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Executive!Summary!

This research analyzes the performance of a value investing strategy in the Italian stock market 

from 1990 to 2011. The study has been conducted over a large sample of companies listed in the 

market in order to find some evidence over the presence of a value premium. The paper is 

composed of seven different chapters where are collected all the relevant information about the 

methodology and the results of the research. 

 

In the academic world there is a general agreement over the greater performance of value stocks 

over the growth stocks, but this result does not arise in the Italian case, where growth stocks 

delivers on average superior returns. The objective of the thesis is to find a possible explanation for 

this different behavior of the Italian stock market and what are the possible solutions to find a value 

premium in Italy. The theoretical framework is based on two distinctive approaches to the subject: 

the traditional finance and the behavioral finance. Most of the theories related to the traditional 

finance have their foundation in the efficiency of the markets and the use of the capital asset pricing 

model. The behavioral finance is a theory that puts together some aspects of cognitive psychology 

with financial theory, that focuses on the most realistic and human aspects of the investors, such as 

errors, irrationality and the lack of information. 

 

The stocks are selected according to three different criteria: Price to Earnings (P/E); Book to Market 

(B/M) and Dividend yield. The P/E portfolio consist of 201 companies and only the highest and 

lowest 30% of the companies were included in the annual analysis. The B/M portfolio contains a 

total amount of 251 companies and is the most complete in terms of data and representation of the 

Italian stock market. The Dividend yields portfolio is the smallest one represented with 57 stocks.  

 

The results have revealed a clear outperformance of the growth stocks in all the three analysis 

performed. The value investing strategy refuses the efficient market hypothesis, however, the 

results obtained in this research show in a negative performance of the value investing strategies in 

most of the cases.  
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Chapter(1:(Introduction( (

Investors around the globe are constantly looking for the perfect investing formula of secure 

profits with no risks. Today none so far has been able to create a perfect investment strategy, but 

few investors in the world can claim that they can beat the market with a certain frequency: the 

value investors. With the release of the book “Security Analysis” in 1934 by Graham and Dodd, the 

theory of the value investing was officially born and today is still used and widespread. The idea 

behind the whole theory is intuitive and somehow simple: investors should look in the market for 

underpriced securities and perform a long-term investment on them. The problem arises in the 

definition and recognition of these undervalued stocks, in other words investors should look in the 

market for value stocks. At a glance a value stock is considered a stock that tends to trade at lower 

price in relation to its fundamentals and as a consequence is considered “cheap” and underestimated 

by value investors. However not all the “cheap” stocks outperform the market, since the definition 

and recognition of them is not that easy. According to previous studies conducted on the topic by 

Fama and French, Risager, Chan, Lakonishok, LaPorta and Basu, the opinion that value stocks 

deliver higher returns compared to growth stocks is widely and internationally accepted. Researches 

have been conducted primarily in the US market, but the same results can be observed also in every 

other major stock market in the world1. 

 

In this research, stocks are selected from a pool of firms listed in the “Borsa Italiana”, the Italian 

stock market. There are several multiples that can be used to provide insights into the possible 

mispricing of the stocks, in order to divide the value portfolio from the growth portfolio. In this 

paper, the book-to-market ratio, B/M, is used as a first measure to identify undervalued securities. 

Other measures used to sort stocks are the price-to-earnings ratio, P/E and the Dividend yield. 

Instead of using only one indicator to sort stocks and to perform the analysis in the Italian stock 

market, all the stocks will be analyzed according to these three criteria. The reason is related to the 

more accurate results that several indicators can give to the analysis. One question should arise 

here, regarding the benefice of an indicator instead of others, but an answer is therefore provided 

according also to other researches on the topic2.  On a previous study conducted by Fama and 

French (1998) over the European stocks markets, the value premium is widely present in all the 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1All the researches are therefore presented in the paper. 
 
2 Kenneth R. French; on the Fama/French forum address a remarkable opinion on the question “why other factors 
should used or not in addition to the book-to-market ratio” 
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markets, except in the Italian one, where the value premium is present only when the stocks are 

sorted using the cash-flow yield.  

 

A second important part of this research is related to the issue of the risk associated with value 

stocks. On previous analysis, Fama and French argue that the excess return of the value stocks is 

related to the extra investment risk that investors carry when they buy value stocks. However, on 

the research conducted by Chan and Lakonishok, the superior performance of value stocks cannot 

be attributed to their risk exposure. An alternative explanation has to be found to understand the 

results delivered by this class of security. Instead of concentrating on the analysis of statistical data 

and financial modeling, some researchers have pointed their attention on behavioral finance, to 

offer a possible and valid explanation to these excessive returns. Investors are on average more 

attracted by growth stocks, since they see greater future opportunities and they also considered them 

more stable compared to other stocks that did not perform well in the previous years. At the same 

time investors often raise too optimistic expectations and finally get disappointed when the selected 

stocks delivers lower returns than expected. With an opposite approach, the patient value investor 

seeks long-term investment strategies with stocks that can appear less appealing with lower growth 

prospects. It is reasonable to say that not all the investors in the market can perform or want to 

make a long-term investment strategy, but this could explain only partially the results delivered by 

value stocks. In this sense behavioral finance tries to explain the investors approach in relation with 

the cognitive biases when they create their investments decisions.   

 

In this work the traditional finance and behavioral finance approaches are used to analyze the 

results of the presence of a value premium in the Italian stock market. The analysis is conducted 

from 1990 until 2011 and it includes a sample of 292 stocks. The analysis of the value premium is 

conducted using three different financial analysis and the investment is performed through a basic 

buy and hold strategy. The portfolios are created in the beginning of the year and than analyzed at 

the end of each year.   

 

1.1 Objective+
+

If we look at the several researches performed on the value investing theory around the world, we 

can state with a certain degree of security that the value investing strategies are more successful 

than growth investing strategies. But among all the countries analyzed in previous studies, the value 

strategies are not rewarding in the Italian stock market. According to researches conducted by 

Umsted, McElroy, Shea and Fogarty; Fama and French and Cucurachi, growth strategies constantly 



! !

(
3!

prevail over value strategies. There could be several reasons for explaining the uncommon behavior 

of the Italian stocks. One of the reasons could be also related to the different accounting practices 

used in the country that could have had an impact over the accounting values. If this hypothesis is 

correct, the value strategies should have been analyzed through a different perspective, thus using 

other ratios than the common ones. As a proof of this hypothesis when stocks are sorted with 

different evaluation methods than the Price to Book value, such as Price to Earnings or Dividend 

yields, than the value premium should arise again. This claim has been proved also in the research 

of Fama and French in 1998. However, these discrepancies in the accounting practices should not 

exist in the most recent years, since the introduction of the IAS/IFRS in Italy and the rest of Europe 

in 2006 3.  

The hypothesis that the Italian anomaly was related to technical problems rather than structural 

problems seems to find confirmation in the results over the last 5 years. Thanks to the progressive 

unification of the European markets and the creation of more common regulations, the problems in 

the evaluation of firms should not be present anymore.  

The objective of this research is to find the existence of a value premium on the Italian stock market 

from 1990 to 2011. To conduct the analysis previous researches on the topic are analyzed and 

discussed, using more recent and accurate data and variables.  

 

1.2 Research+questions+
+

All the problems underlined and raised in previous researches create the basis for the main purpose 

of this work. Even if there are several points of interest touched by this analysis, the main attention 

of the work shifts around the main research question, which is followed by several sub questions, 

raised to focus the attention on several details that could influence the result of the analysis. 

 

MAIN RESEARCH QUESTION: 

 

Can a value investing strategy be successful by giving greater returns in the Italian stock market 

compared to a growth investing strategy from 1990 until 2011 ? 

 

In order to reach a conclusion, this study will include several sub-questions that have been created 

to better present the problems that involve the creation of this investing strategy. The common 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
3 International Accounting Standards and International Financial Reporting Standards. The introduction of the common 
accounting standards was first created by the EC regulation nr. 1606/2002, followed by the EC regulation nr. 1725 
2003. In Italy the regulation was promulgated by the legislative decree nr.38/2005 and the regulation was extended to 
all the listed companies from the beginning of 2006. 
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agreement among researchers, on the success of value investing, has moved the attention towards 

the different points of view presented by the traditional finance and by the behavioral finance. 

Therefore the first sub questions is: 

 

• Is it possible to understand the value premium under the traditional finance perspective or 

can the behavioral finance provide a better explanation? 

 

After the explanation and evaluation of the two different perspectives, the focus of the work shifts 

towards the definition of the value investing strategy. The process for the creation of the portfolio is 

explained and it includes the definition of the variables used to create the evaluation process. The 

second sub question is: 

 

• What is a value investing strategy and which are its determinants? 

 

Moreover as previously highlighted, the different accounting standards could have had an impact 

over the results obtained form the previous researches. Consequentially the indicators commonly 

used to evaluate a stock as value, could have been misleading and less reliable in the Italian stock 

market. This arises a third sub question: 

 

• Which indicators are relevant to observe the presence of value stocks in the market and why 

some indicators are better than others? 

 

As a closely related topic, the dividend yields could provide the most rewarding instruments to 

select value stocks. As pointed out before the explanation could be still closely related to the strong 

effect of the different accounting standards. As a consequence one of the purpose of this work is to 

understand another important point: 

 

• Is dividend yield always effective in picking value winners in Italy? 

+

1.3 Methodology:+structure+and+limitations.+
+

In this part of the work I will introduce the methodology used in the analysis and the structure of the 

paper. Some of the possible limitations of this work are also presented, in order to provide a clear 
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framework in which the analysis is performed. The structure of the work is therefore synthetized in 

the following  Fig. 1 

 

1.3.1 Structure+
+

This work starts with a presentation of the main ideas and topics that will be discussed in the work. 

The introduction in the first chapter has the function to create a better understanding of the research. 

This involves the statement of the research question and sub questions. The methodology used for 

the creation of the work and the presentation of the thesis structure. 

 

The second chapter presents the theoretical framework used for the development of the work. The 

traditional finance perspective is introduced to present the various hypothesis that form the basis for 

a first analysis of the problem. In the second part of the chapter the focus shifts to the behavioral 

finance to find a valid alternative theory to analyze the factors that influence investors. Both views 

are therefore analyzed together under a more unitary framework 

 

In the third chapter the Italian stock market is presented in terms of structure, size and 

capitalization, in order to provide a clear picture of the economic environment and to understand the 

feasibility of the analysis. This chapter introduces all the relevant details about the values of the 

market in which the analysis is performed. All the companies analyzed in this research are listed in  

the Italian stock market. 

 

The value investing strategies are presented in the fourth chapter, where the theoretical background 

is combined with the technical analysis for the definition of the value and growth stocks. In this part 

of the work it is also explained how the portfolios were created and which variables are considered 

relevant for the analysis. 

 

The fifth chapter presents the findings of the empirical research. Here the data is explained in 

relation with the use of statistical analysis, in order to discover if the research is statically 

significant. This part of the work includes also the problems raised during the collection of the data. 

 

The sixth chapter shows the results of the analysis and provides an answer to all the questions raised 

in the research. The results are explained in terms of value premium generated. The explanation is 

than followed by the answer to all the research questions presented in this paper. 
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Finally the conclusion summarizes the findings of the research, with new perspective and possible 

evolution of the research in the field.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 1: Structure of the work. 
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1.3.2 Limitations+
+

The limitations of this research are partially related to the information used and partially related to 

the theoretical feature of the work. Some limitations are also typical of this type of research where 

the costs of transactions are excluded, but the purpose of this analysis is not to provide a financial 

investment strategy that takes into account for all the variables that investors face in real life. 

 

All the data used in this research have been collected on the Thomson Reuters DataStream 

database. The database includes information about all the stocks listed in the Italian stock market 

for more than 30 years, however the data is not always available for all the companies, making this 

analysis strictly related to some of the information available on the specific year. There could be 

some biases related to the change in the accounting regulations, especially from 2006, but these 

errors would not be taken into account in this research. However, I performed random controls over 

the dataset several times, in order to make sure that no errors were related to the transfers of the 

data among the various portfolios and to prevent duplication of data.  

 

All the stocks that presented extreme values and unexpected errors, during the computation of the 

portfolio where automatically excluded in the selected year and eventually reintroduced the 

following year. Moreover, the analysis is performed over a sample of 292 firms, however not all of 

them met the information criteria required for their insertion into the portfolios. As a consequence 

only the stocks with complete information where used for the composition of all the different 

portfolios. This strict selection of the data is of great importance in the analysis, because we can 

observe the various companies and portfolios over different years using the most stable data. All the 

companies listed in the stock market are assigned with an ISIN4 number. All the stocks in 

DataStream are registered in relation with their ISIN code and this creates some problems when 

there is a change in the composition of the ownership of the firm. In the case of a merger or 

acquisition with an other company, the stock cease to exist in the database and no further 

information are provided regarding the change. This is especially common in the financial sector 

and in several other major sectors in Italy, where the wave of privatization that started in the 

beginning of the Nineties produced the separation and the aggregation of some of the most 

important and large firms in the country. These errors produced by the database were manually 

adjusted when feasible, otherwise the stocks were not included in the analysis on the year of the 

merger and eventually reinserted the following year. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
4 International Securities Identification Number 
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The reason why the data are collected from 1990 to 2011 is related to the quality of the data 

available. Some of the variables used to create and analyze the portfolios were not always available 

and this lead to the creation of the separate computation of the data from the financial statement of 

the company. However, this process was not feasible for all the listed companies in the stock 

market, since it was difficult to gather reliable information. In the time frame used in this analysis, 

the information was accurate for the majority of the firms, thus leaving the opportunity to analyze a 

larger sample of firms. The starting point for each analysis of a company has been its financial 

statement. The information should be reliable and solid in order to understand if it is possible to 

perform an accurate analysis. This principle has been the guideline for all the stocks analyzed in this 

research. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 Fig. 2:  Structure of the thesis. 
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One of the most challenging parts of this work has been the selection of the ratio used to sort the 

stocks. It makes perfect sense to use several indicators in order to distinguish value from growth 

stocks. However, all the different ratios are just diverse ways to evaluate a stock and its expected 

returns. One ratio could be as good as another one as long as the average return spreads are 

statistically significant, or in other words indistinguishable from each other. The reason why I 

choose to use the B/M ratio as a first method to evaluate the stocks is due to its reliability and 

diffusion in other researches. However, adding other evaluation methods can only improve the 

quality of the information provided about the expected returns and thus the formation of the most 

appropriate portfolio. Therefore Book to Market ratio? can be considered good as much as P/E or 

Dividend yields. In this research only the Dividend yields contains a smaller amount of data, due to 

uneven and rarely constant information over the dividends released by the company each year. 

 

On the theoretical part of the work, the main aim of this research is to use current and widely 

accepted financial theories, rather than create new ones. Moreover the theories are analyzed and put 

into perspective in order to provide a better understanding of the origins of the study. The purpose 

is also to provide a clear and fair vision of both the traditional and behavioral finance theory.  

 

The transaction costs and the taxes are not considered in this analysis, since several other factors 

could modify the value of a security. However, this should not lead to great biases in the results and 

the general assumption made is that transaction costs will not have any impact on the investment 

decision of the investors. 

 

1.4 Theoretical+foundation+
+

The scientific foundation of this research is based on several books and publications in various 

accredited scientific journals in the economic field. Most of the authors cited in this work are 

constantly involved in the release of new researches on the value investing theory. All the sources 

used in this paper are considered relevant and reliable for the purpose of this analysis, since they 

have been widely accepted by scholars and often cited in similar researches within the financial 

field. Most of the articles have been published in recognized scientific magazines such as the 

Journal of Finance and the Financial Analyst Journal. 

!

!

!
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Chapter(2:(Theoretical(Framework(

In this chapter I introduce two different financial theories in order to provide opposite 

perspectives on the problem faced by investors when they create their investments strategies and 

how the results carried out in this research can be better explained by one of these ideas. The 

clarification of the theories is fundamental to support the analysis generated in this work since they 

provide the foundation for most of the research on financial investment strategies. The traditional 

finance perspective is introduced to provide one of the most accepted and widespread view on the 

financial investment theory, while the behavioral finance explains, questioning the complete 

efficiency of the market, how the feelings of investors can have an impact in their investment 

decisions.   

