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T H I R D  Q UA RT E R  L E T T E R  
 

MARKET DISCUSSION 

Reading financial newspapers, I get the feeling among most investors at present is that they have 
no other choice but to be fully invested in aggressive growth stocks because there are no attractive 
alternative investments. 
   
I can’t shake the feeling that more and more investors are making decisions driven primarily by 
the question “What other choice do I have?” and are abandoning their long-term investment 
profile.   
 
Investors today are being negatively influenced by central bank policies and artificially low-
interest rates. 

An investment philosophy 
dictates how one should 
consistently make 
decisions, but even an 
intelligent investment 
philosophy is of little value 
if the investor cannot 
exercise discipline and 
patience.   
 
Historically, successful 
investment philosophies 
focus on the decision-
making process with a long-

term focus rather than short-term outcomes.   
 
We have been discussing indications 
that value investing has started to see 
signs of emerging from a long 
hibernation from a comparative 
performance standpoint versus 
growth investing.   
 
Value stocks outperformed their 
growth counterparts in September, 
which caught many by surprise – 
except us.   
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We thought it would be a good time to discuss what is our definition of value investing, along with 
our investment approach to value investing. 
 
 

VALUE INVESTING PHILOSOPHY  

  
Value investing is the art of buying assets for significantly less than the true “intrinsic” or business 
value to a rationale purchaser.   
 
A rational purchaser is someone who applies logical non-emotional criteria towards the purchase 
of a business. 
 
As value investors, we seek to identify high-quality companies that have good business models, 
led by capable operators, and are selling at a discount to their intrinsic value.   
 
“An investment operation is one 
which, upon thorough analysis, 
promises safety of principal and an 
adequate return. Operations not 
meeting these requirements are 
speculative.” -Benjamin Graham, 
Intelligent Investor 
 
"Successful investing is about having people agree with you ... later." - Jim Grant  
 
In matters of great importance, like protecting your wealth, Shakespeare was right, “it is better to 
be three hours early than one minute late...” 

 
“What is investing if not the act of 
seeking value at least sufficiently 
to justify the amount paid? 
Consciously paying more for a 
stock than its calculated value − 
in the hope that it can be sold at a 
still higher price − should be 
labeled speculation, which is 
neither wrong, immoral, nor in 
our view, financially fattening.”  

 
-Warren Buffett, 1992 Berkshire Hathaway shareholder letter 
 
We approach investing in publicly traded companies as if we were buying the company and current 
management. 

 
 Think about investing as the purchase of a business.  Watch the business, not the stock!   
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 Utilize a sufficiently long-term time frame.  If you had to hold a purchased business for 

five years, what would it look like?  Favorable long-term prospects? 
 

 Acknowledge volatility does not equal risk.  Price is what one pays, but value is what one 
gets.  Sell Discipline.   
 

 As great ideas are scarce, be willing to hold cash.  Patient Opportunism – Let the market 
work for us.  
 

 We buy partial ownership of 
companies in which we have a 
good understanding at prices 
significantly below their 
intrinsic value.  Is the 
company’s stock cheap? Is 
there a margin of safety?  

 
We believe dividends are important!    
 
Over the long term, the return from dividends has been a significant contributor to the total returns 
produced by equity securities.   
 
There is an abundance of empirical evidence which suggests that portfolios consisting of higher 
dividend-yielding securities can produce returns that are attractive relative to lower-yielding 
portfolios and to overall stock market returns over long measurement periods.  
 
Stocks with high and apparent sustainable dividend yields that are competitive with high-quality 
bond yields may be more resistant to a decline in price than lower-yielding securities because the 
stock is in effect “yield supported.”   
 
The reinvestment of dividends during stock market declines has also been shown to generally 
lessen the time necessary to recoup portfolio losses. 

Dividends reflect the quality 
of a company, its 
management, and the value 
of its shares.   
 
The ability to pay cash 
dividends is a positive factor 
in assessing the underlying 
health of a company and the 
quality of its earnings. This 
is particularly pertinent in 
light of the complexity of 
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corporate accounting and numerous recent examples of “earnings management,” including 
occasionally fraudulent earnings manipulation.  
 
The critical importance of dividends, as well as dividend growth, is easily observed in historical 
market returns.  
 
In the 100 years from 1912 through 2012, the S&P 500 Index returned an average of 9.6% a year. 
This is right in line with the 9%-10% figure of conventional wisdom.  
 
Lesser known is the fact that dividend income accounts for 46% of this total return, translating to 
an average yield of 4.4%. Dividend growth, which averaged 4.3% a year, explains the bulk of the 
remaining total return.  
 
Without dividends, a dollar invested in the S&P in 1912 became $152 by year-end 2012. With 
dividends and the impact of dividend reinvestment, that same dollar grew to $9,465. 

