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to improve their lot by suc-
cessfully assembling within 
the global economy.  In 
particular, the people of 
China and India have done a 
remarkable job of assimilat-
ing into the global markets 
after their government’s 
rescinded closed market 
policies that enforced the 
allocation of resources by 
the state.  As the people of 
these countries have sought 
opportunity in any number 
of ventures such as manu-
facturing, writing computer 
code, attending universities, 
or launching their own busi-
ness, their standard of living 
has increased dramatically.  
If we use GDP per head 
adjusted for purchasing 
power parity as a proxy for 
the standard of living in the 
China and India, we can see 
that since 1980 the general 
prosperity of the two coun-
tries has been doubling 
every six and ten years,  

Since the beginning of hu-
man existence, every man, 
woman and child has re-
quired some form of nour-
ishment through the con-
sumption of food in order 
to ensure another day of 
life.  At first, the hunter 
gatherer style of sustenance 
was employed and accom-
panied by the daily pressure 
to skillfully acquire what-
ever one could find by for-
aging and scavenging.  
Later, around 9,000 B.C. it 
is believed that humans first 
planted and successfully 
domesticated grains in the 
Mesopotamian region of the 
Tigris and Euphrates.  This 
profound innovation likely 
changed the course of man-
kind forever, and for the 
better.  Through genera-
tions of practice, people 
honed their skills in farming 
and eventually produced 
more in one season than 
they could consume.  This 
valuable surplus was avail-
able to trade for other 
goods or services.  It soon 
followed that those who 
were disinclined or unable 
to farm could instead nego-
tiate their own skill sets in 
exchange for a share of the 
crop surpluses.   This sim-

ple innovation of domesti-
cating crops unified people 
beyond the traditional tribes 
or bloodlines, and led to a 
coordinating effect between 
the people who could farm, 
and those who wanted ac-
cess to food production.  In 
turn, the non-farming peo-
ple would spend their days 
in other pursuits of value, 
whether that be crafting 
goods or providing services 
to the many other people 
who had assembled around 
these bountiful areas.  In 
time, society based on com-
merce was born. 

Fast forward 11,000 years 
and this simple paradigm 
remains alive and well.  
Perhaps most relevant to 
our modern discussion is 
the rapid spread of global 
commerce since the 1980s.  
The effects from intensified 
economic coordination 
among the many nations of 
the world has led to an age 
of prosperity that could 
have hardly been imagined 
in earlier centuries.   In 
practical terms this means 
that an increasing number 
of people have and continue 
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respectively.  During the past 
three decades this growth in 
prosperity has affected the 
citizens of these countries in a 
multitude of ways, but in 
particular it has enabled them 
to improve their lifestyles; 
including their diets. 

More specifically, as the citi-
zens of China and India have 
improved their standards of 
living during the past twenty-
nine years their intake of pro-

teins has also risen substan-
tially.  So while inhabitants 
of the developed markets 
may take for granted the 
daily availability of protein 
sources such as beef and 
poultry, these goods in 
China are still transitioning 
from special occasion holiday 
meals into the mainstream 
daily diet.  In effect, many 
urban coastal region Chinese 

are already consuming pro-
tein in a similar fashion to 
western developed market 
consumers, but the phe-
nomenon is in a nascent 
stage from a broader eco-
nomic perspective and the 
scope for adding new con-
sumers to this fray remains 
profound.  To bring this 
relationship into better  

BILLIONS AND BILLIONS (TO BE) SERVED 
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perspective, let us now ex-
amine the rate of per capita 
consumption in China com-
pared to a developed market 
such as the U.S.  Taken on a 
per capita basis, China’s con-
sumption of poultry is only 
25% of the US level.   Mean-
while, China’s consumption 
of beef is only 11.6% of the 
U.S. average. 