+

2.1+Traditional+finance+

+

Most of the theories related to the traditional finance have their foundation in the efficiency of the 

markets. The assumption that prices of stocks always incorporate all the available information on 

the market creates several implications for the development of new theories. All the further 

development in the field has placed this rule as its starting point, creating also certain limits for the 

understanding of some events that often occur in the market. The efficiency of the markets is 

strongly related with the opinion that investors are rational when they create their investment 

strategies and choices. Moreover markets are considered efficient and they follow a random walk, 

so prices are impossible to be predicted and they are also independent from each other. The idea 

that all the participants in the market reach their optimal investment strategies in perfect 

coordination with their targets is the fundament of the rational choice theory. Finally, the Capital 

Asset Pricing Model is helpful to understand the returns and risks associated with stocks. All the 

theories mentioned above will be covered also to understand their limitations in explaining the 

higher returns produced by value investing strategies. It is also worth to acknowledge that most of 

the traditional financial theory is unable to fully explain the results produced by value investing 

strategies. However, traditional finance and behavioral finance are strongly related since the first 

theory can be seen as the theoretical foundation for the development of the second theory and thus 

its preposition still holds a strong influence on the other.  

 

This chapter will cover all the cited theories and then it will present all the other assumptions 

related with behavioral finance. The purpose is also to create a connection and confrontation of the 
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various theories in order to provide a clear opinion over the influence and relevance that they had in 

the formulation of value investing strategies. 

+

2.1.1+Efficient+market+hypothesis+

+

The Efficient market hypothesis (EMH) is one of the most accredited theories in financial studies. 

Fama with his article “Efficient Capital Market” in 1970 has elaborated one of the most innovative 

views of the financial markets. This theory focuses on the mechanisms that compose the creation of 

prices in financial activities and on how accurate and quickly the information has positive or 

negative effects on the financial instruments. In an efficient market, stocks incorporate immediately 

all the available information, since all the participants in the market consider them free and 

reachable. Moreover all the new information is immediately incorporated in the prices. The 

implication of this theory is the impossibility to constantly beat the market since everyone holds the 

same information and thus no strategy based on public information could be made that is able to 

generate excess returns. The EMH is based on three main ideas that represent the mechanisms for 

the understanding of the theory. First of all, the investors are considered to be rational, this implies 

that when they set the price of an asset, this price is equal to its fundamental value. The second 

assumption is that irrational investors are present in the market, but since their actions will be 

random, there will be no effect in the short run, while in the long run other irrational investors will 

cover these positions, thus erasing the noise created in the market. The third assumption is a straight 

consequence of the second one. Since these irrational investors have created overpriced or 

underpriced assets and since there are other irrational investors in the market, they will take 

advantage of this irrational behavior in order to bring back the market to equilibrium. The arbitrage 

opportunity is thus executed and the market, back to equilibrium, can be still considered efficient.  

 

The level of efficiency is also considered in relation with prices and information. We previously 

argued that the market is efficient and thus the prices of securities fully reflect all the available 

public information. This efficiency can be distinguished in three different forms: weak, semi-strong 

and strong. The efficiency is weak when the prices available in the market include all the 

information available in the historic data. The consequence is that it is not possible to create an 

investment strategy with an expected return that can be greater than the market return. The 

efficiency is semi-strong when the stock prices include all the available information contained in 

the historic data, in addition with all the public available information. Here the implication is that is 

not possible to beat the market basing the strategy only on public information. 
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The efficiency is strong if the price includes all the available information in historic data, all the 

public information and all the private information. Again also here is not possible to create an 

investment strategy that can beat the market making the strategy based also on private information. 

 

Another relevant assumption made in this theory is related to the systematic pattern followed by the 

stocks. All the prices are expected to be unknown in the future and thus random. If the prices are 

random and so they don’t follow any particular pattern, this characteristic makes the arbitrage 

impossible. The idea of rationality pursued by the investors is related to the optimization of the 

choices that they make in their investment strategies, since is assumed that each investor acts in 

order to reach his optimal result. Thus we consider a decision to be rational in the sense that is the 

best possible solution for the individual. Several other studies have been conducted on this topic in 

order to provide extensions and possible alternative explanations to the EMH theory. Some 

researchers5 have pointed out that given the impossibility to beat the market on a regular basis, 

those who outperform the market are just lucky. 

 

The hypothesis of efficiency of the market is of fundamental importance, when an analysis of the 

stock market is performed. The acceptance of this theory implies a strong contradiction with the 

theory of value investing itself. This is because the EMH suggests that there are no opportunities of 

arbitrage, since the stocks and their prices incorporate immediately all the information available on 

the market. With a value investing strategy we are defining an investment theory based on the 

opportunities of arbitrage in the market. Here arises the problematic acceptance of the EMH. 

Moreover, is difficult to accept completely the efficiency of the market due to the irrational 

behavior of its participants.  

  
2.1.2+Random+walk+

+

The random walk hypothesis in economics is a theory that attempts to explain the movements of 

stocks in the market.  According to this theory all the stocks prices move in an unpredictable way 

similar to a random walk. The hypothesis in this theory is that price movements are independent 

from each other and as a consequence past movements of the prices are not useful to predict future 

trends in stock prices. Several researchers have analyzed the theory in the past century and it can be 

traced back to Jules Regnault in 1863, however it became more popular with the publication in 

1973 of the book “A Random Walk Down Wall Street” by Burton Malkiel.  

+

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
5 Brealey, Myers & Allen (2006) 
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2.1.3+Investor+rationality+

+

The traditional approach to investor rationality, in line with the EMH, creates an idealistic model of 

investor that is always able to make the best choice under any circumstance. This model reduces the 

analysis approach of the capacity of the individuals to mere standard hypothesis useful for the 

strengthening of the model. One of the major problems introduced by the classical finance is the 

underlying idea that markets are populated just with individuals that are constantly able to make 

choices knowing precisely the structure of the economy. This idea of investors’ rationality has an 

impact over the prices of securities since when new information is released the prices automatically 

adjust to include the new information.  

 

2.1.4+Rational+choice+theory+

+

The roots of this theory are strongly tied to the traditional economic theories of Adam Smith and 

David Ricardo that stressed the hypothesis that the scarcity of resources conducts individuals to 

make certain choices. The definition of rationality is related to the concept of optimization, thus 

according to this conjecture a choice is rational when its output is the best for the individual and so 

is considered optimal, because it reaches the maximum utility from it. Individuals in the process of 

making a choice focuses their attention to costs and benefits in order to drive their choices towards 

the option that can guarantee the most desirable result, that is by definition itself the best possible 

solution, thus optimal. Especially in the economic field this theory can be better understood, when 

we consider the purchase habits of consumers or the investing strategies in the markets. Individuals 

try to purchase the product, or asset, at the lowest cost, that can generate the greatest result. Under 

this assumption it is reasonable for an investor to compare costs and benefits in order to address his 

choice to the asset that can create for him the maximum result at the lowest cost that is optimal. If 

we follow this logic, the paradigm of perfect rationality of investors in the market can appear less 

drastic and the concept of optimization itself becomes more acceptable and at the same time less 

restrictive. There is a great debate over the accuracy of this definition; however there is a large 

consensus on the idea that the choice has to create the best output desirable for the individual and 

thus being optimal in terms of coherency and consistency6. 

 

This theory makes also two different assumptions about the preferences of individuals: 

completeness and transitivity. With the term completeness the theory assumes that the individual is 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
6 Tversky & Kahneman, 1981 
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always able to rank his preferences, while transitivity refers to the order of preferences, where if 

choice A is preferred to choice B, than choice B is more desirable than C and so on. 

+

2.1.5+Capital+Asset+Pricing+Model++

+

The Capital Asset Pricing Model (CAPM) is a mathematical model derived from the portfolio 

theory introduced by Markowitz7 in 1952, published in a study by Sharp8 in 1964. The model 

defines the relationship between risk and returns of an asset, by measuring its only risk factor called 

beta. The beta is a measurement of risk and is used to analyze the movement of the security in 

relation with the market. The model is based on the idea of a simplified environment, in which 

transaction costs and taxes does not exist and in which all the investors have the same horizontal 

temporal field for investments and they share that same opinions over the expected returns and risks 

of the assets. The market portfolio will thus be the efficient portfolio introduced by Tobin9. In this 

model, by investing in securities one can face 2 different risks: the diversification risk, that can be 

eliminated by investing in a portfolio of financial assets and the systemic risk, that is implicit when 

an investment is performed in a specific financial asset and is also known as market risk. The 

market risk cannot be erased through diversification because it is intrinsic for every investment 

strategy performed. The CAPM is useful to calculate the expected return of an asset as the sum of 

the risk-free plus the market risk. The return is related to the beta that measures the correlation of 

the asset with the market movements. The greater is the value of the beta the greater will be the 

return of the security, because it holds a greater not erasable risk. As a consequence an investor will 

require a larger expected return to keep a more risky security. 

 

E r! = !β!"!(E r! − r!)+ !r!!
 

Where: 

E R! !: is the expected return of the asset 

Β!"! : is the beta of the asset 

E R! : is the expected return of the market 

R! : is the market risk 

R! : is the risk free 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
7 Markowitz, H.M. (March 1952). "Portfolio Selection". The Journal of Finance 7 (1): 77–91. 
 
8 Sharpe, W.F., 1964, "Capital Asset Prices: a Theory of Market Equilibrium Under Conditions of Risk," Journal of 
Finance 19(3), 425-442 
 
9 Tobin, James (1958). Liquidity preference as behavior towards risk, The Review of Economic Studies, 25, 65-86. 



! !

(
15!

!!"! = !
!"#!(!! , !!)
!"#(!!)

!

 

Apart from its formal mathematical derivation, the use of this model is widespread among investors 

for its adaptability and practical use.  

 

The model is not exempt from criticism, especially after the publication of the research conducted 

by Fama and French10 in 1992. The CAPM is not able to explain completely the variance of the 

returns in the cross-section dimension. Empirical studies have been conducted over this topic in the 

past years and as proven in several value investing researches, securities with lower beta are able to 

deliver greater returns than those expected from the CAPM. In an attempt to find an explanation for 

the greater performance achieved by value stocks, Chan and Lakonishok11have found that the 

superior performance of value stocks cannot be attributed to their risk exposure. This result is in 

contrast with the basic idea of the model, where returns are related to risk. Fama and French, in an 

attempt to find an alternative solution, introduced the model in which in relation with the market 

risk they consider other risk factors, such as the dimension of firms and their book value to market 

value ratio. Since the beta is not able to capture all the values in terms of results and risk associated 

with an asset, the CAPM shows some weakness in explaining these problems in present days. Fama 

and French12 proposed a different view on the theory and introduced the 3 model factor, which is a 

statistical model that aims to summarize regularities in stock market returns. According to the 

model, stock returns can be explained by a Book to Market factor, a size factor and an overall 

development in the market.  

 

! = !!! + !!! !! − !! + !!!!"# + !!!!"# + !!!!!!! 

 

Where: 

! : is the portfolio rate of return 

!! : is the risk-free return rate 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
10 Fama, E. and French, K., 1992, "The Cross-Section of Expected Stock Returns," Journal of Finance 47(3), 427-465; 
 
11 Louis K.C. Chan and Josef Lakonishok, 2004, “Value and Growth Investing: Review and Update”, Financial Analyst 
Journals, Jan-Feb 2004. 71-86;  
 
12 Fama, Eugene F.; French, Kenneth R. (1993). "Common Risk Factors in the Returns on Stocks and Bonds". Journal 
of Financial Economics 33 (1): 3–56 
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!! : is the return of the stock market 

SMB: is the Small market capitalization Minus Big market capitalization 

HML: is the High book to market ratio Minus Low book to market ratio 

β: is similar to the CAPM risk but not exactly the same since it includes the SMB and the HML 

When the SMB and HML are placed into the equation and their values are known, the !!!!"#!!! 

are defined in the linear regressions.  

The introduction of this model creates a great change in the interpretation of the classic financial 

theory for pricing of securities, especially in relation with the EMH. The debate is of great 

importance, not only because it opens a new line of research in the field but also because it 

introduces a different view on a widespread financial model. According to Fama13 one of the 

problems that concern the efficiency of the market is that it can only be tested in the context of an 

asset pricing model. This model should be able to specify equilibrium expected returns. In other 

words, to test if the prices reflect completely all the available information, we should be able to 

specify how the market is trying to compensate investors when it sets prices. The majority of the 

research on the EMH put their focus on the autocorrelations of stocks returns but many of these 

works miss to recognize that EMH implies zero autocorrelation, only if the expected returns that 

invertors require to hold stocks are constant through time or at least serially uncorrelated and both 

conditions are unlikely. So if the beta is not able to express exactly the risk associated with a stock 

the model introduced by Fama and French can be considered more complete in terms of explaining 

the risk. 

 

2.2+Behavioral+finance++

+

The behavioral finance can be defined as a part of financial theory that puts together some aspects 

of cognitive psychology with financial theory. Avoiding the classical paradigm for which 

individuals act in a perfect rational way, these studies focus on the most realistic and human aspects 

of the homo oeconomicus, such as errors, irrationality and the lack of information. This new 

approach to finance tries to explain the anomalies of the stock market by analyzing the behavior of 

other participants. 

 

The study of behavioral finance is new and started in the first half of the seventies with the new 

work developed by Daniel Kahneman and Hersh Shefrin, which were the first to realize that the 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
13 Fama/French forum: My life in finance. 
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behavioral finance would provide a new key of understanding of finance. The research on the topic 

however developed more in the following years, reaching its consecration in 2002 with the Nobel 

Prize in Economics to Kahneman and Veron Smith14.  

 

Finance is adapted to be studied from a behavioral perspective. The human brain has developed and 

adapted to circumstances creating empirical rules called “heuristic”, that are helpful to find a 

solution to everyday problems. However, these heuristic can be also applied in several 

environments such as the financial field. It is important for this discipline to understand how some 

behaviors could influence certain decisions in financial fields. By analyzing the behavior of some 

investors, it is often found that they are quite optimistic and sure about themselves. However, this is 

not always the best behavior to hold in terms of the outcome. There are some psychological 

phenomenon that can induce managers to make wrong decisions and that could therefore become 

not optimal and even dangerous for the firm and for its shareholders. One of the aim of behavioral 

finance is to investigate the reasons behind the approach used by managers when they formulate 

their investment decisions and how this reasoning can be better understood from a theoretical 

perspective. Another great contribution to the theory had been brought by Robert Shiller15 on the 

volatility of financial markets. He opened the way to a series of practical studies that have given a 

strong empirical connotation to the behavioral finance. These works highlight the evidence of 

certain discrepancies between the results and the rules of traditional finance. Most of the researchers 

in the field do not have necessary an economic background but they often come from psychological 

fields and this should be noted as relevant, for the wide interests that researchers have over financial 

topics.  

 

The whole theory of behavioral finance is composed by a whole set of principles that create the 

basis for the study and the development of this field. Given the early stages of life of this theory, it 

is hard to create a complete structure of it, this is especially due to the fact that new models and new 

studies are always introduced but they cannot always find a complete and accurate link with the 

previous and the following study, however there are some researches that can be considered as the 

fundaments of the theory. It has been demonstrated that the existence of a series of strategies that 

investors often use in order to cope with the lack of information. These strategies are often used to 

face situations of uncertainty or scarce information. Each investor is surrounded by huge amounts 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
14 The Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel 2002. Nobelprize.org. 13 Jul 2012 
http://www.nobelprize.org/nobel_prizes/economics/laureates/2002/ 
 
15 Robert Shiller, From efficient markets theory to behavioral finance, Journal of Economc Perspectives – Vol 17, 1 – 
Winter 2003 Pages 83-104 
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of information and since the amount is often too high to be synthetized by choosing the best 

available, the investor picks the most reasonable choice available in terms of time required to 

elaborate the strategy. In this direction psychology has produced a great number of studies in 

relation with the decision making process and also in relation with the difficulties of individuals 

when they have to manage uncertain situations. When the number and the frequency of information 

grows, the brain starts to create short cut that enable the person to reduce the time of the elaboration 

of data. These short cuts are defined heuristic, decision making methods based on simple and fast 

rules and quite easy based on a logic and rational mechanism. The heuristic is the process for which 

individuals find the necessary information inside rather than outside.  

 

Investors in formulating their investment decisions are not always driven by the most common and 

rational economic principles, but rather from other factors, such as the history or personal 

experience and they are strongly influenced from the amount and the quality of information that 

they hold. The first theorization of all these aspects is investigated in the prospect theory, developed 

by Kahneman and Tversky. 

 

2.2.1+Prospect+theory+

+

The theory is a critique of the expected utility theory16 and can be seen as a great contribution in the 

explanation of the evaluation of risk. The theory is not exempt from criticism, due to its simplicity 

and approximation on several topics presented. However, its contribution for the enrichment of the 

research in this field is remarkable. The theory tries to provide a description on how the individuals 

act and react when they have to face a certain decision. The focus of the theory is especially 

concentrated in some specific risk conditions, defined as the decisions for which is possible to know 

or to estimate the probability associated with the several outcomes available. 

