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Paul Espinosa examines the universe of value stocks within the emerging markets.
Rather than rely on basic quantitative measures to distinguish “cheap” stocks from
“expensive” ones, Paul defines seven distinct sources of value that might represent
viable opportunities for long-term, value-oriented investments. He applies these seven
definitions to the securities universe within the emerging markets and discovers a
value-oriented subset worth $1.4 trillion. Paul then examines each of the sources
of value in closer detail, studying the challenges and opportunities each category
presents with respect to industry, geography, and valuation. He also discusses where
value “traps” might lie within each category – and how best to avoid them. Paul
concludes by noting that the opportunity for value in the developing world is large, of a
diverse nature, and seemingly untapped by the global investment industry.

On Value in the Emerging Markets
“Value” is an over-utilized term within the investment management industry. A
wide range of fund managers employing disparate strategies claim to utilize
“value disciplines” or to follow a “value approach.” In truth, there is no
standardized definition for the notion of “value investing.” The progenitors of
the value discipline, Benjamin Graham and David Dodd, never themselves used
the term to describe their work.1 Instead, they explained an investment
process that they believed to be both coherent and capable of producing
attractive returns. A critical feature of the discipline was that it sought
securities of a deeply discounted nature. Later, other investors sought to
claim reference to Graham and Dodd’s work; they developed the term “value
investing” as a means to describe their efforts.
In our view, “value investing” is an
investment approach that seeks to
purchase a security at a discount to its
intrinsic worth. We believe there is
considerable theoretical and empirical
evidence to support the idea that a
value discipline generates attractive
returns for long-term investors.
However, the best support for a valueoriented discipline rests on a simple
and elegant first principle: investment
returns are inversely proportional to the
price paid relative to intrinsic worth.
This practice accounts for the
“discount” embedded in the definition of
value investing.
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Defining the second element of our
definition, “intrinsic worth,” is significantly more complex. The identification of
“value” has evolved over time and varies by practitioner, making a systematic,

empirical study of its historical returns problematic. Nevertheless, the most
comprehensive empirical study of the subject of which we are aware is a
paper called “What Has Worked in Investing” by Tweedy, Browne Company,
LLC.2 The paper represents a collection of studies through the decades that
have measured the returns corresponding to discrete investment
characteristics - such as price-to-book value , price-to-earnings, or dividend
yield, among others - associated with a value discipline. The paper’s
conclusion is that there is a recurring pattern of positive correlation between
these characteristics and excess return when measured over long periods of
time. This conclusion confirms what we intuitively knew based on the first
principle stated above.
Investors in the United States have long recognized and exploited this
association, as evidenced by Morningstar’s mutual fund data. That database
indicates that approximately 481 U.S. mutual funds, or 21% of the total, are
self-identified as value strategies.3 The number of U.S.-based mutual funds
investing in developed market (ex-U.S.) equities, as defined by Morningstar’s
“Foreign” fund categories, that self-identify as value strategies is approximately
55, or 11% of the total.4 Clearly, value-oriented strategies comprise an
important component of the global investment universe. We presume that
this is because investors recognize that over long periods of time, “value”
provides attractive returns.
Oddly, though, the merits associated with “value” have not translated to
emerging markets. It is quite rare to observe emerging market funds that
deploy value-oriented investment disciplines. Using the same Morningstar
data, we note that only six U.S. mutual funds in the “Diversified Emerging
Markets” category pursue value strategies – only 3% of the total.5,6
What is striking about the paucity of emerging market (EM) value strategies is
that one might think the approach would yield superior returns in this universe
given the more inefficient nature of developing economies and financial
markets. One example of this inefficiency is the higher cost of capital in
emerging markets. The higher interest rates associated with EM are indicative
of the higher return accorded to capital in these markets. As the cost of
capital is relatively high, one might reasonably theorize that the present
discount to intrinsic value should be substantial, in corresponding fashion.
The compounding of such interest over the long time horizon characteristic of
a typical value discipline illustrates the potential remuneration to the approach
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A key indicator is the
historical emerging market
sovereign bond spread on
U.S. dollar-denominated debt
compared to U.S. Treasuries.
J.P. Morgan Emerging Markets
Bond Index Global Spread
(Basis Points)

Sources: J.P. Morgan, Bloomberg.
Data as of January 15, 2016.

Emerging market businesses
must earn a spread over the
higher cost of capital as
illustrated above. This higher
cost of capital explains the
potential remuneration to
investments in the universe.

in this universe – put differently, it illustrates why one is likely to find significant
discounts to intrinsic worth.
With such apparent advantages for a value investment discipline, why do so
few strategies exist? Is there an impediment to profitable value strategies in
EM that is absent from developed markets? Is the opportunity set too small,
or insufficiently attractive despite the higher discount rates employed in these
markets, or are value traps simply too complex to unravel? It is with this sense
of opportunity and curiosity that Seafarer decided to explore the emerging
markets and look for answers.

Value Investing in Emerging Markets: a Working Definition
The search for value has traditionally tended to concentrate on three
commonplace criteria: a low price to earnings ratio (P/E), a low price to book
value multiple (P/BV), or a high dividend yield (Dividends/P). The problem
inherent in such definitions is that they define value solely in terms of low
multiples. While low multiples can be one signal of potential value among
many, they are not determinant of total returns in and of themselves.
Recognizing the difficulty of authoritatively defining “a discount to intrinsic
value,” Figure 1 (below) takes a different approach, based upon Seafarer’s
research, by defining the concept in terms of the individual sources of value
that give rise to opportunities. This approach attempts to better illustrate the
essence of a value discipline than simply searching for low-multiple stocks.
Figure 1. Defining Value
Opportunity Set

Balance Sheet

Income Statement
/ Cash Flow

Source of Value
Cash or highly liquid assets undervalued by the
Balance Sheet Liquidity market
Assets whose liquidation value exceeds their
Breakup Value
market capitalization
Assets that would become substantially more
Management Change productive under a new owner / operator
Shift of cash ﬂow accrual from debt holders to
Deleveraging
equity holders
Cyclical downturn following a period of asset
Asset Productivity
expansion
Shift to a lower growth regime, but still highly cash
Structural Shift
generative
Productive, cash-generative assets trading in an
Segregated Market
illiquid public market

Source: Seafarer.
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While we make no claims to provide the definitive or only approach to define
value, Figure 1 does attempt to provide a working one, based on our own
experience as value-oriented investors primarily concerned with emerging
markets. These factors, while relevant globally, have been customized to
identify opportunities most likely to arise within an emerging markets setting.
Seafarer has identified seven distinct opportunity sets that describe a specific
source of value, and associated potential returns. The first two categories,
balance sheet liquidity and breakup value, relate to the value that a company
has produced historically, with a residual portion of that past value still evident
in the company’s balance sheet, or net assets. The value such assets
command in public markets may differ from the value in private markets, or
the book value. Validating such divergences is one aspect of price discovery.
While these opportunities exist globally, what makes them more pronounced
in EM are the cyclical changes in the cost of capital in developing economies.