Source:  World Bank 
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Expanding upon the poultry exam-
ple, this means that China’s current 
level of per capita consumption in 
poultry is on par with the U.S.’s 
dating all the way back to 1942 (18 
lbs per capita).  With that said, some 
modern Chinese anecdotes attest 
that meat dishes are still only part of 
a special occasion or holiday menu 
not unlike accounts from American 
generations of the early 20th cen-
tury. 

However interesting the historical 
context may be, the prospects for 
future growth in consumption de-
serves our focus.  Returning to our 
initial graphs displaying the per cap-
ita GDP growth rates, we can now 
better see the approximate relation-
ships between rising GDP per head 
and its effects on the consumption 
behavior of its citizens. 

As evidenced in the adjoining 
graphs, consumption growth for 
both poultry and beef in China has 
increased at an annualized rate of 
10.3% and 11.8%, respectively, 
which suggests that both goods have 
trended in line with the long-term 
growth in GDP per head of 12.0% 
since 1980.  The basic takeaway 
from these data points is that protein 
consumption is indeed scaling with 
the broader economic phenomenon 
of rising incomes and standards of 
living.  At the same time, this phe-
nomenon covers more goods than 
just meat items.  As we turn to other 
simple proteins such as soybean oil, 
we can see the same trend at work. 

GROWING ECONOMIES HAVE A HEALTHY APPETITE 
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At this point it seems fair to say 
that China (who appears to be 
on a trajectory to become the 
world’s largest economy in a 
matter of decades) has demon-
strated a steadily increasing ap-
petite for proteins.  This still 
however leaves the most impor-
tant question to our discussion 
unanswered: can the country 
supply its growing protein de-
mand through internal produc-
tion? In many cases, the answer 
is no. 

Let us again turn to some graphs 
(on the right side of this page) 
displaying the internal supply 
and demand balances for China 
in the protein categories we 
have already mentioned; poul-
try, beef, and soybean oilseeds 
(which are crushed into oil). 

Judging from the recent data, 
the internal demand for poultry 
and soybean oilseeds (imported 
for crushing) has not been met 
by Chinese producers.  Mean-
while, the internal supply and 
demand balance for beef has not 
pushed into a deficit, but the 
balance has tightened enough to 
spur a twenty-fold increase in 
beef imports from 1992 through 
2008.  The problem at hand is 
that China does not possess the 
natural resources to support this 
level of growth in the consump-
tion of proteins.  This problem 
is easily solved.  The solution 
has been, and will likely con-
tinue to be bridging the supply 
deficits by importing the goods 
from external markets. 

CONTINUED GLOBALIZATION IS NECESSARY TO PUT A CHICKEN IN EVERY POT 
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 The relationship between production and 
consumption in China for various protein 
goods creates a situation where it must 
access markets that can readily supply its 
growing demand.  Just as our example of 
the ancient non-farming man we men-
tioned at the beginning of the report had 
to resort to the capable farmers, the Chi-
nese and many other Asian emerging mar-
kets must look towards a similar global 
producer possessing the ability to produce 
large surpluses of agricultural goods. 

