
 

Dear Clients, 

We are happy to report another posi ve performance for the 4th quarter. 
This marked the 7th consecu ve posi ve quarterly return for our 
Separately Managed Accounts Composite (individual account 
performance may vary). The composite return for the year 2021 was 
31.7%, outpacing all major indices. We are proud to have stuck to value 
inves ng amidst a highly specula ve environment, while providing 
sa sfactory returns for our clients. As we look forward, we like how our 
por olio is posi oned rela ve to the overall market: We con nue to 
invest in companies we believe to be fundamentally sound and trade at 
reasonable valua ons. 

2021 has been an unusual year, to say the least. First it was Delta, and 
then it was Omicron. Infla on reached the highest level in decades. 
Specula on ran rampant: meme stocks, SPACs, cryptocurrencies, NFTs, to 
just name a few. We’ve discussed these specula ve excesses in our past 
newsle ers. If the recent price ac ons in the market were any indica on, 
these bubbles are in a very painful process of burs ng, which we’ve 
repeatedly warned about. We sincerely hope our clients have heeded at 
least some of our warnings. Looking forward, to see what’s poten ally in 
store for 2022, we’ll begin the discussion by assessing the overall 
economy.  

The view on the economy o en varies with one’s poli cal affilia on and 
income level. We’re not trying to make any poli cal statement, but simply 
to observe the general economy based on the data that’s coming in. 
Overall, the economy is strong, although infla on con nues to eat away 
at our purchasing power, especially for the lower‐income. The American 
economy is largely driven by consumers, and consumers are currently 
spending 25% more than the pre‐pandemic levels. That’s a high number 
even taking infla on into account. Consumers and businesses have 
healthier balance sheets now than before the pandemic, an outcome few 
would have predicted. Of course we could never know what surprises may 
be around the corner, but the economy looks good at least in the short 
term. 

A strong economy, a low unemployment rate, and high infla on have 
begun to force the Federal Reserve to ghten its monetary policies. The 
Federal Reserve has learned its lessons from the past when it ra led the 
financial markets in the so‐called “taper tantrum”, and is now a emp ng 
to send plenty of signals to the markets first. But make no mistake about 
it ‐ the Fed is clearly pivo ng. This ma ers significantly to the financial 
markets, especially for the pockets where specula on has been rampant. 
In 1999, during the height of the Internet bubble, Warren Buffe  made 
this statement in the Fortune magazine, “[Interest rates] act on financial 
valua ons the way gravity acts on ma er.” This statement may seem 
esoteric to those of us without a physics degree, but what it basically 
meant is that, in general, the lower the interest rates, the higher the  
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*Figures in the table above are median of the top 30 stocks 
of the aggregate por olios on 12/31/2021 (individual 
por olios may not have the same stocks or concentra on). 
“P/E (TTM)” is price divided by the EPS for trailing twelve 
months. “P/E (2022 est.)” is price divided by 2022 earnings 
es mates. Source of es mates is Bloomberg or First 
Wilshire; some es mates are not available. All other figures 
are the latest available data at quarter‐end.  

Key Sta s cs 

As of 12/31/2021, our top 30 posi ons traded at 
a discount to the major indices, with an es mat‐
ed median P/E of 12.7 for 2022 versus higher 
es mated P/Es for the S&P 500 at 21.6, 
NASDAQ‐100 at 29.0 and Russell 2000 at 23.9.  
The chart below is an overview of key valua on 
measures and sector breakdown of the First 
Wilshire composite por olio as of 12/31/2021. 

Valua on Measures* 

P/E Ra o (TTM) 16.4 

P/E Ra o (2022 est.) 12.7 

Price/Book 1.6 

Debt/Equity 69% 

Market Capitaliza on ($MM) 619 

Price/Revenue (TTM) 0.8 

Sector Alloca on** 

**As % of invested por olio, using Global Industry 
Classifica on Standards. (GICS). Source: Bloomberg 



financial valua ons, and vice versa. In the last two 
years, the Fed pushed interest rates to zero and 
significantly expanded its balance sheet in its effort to 
save the economy. In this “zero‐gravity” environment, 
we have seen valua ons of certain stocks soar to 
absolutely amazing heights, for no good reasons 
whatsoever. It’s almost like seeing a sumo wrestler 
doing a somersault 100 feet off the ground, which 
became possible in a weightless state. It sure was a 
sight to behold.  

