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Introduction

• Performance Evaluation is used to test the notion of market efficiency. 

It is used for two key purposes:

• To test and report investment performance

• To back test prospective investment strategy

• Performance evaluation measures:

Mean Variance Measures CAPM (beta) measures

Sharpe Ratio Treynor Measure

M2 Measure Jensen’s Alpha



Mean-Variance Performance Measures

• Sharpe Index:



M2 Measure
• Developed by Modigliani and Modigliani

• Equates the volatility of the managed portfolio with the market by

creating a hypothetical portfolio made up of T-bills and the managed

portfolio

• If the risk is lower than the market, leverage is used and the

hypothetical portfolio is compared to the market
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CAPM Measures: Treynor Measure



CAPM Measures: Treynor Measure



CAPM Measures: Jensen’s Alpha



Performance Attribution



Performance Attribution



Performance Attribution: Example



Performance Attribution: Example


