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Learning objectives

Understand why 

income is not the 

first thing we look for

3

Explain what 

value investing is

1

Understand the 

pitfalls of forecasting

2



JUPITERAM.COM 3

1
4
0
1
1
_
7
1
1
2
9

For professional investors only. Not for retail investors.

Value, 12.8%

Growth, 10.3%
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Value Growth

CAGR

The Value Premium, 1927-2014

US data series. 

Source: Calculated based on data from Kienneth French’s website (mba.tuck.Dartmouth.edu/pages/facilty/ken.French/index.html), which was derived from the CRSP 

(Center for Research in Security Prices) COMPUSTAT merged database.
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Philosophy

Annual returns by price earnings quintile

Historical example for illustrative purposes only.

Source: David Dreman, 2010.

Data Source: Compastat North America (500 largest companies).

1 Jan 1970 – 31 Dec 2010
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Lowest P/E quintile stocks have outperformed over the long term
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Investment process

Screen 

the market 

for value 

Financial 

history

Franchise 

quality

Portfolio 

construction

Selling 

discipline

1 2 3 4 5
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Step 1: Screen the market for value

Source: Jupiter.

EV = Enterprise Value; ROA = Return on operating assets.

Graham & Dodd

Low 

valuation

Greenblatt 

Value and 

quality

Average 

earnings 

over 

10 years

Look for 

<16x

Analysis 

over a 

cycle

Absolute 

measure

EBIT

EV

ROA

Low 

valuation 

vs quality

Relative 

Measure

1 43 52
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Step 2: Financial history

History of annual financial statements

● Profits to cash conversion

● Cash is difficult to alter

● Reported profits can be inflated or depressed

Source: Jupiter.

10 year 

cycle

1 43 52
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Step 3: Franchise quality 

Do profits turn 

into cash?

How much capital 

does the business 

need to generate 

profits?

Balance 

sheet strength

How sustainable

are profits?

How 

quality is 

measured

1 43 52
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Step 4: Portfolio construction 

The views expressed are those of the presenter at the time of preparation and may change in the future. *Source: Page 218, “T he Big Short” by Michael Lewis following a 

Wall Street record trading loss of $9.2bn.”

Encourages momentum 

investing and offers 

false certainty

More appropriate to 

long-term capital growth

Beta

Value at Risk (VaR)

Tracking error

Relative measures of risk:

Absolute measures of risk:

Strong balance sheets

Diverse set of uncorrelated risks

Low valuations

“
The Big Short*
Question from William 

Tanona to John Mack:

“I am surprised that your 

trading VaR stayed stable 

in the quarter given the 

level of loss”

1 43 52
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Step 4: Portfolio construction
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Average Max Drawdown over 3 years Average Max Drawdown over 15 years Max 1 drawdown over 3 years

Average maximum drawdown in relation to Graham & Dodd PE (all countries)

Source: StarCapital Research, S&P 5000: Shiller (2015), also known as the Graham & Dodd PE, other countries and MSCI. The chart shows the relationship between 

CAPE and the following maximum drawdown in “All Countries” in the period from Jan 1881 to May 2015 (S&P 500) and Dec 1979 – May 2015 (other MSCI Countries). 

The maximum drawdown over 3/15 years describes the maximum loss an investor could have suffered over the next 3/15 years, ass uming an investment was made on 

the valuation date. All returns are inflation adjuster, in local currency, incl. dividend income. 

1 43 52
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Step 5: Selling discipline
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Graham & Dodd P/E No of UK holdings in the Fund

Median Graham and Dodd P/E of FTSE 350 – 18.6x

FTSE 350* breakdown of Graham and Dodd P/E

Source: Jupiter, 31.12.16.

*Excluding real estate investment trusts, equity investment trust and companies with insufficient financial history (i.e. Roy al Mail, Glencore, esure, Al Noor Hospitals, 

Foxtons, etc.).

1 43 52
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The pitfalls of forecasting

Most popular metrics have had little or no correlation with future stock returns

Source: Vanguard. Forecasting stock returns what signals matter, and what do they say now?. The bars display the R2 of a regr ession model of 10 year ahead and 1 year 

ahead real annualised stock returns on each variable, fitted over the January 1926-June 2012 sample, with the expectation of corporate profits, which are fitted for 

January 1929-June 2012 ( because of data limitations).

