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July 26, 2013 

 

 

BARGAIN HUNGRY 

 

As we discussed in last month’s commentary, we believe the relative free-fall in prices for emerging 

market securities witnessed in May and June across both the debt and equity markets created fresh 

bargains.  That is not to say that we do not believe there will be future price disruptions as the Federal 

Reserve continues to wean QE speculators from the financial markets, but rather that sudden panic-

stricken declines in stock prices create attractive long-term opportunities, in our view.   

 

We believe one possible bargain that emerged during the emerging market melee of June might be found 

in the Thailand-based food producer, Charoen Pokphand Foods (CP Foods).  CP Foods produces a wide 

range of proteins including poultry, eggs, pork, shrimp, and fish, and is strategically positioned close to 

the fastest growing source of global demand which can be found in emerging Asia.  Historically, growth 

in protein consumption has shown a strong correlation with growth in per capita income, or put more 

simply, as the standard of living rises, rising protein consumption tends to follow.  This phenomenon has 

become relatively well established, and for further reading, was thoroughly discussed in chapter 7 of 

Buying at the Point of Maximum Pessimism, titled Proteins and Agribusiness: Billions and Billions to Be 

Served (Pearson, 2010).  For a quick reference, the four illustrations below show the compounded annual 

growth in GDP per head for both China and India over the past 30 years followed by compounded growth 

in Chinese protein consumption dating back over a similar time period. 
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Source: USDA 

 
In light of the long-running relationships shown above, a reasonable question may regard, how much gas 

is left in this tank?  Put another way, how much room for future growth remains?  In our opinion, we 

believe there are years of solid growth lying ahead for developing market protein consumption taken on a 

secular basis, cyclical interruptions notwithstanding.  In the figures that follow we present developing 

(i.e., China) and least developed (i.e., Cambodia) market per capita consumption of various proteins taken 

as a percentage of developed market consumption levels.  As the data shows, consumption levels in these 

key growth markets continue to lie well below levels seen in the developed markets, including the U.S., 

Western Europe and Japan.  To add perspective on the recent stages of development, China’s per capita 

consumption of poultry of 11.6 kg, approximates levels of U.S. consumption found in the early 1960s.     

 

 

 
 

 
Source: OECD 

 

Returning the discussion more specifically to CP Foods, approximately 55% of sales are outside of 

Thailand, and include a host of emerging and frontier markets such as Turkey, India, Malaysia, Laos, 

China, Russia, Cambodia, Vietnam and the Philippines.  With that said, the company has an attractive 

geographical footprint for long-term growth, but what makes the firm most compelling for this 
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discussion, in our view, is its currently attractive valuation, owed to an unusual confluence of near-term 

trouble within several end-markets.   

 

To begin, earnings per share for 2013 are estimated to be down approximately 35%, which is primarily 

attributable to a few specific variables found in the poultry and shrimp businesses, respectively.  In 

poultry, a local competitor in Thailand named Saha Farm possessing roughly 15-20% market share had 

aggressively expanded its capacity a few years ago in expectation of higher order volumes from Europe 

following the lift of an import ban on raw poultry in mid-2012 (previously owed to bird-flu concerns in 

2003).  Suffice it to say, the expansion was too aggressive, stretched working capital and the expected 

uptick in business from Europe did not materialize according to expectation, leading to an oversupply of 

poultry in the Thai-related markets, thereby affecting profitability across the spectrum of poultry 

producers including leading producer CP Foods.  Along the way, the difficult wildcard of sharply rising 

global corn prices added to the margin declines already underway thanks to inflated supplies and 

depressed prices.  However, with the recent announcement by Saha Farms that it is closing meaningful 

production facilities local poultry prices have propelled approximately 30% higher from late 2012.  In the 

meantime, with the Thai local market for poultry stabilizing, CP Foods and other producers’ more recent 

issue has been related to the bird-flu outbreak in China that has infected 132 people in mainland China, 

