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LET’S TALK STOCKS

Posted to website: 6 February 2026

Do multiples matter?

A Cautionary Tale for Quality Growth
Investors and Refugees from Bond Land

Let’s Talk Stocks will be a periodic discussion on GQG’s
favorite subject—stocks! Dictated by global events rather than by the calendar,
we will make our best effort to explain the thinking behind GQG’s investments
in as transparent a manner as possible.

One of the questions I've repeatedly received over the years is, “How much do you care about prices, or
rather, valuations?” My response has always been that growth and value are joined at the hip, therefore
it’s foolhardy to look at one without looking at the other. The most important factors influencing my views
on valuation are anticipated growth and the return on equity that a business can generate over the long
run (which I think of as longer than five years). The incremental returns on capital matter, and so does the
headroom the business has in the long-term. If the growth slows down, we have to analyze whether the
deceleration is cyclical or secular. If it seems to be structural, then how much slower is it going to be?

Since early this year, I've become increasingly worried that some of the larger consumer staples

companies, who have seen strong stock price appreciation, might be getting a free pass. This free pass

was purely because they have a very stable earnings profile, and as their payout ratios went up, their
dividend yield became attractive versus bonds. The somewhat predictable nature of these companies

has also caused them to be included in the proliferation of low-volatile or “smart beta” products. These
products are on the receiving end of significant inflows, which in turn has led to these stocks taking on
momentum characteristics simply because of their outperformance. As the saying goes, nothing succeeds
like success!
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To get a feel for the impact of “smart beta,” just take a look at a Google search on “low volatility ETF” and
you'll get the idea! It seems to be increasingly popular:
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Source: Google Trends. Search term: Low Volatility ETF. Data represents search interest relative to the highest point on the chart for
the given region and time. A value of 100 is the peak popularity for the term. A value of 50 means that the term is half as popular.
Likewise, a value of 0 means that the term was less than 1% as popular as the peak.

With popularity comes some risk, however, as seen in the chart below.

Low Vol vs. Value: Staples At Risk if Low Vol Sells Off As any seasoned investor will tell you, it’s the
Median Valuations, Top Quintile by Sector Neutral Scores (June 30, 2016) inflection points that count in defining which portfolio
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purity. | have seen this a number of times over my career — especially over the last decade as many value
managers suffered greatly by buying financials despite weakening fundamentals, ostensibly driven by
“discipline.” Over the past decade, many managers have performed well by letting their horses in the
consumer staples sector run. | think it may now be time to give those horses a rest.

Since launching GQG Partners in June, I've sold out of a number of names that | had owned for 10-plus
years! That might well hurt short-term performance as these names have momentum right now. | note
that my performance suffered in 1999 when | sold names that continued to run after I'd sold. But I'd rather
sell too early than be the last to leave the party. | would rather suffer short-term underperformance any
day than risk permanent capital loss for our clients. The good news is that | have shifted our portfolios like
this before — moving to other quality but much less expensive names (because of maybe slightly higher
earnings volatility), like in the 2004-2007 era, and believe the time is right to do it again.
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estimate for Nestlé over the coming 12 months was just over $3.50 per share. Is this déja vu? The forward
earnings estimate today is the same as it was five years ago. What has changed is the price of Nestlé
shares, which has risen by over 50% since the start of 2010. The shares are now trading at close to 22 times
next year’s earnings. At the end of 2010 they were trading at about 16 times forward earnings.

Nestlé is only one example of a company with a solid core business where growth has been difficult to
come by in recent years, but whose shares have nonetheless appreciated sharply. (Unilever is another
example.) The result is that these companies sell at higher multiples than they have historically, often
despite the fact that growth has slowed. These companies’ shares are being viewed by some investors as
bond proxies. But equity is not debt, and shouldn’t be priced as if it were.

Do these multiples make sense? My team and | did the math, and for fixed income investors the current
multiples on some of the consumer staples companies might indeed make sense. Let’s return to Nestlé.
We don’t think the company’s broken, only that it’s struggled to find profitable growth lately. Developed
markets have been slow to recover from the financial crisis, and results from emerging markets have
been hurt not only from demand headwinds but also from substantial currency devaluation. Let’s assume
that better days are ahead and that the company can get back on a growth track, delivering 7% growth
in earnings over the coming five years. From today’s expectations for forward earnings around $3.50,
earnings five years out would grow to about $5.00 a share. If we apply a multiple of 16 to those earnings,
we arrive at a year-five price target of about $80.00 a share. Nestlé currently is priced at just under $79.00.
So if we assume that Nestlé grows earnings at a pretty healthy clip over the next five years, and assume
further that the multiple on Nestlé earnings returns to where it was five years ago—a not unreasonable
assumption—then the expected share price five years out is pretty much exactly what the share price is
today. Someone holding Nestlé over that five-year period would receive dividends, but they wouldn’t
realize a gain on the sale — a bond proxy indeed!

