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Stock Market Value vs. Visible Equity – The Tech Market Amplification

Introduction
How do we place a value on knowledge? In fast-growing sectors like biotechnology and computer software, including some parts of GIS (Geographic Information Systems), a large part of the value of the company resides in the knowledge embodied in its patents and in its staff. Sveiby (1997) pointed out the huge growth in the difference between Sun’s stock market value and its book value in 1995±96 because of the announcement of Java; this represented a major increase in its intangible assets. He categorised the different types of intangible assets as below.

	
	Intangible Assets (stock price premium)

	Visible Equity

(book value)
	External Structure
	Internal Structure
	Individual

	Tangible assets

minus visible debt
	Brand, customer and

supplier relations
	The organization:

management, legal

structure, manual

systems, attitudes,

R&D, software


	Competence
Education,

experience


The prolonged rise in stock prices from 1993-2000, fuelled by rapid development of technology, was an extraordinary period for large capitalisation growth stocks. During this same period the surge in the development of new computer and communication technology, and a speculative market in internet and technology related stocks approached a feeding frenzy before the bubble burst in the first quarter of 2000. The combination drove the stock market to record valuation levels, as measured by traditional valuation ratios for the S&P 500, just as the economy was also nearing the end of a long and moderate expansion. Even after a significant price correction during the bear market of the past two years, the S&P 500 remains in a very high valuation range, roughly 3 standard deviations above its long-term median.

In 2001 the economy entered a cyclical downturn after 7 years of moderate growth. That downturn, however, was somewhat exacerbated by the collapse of the internet/technology bubble, which wiped out huge paper gains for many investors, put thousands of people out of work, and brought to a close an unusually prosperous era for the brokerage and investment banking community. After two decades of compound annual returns in excess of 17% per year, by the beginning of 2000 widespread support by investors had developed for the concept of a ‘New Paradigm’ era, in which old measures of value were no longer relevant. A new era of productivity and growth had dawned, supported by the modern miracle of the Internet. Globalisation would assure prosperity for years to come, and if stock prices dropped from time to time, why the obvious thing to do was to buy on the dips; there was a widespread belief that investors could earn returns of 15% per year over the long term. Day trading and investing was at an all time high and nothing was free from this ever rising bubble. “A number of lower quality stocks ... had simply become caught up in the frenzy and were clearly overvalued.”

The ‘new paradigm’ looks pretty silly today, but just over two years ago it was the prevailing view. Now the pendulum seems to have swung the other way. There are many clear reasons why we can no longer expect good returns from common stocks. The risk premium has disappeared. Valuations are so high that it will take years for the market to readjust to reasonable valuation levels. Accounting standards will be tightened, causing both a near term decline in stock prices and slower growth in reported earnings over the longer-term.

Experienced and thoughtful investment professionals are warning that future returns on common stocks will not only fall short of the 17% compound rate of the previous two decades, but well below the long term nominal return range of 10%-12%. Jeremy Grantham and Jack Bogle caution us not to expect more than 6% return from stocks over the next decade.
 Professors Dimson, Marsh and Staunton of the London School of Economics have published an important new book, “Triumph of the Optimists: 101 Years of Global Investment Returns”
. They report that the optimists who invested in stocks over the past century have done well (though not as well as the work of Ibbotson & Sinquefield would suggest
), but warn that future returns are not likely to be as good. The man on the street is baffled, disappointed and wondering what to do, but is still hopeful.

