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Positioning Your Portfolio for the Silver Tsunami: Stock Ideas
for an Aging America

News outlets worldwide reacted with concern on Jan. 18 when China acknowledged that its
population had shrunk for the first time since 19671. But China is far from alone. The so-called
“silver tsunami” will hit most wealthy countries to varying degrees in the next decade or two
- among them, Japan, Finland, Italy, Portugal, France, and the United States.

The transition is sure to be accompanied by discomfort and turbulence. Witness, for
instance, the millions who took to the streets of France in January and February to protest a
proposal to raise the country’s retirement age and ease the burgeoning cost of the nation's
generous pension benefits because of its increasingly large population of older people.

The U.S. population is not shrinking, but it's heading in that direction. Population growth has
slowed since the 1990s. In 2000, the annual rate of population increase was 1.5%. In 2010 it
was 0.8%. By 2020, it was basically flat. Consequently, the percentage of working-age
Americans is declining as the proportion of retired or elderly Americans increases.
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For any aging country, the policy implications are troubling. A large percentage of working-
age people is needed to generate a large enough tax base to fund retirement benefits and
other government programs.

In addition, a decline in the percentage of working-age people poses challenges to GDP
growth. Countries can expect labor shortages, decreased consumer spending, and possibly
deflation, which are headwinds to the economy.

Despite the challenges an aging population can pose, it is in some ways an enviable problem.
Aging populations are largely the result of rising life expectancies, generally caused by
improved living standards and healthcare technology. Another significant cause seems to be
rising economic prosperity, which is strongly associated with lower birth/fertility rates.
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We will leave these discussions to the public policy experts. Right now, we are more
interested in what this demographic trend might mean for our portfolios. After all, as our
Head of Research Tom Lee likes to remind us, “Demographics are destiny.”

Demand from the older demographic

At FS Insight, we frequently talk about investing in the rise of the Millennial generation. Part
of the rationale behind that thematic strategy is the enormous wealth they stand to inherit

from their aging Boomer parents. But before that happens, Boomers are obviously going to

spend some of it - maybe even a lot of it.

Companies that provide products and services that the older demographic demands will be
poised to benefit as this demographic grows. And for obvious and understandable reasons,
health care comes to mind as an example. In the U.S., the aging population has long been
associated with the greatest share of healthcare expenditures, disproportionately so. People
aged 65 and over account for 17% of the population but 35% of annual healthcare
expenditures.

Share of total health spending by age group, 2019
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Source: Medical Expenditure Panel Survey (U.S. Dept. of Health and Human Services) and the Peterson-KFF Health System Tracker.

This includes both health care costs associated with the final years of life and expenditures
related to chronic but non-life-threatening conditions.
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Source: AHRQ, Medical Expenditure Panel Survey Statistical Brief #540, Concentration of Healthcare Expenditures and
Selected Characteristics of High Spenders, U.S. Civilian Noninstitutionalized Population, 2019.

https://meps.ahrq.gov/data_files/publications/st540/stat540.shtml

This demographic shift benefits healthcare stocks because of increased demand and the
sector’s inherently defensive nature, which will help in the deflationary environment that will
likely result as the population ages. Profits in this sector tend to be more stable and less
cyclical.

Of course, the retiree's life is not just about iliness and worry. After all, the same improved
health care that has increased life expectancies has also resulted in a large percentage of
older people being healthy enough to do more than just take medications and watch
television. As anincreasingly large pool of Americans enters retirement, this demographic
will seek to enjoy this next stage of their lives to the fullest.

Two of the more popular pastimes for retirees are travel and home improvement. It is no
coincidence that the post-pandemic travel boom has been driven by Boomers, including
many who had retired early during the public-health crisis. The recently retired are likely to
take advantage of their greater spending power and more-abundant free time, taking longer,
more luxurious trips to destinations far from home. It might be true that Millennials take more
trips, but on average, the older demographic spends more on travel. Indeed, in 2022,
Boomers were the fastest-growing demographic for the travel industry.
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Labor-market tightness

Another reason why older people are starting to constitute a larger demographic is because
there arent enough people being born to balance them out on the younger side of the
spectrum, causing a simultaneous decline in the percentage of a country’s population
comprised of younger and working-age adults. One of the largest consequences is a
reduction in the labor force, which makes it difficult for businesses to find the workers they
need. In developed economies, experts believe that a fertility rate (births per woman) of 2.1is
needed to maintain the size of the population, assuming little or no immigration. The U.S. rate
has been below that since the GFC and is currently at about 1.7.
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Source: National Vital Statistics System, United States, 1940-2018.
The total fertility rate (TFR), the expected number of births that a woman would have over her lifetime, is the sum of the birth rates for women by 5-year age groups for ages 10-

49years in a given year, multiplied by 5 and expressed per woman.

