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“You should be ready to buy and forget when investing in
undervalued stocks”
The market trend made an about-turn immediately after I indicated in my previous column
on 3 September that so many issuers have sold off to abnormally low levels. A bipolar
market emerged suddenly where undervalued issuers, in terms of PBR (price-book value
ratio) and PER (price-earnings ratio), shot up while popular issuers which had risen to an
overvalued level dropped sharply. Thankfully, my investment performance improved, giving
me a little breathing room.
▪ Why did undervalued stocks grab the spotlight?
A number of critics are discussing why the market turned its attention to undervalued
issuers all of a sudden. Some said that it was off the back of investor sentiment
improving as a result of the strength of the US economy. Some stated that the media
report of a resumption of trade negotiations between the US and China was a trigger.
Others insisted that the range of negative interest rates expanding in Europe was the
reason. They all point to external factors, but I could not find any comments which
clearly explained why the trend has changed at this time. Even if I had kept close watch
on the global economy, I could not have foreseen this shift at the end of August.
Will this trend continue for a while? Opinions are split over this debate.
▪ Undervalued stock market rally to “continue” or “end”?
Those who expect an undervalued stock market rally to continue (a market where
undervalued stocks are bought) continue to point out that there are still big gaps in PBR
and PER between popular issuers and undervalued ones. While those who insist that a
handful of popular issuers will outperform again, tend to draw attention to a slowdown in
the global economy and political turmoil.
I myself do not forecast short-term market trends. I want the undervalued stock market
to continue, but movements in the first half of September were so abrupt and extreme
that I feel there could be some short-term corrections. I won’t attempt to predict further
nor let the short-term view affect my investment policy.
I believe that we should not “invest in undervalued stocks” with a short-term horizon.
Stock prices are left at a low level because investors are ignoring them. So, we should
look ahead to the mid- to long-term when investing in cheap stocks. It is unwise for you
to try to buy or sell stocks at the best timing all the time, as you can never tell or forecast
the emotional changes in other people.
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▪ How to deal with undervalued stocks?
The current stock price is up only a few percentage points from the bottom seen in August.
As I pointed out in the previous column, we can still find abnormally undervalued issuers
here and there in the market. It is still the right time to start investments in undervalued
stocks. However, I recommend you to “lose consciousness” for a while after you buy them,
regardless of whether the undervalued issuer rally continues or not.
Source: Based on article by Tatsuro NIGAURI, featured in The Nikkei Online Edition
on 23 September 2019
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