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PBR, ROE, and Cost of Equity: Implications for the

Value-Up Program in Korea

Abstract

This study aims to propose a quantitative criterion applicable to the Value-Up Program in the Korean
stock market. We re-interpret a firm’s price-to-book ratio (PBR) with the ratio of return on equity
(ROE) to the cost of equity (CoE), suggesting that the key determinant of corporate value-up lies in
resolving the imbalance between profitability and the cost of equity. Using the analysts’ earnings-per-
share (EPS) forecasts for listed Korean firms from 2011 to 2024, we empirically examine the
determinants of PBR. We first find that the estimated contribution of ROE/CoE to PBR is close to the
theoretical benchmark of one, strongly supporting our theoretical prediction. In particular, we argue
for the importance of distinguishing between high-quality (i.e., ROE/CoE > 1) and low-quality (i.e.,
ROE/CoE < 1) firms. A firm’s payout ratio (for cash dividends) appears to exhibit a positive effect on
PBR only for low-quality firms, while the effect is weak or even negative for high-quality firms. We
also find that the sensitivity of PBR to ROE/CoE differs markedly between the two groups, and that
the interaction effects with payout ratio vary accordingly, consistent with theoretical implications.
Although substantial heterogeneity exists between KOSPI and KOSDAQ firms, a firm’s ROE/CoE
plays a significant role as the primary explanatory variable for PBR across both listing venues.
However, additional analyses using a conventional (expost) ROE variable and a firm-specific beta
coefficient in the stock market fail to reproduce the theoretically predicted signs and statistical
significance, suggesting that the Value-Up Program in Korea should consider a firm’s forecast-based
ROE and CoE. This study offers several practical implications. First, the core criterion of the Value-
Up Program in Korea should not be ROE alone, but whether ROE exceeds CoE (i.e., ROE/CoE > 1),
which serves as a minimum condition for sustainable value creation. Second, our empirical evidence
suggests that the monotonous pressure to increase corporate payouts could be detrimental to high-
quality firms’ PBR and is meaningful as a value-up mechanism only for low-quality firms. Third, firms
should prioritize strategies that improve ROE or reduce CoE—through enhanced disclosure quality,
risk management, and capital structure optimization—rather than focusing solely on short-term payout
policies. Finally, improvements in the quality of earnings forecasts enhance the reliability of CoE

estimates, thereby strengthening the effectiveness of the Value-Up Program in Korea. Overall, this



study provides empirical evidence that the ROE/CoE ratio is the most critical factor in explaining PBR
and underscores the need to focus value-up programs on structural improvements in profitability
relative to the cost of equity, rather than adopting a monotonous approach centered on shareholder

payouts and governance reforms.
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o 7|ZAIEOIAM 7[R9 =022 15, DPS, = 0.075, BPS, = 1.0750|C}> A& E(g)=

o
JIEAY RIIREOE 7.5%0ch HEEORHY olsf B = 225 _ 075

Ol
il

ojm, 7|&lo] Higs FHIZ =2l (5, HIEGS0| 50%7F O 100%) &2 0|2HH

BPS, =1, Py === 10|04 ¥ 7|ZAIHO|A O{F3| PBR = 10|C}.

= Ex7o|20M HETE SHCLL T 1075512 WSXT A PBR
| 24 2HO|Ch HiZABio| SR8} PBR Of CHF ROE/COE ©f 7|01E(8) Al At

B=1 B X|BHCt

rlo

o

5 ROE = 15/107.5 = 13.95%.
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al.(2003)2 AHHA X|=2F 7|® 7HX(9| )9l HAE HSSIUCE. 22{Lt Johnson et
al.2009)2 MY Sd2 SHSHH 7|Y XHiFX 2ot7t ARRRRICE D FERUCE =S
ey 22 b Joh(2003), Baek et al.(2004)2] 27| A|7| AT X[H{F=TE Z[&7HX0f
g2 OjFCtD EHAX|D, OolF EHH=2005), MEE-MHF=Ho0H2 =2l 2

7|U7HKE X|H|FXECE MAtM Ex=o 2 MOHSHSICT

EXet 4 #3E AEE PBR MO 2 FEFZ FRALCE Cochrane(1991, 1996)2
EX 7|8 A AA™EREE NHAISHH 7| EAgE0| =dES ZAdcts i
201E HYD Berketal.(1999), Liuetal.(2009)2 22t J&ZM1t ¢-0|22 Sl FXtet

2|
7|t &2 HAE 2MAULE Choi(2013)7F =5 2dS &8 d&7[=2/7t PBR 2

At = TS
USMLCE O] Fama & French(2012)@} Cakici et al.(2013)2 MX 1} MS= ZF0N
VK| ZEE|Oj¥el =XE FOIOLE 2008 H ZZRY Z8AVIE VI”SZE THK|
Z2[0]d2 245 A2tEACL Ol= oh=0|AM 2 PBR O H2 &4 HAELCI=

o[t #0| 7|& d7ts2 AHHHEX, 2
AX|Z, ROE/CoE 2h= 9dut A=H|E 7to| HlEXN TFH2 Z0E
=2 HZ O] HE

= ==
b1 0jstel 7S FEYSZRN 7|E AP ASE ZAIE HaT

n
o
Ot
=2
=
O
<!
a
(@)

el
N

4> mo <
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2 070 Zau40l FIALRAHSEBRIZ AL Y JEOR PBR= FIHE

= o, YHIHQI ROEE=TO|/AZ|AHE)2 AIZHoZ #FE= 4% ROE EMN
Xto|7t QlCte 2 AFE= 7|Y CHY|e| ROE B4-E Ch21F 20| Ho|strt,

(Forecasted) Net Income;,; (Forecasted) EPS;,,

ROE;, = =
. Equity;, BPS;;

®)

7| ¢e| XI7|Xt2H|E(CoE)2 Easton (2004)2| the price-earnings-growth (PEG) ratio model =
X85t  two-year forecast horizon EPS THX|IE =289t LHXXZ|XHEH|E(Implied

CoE)2 ZM CrZat Z0| FFoot,

—

EPSZ + COE - DPSl - EPSl

p. =
0 CoE2 9
DPS,\ EPS, — EPS, ©)
:>C0E2—C0E( )— =0
Py Py

O|Mf, EPS, > EPS; >0 7t S}0| quadratic formula 0| A| positive root & F L= =L}

e

2

CoE =

StX|2t DPS, 2 FHA|7t @282 (Forward) Dividend yield, = > 22 s A2
0
HAEHo2 =ZJIsStEL & YTF0A= Easton (2004)2F FAISHA| Dividend yield, =

Dividend yield, & ZFF5H0{ CH oLt

2tA, BiZ@=s0l EMst= 7|2l BR(e., DPS, >0), A7[AI=ZH|E2 E3HE=Z

ChEah 20| F=FSCt

2 AN (realized)ROE; = Ne;;zft"y“:elf E:Z o|ct.
L L
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Dividend yield;; +\/ Dividend yield;, + 4 (
2

(Forecasted) EPS;;,, — (Forecasted) EPSl—Hl)

it

(11)

CoE; =

M Y30l 8le 7Yl ZBR(.e, DPS,=0), AH7|XHEHE =2 Ct2at Z0]

ZHEFSX| O, O|&= Easton (2004)2] CHE 340t SY3iCt.