The relative immaturity of
emerging markets probably
explains the high firstgeneration ownership rate in
emerging markets vs. Europe
and the United States.
Generational Ownership

Companies can also enjoy a critical asset that resides outside of the balance
sheet: human capital, such as the personnel and management. Changing or
upgrading management can represent an opportunity to realize the value
latent in an otherwise dormant enterprise. While this source of value is not
unique to the emerging markets, what makes it particularly relevant in
developing economies is the generational shift in company ownership that can
potentially lead to the employment of professional management. The
divestment of government stakes in state-owned enterprises (SOEs) is another
form of management change. This opportunity set is large as approximately
60% of private sector EM companies with $1 billion or more in revenue are
owned by the founding family.7 Even allowing for cultural differences in
management approaches between developed and emerging corporates, it is
reasonable to expect a gradual shift toward the division of ownership and
management as capital requirements increase with scale.
The deleveraging opportunity set shifts the focus to the providers of capital to
an enterprise. The high growth rates associated with developing countries
often lead to rapidly expanding asset bases financed with debt, which divert
cash flows from the providers of equity capital to the suppliers of debt. The
process tends to reverse over time as the asset base matures and debt is
reduced, leading to meaningful gains for equity stakeholders.
The corollary of high growth rates is cyclical downturns. The asset
productivity opportunity set captures this source of value. While this is a
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* Europe, Middle East, and Africa
Source: Credit Suisse Research.
Data as of July 2015.

Separation of ownership and
management is probable if
emerging market familyownership rates are to
converge to European and
American levels beyond the
third generation.

universal source of opportunity for a value approach, the distinguishing factor
in EM is the high growth rates and meaningful cost of capital changes that
characterize cycles in developing economies.

Average Daily Value Traded
Last Six Months
(Million U.S. Dollars)
Frontier Emerging United
Markets Markets States

Small &
Mid-Cap.
Large
Cap.

2

37

56

2

163

1,040

Sources: Bloomberg, Seafarer.
Data as of January 15, 2016.

The structural shift category recognizes the often overlooked idea that despite
the stereotype that emerging economies enjoy high rates of growth,
companies and industries relay each other in leading that growth. As an
economy matures, the underlying companies that compose it go through their
own maturation curve at varying rates, yielding publicly-listed companies that
shift to a lower growth phase in their lifecycle. This phenomenon often leads
to a reshuffling in the company’s investor base as growth investors vacate it,
which tends to yield opportunities for a value approach.
The segregated market category captures occasions when rather than a shift
in the investor base, it is the size of the potential investor base, i.e. the overall
market liquidity, that represents an opportunity to find value. There are myriad,
well-managed companies in emerging markets that trade at a discount to their
intrinsic worth for no other reason than that their stock has low liquidity. For
instance, the low liquidity associated with small capitalization stocks can
sometimes cause them to trade at substantial discounts to intrinsic value;
likewise, limited liquidity in frontier markets can mean that well-established
companies trade at meaningful discounts. The source of value in this instance
is that a company’s liquidity has no bearing on the cash flows that accrue to
shareholders.

The Value Universe: a Global Comparison
The primary take away from Figure 2 (next page) is that EM overall, and the
value universe within it, do not appear to be niche markets. Figure 2 shows the
size of the value universe in EM – including Chinese A-shares – as defined by
the development of criteria specifically targeted at each source of value
identified above. In the same manner that low multiples are a potential sign of
value and not a driver of returns, the criteria employed in the search for value
investments can only identify potential opportunities, not actual value. Only
fundamental research can confirm whether a security offers value. It is in that
spirit that Figure 2 outlines two value universes. The first, a basic universe that
quantitatively captures a broad set of stocks that meet the minimum criteria
for each value category, and a second, core universe that complements the
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basic qualifying criteria with more variables designed to screen out potential
value traps.
Figure 2 also shows the result of performing the same search in the U.S. and
Western European markets. Returning to one of the questions raised at the
beginning of this paper, we can answer that total market capitalization, or its
implied investment capacity, probably do not account for the paucity of value
strategies in EM.
Figure 2. The Emerging Market Value Universe in Context
Emerging
Markets

United
States

Western
Europe

Investment Universe
Market Cap. (USD, trillion)
Number of Companies

21.8
6,903

27.4
3,815

15.0
2,766

Naïve Basis

Market Cap. (USD, trillion)
Number of Companies

7.8
1,770

12.5
1,342

5.2
718

Filtered Basis

Market Cap. (USD, trillion)
Number of Companies

1.4
446

4.0
376

2.0
254

Total
Value Universe

Value as a Proportion of Investment Universe
Naïve Basis

Market Cap.
Number of Companies

36%
26%

45%
35%

35%
26%

Filtered Basis

Market Cap.
Number of Companies

7%
6%

15%
10%

14%
9%

Source: Bloomberg. Data as of August 5, 2015.
Companies with a market capitalization of $250 million or greater.

Value in Emerging Markets: Seven Different Sources
Figure 3 (next page) outlines the salient characteristics of value and each of its
categories in EM. The parameters presented paint a picture of the landscape
in broad strokes, and do not constitute a comprehensive list of the variables
used to identify companies in each value category. It is important to note that
there is a large variance of results around the median figures shown,
illustrating the idea that value extends beyond the traditional definition of low
multiples. Indeed, one of the interesting conclusions from this study is that
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defining value in fundamental terms often leads to companies trading at high
multiples.
Figure 3. Salient Characteristics of the Emerging Market Value Universe
Median

Constituents

Market
Cap.
(billion)

Enterprise Price /
Value
Book Dividend
(billion)
Value
Yield

Seafarer Value Universe

446

$ 1,439

$ 1,579

Balance Sheet Liquidity

Cash /
Assets

Price /
Market
Operating Cap. /
Cash Flow Revenue

1.2 x

6.2 % 12.7 %

7.5 x

1.1 x

117

523

188

0.8

5.7

24.8

7.6

1.0

Breakup Value

12

9

33

0.2

3.2

4.6

2.1

0.3

Management Change

57

157

380

0.7

1.7

8.3

6.7

1.3

Deleveraging

45

181

504

0.6

3.4

5.5

2.5

0.3

Asset Productivity

85

234

281

1.0

6.9

12.2

6.2

1.0

Structural Shift

120

471

536

1.3

6.5

10.0

7.9

1.4

Segregated Market

130

230

206

1.8

7.0

18.4

9.0

1.6

566

$ 1,805

$ 2,128

1.1 x

6.3 % 13.2 %

7.3 x

1.1 x

Aggregate

Sources: Bloomberg, Seafarer. Data as of August 5, 2015.
Seafarer Value Universe figures calculated on 446 unique securities out of 566 aggregate number of
stocks in all categories. Companies with market capitalization of $250 million or greater.

