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Abstract: The emergence of large corporations in 18th century and the separation of ownership from
management were the chief causes of generating some performance evaluation models. One of the most
important models for performance evaluation is economic value added about which many researches have been
recently conducted. The present article aims to investigate the relationship between economic value added
(EVA) and various factors from within the corporation such as capital structure, profitability, firm size, growth
ability, management ability, intangible assets and inventory management in Tehran Stock Exchange (TSE). To
achieve the article's objective, 87 corporations, whose data could be accessed through 4 year process of the
survey (2005-2008), have been selected as the target population of the research. And then, the assembled data,
with regard to each variable, has been appraised. Stepwise regression has been applied to test the hypotheses
as the statistical technique. The obtained results have indicated that there is a significant and positive
correlation between EVA and the variables of profitability, firm size, growth ability and intangible asset. On the
other hand, there is a significant and negative correlation between EVA and capital structure and no significant
relationship has been observed between EVA and the variables of management ability and inventory
management.
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INTRODUCTION Economic value added (EVA), a new performance

Assessment  of  the  real  value  of  corporations is EVA is such a method that is viewed as an effective
one of  the  most  important  things  to  which measure reflecting both the value of company and the
stakeholders pay attention. Traditional performance interest of shareholder [2].
measures are mainly originated from the company’s Many researches have indicated that  EVA  can
financial  report  based  on Generally Accepted reflect  the  company’s  real  economic   profit   much
Accounting Principles (GAAP). Many kinds of better than  traditional  performance  measurement  [3]. It
preparations of reports apropos of intangible assets, is the right measure most directly linked to the creation of
goodwill,  deferred taxes and some other items are value for shareholders [4]. However, EVA of different
deduced directly from the income account.  Although companies evidently varies even if their accounting
debt cost has been reflected in traditional performance profits are similar. What are the reasons that lead to this
measurement,  capital  cost  does  not  have   any  effect consequence? What are the factors influencing the
on it. So, cost calculation is not exact and  it  cannot company’s economic value added? This article has been
demonstrate  the accurate amount of the corporation’s accomplished to answer to the aforementioned questions
operation and economic value [1]. from the perspective of internal factors.

measure, has been paid a lot of attention in recent years.
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Performance Evaluation: One of the most principal Several decades ago, famous economists such as
objectives of enterprises is earning more profit in short
time and increasing the owners’ wealth in long time. This
goal cannot be achieved unless by making sensible
decisions in the process of investing. Making reasonable
decisions is in direct relation with enterprises’
performance evaluation. Being aware of the criteria and
indexes is a requirement of the enterprises’ performance
evaluation which is classified into two groups of financial
and non-financial indexes. Management scholars have
grouped the performance criteria into different categories.
One of these classifications has been put forward by
Copeland and Weston [5]. They have introduced six main
dimensions of performance which are as follows:
competition, financial performance, service quality,
flexibility, innovation and the way the offered services are
used.

Norton and Kaplan have suggested “balanced
scorecard” as an index for performance evaluation which
are consisting of four following perspectives: financial,
customer, internal business processes and learning and
innovation [6]. 

By and large, financial perspectives have priority to
non-financial perspectives, since they are more objective
and entail quantitative data [7].

Financial criteria can be fundamentally categorized
into two groups of account and economic models.
According to account models, the company’s
performance should be assessed based on accounting
data. Some of the most principal criteria in this model are
as follows: profit, Earning per Share (EPS), Free Cash
Flows (FCF), Return on Assets and Return on Equity.
According to economic models, the company’s
performance is appraised on the basis of its capability to
earn more profit of available assets and potential
investments, Return on Assets and cost of capital. The
most considerable criteria in economic models which are
effective in the company’s performance evaluations are as
follows: Market Value Added (MVA), Economic Value
Added (EVA) [8].

Economic  Value   Added   (EVA):   Economic   Value
Added  or EVA  was  proposed  by  Stern   Stewart in
1991  as  an  estimate  of  a  firm’s  economic  profit.  EVA
is the profit  earned  by  the  firm  less  the  cost of
financing  the  firm’s  capital.  Although  EVA  is assumed
as  a  novel  concept, its theoretical basics are not new.
The idea that profit is created when the return on the
firm’s economic capital which is employed is more than
the capital cost has been of much interest since long ago
[9].

Alfred Marshall believed that value is produced just when
the return on the firm’s economic capital is greater than
the cost of that capital (debt and equity) [10]. In 20th

century, this concept was put forward by different
economists and under various titles one of which was
Residual Income. The difference between Residual Income
and Economic Value Added is in adjustment section,
since in Residual Income evaluation, no adjustment is
applied. When Residual Income was introduced, most of
the firms applied it I their performance evaluation;
therefore, Economic Value Added is not a novel concept
and has existed since many years ago under the name of
‘Residual Income’ [11].