j(Forecasted) EPS;¢,, — (Forecasted) EPS;:,
Py

= GF0A AtESt=E H Y dZ(Payout ratio)2 Z|EHLE Hig=ESF) /

AHfFFz0lejez Folottt o|Mf, F7[=0l9s M8dixz Zite Aol H|XSICL

Ell-l

de|d S CO/H=(Payout dummy) = Indicator(iZ2HIEZ > 0)2 T2 EMN

0
HIS O 2 KEAOf 2t Exie & A= 7|¥ZE oA XH0|§ n2{Stak; Strf.

3.2. 3lHEN

= ¢7= 7|g-9 LE0HO|EE 0850 Ch=1t €2 OLS =45 2AISHtT
ROE;;
PBR;; = fo + f1—— CoE,, +ﬁ2Payout“t + fControls;; + FE + ¢;; (13)

07| SHH==(Controls)2+& PBRO| XA FS & += Us CHYst 7[PELS
T2{BICE Baseline 2A0|ME 7|2XMoz 7|0 AT (Ln(Assets)?t 7| £X{H|E
(LTD ratio), 7FX|F(value stock)@t & (growth stock)S RN E A Z2517| 28] /A
KHAHH| & (Tangibility)2F & AHHH| & (Intangibility), B A =0 2 7|2| LIO|(Ln(Firm

age)), KOSPI/KOSDAQ & O O] ==(KOSPI indicator), & 6712 E82 SXIsIRULCL.

O|2Xo 2 {FEE(b)=I1-PayoutratioO| 22 3|FHEAMO|ME Payout ratio?t FEZ(b) & LT Z5Hst=
o
=

7
Ao2 FEsitt 2 d7e A3H 50| Hrh 80[3 Payout2 2|H&A0| Z&sI BolH
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Az ™G (Year FE) #TF OfLz2} ArR/Z|REHR OlEEE 12{str|  sH
M/71 Y D20 (Industry or Firm FE)S ZE&SHCE OLS Ao EELXL o U0
7| et 2 AH 2 (firm-level clustering)S X &9t}

3.3. 71

ATE= AHemf 7HHd2M 7[Y2el PBR Of CHSH ROE/CoE O Z3ot d¥=Z JHA
Zolzt o=stct §9], 21 H 23 FHO|M M=5IRAX0| PBR O CHSH ROE/CoE 2|
I =FEA)7E s Yol g 7HXle Ae 0l TH ®E20XM 1 of 72
“S 7t ZAOo|zt of &ttt CRAl s, 2lHEAM A 13)0AM g, >000 g ~1
Of| &f ST,

o

-

HI. 7/ &9/ ROE/CoE A|#= PBR £ & &Z3H} = B, >0 and p, ~ 1

stm, 2% 5 101 Q27| AR0IA HIZ A Sk (Payout)O] PBR O O|X|= ZIFEQl gate
A Oof
LS

x|
FEHY A2z oYE Lt T Case 3 2t 20| ROE 2 CoE 2| AO|7} S&5HX|

HdEHoz2 pg,=0 HE/ES 7oK E&  Ao|ch D HiEMESHEE
7| 8&8E)2 PBR O CHSH ROE/COE 2| 7|01 =(p)0l FES O|F Z{O0|C} Of ALY, Case
1 2F 0] % >1 7|golM= B, > 10| o4&, O]zt Z¥2 HiFHd0| RE2+5F

S50t LIEHE ZAO|Ct.

H2a. REZ/ZT0IA 2129 Hi&4EEH2 PBR Of &(-)8 F&= O/ALf = B, <0 for

ROE
oE " 1 firms.

H2b. 287/ 87T 0fAf PBR Of L3t ROE/CoE X|HS Z/Q =L HAZXILE = B, >1 for

ROE
oE " 1 firms

H2e. REZ/ET A HEEEE g, o &2 F&= 0/2L = B >1 for ﬂ> 1

firms and lower payout ratio
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rlo

301, 208 _ 10l B2 ZI|AROIA HIEA B (Payoun©l PBR O OIS STEQl @3
3YNY HOITh EE, HYNWES JIEHE)2 PBR O CfT ROE/CoE ©
O1(8,)8 S7HAIZICE Case 2 2 20| BE <1 7|0 g, < 10| &= D, ofafs

=5 FE5HA LIEtE AO|Ct.

H3a. HIR2E7/T00A 7/2/S HiE&8HS PBR Of &h+)C G&= /&) =, B, >0

ROE
for g < 1 firms

H3b. HIRE5F7/27T0f/A PBR Of LJ3F ROE/CoE AHS Z|G =L FHOIFLE F B, <1
ROE
for ToE S 1 firms

H3c. BIREZ/LT A HEES2 g, &+)o F&= O/2Lf = B <1 for —<

1 firms and lower payout ratio

2 A0 Zest EMECHY) U =72 H0|ES FnDataGuide®E S8 XY
Ch 2 A32 B#E22 2011~20243 7|& &7 ®(KOSPI & KOSDAQ) 550571 7| Y
OE EX|O|CH HOIMoE M2 HEHHAls & 979 #Ha £3H0| A0 EPSQ
1270, 2470 HYXK|, H7[=0[ 1270 MUK E L+38t7| WFO|Ct FnDataGuide
doz siE MUFXE2 2011EHEH MUz ENET| AESRQAT| 0 AFEE2
AMEAEE 2011H2E HFSIYUCE oA, 2011d HE #FX= 1537(#0|Y2L}

202430 = 42270 EM YK HIOJH 7IEE2 FES| 0Lt U= FHES & £

<Insert Table 1 here>

<H 1>2 2 HJ0|AM AR BEO0|AM A|ZHO| 2 PBR, ROE, CoE, ROE/CoES| &7t
it EEE 2020 1270824708 BYXE E83HY CoEE o7 =0 =

=
=728 =7|0l& Gk H2 B+ 2030 AL FZ2o= O 71 HotE As
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20l &= QICt CoEs 2022EEE %2 3EZF 14% 2 AE510 X &= BHH 7|
=92| ROE= 25|2] X[ 10-13%LHE X ZSIRACt O|l= EE7|Zt LHoA PBRE| &7t

0| 2024 7t& 22 £X[(1.0DE EHO|= ZHut YWAESICL,

o
rot
=
2
Of
N
10
=o=}.
H
rn
e
Jp
ogt
r
>
rir
0z
_|_0
i
Of
0
S
>
M
2

(outlier)?| BIE %
M Z=7(winsorize)ot Lt

<Insert Table 2 here>
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4.1.PBRO| ZHL9I
<12 1> A|Zt0] [}2 PBR, ROE, CoE, J2|1 & ATR0|AM F28= ROE/CoE X|EH
o FMHE HOoF1 QUL <H 1>0)|A L}EILIZO0] 2 HFo| HE

PBRO| A= =7iZ2 2011Y 1.490|M 2024E 1.012 I

Ot
=
my!
rlo
N
N
=
o
esl

Ir

16.10%0 A 10.83% 2 SOtM ROE/CoE &7t4f0| 1.000(A 0.762 2 S}efotCt <& 1>

AL 71E Metdo =z UAX|etE & = QUL 7L, ROE == CoEX PBRE)

&= S ~ e
Ol ME= MEstD AOLt Panel C2| ROE/CoEZ} 7HE PBRES ZF MUsICID &2
ol

AN

<Insert Figure 1 here>

HO| &=L Panel A= HX ROE/CoEZl 1ELCH ZX|

=
=
H2X0 w2t & A522 Z/5H0] pBRe| Ex 8 SIS HIWSHRACH TH B2

(N=5,055)2| PBRL| "ot St 22 1.96, 1.402ZM 1ECH ROISHA At A2
SHOISIRACE 22F7| & (i.e., ROE/COoE > 1)2| PBR2 Hat 2.70, 37t 2.04Z H|2Z7|Y

T PBRE EH2 1152 1ELCH |OSH E/U2Lt(1% SAHE +=F), U2 0.92EM

PBR =10[2t= #F7tES 7|H8HX| ZOIRALY.

