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ABSTRACT

An Empirical Study on the Performance of the Value
Investment Strategy in the Korean Stock Market

Oh, Jin—-Geun
Advisor: Prof. Lee, Han—Jae, Ph.D.
Department of Business Administration

Graduate School of Chosun University

This paper studies the performance of the value investment strategy by using
such ratio as book-to market, earnings to price, and cash flow to price based
on firm size and past stock returnt- in the Korean Stock Market. In this
research, major sources of anomalies for the investment performance of book-to
market ratios(or earnings to price and cash flow to price) are found among the
non-financial listed companies whose fiscal year ends at December in the
Korean Stock Exchange between 1981 and 2004.

The empirical results of this paper can be summarized as follows:

First, this study finds that value stocks with high ratios of the book to
market and cash flow to price have higher average returns than growth stocks
with low ratios. This paper finds that value stocks with high earnings to price
ratios do not have higher average returns than growth stocks with low ratios.
Second, this paper finds that the performance of the value investment strategy
based on firm size is higher than that of the simple value investment strategy.
Third, this paper finds that the performance of the value investment strategy
based on past stock returns is higher than that of the simple value investment

strategy.
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<FE =2
<FEE D WaEl 72 AFG REEHL)
TE | TAEs 2AwE [ F7 | E0n) [ 3AFYE
Panel A @ B/Mol 9gt X EZZ 2 T4
Goaa=)| 060747 14,959° 29,996° 24.677° 0.5306°
(11.815) (8.894) (8.380) (132.084) (6.469)
N1 1.1034° 17,535 18,1387 24.269° 0.2889°
(9.505) (10.602) (12.151) | (127.743) (3.486)
N2 1.5815° 20,624° 15,8907 24.129° 0.1980°
(8.045) (11.604) (11.201) | (126.250) (2.351)
N3 2.3968° 25,266° 13,616° 23.913° 0.1130
(6.448) (9.741) (10.558) | (129.707) (1.403)
VIR 6.1431° 32,919° 11,794° 23.831° 0.0352
(4.261) (13.109) (6.722) (137.704) (0.471)
Panel B : E/Po] ¢lgt X EZ g o T4
Goam=)| ~0.7125° -2,740° 11,995 23.738° 0.1173
°cer (-4.684) (-4.783) (5.500) (123.625) (1.314)
N1 0.0375° 608° 18,704" 24.440° 0.2693"
(4.802) (6.662) (11.589) | (141.367) (3.262)
N2 0.0889° 1,510° 19,547° 24.400° 0.2422°
(7.518) (6.960) (11.879) | (127.617) (3.275)
N3 0.1448° 2,219 19,0677 24.228" 0.2275"
(7.781) (12.063) (11.506) | (122.893) (2.781)
VIR ) 0.9201" 5,535° 20,044° 24.012° 0.2791°
(2.092) (8.602) (9.200) (137.002) (3.136)
Panel B : CEF/Poll 23t X EZZQ T4
G A=) -1.8362° -1,960° 10,6427 23.500° 0.1598
(-3.004) (-3.094) (8.996) (103.495) (1.686)
N1 0.0433" 902° 18,8327 24.120° 0.2988°
(2.685) (2.958) (8.718) (132.485) (3.896)
N2 0.1350° 3,051° 21,856° 24.218° 0.2585"
(8.668) (6.841) (10.582) | (124.335) (3.318)
N3 0.2535° 4,866° 18,953° 24.153° 0.2569°
(8.251) (8.086) (10.436) | (123.524) (2.974)
VIR ) 1.3325° 10,048° 15,7207 23.864" 0.1751°¢
(3.901) (7.486) (7.938) (130.714) (1.724)
T 1) W= E/M, E/P, 18]al CF/Po] Htolt}.
2) BARGE FRARI), FEEold), 2@w FEAFSEE ok,
3) ()= tgkolth
4) a, b, ¢ * 247 1%, 5%, 10% FFoA BARCZE FogS veldc),