The History of ARM

ARM was established in November 1990 as Advanced RISC Machines Ltd., a UK – based joint venture between Apple Computer, Acorn Computer Group and VLSI Technology. Apple and VLSI both provided funding, while Acorn supplied the technology and ARM’s 12 founding engineers. Acorn, developer of the world’s first commercial single-chip RISC processor, and Apple, intent on advancing the use of RISC technology in its own systems, chartered ARM with creating a new microprocessor standard. ARM immediately differentiated itself in the market by creating the first low-cost RISC architecture. Conversely, competing architectures, which were more commonly focused on maximising performance, were first used in high-end workstations. With the introduction of its first embedded RISC core, the ARM6™ family of processors, in 1991, ARM signed VLSI as its initial licensee. One year later, Sharp and GEC Plessey entered into licensing agreements, with Texas Instruments and Cirrus Logic following suit in 1993. Over the years, ARM has significantly expanded both its IP portfolio and its licensee base. After the 1993 addition of Nippon Investment and Finance (NIF) as a shareholder, the company began establishing a global presence, opening new offices in Asia, the US and Europe. In April 1998, the company listed on the London Stock Exchange and Nasdaq. ARM is now a global corporation, employing more than 720 people in facilities in eight countries on three continents. With design centres in Blackburn, Cambridge and Sheffield, UK; Sophia Antipolis, France; Walnut Creek, Calif.; and Austin, Texas; the Company also maintains sales, administrative and support offices in France, Germany, Japan, Korea, Taiwan, Israel, the UK and the US. The Company will be opening an office in Shanghai, China during 2002.

Market Overview

Intellectual property (IP) is one of the hottest and most highly-coveted commodities in the new economy. Nowhere is this more apparent than in the semiconductor arena, where an IP revolution is defining a new generation of digital electronic products. IP is forming the basis of today’s ever-advancing microprocessors and is driving innovation across a broad spectrum of consumer and business applications; pushing high-speed, high-bandwidth communications and wireless connectivity to new limits. The use of microprocessors in a wide range of electronic devices has escalated to the extent that the use of microprocessor IP is now ubiquitous in system-on-chip (SoC) designs, providing the technology foundation for nearly everything electronic in the world today. With enormous growth potential, the IP market has emerged as one of the most dynamic sectors of the high-technology industry. Andrew Allison, an industry analyst, reports that in 2001, more than 538 million RISC (Reduced Instruction Set Computing) microprocessors were shipped, 74.6 percent of which were based on the ARM® microprocessor architecture. Growth in the IP market continues to be driven by the demand for semiconductor devices that the Semiconductor Industry Association reports reached $139 billion in global sales in 2001.

ARM – The Architecture for the Digital World™

ARM Holdings plc [(LSE:ARM); (Nasdaq:ARMHY)], ranked by Dataquest as the number one semiconductor IP supplier in the world, emerged as a pre-eminent force in the semiconductor revolution. When ARM pioneered the concept of openly-licensable IP for the development of 32-bit RISC microprocessor-based SoCs in the early 1990s, it changed the dynamics of the semiconductor industry forever. By licensing, rather than manufacturing and selling its chip technology, the Company established a new business model that has redefined the way microprocessors are designed, produced and sold. More importantly, ARM has shaped a new era of next-generation electronics: ARM Powered® microprocessors are pervasive in the electronic products we use, driving key functions in a variety of applications in diverse markets, including automotive, consumer entertainment, imaging, industrial control, networking, storage, security and wireless. ARM licenses its IP to a network of Partners, which includes some of the world’s leading semiconductor and system companies, including nineteen out of the top-twenty semiconductor vendors worldwide. These Partners utilise ARM’s low-cost, power-efficient core designs to create and manufacture microprocessors, peripherals and SoC solutions. As the foundation of the company’s global technology network, these Partners have played a pivotal role in the widespread adoption of the ARM architecture and to date, ARM Partners have shipped more than one billion ARM microprocessor cores. 
To support and complement the company’s RISC microprocessor cores and SoC IP, ARM has developed a strong software capability. Partners have access to an unrivalled range of software-based IP, operating systems (OS) ports and software design services. In this way, ARM provides Partners with a full portfolio of offerings that deliver significant risk reduction and faster time-to-market benefits. In order to support this global technology network, ARM has recently introduced two significant technology advancements that are already in use by key semiconductor companies. The company is now offering its Partners the ARM PrimeXsys™ platform; ‘box-ready’ IP in the form of platforms targeted at specific applications. The first PrimeXsys platform launched in September 2001 was the PrimeXys Wireless Platform. This is a highly-integrated, extendable platform incorporating all the hardware, software and integration tools necessary to enable ARM Partners to easily develop a wide range of ARM Powered application-focused devices, rapidly and with minimal risk. ARM intends to announce further PrimeXsys platforms in 2002 as the IP market continues to demand more integrated solutions. ARM also introduced the Jazelle™ technology for Java™ technology acceleration that delivers an unparalleled combination of Java performance and the world’s leading 32-bit embedded RISC architecture. This technology gives platform developers the freedom to run Java applications alongside established OS, middleware and application code on a single processor. The single-processor solution offers higher performance, lower system cost and lower power than coprocessors and dual-processor solutions.
Financial Statements
Figures are not an exact representation of the company’s situation, and have been summarised for this case
	Annual Balance Sheet (Values in £ Millions)
	Mar-02
	Dec-01
	Dec-00
	Dec-99
	Dec-98