The revolutionary aspect of this study is probably mostly related to the fact that it has been 

developed on empirical evidence. The theory is developed around several experiments, where the 

idea has been to find if there is a relation between the choices and the results obtained in terms of 

gains and losses instead of the creation of value or wealth as commonly used in several financial 

researches. It is proven in this research that people systematically violate the principles of 

rationality in economics.  

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
16 John von Neumann and Oskar Morgenstern 



! !

(
19!

The model is composed of two different stages, one is the editing phase and the second is the 

evaluation phase. In the editing phase the subject makes an analysis of the options available . He or 

she therefore evaluates all the consequences of the actions in addition with the calculation of the 

probabilities. As a result the individual has several prospects and is then able to create an idea on 

how the surrounding environment is composed. The environment in which the individual finds 

himself or herself is relevant and determinant for the choice itself. Especially the way in which the 

problem is formulated holds a strong effect on the way the first formulation of the starting point is 

created, from where it is able to evaluate all the possible outcomes of his or her actions. In the 

second part all the available choices are analyzed and than the one with the highest value is 

selected.  

 

Several experiments have been conducted on the research and the results show particular traits of 

the people. When an individual makes a choice he or she is more concerned about the output in 

term of gain and losses rather than on the final wealth. In this sense also for the majority of the 

people it is more relevant to avoid a potential loss rather than obtain a return. The same decision can 

also create opposite results if the options available to the individual are showed as losses rather than 

returns.  One of the features of the work is the presence of the value function, that is the result of the 

integration of the psychological evaluation derived from the expected utility theory. The function is 

introduced to explain the idea that derives from the rational choice process, for which the most 

rational choice creates the most desirable expected return for each event in relation to the 

probability of each single event. However, it is important to note that the value has to be considered 

in relation with the context in which it is considered. The value is not an absolute value and thus the 

rule should be accepted and considered always right for every situation, but just in relation with 

other elements. If we apply this idea to a practical example such as in the financial context, an asset 

has to be considered in relation to its starting or reference point and the change in results should be 

considered according to that reference point. The result is obtained from the decision process, so is 

the value of the outcome of the decision, which is calculated with a weight that is used to 

understand the impact of the events in relation to the individuals agreement with the prospects.  

 

As previously mentioned, gains and losses are treated in a different way from the individual and 

thus also the value function for losses and gains are not the same. According to the standard utility 

function, wealth and utility are correlated and the growth of one factor is connected with the growth 

of the other one and vice versa, where the curve assumes a concave shape. When we look at the 

prospect theory point of view, we can find that there is a strong difference in terms of the results 



! !

(
20!

and shape of the function. When investors formulate their decisions, they always consider the risk 

factor involved in a particular decision. Individuals are risk averse when they have to decide 

between making an investment strategy that is more exposed to losses and an investment strategy 

that is more exposed to gains. Even if intuitively this could be considered as appropriate and as a 

natural behavior to avoid risk, the effect is that it impacts the utility function in a different way, an 

the function assume an S shape curve. There is an aptitude for investors to react in a different way 

towards losses and profits. Is showed that losses have a greater and stronger impact compared to 

gains and the fear of losses outreaches that of gains so in the end an individual is more reluctant to 

accept a loss rather than being satisfied when he or she makes a profit. This result can be explained 

with an example: an investor has to choose between two lotteries A and B. Before making a 

decision the investor makes some preliminary analysis on A and B to simplify the evaluation. The 

results are A* and B* and after the evaluation the investors choose one of them. If the options have 

an equal output value, but one is certain and the other uncertain, the choice will be addressed to the 

one that is able to assure the result. On the other hand if the choice that investors face are opposite, 

they have to choose between two different choices that have negative results, but one is a certain 

loss and the other is an uncertain loss, the uncertain one will be chosen. This is because with this 

option the investor could still be able to make a choice that could avoid the loss. 

 

 
 
                Fig. 3 – Standard utility function                                        

 

As it can be inferred also from the graph, the value function is non-linear. The center of the graph is 

the starting point, where the investor has to choose where to make a decision. The function results 
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being concave in the gains area while convex in the losses area. As a result small variations close to 

the starting point in both areas have a stronger impact over the choices compared to big variations 

far away from the same point. Moreover the curve is steeper in the losses area.  

 

 

 
Fig.4 – Prospect theory function 

 

This is helpful to explain the aversion of investors to losses. Returns and losses of the same absolute 

value do not hold the same effect in terms of choices, but the loss has a proportionally bigger 

impact. Investors are more sensitive to differences in probabilities and this is reflected in the strong 

preference over all the results that are positive rather than the possible outcomes.  

 

2.2.2+The+myopic+loss+aversion+

+

Part of the Prospect theory highlighted the tendency of the investors to prefer avoiding losses rather 

than acquire profits. The myopic loss aversion has been analyzed and studied by several scholars 

after the development of the theory and one of the most relevant research has been conducted by 

Shlomo and Thaler17. A common example is that individuals rather have the security of receiving a 

return of € 500, than accept a bet that can offer 70% of probability to win double of the secure 

return and 30% of probability to do not win anything. Risk aversion in this sense induces people to 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
17 Shlomo Benartzi and Richard H. Thaler, The myopic loss averstion and the equity premium puzzle, The Quarterly 
Journal of Economics, February 1995 Pages 73-92 
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do not change their initial position. In one of the research performed on the field two groups were 

formed to create an investment decision. The first group was able to choose whatever investment 

strategy they want. The second group was presented with an already applied investment strategy 

and they than had to decide if they should change it or not. The results showed that while the 

participants of the first group were choosing their investment strategy with no restriction, the 

majority of the second group was more reluctant to change its investment strategy and thus they 

maintained their initial position rather than try a new investment strategy that would not guarantee a 

better result. Even if some people are risk averse in case of possible positive results, they are less 

keen to take on risks in case of possible losses. Following the example used before, between a sure 

loss of € 500 and 70% of probability of losing € 1000 and 30% of probability to do not lose 

anything, an individual would rather take the bet and try to do not lose anything. It is more difficult 

to accept a secure loss because the result is assured, while betting with a lower probability to 

eventually do not lose anything, raise higher expectation on the hope of not losing anything even if 

the bet could generate a bigger loss. This logic can be applied in the financial market and a study 

conducted by Shapira and Venezia18 has showed a clear example of it. Among professional 

investors some of them perform several trades during the day while some other concentrate the 

volume of their trades in some parts of the day. The research has found in line with the other studies 

that if a trader is having consistent losses during the trading session he will concentrate most of his 

trades in the last hours close to the closure of the stock market and on average more than those 

traders who has gained or didn’t move from their initial position.  

 

These examples are useful to provide a definition of a myopic investor, that can be seen as an 

individual that makes decisions and sees outcomes in a smaller way than they are. This kind of 

investor is more concerned about the effect of his actions in the short term rather than evaluating the 

possible outcomes also in the long term and as a consequence is more concerned about evaluating 

returns and losses often. The idea of observing more losses than returns will shift the attention of 

this investor towards those securities that can guarantee a less risky return and discard those that in 

the long term could provide higher returns.  

 

2.2.3+Mental+accounting+

+

To better understand the investment strategies of the market player is it common to refer to mental 

accounting, since it is related to the analytical process that investors perform when they formulate 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
18 Zur Shapira, Itzhak Venezia; Patterns of Behavior of Professionally managed and Independent Investors 
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their investment choices. Investors often create a series of mental accounts in which they divide the 

money by creating several different budgets for the expenses and than divide the categories into 

wealth and income. According to Shefrin and Thaler19 individuals are often able to use only one 

mental account which gathers all the operations in a single time frame. This account is made of the 

differences between earnings and losses. In other situations investors create separate mental 

accounts in order to develop different strategies to reduce the losses in an independent calculation 

from those to increase profits. As underlined previously in the prospect theory, the idea to achieve a 

secure loss is lived by individuals as a painful experience and for this reason they are often reluctant 

to sell securities that are losing value. This behavior is helpful to explain why individuals get rid of 

their stocks too early when they are increasing in value and maintain the losing portfolios for too 

long. This is known also as the disposition effect.  

 

There is a relationship between the way in which investors decide to allocate their savings and their 

tendency to use a separate mental accounting for the different options for the creation of an 

investment portfolio. In an experiment conducted by Benartzi and Thaler20 they discovered that, 

when investors face a choice between an investment fund and an obligation fund, they split the 

capital in two parts sharing their savings in the two funds. However, if a third fund is added to these 

funds, the investors will divide their savings in the funds equally. As a result two thirds of their 

savings will be in stocks and one third in obligations. They act in a way that is irrational and not 

coherent because they modify the weights of their preferences according to the number of funds that 

they create in their portfolio. The results show clearly that investors have scarce capacity to create a 

diversified portfolio in relation to the idea of rational thinking.  

 

As it happens also in real economic environment, after a certain amount of time the mental account 

is closed. When individuals have to face several risky investment decisions, as it is typical for the 

stock market, the results of the previous decisions could have an influence on the risk associated 

with the future decisions. The corresponding mental account used in a specific time frame, that 

could be related to the training session of the previous month can turn out to be of two types: 

positive, where the approach towards risks is enhanced and the investor pays less attention to 

downsides of the investments; negative, where if the previous trading period was negative, the 

investor will be more careful in the formulation of the investment decisions. 

+

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
19 Shefrin H., Thaler R (1992) Mental accounting, Saving and Self-control 
 
20 Benartzi S., Thaler R. (2001) Naive diversification strategies defined contributions saving plans 
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2.2.4+Limits+to+arbitrage+

+

Looking back at the previous definition of arbitrage, according to the traditional finance, it is an 

operation that does not hold any risk and is created by buying and selling two equal or very similar 

securities at the same time in two different markets at different prices. According to the EMH, as 

soon as the prices are far away from their fundamentals, the opportunity of arbitrage arises and this 

is able to guarantee the efficiency of the market. One of the typical effects of the arbitrage is to 

bring the prices of stocks in line with their real value since they were holding a price not in line 

with the market and with their fundamental value. The opportunity of arbitrage occurs each time 

that the same activity is traded in two different markets at differenct price, or in the hypothesis that 

two securities are perfect substitutes with the same payout. The difference of price, makes it 

possible to obtain profit, is determined by the inefficiency of information. The strong growth of 

connection in terms of exchange of information between the markets has drastically lowered the 

information asymmetries and consequently the opportunities of arbitrage, that is less common today 

than in the past. The effect produced by the arbitrage is to put the prices of the securities back in 

line with their real value, thus contributing to their efficiency. There are several risks involved in 

the arbitrage and the fundamental risk can be considered the primary one in terms of importance. 

Supposing that we buy a security that can erode its value in relation with bad news, this could lead 

to a loss that can be hedged in two ways: with a derivative instrument or by selling a substitute. 

However, in order to avoid a loss it is necessary that other securities are available and moreover 

they have to be perfect substitutes to create an efficient hedging operation. The reality is different, 

because the complexity of the market and the low probability to find appropriate stocks makes the 

arbitrage hard to be executed, also creating delays in the adjustment of the prices.  

 

Shleifer and Vishny21 in a study conducted over the arbitrage have shown that the arbitrage could 

increase the imbalances of the market, rather than erasing them. As a matter of fact,  it is shown in 

the research that who performs arbitrage rarely is able to create sure profits, since great amounts of 

capital are needed , either to cover the investment strategy or to eventually cover some temporary 

losses. In their study they introduced a new concept: the noise trader risk. With this term Shleifer 

and Vishny refer to the idea that the mispricing of the stocks tends to be long in time rather than 

being absorbed quickly by the market. This fact is related to the irrational choices of other 

individuals that could persist in time and be also greater compared to the choice of other investors. 

If the forecasts are too pessimistic, this will induce the arbitrageur to close its positions too early, 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
21 Shleifer A., Vishny R. (1997), The Limits of Arbitrage 
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due to a wrong forecast of the future prices of the stocks or due to the optimistic expectations of 

irrational investors. This produces an effect on the prices of the securities pushing them to higher 

values, creating the basis for speculative bubbles since the market will therefore move to increase 

the gap between the fundamental value of the stocks and their market price. Since investors are risk 

averse the idea of similar events will induce them to be more sensitive for the movement of the 

prices in the market and thus this could impact their investment strategies.  

 

The limits to arbitrage are helpful to understand why the prices of securities do not react in the right 

way when news are produced, but they react in an amplified way to the lack of information, making 

the market less efficient. As a consequence the impact on the EMH is of great importance since the 

efficiency is questioned thanks to the contribution of all the new evidence from other studies. Under 

this perspective it is considered that the behavioral finance could give a great contribution in 

explaining the behavior of investors and the factors that impact their investment strategies. 
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Chapter(3:(Italian(Stock(Market((

In this chapter I introduce the most relevant information used in the analysis in relation to 

the Italian stock market. Size, capitalization and structure of the market are presented in order to 

provide a better understanding of the magnitude of the data and how these could influence the 

analysis performed on the value investing strategies. I therefore divide all the stocks into different 

categories, describing how relevant is each sector in the Italian economy. In this part of the research 

I will also introduce most of the data used in the empirical research. 

 

3.1+General+Outlook+

+

The Italian stock market is one of the oldest in Europe, since its creation in 1808 under the name of 

“Borsa di Commercio”. In the following century the stock exchange in Milano became the only 

active one out the five already existing on the Italian continent. The number of companies listed in 

the stock market grew steeply, increasing from 23 to 54 between 1895 and 1900, and reaching 160 

firms by 1913. Most of the growth of the stock market, in terms of the number of companies listed 

and capitalization, which started in 1945, as in most of the other European stock markets. In 1998 

as a consequence of the wave of privatization of the public companies, the Borsa Italiana S.p.a. was 

founded and 9 years later it merged with the London Stock Exchange, creating the largest European 

exchange group.  

+

3.1.1+Structure+and+Size+

+

Borsa Italiana is structured in eight different segments, in which there are traded different kinds of 

securities. The MTA22 is the principal and largest segment where all the stocks listed in the market 

are traded. It is divided in three principal segments according to the capitalization of the firms. The 

MIV23 is the market for the investment vehicles such as investment funds; the MTA International is 

for all the stocks listed already in other European stock market; the AIM24 Italia is for the small 

enterprises; the MAC25 is the alternative market capital. The FTSE MIB is the market index of 

reference for the Italian market. It is composed of the stocks of the 40 largest Italian and foreign 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
22 Mercato telematico italiano – Telematic Italian Market 
 
23 Mercato telematico degli investment veichles – Telematic market of the investment veichles 
 
24 Alternative investment market 
 
25 Mercato alternativo dei capitali – Alternative Investment Market of capitals 
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companies listed in the market with the largest capitalization. Its weight is relevant since today it 

represents about 80% of the total market capitalization. The composition of the index is revised in 

March and September every year, but extraordinary change in the composition of the index is 

created if there is a substantial change, following spin off, merger, delisting or the introduction of 

new firms in the market, if their value is greater than 3% of the total capitalization of the market. 

The graph 1 shows the composition of the index in March 2012. It is straightforward to notice the 

big role that financials, oil and gas companies cover in the market since they represent more than 

half of the composition of the market. Especially just two companies ENI and ENEL both from the 

gas and energetic sector represent about 24% of the total capitalization of the FTSE MIB index in 

2012. The complete list of all the stocks used in the analysis and of those that compose the index is 

available in the appendix.  

 
Fig.5 – Market segmentation 

Source:(Own(creation(from(Borsa(Italiana((
 

One of the first questions raised while structuring this research was if the inclusion of financial 

firms was appropriate to analyze the value premium in the stock market. The question arises 

especially in relation with the volatility and constant changes in the structure of this industry. The 

change in structure is particularly notable in the Italian stock market, where the two largest banking 

groups in the country, Unicredit and Intesa Sanpaolo, are the results of a long series of merger and 

acquisition in the history of the Italian banking sector. It is worth to note that for a long period in 

the history of the country, the banking sector was held in public hands. Most of the financial 

institutions in the country were small and closely related to the local economies and as a result, they 

were not competitive in terms of size and capitalization in an international context. The great shift 

took place in the beginning of 1990, where, as a result of consolidation and privatization in the 

banking sector Italian banks started to merge. Two of the largest banks in the past decade, 

Unicredito Italiano and Capitalia merged in 2007, becoming one of the largest bank in the European 



! !

