyone who tells you size doesn’t matter in investing is probably trying to sell you something.”
Warren Buffet

Whilst there is truth in Oscar Wilde’s observation that comparisons are odious, the work-a-
day job of a global fund manager is to make judgments on the relative merits of competing
investment ideas. One of the great benefits of Hosking Partners global, ‘go anywhere’
approach is the ability to compare all investments in our 40,000+ stock universe —regardless
of sector, size or geography. We adopt the Deng Xiaoping philosophy, caring not if the cat

is black or white, but whether it catches mice!

Moreover, it is a long-standing contention of your author that individuals make better
decisions when the ‘choice architecture’ is stark. Beetroot-kale smoothie or whiskey-on-
rocks for you sir? Searching out contrast takes advantage of the old market adage that one
should only have strong views at ‘extremes’. In that regard, the capital cycle is our framework
with which to avoid potential bubbles and seek out prospective ‘jewels’. We would submit
that perhaps the most extreme contrast in emerging markets, perhaps even global, investing
today is that between the India SENSEX exchange, trading at 24x P/E, and its neighbour
the Sri Lankan CSE Index, trading at 10x.

India has undergone something of a stock 30

market miracle in the past 15 years. The Nifty 25

500 delivering 383% (in local terms), for an \Z)j 0

annual return of 11%. The Modi reform § .

agenda, financial liberalisation and hundreds | ‘3

of billions of dollars of foreign direct g 10

investments (FDI) and portfolio flows has = 5

turbocharged Indian economic growth. Indian 0 R S
valuations tower over all global markets to Source: See note C1
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align with those of the ‘exceptional’ United States of America.

No doubt there remain compelling opportunities in India, particularly in small- and mid-cap
shares for decades to come. For a thoughtful take on this opportunity set, | refer readers to
Ben Watsa of Marval Capital, who gave a fantastic presentation at the Ben Graham Centre’s

5th European Value Investing Conference in Lisbon, where we both spoke in October 2025.

This notwithstanding, the Indian stock market capitalisation-to-GDP ratio is now 144% —
dangerously close to its own prior 2007 high, more than double that of China and well above
the 100% fair value of the ‘Buffett indicator’!. India has been the stand-out EM stock market

‘winner’ of the post Global Financial Crisis period.
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Source: See note C2.

Contrast this with Sri Lanka, an island nation some 15 miles off the southern tip of India. The
tourist-dependent island was hit with a succession of economic calamities. In 2019 they
experienced a terrorist attack, followed by Covid, which combined with a sovereign default
in 2022 to precipitate a Great Depression-esque 70% USD stock market correction.

The Indian market weathered the Covid storm to reach all-time highs and is now some 2.5x
more expensive than Sri Lanka on most conventional valuation metrics. Whilst India is of
course bigger and the companies benefit from material scale advantage, it nonetheless has
3x the USD market cap per head of population than Sri Lanka. This despite Sri Lanka being
the more developed economy, with GDP per head 60% higher at $4.5k versus $2.7k per

head in India. The IMF-backed recovery has done little to stem foreign selling. 2025 marked

" Unlike the US and China, the Indian stock market is primarily domestic, an important caveat that highlights the extent to
which growth is priced into Indian equity valuations.
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the third consecutive year of net equity outflows, despite an unprecedented macroeconomic
renewal: GDP growth above 5%, inflation at 1%, and three straight years of current account

surpluses—the first since independence in 1948.
The investment opportunity for investors in capital-starved Sri Lanka is, therefore, threefold:

First, the cyclical economic recovery from the trauma of the 2022 default and subsequent
bail-out reforms is likely to continue, to the benefit of major corporates. Many of the survivor
businesses, for instance our investments in Dialog Axiata, John Keells, Aitken Spence and
Lion Brewery, did not let the crisis go to waste. Mergers, capacity closures and foreign
competitor exits have materially improved forward-looking returns for these new now

dominant franchises.

Second, the economic pull-through of a growing $4+ trillion Indian economy continues to
exert itself on Sri Lanka with its much smaller GDP of $100bn. Indian corporate ‘heavy
hitters’ — i.e., Reliance, Adani and Bharti — are investing heavily in key infrastructure. Indian
tourists numbered 500,000 in 2025 and now account for one in five visitors. But with an
estimated 1.3bn Indians having never even been on an airplane (!) the runway (pun

intended!) for Indian tourism growth is clear.

Third, the 2.5x valuation divergence will likely mean revert. In 2010 the Sri Lankan stock
market traded at 20x P/E, above India at 17x. Sri Lanka was then a go-go EM growth market

with a valuation to match. A great reminder that valuation extremes are transitory.

