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The ‘fallacy of extrapolation’ — a natural human tendency to assume  
that current trends will indefinitely continue into the future — can greatly  

affect our decision-making process. 

— Steven Johnson, Farsighted 1

As we watch what’s unfolding in front of us today, we’re concerned that many investors have conflated hope of fast and 
furious growth from the immediate past for durable compounding well into the future. In our view, this is rather problematic, 
mostly because of short term, behavioral changes driven almost entirely by the current pandemic environment and the 
massive amounts of global central bank stimulus that has followed. Because of this, we believe there’s a false sense of 
sustainability which is causing investors to feel that the current, uncharacteristic bouts of higher inflation and rising interest 
rates in developed markets may not have the ill effects that history has shown us.

With this in mind, and recency bias is quite a powerful effect, we can understand why some investors have become 
comfortable with such highly valued companies specifically and even certain sectors more generally. After all, we here 
at GQG have owned some of these names ourselves in the not too distant past. In many cases, rising valuations were not 
a headwind, but very much a tailwind and in a variety of instances, led to superior returns. This phenomenon occurred 
regardless of company profitability. Making things more difficult, in the last decade, if a manager didn’t own such companies, 
there was almost a guarantee that such managers would have underperformed. And if rates remain near zero in perpetuity, 
future earnings are obviously worth more, so at least for a period of time, some of the overall market behavior doesn’t 
appear to be completely irrational. However, based on current consensus, investors may be extrapolating the reality of this 
“overearning” too much into their forward estimates, which in our view, may be too optimistic and therefore, unsustainable. 
In fact, several of these companies have already begun to reset future earnings expectations which led us to part company 
from many of these names over the last 12 months or so.

With this in mind, we feel the market temperature may be dropping. We have already seen some cooling and signs of cracks 
in the latest round of earnings results for several technology and consumer discretionary companies. As the dynamics in 
these sectors begin to shift, we believe it will have major implications for the market as a whole. Therefore, rather than ignore 
the potential storm ahead of us, we have chosen to prepare for the possible winter.

Is Winter Coming?
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We believe such an environment could be marked by prolonged, slightly higher inflation, rising interest rates, massive 
de-rating and a correction of company overearnings, which were fueled by ongoing stimulus programs. Therefore, our 
preparations have us becoming more cautious, and more valuation sensitive, looking for businesses with a higher degree 
of earnings certainty or those where we believe their outlook is much better than consensus. This is not an attempt to make 
some grandiose top-down, macro call. Quite the contrary, we’re simply doing what we always do - following the data on a 
bottom-up basis.

STICKY INFLATION COULD DISRUPT THE OVEREARNING TREND 
Prices have been accelerating throughout 2021 across the globe. Even the chair of the Federal Reserve, Jerome Powell, 
dropped the word “transitory” from recent remarks. However, we believe that the CPI could still be much higher than 
expected for the remainder of 2022. If we are correct, there could be a meaningful impact on corporate profit margins and 
overall spending. Even though we build portfolios on a bottom-up basis, we cannot ignore the macro backdrop in which 
companies operate. Indeed, the granular work our analysts do – both evaluating company results and our non-traditional 

analysis – drives our macro views.

Our portfolio companies are experiencing the inflation that 
you see illustrated in Exhibit 1. Utilizing Atlanta Fed data, as 
highlighted in Exhibit 1, sticky inflation, measured on either a 
3-month annualized basis or a 12-month basis, has leaped off 
the page and is now back in 2006 territory.

If inflation is much less temporary than market participants 
think, and the dreaded “wronger for longer” takes hold, we 
believe equities with the longest duration (think work-from-
home and high-revenue growth companies) could see the most 
downside risk.

Additionally, when we pair the traditional “top-down” metrics of 
inflation, with what we’re seeing and hearing from the bottom- 
up, particularly from shipping companies, and their continued 
bottlenecks, we believe quite a negative cocktail of data is 
brewing.

Therefore, with the backdrop being primed for stickier inflation 
data continuing into 2022 and beyond, we believe that current 
consensus earnings estimates in some areas may be too high. 

EXHIBIT 1: HIGHER FOR LONGER?

Source: Federal Reserve Bank of Atlanta. Data is from January 1, 2006 to November 
1, 2021. The Sticky Price Consumer Price Index (CPI) is calculated from a subset of 
goods and services included in the CPI that change price relatively infrequently. 
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VALUATION INFLATION: PRICE-TO-REVENUE VS. PRICE-TO-EARNINGS 
Even companies that may appear attractive on a price-to-revenue valuation basis – which is the case for many profitable 
technology companies that appear cheap when compared to unprofitable ones – might not be immune, in our view.

