Professor Arnold’s Seminars for Schroders Graduate Programme 

Please note that the contents and order of delivery are modified from one year to the next.  However, the following gives a rough idea of what is covered and gives examples of slides used in the presentation.


 (
What works in investment?
Day 1. Value versus growth
Day 2. Return reversal and 
Piotroski
 factors
Day 3. Momentum
Day 4. Small firm effect and the accrual anomaly
) 










What works in investment?  



Value vs. growth


Seminar 1  Some evidence

· Evidence from the US
· The performance of value and growth portfolios
· Allowing for:
· risk
· size effect
· specific to one place at one time
· one dimensional or two dimensional
· use more than one year’s earnings numbers 

Here is one of the slides:




Seminar 2   UK and international evidence


Here is one of the slides:







Seminar 3    Why does it happen? 

· Some potential explanations for the ubiquity and consistency of value outperformance drawing particularly on behavioural finance literature

Here is one of the slides:



Afternoon –
Group exercise: Prepare a presentation describing and explaining  some of the literature on value versus growth.  














Return reversal and Piotroski factors


Seminar 1   Return reversal 

· IDEA:  Shares that have experienced extreme falls over a number of years then go on to provide above market returns over the subsequent 3-5 years.  Shares that have experienced extremely high returns subsequently under-perform
· Evidence from various studies
· Robust to market, risk, size effect

Here is one of the slides:



Seminar 2   Piotroski 

· Examining Piotroski’s paper and the Arnold and Xiao paper.
· Evidence that simple financial statement variables can be used to boost portfolio returns

Here is one of the slides:



Seminar 3  Any explanations for the return reversal and Piotroski results? 

· Some potential behavioural explanations for the phenomena
· This may strengthen our faith in the longevity of the phenomena 

Here is one of the slides:
Afternoon
Group exercise: Prepare a presentation describing and explaining work on return reversal and Piotroski factors
Presentation time: 10 minutes   Open for questions: 5 minutes
Momentum

Seminar 1   Price momentum

· Does it work?  Evidence.
· Which momentum rules work?
· What are the underlying behavioural factors? 

Here is one of the slides:



Seminar 2    Earnings momentum

· Post-earnings announcement drift evidence


Here is one of the slides:





Seminar 3    Explanations for momentum

· Price momentum and trading volume
· Why does trading volume predict returns?
· Momentum Life Cycle
· over-confidence and self-attribution bias
· Conservatism bias
· Anchoring
· Keynes’s beauty competition




Here is one of the slides:


Afternoon
Group exercise: 
Prepare a presentation describing and explaining  an research results on the subject of momentum
Presentation time: 10 minutes   Open for questions: 5 minutes



















Small firm effect and The accruals anomaly


Seminar 1 The small firm effect

· A range of evidence from around the world
· Small firms appear to out-perform large firms over long periods. 
· However:
· Other long periods show large firms doing better
· The empirical results depend on the methodology 
· The are high costs associated with small-cap strategy

Here is one of the slides:


Seminar 2  The accrual anomaly

· Evidence from academic studies


Here is one of the slides:



Seminar 3   Explanations for the phenomena

· Some ideas to try to explain the small firm effect and the accruals anomaly
· Large companies are bid up too much (representativeness)
· Quality of management relationships
· Avoidance of regret for the fund manager
· Illiquidity premium
· Neglect
· Shocks  (A rational-asset-pricing explanation) 
· Positive feedback
· Small companies have faster earnings growth
· Turtle eggs and takeovers
· Small firm effect – Risk explanation
· Uncertainty/Ambiguity
· The Accrual Anomaly – Anchoring
· Availability bias
· Framing

Here is one of the slides:



Afternoon
Group exercise: Prepare a presentation describing and explaining some important evidence on share pricing
Presentation time: 10 minutes   Open for questions: 5 minutes























image5.emf
Buy-and-hold returns to a value strategy (high quintile B/M) 

based on financial statement variables – one-year raw returns
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Loss aversion

•

Samuelson’s test of utility theory

I’ll pay you $200 if you win on a 50:50 gamble

If you lose you pay me $100

•

Montier: You are offered a bet on a fair coin, if you lose you must pay 

£100, what is the minimal amount you would need to win in order to 

make the bet attractive?
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PORTFOLIO FORMATION PERIOD-BY-PERIOD MONTHLY RAW RETURNS OF 

6X6 VALUE WEIGHTED MOMENTUM STRATEGIES (WINNER-LOSER) 

Arnold and Shi
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Bernard and Thomas, 1989

All companies included
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Anchoring

•

People’s estimates can be heavily influenced by starting from an initial 

value: say, an initial belief or expected earnings

•

The point is, the adjustment to the initial value is insufficient. 

–

African countries at the UN 

–

Estimate within 5 sec:  8 x 7 x 6 x 5 x 4 x 3 x 2 x 1         1 x 2 x 3 x 4 x 5 x 6 x 7 x 8

Fund managers asked to estimate the number of doctors in London. 

Also asked to write down the last 4 digits of their telephone 

number (Montier, 2007)
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More on size premium reversal in US

Al-Rjoub, Varela and Hassan, 2005
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Sloan 1996

Does a strategy of taking a long position in the stock of firms reporting 

relatively low levels of accruals and a short position in the stock of firms 

reporting relatively high levels of accruals generate positive abnormal stock 

returns?
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Risk

Kim and Burnie, 2002
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Mean monthly return (%) in NBER boom-recession cycles, 1976-95 

NBER Boom
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Standard 

Deviation

Boom 5.96       4.9 4.65      4.51       4.2         3.94     4.06      4.04      3.96       3.98  

Recession     7.58       6.78    6.61       6.49      6.51       6.05     6.29      6.21      5.78       5.61

“Small firms are more vulnerable to adverse changes in economic conditions because they tend to have low 

productivity and high financial leverage. Therefore, if small firms have large abnormal returns, they should have 

earned these returns in the expansion phase of the economic cycle rather than in the contraction phase. ...this 

study confirm[s] our hypothesis.... There is no significant small firm effect in the contraction phase of the economic 

cycle. “
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Risk – LSV, 1994

Value out-performs growth over every 5-year horizon:
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lowest GS) and the glamour (lowest C/P and highest GS) portfolio 

Average difference = 107%, t-statistic = 5.939

‘These numbers pose a stiff challenge to any risk-based explanation for 

the higher return on value stocks’ 
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Risk – LSV, 1994

Value out-performs growth over every 5-year horizon:

Average difference = 107%, t-statistic = 5.939



‘These numbers pose a stiff challenge to any risk-based explanation for the higher return on value stocks’ 





Difference in returns over 5 years between the value (highest C/P and lowest GS) and the glamour (lowest C/P and highest GS) portfolio 

Series 1	1968	1969	1970	1971	1972	1973	1974	1975	1976	1977	1978	1979	1980	1981	1982	1983	1984	1985	27	28	36	53	93	142	160	123	124	84	58	76	200	213	189	147	109	71	% over five years
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Swedish evidence

Hamberg and Novak 2010
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Loss aversion dissuades people from becoming 

value investors

Montier, 2007
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Average performance across portfolio formations, UK shares

Arnold and Baker, 2008