= E 2> Be AR

T G ) N1 N2 N3 VA ) V-G
M 0.1089 0.1931" | 0.1895" | 0.2820° | 0.3367" | 0.2278"
(1.503) (2.675) (2.405) (3.116) (3.453) (3.023)
R/ 0.2312" | 0.1416° | 0.1782" | 0.2330" 0.2863" 0.0550
(2.589) (1.967) (2.278) (3.102) (3.225) (0.767)
0.1729° | 0.1316° | 0.2147" | 0.2562* | 0.3919" | 0.2190°
CF/P
(1.982) (1.807) (2.714) (3.059) (3.753) (3.769)
1D ()= gkl
2) a, b, c: 27t 1%, 5%, 10% F7olx] EAHoZ §o)gS Ve
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<HF-ZE 3D 7GTFEE o83 A FEAAE] AuEA A IH(2X5)
T G(AAAF) N1 N2 N3 V(712 F) V-G
Panel A : B/Moll 9]¢t ¥ EX2]Q 4
) 0.1359° | 0.2060" | 0.2723* | 0.3077% | 0.4369° | 0.3010°
S(A8F)
(1.842) (2.487) (3.346) (3.258) (3.786) (3.282)
o 0.1071 0.1685° | 0.1449° | 0.2144" | 0.2275" | 0.1204°
B(H&d =)
(1.370) (1.980) (1.796) (2.398) (2.628) (1.962)
on 0.0288 0.0375 0.1274" | 0.0933° | 0.2094* | 0.3298°
) (0.467) (0.553) (2.434) (2.015) (3.668) (3.221)
Panel B : E/Po] ¢olgt XEZE o T4
) 0.3053% | 0.2206" | 0.2324° | 0.2656% | 0.3236° | 0.0183
S(A8F)
(2.846) (2.475) (3.044) (3.278) (3.575) 0.212)
. 0.1368 0.1272 0.1178 0.2286" | 0.2507" | 0.1139°
B(g+
(1.613) (1.683) (1.573) (2.592) (2.638) (1.731)
0.1685" | 0.0934° | 0.1146" | 0.0371 0.0729 0.1868"
S-B
(3.075) (2.014) (2.255) (0.677) (1.574) (2.416)
Panel C : CF/Pol 2|3t XEXZ O F4
) 0.1845" | 0.1674" | 0.2972* | 0.2906° | 0.4181* | 0.2336°
S(A8F)
(2.142) (2.206) (3.556) (3.178) (4.338) (3.790)
. 0.1231 0.1031 0.1358° | 0.1962" | 0.3049* | 0.1818"
B(g=+
(1.424) (1.413) (1.785) (2.201) (3.241) (3.511)
on 0.0613 0.0643 0.1615* | 0.0944 0.1131" | 0.2949°
' (1.266) | (1.230) | (3.519) | (1.601) | (2.191) | (4.096)
1D ()= gkl
2) a, b, ¢ 27 1%, 5%, 10% SFolA EARoR folas Jehir)

_69_




<HE X 4> 7IYTEE ol &3 7HXFAAY AHEA A H(3%5)
T G N1 MN2 MN3 V(T2 ) V-G
Panel A : B/Mel 9|3t £ EZT]Q T4
.| 0.1759" | 0.2053" | 0.2946" | 0.3574" | 0.4428" | 0.2669"
S(A¥F)
(2.208) | (2.479) | (3.314) | (3.522) | (3.808) | (2.990)
.| 00929 | 0.1798" | 0.1992" | 0.2285" | 0.3059" | 0.2130"
MEEET)
(1.195) | (2.258) | (2.228) | (2.759) | (2.912) | (2.320)
. 0.1132 | 0.1725° | 0.1479° | 0.1788° | 0.2279" | 0.1147"
B(W &5
(1.364) | (1.988) | (1.868) | (1.994) | (2.632) | (2.113)
0.0627 0.0329 | 0.1467° | 0.1786" | 0.2149" | 0.3296"
S-B
(0.843) | (0.396) | (1.992) | (2.476) | (3.286) | (2.355)
Panel B : E/Po 9ot X EZZQ T4
_ 0.2700" | 0.2951° | 0.2597° | 0.2854* | 0.3615" | 0.0915
S(&9 )
(2.529) | (2.898) | (3.090) | (3.249) | (3.795 | (1.082)
~ .| 01978 | 0.1513° | 0.1805" | 0.2069" | 0.2572" | 0.0594
M(Z %)
(2.042) | (1.813) | (2.339) | (2.672) | (2.660) | (0.700)
p—_ 0.1235 0.1190 0.1140 | 0.2326" | 0.2543" | 0.1308"
(1.489) (1.593) (1.477) (2.400) (2.570) (2.084)
o 0.1465° | 0.1761" | 0.1456" | 0.0528 0.1072 | 0.2380°
(1.839) | (2.438) | (2.226) | (0.716) | (1.552) | (3.081)
Panel C : CF/Pol ¢l X EZZ Q. FA4
0.2047" | 0.1802° | 0.3422° | 0.3336" | 0.4296" | 0.2249"
S(&9 )
(2.367) | (2.059) | (3.621) | (3.443) | (4.310) | (3.336)
s 0.1447 | 0.1475° | 0.1588" | 0.2133" | 0.3356" | 0.1909°
M=)
(1.586) | (1.881) | (2.432) | (2.598) | (3.162) | (3.020)
I 0.1093 0.1038 | 0.1543° | 0.1944" | 0.2828" | 0.1735"
(1.265) | (1.312) | (1.888) | (2.130) | (3.263) | (3.746)
o 0.0954 0.0764 | 0.1879" | 0.1392° | 0.1468" | 0.3202°
(1.369) | (1.028) | (2.690) | (1.870) | (2.233) | (3.751)