Historically, incentivizing immigration has been one way to take care of such labor
shortages, and various industries have made good use of it. The U.S. has, for example, found
itself with a shortage of nurses multiple times since the end of World War Il, and encouraging
nurses from the Philippines to emigrate to the U.S. has routinely been a significant part of the
solution. Some studies attribute much of the recent labor shortage to a virtual halt to all
immigration to the U.S. for the two years of the COVID pandemic. One might be forgiven for
assuming that the problem would naturally rectify itself now that the pandemic is over and
immigration has resumed.

C? fSI un .Ight Page 5


https://cdn.fsinsight.com/wp-content/uploads/2023/02/image-5.png

(5 | M signal From Noise February 9, 2023

But the U.S. is facing some new, stiff competition for immigrants. Other aging countries have
begun to view immigration as part of the solution to their labor shortages as well. Germany,
Japan, Australia, Canada, Israel, Finland, Spain, Portugal, and Greece are just some of the
countries that have relaxed immigration requirements or offered incentives in recent years
to encourage foreigners to come bolster their working populations.

This impediment to the U.S. attracting immigrants therefore provides a strong tailwind to
companies involved in automation and artificial intelligence.

Macro pressures

When trying to predict the effects of an aging population, Japan is the most commonly
studied example, largely because it was the first developed economy in modern history to be
confronted with this demographic shift. It is easily seen that as Japan's population aged, its
GDP growth came under pressure, and deflation emerged. Many economists have argued
that what happened there will also happen in other countries as their respective populations
age.

But it must be noted that one country’s example is not enough for a definitive conclusion. A
paper by Finnish economist Mikael Juselius and Hungarian economist EI&d Takats found a
“stable and significant correlation” between the share of dependents (both young and old)
and inflation rates, but the opposite of the one suggested by Japan's example. The authors
concluded that “a larger share of dependents (i.e. young and old) is correlated with higher
inflation, while a larger share of working age cohorts is correlated with lower inflation.” Drs.
Juselius and Takats are careful to note, however, that their methods are “less precise”
regarding the impact on inflation by the “very old,” which is a segment expected to grow
sharply in coming decades.

If, however, the aging of the American population brings about a period of low inflation, this
suggests that defensive stocks and stocks with reliable dividends could benefit a portfolio.

Companies to consider

Below are five companies that meet the criteria we have described above. They are intended
to be used as examples rather than recommendations. As always, we strongly urge readers
to research these suggestions carefully and consider their own strategies, objectives, and
risk tolerances before incorporating them into their portfolios.

United Healthcare (SUNH)
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This insurer is one of Tom Lee's Granny Shots and one of Upticks cited by Head of Technical
Strategy Mark Newton. Over the longer term, United Healthcare is poised to benefit from
rising demand for health care and a deflationary environment. United Healthcare's work with
AARP, as well as its offerings focused on preventive care and older individuals, shows that

the company is aware of the needs and market potential of this growing demographic.
Intuitive Surgical (SISRG)

Described by Head of Global Portfolio Strategy Brian Rauscher as “one of the leading
innovators in the space,” Intuitive Surgical marries two of the leading industries poised to

benefit from an aging population: Health Care and Al/Automation. The company is a leader in
the field of robotic surgery, with its flagship Da Vinci surgical system providing minimally
invasive capabilities in a growing range of cardiac, renal, gynecologic, and gastrointestinal
procedures. The company was added to Granny Shots on Jan. 30.

Alphabet ($G0OOG)

This big tech mainstay has invested heavily in healthcare-related technologies that go far
beyond its fitness- and health-oriented wearable offerings (Fitbit, WearQS). Its efforts in
smart-home technology have the potential to help aging seniors live independently for
longer. Perhaps most importantly in this context, the company has also partnered with
healthcare providers to develop Al-powered diagnostics (using machine learning to improve
upon human capabilities in diagnostics such as scans for cancer, macular degeneration, and
skin conditions) and genomics research. Alphabet is also actively partnering with healthcare
organizations to improve the streamlining, management, and analysis of healthcare data.