With such disparities – prevalent throughout the EM value universe – noted,
we now take a closer look at the seven main sources of value in EM, noting for
each the idiosyncrasies related to industry, geography, or valuation and the
different manner in which value manifests itself.

1. Balance Sheet Liquidity
Source of value: Balance sheet liquidity relates to a firm’s net cash or liquid
short-term net assets. Companies can often trade near their cash or liquid net
asset values if the underlying operations generate losses that will consume
said liquidity, or the nature of the business is working capital intensive. There
is, however, a third type of balance sheet liquidity that should generate most
value opportunities in this category: accumulated operating cash flow, not
previously shared with minority shareholders (i.e., large amounts of
undeployed and unencumbered cash on the balance sheet).

There is a subset of companies in EM that routinely decline to return excess
cash to shareholders, neglecting to pay dividends or engage in share
buybacks. Some use it for empire building – usually destroying capital in the
process.8 Others simply sit on the excess cash. This is a prevalent source of
value within the EM, but unfortunately such value has languished on these
companies’ balance sheets, as minority investors often lacked sufficient
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leverage to force companies to disgorge such cash. However, this situation is
beginning to change, given the push for improved governance in many of the
major emerging markets.9 For example, in late 2014 the Korean National
Assembly passed legislation that aims to increase the return of capital to
shareholders and reduce the barriers to competition imposed by large
conglomerates. These changes are motivated by the recognition that the
conglomerates that once propelled the country’s development are now a
source of economic stagnation.
Criteria: The practical pursuit of value here goes beyond simply searching for a
high cash balance relative to market capitalization. It also measures cash
relative to assets and enterprise value (EV); while guarding against cash
coming from debt as opposed to operating cash flow. In order to identify a set
of potential value opportunities - as opposed to simply stocks that
quantitatively appear cheap – the search focused on companies that show
signs of incrementally returning more of their cash balance to investors by
reducing retained earnings or canceling shares.
Manifestations of value: While no single country dominates the category,
certain sectors do: real estate, commodity trading houses, engineering and
construction companies (E&C), as well as brand-based enterprises, such as
sports apparel companies. The common denominator in these industries is a
high working capital (WC) intensity, originating from apartment purchase
deposits, or down payments related to infrastructure new-order growth.
Brand-based businesses tend to generate positive free cash flow and
undercapitalize brand equity, resulting in cash-rich balance sheets. An
example of such a business is a Chinese sports apparel company that only
capitalizes $3.4 million as trademark value, whereas it has $383 million in net
cash on the balance sheet, equivalent to 56% of its equity value.

Beyond identifying broad sector categories to potentially hunt for liquidityrelated value, these screens prove useful in shedding light on EM company
operations. For example, in checking for the cash component of book value
(BV), two groups of companies surface as having a very low residual BV: E&C,
and consumer products. The search criteria employed lays bare the fact that
the former category has a low residual BV because it generates little retained
earnings over the course of a full cycle (the high negative WC previously
referred to turns positive), whereas consumer companies have a low residual
BV because they tend to payout most of the substantial retained earnings they
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The 20 largest Korean firms
enjoy a disproportionate
representation in the MSCI
Korea Index relative to the 20
largest corporates in
respective indices for both
emerging markets and the
United States. This statistic
signals the concentration of
economic activity around
large corporates in Korea.
Representation in Index
of 20 Largest Firms

Sources: MSCI, Bloomberg,
Seafarer.
Data as of January 15, 2016.

generate. This latter case corrects the misconception that EM companies do
not constitute a significant source of dividends.10
Over the past 18 years,
emerging market dividends
have grown faster than U.S.
market dividends; and the
contribution of emerging
market dividend yield to total
return has also exceeded that
of U.S. equities.
Cumulative Dividend Index

Value traps: Not all liquidity that glitters is gold. Chinese real estate companies
are a case in point. A subset of these enterprises trades at a seemingly cheap
0.8x P/BV with a 7% dividend yield. As attractive as that combination looks,
expectations are tempered by the fact that they have paid out in dividends
over 60% of the cash flow from operations they have generated over the past
five years (before capital expenditures) – thus, effectively borrowing against
new projects to payout dividends. That’s why a slowdown in Chinese credit
growth is of such importance to market returns. More generally, in examining
high growth markets such as EM, companies operating in industries with
negative working capital may look deceptively cheap and liquid, thus the
importance of screens based on fundamental drivers, as opposed to simply
low multiples.

2. Breakup Value
Dividend Yield

Sources: MSCI, Bloomberg,
Seafarer.
Data as of December 31, 2015.
.

Source of value: Breakup value relates to the long-term segment of the
balance sheet, rather than to short-term liquidity. It is common for the price of
assets in the public market to fall below their depreciated book value. In the
case of fungible operating assets (vessels or aircraft for example) a company
may trade below replacement cost if it operates at an efficiency level below
the global norm. In the case of non-tradable assets, based on a concession
for example, a company may trade below its liquidation value if its operations
underperform for non-concession related reasons.
Criteria: While a low price to book value multiple would seem ideal to pursue
this asset-based category of value; using it on its own fails to guard against
value traps. Instead, the search in this category focused on the cash flow yield
of operating assets, combined with a low EV in relation to the book value of
said assets. Searching for value in this manner, instead of simply looking for a
low price to book ratio, ensures that the assets are productive, highlights the
potential for cheapness, and guards against debt holder claims on said assets.
Manifestations of value: The results in this category are remarkable in the
dominance of Russian companies in general, and Russian utilities in particular.
Under normal conditions, the fair value of a productive asset is higher than its
price to book value (P/BV > 1x), in proportion to its productivity. While the
cash return of Russian utility assets is in the teens, they trade at an abnormally
low median P/BV of 0.22x. And even though they are burdened with
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significant debt, their ability to service such debt is very high due to generous
interest cover ratios (>10x). Should one wish to pursue this avenue, this is
where research work would begin in pursuit of the currency denomination and
maturity of the debt, as well as reinvestment requirements, in order to
determine how much of said cash flow will actually accrue to shareholders.
Nevertheless, in light of the decline in the U.S. dollar price of Russian equities
since the collapse of oil prices and the Ukraine conflict, it makes intuitive
sense that Russia should dominate the “breakup value” sleeve of EM.
More generally, low turnover, high margin businesses tend to populate this
category. The search for potential value here revealed a port company and a
property management stock, as potentially offering value given their low
leverage despite the high asset intensity, combined with an attractive cash
return on operating assets.
Value traps: A good method for identifying value traps in this category is to
search for high dividend yield stocks. The reason a high dividend yield
correlates with a value trap in examining breakup value is that the market is
already discounting the unsustainability of the dividend. This tends to occur
with asset intensive businesses. When their margins cannot support the costs
of expansion, they tend to leverage the balance sheet, threatening the
dividend. Such is the case of an Indonesian cement company, which paid a
dividend while increasing capital expenditures together with debt, and
consuming what used to be a meaningful cash balance. The shares trade
below book value and offer a 6% dividend yield, neither of which are likely to
offer value in this case, due to the firm’s deteriorating demand fundamentals
going forward. The real source of risk in this case is not simply that a
company is entering a cyclical downturn, as such a risk is transitory. The
actual risk is that management weakened the balance sheet during the cyclical
expansion to the point that it is unlikely to survive a downturn of any
meaningful severity or length. Such a risk is terminal, and it was created
during the expansion phase of the cycle.