At the corporate level, the valuation

) ] Telecommunications
divergence between the two countries

market

illuminates  the individual stock
opportunity. The recently consolidated, PIE 1ox
three-player Sri Lankan mobile telecom 9x P/B 2.5x
market is valued at 15x P/E and 2.5x $277 Market cap per head of $68
price to book. Set against a 40x P/E population
multiple and near 9x price-to-book $2.7 Average revenue per user $2.0
multiple for Indian players. A lot has to Source: See note C3

go right at a 40x entry point! A simple telco market cap per head of population shows the

huge growth assumptions built into India, which has $277 of market cap per head of

4 Hosking Post: A Tale of Two Neighbours: The Tiger and the Lion



population (population, not user! ). In Sri Lanka the same number is $68. And it must be re-
iterated that Sri Lankans are 60% wealthier than their Indian “cousins”. This means the
current $2.0-2.5 ARPU in Sri Lanka — some 25-50c below that of India — has an attractive
horizon, especially given the roll out of 4G and near 20% CAGR in data usage seen in 2025.

Having seen the returns of our Sri 200
Lankan investments annualise at 35%
since 2023, we are naturally nervous of | _ 150
@
extrapolating performance. =@
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. . . =S
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on capital? We wrote the following in a
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Hosking Post in June 2025:
Source: See note C4

“From a capital cycle perspective, economic distress, mixed with currency crises and
investor pessimism, work to create what might be termed ‘country-level-capital-cycles’ ....
During such periods the valuations of long-established ‘country champion’ type businesses
can fall well below replacement cost. The snapback from deep discounts to more
appropriate valuations can be rapid. Longer term these ‘survivor’ businesses often see a
period of high returns on capital as competition erodes during and immediately post crisis.
In a dysfunctional economy if you survive a crisis with your capital intact, pricing power

improves dramatically!”

From where we sit now, the movie is playing out as we had hoped. Large, well-capitalised
businesses are exhibiting high returns and, for now, minimal competition. On the basis that
emerging markets follow a ‘seven years of feast, seven years of famine’, we would appear
to be halfway through the traditional EM cycle. With the ‘option’ that, as India continues to
develop, the earnings and valuation runway for our business extends the traditional EM
cycle. One statistic that your author has spent a long-time pondering: mortgage debt-to-GDP
in Sri Lanka is a paltry 2.7%. Set against 13% in India, 18% in Cambodia and 25%+ for
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middle income countries. There is a huge opportunity for household formation, construction
and middle-class consumption. It is said that owning a home makes you accountable for the
future. And if a rise in home ownership spills over into a more discipled and grown-up political
system in Sri Lanka, the benefits for investors, and indeed the country, would be

momentous. Would the Sri Lankan Mr. Modi please stand up?

DJANGO DAVIDSON

January 2026

India vs Sri Lanka comparison ($USD)
$4.7tr Market Cap $26bn
$3.2k Market Cap per capita $1.2k
$2.7k GDP per capita $4.5k
144% Market Cap/GDP 26%
4.4% 2025 GDP growth estimate 6.8%
24x Market P/E 10x
3.7x Market Price to Book 1.5x
2.6x Market Price/Sales 1.1x
13% Mortgage debt to GDP 2.7%
69% S5yr USD market return 107%
163% 10yr USD market return 48%
Source: See note C5
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Sources:

C1: World Bank, CBSL, CSE, Bloomberg, CT Securities, Dec 2025

C2: Bloomberg, FactSet. SENSEX for period 31 Dec 2006 to 20 Jan 2026. Buffett indicator — annual periods from 31 Dec 2006 to 31 Dec
2005. Buffett indicator is market cap divided by GDP.

C3: CT Smith, Dialog Axiata, World Bank, Dec 2025

C4: Hosking Partners. FactSet. Hosking Partners Sri Lankan stocks consists of Ceylon Guardian Investment Trust PLC, C T Holdings
PLC, Dialog Axiata PLC, Tokyo Cement Company (Lanka) PLC, Bukit Darah PLC, Richard Pieris & Co PLC, John Keells Holdings PLC,
Aitken Spence PLC, Teejay Lanka Plc, Aitken Spence Hotel Holdings PLC, Lion Brewery (Ceylon) Plc for period 31 Dec 2022 to 31 Dec
2025. Price in USD. The portfolio holds all of these securities. This does not represent all the securities purchased or sold. Further details
of the calculation methodology and a list showing every holding’s contribution to overall performance during the period is available upon
request. Past Performance is not a reliable guide to future performance.

