
Value Averaging Investing
The Strategy for Enhancing Investment Returns



What is Value Averaging?

• It is a combination of Dollar Cost Averaging
and Portfolio Rebalancing

• It is an averaging technique where the
portfolio value increases in a defined way
irrespective of stock market direction.

Value Averaging Fund



What is Value Averaging?

 First developed by former Harvard
University professor Dr. Michael Edleson in
1988

 Edleson defines the value averaging
concept as: "... make the value not the
market price of your stock go up by a
fixed amount each month."

 It is a strategy that works regardless of the
economic times.
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VA Advantages

 A formula based system that forces investors to be
disciplined when they invest and removes emotions.

 It invests more money when markets are low and less
when markets are higher (buy low/ sell high).

 In most cases of back-testing it generates higher returns
and lower average cost per share than Dollar Cost
Averaging.

 A monthly growth rate higher than 0.7% but lower than
1% for the stocks is optimal in executing value averaging.
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VA Advantages

 VA favors a higher compensation of reward for bearing a
higher downside risk.

 VA generates a higher terminal value for investment
accounts than dollar-cost-averaging

 The probability of achieving the target value for a portfolio
is much higher and hence ideal for financial / retirement
planning.

 Performance does not rely on forecasting or timing.
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VA Challenges

 In constantly falling markets the investment amount may
increase much beyond the investor’s cash flow.

Addressed by limiting the maximum investment per trade

 In rising markets it generates a sell which may result in
unwarranted short term taxation and transaction charges.

Addressed by using delayed selling or a no sell rule for taxable accounts

 If the market price of the investment continuously decreases,
the absolute loss to the investor would be more than what the
investor would have incurred by investing in DCA.
Addressed by having a diversified portfolio with sector allocation limits
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VA versus DCA
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Parameters Value Averaging Dollar Cost Averaging

Performance Better compared to DCA in
most scenarios

Lower compared to VA in
most scenarios

Cost of acquisition of units Lower compared to DCA in
most scenarios

Higher compared to VA in
most scenarios

Monthly investment
amount

Variable Fixed

Portfolio volatility Lower compared to DCA Higher compared to VA

Expected growth rate of
portfolio

Known before starting the
investment

Unknown

Target amt for meeting
financial goals

Can be achieved Hit and Miss



How VA works

 Investment amount is calculated based on the following
formula:
Investment Amt =Target Portfolio Value – Actual Portfolio

Value

 Target Portfolio Value is calculated based on the long
term historical market return for the asset class

 The investment amount for each period is different

 It is driven solely by mathematics
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Simple VA Example
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DOLLAR COST AVERAGING VALUE AVERAGING

Month NAV Amount
invested

Units
bought

Total
units

Target
Value

Units
bought

Total
units

Total
invested

1 $10 $1,000 100 100 $1,000 100 100 $1,000

2 $10.50 $1,000 95.24 195.24 $2,000 90.48 190.48 $950

3 $13 $1,000 76.92 272.16 $3,000 40.29 230.77 $532

4 $8 $1,000 125 397.16 $4,000 269.23 500 $2,153

5 $9.25 $1,000 108.11 505.27 $5,000 40.54 540.54 $375

6 $10 $1,000 100 605.27 $6,000 59.46 600 $594



VA Results
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Average
cost

Total
cost

Current
Value

Gain $ Gain %

DCA $9.91 $6,000 $6,052 $52 0.88%

VA $9.32 $5,604 $6,000 $396 7.0%



How VA differs

 A large upward price swing often results in the sale of
shares, instead of a purchase.

 VA results in an average cost per share that lower than
DCA

 The return is enhanced greatly by the larger purchases at
low prices and by the profit taking as shares are sold at
higher prices.

 VA forces you to avoid big moves into a peaked market or
panic selling at the bottom
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Fund Features

 The objective of the VA Fund is to generate capital
appreciation through investments in ETF’s / Index Funds

 Proprietary software used to calculate buy/sell indicators

 Responsive to changing market conditions

 Enables enhanced returns without excessive risk

 Reduced Fund Manager risk.
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Why ETFs and Index Funds?

