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Value investing

HOW £27,000 INVESTED IN 27 SHARES HAS GROWN
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flooded back into the
stock market, particu-
larly into cheap-look-
ing shares. Again, we
were in the sweet-spot,
having selected com-
panies with high earn-
ings yields and low
long-term p/e ratios.
These observa-
tions are supported by
research from invest-
ment bank Morgan
Stanley. It looked back
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Many pundits feared a depression to
rival the Great Depression of the 1930s.
Investors were selling shares indis-
criminately, but the worst kind of share
to own then would have been shares
in companies with dodgy finances that
only make money when the economy is
benign. Such companies might not make
it through a depression.

Confidence returns

As we had excluded heavily indebted
companies with inconsistent profits
from the portfolio, it was, to a degree,
protected from the worst of the bear
market.

Then investors started to regain con-
fidence, perhaps in response to attempts
by governments around the world to
stimulate their economies, and money

ket cycle to establish

which factors drove it.
The bank found that value factors
like Graham’s first five criteria produced
the highest returns from March 2003 to

As we excluded
heavily indebted
companies, our
portfolio was, to a
degree, protected

December 2004, in the early stage of the
recovery, and in the middle stage of the
bull market from January 2005 to Sep-
tember 2006.

However, at the peak of the bull
market between October 2006 and
November 2007, investors became more
confident - overconfident in fact - and

Ultimate bargains

Visit http://blog.iii.co.uk/cvs for a list

of our current classic value shares. In last
year’s article we published a list of net-
nets: Benjamin Graham's ultimate bargain
shares. They returned an average 126 per
cent. Visit http://blog.iii.co.uk/nn for the
performance of each company and our
analysis.

companies exhibiting high growth
characteristics, such as expected future
profits, did best. During the bear market
from December 2007 balance-sheet fac-
tors, predominantly low levels of debt,
produced the best returns.

It’s easy to conclude that the best
strategy is to switch from cheap com-
panies to high-growth companies as
the market’s peak approaches, and
exchange all the growth companies for
companies with strong balance sheets
before it crashes, loading up with cheap
shares again when it bottoms.

But imagine how difficult that would
be. It might look obvious now that prices
were too high in November 2007 and too
low in March 2008, but it didn’t then, not
to most investment bankers at any rate.

A more conservative strategy is to
insist on value and strong finances all
of the time. It may not do as well as a
growth strategy during the go-go years,
but the rest of the time — which is most
of the time - it’s a winner. @

Richard Beddard is companies and markets editor
of Interactive Investor (www.iii.co.uk)

Sleuth’s Thrifty 30

umn, | manage the Thrifty 30

model portfolio, which uses
a strategy that borrows heav-
ily from Graham. It is also a
portfolio of cheap shares in
strong companies, but | use
different criteria to select
them. Like James Montier, |
use the 10-year p/e ratio.

That's not as radical as it may
sound. Graham often advocated the
long-term p/e ratio, and academic
research demonstrates it produces

I n my regular Share Sleuth col-

Games Workshop's World
of Warcraft figures and,
right, eco houses built

with materials supplied
by Alumasc

higher returns than the POPE (Plain
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Old p/e). | also use the F_Score, a
measure of financial strength that
encompasses debt and eight other
factors, including some of Graham's
discarded risk factors.

Then | make common-sense
judgements about the company’s
business, and whether it will con-
tinue to prosper. That's the bit I'm
least confident about. Although
Share Sleuth has made way for

this special report, | have been
updating the Thrifty 30 on

a weekly basis. See http:/
blog.iii.co.uk/about-the-
thrifty-30/ for the latest port-
folio and links to profiles of the
companies in it.

The F_Score: http://blog.iii.
co.uk/piotroski/

The long-term p/e ratio: http://
blog.iii.co.uk/Itpe/

THEEVOLVING THRIFTY 30
PORTFOLIO

EPIC | Cost | Value Return

now %
Current holdings £
Alumasc ALU 999, 994 0
Anite AEE | 1,000 985 -2
Castings CGS 999 912| -9
Chime Communi-
o CHW | 1,000 1,158 16
Clarke (T) CTO 1,000 967 -3
Dart DTG | 1,000 985 -2
Dewhurst DWHT 998 1,012 1

Games Workshop | GAW 998 974 | -2
Haynes Publishing HYNS =~ 999 1,205 21

;‘e"c'ﬂﬁflogy HDT 999 1,078 8
OPD OPD 1,000 1,324 32
Printing.com PDC | 1,000/ 1,125 12
Quadnetics QDG 999 971| -3
Ricardo RCDO = 999 965 | -3
Solid State SSP | 1,000 800 -20
Waterman WTM 1,000/ 1,118 12
;';gf;i'n‘;s"ent 15988 16572 4

Cash 14,082
Total portfolio 30,000 30,654 2
Source: http://blog.iii.co.uk/about-the-thrifty-30/

moneyobserver.com



