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Eight Megatrends Every Investor
Should Know

One of the defining characteristics of our
investment strategy work here at Confluence
is that we pay close attention to big, global
trends in geopolitics, economics and trade,
demographics, technology, and even social
and political developments. We then try to
determine how to incorporate those trends
into our strategies, either by managing the
risks they impose or identifying and
investing in the associated opportunities. We
think this discipline can be fruitful because
big, global trends are often long lasting and
relatively predictable. Shorter-term,
idiosyncratic forces can still make asset
prices volatile from time to time, but the
impact of “megatrends” often comes back to
the fore relatively quickly.

Our regular readers know that we pay
especially close attention to geopolitical
trends. However, in this report, we want to
provide a broader survey of several
megatrends that are likely to remain in place
for at least the next decade and be especially
salient to investors. This list isn’t necessarily
comprehensive; another writer could easily
come up with an alternative set. All the
same, we think it will be interesting for
investors to consider the wide range of
global trends that could affect their
investments.

1. Income and Wealth Inequality
When we focus on income and wealth
inequality around the world, it’s not for
ideological reasons. Rather, it’s because
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we’re looking for the root cause of today’s
political, economic, and social tensions. In
our view, one key reason for these tensions
is the inequality that has arisen in recent
decades because of several interrelated
geopolitical, economic, and technological
developments in the United States and its
allies. These developments include:

e The Efficiency Cycle. After the
explosion in consumer price inflation in
the 1970s, the US and some other
developed countries actively deregulated
their economies to lower costs for
businesses and make them more
efficient. The aim was to reduce price
pressures. Besides eliminating onerous
rules, the efficiency policies worked to
reduce union membership, cut taxes on
firms and business owners, and prune
back income support programs for
workers with lower skills. Over time,
these policies gave greater scope for
business owners and other economic
elites to build wealth.

e The End of the Cold War. When the
Soviet Union disintegrated in 1991, its
communist ideology and centralized,
state-planned economic model were
discredited in the eyes of many around
the world. In contrast, the efficiency
policies discussed above had helped
bring down inflation and spur resurgent
economic growth, adding to the
ideological appeal of private property
protections, low regulation, low taxes on
capital, and flexible labor markets. The
result was to reinforce those policies that
had provided economic advantages to
better-educated elites and continued
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challenges for many in the working
classes.

e US Hegemony and Globalization. As
we’ve often written, the policies used by
the US to maintain its role of global
hegemon and keep the peace also
imposed costs on non-elites in the
working class. Most onerous were the
policies aimed at making the dollar the
world’s reserve currency, i.e., free trade
and capital flows. Especially after China
entered the World Trade Organization in
2001, those policies resulted in massive
import flows and the transfer of factories
abroad, throwing many people out of
work, or at least out of the middle class.
As shown in Figure 1, middle-class
workers in China and other developing
economies saw their incomes surge as
this globalization took hold, and so did
US and Western elites. In contrast,
middle-class workers in the US and the
rest of the West say their incomes were
stagnant or fell.

e Information Technology. With the
development of new information
processing technologies from the 1960s
until today, labor demand shifted
decisively in favor of the highly
educated, well-traveled new class of
"knowledge workers." These workers
could not only command high salaries,
but their jobs were often relatively
insulated from foreign competition.
Younger people from the lesser-skilled
working class found it hard to break into
the knowledge class with its high
incomes due, in part, to the high cost of
a college education.

On a global scale, high levels of income and
wealth inequality have spawned or worsened
many other important trends. In countries
such as Germany and China, for example,
the concentration of income and wealth at
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the top of society has held down total
domestic consumption (after all, wealthier
people typically spend a smaller share of
their income than those of more modest
means). Meanwhile, the wealth-friendly
policies and deregulated capital flows of the
efficiency cycle mean that much of the
enormous savings of the foreign wealthy is
invested in the US, which has relatively
better economic growth and investment
opportunities. In turn, those capital flows
have helped drive up the price of US stocks
and bonds. They have also helped buoy the
value of the dollar, expanded the US trade
deficit, and contributed to the US
government’s burgeoning debt.