3. Management Change
Source of value: While some EM assets display signs of being undervalued by
the market for macro-related reasons, there are also companies that show
signs of potentially being cheap due to poor management decisions. Value in
this category arises when cumulative value destruction leads to either a
change in management by the control party or industry consolidation. A third
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While the market
capitalization weighted
average dividend yield of
emerging markets is
approximately 3%, the top
quintile of of companies
yields close to 6%. Dividend
yields of 6% or greater could
signal undervaluation or
financial distress.
Quintile
1
2
3
4
5
Consolidated

Market Cap.
Weighted Avg.
Dividend Yield
5.9%
2.0%
0.7%
0.2%
0.0%
3.0%

Sources: Bloomberg, Seafarer.
Data as of January 20, 2016.

solution to an asset’s unsustainable underperformance is, of course,
bankruptcy. This is the outcome fundamental research must guard against
and the value trap screens evaluating on simple multiples have difficulty
detecting.

China’s Five Year Plans are a
series of social and
economic development
initiatives. The twelfth such
plan, concluded in 2015,
focused government efforts
on rebalancing the economy,
increasing urbanization,
developing rural parts of the
country, and achieving a
target Gross Domestic
Product (GDP) growth rate of
about 8%.

Criteria: It is important to note that underperforming enterprises tend to trade
at very high multiples if earnings are low or book value is depleted. The search
in this category centered on the combination of low margin, low turnover, and
high leverage. Pursuing value here would ultimately require fundamental
research to validate the presumption of inevitable management change in the
foreseeable future.
Manifestations of value: What stands out in this category is the preponderance
of Chinese A-shares (Mainland stocks listed in Shanghai or Shenzhen). These
companies have grown revenue and assets meaningfully over the years. Yet,
they display dismal asset turnover and margins. Increasing debt has financed
the growth that their operations could not support. Given how credit is
generally directed and priced in the country (via government rather than free
market direction), it makes intuitive sense that Chinese companies dominate
this sleeve. Indeed, while China is still undergoing a long process of interest
rate liberalization, Chinese banks effectively lend at the benchmark rate (set by
the People’s Bank of China) plus or minus a few basis points.11 This practice
likely means that they fail to price risk adequately. In addition, the country’s
five-year economic plans tend to direct bank lending, crowding out the private
sector. Before confirming preconceptions and writing off Chinese companies
as investment candidates, it is important to note that the data revealed here is
precisely why China has engaged in a corporate productivity drive for a
number of years now.12 Some companies are further along that process than
others and that is precisely where the opportunity lies.
Value traps: Avoiding traps in this category hinges on understanding the
control party and its intentions. Government-owned entities tend to have
unlimited capacities to sustain losses, since the government acts as the
explicit or implicit guarantor of the debt (also known as “moral hazard”). Thus,
the limit to debt extension is not the asset value that nominally acts as
collateral to the debt, but rather the government’s capacity to tax its citizens.
The case of a very large Chinese shipping company serves to illustrate the
point. This enterprise continued to expand capacity in the face of operating
losses to serve the government’s foreign policy interests. Given its status as a
state-owned enterprise, it has managed to continually raise debt to over twice
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the level of equity, in spite of economic losses. Unless there is evidence of a
privatization drive, these entities tend to represent poor investments. An
extension of this line of reasoning is to avoid global industries where stateowned competitors command substantial market share, as these will destroy
the economics of the entire industry, including private sector participants.
A corollary of the reasoning above extends to public-private-partnerships,
where private capital partially funds public infrastructure projects. The criteria
employed in this sleeve identified a privately-owned, Asian infrastructure
company that builds, owns, and operates government-sponsored
infrastructure projects. The need for infrastructure and financing in Asia
allowed this company to raise capital on the promise of substantial assetbased returns. It took some time, but the share price eventually collapsed
close to 90% from its peak, after investors recognized the continuous
shareholder dilution and long maturation cycle of its assets. Now that primary
valuation metrics have collapsed, there is potential for value in this security as
its assets mature. However, the outstanding question is whether this
company can earn a return on equity above its cost of equity, given the price
paid for assets at a time when capital was cheap. The company cannot grow
either, as it would entail substantial dilution at a low valuation. Without
growth, and given the massive amount of debt on the balance sheet,
deleveraging based on asset maturation means that the great majority of cash
flow over the projects’ lifetime will accrue to the owners of debt. Accordingly,
it is quite likely that this company represents a trap, even as its market price is
below book value.

4. Deleveraging
Source of value: By sustainably reducing their debt burden, companies
engaged in deleveraging increase the future cash flows that accrue to
shareholders, thus creating value. This is a particularly interesting area to look
for value in EM for two reasons: first, it is easier for companies to overextend
their balance sheets in high growth environments, such as EM. Second,
enterprises engaged in paying down debt tend to suffer from a downward shift
in growth, leading to an exit of growth investors and lower valuations.13 The
point that is usually overlooked in these circumstances is that growth tends to
normalize when the deleveraging cycle nears its completion.
Criteria: The criteria used to search for opportunities in this driver focused on
the composition of enterprise value versus the capital structure appropriate for
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an industry, while guarding against an apparent inability to service debt. More
generally, each industry has a characteristic turnover and margin combination
that supports a natural level of leverage for that industry. Companies with
balance sheets that deviate from their natural composition for prolonged
periods of time tend to suffer from lower equity valuations. The key to
realizing value in this category is to identify a realistic path to balance sheet
normalization, which is usually accompanied by a rerating of equity valuations.

Brent Crude

MSCI Emerging Markets
Currency Index

Sources: MSCI, Intercontinental
Exchange, Bloomberg.
Data as of January 19, 2016.