(
28!

market. Another leading institution in the country, Banca Nazionale del Lavoro was acquired in 

2006 by the French bank BNP Paribas; while Banca Intesa San Paolo, today the largest bank in the 

country in terms of capitalization and one of the largest bank in Europe, is the result of the merger 

of several small and medium size banks, both private and public owned. Today these two banks, 

Unicredit and Intesa San Paolo, count for about 10% of the market capitalization and thus the 

exclusion from the study of these firms would represent a large lack of data in the analysis, in terms 

of fair representation of the composition of the market, given also the high quality of the 

information available on them.  

 

 
Fig.6 – Market capitalisation 

Source:(Borsa(Italiana(monthly(update(Feb.2012(

 

3.1.2+Market+segmentation+and+introduction+of+the+data+

+

In this research the study has been conducted over a large sample that is representative for all the 

various industries in the market. The data have been collected from 1990, because it is the first year 

where all the information necessary for the analysis were available in the database. I considered that 

the sample included is relevant and consistent in this analysis and for the purpose of the research. 

The consistency of the data could be observed also when we compare the amount of data used in 

relation to the FTSE MIB index, which is composed by 40 stocks. The stocks of the companies, to 

be admitted into the index, should fulfill three different requirements in terms of: level of 

capitalization, liquidity and industrial sector. The reason of these parameters is related to the scope 

behind the creation of the index, since it should be representative in terms of the structure of the 

Italian economy. In the decade from 1998 until 2007 the total capitalization of the market was equal 
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to an annual average of 46,9% of the GDP of the country. However, today even if the number of 

listed firms in the market has been constantly growing, the total market capitalization in June 2012, 

was equal to 20,2% of the GDP.  

 

Market segmentation  

!

Fig.7 – Market segmentation 

 Source: Borsa Italiana, monthly report 31/03/2012 

+

As it could be inferred from the Fig. 7, financials and energetics represent more than half of the 

capitalization of the market. For several decades the state has been actively involved in the energy 

production and distribution. Following the liberalization of the energetic sector, part of Enel, the 

market leader in the electric production and distribution, and ENI, the largest oil and gas producer 

and distributor, were privatized.  Today the state is still present, since these sectors are considered 

strategic for the development and for the proper function of the country.  

+

3.1.3+Composition,+capitalization+and+major+economic+events+

+

The substantial amount of small and medium enterprises (SME) has been considered for several 

years the greatest strength of the country is today pointed out as the endemic problem of the Italian 

economy. For several years their flexibility has substantially contributed to the development of 

regional economies, where they also employed the majority of the workforce. However, the small 

structure and the closed ownership structure of the firms, in more than 90% of the cases26, can be 

clearly considered a relevant problem for their development and for their competitiveness in the 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
26 G.Corbetta 
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international context. The small capital structure of the companies and often the lack of managerial 

knowledge drove the majority of the companies in the past decades to diminish or even erase 

completely the investments in innovation, research and development. The result of these 

widespread strategic policies among SME’s has generated various negative results: the first is that 

most of the companies involved in the production of low-medium devices did not move into the 

medium-high segment of the market. As a consequence today these companies face severe 

competition with all the emerging countries that can enjoy less regulations on the job market and 

cheaper labor force.  

 

A second negative result is the lack of competitiveness in the non-tradable services sector, where 

Italian firms are subject to higher costs for the materials used compared to other European 

countries. Especially in terms of costs, the country is not able to satisfy its own demand for energy. 

As a result the majority of the energetic resources are imported from other countries. Emblematic is 

the case of the nuclear power that has never been introduced in the country, due to a large negative 

attitude of the population towards this kind of energy, which is however imported from France, 

Slovenia and Switzerland27.  

 

A third and probably most considerable problem is the slow and almost inconsistent growth of the 

size of the companies, in terms of assets, capitalization and employees. The result is tangible when 

we look at the composition of the firms in the stock markets. The majority of the companies listed 

are public or privatized firms. Few derives completely from the private sector and also in these 

cases, we can observe a family ownership of the majority of the shares and control of the company. 

There are several famous examples, such as Pirelli, involved in the production of rubber derivatives, 

Benetton in the textile sector or Berlusconi, in the media and finance sector.  

 

The attitude of Italian firms towards the financial markets can be defined cautious and diffident, 

few firms approach the market to obtain new funds and most of the companies prefers to borrow 

directly from financial institutions rather than opening the ownership of the company and to be 

consequently exposed to the markets. As a result even if the number of listed firms grew constantly 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
27!Especially France and Switzerland in the past decades took advantage of this situation by building several nuclear 

plants close to the Italian border, in order to be able to supply the country better. As a result, due to the lack of 

confidence into this type of energy, the Italian companies pay higher prices for the supply of energy and at the same 

time the menace of a nuclear disaster has not been erased in the country, due to the proximity of the French and Swiss 

nuclear plants. 
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in the past decades, several large companies would be reluctant to join the market. The main reason 

is probably related to the closed ownership structure of the firms in the country, where in the 

majority of the cases, management and ownership find their roots in the founding family.  

 

Another important reason lies in the different working conditions between large and small firms, 

where the first are subjects to stricter rules in terms of higher salary and tighter control on working 

hours, imposed by strong labor union; smaller firms, given the absence of unions are able to pay 

lower wages and establish different working conditions to their employees. 

 

!

Fig.8 – Number of listed firms 

Source: Own creation from Borsa Italiana 

 

When we look at the capitalization of the stock market, the trend is in line with the majority of the 

European stock markets. The fast and constant economic expansion of the country from the 

seventies has pushed more companies to join the market. The eighties are considered a decade of 

economic stability, even if the growth to exponential level of the public debt is closely related to the 

preservation of the costly welfare system28.  

 

Even if far away from the wealth of the two previous decades, the nineties, with the diffusion of 

internet and the introduction of new high technology companies, have reassured the country from a 

possible downturn. However, as it happened in all the major economies around the globe, the 

terroristic attack in the United States on September 9, 2011 and the burst of the internet bubble have 

signed the beginning of the decline. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
28!First introduced after the end of WWII 
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!

!

Fig.9 – Borsa Italiana Capitalization 

Source: Datastream 

The market capitalization dropped to about 44% in just two years, ranging from 818.384 millions in 

2000 to 457.992, finally reaching 327.137 million in mid 2012. However, when we observe the 

number of listed firms in the market, we find similar levels of those of 2000. A closer look to the 

value of the stocks shows a deep decline for the majority of the companies listed, especially in those 

firms listed just before 2000.  

 

3.2+Historical+perspective+and+recent+development++

+

A high level of public debt has been a constant in the history of the country since its unification. 

The purpose and the size of the debt have changed during the different decades. The state budget 

has been relatively small until 1910, the state revenues reached 10.2% while expenditure reached 

11.4% of GDP on average from 1862-1913. The majority of the expenses where related to military 

needs, infrastructure and administrative construction. The size of the bureaucratic apparatus grew 

rapidly at the end of World War II and as a result the Government primary expenditure increased 

from 27% of the GDP in 1960 to almost 44% in 1993. The revenues did not experience the same 

growth path, creating an average deficit of about 1% of the GDP in the beginning of 1960, reaching 

almost 3% in the second part of the decade and than keeping an average of 7.6 % in the 1970s and 

10.8% in the 1980s and 1990s 29. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
29 Balassone F., Francese M. and Pace A., Public debt and Economic Growth in Italy, Economic History Working 
Paper, Banca d’Italia 11 October 2011 
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Fig.10 – Italy’s public debt: 1861-2010 

(

Source:(Banca(d’Italia,( 

 

As a consequence, in order to keep a reasonable level of indebtedness, the fiscal policy adopted in 

the country from 1985 aimed to stabilize the level of the public debt. All the policies adopted 

produced limited and temporary effects over the decades, mainly achieved through increases in 

taxes and reductions in capital expenditure. The consequence of this strategy locked the growth of 

the economy. As a result the general government deficit averaged 3% after 1999, thanks also to the 

tight restriction imposed by the European Union, just before the introduction of the common 

currency among most of its members in 2001.  

 

These days the investors from all over the world analyze the size of the public debt of the European 

Union members with extreme accuracy. The ten year German treasury bill has become the 

benchmark for all the other European countries and the perception of risk associated with the 

default of a country is affecting the interest rates in the whole Euro area. It is acquainted that there 

are several other factors that influence the interest rate, but the determination of them is beyond the 

scope of this research. 

 

As previously discussed, the large public debt has been an endogenous component of the Italian 

economy for almost two centuries, but in the past, the devaluation of the Lira and the autonomy 

over the monetary policies has helped the government to keep a reasonable balance between 

perceived risk and actual risk. The introduction of the common currency and the institution of the 
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European Central Bank have drastically reduced the ability of a single country to produce faster and 

visible results in the market, even if the positive results of the Euro zone have pushed the country to 

establish more severe regulations and to face a more severe competition.  

 

 

 

 
Fig.11 – Central government expenditure and revenue 1960-2009 

Source:(Banca(d’Italia(

 

3.2.1+Brief+analysis+of+the+Italian+development+and+labor+productivity+

 

The history of the economic development of the country, since its unification, can be seen as a 

circle, where the starting point and the finish line coincide in terms of productivity and growth. The 

initial years are signed by a slow economic growth based on agricultural production. The country 

lagged behind the other European states in terms of technologic development and productivity 

performance. The reason is the dispersion of the power in the country that has been divided and 

dominated for several centuries by small local or large foreign authorities. The years following the 

unification of the country did not increase the general economic performance. The weakness of a 

stagnant economy was mainly related to the scarce level of productivity reached in the agricultural 

sector, the country did not advance in technology and the manufacturing and service industries did 

not fully released their potential.  The first signs of growth start from 1881, when the manufacturing 
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industry started to develop, especially in the northern part of the country close to Como, where 

several knitwear and silk factories settled. It did not take long before the upraise of the service 

industry in the country. The service sector in Italy has been mainly driven by sea trade, especially in 

cities like Genova and Venezia, where also most of the first insurance and banking companies 

started to develop. In the decade following 1891 the majority of the services provided in the country 

where related to credit, insurance, personal services and trade. Contrary to the majority of the 

countries, Italy did not experience any particular growth in between the two World Wars. 

Especially during the Great Depression the economy was characterized by slow growth and low 

productivity. The very beginning of the Italian economic raise, started in the aftermath of the 

Second World War. The economy was mainly pushed by the manufacturing sector that suddenly 

expanded into all the other sectors, helped by a substantial internal demand. In 1945 the country 

experienced the development of several important companies in the economy, such as Fiat in the 

automotive industry, Finmeccanica in the mechanic and naval sector, Eni in the oil production, 

Generali leader in the insurance field and several others. New technologies, especially in the 

agricultural sector have pushed all the sectors towards the development. It is interesting to note that 

only Japan registered higher growing rates than Italy in these years of economic development. “Il 

sorpasso” the overtook of United Kingdom economy was reached in 1973, however the figures that 

indicate 1979 as the year of the overtook are commonly accepted. The results of this enormous 

growth were tangible also under several social indicators. The living standards improved across the 

country in 1963 when the GDP per capita reached its highest growth rate of 5,1 %. The results of 

this economic boom moved the country into a period of full employment, accompanied by the rise 

of the trade unions. Wages increased virtually in every sector and the overall macroeconomic 

situation of the country revealed positive figures: the inflation decreased and the balance of 

payment turned negative in favor of the country. To cope with this evolution of the economy the 

Italian government introduced restrictive fiscal policies followed by restrictive monetary policies. 

The economic boom stopped in the following twenty years and the productivity started to slow 

down first in the manufacturing sector and in the services followed by the agricultural sector. The 

growth passed from a yearly 5 % in 1970 to 2 % in the following decades reaching values close to 

zero in the last decade. 

 

All these shifts in labor productivity should be considered not only in relation to the specific sector, 

but also in relation to the changes between the sectors. The result is that a structural change in the 

agricultural sector can consequently cause changes in the service sector. The movement of the labor 

force between two different areas can cause a shift in the productivity for each one of them and the 
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reallocation of the resources is probably the factor of greatest importance, given the difficult 

adaptability of the workers in a different sector. This shift has been the main driver for the 

reallocation of the field workers into the factories, bringing several people to leave the countryside 

to move into towns. The Italian development process was pushed by this shift, with the movement 

from the low-level to the high-level labor productivity.  

 

It is inaccurate to conclude that the Italian productivity performed well in all the booming periods, 

especially in 1973. When compared in an international context the striking performance of the 

Italian productivity shows more similarities with the other European and developed economies. The 

Italian labor productivity became worth of note only between 1881 and 1991 and between 1951 and 

1973. During these two sub periods, the labor productivity growth is substantially higher than any 

other period observed, however this performance even if higher than that of United Kingdom and 

other countries was not as impressive as the Japanese manufacturing and mining performance. As 

the productivity started to slow down, the service sector was the most affected, where the slower 

growth was greater than anywhere else, especially since 1993. In a global economy where all the 

sectors of the developed countries are strongly related with the service industry, it is arguable that 

the overall slow growth of the Italian productivity can be related to its weakness in this sector. 

 

To conclude this short digression, there are some relevant points to highlight. First of all the 

manufacturing sector has been the main driver of Italian industrialization during the whole history 

of the country. None of the other sectors performed constantly well as much as this sector did. In 

fact all the other sectors show signs of productivity fluctuation during the 150 years of history of the 

country and more specifically they contributed much less to the overall performance of the country. 

Only two sectors revealed positive growth rates during the whole period considered; transportation 

and communication. The productivity of the insurance sector shows non regular paths throughout 

the years, with several booming periods followed by bursting periods. Same results have been 

observed in the credit sector. Government registered only small productivity growth, but 

sufficiently large to be pointed out as the main cause of the recent slowdown in productivity.  
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Chapter(4:(Value(Investing(Strategies(

 The principle of value investing relies on the idea of the purchase of underpriced stocks, 

according to a fundamental analysis approach, that is able to unveil the true nature of a security. 

The view of Graham and Dodd was to a certain degree simple and direct: a company should be 

analyzed according to its real value and not only in relation to its past and future expected 

performance. In this chapter I explain and analyze the fundamental elements of the value investing 

strategies. Here I introduce the definition of value and growth stocks and afterwards provide an 

explanation for the variables used in the research.  

 

4.1+Definition+of+value+stocks++

+

The idea behind the work elaborated by Graham and Dodd develops around the evaluation of a 

company that trades in the stock market at low price to earnings ratios. If this first condition is 

satisfied, then it could be considered a value stock. The main characteristic of this kind of security, 

is that it is able to deliver higher results than expected and thus deliver on average better results to 

investors, compared to growth stocks, more common and widespread in the market. The assumption 

of the value investors is that throughout an analysis of the fundamental value of a stock, it is 

possible to separate some components that are stable, from the unstable ones that influence the 

fluctuation of the prices in the market. The price of securities is affected by the expectations raised 

in the market and thus is subject to changes, especially in the short term, where opportunities of 

speculations could arise. Investors and scholars often claimed the remarkable performance of these 

stocks in the market.  

 

The study has been conducted on virtually every developed market, giving always a positive result: 

especially the performance of value stocks is visible and well documented in the US market. 

Evidence outside the European market is more debatable. There are several factors that could 

impact the analysis: different accounting practices, shortage of data, small dimension of the market, 

etc.. It is also acknowledged that the US market structure and size is almost impossible to replicate 

in other markets around the globe, however similarities and adjustments can be made to present a 

comparable model. 

 

Even if there is nothing such as a commonly accepted scientific definition, we can define a value 

stock as a security that tends to trade at a lower price relative to its fundamentals and thus 
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considered undervalued by value investors. Common characteristics of such stocks include a high 

dividend yield, low price to earnings ratio and a high book to market ratio. 

 

There are several underlying assumptions behind the value investing theory. The fundamental idea 

behind them. The strength of the value investor is the patience, meaning that he or she is not in the 

market to chase only short term profits and thus is not trying to outperform the market by 

forecasting the future trend. The approach is opposite to those used by the investors who try to 

predict the market with technical analysis or other general approaches. Instead the value investors 

are interested in a long term strategy, more closely related to the investment in a diversified 

portfolio, composed by stocks that have an intrinsic value not exactly reflected by their prices in the 

market. In this sense, the patience reflected by the adoption of a long term strategy, is the 

prerequisite for every value investing strategy, its execution is achieved through the acquisition of 

stocks that sell below their intrinsic value. 

