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7. Results of Value-Investing Strategy 

7.1 Rules of Value-Investing Strategy 

We have mentioned the fundamental of Value-Investing in section 3, and the basic 

idea is to invest into fundamentally undervalued stock that are expected to perform 

better than the stock market as a whole. In section 6, we have addressed the 

significance of predictive power come from V/P ratios in univariate forecasting 

regressions. In this section, we are going to confirm the credibility of intrinsic value 

developed from the residual income valuation approaches by value-investing process. 

Since the empirical period is relative short and the Taiwan stock market is on a bull 

market (see Figure 4-1). We can not adopt V/P ratio as indicator of value-investing 

strategy because V/P ratio is deeply influenced by stock price, especially on a bull 

market. Therefore, we use intrinsic value V  instead of V/P ratio as indicator of 

value-investing strategy.  

 

In the perspective of efficient market, stock price would converge to intrinsic value in 

a short-period when stock price do not match intrinsic value. We develop two trading 

rules: first, we buy the market index when intrinsic value of market index exceed 

market price of market index. Second, we short sell the market index when market 

price of market index exceeds intrinsic value of market index. 
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7.2 Empirical result 

Figure 4-1, 4-2 depicts the intrinsic value of TSEC Taiwan 50 Index (dot line) and 

TSEC Taiwan Index (solid line) under Model 1 and 2, respectively. We buy the 

market index when intrinsic value exceed market price and short sell market index 

when market price exceed intrinsic value according to the trading rules. Table 4 

represents the results of value-investing strategy. The average quarterly return of 

Model 1 is 1.31% (yearly return equals 5.24%) and the average quarterly return of 

Model 2 is 7.94% (yearly return equals 31.76%). 

 

The return of Model 2 is better than the return of Model 1 when applying into 

value-investing strategy. Since Model 2 take accounting conservatism into 

consideration, we infer that Model 2 can reflect true intrinsic value of a company 

more precisely and quickly. The intrinsic value derived from Model 2 would be a 

better indicator to execute value-investing strategy. Comparing section 7 with section 

5 and 6, we can find that higher predictive power of ratio does not guarantee higher 

return when executing value-investing strategy. 
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Table 4 

Empirical results of value-investing strategy from intrinsic value 

This table summarized the empirical returns of value-investing strategy of TSEC Taiwan 50 Index using quarterly data from December 2002 to 

June 2006. Model 1 is the residual income valuation with no consideration of accounting conservatism, and Model 2 is the residual income 

valuation with consideration of accounting conservatism. 

Period Model 1 Model 2 

2003,Q1 -1.3400% 7.7900% 

2003,Q2 8.0400% 8.0400% 

2003,Q3 -10.3500% 24.3500% 

2003,Q4 -2.0900% -1.5000% 

2004,Q1 -13.3600% -13.3600% 

2004,Q2 12.3800% 12.3800% 

2004,Q3 1.8400% 1.8400% 

2004,Q4 0.4000% 0.8200% 

2005,Q1 7.7200% -7.7200% 

2005,Q2 -4.5600% 4.5600% 

2005,Q3 1.6400% 0.8400% 

2005,Q4 2.6900% 2.6900% 

2006,Q1 8.0600% 8.0600% 

2006,Q2 -0.5600% -1.1400% 

Average 1.3100% 7.9400% 

 