leading to 43 deaths.  Not surprisingly, this has led to a fall in local demand for poultry on the mainland 

of China, and therefore a possible decline (remains to be seen) in near-term demand for the poultry feed 

that CP Foods supplies in China.  However, given CP Foods’ exposure to the pork business, an offset in 

demand for pork may help buffer the adverse effects of bird flu on poultry demand.  Similarly, and 

looking past the near-term demand fallout, any type of industry consolidation that may occur to further 

commercialize and formalize the local protein markets in China due to food safety concerns could 

ultimately benefit a large, formally operated firm such as CP Foods, in our opinion.  Although these items 

have presented legitimate near-term concerns surrounding earnings, we believe they are beneficial insofar 

as they have helped drive weaker competitors out of the field, which may help CP Foods gather additional 

market share in the years to come. 

 

As much as the depressed prices and rising input cost in the poultry market has affected CP Foods during 

the past few years, these items are in a dead heat for earnings related headaches when compared to the 

local shrimp business in Thailand, which has been beset with Early Mortality Syndrome (EMS) over the 

past year.  EMS is a disease affecting shrimp mortality rates caused by a strain of bacteria often found in 

brackish waters.  Data
1
 has shown that EMS has a mortality rate of up to 100% in the shrimp that come 

into the contact with the bacteria.  The net result is a shrimp that dies prematurely, but generally has not 

been shown to cause health concern for humans (except when two specific genes are present and the 

shrimp are consumed raw).  In the case of CP Foods, its farmed shrimp stock (19% of total company 

sales) has been continuously culled and treated during the past several months in search of the cause, but 

with the bacteria recently identified, many industry observers expect a recovery in shrimp volumes in late 

2013.  Regardless of the timing, we consider the aquaculture piece of the CP Foods business to be both an 

attractive and overlooked growth dynamic on a longer-term basis.  For empirical evidence, we provide the 

following illustrations and discussion recounted from chapter 9 of Buying at the Point of Maximum 

Pessimism, titled, An All-Too-Common-Tragedy.  In the figures that follow we can see that the 

production of aquaculture, and even more specifically crustaceans such as shrimp, have followed a 

several decade path of growth in the range of 8-9% compounded annually. 

                                                 
1
 Food and Agriculture Organization of the United Nations. 3, May, 2013. 

www.fao.org/news/story/en/item/175416/icode/ 



 
 

6 3 3  C H E S T N U T  S T R E E T  | S U I T E  8 2 0  | C H A T T A N O O G A ,  T N  3 7 4 5 0  | P H :  4 2 3 . 8 2 6 . 0 9 4 4  | F A X :  4 2 3 . 8 2 6 . 0 9 4 9  

 
 

 
Source:  FAOSTAT, Phillips, Scott. Buying at the Point of Maximum Pessimism (Pearson, 2010), pg. 210 

 

 
Source:  FAOSTAT 
 

The underlying cause of this multi-decade strong growth in our opinion relates to two key variables, with 

the first owed to rising demand, in the same manner that we discussed earlier resulting from increased 

protein consumption and rising incomes (as well as greater health consciousness in the developed world).  

The second variable relates simply to the shrinking supply of naturally occurring fish and crustaceans 

found in the world’s fisheries.  Dating back to the 1960s the world’s fisheries have become increasingly 

strained from an overcapacity of fishing vessels, which is a phenomenon that we like to explain through 

the lens of an economic paradigm referred to as “the tragedy of the commons” and in this case how it 

applies to the world’s oceans.  In the following excerpt from pages 201-202 of Buying at the Point of 
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Maximum Pessimism, we explain the conceptual framework of the tragedy of the commons and the often-

recurring timeless destruction of publicly owned resources. 

 
In his 1968 essay “The Tragedy of the Commons” published in Science magazine, a professor of 

biology named Garrett Hardin reintroduced an economic phenomenon that has prevailed among 

mankind probably dating all the way back to the first herders roaming the land with their flock.  