Particular Features of a Firm: Making a sensible
decision is closely associated with considering different
internal and external factors which affect the financial
status of a firm and the rate of Return. For instance,
external factors involve economic environment, money
markets and taxes. Economic environment is consisting of
economic cycle, inflation and government regulations
which influence the company’s capability in the process
of Return and are out of the company’s control. In
addition, there are some internal factors which are
strongly effective in the rate of Return [12]. The difference
between internal and external factors is that the former can
be controlled by the firm. Capital structure, profitability,
firm size, growth ability, management ability, intangible
assets and inventory management are some of the most
basic elements of internal factors.

Review of Literature: According to Stewart’s theory,
Economic Value Added can promote stock valuation [13].
Many researches have been conducted to prove
Stewart’s claim some of which will be cited below.

Ghanbari and More (2007) have done a research and
investigated the existing relationship between MVA and
EVA in automotive industry of India stock exchange
between 2001 and 2005. The findings of this study
demonstrate that EVA is a more appropriate criterion in
proportion to traditional performance measurement to
justify MVA shifts in randomly selected companies [14].

El Mir and Seboui (2008) have accomplished a
research under the title of “Corporate governance and
the relationship between EVA and created shareholder
value” in which they have concluded that there is a weak
correlation between Economic Value Added and Created
Shareholder Value. This study has covered the firms
between 1998 and 2004 and the explanatory power of
created shareholder value by EVA has been calculated
0.07 [15].
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Lin and Zhilin (2008) have assessed the elements significant relationship between MVA and EPS, P/E, DPS,
which  Influence  the  Company’s  Economic  Value
Added.   The    target    population    of    their   research
has  been  consisting  of  984  firms  in  China  stock
exchange between  1998  and  2002.  This  study  has
applied  a  multivariable  linear  regression  model  and
factor  analysis   and   its   results   indicate   that
Economic Value Added has a positive correlation with
industrial  return,  capital  structure,  profitability,  firm
size,  growth  ability  and  management  ability.  The
findings also show that there is weak and negative
correlation  between  intangible  assets  and  EVA  and
there is no correlation between inventory management
and EVA [1].

Hamilton  et  al.  (2009)  have  evaluated  the
relationship   between   firm   size   and   growth  ability
and   EVA.   The   target   population   of   their   research
has  involved  64  American  firms  between  1994  and
2002. They have pointed out that there is a positive
correlation  between  firm  size  and  growth  ability  and
EVA [16].

Altendorfer and Jodlbauer (2011) have approved in
their research that high flexibility of personnel and
machine capacity increases the maximum possible EVA of
production systems. The results of sensitivity analysis
have indicated that the less the changes occur in
operational personnel of the firm, the more EVA will be
[17].

Kavousi (2003) has investigated the association
between ratio Tobin’s q and EVA in Tehran stock
exchange. The achieved findings have demonstrated that
there is a significant correlation between ratio Tobin’s q
and EVA; therefore, ratio Tobin’s q can be properly
replaced by EVA [18].

Haraf Amoughin (2005) has assessed the connection
between efficiency ratio and EVA in food industry section
of Tehran stock exchange between 1999 and 2002. They
have concluded that except inventory turnover rate, other
efficiency ratios have a significant correlation with EVA
[19].

Rahnamaye roudposhti (2007) has appraised the
relationship between Economic Value Added (EVA) and
Market Value Added (MVA) to evaluate cement industry
in stock exchange in a five-year period. The obtained
results have shown that there is a significant relationship
between EVA and ROI, P and EPS, but there is no
relationship  between  EVA  and  RI,  ROS,  DPS and P/E.
In  addition,  there   is   a   significant  relationship
between  MVA   and  RI,  ROI  and  DPS,  but  there  is  no

P and EVA [7].
Yahiya Zadeh Far et al. (2010) have assessed that

EVA and profitability ratios have association with MVA
of accepted firms in Tehran stock exchange between 2000
and 2006. The achieved findings have demonstrated that
there is significant relationship between EVA and Return
on Equity and the firms’ MVA, but there is no significant
relationship between Return on Assets and Earning per
Share and MVA [20].

Nikbakht  and  Moghimi  (2011)  have  investigated
the  relationship   between   capital  structure   and  EVA
in non-metallic mineral products and construction
machinery and equipment industries between 2004 and
2008. The results of this study have shown that EVA
logarithm is an inverse function of active debt ratio to
equity in both industries; EVA logarithm is also an
inverse function of active debt ratio to equity in non-
metallic mineral products industry and it is also a direct
function of active debt ratio to equity in construction
machinery and equipment industry with the confidence
coefficient of 95% [21].

