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March 3, 2014 

 

 

GROWTH AND INCOME 

 

Occasionally in life we encounter pairings that leave us scratching our heads and wondering, just how did 

those two end up together?  Some pairings stand the test of time, like peanut butter and jelly.  In the world 

of investing, the currently odd, but attractive couple of the day is arguably growth paired with income.  

 

To be sure, the market forces drawing this 

unlikely pair together do not seem 

permanent, but instead appear to be owed to 

pessimism surrounding international and 

emerging markets where growth rates are on 

average higher.  Although we have 

previously discussed the disparity between 

valuations in the developed and developing 

economies (possibly ad nauseum…sorry) a 

quick scan of global P/Es based on 2014 

estimates brings these relationships back into 

focus for the remainder of our commentary. 

As we can see from the illustration, there are 

several emerging markets populating the 

bargain end of the valuation spectrum, and 

even large ones including Brazil are no 

exception with it ranking with the fourth 

lowest 2014 P/E at 9.3x.  The primary 

grievance with countries at the lower end of 

the valuation spectrum is of course the 

outlook for their near-term growth in the 

 
Source:  Bloomberg 

second issue with a smaller subset of countries at the lower end of the valuation spectrum is their ability 

to fund their external debt needs (at current FX and/or interest rate levels) in the face of rising real interest 

rates in the U.S., due to their current account deficits.  The so-called “fragile five” countries of the 

developing world including Turkey, India, Brazil, South Africa, and Indonesia possess current account 

deficits that came under scrutiny in mid-to-late 2013 as the Fed surprised the market with its comments 

on tapering bond purchases.  One source of market volatility most likley arose as investors borrowing in 

USD to fund carry trades in these markets experienced a sharp onset of losses, a cycle that reinforces 

itself as borrowed money and falling prices turn ugly. Since then, trepidation over further rate surprises 

has probably kept carry traders somewhat at bay, and by extension serves to increase the risk premium 

demanded for these markets, including the equity markets (which leads to lower P/Es). Perhaps other 

observers may possess a latent fear that these current account relationships could augur a situation 
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analagous to the Asian Financial Crisis of the late 1990s, but in 

our view that is a rather extreme supposition.  On average these 

markets now carry much stronger fundamentals in regards to 

their lower external debt levels and higher foreign reserves, 

contrasting the conditions that led to the Asian Financial Crisis.  

Additionally, fears and associated selling of late appear to be 

more idiosyncractic versus systemic.  That was not the case in 

mid 2013 when the whole emerging market category sold-off in 

the wake of the Fed’s announcement. Finally, we believe any 

deep fears concerning current account funding appear to have a 

logical flaw insofar as better anticipated growth in the 

 

Country 
Current Account 

Balance % of GDP 

Brazil -3.59% 

India -4.37% 

Indonesia -3.33% 

South Africa -6.80% 

Turkey -7.24% 

Source:  Bloomberg 

developed markets should lead to higher import demand from the U.S. and Europe. This growth in 

demand should in turn translate into healthier trade balances (key component of the current account) with 

these developing markets and by extension help narrow their current account deficits.  Simply put, in the 

second half of 2013 as U.S. growth accelerated, so too did its demand for imports (and emerging market 

stocks rallied as well). 

 

Irrespective of the preceding discussion we spend most of our time searching for bargain stocks at the 

bottom-up level.  Incidentally, when we locate large clusters of discounted equities we try to understand 

what led them to the bargain bin.  More specifically it helps us understand how businesses with attractive 

long-term growth opportunities can carry depressed valuations that make their dividend yields appear 

unusually attractive. 

 

If pessimism is what you seek, then Brazil’s cup runneth over.  This one time beauty queen of the BRIC 

cohort has become an also ran in the eyes of investors, who now behold Mexico’s beauty instead.  

Removed from its pedestal, Brazil’s shares now trade at a modest 9.3x 2014 EPS, which is even 

discounted to Argentina at 10.9x.  Clearly, the unwinding of the commodity boom has had some effect on 

Brazil’s exports and economy in the past twelve months, but the country still possesses a strong position 

in the soft commodity market which is driven by less cyclical factors vis a vis infrastructure.  With that 

said, China just became Brazil’s largest trade partner.  We continue to believe the future for protein-

related exports supplying the emerging market middle class of Asia and elsewhere remains attractive for 

years to come.  Given the broad pessimism surrounding Brazilian shares it is not surprising to find that 

the firm primarily operating the local stock exchange for Brazil also carries a depressed valuation.  