Manifestations of value: Unsurprisingly, given sharp price declines in
commodities and currencies during 2014 and 2015, materials and energy
companies dominate this category. A salient example is a global cement
company, whose leverage increased beyond the limits of conventional debt
covenants as its profitability deteriorated following the 2008 crisis. Trading
below book, the case for potential value in this stock resides on the
replacement value of its global assets relative to the debt burden (e.g., the
company can normalize its balance sheet through asset sales), together with
margin normalization.
Value traps: Potential traps in this sleeve relate to companies with high
leverage that don’t have the balance sheet to survive a prolonged downturn, or
companies that have unclear asset value. An example is a sub-scale, Latin
American iron ore producer. Like many other companies in this industry, it
consumed its cash and increased leverage to invest in additional capacity,
while concurrently paying dividends that often exceeded free cash flow. The
difference with other iron ore producers is that this company is likely on the
upper end of the global production cost curve, thus reducing its ability to
survive as the lowest cost producers displace other competitors. Thus, the
very low price to book value ratio, likely represents a trap.

5. Asset Productivity
Source of value: The asset productivity category of value relates to demand
and supply cycles. Specifically, it refers to assets operating at low capacity
utilization due to a demand downturn, or following a period of capacity
expansion. Investors have a tendency to extrapolate short-term dynamics,
often overlooking that cycles are self-correcting if the price mechanism is
allowed to work.
Criteria: The search for value here focuses on comparing a company’s current
valuation against the long-term cash flow it has generated historically. This is
one of the best methods to look through earnings cycles, and gauge the
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potential to discover value in a security. Only fundamental research can
determine the actual presence of value by assessing normalized cash flow, as
a distinct concept from historical cash flow generation.
Manifestations of value: An industry that exemplifies a demand downturn
coincident with a supply glut is dry bulk shipping. This industry should prove
fertile ground for finding value stocks in EM. The extended and sustained
demand lift from China, particularly after it joined the World Trade
Organization, coupled to central-bank-induced cheap capital across the world,
resulted in a miscalculation problem. Asset owners forecast demand would
continue to rise consistently for the foreseeable future, and they rushed to
place new vessel orders to front-run lengthening shipbuilder order-books and
rising vessel prices. The climax of this situation was embodied in secondhand vessels trading at higher prices than new ones during the 2007-2008
time period. While this circumstance was logical given the economics of the
industry at the time, it should have also served as the harbinger of the
downturn the industry is currently undergoing. One stock in this category that
potentially offers value is a dry bulk shipping company trading at a very
attractive price to book ratio. Unlike most similarly cheap stocks in the
industry, this company has one of the lowest cost fleets globally, together with
one of the least levered balance sheets. Thus, the likelihood of not only
surviving the downturn, but coming out of it with an enhanced competitive
position is high.
Value traps: Following from the above discussion, traps in this category would
consist of companies with high leverage that deployed new capital procyclically (i.e., purchased assets expensively at the peak of the cycle). Other
potential value traps would be businesses whose normalized cash flows do
not correspond to their historical track record. Examples among these
companies include a highway operator trading below book that faces traffic
diversion to new roads; its cash flows are unlikely to ever recover to the
previous peak. Another example: a media company challenged by a new
regulatory environment, and a wireless operator whose future cash flow
suffers from deteriorating business economics due to competition.

6. Structural Shift
Source of value: Investors pursuing growth have traditionally focused on
emerging markets as their hunting ground. Thus, it is not uncommon to find
cash flow generative businesses trading at attractive valuations when their
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growth plateaus. The source of value in this category is not only the price paid
for the underlying cash flow, but the fact that investors tend to underestimate
the contribution of dividends to total return.10
Criteria: The search for value in this category focuses on finding incrementally
higher dividends or buybacks, and potentially an outright reduction in invested
capital, combined with business sustainability.
GDP Contribution to
World Output vs. Market
Capitalization Share
Percentage of World GDP

Percentage of Market
Capitalization

Manifestations of value: The list of stocks in this category contains many
telecommunications companies operating in highly penetrated markets,
tobacco stocks, and traditional media (print) businesses. A representative
example is an Eastern European tobacco stock, which contrary to
expectations, actually grew revenue modestly during years when the state
taxed away the company’s pricing power. Not only is revenue stable, but the
company has no debt, and the dividend yields 8%.
Value traps: An apt contrasting case to the one above is a Brazilian consumer
discretionary company that finds itself in a similar position of suffering a sharp
deceleration in revenue growth over the past three years. While this stock also
enjoys a healthy dividend yield of 7%, the difference with the Eastern European
company is that the management of this stock chose to consume cash, and
almost triple debt to finance a dividend well in excess of free cash flow. The
Brazilian stock has yet to find a natural level for its revenue base and growth
rate and needs to cut its dividend; the Eastern European company’s cash flow
and dividend seem eminently more stable and secure. Not all 7% to 8%
dividend yields are created equal.

7. Segregated Market

Sources: Blackrock, MSCI,
International Monetary Fund.
Data as of December 31, 2013.

Source of value: The final potential source of value opportunities in EM relates
to stocks that are in “segregated markets.” These are markets that are
naturally small, obscure and typically disconnected from the global flow of
liquidity. Seafarer believes that securities that trade in such markets might
naturally trade at discounts to their intrinsic value due to their relative
illiquidity. We believe a patient value investor can harvest an “illiquidity
premium” by investing carefully in such segregated markets.

Most “frontier countries” constitute classic examples of segregated markets,
as their capital markets are small and thinly traded, potentially causing
liquidity-driven discounts. As Figure 2 shows, the number of listed stocks in
emerging markets exceeds that of the United States and Western Europe.
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Their combined market capitalization is of comparable size. As such, there are
myriad, well-managed companies that are typically only apparent to domestic
investors. As capital markets in EM gain depth, the value inherent in these
companies should surface in the form of higher security prices.
Criteria: The search for value here focused on finding businesses with a
sensible mix of reinvestment and capital return designed to sustain them as
going concerns, and trading at a valuation inconsistent with this dynamic.
Manifestations of value: Small-capitalization and medium-capitalization
companies tend to dominate this space. What is remarkable regarding this
group of companies is the combination of attributes seen in Figure 3: the
median stock trades at an attractive P / CFO of 9x, with a dividend yield of 7%,
and significant cash on the balance sheet. Other categories of value offer
more attractive terms on any single variable, but not in this combination. One
of the companies in this group trades at the median levels cited, and has been
listed in Hong Kong since 1992. Despite its long track record spanning several
business cycles with reasonably consistent cash flow generation, the 8%
dividend yield indicates the market still discounts its cash flows as if there
were low future visibility.
Value traps: For an example of another company in the same group trading at
similar levels that likely does not offer value, consider the case of a Hong
Kong-listed media company. The reason for the different assessment of
similar dividend yields is that this second company is a media enterprise
facing new competition in its traditionally protected home market, and its
efforts to explore new avenues of growth are falling short of expectations.
This is a case that warrants an assessment of normalized cash flow as
distinctly different from the company’s historical record.
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Conclusion
Convinced by the weight of theoretical and empirical evidence in support of a
value investment discipline, we were perplexed by the paucity of value-oriented
strategies in the emerging market universe – all the more so, as we would
assume that a disciplined, fundamental approach could capitalize on markets
that are presumably less efficient than their developed world counterparts. We
then set out to answer the questions posed by such a seemingly obvious gap.
Aware of the limitations of traditional screens to systematically capture the
essence of a value discipline, we sought to redefine the approach in terms of
the sources of value that we believe can generate consistent returns, while
attempting to highlight the value traps associated with sometimes
idiosyncratic markets.
This exploration discovered a large value opportunity set with an aggregate
market capitalization of $1.4 trillion, characterized by financial metrics that
strongly suggest the pervasive presence of discounts to intrinsic worth.
After examining most possible deterrents, this study found no compelling
reason that investors would forgo value investing in the emerging markets. On
the contrary, this paper documented a potential universe that was both large
and compelling. The fact that such an opportunity set remains largely
untapped should make it all the more attractive to disciplined value
practitioners.
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Notes
1

