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June 15, 2012

Dear clients and colleagues,

Demographics are an important theme in our investment process as we seek companies that will be
favorably affected by demographic influences.

What often comes to mind when one talks about demographics is the rapidly aging population in North
America. At Global Alpha, we try to have a broader perspective and look at the world. As an example,
understanding the Echo or Y generation in North America is as important as understanding their parents, the
Baby Boomers. The Echo generation was born between 1979 and 1991. In numbers, it represents 25% of the
US population, or around 80 million people compared to the Boomers at 70 million. They have now finished
university and are now entering the work force, influencing, among other things, rental dwellings, and many
other goods and services. Many good books have been written on that subject.

Adult life is divided into segments. Adults in their 20s generally enter the work force, are single and have no
children. Discretionary spending is high, savings low. The family years go from 25 to 55 years old. Spending
mainly goes on the home and other necessities for the family and savings rate is low. The period from 50 to
70 years old is a mix of higher discretionary spending and high savings. Finally, the last 20 or so years are
characterized by a reduction in spending and transfer of wealth.

The number of people in each segment is well known in developed markets. But what about emerging
markets?

Today, China is 24% of the world’s population. India follows with 21%. The rest of Asia (Vietnam, Indonesia,
Philippines, Japan, Korea, etc.) is 20%. So 65% of the world’s population today is in Asia. South America? Only
8%. Eastern Europe? 7%. Middle-East and Africa, also 7%.

But what about the age groups in those Asian countries and how they will change in the next 10 or so years
to 2025? We used data from the United Nations as well as studies from the firm Global Demographics to
analyze those demographics and reach some conclusions.

China has the most rapidly aging population among Asian Countries. In the next 10 years, the number of 0-
39 year-olds will decline by almost 90 million people. Meanwhile, the number of people above 65 years old
will increase by 70 million. That will have important consequences for the entire world. As China will see its
labor force shrinking by more than 40 million people, it will seek to automate and increase productivity. As
well, wages will rise and more production will go to other Asian countries, mainly South Asia and India. We
are optimistic about the rise of consumption in China due to the increasing wealth of a rising middle-class but
being aware of those trends that may lead us to find opportunities that cater to an aging population.

This report is provided solely for informational purposes and nothing in this document constitutes an offer or a solicitation of an offer to purchase any security. This report has no regard to the
specific investment objectives, financial situation or particular needs of any specific recipient and does not constitute a representation that any investment strategy is suitable or appropriate to a
recipient’s individual circumstances. Global Alpha Capital Management Ltd. (Global Alpha) in no case directly or implicitly guarantees the future value of securities mentioned in this document.
The opinions expressed herein are based on Global Alpha's analysis as at the date of this report, and any opinions, projections or estimates may be changed without notice. Global Alpha, its
affiliates, directors, officers and employees may buy, sell or hold a position in securities of a company(ies) mentioned herein. The particulars contained herein were obtained from sources, which
Global believes to be reliable but Global Alpha makes no representation or warranty as to the completeness or accuracy of the information contained herein and accepts no responsibility or
liability for loss or damage arising from the receipt or use of this document or its contents.

Performance figures are stated in Canadian dollars and are net of trading costs and gross of operating expenses and management fees. Further information about the Global Small Cap Composite
is available by contacting the firm. Global Alpha Capital Management Ltd. (Global Alpha) claims compliance with the Global Investment Performance Standards (GIPS ®) and has prepared and
presented this report in compliance with the GIPS. Global Alpha has not been independently verified.
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India is often thought of as offering better long-term prospects than China due to its better demographics, its
English speaking population and the fact that it is a democracy. Looking at its population and labor force, one
may agree. India will see its work force grow by 70 million people in the next 15 years. However, to have a
real impact on discretionary spending, the percentage of the population that is working and the dependency
ratio are key factors to consider. In 2025, over 50% of China’s population will be working and the number of
dependents per wage earner will be around 0.87 to 1, meaning more discretionary income. In India, those
same numbers are 37% of the population working, supporting 1.65 dependents. In South Asia, it is even
more, 1.85 dependents, leaving very little for discretionary consumption.

Looking at average annual household income, by 2025 China will be at around $17 000, India at around $8
000 and South Asia at around $5 000.

Although emerging markets are growing faster than developed markets, their impact on global consumption
is and will remain relatively small compared to developed markets.

Currently, developed countries earn more than 80% of total world Income. By 2022, that proportion will still
be 75%. The only country showing significant growth will be China, rising from around 7% today to 11% in
2022.

There are a lot of opportunities to invest around the world. At Global Alpha, our strategy has been to find
good growth companies while minimizing risks. Our investments in emerging markets are diversified but
have been concentrated on rising consumer spending. We tend to avoid those sectors that are deemed
strategic such as natural resources, energy, technology or infrastructures in part due to government
intervention in those sectors and the unlikely possibility of any foreign takeover.

Have a good weekend.

The Global Alpha Team
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