<H 3>9| Pancl BE 7| vs. HRE7|YO| 7| SEH,52| BdS HUSALC
Ol &t LR[SHA 2Z7I8x2 HI2E7|2x0l Hoh (AHH) ROE, A& & ROEZ} 2F
OIS ZIoO, X7|XH2H|E(CoE)2 UL MatM, 2 AT0A F=5t= ROE/CoE
of Bw2 PY7|YUTONM 184, HIRZZ|HTOME 0615 7IFSL UASE & = U
= o 72%2 HiES

of
L2F7|Y 19.99%E Ct
Ol
AN

M

<Insert Table 3 here>
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4.2. 3|H =M

<H 4> CHHAZF 3|72 4 (Multivariate OLS regressions) 2108 2O ELCEH 2 (DO L}
EH 7|8l =AEROE)E PBRO| CHd Root F(h2el Heks O/X|z= HHH, Xp7|X2
H|&(CoE)2 /2Tt (-2 &S O|X|= A= LEtHL}E Ol 7|®el F7teAtLtH]

o

2(PBR)O| g1t At=H|E2| U 7|0 Qlgf AFElCte = A2 0[N o=

—

v

£3], 2 (2)-(5)0M PBRO|l CHSH ROE/CoES| FEA £ 0.9627~1.0064 H {0 =
StH, % O|2X o=zt 11 o 2T s 29
o
=

Yot= dHy BS AIASIH, HI
C

|.

Ct. Ol= ROE/CoE7} PBRS A
St X|X|Ste AntE sMEICH 2H (5)= HY

r

SO & RbMof w2k =Y = A= 7Yt olEH Xo|E n2{str| {3 HiFo&E O

Ol 4=(Payout dummy)E F7HH 22 SHSIRALE o 2o Zuto| =2 A58

Off AtMl& PBRO| BdHo=z F(-)2 = O/X= EHH, HiZ - dS (Payout)O| ==+

= PBRO| B ¥oz Fel Fes OTLCE £ 7Y Attt AL 2efE
&2

25 PBR2 BTXHO=Z HOHX|= g2 EQlot

<Insert Table 4 here>
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<H 5>= H22F H3E ZAS7| 8 ROE/CoE>1 @ R2F7|Y¥1F ROE/CoE<1 @l H]

F71gS 70 2l EMet 2oE ENEL 2Y 4)-(6)2 HIYOR0 W2t #=S
2

LET|ADS MO Z Bt <H 5> Panel A2] 2 (1)0|AM ROE/CoE2| FHA L= 10
o8t A4S HEO0|H, Ol TH HEZ2O0|Me| Zutet ORXIMX|Z= fidb LX|otCt. oHH,
ROE/CoE > 1 Q1 27| 0N HiE g T (Payout)= PBRO| CHol RoIst S(-)Q F&a O]
K= A2E LEtLE H2oE F2Mo 2 X[X[BtCt 2Lt CHH|E ROE/CoE2| 7| =7} 1
HCt QOI8lA 2 S EO|X|= ooz gops ZSHA X|X|siCtn E7|= Of#ECt =

OHﬂo

ol 2 (3)0lA ROE/COE x Payout 22882 SAHXME [{OISHX| Q4CH CiEt 2

o 0
N
o

@2t 2H (5), (6)2] ROE/CoER| FHAH = 247t XI0|& EO|EE H2e= NTHEo =
XIX|ECtn siMgt 4= QUCt MutMoz 7|Ho|M= HiZHE H|E0| PBRO| {2

0|t Gsk2 O|XICtD 27| &AL}

o
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S01, H|93Y|YS fyoz

rot

b <®# 5> Panel BO|M= EC} Y2tE|0 Fo|ojst Zut
7t BFECH AR, 2 )0 BT H e (Payout)2 PBRO| CHSH F2lot ()2l A
gixIct 2™, 2¥ (1)-3)0A PBRO| CHSF ROE/CoES| 7|0{=& 1ECH CHYZE {2
Al ECH AR, 28 (3)0M 2| ROE/COoE x Payout &S2h8%32 Qol0|gt A+)Q| S
HOIC} [2kA, 0|28t Panel B A= ZtZH H3a, H3b, H3cS X|X|BICE 2H (4)-(6)=
O|2X of=1t YX|ot ANE HOFCE HIY o200 M2 =71 2MMZ O[2H 0f
Fab YerE ZAaprp =AQIEICEH AFHIEO| gle HIREIH(EE 4)0lAE= ROE/COEL
633622 1HCH QO|8A EA LtEt
7|0 M = B g (Payout)O| PBRO| CHSH F2

o
S4%0| #S4+2 ROE/CoEQ| PBR 7|0{& ESH Z7t6HE A2 2 LIEFHCHEH (6)).

~
2
I.|‘|
N
=

ot B, digtigE 2A5ts HIRE

|3t Y2 FTS O/XHEH (5), Hi

<Insert Table 5 here>
<# 6>2 TN BE20AM STV|/HILS7|Y HOj#0 oot d=x8es Fotet
oM ZIE MARLEZM <# 5>° ZiE 4UsHA Agdett 2 ()0 =
Ch el

ot ROE/CoES| HAAMQ 7|0 = 2Z7|A0|AM 0.9764, H|SZ7| AN A
og

051252 R2[0jet X}0|§ HOJELE 2Y )2 3)2 7|0l ol HiZd S (Payout)
2 29|2] PBRO| 2(-)2 F&= OXl= AS EOELL OHXYHez 2Y 4= 2T
gol 8% HIYOE XtAZt PBRO| 72olot ()2 &S O[X|H, HRE7|Ho M= By
c ol detg DIMSS E0=Ch g, HRE7| Y

S E = HAXMOZ pBROY EHAQI
Me Higd 2 (Payout) HE0| =245 PBRO| 4582 EQELCE

<Insert Table 6 here>

43. F71 M. KOSPI vs. KOSDAQ2| & X0l Xjo|7} A=7}1?

<H 7>2 KOSPIL, KOSDAQ=2 =90 z|H2M2 st Z1t

=
=
FQ HAE0| i3 7|2EAE Hud ZME, B 3ol HEOA KOSPI 7|¥2
o

rOI-

KOSDAQ 7| 0] H|s{ B#X<o=2Z PBRII ROE/CoE= %

2 9 =Z LIEILC Ol KOSPIZF A=t 7Y 49 AIEQl HHEH KOSDAQ
7

MO FAWIIA0ILE By U BHAUN0| 2 J|Y0| T EFE ATl
TXY SHS HYH AW HEC
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JdgjLh 2 ¢ 0|2 o=F2.1 U 22F)2 KOSPVKOSDAQO| CHsH FAtHst==Z
PBRO| CH$F ROE/CoER| THHIA QI MHEHL2 KOSPI 2= KOSDAQ &% Of£0 a2t

