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Paiboon Sareewiwatthana (Thailand), Patarapon Janin (Thailand)

TESTS OF QUANTITATIVE
INVESTING STRATEGIES OF
FAMOUS INVESTORS: CASE OF
THAILAND

Abstract

This research studied quantitative investing strategies of famous investors in the Stock
Exchange of Thailand from 2002 to 2016. This study found that the Graham’s net nets,
Dreman’s contrarian, Fisher’s super stock, O’Neil's CANSLIM, Slater’s zulu principle,
Neff’s Cheapo, O’'Shaughnessy’s tiny titans, Greenblatt’s magic formula, Carlisle’s ac-
quirer’s multiple and Piotroski’s F-score strategies beat the market (SET TRI). It also
found that the Benjamin Graham’s net nets strategy which used the market capitaliza-
tion of less than two thirds of net current assets value (NCAV) criterion produced
the highest return among the strategies used. However, the Tobias Carlisle’s Acquirer’s
multiple strategy which used EBIT to enterprise value (EBIT/EV) to sort stocks for 30
stocks yielded the highest risk-adjusted return.

Keywords investing strategy, value investing, the Stock Exchange of
Thailand
JEL Classification  Gi11,G14

INTRODUCTION

There has been a trend to study famous investors’ strategies that have
been proven to beat the market in the long term. Certain investors
have been renowned internationally, for example, Benjamin Graham
who studied the strength of financial statements in finding the true
value of companies. Others include David Dreman who used behav-
ioral finance on overreaction, Kenneth Fisher who invested in compa-
nies during the down product life cycle, Jim Slater who used the price
to earnings to growth strategy (PEG) coupled with other indicators,
Joel Greenblatt who employed earnings yield and return on capital,
Tobias Carlisle who used EBIT/EV, and Joseph Piotroski who used 9
financial statement factors.

From the success of the above investors, there have been various re-
searches that tried to measure the effectiveness of these strategies in
developed markets like the United States and Japan. However, this
kind of quantitative study is still not popular in Thailand, which leads
to this paper. The focus is to study if the strategies mentioned are suit-
able to the Stock Exchange of Thailand.

This research is divided into 3 sections. The opening section is the in-
troduction. The first section is the review of past literature related to
famous investors’ investment strategies. The second section is the data
and research methodology. The third section is the presentation of re-
sults, and the final is the conclusion and recommendations for future
studies.



Investment Management and Financial Innovations, Volume 14, Issue 3, 2017

1. LITERATURE REVIEW

Past researches studied investment strategies of
famous internationally acclaimed investors, ap-
plied to developed markets. These strategies are as
follows.

It strategy: Graham (1949) used a market capi-
talization lower than 2/3 of its net current assets.
Testing by Oppenheimer (1986) in the New York
Stock Exchange, Bildersee et al. (1993) in the Tokyo
Stock Exchange, and Xiao and Arnold (2008) in
the FTSE found that the strategy beats the mar-
ket. However, Dudzinski and Kunkel (2014) found
that only small number of stocks could pass the
criteria.

2n strategy: Dreman and Lufkin (1997) em-
ployed the P/E ratio, P/B ratio, and price to cash
flow in the lowest 20% of the market. In addition,
Lehmann (1990) and Lo and MacKinlay (1990)
found that under this strategy, the price of a stock
could revert in a short period of time, for example,
a week’s loss could be reversed in the following
week.

3t strategy: Fisher (1984) used a price to sales ratio
lower than 0.75 times, a net profit margin higher
than 5%, and debt to equity ratio lower than 0.4
times, while Barbee et al. (1996) found that the
D/E to sales has a statistically significant positive
correlation with investment returns.

4™ strategy: O’Neil (2009) introduced CANSLIM
which is based on fundamental stock analysis.
From the studies by Lutey et al. (2013), Olson et al.
(1998) and Cheh et al. (2012) in the S&P 500, and
Najafi and Asgari (2013) in the Stock Exchange of
Tehran, it was found that CANSLIM yielded high-
er returns than the markets. However, Gillette
(2005) tested the strategy in the Germany DAX in-
dex and found that the risk adjusted returns were
lower than the market.

5% and 6" strategies: Slater (2010) and Neff (2001)
both worked with PEG, P/E, NI, EPS, and divi-
dend yield. Peters (1991) tested the PEG in the S&P
500 and Chahin and Choudhry (2010) tested the
PEG in the Euro zone, and both found that port-
folios consisting of low PEG gave higher returns
than portfolios with higher PEG ratios.

