
Patrick
Sticky Note
28 of the stocks I originally identified as being either over or undervalued as of 8/12/08 were either de-listed or acquired over the next three years, so I removed those from the performance analysis below. As such, I admit the results below suffer from partial survivorship bias, but they are still noteworthy. 

I broke the performance of those stocks that did trade over the full three year period into four separate groups: Russell 1000 overvalued, Russell 1000 undervalued, Russell 2000 overvalued, and Russell 2000 undervalued, and measured the after commission price only performance (excluding dividends) of each group on August 12, 2011, a full three years later. 3 of the 4 groups outperformed their respective indexes:

* Shorting the 48 overvalued Russell 2000 stocks led to a 15.0% return after commissions, vs. just a 6.8% return for  shorting the RTY Index.

* Buying the 53 undervalued Russell 1000 stock led to a return of 13.0% 3 year later, vs. a negative 7.3% return for owing the RIY Index.

* The 46 undervalued Russell 2000 were down 5.4% 3 years later, slightly better than the 6.4% after commission decline in the RTY Index.

* Only the 25 overvalued Russell 1000 stocks failed to beat their benchmark, as shorting that group led to a 10.0% decline, v. a 7.9% increase for simply shorting the RIY Index. But it is noteworthy that 15 of the 25 individual stocks in the group underperformed.

I believe the results above generally confirm that the regression based stock approach has merit, and is a good tool to screen for potentially over and undervalued stocks. If nothing else, it is a good starting point to find stocks for further analysis, such as running a full fledged discounted cash flow analysis.
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Sticky Note
See comment above. I believe 3-yr stock performance data confirm that this regression approach indeed has merit, if for nothing else than a method to identify stocks for further study.
































