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HolE 19 sjd A& Z77te AF7HE Ak Fiss A7ER e vE59 230 57 AR ES ol Yol (Retained
Earnings), %Y A% (Contributed Capital) 78|31 7]E}E &0l F=A ol (Accumulated Other Comprehensive Income) 0.2 3] H T}
9 B 9] A AHFI7H-A7F &G AIZFER O R 6 e FEEYQE W= H, 24 AF I A LA A7 E 0 2 E YERdY A ES
1986 9 1 €5-¥ 2020 | 12 &7kA] :1249], Aagof e slAko] v Al7Fg A7) & aF9] 20%5 AlAR AL o] o Yo =3} 57} dlo]E 7}
EA et AR AR lE C & A AHT7E=A7F Bl S AT AR - A 7L B E 9] Add A o] o

Panel A: Distributions of book value of equity and its components

Ratio Mean Star}da}rd Pct<0 Percentiles
Deviation

Distributions of book—to—market and its components scaled by the market value of 10th  95th 50th 75th  90th

equity

Book—to—market 1.18 1.96 0.00 0.35 0.58 0.95 153 2.38
Retained earnings—to—market 0.46 2.02 0.13 0.07 0.12 0.38 0.79 1.34
Contributed capital—to—market 0.78 1.05 0.00 0.15 0.28 050 091 1.58
Other book—to—market 0.03 0.21 0.34 0.02 0.00 0.00 0.01 0.07

Retained earnings, contributed capital, and accumulated other comprehensive income scaled by the book value
of equity

11



Retained earnings (RE) 0.37 0.37 0.13 0.09 0.16
Contributed capital (CC) 0.61 0.37 0.00 0.18 0.33
Other (AOCD 0.02 0.08 0.34 0.02 0.00
Panel B: Distributions of retained earnings, contributed capital, and accumulated other comprehensive
income scaled by the book value of equity for the six Fama—French portfolios
RE/BE CC/BE AOCI/BE
Size Book—to—market Mean Median Pct<O Mean Median Pct<O Mean Median Pct<0
Growth 0.09 0.15 0.35 0.90 0.83 0.00 0.01 0.00 0.29
Small
Neutral 0.34 0.41 0.14 0.64 0.57 0.00 0.02 0.00 0.32
Value 0.48 0.52 0.06 0.50 0.45 0.00 0.02 0.00 0.34
Growth 0.35 0.40 0.15 0.64 0.58 0.00 0.01 0.00 0.36
Big Neutral 0.47 0.51 0.06 0.52 0.47 0.00 0.02 0.00 0.39
Value 0.47 0.49 0.06 0.50 0.48 0.06 0.02 0.00 0.36
12

0.42 0.65 0.81
0.56 0.82 1.08
0.00 0.01 0.06



Panel C: Correlations among the book value of equity components

BE/ME RE/ME CC/ME AOCI/ME
Pearson correlations
Book—to—market 1.00
Retained earnings—to— 0.67 1.00
market
Contributed capital—to— 0.64 —0.12 1.00
market
Other book—to—market 0.21 0.02 0.00 1.00
Spearman rank correlations
Book—to—market 1.00 0.63 0.59 0.06
Retained earnings—to— 0.63 1.00 —0.10 0.02
market
Contributed capital—to— 0.59 ~0.10 1.00 —0.02
market
Other book—to—market 0.06 0.02 —-0.02 1.00

13
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CELT
Main regression
(1986~2020)
Regression

Regressor 1 2 3 4 5 6 7 8
log(ME) —-0.82 —-0.51 —-0.41 —-0.11 —0.18 —-1.07 —-1.14 —0.49

(=3.45) (=4.33) (=3.91) (-0.85) (=2.51) (=3.61) (—2.94) (-3.42)
r(1,1) 0.00 0.00 0.00 —0.01 0.00 —0.01 0.00 0.00

(-1.30) (=0.56) (=0.84) (-1.56) (-1.02) (—=1.37) (-1.40) (=0.99)
r(12,1) —0.01 0.00 —0.01 —0.01 —0.01 —0.01 —0.01 —0.01

(=5.42) (=5.89) (=6.57) (=3.33) (=5.86) (=3.48) (-5.52) (=5.82)
log (BE/ME) —0.64 0.95 —2.32 —-0.59

(=0.93) (3.08) (—1.84) (-0.83)
log (RE/ME) 0.38 0.02 0.37

(9.68) (0.14) (11.47)
log (CC/ME) 2.35 3.14 1.21
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log (AOCI/ME)

Indicator Variables
RE<0

cC=0

AOCI=0

Average Adj. Rsqr

(2.34)