Proportion of future real stock returns that is explained by various metrics, 1926-2011
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Median FTSE 100 

G&D PE 22.9x

Valuations and yields

FTSE 100 Constituents

Quoted yields are not guaranteed and may change in the future. Stock examples are for illustrative purposes only and are not a recommendation to buy or sell.

Source: Jupiter, 28.08.17. * 16x is the market long term average.

Pearson
Anglo American

Tesco

Standard Chartered

Centrica

M&S

Hargreaves Lansdown

Ashtead

St James’s Place

Persimmon

Sky National Grid

British American 

Tobacco

16x*

3.9% Yield

16%

Provident 

Financial

BP
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British American Tobacco

Standard Chartered

Traditional income-yielding company vs. value company

Stock examples are for illustrative purposes only and are not a recommendation to buy or sell. Quoted yields are not guarante ed and may change in the future. 

Source: Jupiter, August 2017.

British 

American 

Tobacco

Standard 

Chartered

Graham & Dodd PE 25.7x 10.1x

Dividend yield 3.6% Zero

5-year cash cover 

of dividend
1.1x n/a

2018-2020 targets

Target returns 8%-10% ROE

Dividend yield with 2x cover 5.9% - 7.4% 

Price to tangible book 0.77x
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Traditional income-yielding company vs. value company

Stock examples are for illustrative purposes only and are not a recommendation to buy or sell. Quoted yields are not guarante ed and may change in the future. 

Source: Jupiter, August 2017, Report and Accounts.* Cash flow from operations less net interest, tax, capex / cash cost of ordinary dividend. ** Last 2 years since dividend 

cut. 
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National Grid

Centrica

National Grid Centrica

Graham & Dodd PE 22.1x 8.4x

Dividend yield 4.5% 6.1%

5-year cash cover 

of dividend*
0.3x >2x**
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Compelling opportunity for value investors
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Unprecedented underperformance by value

US stockmarket’s rolling 10-year total return difference: Fama-French HML

Value versus growth as measured using Fama-French’s High minus Low (HML) framework, top quintile returns less bottom quintile.

Source: Calculated based on data from Kenneth French’s website (mba.tuck.Dartmouth.edu/pages/ facilty/ken.French/index.html), which was derived from the CRSP 

(Center for Research in Security Prices) COMPUSTAT merged database. Data as at 31.12.16.

Tech Bubble

(1989–1999)

Great 

Depression 

(1929–1939)

Value 

outperforms

Growth 

outperforms (2014/15/16)
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Graham & Dodd P/E by sector

<10x 10x – 16x 16x – 22x 22x – 30x >30x

Food Retail 8.3 Banks 10.8 Aerospace/ Defence 17.4 Tobacco 22.1 Apparel & Luxury Goods 30.7

Mining 8.8 Telecoms 14.5 Utilities 17.8 Airlines 23.1 Household & Personal Care 32.2

Energy 9.1 Pharmaceuticals 14.3 Industrials 19.0 Packaging 23.6 Commercial Services 32.5

Retail 14.9 Media 19.3
Healthcare-

Products
24.4 Hotels, Restaurants & Leisure 34.6

REITS 21.5 Technology 27.0 Financial Service 42.7

Insurance 21.8 Chemicals 28.0 Food 40.6

Beverages 29.9

House Builders 30.0

Source: Jupiter, 09.08.17.
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<12 12- 15.7 15.7 - 18.5 >18.5 Market
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Value has outperformed over the long term

Source: SocGen Global Strategy Research 2008. Performance annualised over the following decade.

US Market data  sourced from Robert Shiller online data, Yale, as at 28.02.17.

*UK Value is the Jupiter Income Trust and Global Value is the Jupiter Global Equities Fund.

Graham & Dodd P/E (% p.a.) (1871-2008) Real Rate of Return

US
28.7

UK
18.8

UK Value*

11.8 

Global 

Value*

10.3 
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● Capital Appreciation, within a 

total return approach

● C. 35-50 holdings

● High active share c. 95%

● Benchmark agnostic

Jupiter Value Funds

Any stock examples are used for illustrative purposes only and should not be viewed as investment advice.

*100% yield in accordance with the IA Income Sector rule as at 3 April 2017, reduced from 110% yield of the FTSE All Share over a rolling 3 year period. ** Jupiter Income 

Trust has 88% commonality with the Jupiter UK Special Situations Fund as at 31 December 2016. *** Higher weighting in yielding stocks than Jupiter UK Special Situations.

