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ABSTRACT

An Empirical Study on Market Impact of

Economic Value Added

Im, Jeong-Gi

Advisor : Prof. Kim, An-Gyu, Ph. D.
Department of Accounting

Graduate School

Chosun University

Exact estimation of the values of corporations is very important, but very
hard because the value of corporations is constantly changing according to
future conditions. In the past, corporations used accounting profits which was
a traditional achievement measurement to asses their management achievement
and values. However, these days, as they turned their attention to quality of
management beyond quantitative growth, they are more interested in economic
added wvalues.

The reason they are interested in the added value focusing on value
management is that the traditional assessment method that uses accounting
profits as a measurement standard can not evaluate the added value that shows
real achievement of corporations appropriately. However, most of the Korean
corporations still evaluate their values based on traditional accounting profits.

As the variables such as short-term net profit that has been used as a
measurement variable of corporation value have conceptional limits, they are not

enough to be used as a single variable to measure profits. However, as the

_iv_



Economic Value Added is a standard to establish goals to create values for the
management, investors can effectively use it as an index to measure the
achievement of corporations properly.

Therefore, this study examined the market effects of Economic Value Added
focusing on information effects on Economic Value Added in addition to
theoretical review on Economic Value Added that has been highly approved of
the management achievement indexes. It used Cumulative average residual as a
value index and Gross Margin, Operating Profit, Ordinary Profit and Economic
Value Added as traditional achievement indexes.

This study conducted a regression analysis with Cumulative average residual
as sub-variable and Gross Margin, Operating Profit, Ordinary Profit as
independent variables and found that all the variables had negative regression
coefficients.

And, it used a stepwise method to identify relative significance of Economic
Value Added compared to traditional achievement measurements and as a result,
produced a total of three regression models by adding variables of Cumulative
average residual one-by-one. However, as the expected variables such as
Economic Value Added and AEconomic Value Added were eliminated,
Cumulative average residual was not explained significantly.

The limit of this study is that it used numbers and concepts published by the
Korea Exchange. As the Economic Value Added of the Korea Exchange
includes only profit and loss through sales as investment and post-tax new sale
profit while excluding profit and loss by investment and financial activities, it is
different from the Economic Value Added of Stern Stewart Co. which considers
investment and financial activities as activities for corporations to create
Economic Value Added and so it can not be considered as exact assessment of
the Economic Value Added. To overcome the problem in measurement, we need

further studies on assessment of exact Economic Value Added.
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7}. Stewart(1991)10)

Stewart™ 1984WF-E 1988W7tA W= Az AFAEE ol &3kl 6187 714
55 Ao E A5o® EVAS MVAY #AE #Ast=d EVASY MVAE
T EE ATRBRAE Kol i FAHAAeH oA (-)°] EVAS (-)9] MVA
Abolol = 4@#AAZE YERA @3 dAe=d 1 olf= EVAZE ()90 V1S
FAoz Nge sk, Az, ALFA, Gy 22 Ao BT shEA ol

ol MVAE 934177 wiolgn 4359
Y. Chen & Dodd® 9 +(1996)11)

Chen and Dodd¥ 19921 Stewart 1000 © o] Bl vl o] 29} 1983 ¥-E 1992\ 7} 4]
9] Compustat Hlo]E & o]&3to] 56671 X279 EVASF =71+ 3 =94 A
Fote] #AE AFsA e, #9494 AEEZ EVA, Rl ROA, EPS 183 ROEZ
AbgE T BA AN, FEEVAZE FAFAES ®MEAS oF 202% AW,
ROAE 9F 245% 5 AWsle 3oz ey

T3 RIE 194%%Z, EPS¢ ROE: + 5 =
T Aoz veidt. et olfd EAARE Tt FAFYES AWsie W
T2 EVAZF #4% ¥ obdn, webad EVASH 37 & AxFZE0] LefH o

oF & da7t du& At

10) G. B. Stewart, "The Quest for Value : The EVA Management Guide”, Harper
Business, (1991), pp. 306~ 350.