F 1 ()Ee tgholvh

2) a, b, c:

22}
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<HFH-Z H 5> JAFYES o] &3 7MAFEAA ] A ZAIH(2X5)
T GAAHET) N1 N2 N3 VA ) V-G
Panel A : B/M9l| 2olgt X EZg o
LA 0.2033" | 0.2241" | 0.2820" | 0.2927* | 0.3614" | 0.1581"
(2.630) (2.784) (2.987) (2.989) (3.425) (2.162)
Wb 0.0669 0.1387¢ | 0.1545° | 0.1998" | 0.2736° | 0.2067*
° 0.950) | (1.860) | (1.899) | (2.439) | (2.820) | (3.118)
LW 0.1365" 0.0853 0.1276" 0.0929 0.0878 0.2945"
(2.697) (1.641) (2.782) (1.557) (1.178) (3.342)
Panel B : E/Pd 23t XEZZQ +
LA 0.3078* | 0.2061" | 0.2366* | 0.2925" | 0.3231° 0.0153
(3.006) (2.359) (2.907) (3.691) (3.407) (0.242)
Wb 0.0978 0.0868 0.1831" | 0.1783" | 0.2846" | 0.1868"
° (1.230) | (1.237) | (2.271) | (2.255) | (2.798) | (2.359)
w 0.2100" | 0.1192" 0.0535 0.1142" 0.0385 0.2253*
(3.041) (2.263) (1.081) (2.532) (0.573) (3.868)
Panel C : CF/Pol] 2olgt XEZEQ T4
LA 0.2149" | 0.1782" | 0.2918* | 0.2872" | 0.3949* | 0.1800"
(2.322) (2.445) (3.378) (3.234) (3.849) (3.554)
W) 0.0593 0.0863 0.1573° | 0.2048" | 0.3230" | 0.2636°
° 0.794) | (1.258) | (1.806) | (2.345) | (3.640) | (4.079)
w 0.1556" | 0.0919° | 0.1345" 0.0823 0.0719 0.3356"
(2.695) (1.896) (2.365) (1.450) (1.273) (4.584)

F 1 (O)E tgkolth

2) a, b, c:

_71_

A7 1%, 5%, 10% Fxolx TAALE folehs Yerith




<HZE H 6> JAFYES o] 83 A TR oA 2 IH(3X5)
T GAAH) N1 N2 N3 VA ) V-G
Panel A : B/Mol| 23t ¥ EZZQ G4
LA 0.2189" | 0.2341" | 0.2906* | 0.3131" | 0.3642° | 0.1453°
(2.690) (2.773) (3.083) (2.970) (3.362) (1.999)
R(E7D 0.1636" | 0.1652" | 0.2181" | 0.2561" | 0.3029" | 0.1393°
o (2.411) | (2.206) | (2.444) | (2.696) | (3.164) | (2.010)
WD) 0.0576 0.1126 0.1534° | 0.1772" | 0.2673" | 0.2097"
° (0.814) | (1.380) | (1.808) | (2.211) | (2.591) | (2.747)
Cw 0.1613* | 0.1215° | 0.1372° 0.1360 0.0969 0.3066"
(2.852) (1.860) (2.167) (1.649) (1.041) (3.294)
Panel B : E/Pd] 9lgt XEZ o T4
LA 0.3255" | 0.2385" | 0.2375" | 0.3016" | 0.3198" | -0.0057
(3.042) (2.573) (2.614) (3.767) (3.247) | (-0.082)
R(E71) 0.1739" | 0.1521° | 0.2007" | 0.2529" | 0.3268" | 0.1529°
o (2.113) | (1.983) | (2527) | (2.807) | (3.492) | (2.063)
N 0.1067 0.0766 0.1521° 0.1790 0.2530" | 0.1463"
° (1.216) | (1.101) | (1.868) | (2.129) | (2.480) | (2.092)
Low 0.2188" | 0.1619" 0.0854 0.1228° 0.0668 0.2131"
(2.529) (2.256) (1.398) (1.870) (0.817) (2.763)
Panel C : CF/Pol| 23t XEX Q. A4
LA 0.2523" | 0.1592" | 0.3165" | 0.2923* | 0.4028" | 0.1505"
(2.486) (2.083) (3.523) (3.301) (4.013) (2.635)
R(E7D 0.0991 0.1680" | 0.1966" | 0.2911* | 0.3547" | 0.2556°
o (1.368) | (2.477) | (2.437) | (3.154) | (3.418) | (3.557)
Wb 0.0445 0.0895 0.1459 0.1777" | 0.3078* | 0.2632°
° 0.592) | (1.118) | (1.544) | (2.094) | (3.417) | 4.115)
Lw 0.2078" 0.0697 0.1706" 0.1145 0.0950 0.3583"
(2.754) (1.073) (2.199) (1.591) (1.349) (4.318)
1D ()= kol
2) a, b, c: 27t 1%, 5%, 10% F7olx] EAHoZ §o)gS e
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TR B/M E/P CF/P
Panel A : ¥4 71X %Apdlere] AabiA Az
0.2278° 0.0550 0.2190°
V-G(e 7HAF A =)
(3.023) (0.767) (3.769)
Panel B : 719128 ol 4ak 7bAFAeke] AaEa 23
0.3010° 0.0183 0.2336°
SV-SG(2@ % 7HA %214 )
% AT (3.282) 0.212) (3.790)
0.1204° 0.1139° 0.1818°
BV-BG(HEF 7MAF 242
HEF 7R (1.962) (1.731) (3.511)
0.3298° 0.1868" 0.2949°
SV-BG(Z] 3 ok AghAer)
IaT=st 44 (3.221) (2.416) (4.096)

Pancl C : #7450 8% ol 48 /1A A ere] Ao A3

0.1581" 0.0153 0.1800°

LV-LG(I A 7} E21 4 )
Ak A (2.162) (0.242) (3.554)
0.2067° 0.1868" 0.2636"

WV-WG(Z 2 7} %] =24 2F)
o7k A (3.118) (2.359) (4.079)
0.2945° 0.2253" 0.3356"

LV-WG(3}7 Z\O_IIE' b ﬁ%l—ﬂgk

GRATeES AuA=D) 500 (3.868) (4.584)

F D ()= tgkolth

2) a, b, c: 2z 1%, 5%, 10% F=olA FAHCRE Folghs Yepilt),
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T B/M E/P CF/P
Panel A @ ©5= 7FA A 2R AatEA Ax
0.1723" 0.0768 0.1973"
V-G(e 7HAF A =)
(2.012) (1.394) (3.958)
Panel B : 7|75 E o] &3 7[AFad o] s Ax
0.2669° 0.0915 0.2249°
SV-SG(£ 83 71x =214
(EFF 7HATFAA (2.990) (1.082) (3.336)
0.1147" 0.1308" 0.1735"
BV-BG(HEF 7IAF 242
WEF HATA (2.113) (2.084) (3.746)
. 0.3296" 0.2380? 0.3202°
SV-BGU7| g tn el AstA k)
l97=S 42 (2.355) (3.081) (3.751)
Panel C : JAFYES o] &3t 7[xFad o] Aia Axf
0.1453° -0.0057 0.1505"
LV-LG( A} 712 FA2}Ad =k
(AR 7 A=) (1.999) (-0.082) (2.635)
0.2097" 0.1463" 0.2632°
WV-WG(&2F 7FA1 72 =)
=% ZATA (2.747) (2.092) (4.115)
0.3066" 0.2131" 0.3583"
LV—WG(_' 7 Z\O_II = ﬁ%l—ﬂgk)
HATIES 2 (3.294) (2.763) (4.318)

F 1 (O)E tgkolth

2) a, b, c: 4z 1%, 5%, 10% FFolA FAHoRE F232 Yet
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