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(2) “Stochastic data envelopment analysis with ap-
plication to portfolio selection”
Chanaka Edirisinghe (University of Tennessee)
A stochastic programming (SP) extension to the
traditional Data Envelopment Analysis (DEA) is
developed when input/output parameters are ran-
dom variables. The SPDEA framework yields a ro-
bust performance metric for a pool of firms by con-

trolling for outliers and data uncertainty. SPDEA

20134E7TH %

model is used to determine a relative financial
strength (RFS) metric for firms using financial
data. It is shown that the traditional DEA model
overestimates actual firm strengths. The methodol-
ogy is applied to public firms covering all major
U.S. market sectors using their quarterly financial
statement data to devise portfolios that yield supe-
rior out-of-sample performance relative to sector-

based ETF portfolios or broader market indexes.
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