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In the most expensive stock market in history, we own some of the most inexpensive stocks we’ve ever owned.   Currently, 
the performance difference between the cheapest stocks and the most expensive stocks is one of the largest in the last 60 
years. The average priced share is also at the top end of the historical valuation range.  Many investors are buying 
momentum stocks and selling the stocks they are going to need. Our biggest returns, historically have come from the 
cheapest valuation “no-brainers”.  Chasing momentum and go-go stocks is always speculative and fun in the short run, but 
can become very painful in the long run.  
 
Since 2008 we have continued to see a growing divergence between growth and value shares, as shown below:  

 

A value stock is defined as: shares of a company with solid fundamentals that are priced below those of its peers, based on 
analysis of price-to-earnings ratio, yield, and other factors. A growth stock is defined as: a share in a company whose 
earnings are expected to grow at an above-average rate relative to the market. Growth stocks represent a higher risk 
because investors often flee when the growth slows down or turns negative. The two share types often move in opposite 
directions. 
 
Historically, when value strategies have had a period of sluggishness, it is followed by a period of over-performance. Allen 
Cooke commented: “Most of the growth category is dominated by technology companies trading at large multiples. 
Throughout history, most tech stocks are supplanted or face competition from newer companies with better technologies. 
In fact, few survive this process. Well-known companies from the last bull market that ultimately bowed out include: AOL, 
Global Crossing, Sun Microsystems and Etoys. Each company was valued in the tens of billions of dollars or more and had 
great earnings or revenue growth.” Byron Stead added: “We don’t see much difference in many of the high flyers today. 
Although many investors consider Google or Facebook type companies to be competition proof, recent history has shown 
us otherwise.  Many of these companies trade at 40x to 100x net income and if growth slows down … the shares crash.  In 
what we consider to be one of the most expensive stock markets in history, we see little reason to alter our value 
approach.”  
 
Byron added: “Due to the discrepancy in value and growth, we own some of the most inexpensive stocks we’ve ever owned. 
For the average stock in the S&P index, an investor is getting about $4 of earnings for every $100 invested. In contrast, 
we currently own shares having as much as $15-$25 of earnings for every $100 invested. “ 
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Many of the market gains this year are from shares trading at over 30X earnings. 
 
 

From Euclidean (Hedge Fund) recent Newsletter: 

1. Companies derive their intrinsic value from their ability to generate cash. It is therefore, speculative to invest in 
companies that have not yet demonstrated an ability to consistently deliver earnings. 

2. Across long periods, abundant evidence suggests that getting the most earning power for your dollar has been the 
key to investment success. 

3. Following periods when buying companies on sale has fallen out of favor, value strategies have consistently 
reasserted themselves through strong absolute and relative performance. 

Here are updates on a few of our positions: 

Southwest Energy 

Primarily a natural gas producer, Southwest is currently priced at $6.45 and was at $14.50 last year when the price of 

natural gas was 33% lower. Southwest has posted over $1 in earnings per share so far in 2017 and is trading at less than 7x 

this year’s earnings. We expect gas prices to improve based on increasing exports, lower inventories and a predicted normal 

winter.    

Harmony Gold 

The world’s 13th largest gold producer, Harmony recently announced production increases for their core portfolio. The 

value of the proven and probable reserves is over $100 billion, and Harmony trades at 30% of book value and for less than 

$1 billion. Most miners trade at 3 or 4% of their reserve value.  We believe that HMU is worth $8-$10.  

Genworth 

Genworth is trading at 4 X this year’s earnings (first nine months only!). We are still waiting for a buyout at a 56% higher 

price than where the shares are currently trading. Most insurance companies trade at around 1x book value. If Genworth 

traded at 1x book value, the shares would increase by 600%. Earnings have improved by 50% year-over-year for the first 9 

months of 2017 versus 2016.  

Oi Telecom 

China Telecom has expressed interest in spending up to $6 billion dollars for a controlling stake in Oi. The China Telecom 

bid supports our thesis that the company is worth $10-$12 billion dollars and our shares are worth $12-$20.  The details of 

the restructuring are exciting to watch, but the bigger picture is more important.  We are looking forward to seeing this 

company operating and growing post-restructuring. The assets are excellent and include cell phone licenses, satellite T.V. 

operations, 7 million broadband subscribers, and over 50 million subscribers in total. Also, we believe the Brazilian Real will 

eventually increase in value.  