	Assets

	Current Assets

	Cash and Equivalents
	107.3
	104.5
	75.3
	51.8
	39.6

	Short-Term Investments
	NA
	94.4
	69.5
	46
	37.1

	Receivables
	33.9
	27.2
	21.1
	16.5
	9.5

	Inventories
	0.7
	0.6
	0.4
	0.2
	0.2

	Pre-Paid Expenses
	NA
	NA
	NA
	NA
	NA

	Other Current Assets
	7.4
	125
	3.2
	2.7
	2.8

	Total Current Assets
	149.3
	137.3
	100
	71.1
	52.1

	 

	Other Investments
	NA
	3.6
	4.1
	0
	0

	Investment in Subsidiaries
	NA
	0
	0
	0.1
	0.1

	Long-Term Receivables
	NA
	0
	0
	0
	0

	Property, Plant & Equipment, Gross
	NA
	49.3
	32.4
	20.6
	14.7

	Accumulated Depreciation
	NA
	26.6
	17.5
	11.3
	6.8

	Property, Plant & Equipment, Net
	22.8
	20.3
	14.9
	9.3
	7.9

	Deferred Charges
	NA
	0
	0
	0
	0

	Intangible Other Assets
	11.7
	6.1
	5.6
	1
	0

	Other Assets
	15.5
	12.2
	5.6
	1.1
	0

	Total Assets
	187.6
	146.6
	124.5
	81.5
	60.2

	 

	Liabilities & Shareholder's Equity

	Current Liabilities

	Accounts Payable
	NA
	2.4
	2
	1.1
	0.9

	Short-Term Debt
	NA
	0
	0
	0
	0

	Other Current Liabilities
	NA
	29.9
	22.4
	14.6
	10.1

	 

	Total Current Liabilities
	NA
	39.4
	26.1
	16.1
	12.3

	 

	Long-Term Debt
	NA
	0
	0
	0
	0

	Provision for Risks/Charges
	NA
	0.2
	0.2
	NA
	NA

	Deferred Income
	NA
	0
	0
	0
	0

	Deferred Taxes
	NA
	0
	0
	0.1
	0

	Other Liabilities
	NA
	0
	0
	0
	0

	Unrealised Securities Gain/Loss
	NA
	0
	0
	0
	0

	 

	Total Liabilities
	36.8
	42.1
	26.3
	16.1
	12.3

	 

	Shareholder's Equity

	Minority Interest
	0.7
	0.4
	0.3
	0.1
	0.1

	Preference Share or Preferred Stock
	NA
	0
	0
	0
	0

	Ordinary Share or Common Stock
	NA
	0.5
	0.5
	0.5
	0.5

	Capital Surplus
	NA
	76.1
	74.6
	53.5
	37.9

	Retained Earnings
	NA
	60.8
	26.1
	13.6
	11.1

	Treasury Stock
	NA
	0
	0
	0
	0

	 