Variables

Dependent variable 
According to Stewart EVA is calculated as follows [13]:

EVA = (rate of return-cost of capital) × capital
= (r-c) × capital
= (r × capital)-(c × capital)
= NOPAT-(c × capital)
= operating profits-a capital charge

Where:
r = rate of return = NOPAT/Capital
c = cost of capital, or the weighted average cost of capital
NOPAT = Net Operating Tax After Tax
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Methodology, Data and Samples: This study is inductive Hypothesis 3: There is a significant relationship between
and has made much use of past data and historical firm size and EVA.
financial statements. Due to the fact that the present
study seeks to investigate the relationship between Hypothesis 4: There is a significant relationship between
dependent and independent factors, it can be regarded as firm growth and EVA.
a correlative research. In addition, it is a periodic study,
since it has studied a specific period of time and it can be Hypothesis 5: There is a significant relationship between
an applied research. In order to gather theoretical management capabilities and EVA.
information, library research has been selected and the
books in the libraries together with articles found in Hypothesis 6: There is a significant relationship between
internet have been used. The target population of this intangible assets and EVA.
research was companies of Tehran stock exchange which
were active in the four-year period of (2005-2008) and the Hypothesis 7: There is a significant relationship between
firms which have been chosen as samples are on the basis inventory management and EVA.
of the following rules:

Stock and accounting information in the studying regression model has been applied to test the
period is complete. aforementioned hypotheses. EVA is the dependent
Exclude the companies in financial industry because variable and other variables of capital structure,
their characteristic is very special and the financial profitability, firm size, firm growth, management capability,
report is quite different from other industry. intangible assets and inventory management are
Companies’ financial year must have been finished independent. The following equation is the required
before 29th of Esfand (Last month in solar calendar) regression model:
in 2005.
The companies should not change their financial year
during the specified period
the selected companies should not be investment
companies In this model X  is representative of the company’s
the selected companies should have constant internal factor,  refers to intercept,  refers to the
activity during this period coefficient of factors’ effect,  is residual and n is the

In term of these rules, 87 samples have been finally Stepwise regression has been applied to investigate
selected which could fulfill all the requirements of this the abovementioned model. According to this model,
study. variables enter the equation in order of having higher

Hypothesis: The present study aims to answer the variables, which do not have a high correlation with the
following question: “Is there any significant relationship dependent variable and do not have any significant effect,
between the company's internal factors (including capital won’t get in the equation. Therefore, the necessity of the
structure, profitability, firm size, firm growth, management presence or absence of a variable can be simultaneously
capabilities, intangible assets and inventory management) investigated through this multivariable regression.
and EVA?” Considering the subjects, seven following According to table 1, variables which have the
hypotheses have been designed and tested: highest correlation with variable of EVA are as follows in

Hypothesis 1: There is a significant relationship between growth, capital structure and firm size. Based on this table,
capital structure and EVA. partial correlation coefficient between inventory

Hypothesis 2: There is a significant relationship between significance level is 0.355 ? 0.05, so inventory
profitability and EVA. management  variable  has  been  omitted  from  the model.

Data Analysis and Hypotheses Testing: A multivariable

i

i

number of independent variables.

correlation with the dependent variable of EVA. Other

ascending order: intangible assets, profitability, firm

management and EVA is 0.055 which is very low and
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Table 1: Partial correlation coefficients between independent and dependent variables of EVA
variable Partial correlation coefficient Significance level
inventory management 0.055 0.355
management capabilities -0.077 0.190
intangible asset 0.612 0.000
profitability 0.413 0.000
firm growth 0.392 0.000
capital structure -0.245 0.000
firm size 0.228 0.000

Table 2: Entered variables into the model with the dependent variable of EVA
Variables Entered/Removed a

Model Variables Entered Variables Removed Method
dimension 0 1 intangible asset . Stepwise (Criteria: Probability-of-F-to-enter <=. 050, Probability-of-F-to-remove >=. 100).