 

4.2+Definition+of+growth+stocks++

+

Investors are usually more attracted by those securities that performed well in the past, in terms of 

growth on sales and revenues. This type of securities, here defined as growth stocks, are related to 

companies as more attractive in terms of products or services sold in the market. For example an 

investor can hold higher expectation on the future performance of a company with a strong 

technological component in its products, such as Apple, rather than invest in a company that is 

considered “old” and whose products are considered not appealing anymore, such as Johnson & 

Johnson. To put it in a different way, there is a sort of widespread idea among investors that those 

firms that managed to deliver higher return in the past years, thanks to the introduction of new 

products or innovation in a process or in a new methodology, are going to be able to deliver greater 

returns also in the future. As a mere consequence investors raise too optimistic expectations over 

these companies, pushing the expected returns often over reasonable and achievable levels. When 

the results of the companies are released the investors are on average surprised that the company 

did not meet the expected result. On the opposite, the expectations over value stocks are always low 

and thus when they deliver higher than expected results the investors are positively surprised.   

 

In this research growth stocks are defined as those securities that are traded at low book to market 

value, with low dividend yield and high price to earnings ratio. In a more simplistic way, the growth 

stocks differentiate themselves from the other kind of securities because their asset growth is 

exponential compared to the value stocks and they are often considered winners in their business or 
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more active than their competitors in the industry. Investors put also high attention over the growth 

of sales combined with the growth of assets of the company in the short time. The risk is also 

considered lower in growth stocks, since those companies can enjoy the development of the market 

in which they are operating. 

!

4.3+Sorting+variables++

+

To define the distinction between value and growth stocks I used three different methods to sort the 

variables. Before explaining all of them I think that is relevant to discuss why some variables are 

more relevant than others and thus why I chose to use some of them. The selection process of the 

variables is the result of a long and careful evaluation of the majority of the investigation performed 

on the topic by the most relevant authors in the field.  

 

4.3.1+Price+to+Earnings+(P/E)++

+

There is a great amount of valuation multiples that have been created and studied in order to 

provide insights into the possible mispricing of the stocks. A high price to earnings (P/E) ratio 

indicates that the firms’ stock is expensive, while a low book to market (B/M) multiple indicates 

that the firms’ stock is overvalued and thus expensive. These results have been analyzed by Basu30 

in a paper that attempts to determine whether the investment performance of common stocks is 

related to their P/E ratios. The findings support the hypothesis of the delivery of higher returns by 

the low P/E portfolios. There is also a second and equally important finding in the research. 

Opposite to the common belief that publicly available information is instantaneously incorporated 

into the security prices, there is a discrepancy in terms of immediate settlement of the price and the 

actual time needed for the stock price to incorporate the information. This finding is against the 

efficient market hypothesis, as previously discussed. 

The P/E ratio is based on the Gordon31 model: 

 

!!! = !
!!!(1+ !)
! − !  

Where: 

!!! = is the current price of the stock 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
30 Basu – Investment performance of common stocks in relation to their P/E ratios: a test of the efficient market 
hypothesis 
 
31 Gordon, Myron J. (1959). "Dividends, Earnings and Stock Prices". Review of Economics and Statistics (The MIT 
Press) 41 (2): 99–105 
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!!!(1+ !) = is the dividend expected in the next period 
 
!!= is the rate of return 
 
! = is the growth rate 
 

That expressed in terms of expected earnings is: 

 

!! = !!×!!! 
K = is the payout ratio 

!
As a result: 

!!
!!
= !!!(1+ !)! − !  

 

From which we can infer that a high P/E ratio indicates that we can expect a high growth following 

high profits and vice versa a low P/E indicates that we can expect a low growth of profits. 

 

4.3.2+Book+to+Market+(B/M)++

+

The second instrument used in the analysis is related to the most common evaluation multiple: the 

book to market ratio (B/M). This ratio is used to find the value of a company by comparing the 

book value of the firm to its market value. The book value is calculated by looking at the firms’ 

historical cost or accounting value. The market value is determined in the stock market through its 

market capitalization. This ratio attempts to identify undervalued or overvalued securities in the 

market. The value stocks are recognized and selected according to a high B/M value, identified in 

this research in a value of the ratio greater than 1. Growth stocks on the opposite are defined as the 

stocks with a low B/M value, smaller than 1. I analyzed several researches that used this 

methodology to define the value stocks and I have found that several authors use this ratio to 

separate the value from the growth stocks. Fama and French32 in several researches put the B/M 

ratio as one of the leading indicators to unveil information over the value stocks. Chan and 

Lakonishok33 in a paper that tries to find an alternative explanation to the returns of value stocks, 

pointed out also the possible misleading orientation that the B/M ratio could carry. For example 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
32 Fama, French 1998,  
 
33 Chan, Lakonishok – Value and growth investing, review and update  



! !

(
41!

those investors who bought in 2002 some AOL-Time Warner shares, they probably have found 

them cheap in terms of B/M. However, if we look at other parameters the stocks looked suddenly 

less attractive, especially in terms of earnings and dividends. This simple example, suggests that 

other measures should be used in order to provide a more accurate analysis for an investment 

strategy and that not all the stocks with a high B/M ratio have to be considered automatically value 

stocks. The opinion that the majority of cheap stocks do not outperform the market is widely spread 

and accepted, since the recognition of a value stock is not that straightforward. 

The B/M ratio is calculated in the following way: 

 

 

!!! = !""#!!"#$%!
!"#$%&!!"#$%! 

 

Where: 

!""#!!"#$%!= is the current book value of the stock in the year analyzed 
 
!"#$%&!!"#$% = is the current market value of the stock analyzed 
+

+

4.3.3+Dividend+yield++

+

When formulating an investment strategy, investors are interested in understanding the real sense of 

the earnings distributed to them in form of dividends. The dividend yield ratio is thus used to 

calculate the relationship between the most recent full year dividend and the current share price. 

This ratio is particularly helpful for investors when they have to get a clear understanding and 

proportion of what they are going to get out of the investment. The reason why I introduced this 

ratio in the portfolio analysis is related to the fact that previous studies conducted on value stocks 

have found that in Italy the value premium is present only when stocks are sorted out using the 

dividend yield.  

The ratio is calculated in the following way: 

 

 

!!"#"$%&!!!"#$% = !"#"$%&$!!!
!"#$%!!!

 

 

Where: 
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!"#"$%&$!!!= is the current dividend of the stock  
 
!"#$%!!!= is the current price of the stock  
 

4.4+Portfolio+creation+strategy+

+

In order to perform an accurate analysis, trying to avoid overlapping of data and biases I created 

different portfolios for each strategy. The portfolios are created according to the rules imposed by 

the ratio used to separate the value stocks from the growth stocks and each portfolio is created in 

the beginning of each year analyzed. After holding the stocks for 1 year the portfolio is rebalanced 

with the addition of new stocks and or the subtraction of old stocks. The investment strategy 

adopted is a simple buy and hold strategy where no transaction costs are assumed and the shares are 

hold for the whole year.  

 

4.5+Return+Index+

+

The return index is calculated from the price index that is based on the values available on 

Datastream, where the prices are adjusted to the market closing prices. The return index is 

introduced in the research in order to evaluate which strategy has been successful in terms of more 

profits generated. The return index of each portfolio is calculated on a year over year basis and than 

compared to the other portfolios. When we look at the value presented by the return index, we get 

insights into the rise or fall of the value of the portfolio during the year. Since during each year the 

companies releases dividends, the assumption made here is that the dividends are automatically 

reinvested into the portfolio and no changes are made in its composition. As a result the dividend 

detachment will have no influence on the overall portfolio strategy. The eventual surplus brought by 

the dividends are considered to be reinvested for the purchase of additional shares of the same 

company for the same price at the end of the trading day. Even if this operation can definitely be 

misleading for an unbiased analysis of the data, we can assume that the detachment of the dividend 

has no impact on the investment strategy.  

 

For all the shares analyzed the return is calculated in the following way: 

 

!! = !!!!! − !!!!
!

Where: 
 

R! = is the rate of return  
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!!!! = is the price of the share at the end of the year 

!!= is the price of the share at the beginning of the year 

 

The returns are calculated for each stock included in the portfolio. The return of the value portfolio 

is therefore compared with the return of the growth portfolio each year, in order to find if there is a 

value premium. As previously discussed the portfolios are created on annual basis and the holding 

period is one year. In several studies conducted on this topic, the stocks are kept also for two or 

more years. The main reason for the analysis of the stocks only on an annual basis is mainly related 

to the limited amount of data available, but also to the fact that the composition of the value and 

growth portfolio changes year over year. This could lead to some differences in the results obtained 

with the single-year strategy compared to the multiple-year strategy. In several cases the same 

company can be analyzed for various years, in either a value or growth portfolio, disappear in one 

year, and than be included again in the following years of the analysis. Since every year the 

portfolios are revised, if a company does not meet the parameter required to be included in the 

analysis, or the data are missing, than it is excluded and reinserted only when the stock meets again 

all the specification required. The tight selection criteria and the lack of specific data has impacted 

the formation of the dividend yield portfolio, that has been consequently analyzed with few 

companies, compared to the other B/M and P/E portfolios. Even if the amount of data available are 

fewer, the results can still be considered relevant for the purpose of this research. However, it has to 

be noticed that some biases could be still present in the analysis and that even if some of the results 

are not statistically significant even with the larger samples, it is still possible that small changes in 

observations could lead to different results. A more adequate explanation of the results of the 

statistical analysis is therefore provided in the next chapter, for each ratio used. 

+

4.6+Statistical+Analysis+

+

For the comparison of the two portfolios a test has been performed to analyze the level of statistical 

significance of the data. The test used is the Students’ t-distribution.34 The mean returns of the value 

and the growth portfolios are compared to see if the difference between the two results obtained is 

statistically significant or is due only to the fact that we use small samples.  

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
34 First introduced by Alias William Sealy Gosset, a British chemist - statistician hired in the Guiness brewery in 
Ireland. During its several experiments on the quality of the barley and preferences of consumers, in small samples, 
Gosset developed one of the most widespread and used statistical analysis. Since the company did not allow him to 
publish a paper that could have eventually revealed confidential information, it was allowed to publish the research 
under the pseudonym of Student.  
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The hypothesis tested is the following: 

 

!! ∶ !!!"#$% − !!!"#$%! = 0!
!

!! ∶ !!!"#$% − !!!"#$%! > 0!
!

!
The null hypothesis is that the returns of the value portfolio and of the growth portfolio are the 

same. The alternative hypothesis test if there is a difference between the value and the growth 

portfolio. What are we testing here is if the value portfolio can deliver greater return compared to 

the growth portfolio, alternative hypothesis, or if the returns are the same, null hypothesis. The 

random sample selected should be able to represent the entire population and thus the differences 

detectable in the average of both samples should be caused by random variation, deriving from their 

random extraction. We consider the test to be significant if the probability is smaller than 5%. In the 

statistical analysis the parameter that I analyzed is the probability of the null hypothesis, the 

hypothesis that the averages are equal. What we can infer from the value of the t-test is that if we do 

not reject the null hypothesis, so the null hypothesis is true, the averages are equal. In terms of 

results for this research with the rejection of the null hypothesis, we can state that if there is a 

difference between the two portfolios, for example for the value portfolios, but the test considers 

this difference not significant, than it means that this difference relies on casual factors and is not 

demonstrable that the value portfolio is better than the growth portfolio.  

The statistical test is of great importance in this research, because we can understand better and give 

also a stronger reliability to the data used to perform the analysis. The test is performed for each 

sample analyzed for the three different portfolios B/M, P/E and dividend yields.  

+

4.7+Answer+to+the+second+subXquestion+

+

With the elaboration of this chapter, we can find the answer to one of the main questions posed in 

this research: 

!
What is a value investing strategy and which are its determinants? 

(
The first explanation provided is on the recognition and selection of the value stocks. The criteria 

used in the paragraph 4.1 are the criteria used to determine the selection of the value stocks. In this 

research we have defined the value stocks as that type of security that tends to trade at a lower price 
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relative to its fundamentals and thus considered undervalued by value investors. The determinants 

of the value investing strategies are defined by the characteristics of the stocks. These include the 

selection of the stocks according to a high dividend yield, a low price to earnings ratio and a high 

book to market ratio. It is relevant to remember again that there is nothing such as a commonly 

accepted scientific definition, thus the definition here reported and provided is strictly related to the 

way of sorting the data in this research.  
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Chapter(5:(Empirical(Analysis( (

 This analysis has been performed collecting all the information available in the Datastream  

database. The original analysis started with the data collection of the entire population of firms 

listed in the Italian stock market from 1990 until 2011. However, due to the lack of data all the 

portfolios have been reduced with the insertion of less information that those originally planned. 

The database is able to provide data from 1973, however the size and the details available are not 

always large enough in order to be representative for the entire population. Moreover the majority 

of the technical analyses offered by the system are unavailable before 1990, making the analysis 

even more difficult in terms of collection of the data, since the values should be gathered from the 

official financial statements of the companies. I therefore present two tables for each ratio analyzed. 

The first table collects all the information regarding the year of the analysis, the amount of stocks 

used for the creation of each portfolio and the returns of the value and of the growth strategy. The 

second table contains all the information related to the statistical analysis and the comparison 

among the different investment strategies.  

 

5.1+Description+of+the+data+collected+

+

Given the large amount of information available I will describe only the procedure used to collect 

the information on each company. For each company listed in the database, it is possible to obtain 

several kinds of information regarding various financial aspects of the company.  

+

5.1.1+Variables+

+

The first value researched for each company is the market value. The value used for the analysis is 

the market value of the company on the last day of December each year. The choice of this specific 

date is related to the fact that in the Italian system, all the companies, listed or not, have to close 

their fiscal year by the end of December. Looking at the financial statements of the companies it is 

straightforward to notice that the day in which all the values are reported is the same for all the 

companies, even if the approval and the deposit of the final financial statement can take several 

months after its official closing date. The release of the financial account often matches also with 

the release of the information regarding the detachments of dividends, so the markets carefully 

watch its disclosure and it is often also the day in which there is a major change in the price of the 

stocks.  
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The second value collected for each firm is the book value per share of the company. This data is 

available in the database and it has been used to calculate the B/M investment strategy. It is quite 

common that for the first year of  the firms’ activity, sometimes also for the second, the information 

for the book value were not reported. In those cases, the company was excluded from the creation 

of the portfolio.  

 

A third data collected and analyzed for the creation of the P/E investment strategy are the net 

earnings per share (EPS). The EPS is a useful indictor to understand the liquidity of a company and 

is considered one of the most important variables used to determine the price of a stock. Also for 

this dataset, the information is not always available, due to different reasons. The consequence of 

the lack of information on the EPS of the company is the exclusion of the company from the 

portfolio for that specific year of evaluation. 

 

The fourth data collected are the dividend per share. The same company could release among its 

investors the profits achieved during the year, however the dividend policy of a company is not 

always predictable and constantly subjects to changes during the years. The collection of this 

information has been particularly problematic due to a lack of data for several companies. This 

problem has brought me to use a smaller sample of firms that showed the greatest robustness of 

information for the two decades analyzed. 

+

5.1.2+Returns+

+

The returns are calculated on a yearly basis for each stock and for each portfolio. The calculation is 

based on the difference between the values of the stock/portfolio, in t+1 minus the value of the 

stock/portfolio in t. For example, the value of the Fiat stock the 31/12/2011 (t+1) – the value of the 

stock on the 31/12/2010 (t).  

 

!!"## = !!"#$%!!"#$!!"/!"/!"## − !"#$%!!"#$!!"/!"/!"#" 

!!"## = 3,55− 6,696 

!!"## = !−3,146 

+

5.1.3+Data+Problems+

+

No major problems, apart from those described so far, have been encountered during the collection 

of the data. All the information further analyzed in this research is attached in the appendix. 
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In almost all the cases in which the data seemed biased or unreliable, they have been not included in 

the analysis, given the large amount of resources available on other companies. This is especially 

common for all the companies analyzed starting from 2009. The early stage of development of the 

companies made the selection of the right information difficult, since in the majority of the cases, 

the only available information was the share prices. 

+

5.2+Portfolio+construction+

 

Not all the portfolios have been created with the same criteria and same amount of stocks. In the 

B/M analysis, I divided the stocks according to their value, greater or smaller than 1. The reason 

relies on the analytical technique used also by several authors to divide the stocks. Regarding the 

P/E and Dividend yields, in other analysis I have found that some authors35 select only the highest 

and lowest 10 % of the stocks analyzed to create the portfolio. A strict selection of the data allows a 

more precise analysis of the information, reducing also their redundancy. 