2tX|X| QFOFOF SHC} Panel BUAl ROE/CoEE F AR ZEFOA LZZH o8t )2
FTHATE 2O0|H, aial 7t HI0| A& AT Qs =atX[X| AZFS EOECL Ol

-

2 AT (eg, SHE ctal, 20252 AEE= A2, 2 A7 H2EHO| I &

ol
=
7Y Tetol pBR 2800 S d35l= H REES AlAtSHL

—

O[S 2 <H 7>Panel COIME= <E 55X 3 ROE/CoE>1 ¢ 27|21 ROE/CoE<1
ol HRE7|YS LIF0 2HEASHRACE HiEd e (Payout)2 KOSPI %! KOSDAQ H|%
27| 2=0|AM PBRO| CHo Rolet &+ E2 O/ H3.E MUIEOZ X|X|BHC},

M

2 3 "eko| 3 7|= KOSPI H|LE 7| 01X 0.0840, KOSDAQ H|Z7|¥0A 0.3290
O & HOISiCt BHH, KOSPI H|2Z7|Y0AM&= ROE/CoES| 7|07t 0.73572 1ELCH &7
O|SIA ZoF H3bE USHA X|X|SH= HHEH KOSDAQ H|RE7|YOo|ME O|of CHet Zst

SA™ SAH7t 2AEX] =)

<Insert Table 7 here>

44. 248 d35: 7Ignd¥zu
H 2 Z4Hd A3 A0 MgnEesat thA 7| 0™ S IKFirm fixed effects)S
c{otICt. 71gndeis tYtezN HFEX e 7|8 Do =¥ 5450
7

al

SM =M, O]= ROE/CoERQ PBR Zto| ZAE EC HASHA HSot= O =X0| ULCL.
=
=

I (52 B (2 2 STVIYD LTS TG0 FWS At
=

=4 Z1f, PBRO| CHe ROE/CoEQ| FPA = THIHO

DAL 7| 72 HEO0| Ot 7|Y W & (within-firm variation)Ol| 7[ES}H0]
I:EIEI =

ISCH &7 LFEFLER|gE

A42 Mgste SN0 7|93 HoR HMECL KO 523 ML, ol MY sof
ME ROE/COES] FHAS7H 0Hs| £2 SAX K948 |XIekn Ut Araolct

21 HE20|M ROE/CoEQ| 7|0EE= 2 (50M 076052 FHE[N, H|L
o2 3t BH (62 FHEX|Q 0.7318LCt A LIELLHCE Ol 7|¥n™S

WE SHT O|20= 7[R0 ROE/CoEZF PBRO| 2Lt Z5HA EtEE S o|0|otCt
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dd e (Payout)2 H|RZ7|US 22 oF 2 (6)0 ATt PBRO| CHAH &2t

Ahel Fes DXz ALZE LIEtLL, HiEFMOo| WRY 27t H[REI(YoM =Lt
A[AFSHEE Ol2{gt ZA3t= ROE/CoEZF 7| ¢

12 FIHH2

= 7tX|e| =y 2 FReI0|2t
= = @79 o|2H 051 oM, & F2 2FEH 2ol ¥4dd

<Insert Table 8 here>

4.5. 7|99 o|EHel E4of met dF=0| HEpX| =71

= HoMs & a7 e A0 7|l olEA Ed0| o5 oEA FHEtX|=X]
HBSIALH <E 9>0] ZE IHEAAM 2 (1), @& A7 (Pooled), 2H (3), )= £
27| R (i.e,, ROE/CoE > 1 firms), 2 (5), (6)= HIF&7| R (i.e., ROE/CoE < 1 firms)= LCH&2

o
2 2MsiC}

—

1243t eict 2AM Zb ROE/CoEE PBRO| CHa{ 2tk
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Figure 1. 20| 74 PBRZ & HAHst=7I

£ 122 PBR, ROE, CoE, ROE/CoE2| FAM|E H|W L} Panel A= PBRI} ROEQ| ALY F7tgf(median)S

. o
HO|FCL} Panel BE PBRIM CoEL| V8 FZtif(median)2 & OFEC}. Panel C&= PBRI} ROE/CoER| G
= . o
& 7tgf(median)=2 2 O{E=Ct
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<¥ 1> PBR, ROE, CoE, ROE/CoE2] FA|

2 B B2

(PBR)2 3|A AT
ZM CIS 7|9 E

ratio model®| 7|2t

HE=sN)et Fo BHeso| g I

o
we B

F7hApet

HIE

2 PBR= F7HEEF)/BPSO|Ct. ROEE “AHH A ROE” £+ “7|Cf ROE”S

pPs MUK / 2| AHHE 7| BPSO|LCt CoE= Easton (2004)2| the price-earnings-growth (PEG)

ot LHAHAHZ| K= H| & (Implied CoE)O|Ct. ARASH Bl4=0| Fo|= 3.1. Zof| MEEO ATt

Fiscal year N PBR ROE CoE ROE/CoE
2011 153 1.49 16.10% 14.08% 1.00
2012 196 1.41 15.08% 13.53% 1.04
2013 312 1.45 14.87% 13.84% 1.10
2014 377 1.46 13.38% 12.13% 1.15
2015 412 1.50 12.49% 11.19% 1.09
2016 409 1.37 12.77% 11.21% 1.11
2017 410 1.56 13.26% 11.34% 1.16
2018 366 1.22 11.96% 12.06% 1.03
2019 395 1.41 11.73% 11.78% 1.00
2020 370 1.68 12.63% 11.24% 1.15
2021 414 1.78 13.07% 11.63% 1.19
2022 405 1.27 12.93% 14.07% 0.94
2023 414 1.27 11.31% 14.13% 0.90
2024 422 1.01 10.83% 14.16% 0.76
Total 5,055 1.40 12.78% 12.49% 1.04
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HT
kd

SHCH 2011~2024'E 7|1& ST 7| (KOSPI X KOSDAQ) 5,50571 7| ¥
9| Ex, HEHAL, Q1(p25), SHaL, Q3(p75)2 EOIELL 7|9l (realized)
ROEE AtEXN ROEZM 3A AU 7| 7|F EPS / BPSO|C} Payout2 HiEHECZ HIHYZ(EEF) /
|20|C}. Payout indicator= HAFHIEFO| 02CH 2 7|2 22 1, dAFHYEFO0| gl B2 02
SHHT2M Ln(Assets)2 7| XA RAHHAZIZL, LTD ratios E7|ALF / B
K&t Tangibility= R XA / S XY, Intangibility= FE XA 7 XA Lo(Firm age)= 2| A HZ0A 7|
MBS W Zto 18 st AFAZZE0|CE KOSPI indicator= KOSPI 7| €2] AL 1, KOSDAQ 7|¢9
7

