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What is Value Investing ?



The Father of Value Investing

Benjamin Graham (1894-1976)
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Based on PE Ratio









• P/E = price / earning per share (epsTTM)

• CAPEk = price / (eps-1 + eps-2 + … + eps-k)
 

• P/B = price / book value

• ROE = eps / book value 

Important Variables
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"It's far better to buy a wonderful company at a fair 
price than a fair company at a wonderful price.” 
– Warren E. Buffett
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"I would never spend a lot of time valuing declining 
businesses. The same amount of energy and 
intelligence brought to other businesses is just going 
to work out better.” – Warren E. Buffett
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“In other words, the market is not a 
weighing machine, on which the value of 
each issue is recorded by an exact and 
impersonal mechanism, in accordance with 
its specific qualities. Rather should we say 
that the market is a voting machine, 
whereon countless individuals register 
choices which are the product partly of 
reason and partly of emotion.”

Graham and Dodd (1951) 



• High risk - high return (CAPM) ความเส่ียงมาก ผลตอบแทนคาดหวังก็มากตาม
• Overreaction การแตกตื่นจนเกินควรของนักลงทุน
• Loss aversion ความรู้สึกแย่เวลาขาดทุน
• Overconfidence in growth stock ความม่ันใจในหุ้นโตเร็วจนเกินไป
• Few analyst coverage (small stock) มีนักวิเคราะห์ในหุ้นน้อยเกินไป
• Recapitalization การปรับเปล่ียนโครงสร้างทางการเงิน
• Spinoff การแยกบริษัท
• Bankruptcy การล้มละลาย
• Hidden value within company (sum of parts) 
• Boring business บริษัทท่ีน่าเบ่ือ ไม่หวือหวา
• 70% computer trading การเทรดในปัจจุบัน ใช้แบบ quantitative
• Economic crisis วิกฤติเศรษฐกิจ
• Liquidity ขาดสภาพคล่อง
• Fund flow การเคล่ือนไหวของเม็ดเงิน

Where Does Value Come From?



• In 1951, Warren Buffett made his first purchase of GEICO stock 
after knowing that Benjamin Graham was a chairman, met 
Lorimer Davidson (later became CEO) in Washington, D.C.

• Selling by phone, mail and (internet): ”low cost” insurer with the 
lowest expense ratio. 

• In 1976, GEICO had been selling its policies lower than the 
expected payment. GEICO didn’t have enough reserve !

• $190 million loss from underwriting profit and cut dividends

• Stock tumbled from $61 to $2

• Buffett bought as much as possible stocks and injected capital to 
GEICO via convertible preferred
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• Buffett had waited for years (more than 20 years) to buy GEICO 
at the right price

• Went to see regulators to extend deadline for capital injection 
/capital restructure/reinsurance

• Jack Byrne from Travelers, increased the premium from states

• Injected capital via convertible preferred ($19.4m ~ $9.86 per 
share) and bought common stock at ($4.12m ~ $3.18 per share)

• Stock jumped from $2 to $8 after cash injection

• In 3 years, 28.29m -> 68m ~ 34% CAGR not including dividends 
(bought more shares later after first purchase)

• Did similar deals with DOW, GE, GS, BAC 
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Basu (1977) Fama and 
French (1992, 
1993, 1996, 
1998, 2006)

Novy-Marx 
(2013,2015)

This Study

Measure of Value PE PE + PB PE + PB PE + PB + CAPE

Data USA USA USA Thailand

Particular Industry? NO NO NO YES	(Insurance)

Finding Value Premium? ✓ ✓ ✓ ✓

Motivations & Contributions

Motivations Question Portfolio Data Results Conclusions
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Motivations Question Portfolio Data Results Conclusions
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Portfolio 2

• I construct two portfolios by ordering the PE of each insurer

• “LOW PE” (value portfolio) vs. “HIGH PE” (growth portfolio)

• SET index portfolio

Algorithms

….

1998
Rebalance

1999
Rebalance

2014
Rebalance

Motivations Question Portfolio Data Results Conclusions

….
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Portfolio 3

Motivations Question Portfolio Data Results Conclusions
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Portfolio 3

• I construct two portfolios by ordering the CAPE3 of each insurer

• “LOW CAPE3” (value portfolio) vs. “HIGH CAPE3” (growth portfolio)

• SET index portfolio

Algorithms

….

2000
Rebalance

2001
Rebalance

2014
Rebalance

Motivations Question Portfolio Data Results Conclusions

….
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Portfolio 4

• I construct two portfolios by ordering the CAPE5 of each insurer

• “LOW CAPE5” (value portfolio) vs. “HIGH CAPE5” (growth portfolio)

• SET index portfolio

Algorithms

….

2004
Rebalance

2005
Rebalance

2014
Rebalance

Motivations Question Portfolio Data Results Conclusions

….
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Summary of the Data

• Property and Liability + Life Insurance Industry

• Public insurers only

• SETSMART from 1990 to 2014

• Individual level company

• From 4 to 18 companies in 2014

Motivations Question Portfolio Data Results Conclusions
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Motivations Question Portfolio Data Results Conclusions

PE

CAPE3
CAPE5
INSU

PB

SET
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Motivations Question Portfolio Data Results Conclusions

Can Value Premium Be Explained by CAPM?
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Motivations Question Portfolio Data Results Conclusions

How about Fama-French 3 Factor Model?
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Motivations Question Portfolio Data Results Conclusions

How about Fama-French 3 Factor Model?
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BackTesting
R Programming Example