BM&F Bovespa carries the lowest valuation among the global exchange operators, reflecting the low 

interest in Brazilian equities.  The firm’s shares trade at a 40.1% discount to the global average based on 

2014 estimated P/Es. 
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In our opinion, the firm’s low valuation in its shares belies its strong competitive position.  The bottom 

line is that competition to the firm is limited for the time being (although competitors are likely to appear 

in time), and the barriers to entry are relatively high given the regulatory hurdles to doing business in 

Brazil.  Although the overall backdrop of low competition owed to regulation is discouraging to free 

market enthusiasts such as ourselves, the bottom line is that if and when interest in Brazilian shares 

increases BM&F Bovespa is well positioned to capitalize.  In addition to having basic control over equity 

market trading in Brazil, the firm also offers derivatives, FX, and fixed income as well, which together 

represent approximately 39% of revenue, with the bulk of the remainder coming from equity trading and 

clearing services.  While trading activity in the Brazilian markets may be depressed in the near-term, the 

potential for longer term growth prospects may be significant.  In sum, the number of equity listings in 

Brazil as well as the percentage of share ownership across its population are too low by most standards.  

For instance, there are 364 listed companies in Brazil, compared with 4,916 in the U.S. (just for 

reference)
1
.  Interestingly though, a country such as Korea, whose GDP is 50% the size of Brazil’s, 

possesses 4.9x more listed equities than Brazil
2
.  Similarly, approximately 0.3% of Brazilians own shares 

while around 53% of Americans own shares
3
.  Suffice it to say, there is plenty of room for growth and 

BM&F Bovespa’s growth in trading volume reflects this low base as the compound annual growth rate 

from 2004-2013 has been 22.2%.  Also, important growth drivers such as high frequency trading 

comprise a modest 6.9% of trading volume in Brazil versus approximately 51% in the U.S.
4
  Brazil may 

be out of favor, but BM&F Bovespa management is countering this by ramping its commitment to 

returning capital to shareholders.  The stock currently carries an estimated 5.63% dividend yield, and 80% 

payout ratio.  Furthermore, management has announced a one year share repurchase plan representing 

5.3% of the firm’s shares outstanding.  So while there is certainly an element of patience that 

accompanies this holding (as to when the Brazilian market may rebound), the return of capital in the 

meantime is a relatively rewarding compensation in our view.   

 

                                                 
1
 Source: BM&FBOVESPA, ANBIMA , WFE (Dec-12) and ABRAPP. 

2
 Source: BM&FBOVESPA, ANBIMA , WFE (Dec-12) and ABRAPP, World Bank, Lauren Templeton Capital 

Management 
3
 Source: BM&FBOVESPA, ANBIMA , WFE (Dec-12) and ABRAPP, Gallup, Lauren Templeton Capital 

Management 
4
 Source: Votorantim Corretora, CNBC 
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Running in a deadheat with Brazil for emerging market pessimism is South Africa.  As wesaw earlier, the 

current account deficit in South Africa stands at 6.80% and this makes it more vulnerable to FX 

depreciation and/or interest rate increases in order to narrow the deficit.  Sometimes good news and bad 

news are in the same package. In this case, it is possible that the South African rand has already fallen 

past the point of necessary adjustment and may now be in the territory where it is overshooting to the 

downside (and presents long-term value).  As evidence, the rand has now depreciated 21.3% from its pre-

tapering territory in May of 2013, and since its high in April 2011 it has depreciated 42% versus the 

dollar.  

  

Looking at the brighter side though, this now leaves the rand 

ranked as one of the most undervalued currencies in the world 

on a purchasing power parity basis (PPP).  The PPP relationship 

does little to assist near-term fluctuations, but for investors 

sharing our five-ten year perspective it carries more meaning.  

Applying the simplest proxy of PPP through the Economist’s 

Big Mac index, the South African rand currently represents the 

second highest undervaluation versus the USD trading in excess 

of a 50% discount.  It is difficult to see if and when this potential 

source of secondary return could materialize, but in the context 

of owning a well-managed firm offering both growth and 

income to its shareholders, it is a welcome long-term unknown.   

 

As one could imagine, shares trading in South Africa have not 

been spared by the uncertainty and pessimism surrounding its 

current account deficit, one-party political system, or outlook for 

near-term growth.  The same applies to South African telecom 

provider Vodacom that ranks among the highest globally in its 

industry for growth, profitability, combined with cash generation 

and a relatively unleveraged balance sheet.  As we can see from 

the survey of cellular telecom firms that follows, Vodacom ranks 

above the industry average in return on assets, and measures of 

cash flow, while carrying a well below average P/E. 