To be clear, price-to-revenue can be a useful valuation metric and we have owned some high-multiple names on that basis 
over the years. Fast growing companies overinvest in their business with the expectations being that margins should come 
through over time as they achieve scale. The problem is that too often investors inflate the usefulness of price-to-sales (i.e., 
revenue) as a metric and assume every software company can grow into its potentially high valuation.

This is a major fallacy, says Orlando Bravo of Thoma Bravo, a successful software investor with over 230 deals under his belt 
over the last two decades.

It’s not unusual to hear investors mistakenly say, “This company’s growing really fast now. It’s $200 million in Annual 
Recurring Revenue (ARR), which is plenty of scale by the way to run it profitably, and I’m going to model what management 
told me, which was a 30% operating margin in year four. I understand why they’re losing a lot of money now is because 
they’re growing at 50%,” Bravo said in a recent podcast.2

“But see, the operating world doesn’t work that way,” Bravo adds. “That company in year four is not all of a sudden going to 
change how they plan, how they think about initiatives, how they tell their direct reports what’s important and what’s not. It 
just doesn’t work that way. They’ ll never get there. You’ve got to start now to get there.”

Valuation inflation, however, in our view is not just found with technology companies. We are also seeing valuation inflation 
in other sectors. For example, take a look at a well-known Swiss construction company, Sika, with CHF 9 billion (9 billion 
Swiss francs) in revenue.

We believe the company remains an impressive business as it continues to benefit from infrastructure spending as well as 
the energy transition. However, the company trades at a P/E of ~45x, and we believe they’re likely to face slower earnings 
over time due to base effects. Even though the anticipated growth rate for the next couple of years is attractive, in our view, 
we still believe that over time, growth will slow, and the valuation will ultimately reflect this well in advance of that decline.

Our concern is that many companies may be impacted by an overall deflating of their price-to-fundamental multiples, even 
though they may be great businesses. For example, after the tech bubble burst, Cisco Systems went from ~25x price to sales 
to around 4x prices-to-sales despite delivering on its promise to essentially build the infrastructure that makes the internet 
function. The peak market cap of Cisco Systems at the time was ~US$500B and yet now, more than 20 years later, it’s only 
$230B, despite delivering strong earnings growth! Markets had already moved on to perceived greener pastures. Imagine 
what the valuations of several large technology stocks may look like if something similar were to happen today? 
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YESTERDAY’S LOSERS COULD BE TOMORROW’S WINNERS 
We believe cracks are becoming more visible as the sensitivity to earnings/guidance misses seems to have increased lately, 
as exhibited by strong stock price declines from recent winners – particularly high revenue growth software companies. 
For example, DocuSign fell over 40 per cent in one day in December when the company missed analyst expectations on 
revenue guidance.3

Should these type of “growth miss jitters” continue, and we think it’s quite likely that they will, we believe that companies that 
have been underearning more recently could be the biggest beneficiaries going forward.

For example, we see a variety of global beverage companies, with strong category share and well-known brands, that 
could achieve sustainable 7-10 per cent earnings growth while currently trading at less than 18-20x forward earnings. These 
companies were hit on the “on-trade” side of the business, given the closing of bars and restaurants during the depths of 
Covid, and are just now starting to recover.

Similarly, some utilities which we believe can deliver 6-8 per cent earnings per share growth with a high degree of certainty 
and a secure dividend yield of 3-5 per cent are now trading at 15-20x forward earnings. In our view, a highly dependable, 
low double-digit total return profile, exhibits far less risk today than many high-flying companies, trading at 15-30x 2022 
revenue, or higher, despite the expectation for decelerating revenue growth to pre-Covid rates.

We believe this adaptability to reposition our portfolios is a hallmark of our process. We try to avoid dogmatism. In our view, 
a high-quality company can become a low-quality investment if you pay too much for it.

ADAPT AND REACT 
The common theme you can probably notice here, whether we are looking at developed or emerging markets, technology 
or energy names, is that we are always trying to avoid the bias that inevitably falls from anchoring. While we want to learn 
from history, we also want to be careful not to anchor too much on what worked, and didn’t work, in previous years.

So, for 2022, we will keep reading, reviewing, and rethinking what’s before us and go where the data leads us. We hope you 
do the same. 

As always, thank you for your continued support.