11) Dodd, James L. & Chen, Shemin, "EVA: A new panacea?”, Business and FEco-
nomic Feview, (Columbia : Jul-Sep 1996, Vol. 42), pp. 26~28.

_19_



tt. Lehn & Makhija(1996)12)¢] A

Lehn & Makhijai= 19871, 1988y, 19921 18] 1993l A 2417 W =7]d S
oz FAFAdER 6719 FAAzeG] #BAE BASAT. 152 EVAY
MVA7} & %4 EERT 29 o FAFYdES & Adsta v
FARoH, FAFAEY FAAAE A5 23 EVA 59%, MVA 58%, ROE
46%, ROA 46% —12]31 ROS(Return On Sales) 39%Z 4] EVAZ} & Xol& oFYy
AR g FAARERT FAFYES O & AWsta v FHFs A

T 252 EVAS MVA©l 713 7199 A7t CEO sfjiel & mA=
29}  EVA/MVASY 71x2%4 (Corporate Focus) 9 #HAE  AFEAEH,

r'::
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>
N
12
it

EVA/MVA ¢ CEO ol #= 9 #A7E 3 7[d& 5o o JFst= 719 E0l
a8x gL VR m$ =& MVAZ BoFa gden, 15L& EVASY
MVA7Z} 71909 Ak oalZA o] Ao e ARE x£dstn AgFwHste] 2359
g5 st ZRHd AASFAARG FAs A

2}. Milunovich & Tsuei(1996)¢] QF13)

Milunovich & Tsuei®] A5+ EVA, F9wold 4% E, ROE, 9Tl 59
dgAdI ZAHAAE0] MVAS W% E(variation) S dvuly 2 93ty =rts A5
HAAY 7IdES o= HAS5sdt.

B4 A3 EVAZF MVAY HEEL 42%2 AWsle] b 943 ARG

12) Lehn, K., Makhija, A. K, "EVA & MVA : As Performance Measures and
Signals for Strategic Change”, Strategy & Leadersfip, (Vol. 24, 1996), pp. 34~
38.

13) Milunovich Steven and Albert Tsuei, "EVA in the Computer Industry”, Jowurna/
of Applied Corporate Finance, (Spring 1996). p. 12.
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vl. Bacidore et al. 9] A +(1997)15)

Bacidore et al.9] dAFoAE EVAY Z¥y49dE o=589S #A=37] Yl

14) O'byrne, S. F., "EVA and Market Value”, Journa/ of Corporate Finance, (1996),
pp. 116~125.

15) Bacidore, J. boquist., J. Milbourn. T and Thakor, A., "The search for the best
financial performance measure”, Frnancial Analvsts Journal, (May/June, 1997), p.
12.
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A}. Biddle® Bow en(1998)2] 4 --16)

Biddle?} Bowen< EVAZF @AF9 3]Ao]lojrmnt FAF0&3 7|7k 9 ¢
Hddo] AuteE FAL HAFsa oy o] EVAS oW FAS8AV ¢ ¥
TAE s YEAE Hurs AT o5 AT A, EVA, FFojold], o
A955 59 498 AFAHAE A3 vlusdh

i d A B4 A E (relative information content test)oll ©]&tw 3] Al o] o] Tt}
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Attt T EEH 2 E(Incremental test)oll 93tH EVAS FAS8 AT FAYE do
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16) G. C. Biddle, and R. M. Bowen, "Economic Value Added : Some Empirical
Evidence”, Managerial Finance(Nov, 1998), p. 60.
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BAEA B e HoFa Jon, T AAAFY FHERFAE vy
Ao EVAE 2757199 HIGH X EZZ oA EPSEY ¢ 438 Aoz 1}
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17) D. Clinton, and S. Chen, "Do New Performance Measures Measure Up?”,
Management Accounting(USA, Oct, 1988), pp. 38 ~42.

18) olAl&E, “7IA7HAH 7 AR 2 AAF FI7EAY F&A T AFATT,
(AFSER) 8, SO ShaL, 1996).
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