7' strategy: O’Shaughnessy (2006) picked stocks
with a low market capitalization, price to sales
ratio lower than 1, and a price relative strength.
Brooks et al. (2001) tested the strategy in the FTSE
and found that it gave a higher Sharpe ratio than
the market, indicating that the strategy outper-
formed the FTSE index.

8t strategy: Greenblatt (2006) analyzed earnings
yield and return on capital. Tests by Larkin (2009)
in the S&P500 from 1998 to 2006 found that the
returns outperformed the market and gave a posi-
tive return every year. However, this portfolio did
not yield the best return, since a portfolio that
used the book-to-market ratio and firm size gave
a higher return.

9t strategy: Carlisle (2014) examined EBIT to
enterprise value. DrKW Macro Research (2006)
compared two strategies, the first using EBIT to
enterprise value and ROI, and the second using
purely EBIT to enterprise value. The study found
that the former strategy gave a higher return in
the Japanese market, while the latter gave a higher
return in the European, United Kingdom, and the
United States markets.

10 strategy: Piotroski (2000) introduced the 9t
criterion called the F-score. Abarbanell and Bushee
(1997, 1998) and Mohanram (2005) tested the
strategy in the United States and found that port-
folios with a higher F-score gave a statistically
significant higher return than a portfolio with a
lower F-score.

2. DATA AND RESEARCH
METHODOLOGY

This research studied the effectiveness of quanti-
tative investing strategies of famous investors, ap-
plied to the Stock Exchange on Thailand from 2002
to 2016 for a period of 14 years. The data are collect-
ed from Thomson Reuters Datastream. With equal
weight, annual returns were measured for the pe-
riod from the 15" of March to the 14 of March of
the following year. This was to match with listed
companies’ annual financial statements published
through the Stock Exchange of Thailand every
February.
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2.1. Portfolio construction of each
investment strategy

1. Benjamin Graham’s net nets portfolio

e Calculate the net current assets from total
current assets subtracted by total liabilities.

« Divide the market capitalization by the net
current assets value.

o Invest in stocks that yield 2/3 or less of the
above ratio, as illustrated in equation (1), by
allocating equal amounts of money in each
stock.

Market capitalization

<2
Net current assets value 3

2. David Dreman’s contrarian portfolio

« Rank stocks by the lowest P/E (price to earn-
ings), the lowest is assigned a score of 1.

« Rank stocks by the lowest P/B (price to
book), the lowest is assigned a score of 1.

« Rank stocks by the lowest P/CF (price to
cash flow), the lowest is assigned a score of 1.

e Add the scores of the stocks from the 3 crite-
ria above.

o Select three stocks with the lowest score from
8 industries, for a total of 24 stocks, investing
an equal amount of money in each stock.

3. Kenneth Fisher’s super stock portfolio

o Select stocks with a price to sales ratio lower
than 0.75.

o Select stocks with a net profit margin higher
than 5%.

o Select stocks with a debt to equity ratio
lower than 0.4.

« Invest in stocks that passed the three crite-

ria, allocating equal amounts of money in
each stock.
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William J. O’Neil’s CANSLIM portfolio

Select stocks with a quarterly year on year
EPS growth of higher than 20%.

Select stocks with a compounded 3 year
EPS growth rate of more than 25%.

Select stocks with a return on equity (ROE)
higher than 17%.

Invest in stocks that passed all three criteria,
allocating equal amounts of money in each
stock.

Jim Slater’s zulu principle portfolio
Select stocks with a PEG ratio lower than 0.75.
Select stocks with a P/E ratio lower than 20x.

Select stocks with a positive net income in
the previous 4 years, with the current year
being the highest.

Select stocks which have an increasing EPS
ratio in the previous 4 years, with the cur-
rent year being the highest.

Invest in stocks that passed all criteria, al-
locating equal amounts of money in each
stock.

John Neft’s Cheapo portfolio

Add a stocks’ compounded 5 year EPS
growth rate with its dividend yield to get
the stock’s total return.

Divide the total return with the stock’s P/E
to get the total return ratio.

Divide sum of all the total return ratio in

the market by the number of stocks in the
market to get the market average total re-
turn ratio.

Invest in stocks with a total return ratio
higher than two times the market average
total return, allocating equal amounts of
money in each stock.



