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One of life’s great under appreciated advantages… the blank 

sheet of paper
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The stages of retail
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Big Brand Inc: a very 20th Century phenomenon?

Pre-industrial 

revolution 

“Brands” used for live-

stock identification

1850-onward

Consumer product 

brands emerge = 

+++consumer utility

1950-60s

Advances in human psychology, exploited 

by marketers and distributed by new tech 

(TV), turbo charge Big Brand Inc. Small 

Brands ‘can’t buy a part of it’

2000s - 2015

Peak Brand? Financial-orientated Big 

Brand Inc management teams 

succumb to Margin Fanaticism….

Source: Hosking Partners

1960s-90s

Grocers & shopping malls establish unbeatable Big 

Brand Inc distribution. Elysian Fields of Emerging 

Markets = +++growth

The Decline of Big Brand Inc?

• Mobile eats the world = distribution & TV 

mindshare monopoly ends

• 3bn smartphones = global price/quality transparency

• Retail profit pools plunge = no longer a partnership

• Private Label boom = retailers become brands

• The birth of Great Product Inc.

• Amazon….your margin is my opportunity hits CPG 

Brands….

Corner store
Department store

Malls

Big box Internet?



Total shareholder 

returns
Revenue growth

9.3% -0.3%

11.6% 0.0%

6.3% -2.5%

14.5% -1.1%

10.7% -1.9%
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Source: FactSet, Company accounts. Values as of June 2017.

Quality compounders? Or leaky moats?

Five year CAGR



High ROCE

Greater 
advertising 

power

Monopolise 
expensive linear 

media

“Push” 
consumers into 

products

Dominant 
limited shelf 

space

Pricing power

Increased scale

New School

SHAREHOLDER CENTRIC

Source:  Hosking Partners.
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BIG 

BRAND

Inc

Old School

CONSUMER CENTRIC

Consumer actually 
“likes” product

Good for you!

Consumer 
advocacy

“Try new stuff” 
culture

Social media low 
or zero cost

More customers

GREAT 

PRODUCT 

Inc

A Brand New World
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Great Product Inc = The Dollar Shave Club 
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Source: https://www.youtube.com/watch?v=ZUG9qYTJMsI

$5,000 dollars = 25m views



81%

17%

3%

Gillette Schick Other

54%

15%

12%

19%

Gillette Schick Dollar Shave Club and Harry's Other
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A “moat” is breeched in just 5yrs. US razor market shares 

Source: Advertising Age, Wall Street Journal, Hosking Partners. Dollar Shave Club  - “Our Blades are F***ing Great https://www.youtube.com/watch?v=ZUG9qYTJMsI 

Data for US market shares

2011 2016

Company Year Founded

Dollar Shave Club 2011

Harry’s 2012

Bevel (Walker & Co.) 2013



9

Source:  The Duppy Share.

The Duppy Share – millennial fun!



“When TV advertising first arrived….it was an unbelievably powerful

thing….if you were Proctor & Gamble, you could afford to use this

new method of advertising. You could afford the very expensive cost

of network television because you were selling so damn many cans

and bottles. Some little guy couldn’t. And there was no way of

buying it in part. Therefore, he couldn’t use it. In effect, if you didn’t

have a big volume, you couldn’t use network TV advertising which

was the most effective technique. So when TV came in, the branded

companies that were already big got a huge tail wind. Indeed, they

prospered and prospered and prospered until some of them got fat

and foolish, which happens with prosperity.”
- Charlie Munger, University of Southern California Business School, 1994
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Source: Charlie Munger, University of Southern California, Business School 1994.

The Wisdom of Charles T. Munger
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Share price
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The brand:retailer profit split over the last 20 years has gone from 2.5:1 to 10:1 

Big Brand Inc – just too greedy?

Source: Bernstein Research, FactSet, *Hosking Partners Estimate

Retailer versus manufacturer operating profit distribution over 20 years

19%
10% 8%

49%
75% 80%

32%

15% 12%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

1 2 3

Retailer Manufacturer Other

1998 2008 2016*



13

Campbell

58.8%

All other branded

27.1%

Private Label

14.1%

US Soup 52 Week Market Share 

Category Campbell AO Branded Private Label

Dollar Share Change NA +0.2 ppts -1.5 ppts +1.3 ppts

Dollar Sales Change -0.4% -0.1% -5.6% +9.8%

Source: Campbells/IRI Total U.S Multi-Outlet. For 52-week period ending 30 July 2017. 
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£13.99 £16.92

£21.99£11.99

£0.50 £1.50

Alexa, get me some batteries, 

coffee, washing-up liquid and 

nappies.

£4.00£2.19

Technology changes everything!

Retailers are becoming the Brands – at half the cost!