The portfolios have been structured in the following way: 

 

 
Fig.12 – Portfolio construction scheme  

 

For each year and for each portfolio the data used are different. According to the selection criteria 

imposed for the construction of the portfolio, a share could be found in either a value portfolio in 

one year and on the growth portfolio in the following year. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
35 Cai, J., 1997, Glamour and Value strategies on the Tokyo stock exchange, Journal of Business Finance and 
Accounting, 24, pp.1291-1310 
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For the B/M portfolio a total amount of 251 companies have been included in the analysis. The 

sample does not include only the stocks present in the FTSEMIB index, but also all the companies 

with large, medium and small capitalization.  

 

The B/M portfolio is the most complete in terms of data and representation of the total composition 

of the Italian stock market. In the P/E portfolio 201 companies have been studied and presented in 

this research. Given the strict criteria used to analyze only the highest and lowest 30% of the 

companies included, the number of stocks used for the creation of the value and growth portfolio is 

smaller when compared to the B/M portfolio. However, the differences did not have any impact in 

terms of quality of the data representation.  

 

The Dividend yields portfolio is the smallest of the three, as previously discussed, with more than 

215 stocks analyzed but only 57 presents reliable information. This number should not be 

misleading in terms of the quality of the data presented, if we think that several stock markets have 

less companies listed and apart from that, the stocks used for the creation of the portfolio are 

representative of the diversity and composition of the Italian stock market. 

+

5.2.1+Book+to+Market+

+

In Table 1 below all the information regarding the B/M portfolio is collected. In detail the first is 

the year of analysis, the total number of stocks analyzed, the amount of value stocks included in the 

portfolio, the number of growth stocks, the return of the value portfolio, the return of the growth 

portfolio and the value premium, calculated as the difference between value and growth returns. 

Arithmetic mean, the standard deviation, the statistical analysis t-test two tail and !! are presented 

in the bottom of the table. The results of the analysis show a clear predominance of the growth 

strategy over the value strategy. Only in 4 years out of 21 the value strategy has provided higher 

returns. The value strategy performs better only in 1994, 2001, 2002 and again 2007. Apart from 

1994, in all the other years where the value strategy beats the growth strategy is during the period 

signed by the beginning is of a major financial crisis. However, this result should be tested to 

understand if there is any relation between these two events. The peak value reached in 2001 equal 

to 11,3048 that shows the tight relation of the performance with the era of the IT bursting bubble in 

the stock market. The arithmetic mean of the value strategy return is negative with a value of -

7,1991, while the growth strategy shows a positive average return equal to 9,7308. The average 

equal to -16,9299 shows the clear outperformance of the growth strategy on the yearly basis. 
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Looking at the standard deviation the values are closely distributed around the mean and there are 

no clear signs of outliers in both portfolios. 

+

( ( ! ! !Year( Nr(stocks( Value(stocks( Growth(stocks( Value(return( Growth(return( Value(Premium(

1991! 67! 29! 38! )6,6211! )2,3778! )4,2433!

1992! 68! 40! 28! )11,5151! )1,5691! )9,9460!

1993! 68! 32! 36! 4,9265! 7,0080! )2,0815!

1994! 68! 30! 38! 2,8128! 1,1850! 1,6277!

1995! 69! 39! 30! )9,5841! )1,6015! )7,9827!

1996! 79! 42! 37! )3,0578! 1,1552! )4,2130!

1997! 85! 25! 60! 8,5910! 29,4233! )20,8323!

1998! 93! 15! 78! 6,6869! 33,5833! )26,8964!

1999! 107! 15! 92! 1,0439! 43,3694! )42,3255!

2000! 127! 19! 108! 3,0319! 28,8866! )25,8547!

2001! 156! 46! 110! )13,9384! )25,2432! 11,3048!

2002! 170! 72! 98! )18,1784! )19,0375! 0,8590!

2003! 177! 46! 131! 6,2447! 32,1716! )25,9269!

2004! 181! 33! 148! 0,8680! 21,9262! )21,0582!

2005! 188! 26! 162! 1,4896! 50,0085! )48,5189!

2006! 199! 19! 180! 2,6404! 32,6316! )29,9911!

2007! 218! 38! 180! )6,5354! )8,2072! 1,6717!

2008! 240! 133! 107! )74,9073! )40,9729! )33,9344!

2009! 246! 103! 143! 15,6210! 41,1841! )25,5631!

2010! 249! 118! 131! )15,7335! 3,6505! )19,3840!

2011! 251! 142! 109! )45,0673! )22,8274! )22,2399!

! ! ! ! ! ! !          Arithmetic mean 
( (

)7,1991! 9,7308! )16,9299!

          Std Dev 
 ( (

20,1251! 25,3385! 15,7790!

          P (T<=t) two tail 
( (

0,0213!
significant!95%!confidence!
interval!

!! 
 ( (

0,612346253! correlation!
! 

Table 1: Descriptive analysis of the book to market portfolio. 

 

The t-test performed with the result of 0,0213 shows that the test is not significant in a 95 % 

confidence interval. The coefficient of determination !! with a value of 0,6123 shows a reasonable 

level of correlation of the data. The results of the B/M portfolio show a clear predominance of the 

growth strategy over the value one. It has to be noticed that in several occasions, the size of the two 

portfolios was too different, in terms of amount of companies included in the calculation. The 

growth portfolio has been on average larger than the value and this could have led to a bias in the 

composition of the returns. It can be assumed that in order to provide a more equal analysis, the 

same amount of shares should have been included in each portfolio, however the selection criteria 

used to differentiate the two kinds of stocks have defined the composition of the two portfolios. 

This difference in size could have probably been the reason for the two largest spreads between the 
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portfolios in 1999, with a difference of -42,3255 where 15 stocks were present in the value portfolio 

and 92 in the growth portfolio. A second large spread is present in 2005, with a difference of -

48,5189 where the value portfolio is composed of only 26 stocks and the growth portfolio is 

composed of 162 stocks. These results can be misleading for the interpretation of the analysis, 

because the difference in size does not always increase the returns of one strategy instead of the 

other one. 

 

 
Graph 1: Descriptive analysis of the book to market portfolio. 

 

This can be seen in two consecutive years, 2007 and 2008, where in the first case the value portfolio 

counts for only 38 stocks compared to the 180 in the growths’ one. In this case, even if the size of 

the value portfolio is smaller, the returns are greater than the growth stocks. Opposite situation 

occurs the following year where there are 133 value stocks selected, while the growth stocks are 

only 107. Even if the difference between the two samples is smaller than the previous year, the 

value stocks perform poorly, bringing the lowest results of all the 20 years analyzed. In the other 

analysis performed the two portfolios are balanced and the same amount of stocks is used for the 

composition of the portfolio, as a result the size biased should be reduced in the P/E and Dividend 

yields analysis. +
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5.2.2+Price+to+earnings+

+

In Table 2 below all the information regarding the P/E portfolio is collected. In detail, the first is the 

year of analysis, the total number of stocks analyzed, the amount of value stocks included in the 

portfolio, the number of growth stocks, the return of the value portfolio, the return of the growth 

portfolio and the value premium, calculated as the difference between value and growth returns. 

Arithmetic mean, the standard deviation, the statistical analysis t-test two tail and !! are presented 

in the bottom of the table. What emerges from the analysis of the P/E portfolio is that in the 

majority of the cases growth stocks deliver greater returns than value stocks. The sample used in 

this analysis is again large enough to be representative for the entire population. Conversely to the 

previous analysis, the size of the portfolios is constant, because the selection criteria in this case has 

been to a certain degree less restrictive, making the inclusion of an equal amount of stocks in each 

portfolio possible. A more in depth analysis of the results reveal that only in two years 1995 and 

2005 the value stocks delivered greater returns than growth stocks.+

Year( Nr(stocks( Value(stocks( Growth(stocks( Value(return( Growth(return( Value(Premium(

1991! 67! 20! 20! 23,0725! 72,3902! )49,3177!

1992! 67! 20! 20! )5,9846! )2,2530! )3,7316!

1993! 67! 20! 20! 1,5255! 2,8486! )1,3231!

1994! 68! 20! 20! 0,5574! 1,2962! )0,7389!

1995! 69! 21! 21! )0,1728! )1,8021! 1,6292!

1996! 76! 23! 23! )2,9246! )0,6624! )2,2622!

1997! 83! 25! 25! 6,3036! 14,0063! )7,7027!

1998! 89! 27! 27! 12,1221! 17,8326! )5,7105!

1999! 100! 30! 30! 4,8545! 25,2378! )20,3833!

2000! 116! 35! 35! 4,6633! 6,0063! )1,3430!

2001! 144! 43! 43! )13,2675! )7,5130! )5,7545!

2002! 151! 45! 45! )18,1103! )7,5211! )10,5892!

2003! 153! 46! 46! 3,0831! 11,9674! )8,8843!

2004! 162! 49! 49! )3,2315! 13,4871! )16,7185!

2005! 164! 49! 49! 17,8515! 12,0554! 5,7961!

2006! 167! 49! 49! 4,3244! 8,4366! )4,1123!

2007! 169! 49! 49! )4,5933! 1,4003! )5,9935!

2008! 182! 49! 49! )28,0188! )20,8708! )7,1480!

2009! 186! 49! 49! 6,1519! 13,7676! )7,6158!

2010! 195! 49! 49! )6,9979! )0,9736! )6,0243!

2011! 201! 49! 49! )14,4203! )10,9861! )3,4342!

! ! ! ! ! ! !         Arithmetic mean( (( (( )0,6291! 7,0548! )7,6839!

         Std Dev( (( (( (( 11,7586! 18,4449! 11,1195!

             P (T<=t) two tail( (( (( (( 0,0049! significant!95%!confidence!interval!

!!!!!!!!!!!!( (( (( (( 0,669165825! correlation! !!
 

Table 2: Descriptive analysis of the price to earnings portfolio. 
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No major economic events seem to be clearly related to these changes in the results and their 

magnitude is reasonably small. In this sample the peak is reached by both growth and value stocks 

in 1991, however I would like to highlight that these results are mainly driven by the outstanding 

performance of a single stock, that in the case of the growth portfolio generates by itself more than 

half of the value. To some extent I consider this result an outlier, since the values obtained in both 

portfolios, especially for the growths’ one, are too far away from the other results obtained. The 

difference between the two arithmetic means is smaller than the previous case and the values are 

negative for the value stocks, with a value of -0,6291 and positive for the growth stocks with a 

value of 7,0548. The average return of the value premium, in the 21 years of analysis, is negative 

with a value of -7,6839. The standard deviation of the value stocks is large, showing a discrete 

volatility of the data around the mean.  

 
Graph 2: Descriptive analysis of the price to earnings portfolio. 

 

 Also for the growth stocks we can observe a large dispersion of the data around the mean, with a 

standard deviation equal to 18,4449 thus large more than double of the mean. A similar path is 

followed by the standard deviation of the value premium returns, with a value of 11,1195. A 

possible explanation for this large standard deviation can be attributed to the presence of outliers in 

the data. In terms of statistical significance, with a t-test value equal to 0,0049 the results is not 



! !

(
54!

significant in a 95 % confidence interval. With a !!!value of 0,6691 the coefficient reveal a slightly 

higher correlation of the results. The results of this analysis are in line with the previously observed 

data. The size of the sample used for the general analysis has been in this case large as well, but the 

selection of the stocks and their equal distribution in the value and growth portfolio makes the 

comparison more balanced. This is because the same amount of stocks is present in each portfolio, 

thus reducing the redundancy previously encountered. If we exclude the first year of the analysis we 

can notice that in 1999 the returns of the growth stocks are larger than usual, with a positive return 

value of 25,2378. This result can be related to the beginning of the burst of the IT bubble, in fact the 

majority of the companies present on the Italian stock market, started to be listed in this year. This 

conjecture can be analyzed also in relation with the increase of the capitalization of the stock 

market in that period and with the surge of new listed companies. From 2004, even if the amount of 

stocks analyzed for the composition of the portfolio grew constantly, the size of both portfolios 

remained the same. This fact should not create major problems in the analysis, because the stocks 

used for the creation of the portfolio changed constantly in relation to their fundamental values. 

Also in the P/E analysis, the major financial crisis of 2008 has influenced the results for both 

strategies. The returns are negative for both portfolios, with the value portfolio reaching the lowest 

negative result of -28,0188 in the 21 years analyzed. The growth stocks performed better to a 

certain extent, even if they also brought a negative result equal to -20,8708. 

+

5.2.3+Dividend+yields+

+

In Table 3 below all the information regarding the dividend yields portfolio is collected. In detail 

the first is the year of analysis, the total number of stocks analyzed, the amount of value stocks 

included in the portfolio, the number of growth stocks, the return of the value portfolio, the return 

of the growth portfolio and the value premium, calculated as the difference between value and 

growth returns. Arithmetic mean, the standard deviation, the statistical analysis t-test two tail and 

!! are presented in the bottom of the table. The third portfolio created is the dividend yields 

analysis. Compared to the others analysis performed so far, it is the only one that uses a smaller 

sample of data. As previously discussed the reason is related to the lack of information available. 

However, even if the sample is small compared to the B/M and P/E portfolios, the results obtained 

are in line with those previously analyzed. Also here the growth strategy beats the value strategy in 

the majority of the years. In only 3 years, 1995, 2002 and 2003 the value stocks bring higher returns 

to investors. The larger return is in 1995 with a positive value of 1,4238, while in 2002 the value 

stocks deliver a 0,8054 return and in 2003 a smaller but still positive return of 0,3419. 
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+

Year( Nr(stocks( Value( Growth( Value(return( Growth(return( Value(Premium(

1991! 54! 27! 27! )2,9513! )0,6464! )2,3049!

1992! 46! 23! 23! )5,4801! )2,0013! )3,4788!

1993! 43! 21! 22! 4,1543! 6,4148! )2,2604!

1994! 43! 22! 21! 1,0340! 1,2248! )0,1908!

1995! 44! 22! 22! )0,6940! )2,1178! 1,4238!

1996! 49! 24! 25! 0,4223! 0,5891! )0,1668!

1997! 48! 24! 24! 9,1908! 15,2554! )6,0646!

1998! 48! 24! 24! 6,1656! 11,8436! )5,6780!

1999! 57! 29! 28! 1,3575! 26,0288! )24,6713!

2000! 57! 28! 29! 6,1568! 27,6844! )21,5276!

2001! 52! 26! 26! )5,5708! )4,2322! )1,3385!

2002! 50! 25! 25! )1,9832! )2,7885! 0,8054!

2003! 50! 25! 25! 6,4456! 6,1037! 0,3419!

2004! 49! 25! 24! 4,0422! 6,8997! )2,8575!

2005! 51! 26! 25! 5,7681! 7,2969! )1,5288!

2006! 47! 24! 23! 4,4264! 6,3215! )1,8951!

2007! 47! 24! 23! )2,4826! 0,4249! )2,9075!

2008! 34! 17! 17! )8,8029! )8,0671! )0,7359!

2009! 37! 18! 19! 2,8842! 6,0951! )3,2109!

2010! 36! 18! 18! )2,4133! 0,8321! )3,2455!

2011! 28! 14! 14! )3,2146! )2,3264! )0,8882!

! ! ! ! ! ! !Arithmetic mean (( (( !!!!!!!!!!!0,8788! 4,8017! )3,9229!

Std Dev !! (( (( !!!!!!!!!!!!4,7833! 9,2112! 6,6703!

P (T<=t) two tail !! (( (( 0,0139! !significant!95%!confidence!interv!

!!( !! (( (( 0,514921525! !!!!correlation! !!
        

Table 3: Descriptive analysis of the dividend yields portfolio. 

 

To some extent this analysis reveals more stable parameters in terms of dispersion of the data. The 

average return for the value stocks, in the 21 years analyzed, is positive and equal to 0,8788, while 

the growth stocks deliver an average return of 4,8017. This is the first case in which the value 

stocks deliver on average positive results, compared to the B/M and P/E portfolios. Moreover the 

difference between the two values is smaller in this case, but with a negative average return of  -

3,9229. The standard deviation of the value stocks is equal to 4,7833, while the standard deviation 

of the growth stocks reached a value of 9,2112. These results show a somewhat regular standard 

deviation. Regarding the statistical significance of the test, the results of the t-test with a value of 

0,0139 reveal that the test is not significant in a 95 % confidence interval. With a !!!value of 

0,5149, the coefficient shows a medium correlation of the data.  

 

The first result that comes up in this analysis is that the change in returns is smaller than in the other 

portfolios. In 1999 and 2000 the growth stocks generate higher returns, respectively 26,0288 and 
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27,6844. These results as previously noted in the other analysis and are most likely related with the 

burst of the stock market bubble of 2001, where growth companies became more desirable and 

traded among investors. 

 

 
Graph 3: Descriptive analysis of the dividend yields portfolio. 
 