Investment Management and Financial Innovations, Volume 14, Issue 3, 2017

James P. O’Shaughnessy’s tiny titans portfolio

Calculate a stock’s rate of change in stock
price from the previous year’s price.

Calculate the rate of change in the SET in-
dex, compared to the previous year’s index.

Divide the rate of change in stock price by
the rate of change in SET index to find the
relative strength, with the highest assigned
a score of 1.

Select stocks with a price-to-sales ratio
lower than 1.

Select stocks with a market capitalization
lower than 20 billion baht.

Invest in the lowest 25 scoring stocks, al-
locating equal amounts of money in each
stock.

Joel Greenblatt’s magic formula portfolio

Divide the EBIT by the enterprise value to
find the earnings yield.

Subtract total assets by current liabilities to
find the net current assets.

Select stocks with a positive net current
assets.

Divide the EBIT by the net current assets to
find the return on capital.

Rank stocks by the highest earnings yield,
with the highest assigned a score of 1.

Rank stocks by the highest return on capi-
tal, with the highest assigned a score of 1.

Add the scores of the stocks from the 2 cri-
teria above.

Invest in the lowest 30 scoring stocks, allo-
cating equal amounts of money in each stock.

Tobias Carlisle’s acquirer’s multiple portfolio

Divide the EBIT by it the enterprise value to
find the enterprise multiple.

Rank stocks by its enterprise multiple, with
the highest assigned a score of 1.

Invest in the lowest 30 scoring stocks, al-
locating equal amounts of money in each
stock.

. Joseph Piotroski’s F-score portfolio

Select stocks with a positive net income in
the current year, assign a score of 1.

Select stocks with a positive operating cash
flow in the current year, assign a score of 1.

Select stocks with a return on assets (ROA)
in the current year higher than the return on
assets of the previous year, assign a score of 1.

Select stocks with a higher operating cash
flow than net income, assign a score of 1.

Select stocks with a long term debt of the
current year lower than the long term debt
of the previous year, assign a score of 1.

Select stocks with a current ratio higher
than the current ratio of the previous year,
assign a score of 1.

Select stocks with the number of common
shares outstanding in the current year lower
than or equal to the number of shares out-
standing in the previous year, assign a score
of 1.

Select stocks that have a gross profit margin
higher than the previous year’s gross profit
margin, assign a score of 1.

Select stocks that have an asset turnover
ratio higher than the asset turnover ratio of
the previous year, assign a score of 1.

Combine the scores from criteria 1-9.

Invest in stocks that have a score of 8-9, allocat-
ing an equal amounts of money in each stock.
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Source: Kumaran (2013).
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Figure 1. Maximum drawdown

2.2. Testing the effectiveness

of each investment strategy (P‘mf‘)lio )—( Risk )

return free rate

Sharpe ratio = — N ¢))
1. Compare the annual returns with the return Standard deviation
from the Stock Exchange of Thailand (SET of portfolio return
TRI) using the total return, geometric mean
return and the number of stocks. 3. Compare the Sharpe ratio, annual return,
standard deviation and the maximum draw-
2. Compare the Sharpe ratio of each portfolio in a down over the course of 14 years of investment
given year with the total return from the Stock of each of the 10 portfolios. The maximum
Exchange of Thailand (SET TRI). The Sharpe ra- drawdown shows the maximum percentage
tio measures the portfolio risk adjusted returns. loss in any given time during the investment
It is calculated by the portfolio return less the period, calculated from the highest point to
returns on 1 year government bonds, divided by the lowest point in the graph, as illustrated by

the standard deviation of the portfolio return. Figure 1.

Table 1. Returns from each portfolio in each year, compared to the returns from the SET TRI

Year : SET TRI :Graham:Dreman: Fisher : O’Neil : Slater | Neff :O’ShaughGreenblatt Carlisle Piotroski
2002 -1.80%  -1.78% = 5.04%  12.08% = 13.71% . 0.00%  5.88% = 16.84% . 37.50% = 25.40% = 25.09%