Source: FactSet. Prices as of 24 Jul 2017
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A Brand-less future…?

• Based in San Francisco, Brandless is a “group of thinkers, 

eaters, doers, and lovers of life with big dreams about 

changing the world.” Their mission is “deeply rooted in 

quality, transparency, and community-driven values. 

Better stuff, fewer dollars. It's that simple.”

• “We've created a thoughtful, irresistible selection of the 

food and household products you reach for every day. 

Searching far and wide for high-quality materials and 

healthy ingredients, everything that's Brandless is also 

bad-stuff-less and goodness-ful.

• BrandTax™ is the hidden costs you pay for a national 

brand. We've been trained to believe these costs 

increase quality, but they rarely do. We estimate the 

average person pays at least 40% more for products of 

comparable quality as ours. And sometimes up to 370% 

more for beauty products like face cream. We're here to 

eliminate BrandTax™ once and for all.”

www.brandless.com

Source: Brandless.com. 



16

It took 18 years for KO to regain its 1998 high. 

Compounded total shareholder return since 1998 for KO = 3.0% vs. S&P 500 = 6.2%.

Great Brands = Great Investments?

Source: FactSet. Data as of 31 August 2017.
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1. Avoid, or sell-short, Big Brand Inc.

2. “The Four” are clear winners… but how much is in the 

price?

3. Wal-Mart – and perhaps other grocery stores – are not done 

yet. Low valuations of depressed profits? 

Investment implications
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Who owns the customer?

Source: Hosking Partners, Bloomberg. Values as of 31 August 2017.
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Wal-Mart – a second mover advantage in grocery?

Books

Entertainment

Electronics

Toys

Sports

Grocery
0

10

20

30

40

50

60

70

80

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

e
C

o
m

m
e
rc

e
p
e
n
e
tr

at
io

n
 (

%
)

eCommerce penetration by category



Appendix



21

Future Inc. = Dominant market narrative 

Source: Hosking Partners, company filings.
1 As of H1 2017.

Future Inc. sells 
‘The Future’, active 
fund managers bid 

up valuation

Future Inc. attracts 
the best tech talent 
through attractive 

stock based 
compensation – a 
millionaire factory!

Talent responds to 
‘The Future’ 
incentive and 

innovates new stuff

Passive/ETF funds 
augment upward 

stock price 
momentum

Valuation rises, 
talent locked in, 

ever lower interest 
rates increases NPV 

of ‘The Future’ 
profits

10% of Amazon’s revenues are issued to staff in stock based compensation.1
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Imagine being paid in this!

“Jeff Bezos is the most remarkable business person of our age”. Warren Buffett



retail 
competitors

sales 
$500bn

sales $35bn

sales $55bn

sales $80bnsales $30bn

sales $10bn

sales 
$120bn
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“Prediction is very difficult, especially if it’s about the future”

AWS 
competitors

sales $88bn

sales 
$104bn

sales $10bn

sales $77bnsales $40bn

sales $35bn

sales $2bn

Quote: Niels Bohr

Source: Hosking Partners, Bloomberg. Logos copyright respective entities.

Amazon’s competitors
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Is Amazon a capital-light business?

Source: Hosking Partners, Jefferies, Oppenheimer. Note: Capex includes capital leases and build-to-suit leases.
1 Incremental sales / capex provides a window into the $ amount of capex required to generate each $ of sales. In the early 2000’s this multiple was ~20x vs current of ~3x.
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Retail

AWS

"The Future"
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Amazon Enterprise Value

"The Future“ valued at $435bn?

Assume +3x sales to $50bn and peak IBM valuation 

of 2x EV/Sales

Assume +3x sales to $408bn, and current Wal-Mart 

multiple of 0.55x sales

Future Inc.  What’s in the price?

Source: Bloomberg, Hosking Partners.
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BAC Deposit Base

Deposit base Despoits added post-GFC

BAC earns just 6 bps on $1 

trillion of deposits vs-post 

WW2 average US 10 year yields 

of 600 bps

Each year, BAC is adding  a 

bank the size of Zions Bank to 

its deposit base ($55 billion) 

while simultaneously closing 

branches

Bank of America: the Facebook of the next market cycle?

Source: Bloomberg, Hosking Partners.
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Forgotten gems of the GFC – TARP Warrants
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Capital returns drive enhanced value in Bank of America TARP warrants

Note: These warrants allow the holder to purchase one BAC share, currently priced at $25.0.  The current market price for these warrants is $12.6.  * Hosking Partners forecasts.  

Source: FactSet, Hosking Partners.
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2010-2017

Post-CCAR dividend adjustments

2017-2019*
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Portfolio construction: artisanal, not ETF-able

Source: Wikimedia (https://upload.wikimedia.org/wikipedia/commons/5/53/Korea-Gyeongju-Potter-03.jpg)

• PMs guided by established set of 

mental models

• But these are not treasure maps…!

