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Small is beautiful

Rob Hopkins invests money for a living. He shares his investment
philosophy and advice for the future with George Liondis.

Why do you focus exclusively on
small companies stocks?

As a fund manager you can really
add value in the smalier part of
the markel. The key thing is to
focus on the smallest part of the
market that s still reasonably
lieguiicl. Far us, that means 8 market
capitalisation of $100 million to
5500 milion. About B0 per cent
of the companies we Invest in
are in that range.

What's in it for investors, and how
much should they allocate?

Yo tend 1o have much higher
earrings growth potential

with small caps [cormpanies

with relatively low market
capitalizations]. small companies
can double zasily over the next
twio or three years: Qbviously, if
it is the biggaest company in the
market, that is vary hard, | have
100 per cent of my partfolio in
smaller companies but | think
asset consulitants would say 10
o 20 per-cent i5-an appropriate
amaount, It depends an an
individual's appetite for risk.

Are small caps risky?

They have beervery strong
performers for guite & long time
and you now have some of the
smaller companies trading on a
bit of a prermium compared with
larger companies. In my view, that
is unsustainalle. Al some stage;
small companies will underperform
fuite badly. Usually it happens
when thare is a correction in the
market. &ll of a sudden people say
simiglier companies are riskier and
rore dangerous. You get a flight

to perceved qualiy and people go
back to the big caps.

How will you survive when

this happens?

W are very cautious on the stocks
that we buy and make sure they
are backed ug by high dividend
yields. Stocks like Sydney Futures
Exchange and IRESS Market
Technology are great quality
businesses, so | am not geing to
s2ll them (although they are now
expensive 5o if you gave me a
whiole heap of money | wouldn't
g altand buy them today), But i
you have a bear market, they wall
oo backwards. That is just life. Bul
they won't go back far becatse
they have very high dividend yields
underpinming therm. Also, we can
shor-sall stocxs [selling stocks you
don't-own in the hope of buying
them back later at a lower price]
“Shorting” is typically 10 to 20 per
cenl of aur portfolio.

What impresses you about a stock?
What we really look for inan

ideal wiorld are companies that

will double over the next three
years, The key is to find companies
whose share price is trading below
their intrinsic value and where we
can see long-1erm eamings growth
coming through.

Which sectors of the market

do you prefer?

The sactor we like s diversified
financials. In that sector, we

roid stocks like Sydney Futures
Exchange and IRESS. We also tend
to like software companies, lke
Reckon

Which sectors do you avoid?

And what about resources?
Sectors we are very caulious o
are the cyclical sectors, ncluding
retailers and housing. Resources
we stay awdy from as well
Resaurces at the moment are

a brave man's game. It has been
d-areal performing sector over
thie past year, but if you have a
look at iton a month-ta-reonth
basis, it's a fairly rough rice. To
me, that smacks of a market

thiat s close ta the top. There is
certainly a fegling that you are
missing out, but you just go back
and think about all those oocasions
when you bought into things
whien they weare oo expensive
and they have gone backwards
an you, And keep those memornes
vy vivid,

‘What did you last sell?
Wacguarie Commumnications
nfrastructune Group, We have
peen in thal since shortly after its

# Shoot from the hip
Property or shares? Shares

Australian or international shares? Australian
Small cap or large cap stocks? Small

Value or growth stocks? Growth at a reasonable price
Diversification or concentration? Concentration
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float. It i= 8 great business but it
has now got to 3 stage where it
5 hard to see the stock doubling
over the next three years,

What are you looking at now?
We have been shareholders of
Record Investments and that
has beer very good ta us, Tha
merger with &llon Finance looks
very interesting. We are lookirg
al other comparies within that
grolip, sich as Record Realty
and Allco Max,

What is your investment
philosophy?

Wie believe that a small number of
good tompanies are much balter
than a large number of mediocre
stocks. We think that when

you find really good stocks at a
discount to their intrinsic value,
and if you really believe in that
story and you have done all your
homewiark, you should just dive
inand buy a heap of it.

Any tips for someone starting out?
You nesd to understand when

4 stock becomes expensive and
when it becomes cheap. 50, you
need to understand the concept
of price-arnings ratios and how
they relate to fulure earnings
growth and forecasts, Also, you
neied to be really critical of reading
broker research, Some broker
research 15 superb and some of

it 1s really, really bad

What do you think will be
the next big thing?

| reckon Allco Max will be the
next big thing. Si
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