Rad-net  

Rad-Net is the largest provider of diagnostic medical imaging in the U.S. The company is doing close to $1 billion dollars in 

revenues. The company announced recently that one insurance company is requiring its insureds to use non-hospital group 

providers like Rad-Net because the cost is drastically lower. We expect revenues to grow to well over a billion and we 

expect the shares to continue to grow as well.    
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Conclusion and Additional Commentary 

Excellent values, healthy balance sheets, and low debt profiles with sensible valuations are the companies that we want to 

own and the ones that will generate meaningful returns for our portfolios over the next decade. For twenty years, we’ve 

bought solid assets at prices meaningfully below our conservative estimate of fair value, while maintaining a long-term 

investment horizon.  This strategy always works. We look forward to continuing to add deep-value stocks that are trading 

at low multiples. Value will have its day again and it usually comes roaring back.   

Kim Forrest at Fort Pitt Capital – “Value strategies need time to work and often underperform momentum stocks over 

periods. But if you have time, it’s still a better strategy. A lot of people buy momentum stock at high prices with hopes to 

sell at even higher prices, but when the tide turns, it’s too difficult to get out in time.”  

Additional Commentary 

Well known value investor Warren Buffett was actually down 50% during 1998 and 1999 while the Nasdaq 100 was up 
278%. From 2000 to 2003 Buffett was up 79% while the Nasdaq 100 lost 82% of its value. Some of those Nasdaq stocks are 
not in business today.   
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Stock market bubbles and the current valuations: 
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As for the FANG stocks, they have $2.23 Trillion dollars of market value and represent about 12% of the indexes. There is a 

lot of group thinking and not a lot of independent thinking on Wall Street and by investors right now. The US economy is 

huge; California alone is the 5th largest economy in the world.   There are a lot of amazing companies doing a lot of amazing 

things, overlooked, underpriced, undervalued, and improving. We’ll keep adding them as they meet our criteria. 

Why are we able to pick up stocks at bargain prices during a period of extreme valuations?  

As Ritu Vohora explained - "In times of deflation, prices of goods and services head downwards and returns look better the 

further out you look. This is why growth businesses, and particularly stable quality companies with pricing power, have 

been prized of late and been great performers.  A key driver of value’s decade of relative under performance has been 

falling bond yields, with a close correlation between the two. Changes in bond yields affect stocks differently, given 

companies generate returns over different time lines.  As with bond markets, longer duration assets are more negatively 

impacted by rising rates. Investors therefore prefer current cash flows to distant ones when bond yields are higher, while 

they are more comfortable waiting for future profits when yields are low. As a result, higher bond yields pose a greater 

headwind to growth stocks than to value ones." 

Clients and investors always ask about buying some of the popular performing stocks.  It’s probably human nature.    Like 
we said in 1999, if you want to buy some of those stocks or indexes wait until the stocks are 50% cheaper or buy the indexes 
when they are trading at 14x earnings not 29x earnings.  We discussed buying those stocks and indexes in 2003 when they 
were lower, and ironically most investors did not want them anymore; they wanted to buy them when they were more 
expensive.       
 
Investors can be funny. They can assume everything that is happening now in the markets will last forever.   They can forget 
risk, ignore valuations, prior market exuberances, and crashes.  At Broxton we’re focused on preservation of capital near 
market extremes and generating meaningful returns when the opportunities present themselves.    
 

 

 

We always appreciate calls and e-mails. We always look forward to hearing from everyone! 
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Broxton Capital Advisors is an investment advisor located in Westwood, California. The company manages the 

assets of individuals, corporations, retirement plans and sub advises accounts for registered investment advisors 

using the Primary Broxton Strategy or PBS. The strategy invests and reinvests portfolios with the objective of 

attaining long-term capital gains and income.  

Further information can be obtained at: www.broxtoncapital.com 

SEC Rule 206(4)-1 disclosure: this report is approved by the CCO of Broxton Capital. Individuals should consider 

the inherent risks before investing and this report should not be construed as advice tailored to an individual’s 

investment criteria or objectives. Important Disclosure: In the normal course of our communications or reports, 

we analyze, review and discuss current, past and possible future securities holdings. In the case of any security 

reviewed by us, it should not be assumed that recommendations made in the future will be profitable or will equal 

the performance of any profitable security that is reviewed or discussed. On request we provide a list of all 

investment recommendations made by the firm over the last twelve months. Also from time-to-time we may also 

discuss and display, charts, graphs, formulas which are not intended to be used by themselves to determine which 

securities to buy or sell, or when to buy or sell them. Such charts and graphs offer limited information and should 

not be used on their own to make investment decisions.   
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