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Abstract

This research is based on the investment theory of stock market, Warren
Edward Buffett, as main idea to derivate the value investing strategy. It refers to three
financial ratios: 1. Average ROE were over 15% for past five years. 2. Earning
reinvestment rate is below 40% 3. P/E ratio is less than 12 times. Taking samples from
Taiwan listed companies in the period from 2001 to 2010 as research samples. The
selected stocks which meet above-mentioned requirements with portfolio pattern year
by year and calculate profit rates for out-of-sample for one, two, up to ten years.

Empirical results show that earning rates from 1 to 6" year of 2002 portfolio
out-of-samples were lower than market index about 2% to 7%. Profit rate for 1% year
of 2003 portfolio out-of-sample was lower than market index 7%. Rest of statistics of
portfolios from 2001 to 2010 manipulated this strategy for out-of-sample analysis all
surpassed the market index. In total fifty-five times annualized return statistics, only
seven times slightly lagged behind the market index (12.73% of total statistics), rest
forty-eight times annualized return statistics (87.27% of total statistics) surpassed the
market index. Furthermore, out-of-sample results of one-year investment for 2001 and
2008 higher than the market index about 31% and 51%.

Another calculation shows that there were only four times (in 2007
out-of-sample investment for one to four years) standard deviation surpassed the
market index. Standard deviation of rest fifty-one times out-of-sample investments
were lower than the market index. Sharp ratio only six times lower than the market
index, rest forty-nine times higher than the market index. It shows that manipulation
of value investing pattern of stock market icon, Warren Edward Buffett can be
effective to Taiwan stock market.

Key words: Buffett, financial ratio
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