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Portfolio Strategy Using EVA
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ABSTRACT

This article selects the stocks and creates portfolios utilizing Economic Value
Added (EVA) style. Follow-up Zaima (2008) , the assets allocation based on not only
equally weighted but also Markowitz Mean-Variance model and market-value
weighted. The sample data of this research includes delisting companies, purpose to
reduce Survivorship Bias. The study period is from 2000 to 2011, each sample year,
EVA-to-market value (EVA/MV) is measured for all companies and rank form lowest
to highest. The 10 portfolios are formed by companies are separated into deciles and
measure the performance in the investing period. Finally, this article investigates the
persistency of EVA/MV strategy, the degree of Survivorship Bias influence, creating
portfolios delay and performance attribution analysis.

Using EVA/MV strategy creates portfolio with equally, market value and
Markowitz weighted in Taiwan stock market. The empirical results show that the
portfolio which is composed of the lowest or highest EVA/MV (P1 or P10) creates
higher cumulative return in the investing period. After adjusting for risk - Sharpe ratio,
the performance of P10 is the best, and it is higher than others with Markowitz
weighted. Investment by EVA/MV strategy is specifically higher than market
portfolio in first investing year, but it is poor persistency. The result of creating

portfolio delay may indicate the information asymmetry existed. The P1 is affected



hardly by Survivorship Bias, which indicates investing P1 must face more risk. The
performance attribution reports that portfolios with the highest and lowest EVA/MV
can create higher return. And Size Effect exists in our study period, the portfolio

having smaller size which creates higher return.

Keywords : EVA, Markowitz Mean-Variance model, Portfolio, Survivorship Bias
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