C5: World Bank, CBSL, CSE, Bloomberg, CT Securities, Dec 2025
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CONTACT DETAILS

Hosking Partners

11 Charles Il Street
London SW1Y 4QU

Tel: +44 (0)20 7004 7850

info@hoskingpartners.com

LEGAL & REGULATORY NOTICE

Hosking Partners LLP (“Hosking”) is authorised and regulated by the Financial Conduct Authority and is also registered as an Investment Adviser with the
Securities and Exchange Commission. Hosking Partners LLP (ARBN 613 188 471) is a limited liability partnership formed in the United Kingdom and the
liability of its members is limited. Hosking is exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001
(Commonwealth of Australia) (“Corporations Act”) in respect of the financial services it provides to Wholesale Clients in Australia. Hosking accordingly does
not hold an Australian financial services licence. Hosking is authorised under United Kingdom laws, which differ from Australian laws.

The information contained in this document is strictly confidential and is intended only for use by the person to whom Hosking has provided the material. No
part of this report may be divulged to any other person, distributed, and/or reproduced without the prior written permission of Hosking.

The investment products and services of Hosking Partners LLP are only available to persons who are “Professional Clients” for the purpose of the Financial
Conduct Authority’s rules and, in relation to Australia, who are also “wholesale clients” as defined in the Corporations Act of Australia (“Wholesale Clients”)
and this document is intended for Professional Clients and, where applicable, Wholesale Clients only.

This document is for general information purposes only and does not constitute an offer to buy or sell shares in any pooled funds managed or advised by
Hosking. Investment in a Hosking pooled fund is subject to the terms of the offering documents of the relevant fund and distribution of fund offering documents
restricted to persons who are “Professional Clients” for the purpose of the Financial Conduct Authority’s rules and, for US investors, “Qualified Purchasers”
or, for Australian investors, Wholesale Clients and whom Hosking have selected to receive such offering documents after completion of due diligence
verification.

This document is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary
to local law or regulation. Distribution in the United States, or for the account of a "US persons", is restricted to persons who are "accredited investors", as
defined in the Securities Act 1933, as amended, and "qualified purchasers", as defined in the Investment Company Act 1940, as amended.

“Hosking Partners” is the registered trademark of Hosking Partners LLP in the UK and on the Supplemental Register in the U.S.

Opinions expressed are current as of the date appearing in this document only. This document is produced for information purposes only and does not
constitute advice, a recommendation, an offer or a solicitation to purchase or sell any securities (including shares or units of any pooled fund managed or
advised by Hosking) or any other financial instrument or to invest with Hosking or appoint Hosking to provide any financial services, nor shall it form the basis
of or be relied upon in connection with any contract or commitment whatsoever. In addition, this document does not constitute legal, regulatory, tax, accounting,
investment or other advice.

Opinions included in this material constitute the judgment of the author at the time specified and may be subject to change without notice. Hosking is not
obliged to update or alter the information or opinions contained within this material. Hosking has taken all reasonable care to ensure that the information
contained in this document is accurate at the time of publication; however it does not make any guarantee as to the accuracy of the information provided.
While many of the thoughts expressed in this document are presented in a factual manner, the discussion reflects only the author’s beliefs and opinions about
the financial markets in which it invests portfolio assets following its investment strategy, and these beliefs and opinions are subject to change at any time.

Any issuers or securities noted in this document are provided as illustrations or examples only for the limited purpose of analysing general market or economic
conditions and may not form the basis for an investment decision nor are they intended as investment advice. Such examples will not necessarily be sold,
purchased or recommended for portfolios managed by Hosking. Nor do they represent all of the investments sold, purchased or recommended for portfolios
managed by Hosking within the last twelve months; a complete list of such investments is available on request. Partners, officers, employees or clients of
Hosking may have positions in the securities or investments mentioned in this document.

Certain information contained in this material may constitute forward-looking statements, which can be identified by the use of forward-looking terminology
such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “projections,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or
other variations thereon or comparable terminology. Such statements are not guarantees of future performance or activities. Due to various risks and
uncertainties, actual events or results or the actual performance may differ materially from those reflected or contemplated in such forward-looking statements.

Please note that different types of investments, if contained within this material, involve varying degrees of risk and there can be no assurance that any
specific investment may either be suitable, appropriate or profitable for a client or prospective client’s investment portfolio.

This document may include statistical data and other information received or derived from third party sources, and Hosking makes no representation or
warranty as to the accuracy of that third party data or information.
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