The consequence in terms of results can be seen also in value premium return index, with a value of 

– 24,6713 in 1999 and -21,5276 in 2000. Regarding the composition of the value and growth 

portfolios, there is an overall equal amount of stocks included in both cases. As a consequence the 

basic difference in terms of fair representation of the composition of the market should be less 

present in this case, even if it is arguable that the small amount of firms analyzed during several 

years can be misrepresentative of the real composition of the stock market. In 2008 both strategies 

brought negative returns to investors, also noticed for the B/M and the P/E strategies. Here the 

difference is significantly small in terms of value premium returns, with a -0,7359. The sample of 

stocks has been the same for the B/M and P/E analysis, but only 57 companies had the right 

characteristics for being used. The two years with the largest selection of stocks, 1999 and 2000 

have shown results on average in line with the previous analysis. It can be inferred that a larger 

sample could have changed the results, given the larger amount of data to be inserted in the 

portfolio.  

+

+

+
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5.3+Data+evaluation+

+

The results have revealed a clear outperformance of the growth stocks in all the three analysis 

performed. In order to better understand the magnitude of this difference the table number 4 

provides a clear comparison of the returns generated by each strategy. When we compare the data 

we can find several similarities with the previous studies conducted on this topic by other 

researchers, however before discussing the results obtained, there are still some important results to 

be observed under a more common framework. The first clearly visible result is that the value 

stocks are able to deliver higher returns in only 9 cases, while the growth strategy is the winning 

strategy in all the other cases. The results are different in the majority of the years analyzed, in fact 

only in 1995 the P/E and the dividend yields value strategy outperformed the growth strategy, in the 

same year. Again in 2002 the B/M and the dividend yield value strategy outperformed the growth 

strategy simultaneously. In all the other cases analyzed we can state that the growth strategy is more 

rewarding than the value strategy. The arithmetic mean of the B/M strategy shows a negative 

average of -16,93 that is also the poorest performance achieved on average by the value stocks. +

 

( ! ! (Formation(year( B/M( P/E( Dividend(yields(
1991( )4,2433! )49,3177! )2,3049!
1992( )9,9460! )3,7316! )3,4788!
1993( )2,0815! )1,3231! )2,2604!
1994( 1,6277! )0,7389! )0,1908!
1995( )7,9827! 1,6292! 1,4238!
1996( )4,2130! )2,2622! )0,1668!
1997( )20,8323! )7,7027! )6,0646!
1998( )26,8964! )5,7105! )5,6780!
1999( )42,3255! )20,3833! )24,6713!
2000( )25,8547! )1,3430! )21,5276!
2001( 11,3048! )5,7545! )1,3385!
2002( 0,8590! )10,5892! 0,8054!
2003( )25,9269! )8,8843! 0,3419!
2004( )21,0582! )16,7185! )2,8575!
2005( )48,5189! 5,7961! )1,5288!
2006( )29,9911! )4,1123! )1,8951!
2007( 1,6717! )5,9935! )2,9075!
2008( )33,9344! )7,1480! )0,7359!
2009( )25,5631! )7,6158! )3,2109!
2010( )19,3840! )6,0243! )3,2455!
2011( )22,2399! )3,4342! )0,8882!

! ! ! !Arithmetic(mean( )16,9299! )7,6839! )3,9229!
Std(Dev( 15,7790! 11,1195! 6,6703!
TQvalue( 0,021! 0,005! 0,014!
R(Square( 0,612! 0,669! 0,515!

        

Table 4: Descriptive analysis of the value returns of the B/M, P/E and Dividend yields portfolio. 

!

The arithmetic mean of the P/E strategy shows a negative average of -7,684 while the arithmetic 

mean of the dividend yield strategy shows a negative average of -3,923. The value of the standard 
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deviation shows similar trends that closely follow the results obtained for the calculation of the 

arithmetic mean. The standard deviation for the B/M strategy is equal to 15,78; the standard 

deviation for the P/E strategy is equal to 11,12; the standard deviation for the dividend yield 

strategy is equal to 6,67;The t-value have been previously analyzed. The only comment left over the 

results obtained is that the P/E shows the lowest t-value equals to 0,005. The returns are observable 

also in the Graph 1. 

 

In the first five years of analysis, from 1990 to 1995, the trends followed by the three strategies 

have been similar. The only exception is the first year of analysis, where the result could by biased, 

however we consider this outlier not relevant. The following trend observed by the strategies, from 

1995 to 2000 shows again a similar trend for all of them. The B/M portfolio is the one that reveals 

the most amplified results and this could be due to the larger selection of stocks used for this 

analysis. However, in general the trends of all the strategies are very similar. The first discordant 

results are visible in the following five years of analysis from 2000 to 2005. Here the trend is 

opposite between the B/M and the P/E strategies, especially in 2005 we can notice the large 

difference between them. This result and its magnitude are mainly related to the poor performance 

of few stocks included in the B/M portfolio, because a more careful analysis of the returns shows 

that the P/E and the dividend yields analysis have very similar trends in the same year, and in the 

previous year, 2004, the B/M and the P/E strategies showed similar trends.  

 

The result thus cannot be considered a real outlier, since the previous and the following year shows 

a regular fluctuation of returns obtained, showing a possible underperformance of the B/M portfolio 

due to the results obtained by several companies included in the portfolio. In the final six years of 

analysis, from 2005 until 2011, the P/E and the dividend yields analysis follows similar paths, only 

the B/M returns are similar to the others in 2007, while the last period of the analysis shows a more 

visible negative  impact, which is probably related to the large amount of new companies listed in 

the market in recent years.  

 

( B/M( P/E( Dividend(yields(

Value(returns( )355,5286! )161,3623! )82,3801!

Growth(returns( 340,0653! 153,9369! 79,8090!

        

Table 5: Analysis of the total returns of the B/M, P/E and Dividend yields portfolio in the 21 years. 
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In terms of returns obtained, analyzing the value premium for each strategy, we can notice that the 

B/M is the most rewarding, followed by the P/E and the dividend yields. If an investor followed a 

growth strategy, from 1990 until 2011 the returns obtained would have been positive for all the 

three criteria used to sort the stocks. The B/M portfolio selection strategy would have brought a 

positive return of 340,065; the P/E would have brought a positive return of 153,937; the dividend 

yields would have brought a positive return of 79,809. 

 

 
 

Graph 4: Value weighted premium for the B/M, P/E and dividend yields strategies. 

 

On the opposite, if an investor had followed a value strategy, it would have incurred in several 

losses. The selection criteria used in this analysis to select stocks would have brought the following 

negative results: for the B/M strategy the total loss would have been equal to -355,529; for the P/E 

strategy the total loss would have been equal to -161,362; for the dividend yield strategy the total 

loss would have been equal to -82,380.  

 

5.4+Risk+measurement+

+

In several articles it is claimed that the higher return of value stocks is due to the higher risk 

associated with them. In this analysis the risk of the value stocks has not been completely assessed. 

The reason is mainly because it would be above the scope of this work, even if relevant and helpful 

to better understand the results obtained. No risk measurements have been taken into account and 
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thus no results are available on this field. However, it is recognized that the risk measurement is of 

great importance for this research. The only indicator of risk analyzed is the standard deviation. It is 

the simplest indicator of risk of returns, which measures the return volatility around the mean 

return. This measure assumes that the returns are symmetrically distributed around their means. The 

results that concerning the standard deviation have been previously analyzed, so no further 

comments will be provided on it. 
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Chapter(6:(Results(and(explanations(

 In this chapter the results are reviewed and explained, in order to present an adequate picture 

of the research. In the first part of this chapter the results are analyzed in order to understand if the 

research has been able to provide clear and satisfying results. Furthermore the value premium 

results are discussed to reach a conclusion over the mentioned outperformance of the value stocks 

over the growth stocks. In the third part of the chapter, the work is put into perspective in relation to 

the research questions, which builds/provides  the fundamental basis of the research. Finally I will 

try to provide an answer to the results obtained, by providing an explanation using the traditional 

finance theory and an explanation through the behavioral finance theory. 

 

6.1+Results++

+

The first clear result of the analysis is that on average value stocks do not outperform growth stocks 

in the Italian stock market. The analysis has revealed that in only a few cases the value stocks are 

able to deliver greater results than growth stocks. However, the few positive results are not large 

enough and adequately close related to generate hypothesis over the possible connection between 

the value strategies and an historical event, such as economic expansions or recession. This result is 

clearly visible in the Table n°4 in chapter 5, that summarizes all the returns of the value stocks, for 

each portfolio analyzed in this research. 

 

It is clear that the growth strategy is the winning strategy in the Italian stock market when we select 

the stocks according to the criteria used in this research. There are two different ways of looking at 

the results obtained among the researchers in this field. The first one is closely related to the 

efficiency of the market, for which no arbitrage is possible. The second one sees the results under 

the light of their risk exposure, meaning that higher returns are always related to a greater risk 

exposure of the assets. In this case we cannot state if the efficient market hypothesis or the risk 

exposure are the ones that are more able to explain the results obtained. This is because we partially 

reject the idea of the efficiency of the markets, however on the other hand, since the risk exposure 

has been calculated only in terms of standard deviation and not beta, it would be inappropriate to 

state the results are mainly driven by one specification rather than the other.  

 

It can be inferred that an analysis of the beta would have been useful to better understand the 

differences between the returns of the value and the growth stocks. However, the results obtained, 

even if not statistically significant are in line with the previous research performed on the field. This 
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fact is an ulterior evidence of the trend followed in the Italian stock market, where no clear trends 

are admirable for the value strategies and it cannot be inferred if the results are driven mainly by the 

specific major economic events or by a different exposure to risk of the stocks. The evidence does 

not support the greater returns of the value stocks since they performed worse than the growth 

stocks in the majority of the years analyzed. On average the growth strategy has been the winning 

investing strategy, outperforming the value strategy in most of the years analyzed. When we look at 

the market in relation to the results obtained, we can see some interesting trends that can be put in 

relation to the returns generated by the growth stocks, with one or more major economic events. 

The outperformance of the growth stocks is clearly visible only for some strategies, but not all the 

results are in line, meaning that we cannot see a positive or negative trend for the growth stocks, 

during the same year for all the strategies used to create and analyze the stocks. Still it can be said 

that the results are biased in terms of different size of the portfolios constructed. As previously said 

this could be considered a problem when we compare the three ratios used to select the stocks, 

because each investment strategy uses a different amount of stocks. However, this should not be 

considered as a major problem, since the stocks included in the portfolio are great enough to 

provide a reasonable analysis of the returns. This should be seen also compared to other stock 

markets that are smaller, in terms of number of listed stocks than the Italian one.  

+

6.2+Value+premium++

+

According to the results obtained in this analysis, the value premium is present only in few years 

and is rarely present for more than one strategy at the same time. For the B/M strategy the value 

premium is present only in 4 years out of 21. In the P/E strategy the value premium is positive only 

in 2 years out of 21 analyzed. The result obtained by the dividend yields strategy shows a positive 

value premium in just 3 years out of 21 analyzed. The total returns achieved through a value 

strategy would have led to a large loss for the investors. If an investor had followed a B/M strategy 

to select the stocks, the total loss for an investing period of 21 years would have been equal to -

55,5286. The P/E strategy would have generated a total loss of -161,3623 for 21 years of 

investments. The dividend yield strategy would have generated a total loss of -82,3801 in the 21 

years. It is clear that the value premium is not present on the Italian market, where according to the 

analysis performed, the growth strategy seems to be the only valid strategy to be performed. The 

returns generated by the growth strategy are remarkably better and more constant during the years 

analyzed. For the B/M strategy the growth premium is present in 17 years out of 21. In the P/E 

strategy the growth premium is positive in 19 years out of 21. The dividend yields strategy shows a 

positive growth premium in 18 years out of 21 analyzed. Apart from the higher positive results 
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obtained with the growth strategy we can also notice that on average the growth premium is higher 

than the value premium.  

 

6.3+Answers+to+the+research+questions++

+

As noticed in the beginning of this work, several problems underlined and raised in previous studies 

have created the basis for the formulation of the research questions in this work. Several authors 

have underlined the outperformance of the value stocks in all the markets around the globe. These 

results however were not visible in the Italian stock market, where the value strategy 

underperformed the growth strategy. In order to understand the uncommon path followed by the 

securities in the Italian stock market I analyzed several factors and different investing strategies to 

approach the studies already performed on the topic and to generate another vision of the results so 

far obtained. The first and main question raised has been the following: 

 

Can a value investing strategy be successful by giving greater returns in the Italian stock market 

compared to a growth investing strategy from 1990 until 2011? 

 

According to the results obtained in this paper, we can state that a value investing strategy, created 

with the parameters generated and used in this research, cannot be more successful than a growth 

investing strategy from 1990 until 2011. This result is backed up by the returns of the value stocks 

observable during the timeframe used to generate this analysis. The answer to the first research 

question is in line with the previous research performed on this topic, where the value premium is 

not present in the Italian stock market. The result obtained in response to the main research question 

was to a certain extent already expected, but to better understand this result, it should be further 

discussed and analyzed under the answer to the sub questions generated. The first sub question 

raised has been the following: 

 

Is it possible to understand the value premium under the traditional finance perspective or can the 

behavioral finance provide a better explanation? 

 

The perspective of traditional finance puts its main foundation on the efficiency of the markets. As 

previously noted the acceptance of the EMH theory implies a strong contradiction with the theory 

of value investing itself. This is because the EMH suggests that there are no opportunities for 

arbitrage, because the stocks incorporate immediately all the information available on the market. 

Moreover is difficult to assess completely the efficiency of the market due to the irrational behavior 
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of its participants. With a value investing strategy we are defining an investment theory based on 

the opportunities of arbitrage in the market. The results obtained show the rejection of the 

hypothesis of superior returns of the value stocks. As a consequence we can argue that: since the 

value investing strategy is able to deliver greater returns than other investment strategies and these 

greater returns arise due to the arbitrage opportunities present in the market, the value investing 

strategy refuses the EMH. However, the results obtained in this research show a clear negative 

performance of the value investing strategies, thus we are not able to explain the results through the 

traditional finance theory. 

 

According to the behavioral finance perspective, when the investors formulate their investment 

decisions, they are not always driven by the most common and rational economics principles, but 

rather from other factors, such as the history or personal experience and they are strongly 

influenced from the amount and the quality of information that they hold. This theory adopts the 

personal perspective of the investors, where the actions of the individuals are considered in a 

different way, compared to the rational thinking of the market, regarded by the traditional finance 

theory as a “superior entity” that regulates all the information and all the prices. The individuals 

choices are driven by different factors that shape their investment decisions, thus the rationality of 

the homo oeconomicus is not considered in this case. As a consequence the acceptance of broader 

selection criteria to explain the returns obtained with an investment strategy helps us to better 

explain the results obtained in this research. 

 

The second sub question raised was generated in relation with the portfolio creation. The process 

for the creation of the portfolio has been explained in the previous chapters. The question also 

includes the explanation of the criteria used to identify the variables inserted in the portfolio. As a 

result, the question introduced in the first chapter has been the following: 

 

What is a value investing strategy and which are its determinants? 

 
As previously noted, in this research we have defined the value stocks as that type of security that 

tends to trade at a lower price relative to its fundamentals and thus considered undervalued by value 

investors. The determinants of the value investing strategies are defined by the characteristics of the 

stocks. These include the selection of the stocks according to a high dividend yield, a low price to 

earnings ratio and a high book to market ratio.  
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The third sub question arises in relation to the previous researches conducted in the same field. In 

previous studies on value stocks, the trend observed in the Italian stock market is different than the 

trend followed in virtually every other market in the world.  

 
Which indicators are relevant to observe the presence of value stocks in the market and why some 

indicators are better than others? 

 
The question also tries to identify if the results of the research are driven by the inappropriate use of 

the indicators or due to other factors.  In the research papers on value stocks and value investing 

strategies, the stocks are sorted using several kinds of criteria. Each research uses a different way to 

sort the variables, but there are some common ways of measurement of the stocks, among almost all 

the researches, such as the B/M ratio or the P/E ratio. Even if the B/M is the indicator that gained 

the main attention of the researcher it is also recognized that sometimes it could be misleading36.  

 

One of the possible answers to the question could be also related to the different accounting 

practices used in Italy. Given the introduction only in 2006 in Italy of the IAS/IFRS, the 

discrepancies on the results of the value investing analysis could have distorted the results of the 

previous researches.  If this claim would have been true, than the results obtained from 2006 until 

the most recent days should have revealed a different trend in favor of the value stocks. However, 

2007 is also the beginning of the most recent global financial crisis and thus the results are 

inevitably driven from the economic situation. As a result the difference cannot be clearly seen even 

if the trend from the results obtained shows a difference in returns in 2007 only for the B/M ratio, 

while the following years of the analysis show a return the previous negative trend followed by the 

value stocks among all the selection criteria.  