=
8% 02 HO|#=0|Ct O] d&=XK|(outlier)2| RUHE Z[CHSH HIASY| 98 2= A%

ot

AL o m]
s A9 o

St?l 1% =M = (winsorize)SH Lt

N Mean SD p25 p50 p75
PBR 5,055 1.9604 1.8883 0.8500 1.4000 2.3100
ROE 5,055 0.1469 0.0912 0.0847 0.1278 0.1871
(realized) ROE 5,055 0.0773 0.1574 0.0395 0.0831 0.1361
CoE 5,055 0.1340 0.0553 0.0958 0.1249 0.1618
Payout 5,055 0.2297 0.3359 0.0227 0.1467 0.2847
Payout indicator 5,055 0.7557 0.4297 1.0000 1.0000 1.0000
Ln(Assets) 5,055 13.7733 1.6461 12.5000 13.5186 14.9152
LTD ratio 5,055 0.0462 0.0606 0.0000 0.0215 0.0712
Tangibility 5,055 0.3103 0.1790 0.1737 0.3053 0.4311
Intangibility 5,055 0.0555 0.0769 0.0096 0.0259 0.0657
Ln(Firm age) 5,055 3.1748 0.7380 2.7726 3.2189 3.7612
KOSPI indicator 5,055 0.5553 0.4970 0.0000 1.0000 1.0000
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<H 3> THHTZF BN

L

m
=

r

rL

714 (Null hypothesis)= PBR = 10|C}. X}0| &£
ZH2E 1%, 5%, 10%2| AN 72| dE2 LIEHHCE Panel B2 MM HE&E21t
2

H2E7Y 2o =82 52 Bogs Husigen, X0

=
S LIEFLHCE Rk kk kD

z\

8%

|:|.' 3

=

ot

—

OF2 { ZHE LIEHHCE wex s, 2

HE ROE/CoEO| 12CH X0 el 27| Yt 7Y

b Panel A= TN E=1t 7Y, HRE7|Y T0A PBRO| Bk, SUUS

=

HX™ O
O o —

Z+ZF

mjo

7432

1%, 5%, 10%2] SHN |2|’dS LtEHHCE

TEot0] THEE 2

Difference = 08 7| &2 2 StQUCH &

Difference=0E 7|=2

Panel A: PBR comparison

Pooled ROE/CoE > 1 ROE/CoE < 1 Difference
Mean 1.96%** 2.70%** 1. 15%** 1.55%**
(t-stat) (36.16) (39.71) (7.86) (32.79)
Median 1.40%** 2.04%** 0.92 1.12%**
(z-stat) (36.97) (41.42) (-0.19) (26.65)
N 5,055 2,632 2,423
Panel B: Mean comparison in firm characteristics

Pooled ROE/CoE > 1 ROE/CoE < 1 Difference
ROE and CoE
ROE 14.69% 19.87% 9.07% 10.80%***
(realized) ROE 7.73% 11.62% 3.50% 8. 12%p***
CoE 13.40% 11.46% 15.51% -4.05%%**
Variables in Baseline OLS
ROE/CoE 1.25 1.84 0.61 1.23%**
Payout 22.97% 19.99% 26.20% -6.21%%**
Payout indicator 0.76 0.79 0.72 0.07%**
Ln(Assets) 13.77 13.41 14.17 -0.76%**
LTD ratio 4.62% 4.08% 5.21% -1.13%%**
Tangibility 31.03% 29.02% 33.21% -4.20%%**
Intangibility 5.55% 5.52% 5.57% -0.05%
Ln(Firm age) 3.17 3.06 3.30 -0.24%**
KOSPI indicator 0.56 0.47 0.65 -0.18***
Additional firm characteristics
Dividend yield 1.77% 1.58% 1.99% -0.40%***
Sales growth 9.88% 14.08% 5.32% 8.76%%**
R&D expenses / Assets 1.31% 1.54% 1.06% 0.48%%**
CAPEX / Assets 4.93% 5.36% 4.47% 0.899%%**
Beta (52 weeks) 0.90 0.90 0.90 -0.00
Alpha (52 weeks) 4.67% 8.66% 0.33% 8.34%***
Stock volatility (52 weeks) 0.0267 0.0276 0.0255 0.0021***
N 5,055 2,632 2,423
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<E 4> 2|H =M Z 1} Baseline analysis

= HEe 4 13)2 2HEM Aot F&5Ha= 7[¥e| PBROICE 2H (2)(5)M A ROE/COE coefficient
A

test2 A (13)Q By = 10 Oieh FtestE HAlSH ZIMO|H, p S ENSCE RE 2|40 Y S A
NYBINFE)E F7IOHACH 22 2 7|2t O|Z2d & 7|YEel SAHTE et ¢ ¢S HEHCL

A
=]
wen e w2 202 10, 5%, 10%2] S RS LERIILE

Variables (1) 2) 3) @) (5)
ROE 10.5483***
(21.713)
CoE -5.2982%**
(-9.090)
ROE/CoE 0.9938%** 0.9887*** 0.9627*** 1.0064***
(15.770) (15.728) (15.422) (15.545)
Payout -0.1690%*** -0.0970 0.2119%**
(-2.649) (-1.570) (3.443)
Payout indicator -0.7123%%**
(-7.620)
Ln(Assets) -0.1407*** -0.1156%**
(-4.562) (-3.879)
LTD ratio 0.8646* 0.5214
(1.736) (1.063)
Tangibility 0.3504 0.2465
(1.357) (0.982)
Intangibility 0.7114 0.4622
(1.312) (0.863)
Ln(Firm age) -0.2017%** -0.1751%**
(-3.968) (-3.5406)
KOSPI indicator -0.0261 0.0150
(-0.237) (0.140)

ROE/CoE coefficient test

bl =1 - p-val =0.92 p-val =0.86 p-val =0.55 p-val =0.92
Intercept Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes

N 5,055 5,055 5,055 5,055 5,055
Adjusted R-sq 0.492 0.463 0.464 0.481 0.499
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<E 5> 2|H=MZ1}: Subsample analysis by ROE/CoE

=2 HE ROE/CoEO| 1ECH EX|0f M2t 7|0 HLE7|YS 2310 A (13)9 3|HEMS MAISH Zuto|ct, &= 7|2 PBROI|CE. Panel
AL ZE HEOA 2 4=

ret

=
A= ROE/CoE > 1 Q2 7|%(e., SH7|Y), Panel BE ROE/CoE <1 Q| 7|Q(ie., HIRZZI)0 stE3I0] 3| EMS o}
FHIEO| Sl 7Ig, 2" (52 (6)2 dFHIE0| U= 7|YHeS A2 BMSIFLH ROE/COE coefficient test= A (13)2] B, = 10 CHBt F-testE A AT
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7|zt ol2E A VYTl ERHAHYS AU t ¢S LIEFHEE o wx ok 2 Z4ZF 1%, 5%, 10%2] SAY 72ldS LtEHO