● Requires patient investors

● Value has outperformed over the long term, but not consistently

● Differentiated investment approach

Client Expectations

Jupiter Global Value

● Capital Appreciation

● C. 35-50 holdings

● Higher weighting in non/low 

yielding stocks (RBS, Tesco), 

than Jupiter Income Trust

● Income requirement without 

sacrificing capital growth

● 100% yield of market* 

● C. 35-50 holdings

● 88% commonality**

● Higher weight in yielding 

stocks***

Jupiter UK Special Situations FundJupiter Income Trust
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● Value investing has outperformed over the 

long term, but not consistently

● Value investment provides a differentiated 

investment style

● Markets are at high valuation levels, but 

there are lowly valued equities

Conclusion

The views expressed are those of the presenter at the time of preparation and may change in the future.

Past performance is no guide to the future.

Source: Morningstar, bid to bid, net income reinvested, in GBP, from 31.10.06 to 31.08.17. 

*Ben Whitmore has managed the fund since 31.10.06.

Performance
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Jupiter UK Special Situations I Acc* 153.7%

FTSE All-Share 90.7%
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Differentiation is Key

Past performance is no guide to the future.

Source: FE, bid to bid, net income reinvested from 31 October 2006 to 31 August 2017. The fund’s benchmark is the FTSE All Share.

21

155%

107%

91%

92%

58%

“If you want to have a better performance than the crowd, 

you must do things differently from the crowd.”  

Sir John Templeton
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Learning outcomes

Understand why 

income is not the 

first thing we look for

3

Explain what 

value investing is

1

Understand the 

pitfalls of forecasting

2
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Disclosure

This presentation is intended for investment professionals and not for the benefit of retail investors. Market and exchange r ate movements can cause the value of an investment to fall as 

well as rise, and you may get back less than originally invested. Any data or views given should not be construed as investme nt advice. Every effort is made to ensure the accuracy of the 

information but no assurance or warranties are given.

Past performance is no guide to the future. Company examples are for illustrative purposes only and are not a recommendation to buy or sell. Quoted yields are not guaranteed and may 

change in the future. Awards and ratings should not be taken as a recommendation.

Jupiter UK Special Situations Fund: The Key Investor Information Document, Supplementary Information Document and Scheme Particulars are available from Jupiter o n request. This 

fund can invest more than 35% of its value in securities issued or guaranteed by an EEA state.

Jupiter Income Trust Fund: The Key Investor Information Document, Supplementary Information Document and Scheme Particulars are available from Jupiter o n request. All of the 

fund's expenses are charged to capital, which can reduce the potential for capital growth. 

The Key Investor Information Document, Supplementary Information Document and Scheme Particulars are available from Jupiter o n request.

Jupiter Global Value: The KIID and Prospectus are available from Jupiter on request. This fund can invest more than 35% of its value in securities issued or guaranteed by an EEA state. 

This is a sub-fund of the Jupiter Global Fund

This document contains information based on the FTSE All-Share, FTSE 100 and FTSE 350 Indices. The FTSE All-Share, FTSE 100 and FTSE 350 Indices are calculated by FTSE. FTSE 

does not sponsor, endorse or promote the product referred to in this document and is not in any way connected to it and does not accept any liability in relation to its issue, operation and 

trading. All copyright and database rights in the index values and constituent list vest in FTSE.

This document contains information based on the MSCI Value and MSCI Growth Indices. Neither MSCI nor any other party involved in or related to compiling, computing or creating the 

MSCI data makes any express or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly 

disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with resp ect to any of such data. Without limiting any of the foregoing, in no 

event shall MSCI, any of its affiliates or any third party involved in or related to compiling, computing or creating the dat a have any liability for any direct, indirect, special, punitive, 

consequential or any other damages (including lost profits) even if notified of the possibility of such damages.  No further distribution or dissemination of the MSCI data is permitted without 

MSCI’s express written consent

For your security we may record or randomly monitor telephone calls. 

Jupiter Unit Trust Managers Limited (JUTM) and Jupiter Asset Management Limited (JAM), registered address: The Zig Zag Buildi ng, 70 Victoria Street, London, SW1E 6SQ are 

authorised and regulated by the Financial Conduct Authority.

No part of this presentation may be reproduced in any manner without the prior permission of JAM or JUTM. 