Now we’re moving into a different era. As the Fed re‐
exerts its gravita onal pull, we have begun to see 
some stocks coming down to earth. The fall has been 
almost as spectacular as the rise. The original meme 
stocks, Gamestop and AMC Entertainment, have both 
declined about 80% from their 52‐week intraday highs 
(The chart below shows the drama c declines in just 3‐
plus months). We’ve discussed them in the past, and 
let’s just say we are not surprised. These are not 
isolated incidents, of course ‐ they’re a reflec on of 
the overall mood of the inves ng public. But 
specula on always ends badly; what the Fed is doing 
now is simply hastening its demise. High‐flying stocks 
have been declining sharply as the U.S. 10‐Year 
Treasury yield rose from 1.5% to 1.8%. But given 
where the economy is, it’s not inconceivable that the 
yield can move to 2.5% or even higher. In that 
scenario, we could see even more specula ve stocks 
making a crash landing. Or as we warned in our 
newsle er a year ago, “Speculators don’t have the 
reputa on of s cking around... When prices go in 
reverse, they may get out just as quickly. What’s le  is 
just high al tude and lots of air below.” 

All in all, the year 2021 was a clear repudia on to the 
efficient market hypothesis, which asserts that market 
prices reflect all available informa on, and therefore, 
there are no mispriced securi es. Unfortunately, a  

perfect world doesn’t exist anywhere except in the 
heads of finance professors.  

Here’s another example that demonstrates the market 
is not always efficient. Towards the end of 2021, we 
witnessed some stocks experience selling pressure 
while their businesses were doing fine. We believe 
(although we could never prove it) that in a strong‐
market year such as 2021, many investors have 
realized significant capital gains, and to help offset 
these gains they had to search for unrealized capital 
losses. However, the number of “losers” is lower than 
usual. In other words, the big selling pressure became 
concentrated in few stocks, further driving down their 
prices. We decided to purchase some stocks because 
of this phenomenon. There are always unique 
circumstances that could cause stock prices to deviate 
from the underlying value. 

So why aren’t there more value investors who seek to 
take advantage of the inefficiencies in the market? We 
believe there are a few important challenges. But first 
let’s define what value inves ng is, at least in our 
minds. Value inves ng doesn’t mean just buying stocks 
that are cheap ‐ it means buying stocks that are cheap 
rela ve to their value. As any shopper can a est, 
buying a pair of cheap shoes isn’t necessarily “value” if 
they break a month later. You want to buy something 
that’s worth more than you paid for, hopefully 
significantly more. Same thing with value inves ng. 

The first challenge is that most investors simply don’t 
apply the value inves ng framework. Few actually 
engage in detailed inves ga ons on future growth, 
compe ve advantages, durability of profit margins, 
and risks, apply a reasonable mul ple to arrive at an 
es mated value of the business, and make investment 
decisions accordingly. One may wonder, don’t all 
investment managers do that on their clients’ behalf? 
Perhaps, but some do it more than the others. In 
addi on, many find it more convenient to cater to 
what the clients want at the me, even when they 
don't believe it’s a sound investment. Some mes it’s 
too much work to try to persuade their clients and risk 
the chance of being wrong. In other words, they’ve 
elected to subs tute others’ judgment for their own. 

Second, there is a lot of bad informa on everywhere 
you look. For all the talk about how the 24‐hour news 
cycle and the Internet would make us more well‐
informed, the reality is not so straigh orward. There  



because it makes for happier partnerships. If they want 
us to chase a er fads or hot stocks promoted by TV 
personali es, they will likely be disappointed. But if 
they also believe in value inves ng, we can contribute 
by being consistent in our approach throughout all 
market cycles. We have been prac cing value inves ng 
for over 40 years now, and we’re unlikely to change in 
the next 40.  