Figure 1
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The globalization “elephant chart.” (Source: Pew
Research Center)

2. Nationalist Populism

Our regular readers know that we think
populism is a key trend in the US and
around the world. In our view, the income
and wealth disparities described above have
helped spark a nationalist, populist backlash,
not only in the US, but also in other major
developed countries, especially in Europe.
Driven by a sense that they’ve been left
behind by rich elites, populists on the
political left and right have begun to clamor
for policies blocking imports and protecting
domestic jobs, cutting immigration, and
hiking taxes or otherwise cutting the elites
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down to size. To overcome resistance by the
elites, populist leaders also often look to
strengthen state power, earning them a
reputation for being friendly toward
authoritarianism.

Nationalist, populist policies can now be
found in the agendas of both right-wing and
left-wing political parties in the US and
Europe. Moreover, populist politicians have
been able to take power in various countries,
such as former US President Trump and
Hungarian Prime Minister Viktor Orban.
But even in countries where left-wing
populists might come to power, we would
expect to see more policies aimed at helping
the non-elite working class or middle class,
while taking aim at the elites. For example,
we would expect to see more government
support for unions and fiscal programs
favoring the working class.

3. Global Fracturing

Ironically, the US’s hegemonic policies
since World War 1l eventually helped boost
economic growth in key authoritarian
countries, such as China and Russia,
especially after 2001. As these authoritarian
economies began to gain heft, we believe
their leaders also took note of growing
populist isolationism in the West. China,
Russia, and their allies have therefore
become more forceful in asserting
themselves on the world stage. For China in
particular, its predatory economic policies
have now been matched by a vigorous
military buildup and territorial hostility.
Russia and Iran have also become more
aggressive.

In response to the growing geopolitical
tensions associated with these
developments, countries around the world
have begun to coalesce into relatively
separate geopolitical and economic blocs.
They have begun to draw closer to their
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allies, while pulling back from potential
enemies by restricting trade, investment,
technology, information, and people flows
between them. As a result, global supply
chains have begun to shorten and become
less efficient. Going forward, the result is
likely to be relatively lower corporate
profits, higher and more volatile price
inflation, and higher and more volatile
interest rates. As we’ve noted before,
another result will likely be greater defense
spending across the developed countries,
which should benefit defense stocks and the
stocks of technology or other firms that
provide goods or services to the military.

4. Re-Industrialization

As the world fractures into different blocs,
governments around the world have begun
to focus on building greater economic
resilience and reducing their dependence on
foreign resources. Facing a more chaotic
world, corporate managers have also begun
to “near shore” or “friend shore” by
relocating production back to the US or at
least to US-friendly countries.

Figure 2
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One result of this is that the US and other
countries are in the middle of a boom in
factory construction (see Figure 2). As the
US rebuilds its factory sector, a range of
ancillary industries are likely to also expand,
such as railroads, trucking firms, basic
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material suppliers, and corporate services.
Naturally, the stocks of companies in those
industries should provide good returns. As
manufacturing regains its share of the US
economy, labor demand will also likely
become more diversified, creating new
opportunities for those who don’t go to
college.

5. Population Aging

Re-industrialization and the expected
recovery in factory jobs are interesting in
themselves, but more so in the context of
falling birth rates, slowing population
growth, and population aging across the
globe. Reflecting both cultural and
economic factors, birth rates have declined
in developed and emerging countries alike
(see Figure 3), often to the point where new
births are insufficient to offset deaths. In
many countries, the total population has
already started to fall. In even more
countries, the working-age population has
started to decline. Just as important, average
ages have increased around the world,
meaning each younger person is supporting
more and more retirees or older people.

Figure 3

World Birth and Death Rates
Births and Deaths Per 1,000 People
Source: United Nations, Population Division
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These trends have multiple potential
implications for the economy. For example,
a declining labor force or falling population
is likely to be a headwind for total economic
output. Population aging and a higher
“dependency ratio” are also forcing many
governments to spend more on retirement,
health, and other benefits, which helps boost
their debt levels. Countries that are
relatively more open to immigration will,
therefore, likely have an advantage in the
coming decades. Countries that still have
relatively high birth rates could also become
more attractive as a market or production
base. For example, continued high birth
rates could well make Africa a favored
investment target in the years ahead.