Well over one hundred years earlier though in 1832 the topic was formally introduced by an 

economist at Oxford named William Forster Lloyd who in his writing Two Lectures on the Checks 

to Population, discussed an economic paradigm that has puzzled centuries of observers with the 

question of how to solve the problem of eventual destruction that nearly always confronts 

commonly held resources.  In the present day, these dilemmas still exist and can present potential 

opportunities for investors who identify their solutions. 

 

To begin, the tragedy of the commons draws back upon the 19
th

 century inquiry that William 

Forster Lloyd had regarding the lands held in common in England during his time, and the relative 

state of cattle and the grounds compared to the cattle and grounds that were privately owned.  

Lloyd’s inquiry probed his observation of the relatively “puny and stunted” cattle along with the 

“bare-worn” land of the commons that contrasted the healthy thriving cattle and grasses of the 

adjoining privately controlled enclosures of land.  What Lloyd reasoned, and was later expounded 

upon by Hardin in the 20
th

 century was that the herdsmen of the commons would continue to add 

cattle to the point of over-capacity since behaving in their own self-interest they had ample 

incentive to seize as much as reward as possible from the public resource, and force the 

consequences upon the remaining herdsmen.  In other words, when a natural resource is held in 

common and shared by many, there is outsized incentive for each individual to exploit the resource 

and little or no incentive to assume the responsibility to conserve, since a herdsman that does take 

as much as they can, will lose out to another herdsman that will.  Once this process ignites through 

the self-interested behavior of one participant, other participants observe the prior’s behavior and in 

their own self-interest compete for as much as possible of the commonly held resource.  This 

cascading behavior continues until the public resource becomes exploited to the point of 

exhaustion.  Contrast this to the privately owned model of herdsmen and their land, where the 

herdsmen has tremendous incentive to protect the finite allocation of the resource.  In the privately 

held model, the herdsman recognizes that in order to maximize their interest, they must conserve 

portions of land by rotating the herd, so that the land’s nutrition can be efficiently allocated in both 

the current and future years.  The contrast between human behavior in these two settings has also 

proven timeless rather than a novelty of centuries past.  As professor Hardin pointed out in later 

work, satellite images taken of Africa in 1974 revealed a peculiar 390 square mile dark patch of 

land surrounded by light colored, barren land.  The investigation revealed that the dark patch was 

lush with foliage, surrounded by a fence, and privately owned.  So whether we are discussing the 

commons of England in the 1800s or the expanse of Africa in the 20
th

 century this thread of human 

behavior prevails, and is timeless. 

 

As we can see, this paradigm of mutual exploitation and destruction applies firmly to the world’s oceans, 

where fishing vessels regularly troll and exploit this global resource in an unfettered manner.  As an 

empirical backing of the concept, we provide the growth record of production in the world’s oceans, and 

its general stagnation as over-fishing sets in from the 1980s up to the present day.  
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Source:  FAOSTAT, Phillips, Scott. Buying at the Point of Maximum Pessimism (Pearson, 2010), pg. 204 

 

Our effective conclusion is that the poor condition of the world’s fisheries (see figure below) leaves only 

20% (2% underexploited plus 18% moderately exploited) of its capacity able to produce any further 

resources.  However, demand for these proteins seems likely to continue in the foreseeable future as long 

as developing world incomes rise over time, and developed market consumers continue to become more 

health conscious and supplement the protein in their diets with fish and seafood. 

 

 
 
Source:  State of the World Fisheries and Aquaculture 2008, Phillips, Scott. Buying at the Point of Maximum Pessimism (Pearson, 2010), pg. 205 

 

With that said, it stands to reason that the marginal source of supply in these markets will continue to be 

led by aquaculture, including publicly traded companies such as CP Foods.  We believe that CP Foods is 
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well positioned in the industry given its regional base in Thailand, which offers a generally low cost of 

production, as well as a strong strategic positioning near key sources of long-term demand in emerging 

Asia.  At the same time, disease outbreaks including the current EMS affecting the Thai shrimp 

population or various other diseases such as the anemia that devastated Chilean salmon farms several 

years ago, are an ongoing near-term risk confronting the industry.  Historically, however, we have used 

these events and the pessimism that ensues as entry points to the stocks given the attractive long-term 

prospects for the industry. 

