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ABSTRACT

Dominance of conventional accounting based corporate performance measures has long been
challenged in favour of value based measures, particularly economic value added — EVA
(Stewart 1991). The contention is that even the firms generating accounting profit may actually
be eroding shareholders’ wealth if they are not earning enough to cover the cost of
shareholders’ funds, pseudo profitability. Moreover, the conflict of interest arising out of partly
different goals and risk preferences of managers and shareholders (agency issue) creates
dichotomy in performance measurement and management. Consequently, there is a perennial
search for a performance benchmark that best links executive performance, enterprise value
and strategic thinking; an EVA aligned performance management system is slated to be the
most credible means to maximise the firm’s value and ensure goal congruence (Stern et al.
1996).

Literature presents diverse opinions on superiority of EVA over conventional accounting based
measures in estimating shareholders’ wealth / firms’ value. A large number of studies observe
EVA to be a driver of managerial performance and not just a financial performance measure.
Contrarily, many studies do not find EVA to have significant impact on value creation.
Moreover, some studies state that the benefits of an EVA aligned performance management
system is not commensurate with the cost / efforts involved in its implementation. In addition,
literature assigns varied reasons for using or not using EVA as a financial performance
benchmark.

In view of the diverse and debatable outcomes, the present study aims to examine the issue
anew by empirically examining the significance of EVA over conventional financial measures
in shareholders’ wealth creation in two emerging economies (India and China). China has been
selected for comparison, as India and China are the fastest growing Asian economies with huge

population and similar demographics; contemporary adversaries and hottest Asian investment
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destinations. In addition, the study appraises the impact of the global financial crisis of 2008
on Indian and Chinese firms. Lastly, a probable linkage between executive compensation and
EVA as a financial performance benchmark has been explored.

In addition to estimating the proportion of firms, which are profitable (positive net income) but
post negative EVA, the study employs panel regression method to test the significance of EVA
and paired sample #-test to appraise the impact of financial crisis. These analyses are based on
secondary data and are performed on total as well as disaggregated samples to explore the
influence of industry characteristics, size and age of the firms. Mixed method research is
adopted to explore the potential of EVA as an executive performance benchmark. The
outcomes from a quantitative analysis of survey data collected through questionnaire from
senior HR / Finance executives is complemented with the content analysis from personal
interviews of top HR executives of select Indian firms. Further, some of the key advisors to
policymakers (Institute of Chartered Accountants of India and Ministry of Corporate Affairs)
have been interviewed to obtain their views on certain policy related issues identified as a result
of corporate survey.

The comparison of EVA with EAT establishes the pseudo profitability characteristics of EAT
and EVA emerges not only as a credible measure of current performance but also a significant
indicator of corporate outlook for India and China. The panel regression analyses do not find
EVA to be superior to conventional measures (for total and disaggregated samples). However,
EVA in conjunction with conventional measures has been observed to significantly enhance
their explanatory powers, conspicuously establishing its value relevance.

Further, Indian and Chinese industries seem to have withstood the impact of global financial
crisis and even yielded improved performances. Although, the capital intensive industries like

energy and utilities, and materials have suffered a relatively larger setback in both the countries.



More importantly, the analyses posit EVA to be a superior indicator of corporate performance
as it captures the unsystematic as well as systematic risks associated with the firms.

Lastly, the survey results establish the dominance of conventional financial measures as
executive performance benchmarks. In addition, computational complexities and the number
not being audited or reported have been recognised as the primary hurdles in using EVA.
Corporate respondents observe merit in using EVA but refrain from using it till the time it finds
its ways into the audited financial statements. On the other hand, policymakers prefer the
optional disclosure route to financial statements for EVA; cite involvement of many intangibles
in computation of EVA making it difficult to standardise.

In view of the research findings, it is recommended that the management should endeavour to
adopt EVA aligned performance management system; the long term benefits well surpass the
implementation challenges. Moreover, the fund managers / brokers should create awareness on
EV A amongst retail investors via the investor education programmes; it will help the euphoria
around profitability to subside. Finally, the policymakers need to standardise computation of
EVA and assign its due space in corporate financial statements. This step is particularly
important from the point of retail investors who have little say in the company’s management;

given the fact that EVA is a direct and absolute measure of shareholders value.
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