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CHAPTER 4: RESEARCH RESULTS 

4.1. Summary of Statistics 

 

Table 1 : Summary of Value Portfolio Result 

Table 1 provide the result obtained from the research analysis for the value 

portfolio. From the above, it can be seen that portfolio that is formed based on 

P/B, the positive return existed only starting on the year 2,3,4 and 5 but not on 

year 1 whereas for portfolio based on P/E, the positive return can be observed 

starting from year 1 until year 2 but negative return shown on year 4 before it 

went up again on yea 5. Lastly, for P/S portfolio, simialr trend was identified 

with the negative return experienced on year 4. 

 

As for the risk-adjusted portfolio measurement, for P/B portfolio, the results 

show that for all Jensen‟s alpha, Treynor measure and Sharpe ratio indicate 



 

that the portfolio underperformed the market. This means the stock selection 

based on P/B do not yield higher return compared to the market return. 

A detail study of the risk-adjusted measurement for P/E based portfolios also 

that the stock selected based P/E underperform the market. Similar result was 

obtained for the P/S based portfolios as explained earlier. 

 

Table 2: Summary of Growth Portfolio Result 

Table 2 shows the result obtained for growth portfolios. From this table, it can 

be clearly seen that the negative return is more apparent compared to the 

value portfolio. Firstly, for P/B based portfolio, there are 2 negative returns 

occur, in year 1 and also in year 4 whereas for value portfolio, losses only 

appear on year 1 only. However, for P/E based portfolio, similar trend occur 

for both value and growth portfolio that is the occurrence of negative return is 



 

simultaneous (year 4). Again, in P/S portfolio, it appeared that the negative 

return appears twice during the period (year 1 and year 4). 

 

Similar to value portfolio, for the risk-adjusted portfolio measurement, for P/B 

portfolio, the results show that for all Jensen‟s alpha, Treynor measure and 

Sharpe ratio indicate that the portfolio underperformed the market. This 

means the stock selection based on P/B do not yield higher return compared 

to the market return. 

A detail study of the risk-adjusted measurement for P/E based portfolios also 

that the stock selected based P/E underperform the market. Similar result was 

obtained for the P/S based portfolios as explained earlier. 

 

Table 3: Summary of Value Premium 

Table 3 summarizes the statistics results obtained for post performance of the 

portfolios, both for value and growth portfolios. For portfolios that are based 

on P/B ratio, the monthly average return for value is higher in the year 2,3,4 

and 5 but zero premium detected on year 1. The monthly average return is -

0.02 (0.04) for year 1, 0.41 (t=1.059) for year 2, 0.04 (t=-0.099) for year 3, 

0.26 (t=-0.749) for year 4 and 0.09 (t=-0.373) for year 5. However, the t-value 

analysis shows that the result is not significant for whole period under studies.  



 

For P/E portfolio, the monthly average returns indicate higher return for year 

1, 2 and 5 but not on year 3 and 4. The monthly average return is 0.26 (t=-

0.819) for year 1, 0.24 (t=-0.874) for year 2, -0.15 (t=0.499) for year 3, -0.1 

(t=0.291) for year 4 and 0.08 (t=-0.311) for year 5. 

For P/S based portfolios, value and growth performance show a similar 

pattern to that of P/B and P/E based portfolios with only one value discount 

experience in this portfolio that is on year 4. The value premium in year 1 is 

0.1% (t = -0.321) and on year 2 the value premium is 0.31% (t = 0.929). On 

year 3, the value premium was slightly lower with 0.12% (t = 0.385) and on 

year 5, the value premium is 0.15% with the t-value of -0.408. This means that 

P/S based portfolio also experienced the same portfolio returns as the other 

portfolios do. In addition, the value premium is not significant for whole years 

under studies, similar to P/B and P/E portfolio. 

Overall, it can be concluded that the selection of stocks based ratios (P/B, P/E 

and P/S) proved to be immaterial in Malaysia. This result is contrary to the 

findings earlier findings particularly similarity of results by Ding et al. (2005) for 

his study of existence of value premium in Malaysia pre 1997 Financial crisis. 

In Malaysia, the value premium is vastly non-existence as evidenced by the 

close study of its t-value of all the results obtained though in terms of the 

figure, value stocks portfolio show higher return than growth stock portfolio. 

The trend experienced in Malaysia is diametrically different from those 

evidenced in the US where the value premium has been documented for up to 

5 years after the portfolio formation (Fama & French, 1998; Chan et al., 1991; 

Capaul et al., 1993; Bauman et al. 1998). 



 

Ding et al. (2005) conducted research on the performance of of portfolio for 

both growth stocks and value stocks for the period of 1975–1997. The 

samples of seven (7) countries in Asian countries (Malaysia, Hong Kong, 

Indonesia, Japan, Singapore, Taiwan and Thailand) were used in this study. 

Their result shows that value portfolio indicate higher returns compared to 

growth portfolio in countries like Hong Kong, Japan, Malaysia and Singapore 

but not in Thailand, Indonesia and Taiwan.  

4.2 Analyses of Measures 

In this section, I will analyze the traditional measures of evaluating the 

portfolio performance adopted (Jensen‟s alpha, Treyor‟s measure and Sharpe 

ratio) in this research. This will signifies the actual performance of the 

portfolios under study. 