 

In light of our discussion regarding near-term drivers for pessimism surrounding CP Foods, and also 

taking into account that emerging market equities overall trade at a relative discount to the global market, 

we can already begin to appreciate that an opportunity may exist in CP shares.  In the table below of CP 

Foods’ global peers we can see that the firm is trading at 12.9x forward earnings, compared to an industry 

average of 16.7x, representing an approximate 22.8% discount.  However, if we take into CP Foods’ stake 

in its holding of CP All (a co. that operates 7-11 stores), and back the equity market value of this holding 

out of CP Foods market equity, as well as the associated earnings that CP Foods receives in its reported 

income, then the P/E for CP Foods drops to 9.2x, thereby implying it is one of the most heavily 

discounted global protein producers in the market, lying in-between Pilgrim’s Pride and Sanderson Farms 

at 9.0x and 9.3x EPS, respectively.  Based on this valuation metric, we estimate that CP Foods trades at a 

45% discount to the global average forward P/E of its peers.  

 

 
 
Source:  Bloomberg 
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As you have likely gathered by this point, we find the relationship between a firm so-well positioned for 

long-term growth (in our opinion) and the bottom rung of the market on  a valuation basis odd, to say the 

least.  With that said, the firm admittedly suffers from a cocktail of weak near-term earnings drivers, and 

a general distaste in the financial markets for emerging market securities, however, these factors are often 

the case in our view when one locates a potential bargain in the market.  Eventually though, we believe 

that at some point in the future, investors will again become enthusiastic over the long-term demand we 

discussed earlier in these protein markets, and as always, we welcome their enthusiasm should it arrive.    

 

We appreciate your continued interest in our firm.  If you would like to learn more about the registered 

investment advisor Lauren Templeton Capital Management, please visit us at 

www.laurentempletoninvestments.com.  

 

 

 

 

Lauren C. Templeton             Scott Phillips 

 

 
Principal & Portfolio Manager                                    Portfolio Manager 

 

 

 

Disclosures: 

 
Past performance is not indicative of future results.  This is not an offer to sell, or a solicitation of an offer to 

purchase any fund managed by Lauren Templeton Capital Management (“LTCM”). Such an offer will be made only 

by an Offering Memorandum, a copy of which is available to qualifying potential investors upon request.  An 

investment in a private fund is not appropriate or suitable for all investors and involves the risk of loss.  

 

LTCM reserves the right to modify its current investment strategies and techniques based on changing market 

dynamics or client needs.  It should not be assumed that any of the characteristics discussed were or will prove to be 

profitable, or that the investment recommendations or decisions we make in the future will be profitable.  The 

information provided in this report should not be considered a recommendation to purchase or sell any particular 

security. There is no assurance that any securities discussed herein will remain in the Fund’s portfolio at the time 

you receive this report or that securities sold have not been repurchased. The securities discussed may not represent 

the Fund’s entire portfolio and in the aggregate may represent only a small percentage of an account's portfolio 

holdings.  It should not be assumed that any of the securities transactions, holdings or sectors discussed were or will 

prove to be profitable, or that the investment recommendations or decisions we make in the future will be profitable 

or will equal the investment performance of the securities discussed herein.  Recommendations from the past 12 

months are available upon request.  
 

 

LTCM is a registered investment adviser.  Registration does not imply a certain level of skill or training. The fee 

schedule for LTCM’s investment advisory services with respect to the Fund is stated in the Offering Memorandum.  

The Fund will also incur other operating expenses such as administration fees, audit fees and legal fees which will 

reduce the performance of the fund.  More information about LTCM can be found in Form ADV Part 2 which is 

available upon request.  LTF-13-29 

http://www.laurentempletoninvestments.com/