• Individual PM stock-picking adds alpha

• Over-lappers and schadenfreude boost 

overall portfolio via dollar-cost 

averaging and increasing weight of 

‘good’ ideas 
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GLOSSARY OF TERMS

Number of securities - total number of stocks held in the portfolio or index. Weighted Average - calculated by the sum of multiplying the metric by the weight of each stock, then dividing that number by the sum of

the weight of each stock. Harmonic Average – this figure is used to discount the effect of extreme outliers on the mean figure. A weighted harmonic average has been used to calculate the P/E, PB and P/S

ratios. Market cap - the equity market value of a stock held in the portfolio or index. It is calculated by shares outstanding times the stock price. Market capitalisation is based on the ultimate parent company, if not this

is not available then it is based on the security listing. Price to Earnings using FY1 Est - a ratio to compare a stock’s price and its earnings per share using the FYI EPS estimate. It is calculated by dividing the price per

share by the EPS estimate. Price to Book - a ratio used to compare a stock's market value to its book value. It is calculated by dividing the stock price by the latest quarter's book value per share. Price to Sales - a ratio

that compares a stock’s price to its revenues. It is calculated by dividing the stock price by the sales per share. Dividend Yield - a ratio that indicates how much a company pays out in dividends each year relative to its

share price. It is calculated by dividing the dollar value of dividends paid in a given year per share of stock held by the dollar value of one share of stock. Net Margin - a ratio of net profits to revenues which shows how

much of each dollar earned by the company is translated into profits. It is calculated by dividing net profit over revenue. Emerging markets exposure - percentage of the portfolio held in emerging market stocks.

Active Share - measures the degree of active management and is calculated as by the sum of the absolute difference in weight of the portfolio and index, divided by 2. Cash excluded.

RISK

Hosking’s strategy focuses on equities and equity-type securities primarily traded publicly on global markets. Hosking’s strategy involves a risk of loss that clients should understand and be prepared to bear. Hosking will

provide details of material risks prior to a client investing with Hosking. Such risks include

Valuation Risk - Hosking may invest in securities that are either unlisted or de-listed, have had their trading or listing suspended or which are otherwise thinly traded. It may not always be possible to obtain a reliable

valuation and any discrepancy between the valuation applied to such securities and the value they may realise may adversely impact the value of the client’s portfolio and any fees calculated by reference to the value or

performance of the client’s portfolio. Counterparty, Settlement and Credit Risk - Counterparty risk is the risk of loss caused by the failure of a counterparty to meet its obligations, including the risk that a party my

default in its payment obligations and settlement failure. Where Hosking invests in fixed income securities, derivatives and synthetic securities, clients may be exposed to the risk that the issuer or counterparty may default

under the terms of such securities or instruments. Settlement risk is generally mitigated by the fact that transactions are usually on a delivery versus payment basis. However settlement in some countries (for example

Russia) may not be on a delivery versus payment basis. Market Risk - Investments are subject to normal market fluctuations, short-term price volatility and the risks inherent in the purchase, holding or selling of such

instruments and there can be no assurance that appreciation will occur. Volatility Risk - Hosking may invest in securities on behalf of its clients that are highly volatile. Price movements may be adversely influenced by,

among other things, interest rates, changing supply and demand, trade, fiscal, monetary and exchange control programmes and policies of governments and national and international political and economic events and

policies. Strategy Risk - There is no guarantee that the strategy Hosking follows will prove successful. The investment opportunities Hosking seeks to exploit may in time become limited, making the pursuance of the

strategy either impractical or uneconomical. Undervalued Securities - Hosking may invest in securities on behalf of clients that it considers to be undervalued. The identification of such opportunities is a difficult task

and there is no assurance that these opportunities will be successfully recognised. While investments in undervalued securities offer potential for above-average capital appreciation, they also involve a higher degree of

financial risk and can result in substantial losses. Returns may not adequately compensate for the business and financial risks assumed. There is also no assurance that such securities are in fact undervalued. Clients may be

required to hold such securities for a substantial period of time before realising their anticipated value. During this period a portion of a client’s capital would be committed to the securities purchased thus preventing

investment in other opportunities. Illiquid Securities - Clients’ assets may include a significant proportion of securities and other instruments for which no market exists and/or which are restricted as to their

transferability and/or are unlisted or thinly traded. The ability to acquire or dispose of such investments at a price and time which Hosking deems advantageous may be impaired and sale of any such investments may be

possible only at substantial discounts. Clients may therefore be prevented from liquidating unfavourable positions promptly which may lead to substantial losses. Currency Risk - A significant proportion of a client’s