If you’re a refugee from Bond Land who finds him or herself searching for yield in the Equity World, then
buying stocks for current income at today’s elevated multiples might make sense. But if you’re an equity
investor with the expectation of earnings-driven share-price appreciation, today’s high multiples are a
powerful argument against committing capital to these companies.

® It’s the same story in emerging markets. Look at names like
40 VH\JVJ Hindustan Unilever, Unilever Indonesia or Nestlé India. While they
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Source: FactSet. Past Performance is no guarantee of future results.

Why is organic earnings growth muted? Local competition is increasing at a much more rapid pace,
e-commerce is eroding brand value and market participants keep pursuing margin improvements. That
focus on margins, we believe, will turn out to be a flawed strategy as it is creating room for local players
to get a toehold. Look at Patanjali in India (started by a yoga guru of all people!). Founded in 2006,
Patanjali has gone from under $10 million USD to sales of over $1 billion USD projected for the next fiscal
year (source: The Hindu). As a reference point, Hindustan Unilever has sales of around $5 billion after
operating for over 100 years! (source: The Hindu)

When we invest money for ourselves and our clients, we estimate earnings five years out and apply a
multiple to those earnings. That terminal multiple reflects our confidence in the ability of the company

to continue growing beyond year five. We then discount back the year-five price target, as well as the
dividend stream over the next five years, and compare that sum to today’s price. For us to assign a high
multiple to prospective earnings five years out, we must have a high degree of confidence in the ability

of the company to grow profitably for the extended future. Many consumer staples companies have
struggled to grow earnings over the past few years. Given their recent financial results, we’ve become less
convinced that many of the consumer staples companies that we’ve owned will grow their earnings at
the rate expected when we first established positions.

Nestlé, Unilever and their corporate peers aren’t going out of business anytime soon, but we aren’t
sufficiently confident in their ability to grow earnings over the next five years and beyond to apply

a multiple to year-five earnings anything like the multiples they currently command. Each of these
companies faces challenges. For example, the potential damage to the value of established brands as
e-commerce takes market share from established retailers is a challenge that Unilever will have to work
through. Our increased skepticism regarding future growth has led us to assign a lower multiple to these
companies’ future earnings at the same time that the market has been assigning a higher multiple to these
companies’ current earnings.

While the consumer staples companies have appreciated in price i e o e R
even as our confidence in their ability to grow has been shaken,

. . . 50 1
companies in other sectors have become more attractive. 5 4

40 4
As such, we find that the composition of our portfolios is E
changing. It’s important to note that this shift is not the result of :2 ]
some grand market call regarding sector valuations, but rather i |
driven by a bottom-up substitution of names that we believe 15 1
offer solid upside potential in exchange for names that have risen ’: 1
[ i [ i - 5888533358588 rnEnD
|dn v?luzeven as our confidence in their long-term prospects has EEEEEEEEiEEEEEEEEEEE
eclined.
Source: rg, Company, Kotak Equities




One consequence of the move out of these consumer staples and into other names is an increase in the
portfolio beta coefficient. We are quite comfortable taking on more volatile names so long as we believe
that we fully understand the business risks our investees face and the growth prospects that they enjoy.
People who have invested with us in the past may wonder if we’re somehow changing our style. In
fact, our style remains exactly the same. This is the same song playing all over again. We have previously
been both underweight and overweight in consumer staples based on whether share prices adequately
reflected our view of their growth prospects. We are now reducing our holdings in consumer staples
because we feel that their current share prices are rich based on their growth prospects. Price does
indeed matter for a growth investor.

At this point I've gone on way too long, but once | start talking about stocks it’s hard to stop! Thanks for
letting me share our insights on pricing and valuation. In the next issue of Let’s Talk Stocks, I'll discuss
where we’'re finding new opportunities.

As always, thank you for your support.

Rajiv Jain
Chairman & Chief Investment Officer
GQG Partners LLC
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Definitions

Beta is an indicator of the price volatility of a stock or other asset in comparison with the broader market. It suggests the level of
risk that an investor takes on in buying the stock. The higher the beta number, the higher the risk.

Smart beta is a way of investing that combines the benefits of passive investing and the advantages of active investing strategies. It
derives from the capital asset pricing model (CAPM) to define the relationship between risk and return. In this model, beta is a
measure of volatility or systemic risk of a security compared with the broader market.