The preeminent text that defines Benjamin Graham and David Dodd’s investment process is entitled Security Analysis. The approach
recommends investors buy stocks with undervalued assets and that eventually those assets would appreciate to their true value in the
marketplace. Seafarer’s analysis of Security Analysis indicates the authors do not utilize the phrase “value investing” within that work. In
accompanying commentary of the sixth edition of Security Analysis, Howard Marks, Chairman of Oaktree Capital Management, suggests the
phrase is absent because, when the text was first published, “the term ‘growth stock investing’ was relatively new (and in its absence, there was
no need for the contrasting term ‘value investing’).” Graham and Dodd, Security Analysis: Sixth Edition, 2008.
2

Tweedy, Browne, Company, LLC. “What Has Worked In Investing: Studies of Investment Approaches and Characteristics Associated with
Exceptional Returns,” 1992. http://www.tweedy.com/resources/library_docs/papers/WhatHasWorkedFundOct14Web.pdf.
3

Source: eVestment. Universe is U.S. mutual funds. Data as of June 30, 2015.

4

Source: eVestment. Universe is U.S. mutual funds classified by Morningstar in the following six “foreign” fund categories: Foreign Large Value,
Foreign Large Blend, Foreign Large Growth, Foreign Small/Mid Value, Foreign Small/Mid Blend, and Foreign Small/Mid Growth. Data as of June
30, 2015.
5

Source: eVestment. Universe is U.S. mutual funds in the “Diversified Emerging Markets” category. Data as of June 30, 2015.

6

Morningstar’s fund data reveals a normal distribution of strategies across the value-core-growth spectrum, based on the categorization of
individual stock holdings into one of the three styles identified. Morningstar’s methodology grades stocks on a relative curve. As a result, funds
that tend to own stocks that happen to trade at a cheaper-than-average valuation may be considered value strategies, even if the stated fund
objective is a different one. See table below for Morningstar’s categorization of U.S. mutual funds in the “Diversified Emerging Markets” category
and “Foreign” categories, based on its assessment of individual stock holdings (i.e. not based on the funds’ self-identified style).

Number of EM Funds
Value Core Growth Total
Large Cap.
Small & Med. Cap.
Total

39

81

38

158

21

16

11

48

60

97

49

206

Number of Foreign Funds
Value Core Growth Total
Large Cap.
Small & Med. Cap.
Total

Mix of EM Funds
Value Core Growth Total
Large Cap.
Small & Med. Cap.
Total

19%

39%

18%

77%

10%

8%

5%

23%

29%

47%

24%

100%

105

233

82

20

27

38

420
85

125

260

120

505

Mix of Foreign Funds
Value Core Growth Total
Large Cap.
Small & Med. Cap.
Total

21%

46%

16%

4%

5%

8%

83%
17%

25%

52%

24%

100%

Source: Morningstar. Data as of June 30, 2015.

In the case of U.S. mutual funds in the “Diversified Emerging Markets” category, while Morningstar suggests that 60 funds, or 29% of all
strategies, may be stylistically considered as value, the number of funds that actually cite the pursuit of value stocks as their objective is 6, or 3%
of the total. In contrast, the number of U.S. mutual funds classified in a “Foreign” fund category that self-identify as value strategies is
approximately 55, or 11% of the total.
7

Åsa Björnberg, Heinz-Peter Elstrodt, and Vivek Pandit. “Joining the family business: An emerging opportunity for investors.” McKinsey on
Investing, Number 2, Summer 2015.
http://www.mckinsey.com/insights/winning_in_emerging_markets/the_family_business_factor_in_emerging_markets
8

Richard Dobbs, et al. “Beyond Korean Style: Shaping a New Growth Formula.” Pages 16, 19, 37. McKinsey Global Institute.
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9

There are currents of change gathering pace within major emerging markets in support of the interests of minority shareholders:

Korea’s legislative changes aimed at increasing the return of capital to shareholders and reducing the barriers to competition imposed by the
chaebols is probably the most emblematic of the undercurrents gaining critical mass. At the end of 2014, Korea’s Ministry of Strategy and
Finance issued new legislation to tax retained earnings that are not distributed to shareholders, invested, or paid to employees. The aim is to
address the infamous capital hoarding of Korean corporates. For more information, see “South Korea: Notable 2015 Tax Law Amendments
Affecting Foreign Invested Companies and Foreign Individuals,” International Tax Review, 27 January 2015.
http://www.internationaltaxreview.com/Article/3421924/South-Korea-Notable-2015-tax-law-amendments-affecting-foreign-invested-companiesand-foreign.html.
China’s drive to raise the productivity of state-owned enterprises is a form of potential incremental shareholder return. The higher dividend
payout demanded by China’s State-Owned Assets Supervision and Administration Commission (SASAC) is another example. Furthermore, one
of the unintended (or perhaps intended) consequences of Beijing’s anti-corruption drive is to reduce capital misallocation, which directly
enhances returns to minority shareholders. For more information, see “China announces plan for reform of state-owned enterprises, “ Financial
Times, 2014 July 15 http://www.ft.com/intl/cms/s/0/07928638-0c24-11e4-a096-00144feabdc0.html#axzz3uEKFAWYp and “Chinese SOEs and
the Way Forward” http://www.seafarerfunds.com/commentary/chinese-soes-and-the-way-forward/.
10

The dividend contribution to total return for EM stocks is meaningful in absolute terms, and exceeds that of U.S. equities.

