
 
 

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  

March 28, 2013 

 

 

NAME THAT TUNE 

 

We have all seen them.  Well, let’s face it, some of us are them.  The dance floor fills with revelers at a 

friend’s wedding reception, summer soiree, birthday party, etc. and as the music builds steam a few 

individuals emerge who are simply put, visibly out of step with the beat.  Onlookers notice too, some take 

pity while others laugh.  While some of these folks simply cannot dance, others are picking up on the 

beat-within-the beat of the song, owed to the music writer’s use a technique called syncopation, which 

can either add emphasis to off-beats, or add another secondary beat to the song.  Within the world of 

investing, the value investor or bargain hunter is conditioned to look for these subtle beats, rather than 

follow the market’s primary rhythm, which often leaves them out of step with the market and looking 

quite awkward at times. 

 

This awkward looking display of being out of step is probably best owed to the investment technique of 

“time horizon arbitrage” employed by value investors.  In time horizon arbitrage the investor measures 

the intrinsic value of a business on the basis of long-term cash flows, earnings, or even the replacement 

value of assets.  Depending on the disparity lying between the current share price and the firm’s 

calculated intrinsic value per share, the investor may decide that the basis of the discount is owed to short-

term or transient variables in the fundamentals. Even better, sometimes these disparities are owed to an 

unrelated panic more broadly affecting the prices of stocks.  In either case, the investor may develop a 

conviction that short-term investors in the market will eventually arrive to offer a high appraisal for the 

business in the future.  Likewise, the investor, through rigorous analysis may conclude that fundamental 

changes are occurring at the business that may lead to future higher growth or margins, rendering current 

market prices inaccurate or too pessimistic.  No matter the source of the mis-pricing, the investor must 

take a view of the future, and a belief that in time, the market will recognize the intrinsic value of the 

firm.  

 

In many other examples of “arbitrage” the opportunity to profit must be spotted in an instant, or at least 

before others in the market recognize the same.  Some examples include trades involving cross border 

interest rates and currency discrepancies.  In all cases, the early bird gets the worm.  However, when the 

bird gets the worm can vary widely.  In the context of time horizon arbitrage regarding a business and its 

stock, the opportunity is based on a fundamental view often held several years into the future.   In other 

cases of arbitrage involving interest rates, currency, mergers, etc., the time horizon can be reducibly 

compressed by comparison.  Returning to the concept of time horizon arbitrage in a stock, patience is the 

biggest key, as a stock can remain out-of-favor until evidence of better times seem incontrovertible to the 

speculators on near-term profitability that comprise the stock market.  Taken in this light, we can see that 

based on the empirical nature of holding periods on the NYSE only spanning 3-4 months, that most of the 

stock market is dominated by investors focused on very near-term outcomes in earnings and/or 

expectations.  Sir John Templeton shared a quote among his investment maxims that captures the inter-

play between bargain hunters and the remainder of the marketplace for stocks, “The time to buy a stock is 

when the short-term owners have finished their selling, and the time to sell a stock is often when short-

term owners have finished their buying.”  In other words, the bargain hunter must be psychologically 

equipped to first purchase a bargain against the grain of the market, and then inventory bargains for some 

time (i.e., many years if the size of the return is worthwhile).  All throughout following this independent 

course of activity the market constantly churns towards the next best thing, eventually landing upon the 



 
 

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  

value investors cheaply acquired shares in the business.  Sometimes it is easiest to see these relationships 

in the vignette of a stock itself. 

 

Take our current holding in Cloud Peak Energy for instance, where the possibility of rising natural gas 

prices due to reduced over-supply, and increased demand could have a material effect on low-sulfur coal 

use and prices (which is Cloud Peak’s business).  These fundamental drivers could lead to higher 

substitution of coal to replace more expensive gas, and provide a tailwind to earnings. The basis for this 

change has some relationship to the economy, but the detriment to coal prices (and Cloud Peak earnings) 

was owed more to the collapse in natural gas prices that resulted from the technological advance of gas 

fracking. The new technology of fracking led to a shift to the right in the supply curve of natural gas, and 

an ensuing glut as producers used the cover of prescient hedges to continue producing gas at below cost 

even as supply swelled.  Since the supply overrun has begun to run its course, demand continues to 

reorganize itself on the basis of unusually low priced natural gas.  In a nutshell, capitalism is doing its job, 

where we have even recently seen rail companies such as Burlington Northern experiment with natural 

gas fueled engines.  In any event, low-sulfur thermal coal producers such as Cloud Peak possess an 

earnings stream that in the near-term is largely influenced by natural gas prices as well as the potential 

unlocking of exports to Asia led volume growth.  The latter may come through the future scheduled 

opening of coal ports on the west coast over the next few years.  If and when these factors come into play, 

Cloud Peak’s earnings should respond (ceteris paribus), as should investors’ enthusiasm for the shares.  In 

the meantime, until these potential outcomes become more evident through increased earnings or 

forecasts for earnings, the market should continue to ignore Cloud Peak in the near-term.   

 

In the illustration above, we discuss the concept within the context of a specific stock, but in other 

instances one may find a collection of stocks holding similar relationships in common, grouped by 

geography, industry, or even currency.  We continue to believe that the current valuation discount in the 

emerging markets represents an example of bottom-up opportunities clustering in a similar fashion around 

lower relative valuations, higher growth opportunities on a secular basis, and generally healthier 

macroeconomic variables (including currency).  That is not to say that we have exited our U.S. holdings, 

but as a globally focused manager, we can greatly appreciate the disparity lying between the current 

market enthusiasm for U.S. equities versus equities in many of the emerging markets, especially during 

the past several months. The difference in stock market performance during the past several months 

(where the U.S. has greatly outperformed) has some rational basis, if you are an investor focused 

primarily on near-term results and the effects of recent improvement in the U.S. housing market.  

However, taking the longer-term view, we find reasons for pause and deeper concern.  We continue to see 

and weigh the consequences to the multi-year U.S. monetary and fiscal policies that have preceded this 

recent turn in the U.S. economy.  The medium to long-term issues created by policy since 2008 appear in 

our view to lie beyond the market’s current perspective, but remain firmly in place.  Namely, the 

exponential growth in money supply, and quite frankly, the remarkable apathy towards debt, deficit 

spending, and entitlement programs, creates a worrisome divide between near-term and longer-term 

outcomes in our opinion.  Needless to say, these issues, if they were prevalent at some point among 

investor’s minds during the past few years have faded from view thus far into 2013.  In light of our 

valuation-led approach to investing, we find it interesting that the global markets are encouraging 

diversification away from some of the U.S.’s medium to long-term risks, by presenting a widening 

difference in near-term valuation multiples.  In other words, several countries that possess stronger future 

growth potential and lesser spending and entitlement problems trade at a discount to the U.S. 

 

http://www.bnsf.com/media/news-releases/2013/march/2013-03-06a.html
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Source:  Bloomberg 

 

Bearing this in mind, and as our bargain focused approach dictates, we are increasingly moving towards 

these heavier discounted markets for new ideas to potentially replace developed market holdings as they 

approach intrinsic value.  Even if this approach leaves us somewhat out of step with the market’s current 

tune, we believe that based on the current mix of risk and reward we see over a longer-time horizon, that 

the opportunities in the emerging markets could possess a steadier long-term beat. 

 

Thank you for your continued support, if you would like to set up a time to discuss your investments with 

our firm, or any other related matter, please do not hesitate to let us know. 

 

 

 

 

Lauren C. Templeton             Scott Phillips 

 

 
Principal & Portfolio Manager                                    Portfolio Manager 
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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.  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-13-13 

 

 

 


