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With world stock markets making new highs this month, we have seen the switch back
to value, that started in mid-August, blunted once again as momentum and growth
take the lead once more. Overall, this has been a difficult year for value investors,
especially those who provide, as one consultant described us recently, “proper value”.

As stock-driven, bottom-up investors we ignore the make-up of the indices to which
our performance is often compared. Most commonly this comparator is either MSCI
World or MSCI All Country World, but often style comparators such as MSCI
World/ACWI Value are used. MSCI’s index construction method means that country
weights for the Value and Growth versions of its indices are similar no matter whether
one market like the US, is historically expensive or not.

The chart below compares the Oldfield Partners global equity strategy to the top 20
stocks in the MSCI ACWI Value index. The first take-away is that all but one of the
stocks are from the US.

The combination of the desire to have equal market sizes of the value and growth
portions of the index at a country level and the relative lack of earnings growth at
companies like Procter & Gamble (yet still valued at 25 times one year forward
earnings!), Walt Disney (28 times) and Coca-Cola (25 times) sees them assigned to
the value index. Looking through this list one is struck by how high the valuation
multiples of many of these stocks are with seven of them having one-year forward
price earnings ratios of more than 20 times and seven with price to book ratios of more
than four times. When value is out of favour, these ‘value’ stocks will tend to perform
better than “proper” value companies on much lower valuations.

The evolution of Warren Buffett’s investment style away from his mentor Benjamin
Graham towards that of his business partner, Charlie Munger, led to a broadening of
the ‘church’ of value investing. We are aware that the last decade of poor relative
performance for value has stretched the breadth of the value ‘church’ more widely still.
We have not altered our views on what constitutes value, looking for essentially sound
companies valued lowly in absolute terms and relative to their own histories where
expectations are already low. We accept that much of the time, because of the mix of
stocks in the portfolio, the return on equity of the portfolio will tend to be a bit lower
than that of MSCI World. The reasons for this vary by stock but we are often attracted
to companies that are under-earning after a problem or mis-step and are now in
recovery mode while others, like many of our Japanese holdings past and present,
have inefficient balance sheets full of underappreciated assets such as developable
land or holdings in listed companies, that their reported returns on equity are low
despite acceptable returns on equity from their operating businesses. Back over time
our portfolio ROE has varied, reflecting which areas of the market were cheap — in
2006 our portfolio was characterised by high ROE companies because they were
unusually cheap while today, they patently are not.




Weight PJE P/BV P/CF  P/Sales

OF Global Strategy 121 L0 6.3 0.7
Top 20 MSCI ACWT Value 15.2 31 1.7 31
IPMORGAN CHASE 171 12.8 L7 10.7 1.6
JOHNSOMNEJOHNSOMN L&E 15.8 £9 15.4 LA
FROCTER & GAMELE 124 4.8 5.6 19.3 43
BANE OF AMERICA 120 12.0 12 121 33
EXXON MOBIL CORP 118 25.0 L6 10.5 11
BERKSHIRE HATH-B 118 211 13 NiA LG
ATETINC 112 10.5 L4 5.6 15
WALT DISNEY CO L1 7.6 28 3.0 313
INTEL CORP 105 12.6 14 g1 1.6
VERIZON COMMUNIC 101 12.5 42 6.0 LG
WELLS FARGO & CO 0.92 12.2 L4 Ly .7
MERCK & CO 0.91 16.9 B.4 142 L8
CHEVRON CORP 0.91 18.3 L4 7.9 15
COCA-COLA COyTHE 0.89 25.4 157 5.4 6.2
FFIZER INC 0.87 131 7 10.5 41
COMCAST CORP-4 0.82 145 15 77 L8
CISCO SYSTEMS 0.79 140 5.2 13.4 3.8
PEPSICO INC 0.77 2.6 13.4 19.1 28
CITIGROUP INC 0.69 0.8 0.9 8.4 2.2
WALMART INC 0.60 243 &b 13.4 0.6

Would raise the overall valuation Figure 1: MSCT ACWIT @ 29th Nov 2019. Source:
of the portfolio MSCI & Bloomberg. One year forward metrics

using Bloomberg consensus. Stocks shown in
Would lower the overall valuation =~ BOLD are held in OP's Global Equity strategy.
of the portfolio
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The value of all investments and the income from them can go down as well as up;
this may be due, in part, to exchange rate fluctuations. Past performance is not
necessarily a guide to future performance.
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