 
 

Source:  The Economist 
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Source:  Bloomberg 

 

Vodacom’s valuation today may be subjected to the uncertainty surrounding South Africa’s near-term 

growth, FX and interest rates, but the prospects for longer-term growth continue to appear favorable in 

our opinion.  With 80% of the firm’s revenue in South Africa, near-term focused investors are eschewing 

the more compelling 20% piece (currently) of Vodacom’s long-term earnings stream which is driven by 

high growth African frontier markets including Mozambique, Tanzania, Zambia, DRC, and Nigeria.  The 

latter telecom markets represent some of the fastest growing in the world, and perhaps even more 

interesting is that smart phone penetration in South Africa, Tanzania and Nigeria remains both in its 

infancy and where Vodacom has leading market share.  Smartphone penetration in South Africa, 

Tanzania and Nigeria sits at 19%, 13% and 12%
5
, respectively whereas Nielsen measures U.S. 

smartphone penetration at 61%
6
.  Smartphone usage appears set to grow steadily there in our view as the 

device links these consumers with basic services including money transfer and banking.  Bearing this in 

mind, Vodacom’s 7.2% dividend yield appears to not only compensate investors along the way, but may 

also help buffer share price declines should macro uncertainty continue in the interim. 

 

Not all bargains need be surrounded by pessimism or controversy, occasionally bargains appear because 

of their general obscurity or broader neglect in the market.  Marine Harvest, an aquaculture firm based in 

Norway seems to fit into this second category.  The firm manages fish farms across the western  

                                                 
5
 http://www.bizcommunity.com/Article/196/424/88287.html 

6
 http://www.nielsen.com/us/en/newswire/2013/mobile-majority--u-s--smartphone-ownership-tops-60-.html 
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hemisphere including Europe, Canada and 

Chile.  Far from obvious is that fish is the 

fastest growing source of protein for 

consumption in the world, and the reason for 

this is twofold; increasing health 

consciousness in the developed world and 

rising per capita incomes in the developing 

world.  Focusing on the developing markets, 

the two lowest per capita areas for 

consumption are also the two markets 

expanding the most rapidly, namely Africa 

and Asia.  With that said, a significant portion 

of the growth being experienced in the 

aquaculture industry has been driven by the 

growth of the emerging market middle class 

consumer.  Problematically though, while 

demand has continued to pace ahead thanks to  

 

 
 

 
Source: Marine Harvest, FAO, Population Division of the Department of 

Economic and Social Affairs of the United Nations Secretariat, World 
Population Prospects: The 2010 Revision 

rising per capita incomes in the emerging markets, and diet trends in the U.S. and Europe, the world’s 

oceans cannot meet this demand through its natural wildlife population. Given that growth in the 

production of salmon has compounded at approximately 10% globally for the past twenty years, and total 

production in aquaculture has compounded at 8.6% for the past sixty plus years, it is clear that 

aquaculture firms such as Marine Harvest are providing the marginal supply in the market.  Indeed, 

studies show that the world’s fishery resources only possess 20% of its capacity that is categorized as 

either underexploited or moderately exploited.  In the accompanying figures we can see the relative state 

of the world’s wild fishery resources, as well as the growth in aquaculture that has coincided with 
the stagnation of production from the world’s 

fisheries.  As a matter of background, we 

believe that the supply constraints being 

presented by the world’s wild fisheries is 

likely to persist thanks to a phenomenon 

referred to as the tragedy of the commons.  

We discussed this phenomenon in Buying at 

the Point of Maximum Pessimism (Pearson, 

2010) and for the sake of brevity and to 

provide further background on the subject we 

have included an excerpt from the book as an 

appendix to this letter.  The basic summation 

of the concept is that with no clear ownership 

or property rights assigned to the world’s 

oceans and its fisheries there is no incentive to 

preserve or sustain the resource.  Rather, 

fishers are locked in an unyielding race to 

exploit the resource before another competitor  

 

 

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

can do the same.  In keeping with this paradigm, we can see the growth in aquaculture that has coincided 

with flat production volumes from the world’s wild fisheries in the figure that follows. 
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Source: Marine Harvest, Kontali Analyse, FAO, OECD 

 

As evidenced above, it appears that aquaculture producers such as Marine Harvest may be particularly 

well positioned to capture the long-term demand for fish proteins.  In addition, the firm’s shares appear to 

trade at a relatively steep bargain to other protein producers in the global market, in our opinion.  

Likewise, Marine Harvest’s shares also carry an estimated dividend yield of over 8%. 

 

 
Source:  Bloomberg 

 

 

Putting it all together, we continue to find interesting and what we believe to be attractive long-term 

bargains in this increasingly volatile market environment.  Although we can be sure that to some degree 
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the relative combination of growth and dividend yields is appearing on the back of a relative inflection 

point in interest rates—that could remain in flux for some time—we believe that capital appreciation will 

eventually take hold and force unusually high yields lower as sentiment recovers.  In the meantime, we 

believe it is prudent to seek to both generate attractive returns and create possible downside protection 

along the way. 

 

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 

 

 

APPENDIX 

 

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 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 

http://www.laurentempletoninvestments.com/
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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.  

 
 
Source:  FAOSTAT, Phillips, Scott. Buying at the Point of Maximum Pessimism (Pearson, 2010), pg. 204 
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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-14-08 

 
 

 

 

 


