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-31 0.1063 0.0022 2013 0.051
-30 0.1098 -0.0304 1.980° 0.04
-29 0.1001 -0.0337 1.680 0.115
-28 0.1080 0.0236 1699 0.097
-27 0.1085 -0.0126 1.646 0.107
-26 0.0804 -0.0491 1.268 0.212
-25 0.1095 -0.0298 1.628 0.111
-24 0.1378 -0.0295 2.076" 0.044
-23 0.1710 -0.0326 22347 0.031
-22 0.2165 0.0643 2828 0.007
-21 0.2201 0.0402 26317 0.010
-20 0.2578 0.0914 3106 0.003
-19 0.2908 0.1158 3436 0.001
-18 0.3054 0.1255 3627 0.001
-17 0.3158 0.1346 39177 0.000
-16 0.3341 0.2482 399%™ 0.000
-15 0.3396 0.2192 3925™ 0.000
-14 0.3675 0.2573 4219 0.000
-13 0.4606 0.3316 45107 0.000
-12 0.4634 0.3795 46527 0.000
-11 0.4564 0.3406 4686 0.000
-10 0.4519 0.2882 4346™ 0.000
-9 0.4283 0.3676 4602 0.000
-8 04176 0.3733 4151 0.000
-7 0.4338 0.3838 4163 0.000
-6 0.3613 0.2207 3439 0.001
-5 0.2995 0.2719 2.654" 0.011
-4 0.2833 0.1053 2.420" 0.020
-3 0.2706 0.0711 2.170" 0.036
-2 0.2674 0.1376 22617 0.029
-1 0.0997 -0.0419 0.801 0.428
0 -0.4878 -0.5931 -4136™ 0.000
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-25 0.0871 -0.0226 1.376 0.176
-24 0.1123 -0.0349 1.800° 0.079
-23 0.1418 -0.0248 1.969 0.056
-22 0.1910 0.0657 2.657" 0.011
-21 0.1913 0.0452 2.426" 0.020
-20 0.2233 0.0600 2.810™ 0.007
-19 0.2522 0.1120 31557 0.003
-18 0.2663 0.1013 3.398™ 0.001
-17 0.2721 0.1030 3573 0.001
-16 0.2865 0.1536 3568 0.001
-15 0.2867 0.1304 3458™ 0.001
-14 0.2881 0.1736 3501 0.001
-13 0.3688 0.2407 3336 0.000
-12 0.3705 0.2370 3915 0.000
-11 0.3628 0.2669 3918™ 0.000
-10 0.3428 0.2321 3348 0.000
-9 0.3164 0.1995 3616 0.001
-8 0.3075 0.1737 3194™ 0.003
-7 0.3058 0.3233 3.098™ 0.003
) 0.2320 0.2430 2320 0.025
-5 0.1837 0.2032 1.730™ 0.091
-4 0.1682 0.1563 1.463 0.151
-3 0.1549 0.0800 1.278 0.208
-2 0.13H4 0.1164 1.204 0.235
-1 -0.0240 -0.1288 -0.203 0.840
0 -0.6133 -0.6794 5458 0.000
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-36 0.0269 -0.0009 -0.0016 -0.0214 0.937 0.34
-35 0.0816 0.0119 0.0414 -0.0163 0.841 0.405
-4 0.1056 0.0332 0.0745 0.0568 0.614 0.543
-33 0.1113 0.0019 0.0323 0.0137 1.420 0.163
-32 01144 0.0013 0.0095 -0.0027 1723 0.092
-31 0.1063 0.0022 0.0116 -0.0021 1.493 0.143
-30 0.1098 -0.0304 0.0164 -0.0205 1.445 0.156
-29 0.1001 -0.0337 0.0315 0.0205 0.925 0.360
-28 0.1080 0.0236 0.0281 -0.0027 1.025 0.311
-27 0.1085 -0.0126 0.0470 -0.0246 0.747 0.459
-26 0.0804 -0.0491 0.0521 0.0042 0.336 0.739
-25 0.1095 -0.0298 0.0748 0.014 0418 0.678
-24 0.1378 -0.0295 0.0702 0.0394 0.808 0.424
-23 0.1710 -0.0326 0.0799 0.0036 0.999 0.324
-22 0.2165 0.0643 0.1187 0.0730 1.072 0.290
21 0.2201 0.0402 0.1315 0.1496 0.910 0.368
-20 0.2578 0.0914 0.2261 0.1855 0.305 0.762
-19 0.2908 0.1158 0.2504 0.1521 0.380 0.706
-18 0.3054 0.1255 0.2832 0.1393 0.206 0.838
-17 0.3158 0.1346 0.3073 0.1944 0.082 0.935
-16 0.3341 0.2482 0.3547 0.1963 -0.181 0.857
-15 0.33% 0.2192 0.4256 0.2262 -0.724 0473
-14 0.3675 0.2573 0.5030 0.3793 -1.106 0.275
-13 0.4606 0.3316 0.5176 0.2813 -0.424 0.674