	Ordinary Share Equity
	150.1
	107.6
	98
	65.3
	47.9

	 

	Total Liabilities & Share Equity
	187.6
	161.2
	124.5
	81.5
	60.2


	Annual Income Statement (Values in £ Millions)
	Mar-02
	Dec-01
	Dec-00
	Dec-99
	Dec-98

	Sales
	42.1
	100
	100.7
	62.1
	42.3

	Cost of Goods Sold
	4
	5.6
	3.9
	5.1
	7.7

	Gross Income
	38.1
	94.4
	89.1
	52.3
	31.4

	Depreciation & Amortisation
	NA
	1.3
	7.8
	4.7
	3.1

	Selling, G&A Expenses
	NA
	15.4
	57.9
	35.8
	NA

	Other Operating Expenses
	23.2
	0
	0
	0
	24

	Operating Expenses - Total
	NA
	56.7
	69.6
	45.6
	34.8

	Operating Income
	14.9
	31.5
	31.2
	16.5
	7.5

	Non-Operating Interest Income
	NA
	3.1
	3.9
	2.3
	1.9

	Pre-Tax Equity in Earnings
	NA
	0
	-0.1
	0
	-0.1

	Other Income/Expense - Net
	0.9
	0.3
	0.5
	0
	0

	Interest Expense on Debt
	NA
	0
	0
	0
	0

	Pre-Tax Income
	15.8
	34.4
	35.5
	18.8
	10.2

	Income Tax
	5
	11.7
	5
	1.8
	3.5

	 
	
	
	
	
	 

	Minority Interest
	0.1
	0.2
	0.2
	0.1
	0

	Equity in Earnings
	NA
	0
	NA
	0
	0

	After Tax Other Inc/Exp
	NA
	0
	0
	0
	0

	Discontinued Operations
	NA
	0
	0
	0
	0

	 
	
	
	
	
	 

	Net Income before Extraordinary
	10.7
	9
	30.3
	16.9
	6.6

	Extra Items
	NA
	0
	0
	0
	0

	Pref. Dividend Requirements
	0
	0
	0
	0
	3

	 

	Net Income
	10.7
	23.3
	30.3
	16.9
	3.7


	Annual Cash Flow (Values in £ Millions)
	Dec-01
	Dec-00
	Dec-99
	Dec-98

	Sources of Funds
	
	
	
	

	Net Income
	45.8
	31.2
	16.5
	8.3

	Depreciation & Amortisation
	12.4
	7.8
	4.7
	3.1

	Deferred Taxes & Tax Credits
	0
	0
	0
	0

	Other Cash Flow
	-5.9
	0.9
	-2.4
	-1.6

	Funds from Operations
	52.2
	39.9
	18.9
	9.8

	Extraordinary Items
	0
	0
	0
	0

	Funds from other Operating Activities
	-0.3
	2.9
	0
	-0.1

	Proceeds Sale/Issue of Shares
	0
	0
	0.3
	34.3

	Proceeds from Share Options
	1.6
	2.3
	0
	NA

	Disposal of Fixed Assets
	0.1
	0.1
	0
	0

	Change in Short-Term Borrowings
	0
	0
	0
	0

	Long-Term Borrowings
	0
	0
	0
	0

	Decrease in Investments
	1.9
	0.5
	0
	0

	Other Sources (Uses) - Financing
	0
	0
	0
	0

	Other Sources
	NA
	NA
	NA
	NA

	
	
	
	
	

	Total Sources
	27.3
	22.2
	16
	11.9

	
	
	
	
	

	Use of Funds
	
	
	
	