o

Panel A: ROE/CoE > 1 firms

Payout =0 Payout > 0 Payout >0
Variables (1) ) (3) 4) (5) (6)
ROE/CoE 0.9528%** 0.9487%** 0.9594% % 1.0142% %% 0.9357%#* 0.9338%**
(10.964) (10.821) (8.934) (5.121) (9.536) (7.215)
Payout -0.3363%* 0.1364 0.2446 0.1974 0.1833
(-2.096) (0.885) (0.578) (1.317) (0.417)
ROE/CoE x Payout -0.0628 0.0081
(-0.241) (0.030)
Payout indicator -0.7982%** -0.7968***
(-4.965) (-4.965)
Ln(Assets) -0.1882%** -0.1480%** -0.1487#%* -0.2226 -0.1230%** -0.1229%*
(-3.513) (-2.804) (-2.820) (-1.380) (-2.794) (-2.793)
LTD ratio 1.6907* 1.2476 1.2458 0.5601 0.9629 0.9622
(1.886) (1.413) (1.410) (0.320) (1.022) (1.020)
Tangibility 0.2860 0.2939 0.2923 -0.7913 0.5034 0.5039
(0.684) (0.720) (0.717) (-0.806) (1.317) (1.320)
Intangibility 0.8742 0.5102 0.5040 -0.4047 0.2409 0.2425
(0.989) (0.590) (0.581) (-0.239) (0.242) (0.243)
Ln(Firm age) -0.3089%** -0.2885%** -0.2885%** -0.2824 -0.2890%** -0.2890%**
(-3.766) (-3.556) (-3.557) (-1.407) (-3.543) (-3.542)
KOSPI indicator 0.2601 0.2875* 0.2884* 0.3302 0.1872 0.1871
(1.517) (1.724) (1.732) (0.740) (1.198) (1.198)
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ROE/CoE coefficient test

bl =1 p-val =0.59 p-val =0.56 p-val=0.71 p-val =0.94 p-val =0.51 p-val =0.61
#(PBR < 1) 301 24 277
%(PBR < 1) 11.44% 4.30% 13.36%
Intercept Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 2,632 2,632 2,632 558 2,074 2,074
Adjusted R-sq 0.425 0.440 0.440 0.438 0.434 0.434
Panel B: ROE/CoE < 1 firms
Payout =0 Payout > 0 Payout >0
Variables (1) (2) (3) (4) (5) (6)
ROE/CoE 0.5735%** 0.8331%** 0.7045%** 0.6336%** 0.9577%** 0.7719%**
(6.422) (9.363) (6.596) (2.986) (9.129) (8.172)
Payout -0.0302 0.1680%** -0.0926 0.1665%** -0.0693
(-0.661) (3.524) (-0.909) (3.220) (-0.795)
ROE/CoE x Payout 0.5271%** 0.4649*
(2.100) (1.933)
Payout indicator -0.5193%%* -0.5220%**
(-8.362) (-8.420)
Ln(Assets) -0.0871%*** -0.0739%*** -0.0756*** -0.1661*** -0.0299 -0.0310
(-4.198) (-3.689) (-3.816) (-2.629) (-1.462) (-1.521)
LTD ratio 0.0377 -0.1035 -0.0873 -0.8205 -0.1106 -0.0736
(0.126) (-0.354) (-0.300) (-1.024) (-0.349) (-0.229)
Tangibility 0.4241%* 0.3017 0.2859 -0.3513 0.5120%+** 0.4944 %%
(1.959) (1.418) (1.377) (-0.688) (2.762) (2.750)
Intangibility 0.5432 0.4197 0.4102 -0.5874 0.9929%+%* 0.9485%+%*
(1.541) (1.167) (1.145) (-0.786) (2.985) (2.839)
Ln(Firm age) -0.0988*** -0.0730%** -0.0696** -0.1259 -0.0213 -0.0189
(-2.737) (-2.172) (-2.080) (-1.248) (-0.653) (-0.585)
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KOSPI indicator

ROE/CoE coefficient test
bl=1

#PBR < 1)
%(PBR < 1)

Intercept

Year FE
Industry FE
Firm clustering
N

Adjusted R-sq

-0.2969%*
(-3.352)

p-val = 0.00%***

1,350
55.72%

Yes
Yes
Yes
Yes
2,423
0.302

-0.257 5%
(-2.947)

p-val = 0.06*

Yes
Yes
Yes
Yes
2,423
0.335

-0.2582%%%
(-2.980)

p-val = 0.01%**

Yes
Yes
Yes
Yes
2,423
0.337

-0.1719
(-0.868)

p-val = 0.09%*

264
39.00%

Yes
Yes
Yes
Yes
677
0.301

0301 1%**
(-3.073)

p-val =0.69

1,086
62.20%

Yes
Yes
Yes
Yes
1,746
0.330

-0.3017%%*
(-3.098)

p-val = 0.02**

Yes
Yes
Yes
Yes
1,746
0.335
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<H 6> OLS regressions with the interaction terms

= HE Indicator(ROE/CoE > N2t 2 XES F7iet =|FEM S HAlgt Znoltt, &= 7Y

o
PBRO|C}. Indicator(ROE/CoE > 1)& 7| Z% 1, HIRE7|YS &% 0@ HO|H==0|Ct. ROE/CoE

A

coefficient test2 FZ7| Y0l CHet 4 (13)Q g, =1 (F, atb=1)2 @'t ZIO|H a+b2| FZA 2k F-test

of Mg p & ENoCh

1ot

b H|

13)9 B =1 (5, a=1)2| p &= N 2130t

= . [~} i}
BE A= A R HE NFIINFE)E FUIGIACHL = ¢h2 7|Y¥7h o|EY H TR 2
HES Zotet ¢ 43 LIEFHTE s wox v 2 282F 19, 5%, 10%2] 8AH F2|dS LIEHHCE
Variables @) 2 3) @)
ROE/CoE: a 0.5125%** 0.9439%** 0.5217%** 0.7799%**
(5.413) (11.320) (5.487) (7.984)
ROE/CoE x Indicator(ROE/CoE > 1): b 0.4639%** 0.4516%** 0.1879
(3.530) (3.432) (1.423)
Payout -0.1013 0.0013 -0.0113 0.1881%***
(-1.640) (0.026) (-0.210) (3.387)
Payout x Indicator(ROE/CoE > 1) -0.3368** -0.3162** -0.0003
(-2.260) (-2.120) (-0.002)
Payout indicator -0.5319%**
(-7.218)
Payout indicator x Indicator(ROE/CoE > 1) -0.3398**
(-2.374)
Indicator(ROE/CoE > 1) -0.2853* 0.1204 -0.2075 0.2446
(-1.804) (1.340) (-1.281) (1.200)
ROE/CoE coefficient test
bl for ROE/CoE > 1 firms: a+b 0.9764 - 0.9733 0.9678
atb =1 p-val =0.79 - p-val =0.77 p-val =0.72
bl for ROE/CoE < 1 firms: a
a=1 p-val = 0.00%** - p-val = 0.00%** p-val = 0.02%*
Intercept Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes
N 5,055 5,055 5,055 5,055
Adjusted R-sq 0.483 0.482 0.483 0.500

43



<H 7> KOSPI vs. KOSDAQ

2 HO| Panel A& KOSPIZt KOSDAQ
Panel B&= KOSPI, KOSDAQ 7| ¥
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PBRO|C}. Panel C= F7}X 92 ROE/CoEO| 1ECH 2X|0f e}
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Panel A: Mean comparison between KOSPI and KOSDAQ

