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A Matrix Model of Stocks Selection
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Abstract

This paper has offered a matrix model of selecting stocks to assist individual
investors and security analysts with making investment decisions. Practical
operation in stock appraisal, people are used to exploiting relative evaluations as
analytic tools, which validity are often in doubt. This model we propose, in
addition to improve decision quality in stock investment, coincidently boost the
validity and reliability in practical operation for stock assessment. Through the
methodologies of data envelopment analysis (DEA) and of analytic hierarchy
process (AHP), we assess and compare with each company in certain industry
through two dimensions that are operational performance and market valuation,
which form the main framework of this research. However, operational efficiency

and profitability are assembled into operational performance. Through these
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dimensions, the model has been decomposed into four attributions of stocks, which
are “Keep”, ”Attend”, "Speculate” and “Avoid”. It is helpful for investors to select
stocks through the way that each categorized attribute of stocks have been arranged

in order by “the ratio of operational performance and market valuation”.

Key words: data envelopment analysis, analytic hierarchy process, performance
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