	Cash Dividends Paid
	0
	0
	0
	4

	Capital Expenditures
	17.3
	11.8
	5.9
	6.4

	Reduction in Long-Term Debt
	0
	0
	0
	0

	Increase in Investments
	1.4
	4.1
	8.9
	1.4

	Other Uses (Sources) - Investing
	-1
	0.4
	0
	0

	Other Uses
	NA
	NA
	NA
	NA

	
	
	
	
	

	Total Uses
	27.3
	22.2
	16
	11.9

	
	
	
	
	

	Reconciliation of Sources
	
	
	
	

	Change in Cash & Short-Term Inv.
	19.3
	23.5
	3.3
	32.2

	Change in Working Capital
	23.4
	18.9
	15.2
	32.5

	Net Operating Cash Flow
	26.7
	42.7
	18.9
	9.6

	
	
	
	
	

	Non-Current Liabilities
	
	
	
	

	Net Cash Flow - Investing
	24.3
	21.6
	16
	7.8

	Net Cash Flow - Financing
	1.6
	2.3
	0.3
	30.3


Ratios
	Growth Rates %
	2001
	2000
	1999
	1998
	Industry

	Sales (Year vs Year)
	-0.7
	62.2
	46.8
	NA
	26.2

	Income (Year vs Year)
	-23.1
	79.3
	356.6
	NA
	482.5

	EPS (Year vs Year)
	13.8
	81.3
	NA
	NA
	1.8

	
	
	
	
	
	

	Price Ratios
	2001
	2000
	1999
	1998
	Industry

	Current P/E Ratio
	14.1
	NA
	NA
	NA
	22.3

	Price/Sales Ratio
	3.66
	NA
	NA
	NA
	52.47

	Price/Book Value
	4.02
	 NA
	 NA
	 NA
	1.97

	
	
	
	
	
	

	Investment Returns %
	2001
	2000
	1999
	1998
	Industry

	Return On Equity
	21.7
	30.9
	25.9
	7.7
	-37

	Return On Assets
	15.9
	24.3
	20.7
	6.1
	-26.6

	
	
	
	
	
	

	Profit Margins %
	2001
	2000
	1999
	1998
	Industry

	Gross Margin
	94.4
	88.4
	84.2
	74.2
	-25.8

	Pre-Tax Margin
	34.4
	35.2
	30.3
	24.1
	-637.1

	Net Profit Margin
	23.7
	30.1
	27.3
	15.7
	-624.5

	
	
	
	
	
	

	Financial Condition
	2001
	2000
	1999
	1998
	Industry

	Debt/Equity Ratio
	39.1
	26.5
	24.7
	25.7
	17.25

	Current Ratio
	3.5
	3.8
	4.4
	4.2
	3.6

	Quick Ratio
	2.7
	2.9
	3.2
	3.2
	3.6

	Interest Coverage
	2.2
	NA
	NA
	2.2
	-434.4

	Book Value/Share
	0.13
	0.1
	0.07
	0.05
	0.35

	
	
	
	
	
	

	Management Efficiency
	2001
	2000
	1999
	1998
	Industry

	Income/Employee
	32,271.00
	48,949.00
	38,148.00
	10,451.00
	-55,058.00

	Revenue/Employee
	138,504.00
	162,681.00
	140,180.00
	119,491.00
	87,512.00

	Asset Turnover
	0.7
	0.8
	0.8
	0.7
	1

	
	
	
	
	
	

	Industry averages are for microprocessor market
	
	
	


Stock Market Performance

The following article appeared in the financial press in late 1999:

The Anglo File: ARM Races Ahead After Deal With Intel
Even before Monday's announcement that ARM Holdings had signed a licensing deal with Intel, owning a piece of the U.K. microprocessor chip designer was costly business. And after the euphoria that greeted the news, it will cost you, well, an arm and a leg, and some reckon that may be too high a price to pay. 