6. Migration

Although international migration gets the
most attention in the US and several other
developed countries, it may be useful to
think of migration in a broader sense. In
simplistic terms, personal mobility has been
boosted by factors such as falling transport
costs, increased information flows, and the
development of social structures (ranging
from legal refugee protections to human
smuggling operations). As people look to
escape bad conditions and better their lives,
it should be no surprise that many are taking
advantage of the new circumstances to move
somewhere else. Indeed, many of them seek
to migrate to a different country, such as the
US or Germany. Others, however, simply
seek to move from the countryside to a city
(see Figure 4, next page).

Migration from rural areas to cities has been
especially important to the world’s recent
economic history. The “China shock” that
occurred when China entered the World
Trade Organization and began its enormous
growth spurt and export surge, depended
heavily on the migration of millions of
Chinese people leaving their impoverished
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farms and hamlets in the countryside to
work in the new factories of Shanghai and
other new metropolises. Similar, albeit
smaller, urbanization trends have taken
place in other developing countries. The
economic impacts, which are continuing,
include deeper pools of available labor, the
potential for developing and disseminating
new innovations, and greater demand for
steel, cement, and other products that go into
urban infrastructure. That has already
buoyed commodities used in construction,
such as iron, and the commodity producers
that provide them. To the extent that
urbanization continues, commodities and
commaodity producers are likely to provide
good investment returns.

Figure 4

Share of World Population Living in Urban Areas
Source: United Nations, Population Division
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7. Electrification of the Economy
Obviously, electricity is a very old
technology, and the initial electrification of
society and the economy was more than a
century ago. Nevertheless, there is now a
new wave of electrification happening
across the globe. Much of the impetus to
electrification today stems from concern
about global warming and a belief that
electrified transport, heating, or other
aspects of the economy will slash
greenhouse emissions. The issue has become
highly politicized, and many investors are
repelled at the idea of the government
pushing companies to favor one type of
energy over another. Despite that, a trend is

2024-2511 Exp. 09/30/2025

Page 5

a trend, and we think investors should think
about the investment opportunities that
green energy and electrification could bring.

Without doubt, the strong impetus toward
green technology and electrification is
prompting a lot of wasteful investment. But
then, so did the development of the railroads
when that technology was being adopted a
century and a half ago. The initial stage of
electrification also produced some bad
investment. All the same, those overall
investment programs were useful. Going
forward, the build-out of green energy
facilities and greater electrification could
help diversify the energy mix in the US and
other countries. That, in turn, could make
the US and other countries more resilient to
geopolitical shocks and the risk that global
fossil fuel supplies could be disrupted.
Electrified vehicles, including tiny drones,
are also finding uses in the military. And not
surprisingly, the prospect of greater
electricity demand has boosted stock prices
for utilities and uranium miners.

8. Smart Machines

Of course, every investor is now probably
aware of the excitement over artificial
intelligence and any companies that
facilitate its development. We think it may
be helpful to place Al in a broader category
of related technologies in which better data
processing is leveraged to make industrial
and information machines smarter and more
autonomous. Besides Al, this would include
military and civilian drones, for example. Al
and autonomous vehicles or machines are
closely related to each other, and both are
likely to have a similar impact on the
economy. By reducing the need for people
to do work, they may help the economy
grow despite the slowdown in population
growth and the developing labor shortages
discussed above. In turn, that could well
boost average productivity and help raise
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living standards, even if there is a risk that
many workers will lose their jobs and find it
hard to adjust.