Based on mounting evidence contained in 
years of global trade statistics, this pro-
ducer is Brazil.  Brazil has been winning in 
the global agribusiness trade for two sim-
ple reasons, its world leading low cost of 
production and its ability to expand the 
same low-cost production.  Taking soy-
beans as an example, on average the cost 
of producing a ton of soybeans in the Mato 
Grosso region of Brazil costs only half as 
much as producing a ton in the U.S.  Two 
reasons underscoring the lower cost of 
production in Brazil versus the U.S. is the 
country’s access to vast land resources 
combined with cheap labor.  The impor-
tance of these cost advantages spill over 
into the remaining protein markets since 
soybeans comprise feedstocks, and feed-
stocks comprise a good portion of the cost 
of production in meat goods.  Put more 
simply, Brazil’s cost advantages are preva-
lent throughout its agribusiness and food 
product value chain.  These cost advan-
tages have translated into sharp growth 
rates and market share gains in the global 
market for proteins.  Brazil’s consistent 
double-digit growth rates in exports over 
the past two decades are impressive, but 
the easiest way to detect a true competi-
tive advantage in a producer is to examine 
their ability to gain market share over 
time.  On this measure Brazil once again 
demonstrates its prowess in the protein 
space. 
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BRAZIL:  THE AGRICULTURAL SUPERPOWER SHOWS ITS METTLE 
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company could become a 
global powerhouse, strength-
ened further by the realiza-
tion of cost-cutting and other 
synergies.  Irrespective of 
potential risks, the combined 
firm possesses a deep com-
petitive advantage and should 
maintain its position as the 
driving force behind poultry 
exports from Brazil.  From a 
bottoms-up perspective the 
firm should benefit from its 
increasing ability to capture 
the secular trend towards 
higher margin ready-to-eat 
meals that require little 
preparation.  In other words, 
the firm has an additional 
market opportunity to sell 
goods resembling prepared 
meals versus simple cuts of 
raw chicken or whole 
chicken.  More importantly, 
these goods carry higher mar-
gins than raw, low value 
added goods.  The future 
prospects for ready to eat 
prepared meals in the emerg-
ing markets seems analogous 
to the US experience of the 
1950s, i.e., the introduction 
of the T.V. dinner, whose 
convenience greatly accom-
modated the shift towards 
longer work hours, and less 
free time for meal prepara-
tion.  Another secular trend 
that may develop in Brasil 
Foods favor is the probable 
migration in the emerging 
market consumer’s diet to-
wards lower fat poultry away 
from higher fat meats such as 

Based on the available evi-
dence, it appears that Brazil 
has established itself as the 
dominant producer in the 
global trade for protein, and 
China also appears to be the 
key demand driver.  The last 
remaining piece for discussion 
centers on translating these 
economic forces into poten-
tial investments.  The good 
news is that there is any num-
ber of ways to invest in this 
phenomenon, ranging from 
ETFs to individual stocks. 

For our purposes we will 
focus mainly on the stocks 
that could potentially benefit 
from this continued growth 
over the next five to ten 
years.  For investors focusing 
on the poultry and meat 
product aspects of emerging 
market protein demand, the 
newly created Brasil Foods 
SA (BRF -  N/A)—which 
will be the result of an an-
nounced merger between the 
Brazilian food companies, 
Perdigao (PDA - $41.90) 
and Sadia (SDA - $8.10)—
should prove to be an attrac-
tive long-term opportunity.  
While the combination really 
represents the acquisition of 
Sadia by Perdigao—resulting 
from financial missteps com-
mitted by Sadia on the BRL/
USD exchange rate in 2008—
both of the firms have proven 
to be skilled operators over 
the past several decades.  
Based on their exceedingly 
low cost of production and 
well developed distribution 
and marketing, the combined 

pork.  In the U.S. from 1970-
2000 there was a substantial 
move towards poultry away 
from beef  as consumers be-
came increasingly health con-
scious as standards of living 
continued to rise.  In time, it 
seems probable that the 
emerging market consumer 
will eventually prefer healthier 
lower fat forms of protein in-
cluding poultry.  This shift 
could create a higher plateau 
for global poultry consumption 
in the years ahead.   

For investors more focused on 
the lower value added, agri-
business side of the industry, 
then Bunge Ltd (BG -
$58.96) represents another 
strong player in the protein 
business with substantial assets 
located in Brazil.  Bunge is a 
global leader in the oilseed 
processing, grain and oilseed 
marketing businesses, and pos-
sesses the only vertically inte-
grated fertilizer operation in 
Brazil.  While ultimately 
Bunge represents a low margin 
business tied to the agribusi-
ness commodity cycle, it has 
positioned itself as a key player 
in the global protein space, 
specifically as it relates to soy-
beans.  With that said, given 
the demand from China under-
pinning soybean oil, and oil-
seed volumes over the years to 
come, the company is well 
positioned through its Brazilian 
agribusiness and fertilizer as-
sets to participate in the 
growth.  Moreover, the shares 

FOCUSING ON THE LOW COST PRODUCERS 
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reflect pessimism over near-
term earnings prospects as 
they are trading below book 
value at 0.9x book, com-
pared to a long-term average 
valuation of 1.7x book. 