ARM shares surged 15% following the news that Intel will license ARM's microprocessor designs to build chips for the next generation of handheld devices, such as phones and computers, but the rise in the company's shares is nothing new. Shares of the firm, which began life nine years ago in a barn outside the town of Cambridge, England, have risen more than seven times in the last 18 months on the back of 37 licensing agreements with such luminaries as IBM, Ericsson, Nintendo and Psion. 

This string of high-profile deals has helped the company rack up astonishing earnings growth. According to a poll of brokers by Hemmington Scott, a U.K. financial information provider, ARM is expected to notch up earnings growth of 95.9% in 1999 and 25.3% in 2000. 

With the shares closing in London Tuesday down 5.1% at 14.5 pounds (about $24), the company has a market cap of about 2.8 billion pounds and is set to join the benchmark FTSE 100 index of leading companies before the end of the year. 

What Harm Could Come to ARM? 

Yet with ARM now trading at a price-to-earnings ratio of 324 times, compared to 203 times at Rambus, which designs and licenses computer memory, there is little room for any disappointments. And already some murmurings of disquiet are being heard, albeit faintly, from some quarters. "ARM is basically a fantastic company with great fundamentals, but there are a few areas of concern," says one analyst who wished to remain anonymous. 

What on earth could they be? "Competition, for one," says the analyst. 

Although ARM dominates the 32-bit segment of the RISC, or reduced instruction set computing, processor market, the analyst says he has spoken to Hitachi and MIPS Technologies, and they have both indicated that they intend to compete fiercely in this market. In fact, MIPS is already hawking its 32-bit technology at bargain prices in Japan. 

Indeed, companies such as MIPS and Hitachi are much larger and more diversified than ARM, which still relies heavily on supplying the mobile phone market. Some 75% to 80% of ARM's sales this year are expected to be in the cellular market, of which 70% are with a single company, Nokia. Should sales of handsets start to fall -- Paribas, the European brokerage, predicts Nokia's handset sales will slow to 69% this year and 44% in 2000 from 90% growth last year -- the company's bottom line could be seriously affected. 

And the following chart shows the evolution of the ARM stock price on the London Stock Exchange over the last 5 years compared to the FTSE All Share Index:
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Questions:

Q1.
Identify the main strengths and weaknesses of the ARM concept and the company.

Q2.
Calculate the value of ARM Holdings Plc using the book value method.
Q3.
Explain the difference between value and market analysis in the decision to purchase stock.
Q4.
Would you purchase stock in ARM Holdings Plc? And why?
ARM Holdings Plc
Q1.
Identify the main strengths and weaknesses of the ARM concept and the company.

	
	Strengths
	Weaknesses

	Economic Environment
	· Technology and IT an intricate part of business today.
· European Market growing and cross-border trade easy.
	· Tech bubble has ‘burst’.
· Global recession.

· Decreased spending on technology.

	Industry; Market; Country
	· Global presence, in both R&D and sales.

· Present at major worldwide ‘technology poles’.

· Increasing need for microprocessors in equipment (not limited to computers).
	· Market very susceptible to competitors.

	Strategy & Operations
	· Shareholders are strong reputable firms (Apple, Acorn, NIF).

· Licensing of design means few costly fixed assets and overheads.

· Wide variety of applications from everyday to hi-end equipment.
· Strong ‘Partner Network’.

· Full portfolio of products and services linked to RISC microprocessors.

· New Jazelle™ Technology.
	· Once patents, design copyrights expire, the company will be left with relatively little ‘intrinsic’ value.
· Product is the ‘intellectual capital’ of the firm and people can always leave the company.

	Financial Analysis
	· Excellent liquidity and very low inventories.
· Company still profitable in poor economic environment, and compared to competitors in the microprocessor market.
· Zero LT debt.

· Increasing positive cash flow.

· ROE, ROI and ROA substantially positive and far better performance than the market.

· Excellent financial structure and interest coverage.
	· Increasing intangible assets.
· Cost of goods 2002 already equal to 2001.

· Net Income has dropped off dramatically since tech crisis.