Investment Implications

To reiterate, this review of investable
megatrends isn’t meant to be
comprehensive. There are probably several
other big, long-lasting trends that could be
added to the list. Nevertheless, we wanted to
give a sense of how many such trends there
are, even if we at Confluence tend to talk
most about populism and global fracturing,
along with their economic and financial
market implications. With each trend
discussed here, we’ve tried to provide a brief
overview of how they may affect investment
outcomes for various asset classes and
overall investment strategy. Overall, we
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think most of these various trends will tend
to promote greater and more volatile
inflation, higher and more volatile interest
rates, a need for new investment, and the
potential for higher commodity prices. In an
investment environment like this, we think
the Confluence style of investing — which
focuses on managing risk and addressing it
through diversification — is especially well
suited.

Patrick Fearon-Hernandez, CFA
September 23, 2024

This report was prepared by Patrick Fearon-Hernandez of Confluence Investment Management LLC and reflects the current
opinion of the author. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking
statements expressed are subject to change without notice. This information does not constitute a solicitation or an offer to buy
or sell any security.

Confluence Investment Management LL.C

Confluence Investment Management LLC is an independent Registered Investment Advisor located in St. Louis,
Missouri. The firm provides professional portfolio management and advisory services to institutional and individual clients.
Confluence’s investment philosophy is based upon independent, fundamental research that integrates the firm’s evaluation
of market cycles, macroeconomics and geopolitical analysis with a value-driven, company-specific approach. The firm’s
portfolio management philosophy begins by assessing risk and follows through by positioning client portfolios to achieve
stated income and growth objectives. The Confluence team is comprised of experienced investment professionals who are
dedicated to an exceptional level of client service and communication.
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dealer and investment adviser and member of FINRA and SIPC, and its affiliate Benjamin F. Edwards*" Wealth
Management, LLC, d/b/a Edwards Wealth Management (EWM) is an SEC-registered investment adviser. BFE and
EWM are affiliates through their common ownership by Benjamin Edwards, Inc. Depending on the context, the name
Benjamin F. Edwards® refer to either EWM, BFE or both.

As a registered investment adviser, Benjamin F. Edwards offers clients a variety of advisory portfolio options. Any portfolio
discussed is offered at Benjamin F. Edwards as an investment advisory account. To participate, investors must sign an
investment advisory agreement, select a manager, and pay an advisory fee. For additional information regarding fees,
please refer to the third-party asset manager's (asset manager) applicable disclosure documents and Benjamin F. Edwards’
disclosure documents, which may be obtained through your advisor or found on Benjamin F. Edwards’ website,
www.benjaminfedwards.com, under the Important Disclosures section.

Participating in advisory programs may cost the client more or less than if the client were to implement his or her selected
program separately, such as by using a different program sponsor, pursuing the strategy through a brokerage account, or
investing directly with the asset manager. Some factors that might impact the total cost to a client who implements a
program separately include the frequency of trading activity; whether a client might be successful in negotiating a lower
fee with a sub-advisor; rate of commissions, markups or other transaction-related compensation; or whether account fees,
transaction fees or similar charges would be incurred.

Investing in securities entails certain risks, including the potential loss of all or a portion of the proceeds invested.
Individuals should consider their specific financial needs, investment objectives and risk tolerance before making an
investment. Investments can be significantly affected by certain events, including international political and economic
developments, inflation, and other factors. Dividends are not guaranteed and are subject to change or elimination.

Exchange traded funds (ETFs) and mutual funds are sold by prospectus only, which should be read carefully before
investing. Please consider the investment objectives, risk, charges and expenses before investing. The liquidity of ETFs
may not reflect the level of liquidity of other instruments on listed exchanges such as well-recognized, large cap stocks.
The prospectuses, which contain this and other information, can be obtained from your advisor.

Investing in fixed-income securities involves certain risks such as market risk if sold prior to maturity and credit risk
especially if investing in high-yield or “speculative-grade” bonds, which have lower ratings and are subject to greater price
volatility. All fixed-income investments are subject to availability and change in price and may be worth less than original
cost upon redemption or maturity.

There are special risks associated with an investment in real estate, including credit risk, interest rate fluctuations and the
impact of varied economic conditions. Distributions from REIT investments are taxed at the owner’s tax bracket.
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