2 profitability . Stepwise (Criteria: Probability-of-F-to-enter <=. 050, Probability-of-F-to-remove >=. 100).
3 firm growth . Stepwise (Criteria: Probability-of-F-to-enter <=. 050, Probability-of-F-to-remove >=. 100).
4 capital structure . Stepwise (Criteria: Probability-of-F-to-enter <=. 050, Probability-of-F-to-remove >=. 100).
5 firm size . Stepwise (Criteria: Probability-of-F-to-enter <=. 050, Probability-of-F-to-remove >=. 100).

a. Dependent Variable: EVA

Table 3: R Square and Adjusted R Square with the dependent variable of EVA
Model Summary f

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson
dimension0 1 .592 .350 .348 39342.98681a

2 .717 .514 .510 34102.39441b

3 .770 .593 .589 31242.48115c

4 .781 .610 .605 30624.26970d

5 .794 .631 .624 29870.27623 2.025e

a. Predictors: (Constant), intangible asset
b. Predictors: (Constant), intangible asset, profitability
c. Predictors: (Constant), intangible asset, profitability, firm growth
d. Predictors: (Constant), intangible asset, profitability, firm growth, capital structure
e. Predictors: (Constant), intangible asset, profitability, firm growth, capital structure, firm size
f. Dependent Variable: EVA

Table 4: Variance analysis in multiple regressions with the dependent variable of EVA
ANOVA f

Model Sum of Squares df Mean Square F Sig.
1 Regression 2.437E11 1 2.437E11 157.444 .000a

Residual 4.520E11 292 1.548E9
Total 6.957E11 293

2 Regression 3.573E11 2 1.786E11 153.596 .000b

Residual 3.384E11 291 1.163E9
Total 6.957E11 293

3 Regression 4.126E11 3 1.375E11 140.907 .000c

Residual 2.831E11 290 9.761E8
Total 6.957E11 293

4 Regression 4.246E11 4 1.062E11 113.197 .000d

Residual 2.710E11 289 9.378E8
Total 6.957E11 293

5 Regression 4.387E11 5 8.774E10 98.342 .000e

Residual 2.570E11 288 8.922E8
Total 6.957E11 293

a. Predictors: (Constant), intangible asset
b. Predictors: (Constant), intangible asset, profitability
c. Predictors: (Constant), intangible asset, profitability, firm growth
d. Predictors: (Constant), intangible asset, profitability, firm growth, capital structure
e. Predictors: (Constant), intangible asset, profitability, firm growth, capital structure, firm size
f. Dependent Variable: EVA



H0:independent variable of X does not have a significant effect on EVA
H1:independent variable of X has a significant effect on EVA
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Table 5: Regression coefficients, significance level and T statistic for model 5
Coefficientsa

Unstandardized Coefficients Standardized Coefficients Correlations
--------------------------------------- ---------------------------------- ------------------------------------

Model B Std. Error Beta t Sig. Zero-order Partial Part
5 (Constant) -65287.365 21507.815 -3.036 .003

intangible asset 4.908 .373 .507 13.149 .000 .592 .612 .471
profitability 23243.415 3018.571 .291 7.700 .000 .440 .413 .276
firm growth 50098.838 6933.079 .271 7.226 .000 .398 .392 .259
capital structure -43306.732 10095.628 -.157 -4.290 .000 -.196 -.245 -.154
firm size 7033.708 1770.969 .157 3.972 .000 .405 .228 .142

a. Dependent Variable: EVA

In addition, partial correlation coefficient between on EVA. On the other hand, significance level for all
management capabilities and EVA is-0.077 which is very independent variables is 0.000 ? 0.05, so it can be said
low and significance level is 0.190 ? 0.05; therefore, with the confidence coefficient of 95% that these
management capabilities variable has been also omitted variables have a significant effect on EVA and the final
from the model. Considering the omission of two variables model can be as follows:
of inventory management and management capabilities, it
is evident that these two variables do not have any
significant relationship with EVA and regression process
will be continued with the rest five variables.

According to table 2, first, variable of intangible asset
has gotten in the model, since it has the highest partial
correlation coefficient with EVA in proportion to other
independent variables. And then, variables of
profitability, firm growth, capital structure and firm size
have entered in order. On the basis of this table, none of
the variables were excluded from the model; therefore, we
could achieve a model consisting of five independent
variables of intangible asset, profitability, firm growth,
capital structure and firm size.

According the table 3, coefficient of determination (R
square or R ) in model 1 in which there is an independent2

variable of intangible asset is 0.35. In model 2, R square
has risen to 0.514. Finally, in model 5, R square is 0.631
with five independent variables. R square has increased
by independent variables’ entrance into the model.

According to table 4, the final model, which is the
fifth one is consisting of the independent variables of
intangible asset, profitability, firm growth, capital
structure and firm size, can be accepted, since the
significance level is 0.000 ? 0.05. Therefore, it can be said
with the confidence coefficient of 95% that this model
with the dependent variable of EVA and independent
variables is accepted.