Sources: MSCI, Seafarer.
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11

Cindy Li. “China’s Interest Rate Liberalization Reform.” Country Analyst Unit. Federal Reserve Bank of San Francisco.
http://www.frbsf.org/banking/files/Asia-Focus-China-Interest-Rate-Liberalization.pdf.
12

Xinhua. “News Analysis: Chinese SOEs to ride new reform wave.” 14 September 2015. http://news.xinhuanet.com/english/201509/14/c_134623014.htm.
13

Luigi Buttiglione, Philip R. Lane, Lucrezia Reichlin and Vincent Reinhart. “Deleveraging? What Deleveraging?” International Center for Monetary
and Banking Studies. September 2014.
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Glossary
Asset Intensity is a measure of the investment required in operating assets (e.g., capital expenditure) to produce a dollar of revenue.
Balance Sheet Liquidity is a company’s assets that can be readily converted into cash within a reasonable amount of time and under normal
market conditions.
Bankruptcy is the state of insolvency by an individual or organization, i.e. an inability to pay debt. (Source: Barron’s Dictionary of Finance and
Investment Terms, 1995)
Basis Point is one-hundredth of one percent, or 0.01%. One percent = 100 basis points and likewise, one half of 1 percent = 50 basis points. Bond
traders and brokers regularly use basis points (commonly referred to as “bps”) to state concise differences in bond yields.
Book Value is the value of an asset as represented in the accounts of a balance sheet. An asset’s book value is typically determined by the
original cost of the asset, less any depreciation, amortization or impairment costs applied against the asset. The book value of a firm is typically
determined by the value of the firm’s assets, less its liabilities. In theory, shareholders would be entitled to the firm’s book value if the company’s
balance sheet was liquidated.
Breakup Value is the aggregate value of a company if each of its parts operated independently, less net liabilities.
Capital Expenditures are the outlay of money to acquire or improve capital assets such as buildings and machinery. Unlike ordinary expenses,
which are typically expensed in the period in which they are incurred, capital expenditures do not pass through the income statement on a realtime basis. Instead, expenditures to purchase or maintain a given asset are “capitalized” as assets on the balance sheet; then those same assets
are “depreciated” over time, according to accounting standards that dicatate the useful life of said assets.
Cash Flow Yield is cash flow generated by an asset during an accounting period divided by the price of said asset.
Chaebols are business conglomerate structures that originated in South Korea in the 1960s, creating global multinationals with huge
international operations. The word "chaebol" means "business family" or "monopoly" in Korean. The chaebol structure can encompass a single
large company or several groups of companies. Each chaebol is owned, controlled or managed by the same family dynasty, generally that of the
group's founder.
Chinese A-Shares are a class of securitized common stock in Chinese companies, traded exclusively on Chinese stock exchanges (i.e., Shanghai
and Shenzhen), and denominated in renminbi, China’s currency. Historically, the renminbi has been subject to strict controls, such that foreign
(i.e., non-Chinese) investors were not able to obtain or use the currency for financial purposes (i.e. savings or investment). Because of this
constraint on the currency, A-shares have historically been inaccessible to foreign investors, de facto: foreigners could not legally obtain renminbi
for investment purposes, and therefore they could not fund any purchase of A-shares. Over the past decade, China has liberalized the use of the
renminbi for investment purposes, allowing selected, large foreign institutions to apply for “Qualified Foreign Institutional Investor” (QFII) status.
Foreign institutions granted QFII status can legally purchase renminbi under a quota scheme, and that renminbi can be used to fund the
purchase of A-shares and other financial assets within China. More recently, China has launched a program known as the “Stock Connect,” or
colloquially, the “through train;” this program allows foreign investors to purchase selected A-shares on the Shanghai or Shenzhen exchanges,
regardless of their QFII status.