 Numerous studies indicate that active managers may
underperform their index-based benchmarks

 Seeks to closely track an index benchmark

 Cover a wide range of market segments, investment styles,
sectors and industries

 Provide transparency of underlying fund holdings

 Offer potential tax-efficiency due to low turnover

 Feature low expenses compared to actively managed funds
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Investment Strategy

 Target portfolio growth of between 8% to 12% annually

 Exchange Traded Fund (ETF) and/or Index Fund holdings

 Maximum 9 asset classes

 Trades done Monthly – not daily

 Lower volatility and Low risk
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Portfolio Framework

1. Determine Portfolio Objective

2. Identify the Market Sectors and determine Asset Allocation

3. Identify Securities for Portfolio

4. Back-test using the Value Averaging Methodology

5. Weight Portfolio to Maximize Returns and Yield

6. Implement Portfolio Holdings

7. Monitor and adjust to meet Portfolio Objective
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Market Sectors
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Identify Securities
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Proprietary Back Test Software
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VA illustration - Transactions
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VA illustration – Portfolio Value
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Back-testing results
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Weight for Maximum Returns
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Available Research

 Marshall, P.S., "A Statistical Comparison of Value Averaging vs.
Dollar Cost Averaging and Purely Random
InvestingTechniques".

 Paul S. Marshall, "A Multi-market Historical Comparison of the
Investment Returns of Value Averaging, Dollar Cost Averaging
and Random Investment Techniques".

 Edleson, M.E., "Value Averaging: The Safe and Easy Investment
Strategy".

 Haiwei Chen, "A Monte Carlo Study of the Strategies for 401(k)
Plans: Dollar-Cost-Averaging, Value-Averaging and Proportional
Rebalancing"

 Bruce Ramsey, "HOW VALUE AVERAGING ADDS VALUE -
Achieving Investment Goals Even in Tough Economic Times"
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Summary

 It is a strategy that works well regardless of the economic
times

 Fund performance does not rely on forecasting or timing.

 Can be applied to any  investment strategy

 Value Averaging is a simple but promising method of
investment that savvy investors can chose to adopt as
part of a well-rounded financial plan.
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About us

Bruce Ramsey, Portfolio Manager

 20+ years experience in financial services
 13 years as a licensed investment advisor
 15 years experience in financial software design
 Former AVP at one of the largest mutual fund companies

in Canada
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Disclaimer

• Backtesting is the process of evaluating a core strategy by applying it to historical data. Backtested
performance results are provided for purposes of illustrating historical performance had a core strategy
had been available during the relevant period. Backtested performance results are hypothetical and have
inherent limitations. We make no representation that the Value Averaging strategy will achieve
performance similar to any backtested performance results. Actual results could differ materially from
backtested performance and future results could differ materially from backtested performance. Past
performance is no indication or guarantee of future results.

• Backtested performance results: (i) do not reflect the deduction of any management fees or trading
commissions; (ii) are not based on actual trading and do not reflect any market impact of buying and
selling securities, trade timing and security liquidity; (iii) reflect prices that are fully adjusted for dividends
and corporate actions (e.g., stock splits).

• We do not represent that backtested performance information is accurate, complete or current, and we
have no liability with respect thereto.

• The strategies outlined are subject to change without notice and we have no obligation to update you as to
any such changes. The information provided herein comes from what we believes to be reliable sources
however we makes no representations as to its reliability or accuracy, and you should undertake
independent analysis to ensure the accuracy of the information.
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Value Averaging Investing

Thank you
The Safe and Easy Strategy to Higher Investment Returns

Tel. 905-901-3063

www.vainvestmentsoftware.com

“It’s about as close to ‘buy low, sell high’ as you’re going to
get without a crystal ball”. Michael Edleson