According to table 5, regression coefficients are
positive for the variables of intangible asset, profitability,
firm growth and firm size. It means that these variables
have a direct effect on EVA and regression coefficient is
negative for the variable of capital structure, which means
that the variable of capital structure has an inverse effect

EVA =-65290 + 0.507(intangible assets) + 0.291(profitability) +
0.271(firm growth)-0.157(capital structure) + 0.157(firm size)

DISCUSSION

In all hypotheses of the present study, H  means that0

the independent variable has a significant effect on the
dependent variable. For instance,

According to table 5, the following results can be
obtained:

Due to the fact that the variable of capital structure
exists in the final model and its significance level is
0.000 ? 0.05, it can be concluded with the confidence
coefficient of 95% that the null hypothesis is rejected
and the variable of capital structure has a significant
effect on EVA. On the other hand, the regression
coefficient for this variable is-0.157 which means that
capital structure has a significant and inverse effect
on EVA. In fact, the firms which have more debt
ratios have greater cost of the capital too that makes
the profitability and EVA decrease. 
Owing to the fact that the variable of profitability
exists in the final model and its significance level is
0.000 ? 0.05, it can be concluded with the confidence
coefficient of 95% that the null hypothesis is rejected
and the variable of profitability has a significant
effect on EVA. Also, the regression coefficient for
this variable is 0.291 which means that profitability
has  a   significant   and   positive   effect   on  EVA.
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Table 6: Summarized results of hypotheses testing

N Hypotheses results

1 There is a significant relationship between capital structure and EVA. confirmed

2 There is a significant relationship between profitability and EVA. confirmed

3 There is a significant relationship between firm size and EVA. confirmed

4 There is a significant relationship between firm growth and EVA. confirmed

5 There is a significant relationship between management capabilities and EVA. rejected

6 There is a significant relationship between intangible assets and EVA. confirmed

7 There is a significant relationship between inventory management and EVA. rejected

In fact, the firms which have more profits will be more Due to the fact that the variable of intangible asset
welcomed with investments too that make the exists in the final model and its significance level is
profitability and EVA enhance. 0.000 ? 0.05, it can be concluded with the confidence
Due to the fact that the variable of firm size exists in coefficient of 95% that the null hypothesis is rejected
the final model and its significance level is 0.000 ? and the variable of intangible asset has a significant
0.05, it can be concluded with the confidence effect on EVA. In addition, the regression coefficient
coefficient of 95% that the null hypothesis is rejected for this variable is 0.507 which means that intangible
and the variable of firm size has a significant effect asset has a significant and positive effect on EVA.
on EVA. In addition, the regression coefficient for This finding indicates that more investment in
this variable is 0.157 which means that firm size has a intangible asset will promote EVA. 
significant and positive effect on EVA. In other Since the variable of inventory management does not
words, the firms which possess bigger size (greater exist in the final model, it can be concluded with the
sales) are able to decrease the factory costs and confidence coefficient of 95% that the null
improve EVA. hypothesis is not rejected and the variable of
Since the variable of firm growth exists in the final inventory management does not have a significant
model and its significance level is 0.000 ? 0.05, it can effect on EVA. It should be mentioned that
be concluded with the confidence coefficient of 95% nowadays the influence of inventory management on
that the null hypothesis is rejected and the variable EVA is undeniably accepted, but most of Iranian
of firm growth has a significant effect on EVA. In companies still use traditional inventory management
addition, the regression coefficient for this variable is approaches which have made them not to achieve a
0.271 which means that firm growth has a significant high and appropriate EVA. Applying modern
and positive effect on EVA. So, the firm’s approaches like proper production systems will be
improvement is indicative of an increase in its EVA in definitely influential in augmenting the firms’
the future and potential and instantaneous growth of profitability and EVA.
the firm can have a positive and constant effect on
EVA. The obtained  results  have  been  summarized in
Owing to the fact that the variable of management table 6.
capabilities does not exist in the final model, it can be
concluded with the confidence coefficient of 95% CONCLUSION
that the null hypothesis is not rejected and the
variable of management capabilities does not have a Economic Value Added concept, which has been put
significant effect on EVA. It should be pointed out forward by Stewart, has been constantly considered as a
that nonexistence of a significant relationship principal criterion for evaluation and a considerable
between EVA and management capabilities can be number of researches have been conducted on this
also the consequence of the changeable policies of subject to determine its capability to assess the
firms’ managers apropos of assets turnover, but if companies’ performance and its relationship with other
manager possesses a high capability, s/he can criteria and factors. The present study has intended to
prevent from wasted or unused assets and in this investigate the existing relationship between internal
way, s/he can augment EVA. factors  of  a  firm  and  Economic  Value  Added   and  its
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