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Abstract

The purpose of this article is first to examine whether a value premium exists following a mechanical screening process (i.e., the search process) in the

Canadian markets between two distinctly di�erent periods,1985–1999 and 1999–2007, and second whether value investors add value in the stock

selection process by being able to find truly undervalued stocks from the universe of the possibly undervalued stocks identified from the search

process. We find that a strong and pervasive value premium exists in Canada over our sample periods that persists in bull and bear markets and during

recessions/recoveries. Value stocks, on average, beat growth stocks even when using the very mechanical screening of the search process.
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Furthermore, this article demonstrates that value investors do add value, in the sense that their process of selecting truly undervalued stocks, via in-

depth security valuation of the possibly undervalued stocks and arriving at their investment decision using the concept of “margin of safety”, produces

positive excess returns over and above the naive approach of simply selecting low P/E–P/BV ratio stocks. The article was extended to the years of the

“great recession” (2008–2009) and despite the fact that over this extended period we had a severe recession and bear market, on average, the

sophisticated portfolio still beat the naïve value portfolio, consistent with earlier evidence.

TOPICS: Style investing (https://www.pm-research.com/topic/style-investing), portfolio construction (https://www.pm-research.com/topic/portfolio-

construction), equity portfolio management (https://www.pm-research.com/topic/equity-portfolio-management)

 Download PDF  Add to Favorites  Share  Labels  Cite  Alerts

Related Topics

Portfolio Management in Theory and Practice

Portfolio Construction

Performance Measurement

Asset Classes

Equities

Fundamental Analysis

International Investment

Americas

By clicking “Accept All Cookies”, you agree to the storing of cookies on your device to enhance site navigation, analyze site usage, and
assist in our marketing e�orts.

Cookies Settings  

Reject All  

Accept All Cookies

https://www.pm-research.com/content/iijinvest/20/2/58
https://www.pm-research.com/content/iijinvest/20/2/101
https://www.pm-research.com/topic/style-investing
https://www.pm-research.com/topic/portfolio-construction
https://www.pm-research.com/topic/equity-portfolio-management
https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjstV8wYgJNWTasD2b4GVLRycQ8yhHN44WoiQ9fnWOCL-nxRMiCkYy1NvITD9oBy_A5ybYsM9o1iGD2xOUhAVrZj0jv5xNNpkQrZ5buDcFr49oCKsLITZntMX9BEQ7su07uSi025HCTLBXrfaMoanGiuxjo1rv9wf5l9eyNB5npUv54zz6qLieXZT6bsJj-x70OAJCRAYqcBeujShJUSRkdBgiAhIBXMkTa8Q3GVdUuZOx3axgtlup0R5fTKN6ThEIBeQlLigEtNPZ2Hjn9Q0dULT-HUr_vJukbkjpQHvxrsaYybJ-pcnSsaTDnrlKIy1KutPfBhewSB7yMRO7m-HthUEcdE8497vI744_ml4CGOxrNlpXAzw&sig=Cg0ArKJSzCGKTbByN89t&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://pardot.pageantmedia.com/JOI-Call-For-Papers
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A69
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A77
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A79
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A97
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A98
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A99
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A118
https://www.pm-research.com/search?query=&f%5B0%5D=topics%3A121


 (/)

Part of the With Intelligence Group

 

About
(/about-

us)

Contact
(/contact-

us)

 

 

tter.com/PM_Research_)ww.linkedin.com/company/pmresearch/)

Locations

New York

41 Madison Avenue

20th Floor

New York, NY 10010

646 931 9045

London

One London Wall

London, EC2Y 5EA

0207 139 1600

Hong Kong

By clicking “Accept All Cookies”, you agree to the storing of cookies on your device to enhance site navigation, analyze site usage, and
assist in our marketing e�orts.