15.69 16.54

(1.90) (1.96)
0.00
(0.00)

0.00% 0.00% 0.00% 0.00%
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0.00%
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—0.84
(=2.51)
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1% Aol & DB FAARE, ojef gl ZIehradEe o] 551, log(BE/ME), log(CC/ME), log(AOCI/ME) & 0 2%

Main regression
(1986~2009)

Regression
Regressor 1 2 3 4 5 6 7 8
log(ME) 0.93 -0.18 0.00 -0.16 -0.50 -0.28 0.02 -0.03
(1.08) (—5.64) (0.01) (6.15) (—=9.60) (—7.85) (0.69) (—0.97)
r(1,1) -0.05 0.01 0.01 0.01 -0.05 0.01 0.00 0.00
(=9.57) (2.09) (1.65) (2.52) (—=9.55) (2.58) (1.69) (1.91)
r(12,1) 0.00 -0.01 -0.01 0.00 0.00 -0.04 -0.01 -0.01
(=1.67) (—8.75) (—9.87) (—5.92) (—1.80) (—5.48) (—8.74) (—8.99)
log (BE/ME) 1.83 1.40 1.98 1.69
(12.44) (11.98) (16.00) (27.82)
log (RE/ME) 0.67 0.25 0.69
(13.60) (2.79) (22.58)
log (CC/ME) 0.41 -0.22 0.58
(7.10) (-0.92) (16.32)
log (AOCI/ME) -0.01 0.02 0.01
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Indicator Variables
RE=0

CC=0

AOCI=0

Average Adj. Rsqr

0.33%

—1.57
(—3.84)

0.28%

25

—-0.90
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0.35%
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0.09
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0.33%

(0.43)

-2.30
(=19.15)
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(0.00)
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H, log (BE/ME),

log (CC/ME),

AVER) F

wEAE Al eR Ay,

T
M 20% A
F7F=A17k=

A7l

Z
EAp

/o=

log(AOCI/ME) & 0 2=

Main regression
(2010~2020)

Regression
Regressor 1 2 3 4 5 6 7 8
log (ME) -2.96 -1.76 —-0.24 -1.50 -1.70 —-2.67 -2.95 -1.32
(—2.60) (—2.72) (—3.35) (—4.06) (—2.83) (—2.82) (—2.58) (—2.81)
r(1,1) -0.04 -0.03 0.01 -0.04 -0.04 -0.04 -0.04 -0.03
(=26.11)  (=9.11) (2.75) (-11.14)  (-21.06) (=17.35) (-26.73) (—10.18)
r(12,1) -0.01 -0.01 0.00 -0.01 -0.01 -0.01 -0.01 -0.01
(0.00) (—4.29) (—5.39) (—2.65) (—3.25) (—2.92) (—3.32) (—=3.97)
log (BE/ME) -2.96 2.12 -5.64 —-2.54
(-1.93) (2.32) (—2.35) (—1.88)
log (RE/ME) -0.02 -0.98 0.19
(—=0.27) (—2.15) (2.72)
log (CC/ME) 4.11 5.81 1.95
(2.12) (2.38) (2.30)
log (AOCI/ME) -1.31 -1.22 —-1.42
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Indicator Variables
RE=0

CC=0

AOCI=0

Average Adj. Rsqr

0.00%

30.66
(2.18)

0.00%

30

32.95
(2.21)
0.00
(0.00)
0.00% 0.00%

(—2.34)

0.00
(0.00)
0.54
(1.00)
0.00% 0.00%

(—2.34)

0.21
(0.44)
0.00%

(=2.34)

29.29
(2.18)
0.00
(0.00)
1.11
(1.28)
0.00%
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Abstract

Decomposing book value components—to—
market in the cross—section analysis of

stock returns

Dongmyoung Shim
Department of Finance
The Graduate School of Business Administration

Seoul National University

The research is to find the explanatory power of retained earnings—to—market over
future stock returns in the Korea stock market (KOSPI and KOSDAQ). Between
1986 and 2020, book—to—market explains future stock returns when it is used as an
explanatory variable with retained earnings—to—market. Retained earnings—to—
market ratio shows a positive coefficient but not robust when it is used instead of
book—to—market ratio. The paper does not find evidence that retained earnings—to—
market ratio weakens the return explanation power of book—to—market ratio. For
the subperiod between 1986 and 2009, book—to—market ratio and retained
earnings—to—market show positive and statistically significant coefficients. On the

other hand, for the other subperiod between 2010 and 2020, book—to—market
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coefficient is negative and the coefficient sign of retained earnings—to—market is not

significant.

keywords : Book—to—market, Retained earnings—to—market, book value, value
effect

Student Number : 2018—26492
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