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Mondelez - Life is Sweet
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'y mama always said, ‘Life was like a box of chocolates, you never know what you re going to get.

R3]

This iconic quote from the beloved movie and character, Forrest Gump, serves as a reflection on the
unpredictable nature of life. While some aspects of life may remain unknown, there are some I would

argue are known, tried and true.

GLP-1 agonists, initially designed
for treating Type 2 diabetes,
have been unexpectedly found to
discourage food intake, thereby
aiding in weight loss. This
discovery has raised concerns
within the food sector regarding
its potential impact on valuations.
Reflecting on historical trends,
over 200 years ago in Great Britain,
a period marked by widespread
alcohol consumption was evident.
Thora Hands, in her book “Drinking in Victorian &
Edwardian Britain,” highlights the growing societal
concerns regarding alcohol, as evidenced by various
inquiries by committees such as the Select Committee
on Habitual Drunkards and the Select Committee on
Intemperance in 1877. During this period, a notable trend
emerged. The consumption of beer, the primary alcoholic
beverage, declined significantly from 30 gallons per capita
to below 20 gallons. This decline was obviously attributed
to efforts from religious societies and social movements,
as some historians argue. Additionally, as income per
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After initial declines in the early 1900s, consumption of alcohol
has trended upwards ever since.

SPEED READ
A study of alcohol consumption in the 1800s
and early 1900s highlights an interesting trend,
which has relevance today as investors grapple
with a new threat — weight loss drugs!
The current macroeconomic landscape mirrors
in certain aspects the turbulent era of the
1970s.
The Q4 results showed volume growth in Latin
America (+2.1%) and Europe (+3.3%) despite
aggressive price increases in those geographies.
But it was volume declines of 5% in North
America that caught the market’s attention.
Fortunately, there is no cure for being human.
We love to reward ourselves, with snacks and
chocolates a perennial favourite.

capita rose and alternative beverages gained popularity,
beer consumption decreased further. However, from the
1850s onwards, there was a resurgence in the consumption
of beer, spirits, and wines, coinciding with the increased
popularity of tea as a substitute beverage. The temperance
movement gained significant traction from 1900 to 1915,
but its impact was short-lived due to the outbreak of
wars in the early 20th century, and since then the upward
trend in alcohol consumption has continued. During
the temperance movement in 1824, John Cadbury, a
devoutly religious individual also embarked on a mission
to discourage alcohol consumption. His solution was the
creation of drinking chocolate. Armed with basic tools—a
mortar and pestle—he began selling his concoction to
locals in Birmingham. Through continuous taste and
packaging innovations over the century, Cadbury’s
venture eventually evolved into a major part of Mondelez
when Kraft Foods acquired Cadbury in 2010 for $19
billion. Kraft then subsequently split into two companies,
Mondelez being one of them.
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Within the Mondelez portfolio lie several iconic brands,
each with a rich history and a tale of organic growth
spanning the globe. The revenue mix encompasses various
business segments: Biscuits (48%), showcasing classics
like Oreo and LU biscuits cherished by French households;
Chocolates (32%), featuring Cadbury, Milka, and the
Swiss chocolate excellence of
Toblerone; Gum and Candy

their competitive advantage. In the short term, volume
driven growth may prove overly ambitious given the
prevailing market conditions.

The current macroeconomic landscape mirrors in certain
aspects the turbulent era of the 1970s. In West Africa,
crop failures caused by dry
and scorching weather might

(11%), focusing on developing
markets through brands like
Stride in China; Cheese
& Grocery division (6%),
including staples Philadelphia
cream cheese, Belvita, and
Ritz; and lastly Beverages
(3%), with global brands like

“During the 1970s, sugar
prices peaked. Fortunately,
when cocoa prices
skyrocketed, sugar prices
plummeted by 90%.”

evoke memories of similar
agricultural setbacks in 1977.
Back then, as noted by the
New York Times, cocoa prices
surged by 50%, prompting
chocolate bar manufacturer
Hershey to announce a 33%
increase in wholesale prices

Tang and Clif Bar. Revenue
streams are also geographically
diverse, reflecting both the origin of the products and their
expanding presence in new markets. Mature markets in
Europe (38.0%) and North America (30%) contribute over
half of the revenues. The AMEA region (19%) and Latin
America (14%) exhibit promising growth. Management has
identified that long-term growth potential will be in niche
products within these segments, with Africa emerging as
a significant growth driver over the next decade, which
is why locally listed AVI was considered a potential
acquisition target two years ago. Unfortunately, and maybe
unsurprising, in their recent investor engagements, Dirk
Van De Put, the CEO of Mondelez, noted that South Africa
is slightly less interesting than other African markets.
Increasingly, the focus is on Brazil, India, China, and
Mexico as growth drivers. The company’s long-term vision
(2030) targets organic sales growth of 5%, accompanied by
continued investments in biscuits and chocolate to fortify