KOSPI KOSDAQ
Mean Median Mean Median
PBR 1.54 1.07 2.48 1.85
ROE/CoE 1.12 0.90 1.42 1.20
Payout 27.65% 18.09% 17.11% 10.85%
N 2,807 2,248
Panel B: KOSPI vs. KOSDAQ
KOSPI KOSDAQ
Variables (D) (2) 3) 4)
ROE/CoE 0.9408*** 0.9787*** 0.9632%*x* 1.0004%**
(11.391) (11.495) (10.437) (10.444)
Payout 0.0032 0.1356** -0.2513* 0.3895%*
(0.049) (2.219) (-1.724) (2.245)
Payout indicator -0.4512%** -(0.8372%%*
(-3.707) (-5.838)
Ln(Assets) -0.0897 % -0.0835%* -0.2728 %% -0.2125%%
(-2.639) (-2.568) (-3.000) (-2.375)
LTD ratio 1.1979* 1.0210 1.0049 0.4084
(1.677) (1.471) (1.338) (0.541)
Tangibility 0.9975%%x* 0.9420%** -0.1415 -0.3299
(3.168) (3.054) (-0.320) (-0.758)
Intangibility 0.2681 0.2048 0.8536 0.4457
(0.300) (0.233) (1.445) (0.778)
Ln(Firm age) -0.1250%* -0.1098** -0.3340%** -0.3073***
(-2.371) (-2.109) (-2.763) (-2.633)
Intercept Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes
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N 2,807 2,807 2,248 2,248
Adjusted R-sq 0.559 0.566 0.426 0.448

Panel C: ROE/CoE analysis

KOSPI KOSDAQ
ROE/CoE > 1 ROE/CoE < 1 ROE/CoE > 1 ROE/CoE <1
firms firms firms firms

Variables 8 (2) 3) 4
ROE/CoE 0.9349%x*x 0.7357%** 0.9675%** 0.9528**x*

(7.777) (11.066) (7.930) (4.890)
Payout 0.1954 0.0840%* 0.0965 0.3290%**

(0.938) (2.576) (0.311) (2.137)
Payout indicator -0.6126* -0.3294 % -0.7830%** -0.6658%**

(-1.866) (-6.204) (-4.001) (-5.069)
ROE/CoE coefficient test
bl=1 p-val =0.59 p-val = 0.00%*** p-val =0.79 p-val = 0.81
#(PBR < 1) 235 1,052 66 298
%(PBR < 1) 19.06% 66.84% 4.72% 35.10%
Intercept Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes
N 1,233 1,574 1,399 849
Adjusted R-sq 0.508 0.444 0.429 0.260
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<3 8> Robustness tests: Firm FE

2 BEe Z2dd A3S fIoto 71gn¥EakFirm FE)E 128t 4 (13)Q] 3|24 S HAlst ZAnto|ct
2 (52 (6)0M= FIHH2Z ROE/CoEO| 1HLE 2X|0f M2t L&7|Hat HREI|HS 230 2|7
ZMSIUCE ZE 2HA0= 7Y X HE APRINFE)E F7ISIRACE H= 42 7[get Ol2d & 7|
HEHe SHAEHZS Aot ¢ L2 LIEHHTE oo wex w2 ZEZE 195 5%, 10%2] SHX 72|dS LtEHACE
ROE/CoE>  ROE/CoE <
1 firms 1 firms
Variables (1) (2) (3) (4) (5) (6)
ROE 9.8171%*x*
(16.537)
CoE 22,9753 %
(-6.438)
ROE/CoE 0.7864*** 0.8054*** 0.8011%** 0.7605%** 0.7318%**
(11.908) (11.698) (11.723) (8.421) (9.343)
Payout 0.1293%** 0.1365%* 0.1883 0.0978**
(1.973) (2.110) (0.830) (2.348)
Payout indicator -0.2720%%%  0.2422%* -0.5270%*  -0.1830%**
(-2.620) (-2.324) (-2.172) (-2.750)
Ln(Assets) -0.2051* 0.0512 -0.0651
(-1.707) (0.248) (-0.613)
LTD ratio 0.6726 0.9084 -0.3458
(1.269) (0.848) (-0.718)
Tangibility 0.5346 0.3818 0.3668
(1.181) (0.435) (1.074)
Intangibility -1.0267 -2.5084%* 0.5567
(-1.417) (-1.963) (1.111)
Ln(Firm age) -0.4430%* -0.9085%* -0.0592
(-1.942) (-1.996) (-0.555)
KOSPI indicator 0.8463 1.0797 0.5790
(1.352) (1.204) (1.214)
Intercept Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 5,055 5,055 5,055 5,055 2,632 2,423
Adjusted R-sq 0.755 0.737 0.739 0.742 0.712 0.801
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Panel A: Negative income firms

Pooled ROE/CoE > 1 firms
(realized)ROE > 0 (realized)ROE < 0 (realized)ROE > 0 (realized)ROE < 0 (re

Variables (1) 2) 3) 4)
ROE/CoE 0.9810%%** 1.3593*** 0.9394%*x* 1.1611%**

(14.521) (5.324) (10.614) (2.677)
Payout 0.2085%** 0.3047 0.2018 n.a.

(3.298) (0.926) (1.321)
Payout indicator -0.5518*** -0.9618* -0.6024*** -2.3091*

(-5.092) (-1.900) (-3.553) (-1.677)
Intercept Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes
N 4,568 487 2,506 126
Adjusted R-sq 0.504 0.576 0.424 0.605
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Panel B: Negative cash flow firms

Pooled ROE/CoE > 1 firms ROE/CoE < 1 firms
OCF(t)>0 OCF(t) <0 OCF(t)>0 OCF(t) <0 OCF(t) >0 OCF(t) <0

Variables (1) 2) 3) @) 5) (6)
ROE/CoE 0.9601*** 1.5135%** 0.92347%*x* 1.3195%** 0.8777%** 0.7523%*

(14.993) (6.546) (10.663) (3.006) (11.084) (2.463)
Payout 0.2312%** 0.0648 0.1960 -0.4174 0.1878%** 0.0123

(3.565) (0.402) (1.292) (-0.613) (3.355) (0.098)
Payout indicator -0.5647*** -0.8885%** -0.6720%*** -0.4362 -0.3890*** -0.6896***

(-5.723) (-4.151) (-3.941) (-0.833) (-6.102) (-4.104)
Intercept Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 4,434 621 2,397 235 2,037 386
Adjusted R-sq 0.525 0.496 0.448 0.463 0.407 0.355
Panel C: Negative sales growth firms

Pooled ROE/CoE > 1 firms ROE/CoE < 1 firms
Sales(t) > Sales(t-1) Sales(t) < Sales(t-1) Sales(t) > Sales(t-1) Sales(t) < Sales(t-1) Sales(t) > Sales(t-1) Sales(t) < Sales(t-1)

Variables (1) 2) 3) @) 5) (6)
ROE/CoE 1.0037%** 0.9177%%* 0.9610%** 0.7543%*x* 0.8434%** 0.7907%**

(13.773) (8.352) (10.043) (4.335) (7.929) (5.240)
Payout 0.1558%* 0.2924%** 0.0760 0.3761%* 0.1480%* 0.2049%*

(1.750) (3.460) (0.351) (2.199) (2.101) (2.228)
Payout indicator -0.7334%** -0.6421*** -0.8256%** -0.8955%** -0.5289%** -0.4563***

(-6.536) (-5.252) (-4.495) (-3.908) (-6.736) (-5.101)
Intercept Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 3,718 1,337 2,140 492 1,578 845
Adjusted R-sq 0.506 0.444 0.443 0.430 0.400 0.325
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Panel D: R&D firms