-12 0.4634 0.379% 0.5156 0.3687 -0.391 0.697
-11 0.4564 0.3406 0.5541 0.4231 -0.699 0.483
-10 0.4519 0.2882 0.6198 0.4863 -1.111 0.273
-9 0.4283 0.3676 0.6312 0.5509 -1.372 0.177
-8 04176 0.3733 0.6450 0.6329 -1.39 0.170
-7 0.4338 0.3838 0.6198 0.5803 -1.162 0.252
-6 0.3613 0.2207 0.6337 0.5719 -1.634 0.110
-5 0.299% 0.2719 0.5676 0.4849 -1.550 0.129
-4 0.2883 0.1053 0.5211 0.3387 -1.320 0.194
-3 0.2706 0.0711 0.5681 0.3832 -1.577 0.122
-2 0.2674 0.1376 0.5491 0.4202 -1.554 0.128
-1 0.0997 -0.0419 0.5348 0.3908 -2.313" 0.026

0 -0.4878 -0.5931 04710 0.3632 -5.076™ 0.000
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-36 0.0413 0.0214 0.0166 -0.0097 0.888 0.380
-35 0.0834 0.0341 0.0422 0.0025 0.880 0.3%4
-34 0.1019 0.0443 0.0648 0.0435 0.760 0.451
-33 0.1041 0.0397 0.0138 -0.0068 1.748 0.083
-32 0.1078 -0.0162 -0.0100 -0.0203 2.080" 0.044
-31 0.0986 -0.0060 -0.0095 -0.0339 1.845° 0.072
-30 0.0938 0.0014 -0.0126 -0.0115 1.775 0.083
-29 0.0788 -0.0038 0.0008 -0.0172 1.168 0.249
-28 0.0939 -0.0541 0.0052 -0.0197 1.272 0.210
=27 0.0903 -0.0713 0.0256 0.0116 0.8%4 0.382
-26 0.0614 -0.0583 0.0305 0.0024 0.419 0.678
-25 0.0871 -0.0226 0.0471 -0.0114 0.538 0.593
-24 0.1123 -0.0349 0.0422 0.0175 0.920 0.363
-23 0.1418 -0.0248 0.0515 0.0372 1.049 0.300
-22 0.1910 0.0657 0.0902 0.1145 1.140 0.261
-21 0.1913 0.0452 0.1103 0.0505 0.832 0.410
-20 0.2233 0.0600 0.2008 0.1695 0.216 0.830
-19 0.2522 0.1120 0.2226 0.1475 0.282 0.780
-18 0.2663 0.1013 0.2525 0.1542 0.130 0.897
-17 0.2721 0.1030 0.2686 0.1584 0.034 0973
-16 0.28065 0.1536 0.3182 0.1583 -0.271 0.787
-15 0.2807 0.1304 0.3843 0.1798 -0.801 0.428
-14 0.2831 0.1736 0.4415 0.1934 -1.201 0.236
-13 0.3688 0.2407 0.4449 0.1677 -0.553 0.583
-12 0.3705 0.2370 0.4404 0.2304 -0.514 0.610
-11 0.3628 0.2669 04794 0.2475 -0.804 0.426




-10 0.3428 0.2321 0.5379 0.2979 -1.239 0.222
-9 0.3164 0.199% 0.5372 04710 -1.449 0.155
-8 0.3075 0.1737 0.5500 04798 -1.458 0.152
-7 0.3058 0.3233 0.5043 0.4996 -1.222 0.229
-6 0.2320 0.2430 0.5087 0.3964 -1.636 0.109
-5 0.1837 0.2032 0.4551 0.3796 -1.585 0.120
-4 0.1682 0.1563 0.4136 0.1881 -1.387 0.173
-3 0.1549 0.0800 0.4542 0.1900 -1.578 0.122
-2 0.1394 0.1164 0.4218 0.2349 -1.530 0.133
-1 -0.0240 -0.1288 0.4068 0.2402 -2.264" 0.029

0 -0.6133 -0.67%4 0.3347 0.2271 -4.860™" 0.000
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A Study on Business Failure Using Stock Return

Eun-Young Cho*
Hyung-Woo Nam™**

{ Abstract )

This study investigates is to compare CAR (CAR : cumulated abnormal return) between
well-managed companies and poorly-managed companies to see if corporate insolvency is
properly reflected to the capital market. In addition, a couple of financial ratio analysis are done
to identify causes of CAR difference.

Based on manufacturing companies (Group A), which were put on the watch list for
government management between 1997 and 1999, are selected for this study, while other 43
well-managed manufacturing companies (Group B), which are similar with Group A in their
industry type and asset size, are selected for comparison. Analysis is done on a monthly basis
from 36 months prior to insolvency to insolvency.

For analysis, CAR of poorly-managed companies is compared to zero value (0) and CAR of
well-managed companies. For statistics, t-test and Wilcoxon signed rank test are done.

The result of analysis is as follows : 1) CAR and 0 (zero) of poorly-managed companies
shows a significant difference for the most of analysis period. 2) there is no significant
difference in CAR between poorly-managed companies and well-managed companies for the
most of analysis period. However, CAR of well-managed companies are 5% and 1% higher
than that of poorly-managed companies 1 month prior to insolvency and the time of company
getting insolvent respectively, showing a significant difference. There is no significant
difference for the rest of period, because 1) the management of poorly-managed companies
took profit-boosting measures. 2) the Korean economy as a whole was in financial difficulties.
3) poorly-managed companies did a window-dressing settlement of accounts — reducing debt
ratio, over-appropriating assets, etc. -, resulting in exaggeration of figures in financial reports,
which in turn serves as a basic info investors use to make their investment (Functional
Fixation).

(Key words) corporate failure, stock return, functional fixation

* Doctoral student, Dankook University
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