4.2.1 Jensen‟s alpha 

Jensen‟s alpha is a risk-adjusted performance measure that represents the 

average return on a portfolio over and above that predicted by the capital 

asset pricing model (CAPM), given the portfolio's beta and the average 

market return. Jensen‟s alpha is calculated using the formula below. In this 

research, simple regression is used to obtain the risk free rate and also the 

beta. 

Jensen's alpha = Portfolio Return − [Risk Free Rate + Portfolio Beta * (Market 
Return − Risk Free Rate)] 

 



 

The fundamental theory is that to analyze the performance of a portfolio, one 

must not look not only at the overall return of a portfolio, but also at the risk of 

that portfolio.  

Specifically, a rational investor may want the fund that is less risky to ensure 

some certainty of return of the portfolio based on his required returns. 

Jensen's measure is then used in the post-formation stage to determine if a 

portfolio is earning the proper return for its level of risk. If the value is positive, 

then the portfolio is earning excess returns. In other words, a positive value 

for Jensen's alpha means a fund manager has "beat the market" with his or 

her stock picking skills. 

In this research, for P/B portfolio, all data shows that both portfolio 

experienced negative value on Jensen‟s alpha. This basically means the 

portfolio has not been able to earn excess returns in its portfolio. This also 

means that picking of stocks based on equally weighted that is expounded in 

the methodology section does not outperform the market. However, the value 

portfolio shows a smaller value compared to the growth portfolio. Therefore, 

the value portfolio‟s risk is less compared to the growth portfolio‟s risk. The 

lower risk compensated in the value stocks as commensurate with the stock 

picking method. 

For P/E portfolio, the value obtained in this portfolio is the same as with the 

P/B portfolio. The same pattern is evidenced in the P/E based portfolio. Lastly, 

P/S portfolio also shows the same pattern in terms of figure for the Jensen‟s 

alpha. 

 



 

 4.2.2 Treynor‟s measure 

Next, after evaluating the return of both portfolios in term how the return fared 

in relation to its given risk; the Treynor‟s measure is then utilized. Treynor‟s 

measure is the measurement of returns that is earned in excess of that which 

could have been earned on a riskless investment per each unit of market risk.  

The Treynor measure is calculated using the formula above:- 

 

where: 

Treynor ratio, 

Portfolio‟s return, 

Risk free rate 

Portfolio‟s beta 

Treynor ratio is a risk-adjusted measure of return based on systematic risk. It 

is similar to the Sharpe ratio (which will be discussed later), with the difference 

being that the Treynor ratio uses beta as the measurement of volatility. 

For P/B, P/E and P/S portfolio, the value gain in this measure are all the same 

as discussed for Jensen‟s alpha (negative value). This basically means that 

for P/B, P/E and P/S based portfolio, it has an indication of an unfavorable 

returns on the entire portfolio in this research. 

4.2.3 Sharpe ratio 

The Sharpe ratio measures risk-adjusted performance. The Sharpe ratio is 

calculated by subtracting the risk-free rate (substituted by deposit rate in 

http://en.wikipedia.org/wiki/Risk_free_rate
http://en.wikipedia.org/wiki/Beta_coefficient


 

Malaysia) from the rate of return for a portfolio and dividing the result by the 

standard deviation of the portfolio returns. 

The Sharpe ratio calculated via the following formula:- 

 

where R is the asset return, Rf is the return on a benchmark  

The Sharpe ratio will enable to inform investors whether the stock selection 

portfolio return based ratios will result in higher returns or otherwise. In 

addition, Sharpe ratio will also indicate whether the returns that investors reap 

from these stock selection methods are commensurate with the level of risks 

associate with the selection i.e. returns obtained do not involve too much risk 

to ensure consistency of results in the future.. In short, the greater a portfolio's 

Sharpe ratio, the better its risk-adjusted performance would be. Additionally, a 

negative Sharpe ratio indicates that a risk-less asset would perform better 

than the security being analyzed. 

In this research, the same value exhibited for all P/B, P/E and P/S based 

portfolio, where all shows a negative value. These negative values indicate an 

unfavorable return on all these portfolios.  

 

 

 

 



 

4.3 Comparative Results  

 

Table 4: Comparative Results from Previous Researchers 

Comparison has to be made to see the similarity of results obtained by 

previous researches.  From the Table 4, the similarity of results can be 

observed only to the study made Jenn et al. (2004) with the conclusion made 

that the value premium was only concentrated for the first 2 years in their 

studies. Although the result was not similarly obtained for this study, it can be 

concluded that for both Malaysia and Singapore, the consistent of value 

premium for both countries are not consistent with the US and Japan market. 

 

 

 

 

 



 

4.4 Summary of Research Results  

 A thorough study of the result obtained above indicate that all portfolios that 

formed based on P/E, P/B and P/S ratios, are all unfavorable. An analysis 

done on the t-value also shows that, with the confidence level of 5%, an 

insignificant relation between returns value portfolios and growth portfolios.  

This means that, based on this research, a selection of stocks based on P/E, 

P/B and P/S ratios would be indifferent in terms of its returns as evidenced by 

the values obtained in the measurements mentioned above. This is further 

supported with the close study of the t-value for all portfolios. 

 

 

 

 

 

  