Cookies Settings  

Reject All  

Accept All Cookies

https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjsuU4oW-vABTDwZw98eTgndQGSJZZO5ixLOR3aB3KBGk0nhwUULQzlfWW1MmuBjQXkvu6Xq4mTD-MwW8Bye3hJ3tu3GtGTj0x6XZLK22skPKsnmuGQicBXSZd-g9d4UYlDEvCZb2jQwUhAvxZ9GuSS2h5rnSYPCxFhBHdncI7RDQEAK_GV7dGGVOk1fQP-qVWRerN32GnUZcCnvLE0nWk2mhotcxO6crqXNJw85MT4qlzUiKD3A1WKOv5UG1L1Es7WQt-noqsZx6WLoBV4K60aPSiuzTxXUop_7kVisEu3JPJzBOpDBTKKgqsF3_QmZiZ2O-112mVbweCUdXUQmm7cYN1d6GZIreZ2zMWmMW7GZAR4hnPfLR&sig=Cg0ArKJSzOj-XGSBpdao&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://www.pm-research.com/collections
https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjstdytVNB4BepaBxZJcTOv1txJruoK-qfQWCDYwp_uxbeKWJjc6ORtU-Fb0S5AQD-xibuvOyFZjYVbvrBOcGFLPSXJZuM-xaSacMwEtPPskLm195k29q7Cqi2sMhHVEkv6z6cdZ1_WKrwzoXZO2rR8vai5MU-s3y13JuNX6T7JR8kHEin3qwRFT4iEIcyXWMdgDdbPjxXjEZbd6YNf2Zk33Q2YUfRHfCNeH1F702uHT9yPK8SI4qEytNBfTFC5BSlVCSwgJKTfEBJ-2HlqfJ43h8el454JwevbrSINaApJGTCN7lpzwchMCuvqaey7LcDhHa1BsAJ3MBbXYsgVY_Lt-qP8POob23D2moXAqeGuckLjDSwoGN&sig=Cg0ArKJSzDExKZ8Djkzv&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://www.pm-research.com/journals
https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjstaT-Q7MZsm7yZ1eHXBjoGj2nUfhUi45jaiqRzlIwHA2mjRiBRwNyCofu1vlV4_uJhljEtj4IkQbd9SM8meiYWgpa7aqxmAAqCiynZE9jFGK96pCqAQBbIqyY16RQFO51eJ-PfOx0Tk7yrThHdQPDRByVi4p_khQ3Up4CssUE-kvsIkqCGR3encbckcLNxtTjjhwJxmlD1eG73tY7v3eLngAG0ejruzpeOYJmexWb0AoGhB4DbeGMrSyVl3yIoFZl8nunVaUenEnAZQ5_4-AyoiXuJP-rHtl38j-I3d_6I_iChN018gAjoZbUfl2AU3kWxSPkwvV-GdrRJzJw7Q_vRukyl0OtY4ltE-g4U1k3c0ASLj54mD&sig=Cg0ArKJSzD2sPORxttDs&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://www.pm-research.com/journals
https://www.pm-research.com/
https://www.pm-research.com/about-us
https://www.pm-research.com/contact-us
https://twitter.com/PM_Research_
https://www.linkedin.com/company/pmresearch/


21/F Cityplaza Three,

14 Taikoo Wan Road,

Taikoo

Explore our Research

By Topic

By Journal

Portfolio Management in Theory and Practice (/topic/portfolio-management-theory-and-practice)

Quantitative Finance (/topic/quantitative-finance)

Economics and Financial History (/topic/economics-and-financial-history)

Risk Management in Theory and Practice (/topic/risk-management-theory-and-practice)

Asset Classes (/topic/asset-classes)

Regulation, Taxation, Governance, and Compliance (/topic/regulation-taxation-governance-and-compliance)

Portfolio Management (/content/iijpormgmt)

Financial Data Science (/content/iijjfds)

Impact & ESG Investing (/content/pmrjesg)

Fixed Income (/content/iijfixinc)

Investing (/content/iijinvest)

Derivatives (/content/iijderiv)

Alternative Investments (/content/iijaltinv)

Retirement (/content/iijretire)

Wealth Management (/content/iijwealthmgmt)

Beta Investment Strategies (/content/iijindinv)

Structured Finance (/content/iijstrfin)

Trading (/content/iijtrade)

Private Equity (/content/iijpriveq)

Practical Applications (/pa-reports)

© 2023 With Intelligence Ltd (https://withintelligence.com/) | All material subject to strictly enforced copyright laws.

Cookies (https://www.pageantmedia.com/cookies/)

Code of ethics (/code-of-ethics)

Terms & conditions (https://www.pageantmedia.com/terms/)

Privacy policy (https://withintelligence.com/privacy/)

By clicking “Accept All Cookies”, you agree to the storing of cookies on your device to enhance site navigation, analyze site usage, and
assist in our marketing e�orts.

Cookies Settings  

Reject All  

Accept All Cookies

https://www.pm-research.com/topic/portfolio-management-theory-and-practice
https://www.pm-research.com/topic/quantitative-finance
https://www.pm-research.com/topic/economics-and-financial-history
https://www.pm-research.com/topic/risk-management-theory-and-practice
https://www.pm-research.com/topic/asset-classes
https://www.pm-research.com/topic/regulation-taxation-governance-and-compliance
https://www.pm-research.com/content/iijpormgmt
https://www.pm-research.com/content/iijjfds
https://www.pm-research.com/content/pmrjesg
https://www.pm-research.com/content/iijfixinc
https://www.pm-research.com/content/iijinvest
https://www.pm-research.com/content/iijderiv
https://www.pm-research.com/content/iijaltinv
https://www.pm-research.com/content/iijretire
https://www.pm-research.com/content/iijwealthmgmt
https://www.pm-research.com/content/iijindinv
https://www.pm-research.com/content/iijstrfin
https://www.pm-research.com/content/iijtrade
https://www.pm-research.com/content/iijpriveq
https://www.pm-research.com/pa-reports
https://withintelligence.com/
https://www.pageantmedia.com/cookies/
https://www.pm-research.com/code-of-ethics
https://www.pageantmedia.com/terms/
https://withintelligence.com/privacy/