Low volatility ETFs are exchange-traded funds that hold stocks with historically lower price fluctuations and slower, more stable
movements compared to the broader market. Low volatility ETFs do not eliminate risk, but rather serve as a tool to manage
exposure to market volatility.

The P/E (Price-to-Earnings) ratio is a valuation metric that measures a company’s current share price relative to its earnings per
share (EPS), indicating how much investors are willing to pay for $S1 of earnings. A high P/E ratio can indicate a company is
overvalued, or that investors have high hopes for future growth. Conversely, a low P/E might suggest the company is undervalued
or that it is expected to underperform.

The Price-to-Book (P/B) ratio compares a company's market capitalization to its book value (net assets), indicating whether a stock
is overvalued or undervalued relative to its accounting value.

Earnings per share (EPS) is the amount of a company’s profit allocated to each share of its common stock.

NTM: Next Twelve Months

Forward earnings are a company's projected net income for a future period, typically the next 12 months or upcoming fiscal year,
based on analyst consensus or management guidance.
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This document may be distributed by GQG Partners LLC and its affiliates (collectively “GQG”).

The information provided in this document does not constitute investment advice and no investment decision should be made
based on it. Neither the information contained in this document or in any accompanying oral presentation is a recommendation to
follow any strategy or allocation. In addition, neither is it a recommendation, offer or solicitation to (i) sell or buy any security, (ii)
purchase shares in any investment fund that GQG may sponsor, offer or manage, (iii) establish any separately managed account, or
(iv) implement any investment advice. It should not be assumed that any investments made or recommended by GQG in the future
will be profitable or will equal the performance of any securities discussed herein. Before making any investment decision, you
should seek expert, professional advice, including tax advice, and obtain information regarding the legal, fiscal, regulatory and
foreign currency requirements for any investment according to the law of your home country, place of residence or current abode.

This document reflects the views of GQG as at a particular time. GQG’s views may change without notice. Any forward-looking
statements or forecasts are based on assumptions and actual results may vary.

GQG provides this information for informational purposes only. GQG has gathered the information in good faith from sources it
believes to be reliable, including its own resources and third parties. However, GQG does not represent or warrant that any
information, including, without limitation, any past performance results and any third-party information provided, is accurate,
reliable, or complete, and it should not be relied upon as such. GQG has not independently verified any information used or
presented that is derived from third parties, which is subject to change. Information on holdings, allocations, and other
characteristics is for illustrative purposes only and may not be representative of current or future investments or allocations.

The information contained in this document is unaudited. It is published for the assistance of recipients, but is not to be relied
upon as authoritative and is not to be substituted for the exercise of one's own judgment. GQG is not required to update the
information contained in these materials, unless otherwise required by applicable law. No portion of this document and/or its
attachments may be reproduced, quoted or distributed without the prior written consent of GQG.

The contents of this document are confidential and intended solely for the recipient. No portion of this document and/or its
attachments may be reproduced, quoted or distributed without the prior written consent of GQG.

GQG is registered as an investment adviser with the U.S. Securities and Exchange Commission. Please see GQG’s Form ADV Part 2,
which is available upon request, for more information about GQG.

Any account or fund advised by GQG involves significant risks and is appropriate only for those persons who can bear the economic
risk of the complete loss of their investment. There is no assurance that any account or fund will achieve its investment objectives.
Accounts and funds are subject to price volatility and the value of a portfolio will change as the prices of investments go up or
down. Before investing in a strategy, you should consider the risks of the strategy as well as whether the strategy is appropriate
based upon your investment objectives and risk tolerance.

There may be additional risks associated with international and emerging markets investing involving foreign, economic, political,
monetary, and/or legal factors. International investing is not for everyone. You can lose money by investing in securities.

Past performance may not be indicative of future results. Performance may vary substantially from year to year or even from
month to month. The value of investments can go down as well as up. Future performance may be lower or higher than the
performance presented, and may include the possibility of loss of principal. It should not be assumed that recommendations made
in the future will be profitable or will equal the performance of securities listed herein.

GQG Partners LLC is a wholly owned subsidiary of GQG Partners Inc., a Delaware corporation that is listed on the Australian
Securities Exchange (ASX: GQG). GQG Partners LLC and its affiliates provide certain services to each other.

GQG Partners LLC is registered as an investment adviser with the US Securities and Exchange Commission. Please see its Form ADV
Part 2, which is available upon request, for more information.



	A Cautionary Tale for Quality Growth Investors and Refugees from Bond Land
	Definitions
	Important information

