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Abstract :

At the end of every April, from 2000 to 2011, we group all stocks traded on the Taiwan
Stock Exchange and the Gre Tai Securities Market into deciles based on their
book-to-market ratios at the end of prior December, and measure the average monthly
return of each decile over the next twelve months. We find that the annualized
buy-and-hold returns of decile portfolios increase with book-to-market ratios, which in
turn supports the existence of a value premium in the Taiwan stock market. Then, we
apply the margin of safety to screen the highest book-to-market decile portfolio
(potential value portfolio) and form the true value portfolio. We find that the annualized
buy-and-hold return and average monthly abnormal return of the true value portfolio are
significantly higher than those of the potential value portfolio, respective. Our findings
support the hypothesis that value investors can enhance value premium by applying

margin of safety.
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