Rajiv Jain 
Chairman & Chief Investment Officer 
GQG Partners LLC
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DEFINITIONS

Earnings per share (EPS) is the monetary value of earnings per outstanding share of common stock for a company.

Price-to-earnings (P/E) is the ratio of a company’s share price to the company’s earnings per share.

Price-to-sales (P/S) is the ratio of a company’s stock price to its revenues.
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IMPORTANT INFORMATION
The information provided in this document does not constitute investment advice and no investment decision should be made based on it. Neither the infor-
mation contained in this document or in any accompanying oral presentation is a recommendation to follow any strategy or allocation. In addition, neither is a 
recommendation, offer or solicitation to sell or buy any security or to purchase of shares in any fund or establish any separately managed account.  It should not be 
assumed that any investments made by GQG Partners LLC (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, regu-
latory 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 of 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. 
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.    
Where referenced, the title Partner for an employee of GQG Partners LLC indicates the individual’s leadership status within the organization. While Partners hold 
equity interests in GQG Partners Inc., as a legal matter they do not hold partnership interests in GQG Partners LLC or GQG Partners Inc.
GQG Partners LLC is a wholly owned subsidiary of GQG Partners Inc., a Delaware corporation that is listed on the Australian Securities Exchange.
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NOTICE TO AUSTRALIA & NEW ZEALAND INVESTORS
The information in this document is issued and approved by GQG Partners LLC (“GQG”), a limited liability company and authorised representative of GQG 
Partners (Australia) Pty Ltd, ACN 626 132 572, AFSL number 515673. This information and our services may only be provided to wholesale clients (as defined 
in section 761G of the Corporations Act 2001 (Cth)) domiciled in Australia. This document contains general information only, does not contain any personal 
advice and does not take into account any prospective investor’s objectives, financial situation or needs. In New Zealand, any offer of a Fund is limited to 
‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1 of the Financial Markets Conduct Act 2013. This information is not intended to be dis-
tributed or passed on, directly or indirectly, to any other class of persons in Australia and New Zealand, or to persons outside of Australia and New Zealand.

NOTICE TO CANADIAN INVESTORS
This document has been prepared solely for information purposes and is not an offering memorandum nor any other kind of an offer to buy or sell or a solici-
tation of an offer to buy or sell any security, instrument or investment product or to participate in any particular trading strategy. It is not intended and should 
not be taken as any form of advertising, recommendation or investment advice. This information is confidential and for the use of the intended recipients only. 
The distribution of this document in Canada is restricted to recipients in certain Canadian jurisdictions who are eligible “permitted clients” for purposes of 
National Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations.

NOTICE TO SOUTH AFRICAN INVESTORS
Investors should take cognisance of the fact that there are risks involved in buying or selling any financial product. Past performance of a financial product 
is not necessarily indicative of future performance. The value of financial products can increase as well as decrease over time, depending on the value of the 
underlying securities and market conditions. The investment value of a financial product is not guaranteed and any Illustrations, forecasts or hypothetical 
data are not guaranteed, these are provided for illustrative purposes only. This document does not constitute a solicitation, invitation or investment recom-
mendation. Prior to selecting a financial product or fund it is recommended that South Africa based investors seek specialised financial, legal and tax advice. 
GQG PARTNERS LLC is a licensed financial services provider with the Financial Sector Conduct Authority (FSCA) of the Republic of South Africa, with FSP 
number 48881.

NOTICE TO UNITED KINGDOM INVESTORS
GQG Partners is not an authorised person for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and the distribu-
tion of this document in the United Kingdom is restricted by law. Accordingly, this document is provided only for and is directed only at persons in the United 
Kingdom reasonably believed to be of a kind to whom such promotions may be communicated by a person who is not an authorised person under FSMA 
pursuant to the FSMA (Financial Promotion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in matters relating to 
investments; and (b) high net worth bodies corporate, partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO. The services 
provided by GQG Partners and the investment opportunities described in this document are available only to such persons, and persons of any other descrip-
tion may not rely on the information in it. All, or most, of the rules made under the FSMA for the protection of retail clients will not apply, and compensation 
under the United Kingdom Financial Services Compensation Scheme will not be available. 
GQG Partners (UK) Ltd. is a company registered in England and Wales, registered number 1175684. GQG Partners (UK) Ltd. is an appointed representative of 
Sapia Partners LLP, which is a firm authorised and regulated by the Financial Conduct Authority (“FCA”) (550103).

© 2022 GQG Partners LLC. All rights reserved. Data and content presented is as of December 31, 2021 and in US dollars (US$) unless otherwise stated.
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