· Poor asset and inventory turnover (but these not really a weakness considering the business model).

	Stock Market Ratios
	· Licensing agreements boost share value.
	· Share price may be overvalued.
· Tech investment not currently in ‘fashion’.


Q2.
Calculate the value of ARM Holdings Plc using the book value method.
Since this market is liable to great fluctuations, it is unwise to use any type of dynamic valuation method that relies on future cash flows; to predict anything in the technology markets is currently both extremely difficult and unwise.
Therefore the calculation of the book value of ARM Holdings Plc. is as follows:
Book Value = Assets – Debts
(as at March 2002)
Book Value = 187.6 – 36.8
= £ 150.8 Million
Q3.
Explain the difference between value and market analysis in the decision to purchase stock.

In a bull market, nobody worries too much about which shares to buy, market analysis is easy ‘on-the-up’ and growth investors buy and sell at ease making profits in the short-term. When the markets turn, there seems nowhere left to go but back to value as we can no longer gamble on what seems like a non-stop elevator to wealth.

By way of definition, value investors believe that the market always overreacts to news, either good or bad. When the news is good, the stock price zooms up; out of proportion to the long-term affect that news is likely to have on the company’s future performance. By contrast, when unexpected bad news happens, the offender’s share price typically takes a worse drubbing than the fundamentals dictate. Value investors scan the market for stocks that growth investors once loved, but are now dumping. Value investors don’t buy stocks just because they’re cheap; they have to be assured that the problems are temporary, or solvable. Value investors hold these stocks until their prospects once again look bright, and then they sell them back to growth investors.

Value investing requires a much longer-term outlook than growth investing. Where growth investors might typically hold a stock for six months to a year, value investors plan on holding their picks for three to five years. Value investors don’t try to predict which way interest rates are heading, or the direction of the market or of the economy. They don’t look at stock charts and they don’t pay attention to analysts’ buy/sell ratings or earnings forecasts. Value investors don’t try to determine if all the bad news is already built into the stock’s price, or if further disappointments will drive the share price down further.

Value investors view all industry sectors as cyclical, meaning that each sector, and hence the stocks making up that sector, will go through periods of out performance when market mavens predict strong sales and earnings growth for all participants for the foreseeable future. Then, as sure as night follows day, the sector companies over-expand their manufacturing capacity, growth falters, profit margins contract in the face of product oversupply, and stock prices plunge. Eventually the excess capacity is absorbed, demand picks up, and the cycle repeats. Rather than trying to predict the timing of these cycles, value investors compare a stock’s current valuation ratios (e.g. price/earnings or price/book) to their historical ranges, and from that information determine whether it’s time to buy or sell the stock.

Both value and market analysis (growth investing) come and go as fashions, where for many years the stock market had proved to be the best investment available, the current downtrend has brought value analysis and hence value investors back into the limelight. As with company valuation, we must today use a combination of both market and value analysis to be analyse and make decisions in the stock purchase arena. 
Q4.
Would you purchase stock in ARM Holdings Plc? And why?
Having analysed the current position of ARM Holdings and the overall market situation, this seems to be an ideal time to purchase stock in this company. The accounts themselves tell a very positive story with a both profitable and efficient business model. The tech markets decline has led to a re-valuation of this type of stock, and the current price seems very in-line with its value. As one of the leaders in the microprocessor market, ARM is perfectly positioned to reap future rewards from any developments and changes that occur.

� Chris Bell, Framlington NetNet Fund


� ‘Bogle on Investment Performance and the Law of Gravity: Reversion to the Mean – Sir Isaac Newton Comes to Wall Street’. Remarks by John C. Bogle, January 29, 1998.


� Princeton University Press


� Ibbotson-Sinquefield data; Monte Carlo Returns Simulation 1976


� Nick Watson, U.K. Correspondent, 10/26/99


� Bloomberg UK – www.bloomberg.co.uk
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