Pooled ROE/CoE > 1 firms ROE/CoE < 1 firms
R&D(t) > 0 R&D(t) =0 R&D(t) > 0 R&D() =0 R&D(t) >0 R&D(t) =0
Variables (1) 2) 3) @) 5) (6)
ROE/CoE 1.0149%** 0.9611%** 0.9721%** 0.8949%** 0.8724%** 0.6382%**
(11.610) (11.354) (8.404) (7.650) (6.846) (5.789)
Payout 0.3132%** 0.0582 0.2788 -0.2644 0.2382%%* 0.0786
(3.592) (0.761) (1.310) (-1.077) (3.360) (1.451)
Payout indicator -0.7989*** -0.5736%** -0.8954%** -0.6654** -0.5636*** -0.3776***
(-6.479) (-3.980) (-4.363) (-2.563) (-6.496) (-4.504)
Intercept Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 3,241 1,814 1,705 927 1,536 887
Adjusted R-sq 0.503 0.530 0.463 0.440 0.323 0.439
Panel E: High stock volatility firms
Pooled ROE/CoE > 1 firms ROE/CoE < 1 firms
High stock volatility Low stock volatility High stock volatility Low stock volatility High stock volatility Low stock volatility
Variables (1) 2) 3) @) 5) (6)
ROE/CoE 1.0601%** 0.7680%** 1.0338#** 0.7173%** 0.8913%** 0.5752%**
(12.722) (9.880) (8.489) (7.047) (6.121) (8.544)
Payout 0.4346%** 0.0532 0.5012%* 0.0352 0.3152%** 0.0474
(3.778) (1.061) (2.158) (0.242) (3.034) (1.604)
Payout indicator -0.7049%** -0.3996%** -0.7067*** -0.6528*** -0.5946%** -0.2322%**
(-5.786) (-3.983) (-3.687) (-2.879) (-6.116) (-4.544)
Intercept Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 2,527 2,528 1,316 1,316 1,211 1,212
Adjusted R-sq 0.468 0.570 0.402 0.548 0.303 0.491
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<E 10> (HX|EE B8 EEDF
2 Ei HNE BES YR @ 4 (13)9 S|EA ZBo|ch FH@SE 7|90l pBRO|CE BEE
2 floll panel AE 7|2l “AtMA ROE” & “7|0f ROE”7} Ot S&MQl (realized) ROES AHESHD, 7|
20| Xt7|AtZH[ 2| HMAIEZMN BetaE ZETICE Panel BE FYE Betall CAPME 7|HI2Z Bt X}7|
AH2H| &2 &%) Panel C2F D= & AT FQME (Primary sample)O| Al CHMX|ES0| 7t8% HEZ
o2 4 (130 HHRHS HACL BE MO MY U A= DHINFES FIFSHALC
S Or2 7|Qi7h ORI T 7|YCHY SBAE YD ZOISH g2 LEEFACH wxx %k % & ZEZE 19 5%, 10%
o SAH Fol'dS LIEtHLY.
Sample extension with the firm's ex-post ROE and CoE
Panel A: (realized) ROE and beta in the extended sample
High Low
(realized) (realized)
ROE/Beta ROE/Beta
Pooled Pooled Pooled Pooled firms firms
Variables @)) 2 3) 4 5 (6)
(realized) ROE -1.5557***
(-18.389)
Beta 0.7176%**
(13.154)
(realized) ROE/Beta -0.0004***  -0.0004***  -0.0003*** 0.0495 -0.0003***
(-22.591) (-26.913) (-24.348) (1.635) (-16.486)
Payout -0.0299 -0.0399 0.1891* -0.0004
(-0.743) (-1.020) (1.943) (-0.011)
Payout indicator -0.7568***  -0.5316***  -0.4669%**  -(.5842%%**
(-14.800) (-11.143) (-7.730) (-9.355)
Intercept Yes Yes Yes Yes Yes Yes
Controls No No No Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 25,210 25,210 25,210 25,210 12,605 12,605
Adjusted R-sq 0.281 0.193 0.221 0.248 0.233 0.264
Panel B: (realized) ROE and CAPM CoE in the extended sample
(realized) (realized)
ROE/CAPM ROE/CAPM
CoE > 1 CoE <1
Pooled Pooled Pooled Pooled firms firms
Variables @)) 2 3) 4 5 (6)
(realized) ROE -1.5508%**
(-18.259)
CAPM CoE 4.5588%**
(8.480)
(realized) ROE/CAPM CoE -0.0008 -0.0007 -0.0006 0.0005%*x* -0.0009
(-1.590) (-1.480) (-1.404) (3.086) (-1.287)
Payout -0.0306 -0.0406 0.7673%** -0.0034
(-0.761) (-1.037) (4.338) (-0.100)
Payout indicator -0.7554***  -0.5299***  -0.6291***  -0.6295%**
(-14.779) (-11.109) (-7.959) (-12.713)
Intercept Yes Yes Yes Yes Yes Yes
Controls No No No Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
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Firm clustering Yes Yes Yes Yes Yes Yes
N 25,210 25,210 25,210 25,210 7,409 17,801
Adjusted R-sq 0.271 0.193 0.221 0.248 0.231 0.269
Primary sample with the firm's ex-post ROE and CoE
Panel C: (realized) ROE and beta in the primary sample
High Low
(realized) (realized)
ROE/Beta ROE/Beta
Pooled Pooled Pooled Pooled firms firms
Variables @)) 2 3) 4 5 (6)
(realized) ROE -0.2628
(-0.623)
Beta 0.5151%**
(4.839)
(realized) ROE/Beta 0.0399 0.0664*** 0.0492%* 0.0774** -0.9620*
(1.481) (2.600) (2.095) (2.419) (-1.712)
Payout -0.1355* -0.0932 0.3835 -0.0246
(-1.804) (-1.231) (1.628) (-0.317)
Payout indicator -0.5309***  -0.3998***  -0.5908***  -0.3548%**
(-4.758) (-3.579) (-3.045) (-2.712)
Intercept Yes Yes Yes Yes Yes Yes
Controls No No No Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 5,031 5,031 5,031 5,031 2,516 2,515
Adjusted R-sq 0.281 0.273 0.287 0.312 0.318 0.357
Panel D: (realized) ROE and CAPM CoE in the primary sample
(realized) (realized)
ROE/CAPM ROE/CAPM
CoE > 1 CoE <1
Pooled Pooled Pooled Pooled firms firms
Variables @)) 2 3) 4 5 (6)
(realized) ROE -0.3115
(-0.740)
CAPM CoE 1.7725
(1.629)
(realized) ROE/CAPM CoE -0.0127 0.0236 0.0100 0.2472%** -0.2036%**
(-0.346) (0.593) (0.265) (3.855) (-3.936)
Payout -0.1231 -0.0907 0.5838%** -0.0265
(-1.495) (-1.107) (2.093) (-0.368)
Payout indicator -0.5541***  -0.4052***  -0.6606*** -0.2968**
(-4.783) (-3.504) (-3.344) (-2.504)
Intercept Yes Yes Yes Yes Yes Yes
Controls No No No Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Firm clustering Yes Yes Yes Yes Yes Yes
N 5,031 5,031 5,031 5,031 2,258 2,773
Adjusted R-sq 0.274 0.273 0.287 0.312 0.342 0.370
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