2003 . 96.45% . 141.74% : 112.50% 73.14% . 76.75% : 98.08% . 6741% : 108.93% . 64.41% :108.27%
2004 ¢ 6:58% | 587% . -6.82% LT34%
2005 | 11.10% :108.51% -0.60% . 12.86% . 7.75% . L 11.07% | ~0.94% L 15.76%
2006 =5:32% [ 222.10% | =3.01% | 9.75% . 29.01% | 71.78% | 7.24% 0 6:53%
..2007 | 26.33% : 12.24% | 15.69% ; 21.41% L.15:86%
2008 -45.23% | - [ 731.59% ; -33.65% 723.99%
2009 | 80.89% | 124.15% 99.40% 10545% 79.22% . | 88.81% | 75.56% 179:99%
........................................................................ | 54.29% | 93.65% 1.53.26%
7.73% | 24.08% : 21.46% L 25A1%

L2012 41.08% | 59.27% | 85.58% (108.15% 44.31% | 64.60% : 91.86%  8113%
......................................................................... . 1:38% | C15.62% . T12.29%
. 46.39% - 47.81%  45.33%

©7.55% | —25.64%

Total { 536.95% i . . B . 1122.85%:1671.96%:1222.71%; 1330.11% |

GeoMean 14.14% = 37.86% | 22.54% & 25.09%  19.58% . 22.79% . 20.26% ' 20.93% : 25.32%  27.72% : 24.87%
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Table 2. Number of stock holdings in each portfolio

Year Graham Dreman: Fisher i O’Neil : Slater : Neff : O’Shaugh :Greenblatt: Carlisle : Piotroski

L2002 e A A0 2 DA 30 3059
2003 . 6 . 24 20 . 15 . 1 . 32 2 3 . 30 48
...2004 - S SOLC. O B S 33 .25 330 %
...2005 324 om0 i3 i 30 30 44
..2006 SN WU TN - TN R SN N N a0 .2 30 . 30 . 28
...2007 .8 24 a4 4 2 . 30 . 30 . 60
2008 o M2 2% 19 6 7.2 .30 1 30 03
209 029 24 030 . 02 1 0 54 02 3 0 30 . 6
....2010 9.2 0w 2% 0 0059 . 2 3 . 30 5
..... 2011 LSy oM 3825 30 30 60
...2012 5. i 0w 32 03 002 G 30 30 08
...2013 3.2 oMo oe 15 s o025 30 o 30 57
200 A 24 12 oo om0 o2 30 30 4
2015 i 24 12 24 10 69 25 30 30 35
Note: a two stocks were ranked equally, therefore making the total holdings 31 stocks.
Rank the portfolios by their Sharpe ratios, with period tested was Benjamin Graham’s net nets,
the highest ratio ranked first, to find the portfo- yielding 37.86% return per annum. However,
lio that yielded the highest risk adjusted return in the number of stock holdings in this portfo-
each of the 14 years of investment (15 March 2002 lio was relatively fewer than other portfolios,
to 14 March 2016). making it less diversified. The portfolio that

beat the market for the longest investment pe-
riod was Tobias Carlisle’s acquirer’s multiple
3. FINDINGS portfolio with better returns in 11 years out of
14 years of investment.
1. As seen in Table 1, when comparing the re-
turns from each portfolio with the total return  When comparing the returns from all portfolios
from the Stock Exchange of Thailand (SET throughout the 14 years of investment, Tobias
TRI), the study found that all 10 portfolios Carlisle’s acquirer’s multiple portfolio gave the
yielded higher returns than the market. The highest Sharpe ratio of 1.6184. The portfolio risk
portfolio that gave the highest return over the adjusted return was 27.72% per annum, beating

Table 3. The Sharpe ratio of each portfolio and of the Stock Exchange of Thailand

Year | SET TRI :Graham:Dreman: Fisher : O’Neil | Slater : Neff ﬁO'ShaughﬁGreenblattﬁ Carlisle :Piotroski
2002 i -0.1477 -0.0015: 0.2044 : 0.8055 : 0.7038 :—139.4890: 0.3043 | 0.6248 | 2.4910 : 2.2023 | 1.4773

2003 3.0348 2.5202 { 3.7989 : 3.4160 : 3.8209 1.5012 : 3.5890 : 3.7374 3.6056 3.8922 : 4.4575

2004 0.2244 0.8537 : 0.0358 : 0.2444 :-0.1324: 0.9757 : 0.2910 : -0.4462 : -0.1678 :-0.5501: 0.3954

2005 0.5783 0.9251 :-0.0866 : 0.8257 i 0.4994 : -3.5211 : 0.8477 : -0.1558 0.1029 1.2157 1.3611

2006 —-0.2020 : -1.0329 :-0.2750 : 0.4320 @ 1.1690 0.7741 :-0.2475: 0.3646 1.6907 1.6784 : 0.3046