 
In the case of the Italian stock market, the answer to the third sub question is to a certain extent hard 

to define. It is not completely clear which are the indicators that can better explain the presence of 

the value stocks. We can accept all the used criteria suitable to define the value stocks, and thus if 

this is the case we also have to accept the underperformance of these stocks in the Italian stock 

market.  

 

The last sub question has been introduced in order to provide a different analytical tool in the large 

universe of the research on the value stocks. The dividend yields criteria used to select the securities 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
36 Chan, Lakonishok – Value and growth investing: review and update 
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have been introduced in order to propose a different selection instrument to identify the value 

stocks. The fourth sub question analyzed has been the following: 

 

Is dividend yield always effective in picking value winners in Italy? 

 

The dividend yield selection criteria have been proven to be not effective in picking the value 

winners in Italy. This result could be closely related to several factors that influenced the analysis. 

The first factor is the unreached expectation of the presence of the value premium in the Italian 

stock market. Given the results obtained in previous researches so far none has been able to find a 

positive return with a value investing strategy. Only sorting the stocks with the cash flow yield 

produces positive returns. However, the criteria selected in this research have not revealed any 

positive trend for the stocks selected. A second factor is related to the low amount of information 

found for the selected criteria. It could be inferred that with a larger sample a positive return could 

have been seen, however it is only a conjecture to be proved and moreover the small sample studied 

in this research could be considered large enough to be representative if not completely, of at least a 

great part of the population of the Italian stock market. The third factor that could have driven the 

result of the analysis is related to the accounting standards used in the country until 2006. However, 

as previously noted, the difference in returns should be admirable from 2006 until 2011, but no 

clear signs of change are admirable also for the dividend yields selection criteria.  

 

6.4+Further+Research+

+

Several problems arise during the creation of this research, as it usually happens in this kind of 

works. The results obtained show clear signs towards the research and development of a more 

accurate and precise way to select winning stocks.  

 

The first direction for further research should aim at the definition of more reliable criteria to 

recognize the value stocks in all the markets, but especially in Italy. In this direction several authors 

have already moved their steps, especially regarding the use of stricter selection criteria to sort the 

stocks. It is recognized that it is highly improbable if not completely impossible to determine a 

standard and unique way to select the stocks. On one hand it is acknowledged that the selection of 

several criteria to sort the stocks is able to provide better results in terms of composition of the 

portfolio, but on the other hand, stricter selection criteria could simplify the analysis towards the 

creation of an “ad hoc” portfolio, that could produce results too distant from the original ones. By 

inserting in a portfolio restricting criteria, such as a control over the betas of the stocks, in order to 
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lower the risk associated with a specific portfolio, we can construct financial models that are able to 

control more than one aspects of our investment strategy, this however should lead to an investment 

strategy that is far away from the original one here presented.  

 

Another line of further research could investigate more in depth over the change in the accounting 

standards introduced in the Italian legislative system and if these new regulations have brought 

some changes in the results obtained in the analysis of value stocks. This could lead to great 

changes for future researches on value stocks, since the value premium in the Italian stock market is 

still hard to decipher and value investing techniques are apparently not so widespread among 

investors.  

 

What can probably be considered as one of the greatest lack of this analysis is the low amount of 

stocks used to analyze the dividend yield portfolio. Further research on this topic should look more 

into detail of the stock selection criteria, in order to understand if this indicator could become a 

leading instrument for the analysis of the Italian stock market. This should be achieved thru a 

careful analysis of each financial account of the company listed in the stock market. The inclusion 

of a larger sample could definitely become a better and more useful instrument to discover the 

presence of value stocks in the market and to see if they provide greater results as they do in other 

financial markets around the globe. 
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Chapter(7:(Conclusions(

The main purpose of this research has been to conduct an analysis over the large universe of 

the financial investments, more specifically into the innovative and interesting investing strategy 

proposed by Graham and Dodd in 1930. Previous researches on the topic performed by several 

academics have shown a clear path led by the value investing strategies. In the majority of the 

markets value investing strategies have been proved to be more rewarding than the growth investing 

strategies, however this result does not apply to the Italian stock market. 

 

When formulating the hypothesis and the research question of this work, the main focus was to 

understand why the Italian stock market trend is in contrast with the global trend. On a general 

level, the structure, the size and composition of the market, is in line with the majority of all the 

other European stock markets. These first characteristics have brought me to think that there should 

be a specific reason for this uncommon trend, since from an exterior perspective the market is equal 

to many others, where the value premium is present. This uncommon behavior has moved my 

attention towards the analytical tools used to perform the analysis, perhaps unable to spot properly 

the presence of value stocks in the market. In order to spot the discrepancies of the Italian market, I 

selected some relevant indicators, that gave me me the insight into the possible mispricing of the 

stocks. If a stock is undervalued, according to one of these indicators, we are able to identify a value 

stock in the market. On average this kind of security is representative of a company that is usually 

considered old and not profitable. Taken from an investor point of view, there is a greater attraction 

and inclination towards the purchase of a security that is more known thanks to its sounded 

reputation, like an Apple stock for example. Value stocks, on the opposite are less attractive and 

this characteristic is not only strictly related to the brand power of the company, but it is also due to 

the poor performance of the stock. So the purpose of the value investor is to spot underpriced 

securities in the market.  

 

We can state with a certain degree of confidence that the B/M ratio is the leading indicator to 

analyze the stocks in order to divide them into growth and value stocks. This ratio has been the 

main driver for this research and the results obtained were completely in line with the previous 

papers on value stocks in Italy. On that note it is clear that this result did not provide any clear help 

and it did not brought any innovative solution into the technical analysis of the stocks. However, I 

find this result obtained relevant for the purpose of this work, since it shows a trend already 

analyzed and accepted in the academic world. A more in-depth observation over the stocks included 
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in the growth and value stocks, shows the presence of companies that are, at least in descriptive 

terms, commonly identified as growth or value. A construction company like Finmeccanica, present 

in the market for several decades, with slow growth and with a low market value is more likely to 

be considered a value stock; while a company like Tiscali, an IT company listed in the market only 

in the last decade, is more likely to be pointed out as a growth stock. Even if from a formal point of 

view all the parameters met the definition criteria, the results showed an uncommon trend in the 

Italian stock market. 

 

The P/E ratio has been used in this research to provide a second widespread instrument used to spot 

value stocks. The ratio has proved its reliability by revealing a similar trend previously highlighted 

by the B/M ratio. I consider the results obtained reassuring since they confirm that this research is 

in line with the previous researches.  

 

The last instrument used to analyze the stocks is the dividend yield ratio. I have to acknowledge that 

the expectations raised were probably too high and this instrument has not brought the expected 

results. The logic behind the introduction of this instrument was to use of a different selection 

criteria for the stocks in order to find a positive trend for value stocks. In other words I have tried to 

select an instrument that would have allowed me to pick winning value stocks, thus going against 

the common results obtained in previous research. The problems faced with this instrument were 

mainly these two: first of all the low amounts of data available on the selected database and second, 

the unclear dividend policy path followed by the Italian companies. The initial expectation was to 

find more positive trends for the value stocks, however the results have again revealed an alignment 

with the general trend obtained from the two other ratios used and the most generic academic trend.  

 

I believe that this research has been able to provide a more recent perspective into the trends 

followed by value stocks in the Italian market, since the sample used has been relatively large, 

especially in the case of the B/M ratio. However, the discovery of a new tool able to provide new 

insights into the large world of the value investing instruments in Italy would have been a valuable 

and interesting result.  

 

The expectations of this research were to find results that, to a certain extent, matched the results of 

more complete and accepted researches, not to challenge them. The results obtained revealed that 

there is a match with the findings here unveiled and the findings of other researches. However, it 

would have been also unquestionably inspiring and stimulating to find results different from the 
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usual ones. The approach used has been probably too cautious and less revolutionary, but in the end 

I found it satisfactory and matching most of the results expected to find. 

 

While working on this project several data were discarded and several factors have not been 

included in the research. The work has revealed a discrete amount of discrepancies between the data 

used here and the data used in other researches performed on the same market. This has moved my 

attention towards a more severe selection of the information to include in the analysis and towards 

the elimination of all the redundant and possibly biased results. More factors could have been taken 

into account, such as a more meticulous analysis of the economic cycle, especially in relation to the 

recent recession. This would have brought to light more detailed information about the changes 

achieved with the introduction of the new accounting standards in Italy. I believe that more 

researches can be performed in this field and that new results could strengthen the hypothesis 

theorized by Graham and Dodd. 
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Appendix(

List of all the companies analyzed from 1990 to 2011 

ACQUE(POTABILI( BEE(TEAM(

A2A( BEGHELLI(

ACEA( BENETTON(
ACEGASQAPS( BENI(STABILI(
ACOTEL(GROUP( BEST(UNION(

ACSMQAGAM( BIALETTI(INDUSTRIE(

AEDES( BIANCAMANO(
AEFFE( BIESSE(

AEROPORTO(DI(FIRENZE( BIOERA(

ALERION(CLEANPOWER( BNC.DI(DESIO(E(DELB.(
AMBROMOBILIARE( BOERO(BARTOLOMEO(
AMPLIFON( BOLZONI(
ANSALDO(STS( BORGOSESIA(RSP(

ANTICHI(PELLETTIERI( Brembo(

APULIA(PRONTOPRESTITO( BRIOSCHI(

ARC(REAL(ESTATE( BUONGIORNO(
AREA(IMPIANTI( BUZZI(UNICEM(
ARENA( CAD(IT(

ARKIMEDICA( CAIRO(COMMUNICATION(
AS(ROMA( CALEFFI(

ASCOPIAVE( CALTAGIRONE(

ASTALDI( CALTAGIRONE(EDITORE(
ATLANTIA( CAMQFIN(

AUTOGRILL( CAPE(LIVE(
AUTOSTRADA(TOQMI( CARRARO(
AUTOSTRADE(MERIDIONALI( CASSA(DI(RISPARMIO(DELLE(PROVINCIE(LOMBARDE(

AZIMUT(HOLDING( CATTOLICA(ASSICURAZIONI(
B&C(SPEAKERS( CDC(

BANCA(CARIGE( CEMBRE(

BANCA(GENERALI( CENTRALE(DEL(LATTE(DI(TRO.(

BANCA(IFIS( CENTRO(SERVIZI(METALLI(

BANCA(INTERMOBILIARE( CHL(

BANCA(MONTE(DEI(PASCHI( CIA(
BANCA(POPOLARE(DI(MILANO( CICCOLELLA(
BANCA(POPOLARE(ETRURIA( CIR(

BANCA(PPO.DI(SONDRIO( CLASS(EDITORI(

BANCA(PPO.DI(SPOLETO( Cobra(
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BANCA(PPO.EMILIA(ROMAGNA( COFIDE(

BANCA(PROFILO( CONAFI(PRESTITO(
BANCO(DI(SARDEGNA(RSP( CREDITO(ARTIGIANO(

BANCO(POPOLARE( CREDITO(BERGAMASCO(
BARILLA(G(E(R(FRATELLI(SPA( CREDITO(EMILIANO(

BASICNET( CREDITO(VALTELLINES(
BASTOGI( GAS(PLUS(

CRESPI( GEFRAN(

CSP(INTERNATIONAL( GEMINA(

DADA( GENERALI(

DAMIANI( GENTIUM(SPA(

DANIELI( GENTIUM(SPA(ADR(1:1(

DATALOGIC( GEOX(
DAVIDE(CAMPARI( GRANDI(VIAGGI(

DE(LONGHI( GREENVISION(AMBIENTE(

DEA(CAPITAL( GRUPPO(CERAMICHE(RICCHET(

DELCLIMA( GRUPPO(EDIT.L'ESPRESSO(

DIASORIN( GRUPPO(EFFEGI(

DIGITAL(BROS( HERA(

DMAIL(GROUP( IKF(

EDISON( IL(SOLE(24(ORE(

EDITORIALE(OLIMPIA( IL(SOLE(24(ORE(SPA(

EEMS(ITALIA( IMA(

EI(TOWERS( IMMOBILIARE(GRANDE(DISTRIBUZIONE(

EL(EN( IMMSI(

ELICA( IMPREGILO(

EMAK( IMVEST(

ENEL( INDESIT(COMPANY(

ENEL(GREEN(POWER( INDUSTRIA(E(INNOVAZIONE(

ENERVIT( INTEK(

ENGINEERING(I(I( INTERPUMP(GROUP(
ENI( INVEST(E(SVILUPPO(

ERG( IPI(ISTITUTO(PIEMONTESE(IMMOBILIARE(

ERGYCAPITAL( IRCE(

ESPRINET( IREN(

EUROTECH( ISAGRO(

EXOR(PREF.( IT(WAY(

EXPRIVIA( ITALMOBILIARE(

FALCK(RENEWABLES( ITALY1(INVESTMENT(

FEDON((PAR)( JUVENTUS(FOOTBALL(CLUB(

FIAT(INDUSTRIAL( K(R(ENERGY(
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FIDIA( KERSELF(

FIERA(MILANO( Kinexia(

FINTEL(ENERGIA(GROUP( KME(GROUP(

FIRST(CAPITAL( LA(DORIA(

FNM( Landi(Renzo(
FONDIARIAQSAI( LAZIO(

FULLSIX( LE(BUONE(SOCIETA(

GABETTI( LOTTOMATICA(

LUXOTTICA( PREMUDA(

MADE(IN(ITALY( PRIMA(INDUSTRIE(
MAIRE(TECNIMONT( PRYSMIAN(

MANAGEMENT(&(CAPITALI( RAFFAELE(CARUSO(

MARCOLIN( RATTI(
MARR( RCF(GROUP(

MEDIACONTECH( RCS(MEDIAGROUP(

MEDIASET( RDB(

MEDIOLANUM( RECORDATI(

MERIDIANA(FLY( RENO(DE(MEDICI(

MERIDIE( REPLY(

METHORIOS( RETELIT(

MID(INDUSTRY(CAPITAL( RICHARD(GINORI(1735(

MILANO(ASSICURAZIONI( RISANAMENTO(

MOLMED( ROSETTI(MARINO(

MONDADORI(EDITORE( ROSSS(

MONDO(TV( ROSTOVTOPPROM(OAO(

MONRIF( SABAF(

MONTEFIBRE( SADI(SERVIZI(INDUSTRIALI(

MOVIEMAX( SAES(GETTERS(

MUTUIONLINE( SAES(GETTERS(SPA(

NATUZZI(SPN.ADR(1:1( SAFILO(GROUP(

NEUROSOFT( SAIPEM(

NEWRON(PHARMACEUTICALS( SALVATORE(FERRAGAMO(

NICE( SAN(PAOLO(IMI(SPA(

NOEMALIFE( SARAS(

NOVA(RE( SAT(

OLIDATA( SAVEQAEP.DI(VNZ.MRC.POLO(

PANARIA(GROUP( SCREEN(SERVICE(

PARMALAT( SEAT(PAGINE(GIALLE(

Piaggio( SERVIZI(ENERGETICI(

PIERREL( SERVIZI(ITALIA(

Pininfarina( SIAS(



! !

(
77!

PIQUADRO( SINTESI(

PMS( SNAI(

POLIGRAFICA(S(F( SNAM(

POLIGRAFICI(EDITORIALE( SOFT(STRATEGY(

POLIGRAFICI(PRINTING( Sogefi(

POLTRONA(FRAU( SOL(

POSTE(ITALIANE( SOPAF(

PRAMAC( SORIN(

PRELIOS( STEFANEL(

PREMAFINQHLDG.DI(PART.( TAMBURI(INV.PARTNERS(

TAS(
!TBS(GROUP(
!TELECOM(ITALIA(MEDIA(
!TERNA(
!TERNIENERGIA(
!TERNIGREEN(
!TESMEC(
!TESSITURA(PONTELAMBRO(
!TISCALI(
!TOD'S(
!TREVI(FIN(INDUSTRIALE(
!TXT(EQSOLUTION(
!UBI(BANCA(
!UNIONE(ALBERGHI(ITALIANI(
!UNIPOL(
!VALENTINO(FASHION(GROUP(
!VALORE(ITALIA(HOLDING(
!VALSOIA(
!VIANINI(INDR.(
!VIANINI(LAVORI(
!VITA(SOCIETA(EDITORIALE(
!VITTORIA(ASSICURAZIONI(
!YOOX(
!ZIGNAGO(VETRO(
!ZUCCHI(
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