portfolio will be invested in securities denominated in currencies other than the client’s base currency. The value of such investments and any income received may fall in value against the client’s base currency and

currency fluctuations may increase (as well as reduce) any fees calculated by reference to the value or performance of the client’s portfolio. Dependence on the Manager and Key Persons - The successful

implementation of Hosking’s investment programme depends to a large degree on the skill and acumen of Hosking, its members, officers and employees. If Hosking were unable to attract and retain suitable staff or such

resources became unavailable this could have an adverse impact on the performance of client portfolios. Political and / or Regulatory Risks - The value of clients’ assets may be affected adversely by uncertainties such

as international political developments, changes in government policies, changes in taxation, restrictions in foreign investment and currency repatriation, currency fluctuations and other developments in the laws and

regulations of countries in which investments may be made. Performance Fee - Hosking is remunerated by way of a performance fee based on the performance of client portfolios (including net realised and unrealised

gains and losses). As a result, performance fees may be paid on unrealised gains which may subsequently never be realised. In addition, performance fee may create an incentive for Hosking to make investments that are

riskier or more speculative than would be the case if there was no performance fee in place.
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Emerging and Frontier Markets - Hosking invests in emerging and frontier markets, which involves additional risks, such as failed or delayed settlement of securities transactions and risks arising from the local practices

relating to the registration and custody of securities which may mean that client assets are not effectively segregated and may expose clients to the credit and counterparty risk of the sub-custodian, broker or other agent

or nominee, in whose names such assets are recorded. In addition, companies in emerging markets may not be subject to as rigorous a level of disclosure, regulatory, accounting, auditing and financial reporting standards or

the same level of government supervision and regulation as in more developed markets. The standards of corporate governance applicable to companies in certain emerging and frontier markets may not be as stringent or

as comprehensive as the corporate governance rules in developed markets. Investors in companies in emerging and frontier markets may experience difficulties in enforcing their rights and protecting their investment or

such enforcement may be arbitrary and unpredictable. Government involvement in the economy may adversely affect the value of investments in certain emerging markets and the risk of political instability may be high. The

reliability of trading and settlement systems and a lack of liquidity and efficiency in certain of the stock markets or foreign exchange markets in certain emerging and frontier markets may mean that Hosking may experience

difficulty in purchasing or selling securities in such markets. Use of Participatory Notes and other Synthetic Securities and Investments - Hosking may make use of participatory notes and other synthetic

securities to obtain exposure to an equity investment in a local market where direct ownership is uneconomic or is otherwise restricted. Participatory notes and other synthetic securities and investments involve additional

risks, including risk that the issuer of such instruments may default in the performance of its obligations including making any payments due to Hosking’s clients, the risk that clients will not have the benefit of the rights

which a holder of the security would have (including voting rights), and the risk that the trading price or value of a participatory note or other synthetic security or investment will not reflect the value of the underlying

equity security and/or the return on participatory notes and other of synthetic securities and investments will be reduced by the fees payable to the issuer.

CONFLICTS OF INTEREST

In the course of managing investments for its client, circumstances may arise in which Hosking is potentially subject to conflicts of interests between Hosking and its clients and between different clients of Hosking.  The 

situations in which a conflict of interest may arise include:

• Where Hosking executes trades for more than one client, including aggregated trades and cross transactions;

• Where Hosking places orders with brokers under the influence of favourable fees or commission rates or other benefits (such as broker hospitality);

• Where Hosking makes a trading error;

• Where a member or employee of Hosking places a personal trade ahead of a client transaction or has an outside interest which may conflict with the interests of Hosking and/or its clients;

• Where Hosking’s remuneration or the remuneration arrangements for a member or employee of Hosking encourages behaviour which is not in the interests of clients;

• Where Hosking is required to provide valuations of certain investments which may influence the performance track record and fees paid to Hosking;

• Where Hosking is required to exercise rights on behalf of clients;

• Conflicts arising where clients invest via a pooled fund (such as liquidity terms and preferential treatment) or where clients with differing fee arrangements are managed “side by side”.

Hosking has put in place policies and procedures to prevent such situations arising and/or to manage any conflicts of interest which arise in the course of its business, including the procedures under its Conflicts of Interest 

policy, Best Execution and Aggregation and Allocation Policies, Gifts & Entertainment Policy, Trade Error Policy, Remuneration Policy, Voting Strategy Policy and Personal Account Dealing Policy.  Where Hosking considers 

there are no other means of managing a conflict or where the measures in place do not sufficiently protect a client’s interests, the specific conflict will be disclosed in writing to enable the client to make an informed 

decision whether to continue with the Hosking’s services in that particular situation. 

A copy of our Conflicts of Interest Policy is available upon request.