American Tower (SAMT)

American Tower is one of the largest REITs in the S&P 500 by market cap. It specializes in
owning and leasing out multi-tenant properties for wireless providers. This name is included
for two reasons: firstly, because improved broadband connectivity is widely regarded as a
key infrastructural requirement for the types of Al and technology-driven devices and
services that are being developed to help the senior demographic live more independently
and maintain quality of life. Also, AMT's 2.87% dividend yield (as of this writing) makes it
attractive under potentially deflationary conditions. AMT is well regarded by both Tom Lee
and Brian Rauscher.

Booking Holdings (SBKNG)
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BKNG operates six of the world's leading online travel tools, including the namesake
Booking.com, Priceline, and Kayak. With the vast majority of its revenue coming from outside
the U.S., it is well-positioned to benefit from the surge in demand for longer, costlier
international trips favored by the aging demographic.

Your feedback is welcome and appreciated. What do you want to see more of in this column?
Let us know. We read everything our members send and make every effort to write back.
Thank you.
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Disclosures

This research is for the clients of FS Insight only. FSI Subscription entitles the subscriber to 1 user,
research cannot be shared or redistributed. For additional information, please contact your sales
representative or FS Insight at fsinsight.com.

Conflicts of Interest

This research contains the views, opinions and recommendations of FS Insight. At the time of publication
of this report, FS Insight does not know of, or have reason to know of any material conflicts of interest.

General Disclosures

FS Insight is an independent research company and is not a registered investment advisor and is not
acting as a broker dealer under any federal or state securities laws.

FS Insight is a member of IRC Securities’ Research Prime Services Platform. IRC Securities is a FINRA
registered broker-dealer that is focused on supporting the independent research industry. Certain
personnel of FS Insight (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA
member firm registered as a broker-dealer with the Securities and Exchange Commission and certain
state securities regulators. As registered representatives and independent contractors of IRC Securities,
such personnel may receive commissions paid to or shared with IRC Securities for transactions placed by
FS Insight clients directly with IRC Securities or with securities firms that may share commissions with IRC
Securities in accordance with applicable SEC and FINRA requirements. IRC Securities does not distribute
the research of FS Insight, which is available to select institutional clients that have engaged FS Insight.

As registered representatives of IRC Securities our analysts must follow IRC Securities’ Written
Supervisory Procedures. Notable compliance policies include (1) prohibition of insider trading or the
facilitation thereof, (2) maintaining client confidentiality, (3) archival of electronic communications, and (4)
appropriate use of electronic communications, amongst other compliance related policies.

FS Insight does not have the same conflicts that traditional sell-side research organizations have
because FS Insight (1) does not conduct any investment banking activities, and (2) does not manage any
investment funds.

This communication is issued by FS Insight and/or affiliates of FS Insight. This is not a personal
recommendation, nor an offer to buy or sell nor a solicitation to buy or sell any securities, investment
products or other financial instruments or services. This material is distributed for general informational
and educational purposes only and is not intended to constitute legal, tax, accounting or investment
advice. The statements in this document shall not be considered as an objective or independent
explanation of the matters. Please note that this document (a) has not been prepared in accordance with
legal requirements designed to promote the independence of investment research, and (b) is not subject
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to any prohibition on dealing ahead of the dissemination or publication of investment research. Intended
for recipient only and not for further distribution without the consent of FS Insight.

This research is for the clients of FS Insight only. Additional information is available upon request.
Information has been obtained from sources believed to be reliable, but FS Insight does not warrant its
completeness or accuracy except with respect to any disclosures relative to FS Insight and the analyst’s
involvement (if any) with any of the subject companies of the research. All pricing is as of the market
close for the securities discussed, unless otherwise stated. Opinions and estimates constitute our
judgment as of the date of this material 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. The opinions and recommendations herein do not take into account
individual client circumstances, risk tolerance, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies. The recipient of this report
must make its own independent decision regarding any securities or financial instruments mentioned
herein. Except in circumstances where FS Insight expressly agrees otherwise in writing, FS Insight is not
acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do
not constitute, advice, including within the meaning of Section 15B of the Securities Exchange Act of
1934. All research reports are disseminated and available to all clients simultaneously through electronic
publication to our internal client website, fsinsight.com. Not all research content is redistributed to our
clients or made available to third-party aggregators or the media. Please contact your sales
representative if you would like to receive any of our research publications.

Copyright © 2023 FS Insight LLC. All rights reserved. No part of this material may be reprinted, sold or
redistributed without the prior written consent of FS Insight LLC.
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