Thank you for your con nuing trust. If you have any 
ques ons, please feel free to reach out to us. We are 
here to assist in any way we can, and we wish you a 
healthy and prosperous 2022.  

 

Sincerely,  

First Wilshire     
First Wilshire Securi es Management, Inc.  

 

 

is a lot of misinforma on, both innocent and 
otherwise. A quick look at a Reddit chatroom makes 
you wonder who is really behind these discussions 
and tries to benefit from the chaos. And it extends 
well beyond Reddit. We’ve heard statements along 
these lines from reputable personali es (without 
naming names): Bitcoin around $50,000 is fine 
because it’s going to $500,000! Nvidia at $800‐billion 
market cap is fine because it could be $10 trillion! 
We guess in this world anything could happen (and it 
has), but s ll, these statements struck us as highly 
irresponsible. Partly as a result, many investors 
simply don’t know what to believe anymore. 
Statements like these were some mes made by 
investment managers who wanted to ride this hot 
momentum and bring more money under 
management. Or perhaps they actually believed it. 
We’ll never know. 

Finally, investment decisions are ul mately made by 
individuals, and as such, are heavily influenced by 
human psychology. You could be right about the 
value of a business, but in certain periods like 2021, 
you would be constantly made fun of and cast aside, 
not just for weeks or months, but poten ally for 
years. It really is a lot easier to just go along. Or as 
the former CEO of Ci group, Chuck Prince, had 
famously said in 2007 before the financial crisis, “As 
long as the music is playing, you've got to get up and 
dance. We're s ll dancing.” It’s unfortunate that 
Prince had in a way become the poster child for that 
era, because he was far from being the only one 
engaging in risky ac vi es. But that quote perhaps 
summarizes human behaviors as well as any. In 
inves ng, ul mately though, it’s be er to s ck with 
facts and numbers than music. 

At First Wilshire, we hope to prac ce value inves ng 
as best as we can, regardless of the cacophony that 
may surround us. Moreover, we like to apply it 
primarily in the small‐cap space because more price 
inefficiencies exist in it. When a company is small, it 
simply receives less a en on and analysis than, say, 
Microso  or Walmart, and that will always be the 
case. The inefficiency is more “structural” (more of a 
permanent feature): You don’t need to wait for a 
year like 2021 to spot mispriced securi es. There are 
thousands of companies to choose from at any given 

me. When a poten al client wants to invest with us, 
we’d always like to make sure it’s a good match  

A Message from Client Services 

 

Happy New Year! As we start the new year, this 
would be a good opportunity for our clients to 

inform First Wilshire of any changes that we 
may not be aware of. This could be items such 
as no longer having a land line or a fax number, 

beneficiary changes, trust amendments, etc. 
You may contact us directly at 626‐796‐6622 or 

email clientservices@firstwilshire.com.  

 

“In the New Year, may your right hand always 
be stretched out in friendship and never in 

need.” 

‐ Anonymous  

 

Thank you, 

Client Services 



This report is for informa onal purposes and is not a solicita on or a recommenda on of any 
issuer or its securi es.  Addi onally, this report should not be deemed as a research report and no 
investment decisions about any par cular security or issuer should be made exclusively based on the 
informa on and content contained in this publica on. 