LT L LR

80%
b
b
9
b
%
9
b
0%
21 23
M Biscuits Gum & Candy

Biscuits is the largest segment of the Group, contributing S4
billion in revenues, nearly 50% of the total. Together with
Chocolate, these two divisions account for 80% of revenues.
This is a company for anyone with a sweet tooth.
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for some of their products.
During the 1970s, sugar prices
peaked. Fortunately, when cocoa prices skyrocketed, sugar
prices plummeted by 90%. This delicate balance allowed
them to weather the storm, benefiting manufacturers with
a diversified mix. However, currently, sugar prices have
only marginally pulled back from highs in December.
The International Sugar Organization has increased its
forecast of sugar deficit from 335kt to 689kt. This caused
by increased demand and worsening supply issues, which
might not offer a buffer as it did in the 1970s. On the
consumer side, the 1970s witnessed the infamous “Great
Inflation.” The Federal Reserve grappled with soaring
inflation rates, pushing interest rates to nearly 20% to rein it
in. The Fed is currently contending with similar inflationary
shocks, and the results of which have left interest rates
across developed markets at a high level. Atlanta Fed

COCOA AND SUGAR PRICES
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Whilst sugar prices have declined from their peaks late last
year, cocoa prices have sky-rocketed due to crop failures in

key regions. This mirrors to some extent the conditions in the
1970s, although sugar declines are likely insufficient to offset
the impact of higher cocoa prices. Expect your next treat to cost
a little more.
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President Bostic in recent comments stated that “I need to
see more progress to feel fully confident that inflation is on
a sure path of averaging 2% over time” Moving inflation
within their targeted range will need a series of positive
data points. This could leave interest rates higher for much
longer than initially anticipated, affecting consumption
spending.

The tough macro environment was reflected in s ome of
Mondelez’s numbers. The Q4 results showed volume
growth in Latin America (+2.1%) and Europe (+3.3%)
despite aggressive price increases of 26.5% and 8.3%
respectively. However, it is the volume declines in North
America (-5.5%) and AMEA (-0.5%) that portend what
investors might have to grapple with in 2024. Investors are
concerned that the volume declines in North America are
due to increased usage of the new weight-loss drugs and
might impact other regions as drugs are rolled out
globally. However, management pointed out that the
weak North America performance was

linked to poor performance
in the biscuits category and
other minor one-off events.
Aggressive marketing
campaigns have been rolled
out to arrest the decline. Even
with that, pricing is expected to
underpin revenue growth, so be
prepared to pay a little extra for
that impulse treat. Ultimately,
gross margins were stable at
around 38% - suggesting that management is getting the
balance right between inflationary cost pressures and price
increases. But there is always room for improvement. In
the past Cadbury chocolate bars were sold as unwrapped
blocks, then broken down and sold individually as penny
bars. Today, Mondelez has been right sizing their products
and coming up with innovative pack sizes to stabilize
volumes. Management expects volumes to be mildly
positive in 2024, which would provide a much-needed
sentiment boost given the drug concerns.

Sentiment within the sector is sobering as many companies
grapple with declining volumes, shrinking margins, and
lowered earnings expectations, in part due to consumer
pressure from higher interest rates. However, amid these
challenges, Mondelez shines as a company that consistently
surpasses earnings expectations. Though management is
not prioritizing debt repayment, the balance sheet remains
sound, with Net Debt/ EDITDA Ratio at 2.6x (vs 5x just two
years ago) and supported by a healthy cash balance. While
short-term concerns may centre on volume fluctuations, in
the long run, it is the underlying narrative that truly drives
price movements. While it is conceivable to view GLP-1

“While it is conceivable to view
GLP-1 drugs as a potential long-
term threat, it is important to bear

in mind, as history has pointed
out, that there is no active cure for

being human.”

CADBURY’S CHOCOLATES
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Modelez’s Cadbury’s brand includes some of South Africa’s
best loved chocolates including Crunchie and Lunch Bar.

drugs as a potential long-term threat, it is important to bear
in mind, as history has pointed out, that there is no active
cure for being human. We “reward” ourselves as often as
possible - snacks and chocolate
fall firmly into that category
and have proved defensive
for generations because they
are also affordable and easily
available on impulse. The
Lindy effect offers some
reassurance for the food staples
and confectionery companies
when it comes to modelling
human behaviour — “the older
something is, the longer it’s likely to be around in the
future.”
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Investors will agree that current market commentary is
dominated by tech and Al — to the detriment of everything

else. It is therefore refreshing to note that old habits die hard

— snacking habits, that is. Over the past three years, Mondelez
has delivered a similar total return to the S&P 500, proving that
solid investments come in many shapes and sizes.
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Topic: Taking Stock: Mid Year

Update
Natal Midlands
Date: 20 June, 2024
Venue: Oasis Conference Centre,

72 Main Road, Howick

Morning Time: 10am for 10.30am

By the time of our next Insight seminar, our election will Evening Time: 5.30pm for 6pm

be out of the way. We will take the opportunity to review

market performance for the first five months of the year, Johannesburg
and look ahead to what the second half might hold. Date: 11 June, 2024
Venue: Rosebank Union Church, Cnr
Please note that we will be hosting both a morning William Nichol and St Andrews
and evening presentation in Cape Town. The venues Road, Hurlingham
will be communicated once finalised. Time: 7am for 7.30am
Cape Town
n Harvard House is on Facebook Date: 13 June, 2024
Venue: To be confirmed
u Harvard House is on YouTube
Time: 5.30pm for 6pm
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For more information on the range of products and services =

offered by Harvard House Investment Management and its B

associated companies (including Harvard House, Chartered

Accountants), or for any financial advice, please contact the

Company at: @
AV

The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)