Still other investors may 
prefer to take the machinery 
approach to capitalizing on 
these trends.  In this case the 
tractor, sprayer and combine 
manufacturer AGCO 
(AGCO - $27.42) may pre-
sent an opportunity as it 
possesses the dominant mar-
ket share in Brazil with 
nearly 60% of tractor sales 
in the country.  The com-
pany stands to benefit from 
the increased expansion of 
agribusiness activity in Brazil 
as the industry adds capacity 
to meet future demand.  By 
some estimates as much as 
50 million acres could be 
added to Brazilian farmland 
in the next decade.  AGCO 
shares are also currently 
depressed versus long-term 
average valuations due to 
pessimism over near-term 
earnings.  The shares cur-
rently trade at 1.2x book 
versus a long-term average 
of 1.7x and price to cash 
flow of 6.7x versus a long-
term average of 9.7x. 
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their stocks should also benefit from 
any prosperity generated by the ex-
porters.  The Brazil ETF strategy 
would be analogous to owning shops 
and inns in one of the old western 
U.S. gold rush towns;  

Finally, given the heavy tilt of 
the Brazilian economic land-
scape toward commodities, 
and the possibility that the 
country at large will continue 
to benefit from its low cost of 
production and its resulting 
position in global trade, an 
investor could also consider 
the iShares MSCI Brazil 
Index Fund ($52.02) as a 
more diversified alternative.  
While still volatile and pos-
sessing plenty of commodity 
companies (just like the Bra-
zilian stock market), the ETF 
could capture the broader 
economic benefits that are 
accruing to Brazilian firms, as 
the domestic companies and 

Since the advent of crop do-
mestication we described ear-
lier and leading into the even-
tual domestication of livestock, 
much has changed in the 
world. However, the simple 
economics of comparative ad-
vantage in trade that David 
Ricardo described in 1817 have 
been at work since the begin-
ning of time, and will likely 
continue in the absence of 
heavy government interven-
tion.  The modern day exam-
ple of Brazil supplying the 
growing protein consumption 
needs of its fellow emerging 
markets provides just one such 
example.  Despite these mus-
ings the takeaway from this 
discussion is to obtain a sharper  

RISING TIDES LIFT MANY BOATS 
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focus on the strong long-
term fundamental drivers 
that underscore the global 
protein market.  In particu-
lar, despite the relatively 
defensive nature of food 
companies,  many of the 
companies who sell into the 
developing markets possess 
higher exposure to cyclical 
factors.  The reasons behind 
the higher cyclical exposure 
can vary between the gener-
ally lower incomes of con-
sumers, or the vulnerability 
of emerging market econo-
mies to declining exports.   

Irrespective, the long-term 
outlook is compelling, and 
the cyclical declines  

THE LONG-TERM PERSPECTIVE FINDS THE GOLDEN EGG 

while you might not actually be in 
the mining business, you could cer-
tainly expect to sell more groceries, 
whiskey, hotel rooms, etc. as the 
relative prosperity of one group 
spills over into higher economic ac-
tivity and local consumption. 

in protein consumption are 
still considerably less than 
durable goods or similar 
items.  In light of the global 
recession however, this phe-
nomenon has effected near-
term sentiment on the 
group, and opens an oppor-
tunity for investors employ-
ing a five year time horizon. 

Likewise, it seems probable 
that this per capita consump-
tion growth will play out 
over the course of many 
years to come.  The funda-
mentals we discussed should 
help provide a bedrock for 
future decision making as the 
equity markets can be 
counted upon to display 

future volatility and pessi-
mism. 

Oftentimes investors who 
can develop convictions 
based on long-term funda-
mentals have the ability to 
act decisively in the face of 
this volatility and pessimism.  

Source:  Bloomberg 
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