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DON’T SHOOT YOUR EYE OUT: LOWER VALUATIONS ABROAD 

 

As we alluded to in last month’s discussion, there can be little question that Santa came both early, and 

often to investors in the U.S. market over the course of 2013.  With that said, U.S. investors prepared to 

pile into the S&P for 2014 based on the past year’s largesse may be wise to recall Santa’s advice to the 

young boy Ralphie from the 1983 holiday film “A Christmas Story; “you’ll shoot your eye out kid.”  

Actually, and kidding aside, we do not have a strong view on the markets for 2014, except to say that we 

believe there are a greater number of attractive bargains lying outside of the U.S. based on a relative 

valuation. 

 

In addition to the presence of lower valuation multiples across many of the international markets, we also 

see evidence that quality shares remain discounted in these internationals markets as well.  For a simple 

illustration of relative valuations, the graph below shows the current 2014 estimated P/E of various global 

markets (green bar) alongside each market’s five year historical average P/E.  As evidenced, once we exit 

the S&P 500, we believe there is ample room for multiple expansion with the emerging markets and 

Europe offering fertile hunting grounds for bargains, in our opinion.  

 

 
Source:  Bloomberg 

 

Given the relative attractiveness of the Emerging and European markets on a valuation basis, it is not 

surprising to find that many businesses, including asset management firms with equity funds dedicated to 

these markets readily display the individual discounts portrayed above on an index basis.  One asset 

manager in particular, Aberdeen Asset Management, located in Europe with a strong focus on 

international equities captures an attractive cross section of the relative pessimism surrounding both 

European and Emerging Markets, in our view. 
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Source:  Bloomberg 
 

 

Based on the preceding table of asset managers ranked by next year’s Bloomberg consensus estimated 

P/E, it is relatively clear that Aberdeen lies firmly in the bottom quartile of this valuation measure for its 

industry.  We believe it stands to reason that the low valuation is due more to the relative pessimism 

investors have shown for international markets versus U.S. markets, given the firm’s historically 

geographical focus on international equities.  Likewise, the firm’s underlying equity funds have 

demonstrated historically strong performance versus their benchmarks on a five and ten year basis, as 

shown in the table that follows.  In fact, noteworthy funds such as the firm’s Emerging Markets Equity 

Fund recently closed to new investors in 2013, due to capacity constraints and in spite of the general 

broader distaste investors have for emerging market equities at the moment.  In a nutshell, the discount 

does not seem owed to poor bottoms-up operational performance. 
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Source:  Company reports 

 

 

Aside from attractive long-term returns in its international mutual fund offering, the firm has gained a 

reputation with fund analysts such as Morningstar for strong risk-adjusted returns, whereas the Aberdeen 

Emerging Market Fund again can be taken as a significant example.  On a five year basis, Morningstar 

calculates the Emerging Market Equities Fund’s capture ratios at 96.5% on the upside and 67.1% on the 

downside, and given the historical volatility of these markets, it is simple to see why investor demand for 

this fund remains high. 

 

Some might see this as evidence to skip the management company and own the funds, but our contention 

is that it is often better to capture the economics of shareholding in an asset management business, versus 

their fund products, particularly when the underlying securities markets for the funds and separate 

accounts appear attractively valued.  The reason for this is that the shareholder receives the double effect 

of rising equity performance, and netting the management fees that this performance drives against what 

is normally a low fixed cost base for operating the asset management business.  In sum, asset 

management is a business that benefits greatly from economies of scale since increased assets under 

management does not often lead to many significant new expenses.  For this reason, earnings and the 

wealth that accumulates to shareholders may outpace fund returns in the underlying products given the 

pace at which earnings accelerate in a rising market.  It should be noted however, that a rapidly falling 

market, or deteriorating fund management performance may produce the opposite effect on earnings and 

shareholders could do worse.  Taking the long-term view, and referring back to the preceding table of 

Aberdeen fund returns, shares in the management company have annualized 28.2% over the past ten 

years, outpacing the performance of the firm’s funds. 

 

Aside from the potentially attractive economics of owning shares in an asset management firm, the lower 

valuations found in the international markets remain the primary focus in our opinion and the thrust of the 

investment thesis in Aberdeen shares.  Importantly, as it relates to the emerging markets, the growing 

preference for U.S. shares over these markets tends to relate in our view towards the improving near-term 

economic outlook for the U.S. in the near-term face of deceleration among emerging markets such as 

China which have steadily settled into a lower trajectory than the previously accustomed 8-9% GDP 

growth ad infinitum.  Given the large role of infrastructure spending (approximately 38% of GDP) to this 

previous growth rate, it is not reasonable to expect this growth composition going forward, but the 
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outlook for personal consumption remains bright for the foreseeable future, cyclical interruptions 

notwithstanding.   For instance, key measures for personal consumption in China—whether they lie in 

proteins or insurance premiums—measure at less than half the current U.S. level.  More importantly 

though, it is worth noting that improving U.S. growth should logically stabilize, if not improve growth in 

China (and adjoining emerging markets), as well as Europe, given their prominent roles as trading 

partners with the U.S.  Put another way, some portion of these other countries’ economic woes have been 

owed to an absence of U.S. demand over the past five years.  Putting it all together, accelerating growth 

and higher interest rates in the U.S. may continue to attract capital in the near term at the expense of the 

emerging markets, but this view seems short-sighted given that improving fundamentals in the U.S. imply 

improving demand for emerging market goods and services, which we believe remain export driven.  

Insofar as China continues to pursue its transition towards heavier personal consumption, healthier 

demand for its exports may provide cover to ease the transition.  
 

As simple as the economic fundamentals seem, we believe the true wildcard for 2014 and beyond lies in 

the exchange rate mechanism.  We continue to believe that the major central banks are at least tacitly (but 

perhaps openly) engaged in a competitive devaluation.  The devaluation of the Japanese Yen by 20.8% in 

the year-to-date against the dollar was a bold move on this front by Japan in 2013.  As much as Japan may 

have “won” this latest round through increased exports and higher equity prices, it appears that Europe 

lost as the Euro has appreciated 4.9% year-to-date against the dollar.  To its credit, Europe’s (Germany’s) 

resistance to external devaluation and emphasis on internal devaluation in order to gain greater economic 

competitiveness is a sound move in the long-term.  Even so, in the near term its economic recovery 

appears tenuous, and policy makers focus intently on the near term given their reliance on election cycles.  

Bearing this in mind, it could be argued that Europe is under increasing pressure to weaken the Euro 

further given the large decline in the Yen and the responding uptick in growth for the Japanese economy 

(i.e., think Japanese autos taking market share from German autos).  To be sure, the time honored 

prescription for deleveraging has been to increase exports, with most cases coming through currency 

debasement (versus Europe’s current approach of internal devaluation).  An obvious example was during 

the Asian Financial Crisis when countries such as Thailand, Indonesia and Malaysia, etc. faced debt to 

export levels of some 280% and quickly devalued their currencies.  By comparison, Europe’s current debt 

burden is considerably larger at 760% of exports, and while Asia solved its late 1990s crisis with the 

benefit of young, developing economies primed for higher growth, Europe’s is by contrast mature and 

lethargic.  With that said, it would not be surprising to see future policies tilt towards a weakening Euro, 

but this requires some acquiescence from Germany (that is far from a given).  If so, any action could 

prove an interesting catalyst for European equities, that continue to carry relatively low valuation 

multiples. 
 

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 

 

 

http://www.laurentempletoninvestments.com/
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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-13-46 

 