A-shares are not to be confused with H-shares (Chinese companies incorporated in China, but listed in Hong Kong) and ordinary Hong Konglisted companies of Chinese origin (Hong Kong incorporated, and Hong Kong-listed, but with substantial economic ties to mainland China). Hshares and Hong Kong-listed companies are available for investment by foreign (non-mainland China) investors; ironically, H-shares are not
necessarily available to domestic Chinese parties, who can only invest in Hong Kong via a regulated scheme called “Qualified Domestic
Institutional Investor” (QDII).
If a Seafarer Fund is invested in Chinese A-Shares, please note the following: 1) any reduction or elimination of access to A-Shares could have a
material adverse effect on the ability of the Fund to achieve its investment objective; and 2) uncertainties regarding China’s laws governing taxation
of income and gains from investments in A-Shares could result in unexpected tax liabilities for the Fund, which could adversely impact Fund
returns.
Concession is a right, usually granted by a government entity, to use property for a specific purpose over a specific time horizon. (Sources:
Seafarer and Barron’s Dictionary of Finance and Investment Terms, 1995)
Correlation is a statistical measure of the degree to which the movements of two variables are related.
Cost Curve is a standard microeconomic graph that maps the quantity of production versus the cost of production.
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Cost of Capital is the rate of return that a business could earn if it chose another investment with equivalent risk – in other words, the
opportunity cost of the funds employed in the context of a given investment decision. (Sources: Seafarer and Barron’s Dictionary of Finance and
Investment Terms, 1995)
Cyclical Downturn is, in economics, a regularly occurring cycle of economic contraction.
Cyclical Expansion is, in economics, a regularly occurring cycle of economic expansion.
Deleveraging is the act of repaying debt, or the act of becoming less reliant on debt. (Sources: Seafarer and Barron’s Dictionary of Finance and
Investment Terms, 1995)
Dilution is the effect on earnings per share and book value per share of the issuance of new shares, conversion of convertible securities, or
exercise of warrants and stock options. Normally, dilution results in reduced earnings per share and book value.
Dividend Yield (Trailing 12-Mo) is a measure of the sum of the dividends paid per share during the trailing 12 months divided by the current share
price.
Europe, Middle East, and Africa (EMEA) is the geopolitical area encompassing mainland countries of Europe, the Middle East, and Africa. This
region is generally accepted as including Iran on the eastern front as well as Russia and the countries of the Caucasus.
Enterprise Value is the aggregate value of a company as an enterprise. Enterprise value is equivalent to the sum of the capitalization of the
company’s debt and its equity. Enterprise value measures how much a potential acquirer would pay to take over the company. (Sources:
Seafarer and Barron’s Dictionary of Finance and Investment Terms, 1995)
Free Cash Flow is operating cash flow minus capital expenditures.
Frontier Markets are countries with investable stock markets that are less established than those in the emerging markets. Frontier markets
generally have lower market capitalizations and liquidity than the more developed emerging markets.
Fundamental Research is analysis of a company’s operations, financial condition and competitive status in order to estimate its market value, or
in order to forecast its future financial or operating performance.
Fungible Operating Assets are operating assets that are mutually interchangeable.
Gross Domestic Product (GDP) is a macroeconomic measure of the value of a country’s economic output. GDP includes only those goods and
services produced domestically; it excludes goods and services produced abroad, even if such goods and services are produced by factors of
production (i.e. companies) owned by the country in question.
Interest Cover Ratio is the ratio of cash flow before payment of interest and income taxes to interest on bonds and other contractual debt.
Interest Rate Liberalization is the relaxation of regulations or rules that constrain banks and other financial institutions in their decisions to set
interest rates. China has been engaged in interest rate liberalization since roughly 2010, when the central bank of that country began to give local
banks greater freedom to set various lending and deposit rates.
Intrinsic Value is the fair value of an asset (such as a company) based on a comprehensive estimate of all aspects of the asset, including both
tangible and intangible factors. An asset’s intrinsic value may differ from its current market value. Typically, the intrinsic value of an asset cannot
be observed with absolute certainty; often, it must be estimated with some error. As a consequence, it is possible for various market participants
to hold differing perceptions of an asset’s intrinsic value. Value investors use a variety of analytical techniques in order to estimate the intrinsic
value of securities in hopes of finding investments where the true value of the asset exceeds its current market value.
J.P. Morgan Emerging Markets Bond Index (EMBI) is an index of dollar-denominated sovereign bonds issued by a selection of emerging market
countries. It is not possible to invest directly in this or any index. (Source: MSCI)
Leverage is the amount of debt capital used to finance a firm’s assets, usually considered or measured in relation to the firm’s equity capital.
Liquidation Value is the residual worth of a business upon its liquidation. Liquidation value is arrived at only after all assets are liquidated (i.e.
sold, or otherwise converted to cash), and after all debts are paid off with the resulting proceeds. A company’s liquidation value may differ from
its book value if the assets and liabilities are liquidated at values that differ from the accounting values carried on the company’s books.
Liquidity is the ability to buy or sell an asset readily and with reasonable volumes without affecting the asset’s price. (Sources: Seafarer and
Barron’s Dictionary of Finance and Investment Terms, 1995)
Macroeconomics is an analysis of a nation’s economy as a whole, using such aggregate data as price levels, unemployment, inflation and
industrial output. (Source: Barron’s Dictionary of Finance and Investment Terms, 1995)
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Moral Hazard is a situation where one party to a transaction has a financial incentive to incur extra risk because that party knows (or reasonably
guesses) that its counterparty will incur the costs or burdens of such extra risks.
MSCI Emerging Markets Currency Index is an index tracking the performance of twenty-five emerging-market currencies relative to the U.S.
dollar. This index measures the total returns of the currencies of countries in the corresponding equity index (MSCI Emerging Markets Index). It
is not possible to invest directly in this or any index. (Source: MSCI)
MSCI Emerging Markets USD Total Return Index is a Standard (large- and mid-cap) Core, Gross (dividends reinvested), free float-adjusted market
capitalization index designed to measure equity market performance of emerging markets. It is not possible to invest directly in this or any index.
(Source: MSCI)
MSCI Korea Index is an index designed to measure the performance of the large- and mid-cap segments of the South Korean market. With 107
constituents, this index covers about 85% of the Korean equity universe. It is not possible to invest directly in this or any index. (Source: MSCI)
MSCI USA Index is an index designed to measure the performance of the large- and mid-cap segments of the U.S. market. With 622
constituents, this index covers approximately 85% of the free float-adjusted market capitalization in the U.S. It is not possible to invest directly in
this or any index. (Source: MSCI)
Operating Assets are the working assets that generate cash flow for a business.
Operating Cash Flow (OCF) is a measure of the cash generated by a company’s normal business operations. There are multiple means to
calculate operating cash flow, but the “indirect method” can be summarized as follows:

OCF = Net Income + Non-Cash Expenses (Depreciation, Amortization) + Losses on Sales of Assets
– Gains on Sales of Assets + Changes in Working Capital
Price Discovery is a free market process by which consenting buyers and sellers discover the price at which they agree to exchange an asset.
Price to Book Value (P/BV) Ratio is the market price of a company’s common shares, divided by the company’s book value per share.
Price to Earnings (P/E) Ratio is the market price of a company’s common shares divided by the earnings per common share. The Price to
Earnings ratio may use the earnings per common share reported for the prior year or forecast for this year or next year (based on consensus
earnings estimates). (Source: Barron’s Dictionary of Finance and Investment Terms, 1995)
Privatization is a process of converting a publicly operated enterprise (i.e., government owned and operated) into a privately owned and operated
entity. (Source: Barron’s Dictionary of Finance and Investment Terms, 1995)
Replacement Value is the cost to replace an older asset with another of similar productivity at present-day prices. (Source: Barron’s Dictionary of
Finance and Investment Terms, 1995)
Retained Earnings are net profits kept to accumulate in a business after dividends are paid.
State-owned Enterprise (SOE) is a legal entity that is created by the government in order to participate in commercial activities on the
government's behalf. A state-owned enterprise can be either wholly or partially owned by a government.
Trademark Value is the worth generated from a distinctive name, symbol, motto, or emblem that identifies a product, service or firm. (Source:
Barron’s Dictionary of Finance and Investment Terms, 1995)
Value Trap is a potentially attractive investment within the guidelines of value investing but one with mitigating (and often unforeseen) factors
that may negatively impact its expected performance.
Working Capital (WC) is funds invested in a company’s cash, accounts receivable, inventory and other current assets, minus current liabilities.
(Source: Barron’s Dictionary of Finance and Investment Terms, 1995)
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The views and information discussed in this commentary are as of the date of publication, are subject to change, and may not reflect
Seafarer’s current views. The views expressed represent an assessment of market conditions at a specific point in time, are opinions only
and should not be relied upon as investment advice regarding a particular investment or markets in general. Such information does not
constitute a recommendation to buy or sell specific securities or investment vehicles. It should not be assumed that any investment will be
profitable or will equal the performance of the portfolios or any securities or any sectors mentioned herein. The subject matter contained
herein has been derived from several sources believed to be reliable and accurate at the time of compilation. Seafarer does not accept any
liability for losses either direct or consequential caused by the use of this information.
ALPS Distributors, Inc. is the distributor for the Seafarer Funds.
Investors should consider the investment objectives, risks, charges and expenses carefully before making an investment decision. This and
other information about the Funds are contained in the Prospectus, which may be obtained by calling (855) 732-9220. Please read the
Prospectus carefully before you invest or send money.
Important Risks: An investment in the Funds involves risk, including possible loss of principal. International investing involves additional
risks, including social and political instability, market and currency volatility, market illiquidity, and reduced regulation. Emerging markets are
often more volatile than developed markets, and investing in emerging markets involves greater risks. Fixed income investments are subject
to additional risks, including but not limited to interest rate, credit, and inflation risks. Value investments are subject to the risk that their
intrinsic value may not be recognized by the broad market. An investment in the Funds should be considered a long-term investment.
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