2007 1.1134 0.6528 : 0.5746 : 0.9858 @ 1.2963 1.0231 1.0343 1.4768 0.9785 1.1565 1.4375

2008 -1.6476 :-0.0487 : -0.8030 : -1.0835 | -1.2621 : -1.9050 :-1.8344: -0.7796 -1.8525 { -1.1098 : -1.4470

2009 2.7652 4.5518 : 4.4912 : 49164 | 4.1893 2.8161 4.3407 ¢ 2.3803 4.7430 4.6597 : 4.3984

2010 1.9396 2.3852 ¢ 2.6557 : 3.8933 i 3.1682 : -0.5080 : 3.1749 2.4565 3.6135 3.5823 ¢ 3.3733
2011 0.8345 0.3584 : 0.7422 : 0.6009 : 0.9338 1.6320 1.1106 i 0.9268 1.3777 1.6151 1.2811

2012 2.1304 1.9154 : 49050 : 5.2884 : 29092 : 2.5978 : 4.2566 @ 4.2691 5.4215 4.4901 5.9168

2013 —-0.4815 0.8354 :-0.0495 : —-0.8850 : —0.5810 : —-0.2689 : 0.1911 : -0.6781 —-0.6456 :-0.3348 : —0.5963

2014 1.2464 2.4630 @ 3.7421 3.2319 § 2.4937 : 2.0860 : 2.7783 1.9276 2.4764 2.8666 @ 29724

2015 @ -0.5267 :-0.6082 : -1.0165 : -0.2153 : -1.1011 | -0.4615 :-0.6395: -1.2917 @ -0.8086 : -0.6970 : —0.6839
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Table 4. Risk and return for all 10 portfolios over 14 years

Strategy A o drandonn
Carlisle’s acquirer's multiple e NO184 L 27.72% A% 383A%
Piotroski’s F-score ‘ . 1473 24.87% L 1A04% T30
(Greenblatt’s magic formula . ...1398 25.32% o 154% o 4365%
Fisher’s super stock ‘ . 12647 25.09% L 16.83% L .TA2.86%
Neff's Cheapo - ‘ . 0 LA . 20.26% 1473% o A402%
[Dreman’s contrarian . o Ams7 22.54% o NT27% o TM02%
O'Neil’s CANSLIM ‘ . ...09932 19.58% L N732% o TAT24%
O'Shaughnessy’s tiny titans o 0.8484 . 20.93% 2240% o -59.82%
(Graham's net nets ‘ SURRRT S 0.8280 . . 37.86% L A492% o -53.08%
Slater’s zulu principle . ....0s802 2279% . 2657% i =59.72%
SET TRI 0.6385 | 14.14% C2036% ~56.14%

the SET TRI of 14.14% per annum. It’s maximum
drawdown of -38.34% was also the second small-
est number, after Joseph Piotroski’s portfolio.

est risk-adjusted return was different for each
year. Benjamin Graham’s net nets portfolio
gave the highest return, but its Sharpe ratios
were incongruent in several years, because the

2. When comparing the Sharpe ratio of all high returns were correlated with the high
the portfolios in each year with the Stock risk. Tobias Carlisle’s acquirer’s multiple tend-
Exchange of Thailand (SET TRI), this study ed to yield the highest risk adjusted returns, as
found that the portfolio that yielded the high- illustrated in Table 3.

CONCLUSION

When applying the quantitative investing strategies of famous investors to the Stock Exchange of
Thailand over the course of 14 years from 2002 to 2016, this study found that all strategies showed
higher returns and higher Sharpe ratios than the market. Moreover, Benjamin Graham’s net nets strat-
egy of investing in stocks with a market capitalization lower than 2/3 of net current asset value yielded
the highest return. Tobias Carlisle’s acquirer’s multiple with 30 stocks of the highest EBIT to enterprise
value, yielded the highest risk adjusted return.

However, this research is not without constraints. Stocks traded in the Stock Exchange of Thailand had
low liquidity, which could affect trading in practice. We also did not seek to find the reason for each
outperformance, for example, the size effect or the value effect. In addition, this research did not take
into account the fees incurred from trading. Further constraints include the facts that the time period
of 14 years may not be long enough and 2002-2016 is considered to be a bull period for the stock market.
Therefore, this study encourages researchers to further study from these constraints.
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