 
 
References for Why We Believe Dividends are Important: Triumph of the Optimists:  Princeton University Press 2002; 
Dividends and the Three Dwarfs: Editor’s Corner,  Robert Arnott, Financial Analysts Journal 2003; Contrarian 
Investment Strategies:  The Next Generation, David Dreman 1998; The Future for Investors, Why the Tried  and the 
True Triumph Over the Bold and the New: Jeremy J. Siegel 2005; Morningstar:  Josh Peters 
 
As value investors, we want to invest in a well-established business with rock-solid financials and 
management along with a solid dividend – not the latest bubbly biotech or internet stock.   
 
Your money will be managed right alongside money that is very important to us.  Ours! As 
managers, we invest a majority of our capital in the portfolio.   
 
Absolute Return Mindset.  We buy stocks that we feel are “cheap” while relative return investors 
buy stocks that are popular, which means that they are already fully priced.  
 
Further, trying to keep pace with the market in all environments promotes poor decisions and 
increases the chances of making mistakes.   
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We cannot control if other investors are willing to pay expensive prices for companies, but we do 
control our investment process.  
 
As one cannot spend relative performance, absolute returns are the only returns that matter. 
 
As value investors, we conduct our own Independent Research.  Original research is at the heart 
of each investment, forming a well-founded thesis that looks at least three years ahead.   
 
Because we have independently built the case for our ideas, we have the confidence to invest in 
out-of-favor areas and to hold our ground when short-term sentiment runs the other way. In our 
experience, periods of great pessimism often generate the best investment bargains. 
 
Long-Term Orientation.  Years of investing have taught us that investor perceptions of an equity 
security fluctuate much more widely than underlying fundamentals.  
 
As a result, we are habitually focused on the long-term and continually ask ourselves: “based on 
what we know today, how we would invest an all-cash portfolio if we could not trade for three to 
five years?”  
 
This exercise forces us to re-evaluate our portfolio holdings within an ever-changing market 
environment and to reaffirm our rationale for long-term appreciation. 
 
Strict Price Discipline.  A low entry price for each security position is a key driver of future returns. 
First, a low stock price incorporates low investor expectations that often serve as a buffer against 
the risk of decline.  Second, investing at a low valuation creates greater potential for capital 
appreciation. 
 
We think “benchmark risk” is part of 
investment life.   
 
Our goal as Portfolio Managers is to earn 
solid absolute investment returns over long 
periods without exposing our clients’ capital 
to undue risk.  
 
We do not think about any particular index 
when we make investment decisions.  
 
We also believe that cash is sometimes the 
most attractive investment.  
 
We know this approach causes headaches for some of our favorite consultants, but we think 
flexibility and common sense will continue to serve our clients well over the years. 
 
Lastly, I leave you with my favorite quotes from legendary value investor Seth Klarman:  
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“It turns out that value investing is something that is in your blood.  There are people who just 
don’t have the patience and discipline to do it, and there are people who do.  So, it leads me to 
think it’s genetic.” 
 
 

CONCLUSION  

  
We remain steadfast in our belief that a quality process derived from a fundamental value-driven 
investment philosophy is the best long-term approach to success.  We are not willing to tweak our 
investment strategy based on current market conditions. 
 
As Mark Twain so eloquently stated, “The return of my money is more important than the return 
on my money.”   
 
Going forward, we remain focused on delivering absolute returns, minimizing losses, insisting on 
a margin of safety with our investments, and maintaining a well-diversified portfolio. 

Thank you for your continued support. We look forward to writing to you again shortly.  
 
Sincerely, 

 

St. James Investment Advisors 
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ST . JAMES INVESTMENT ADVISORS 

 

 

We are professional portfolio managers Committed to Value Investing. 

We are an independent, fee-only, U.S. Securities and Exchange 
Commission registered investment advisory firm, providing customized 
portfolio management services to individuals and their financial advisors. 

Our investment methodology blends a combination of fundamental 
analysis, discipline and patience with the goal of creating long-term 
returns based on the time-proven principles of value investing. 

As thoughtful value investors, our sole focus as a firm is to manage private 
investment accounts for individuals and financial advisors throughout the 
United States. 

 

 

 

 

 

 
IMPORTANT DISCLAIMER 

 

Information contained herein has been obtained from sources believed reliable but is not necessarily complete, and accuracy is not guaranteed.  
Any securities mentioned in this issue are not to be construed as investment or trading recommendations specifically for you.  You must consult 
your advisor for investment or trading advice.  St. James Investment Advisors, and one or more of its affiliated persons, may have positions in 
the securities or sectors recommended in this newsletter, and may therefore have a conflict of interest in making the recommendation herein. 
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