First Wilshire Securi es Management, Inc. (“First Wilshire” or “FWSM”) is an independent registered 
investment adviser with the Securi es and Exchange Commission. First Wilshire claims compliance 
with the Global Investment Performance Standards (GIPS©). FWSM's compliance with the GIPS© 
standards has been verified for the period from 12/31/1996 to 3/31/2017 by Ashland Partners & 
Company LLP and from 4/1/2017 to 12/31/2020 by ACA Performance Services, LLC. In addi on, a 
performance examina on was conducted on the Separately Managed Accounts Composite beginning 
12/31/1986. A copy of the verifica on report is available upon request. GIPS® is a registered 
trademark of CFA Ins tute. CFA Ins tute does not endorse or promote this organiza on, nor does it 
warrant the accuracy or quality of the content contained herein. Separately Managed Accounts 
Composite includes all separately managed accounts that FWSM has an investment management 
agreement with.  This composite typically, but not exclusively, invests in small capitaliza on, U.S.‐
listed stocks.  The composite was created in December 1986.  The benchmark is the Russell 2000® 
Index, which is a market cap‐weighted index and measures the performance of the 2000 smallest 
companies in the Russell 3000 Index.  The firm maintains a complete list and descrip on of 
composites and a compliant presenta on, which are available upon request (Please contact Client 
Services at 626‐796‐6622).  The U.S. Dollar is the currency used to express performance. 

Past performances of stock markets, as well as those of FWSM’s client por olios or any individual 
securi es, may not be indica ve of future results.  Investments, including First Wilshire separately 
managed accounts, offer the possibility of loss.  In general, smaller capitaliza on equi es are 
considered riskier than larger capitaliza on equi es due to, among other factors, lower trading 
volume and less financial resources.  In fact, past performance should be only one of many 
considera ons in selec ng an investment manager.  Please do not make investment decisions based 
solely on past performance. ADV II available on request and should be reviewed prior to inves ng.  

Contact: 

      1214 East Green Street, Suite 104 
      Pasadena, California, 91106 U.S.A. 
      (800) 858‐0679 
      (626) 796‐6622 
      (626) 796‐8990 fax 
      www.firstwilshire.com 

First Wilshire “On the Road” 

Mee ng with Edward Richardson, CEO of Richardson 

Electronics, who showed off the company’s latest, patented 

product: UltraGen 3000, an ultracapacitor for wind turbines. It 

is not only a very ecologically‐friendly solu on (it replaces lead‐

acid ba eries), but also it is a no‐brainer from an economic 

standpoint as the payback period is just 1‐2 years. An 

ultracapacitor’s life span is 10‐15 years versus 2 years for a 

tradi onal lead‐acid ba ery. This powerful combina on of 

lower cost, a longer life span, and environmental friendliness is 

why the major wind turbine operators are so excited about this 

new product, placing $15 million in orders for this fiscal year 

and $25 million for the next year. The ultracapacitor is priced at 

~$650 and each wind turbine needs 18 of them, so the company 

has significant opportuni es to grow with this product. 

Addi onally, they are working on similar lead‐acid ba ery 

replacement solu ons for cell towers, solar, EV and other 

applica ons. Not long ago, an investor on this company’s 

conference call very rudely said to the CEO, “Do you know you 

are a loser?” Now the CEO gets the last laugh. It is a reminder 

that companies can be some mes hated by investors, but they 

could turn out to be wonderful opportuni es.  

First Wilshire was happy to get on the road again. One such 

ou ng during the quarter was a ending the LD Micro Conference 

in Los Angeles, the first in‐person investment conference in 

almost two years. First Wilshire was a sponsor of the event. This 

conference has the addi onal dis nc on of previously being 

cancelled due to nearby fires. The organizers, despite all the 

setbacks, do such a good job bringing together investors and 

small, growing companies. Some of the mee ng rooms o en 

looked empty because the overall number of par cipants was s ll 

well below pre‐pandemic levels and because safety measures 

were taken seriously. S ll, nearly 150 companies presented, and 

for many of them their one‐on‐one schedules were completely 

booked. A er such a long break, company execu ves and 

investors were happy to see each other’s face (or at least each 

other’s mask). We expect conferences to be largely in‐person this 

year, including another First Wilshire sponsored conference, the 

Ideas Conference, which takes place in Chicago, Boston and 

Dallas. For those of you who have read this far and want to 

a end, let us know as we have limited ckets available for our 

clients.  


