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I.A &

71990l AWsta e B4 Bt 719 AP Zen S | BAE B A7}
ddste] e v F 7HA AalE AAlEAL ok ¢4, A Wl 719 E e BA ol
A e de= 714 v g o] M-S (uncertainty)o] XA 7149 Fd & Al dlSat
717} e Bk ofd gt 4] AA7E tsl(distress risk) ¥ = o] Aea Fete At
%) BHGaspar and Massa 2005 ; Hou and Robinson 2006 ; Irvine and Pontiff 2009). H] =gt @igto.
ARl Ads galel gk sato] AlA|7] wj el o= 71golA dile] AaiE $13 (innovation
risk) ¥} 2-& Fdzto 7 zagitte FAE 9)ti(Schumpeter 1912 ; Hou and Robinson 2006). ©]+&

73740] A= 719e] AP zemYe] S71RHE SR Wi, o ARy we AAEA
ol F4shs v =, 49 Wl 719 ko] BA o] AaiAR ol TIsie) o R A el
7] Aoz dtolg Ax2 gopdazl she 718 #2AA £ H S840 Vs

2
10
ox
o2

Ho
I of
ol
ol
£
ox
2
ox

S AstEE e wheE(disciplined) % 71 QA FEEA Y] &S &

= F7%o] 9ltkSmith 1776 ; Hicks 1935 ; Nickell 1996 ; Hart 1983 ; Schmidt 1997 ; Qiu and
Yu 2009 ; Giroud and Mueller 2010). = 7 &o] A&542 7]9jo] 98 Zaju|do] 7FAastAL 714
o] 7kX7} 7t & A 7HeRel Udes AlAEE ATARE AAstal ok
olg]gt tIF-Ee] MYPATE 4 F2A AHAA Y ATEA, 71YGe] &3 2k B
7F E 7199 Zldled &y 719 7Hx] ol ol g Al J &S niA A dig A

P K

= <, EXof %
A B ok ol 4hg 724 B9 4y FE ARl JiE 7199 @ H 7HA
o Zag ou|E 7HA7] WjEd ek oidey, JiE 71ge] AWsta e 719 T S
SA8717 gA FLHA 1 ol fE 22 AUtk P A A Fe] AAE delst
= HFe, TY A &3 P 7195 A W A e AlEas FAkste] A 5
9] AF5 = Atele 34 —3] W Z(Hirschman —Hirfindahl Index, HHI) A $Q1H], Ak
o AFE7t H7E A FFY AR A =rt Aetvha A= ZlYe] AWe S o
FE FEL AT ZAE dElshe 524 o] A|FE AHE-8kal ltH(Lang and Stulz 1992

; Harris 1998 ; DeFond and Park 1999 ; Gaspar and Massa 2005 ; Hou and Robinson 2006 ;
Karuna 2007 ; Qiu and Yu 2009 ; Giround and Mueller 2010 ; Chen et al. 2015).

Teu s —sAE A A FEo A Wgo]r] g T AR HelM = i
Z1ivket ekl HRsh Bl 19 29 A4S delsh 2wk oheh, 4e) #3e)
A A= ST v FAA R AFE 3719 ER nesh] Wl 54 eFE HE

Slal dohe @Al o] A& E 3L ATHAL et al. 2009 ; Bens et al. 2011 ; Li et al. 2013).1

1) Ali et al.(2009)2 A= 4o &3 7|FES ddo= A=
Manufactures) & ©]8-3t0] &4 7|JET B3 H 7PES BF 285 A 29 A4 HFE
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I Li et al.(2013)2 AAH A o] BlAES X5 7|9 FF9o A4 WMEE s,
At W7 719 e AAe & dEsta due 83 JE ARE AN s 719
Ak A A=E 7P 2 geteta e AL ST 7199 AGxlol7] wjZe] Adxlol
2738 ARE A A Buxa e 244 dd ol Hxs
Ad FTY B FEE A g Ao
I A o2 gpgsith ek 7|jo] AWe Al os) 7] FAelEe] HAaphow
Hitol 37 3FcHmean —reversion)= 71 5 e]
dl, o] AlqF "R Qlal 7|99 Fapre
A4 Ang B3Rk
2 A E I HEE Li et al(2013)0] 719 FF2 AR WFE o] &dto], 7Isie]
et e 71 77 A BErt 7199 A=A o' #AE ZheA] EAE R
1A} gt o]y gt FAo Y FARH 25k & A8 d7-= Hou and Robinson(2006)%
tl, 7190l &3 2he] AR A=rt AdesE FA AstE Qg A@H FAlo) digh e
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=

7190] &3 Ajlel A 3 v 71 el VidadE e #AE AT AolBg, 7Y
ol AW 719 FFo AAo] 71l g gl ADA d&Fe vx =t tig A FA)
o thefl FE3 ol 2 & itk 3 Ali et al.(2009)2 A7 v A71HS w5 233}
= A 5o AR HFE AAARSE] Hou and Robinson(2006)8] 45 A E 1S o,
7190] &3¢ 4sie] AA s N 7199 ZTdegE gt oju @ fojd dAlE geld
T A

& AelAls 199895 H 20109714 wl=r A 8 79SS dE R V1Y o
o] A W 71| e zend e WAE AESA 719 ARz ds 5]
Aste], APAFoA 71 Hol EEH 1 e 2ol R vl 79 & &
Agsta, 7199 dA F7 7199 22 7K E delgitia 7 gt oA7d SAEA T
ol AFste mlEf o] AFA] FERE FUst s 7] VdFAE] WA AAHEE &
< 9XHKreverse —engineering) 0.2 =&3 T 1 HAFS ol yA FL o AES At
o AFEA 23 71l AHE AAe] AaldFE 7199 AP Zevddo] i, o
€ 7ol Adata sle Aol 719l s R 4 nivke Fs s AT
Aot} o3t AT Aite 4] EY A4 HgE BHEAC F7tE TIAAA A6
A o= Hgo] ATt

F7HREA 0 2A 7199 A ol wet Al 7HA] AFe R Wrol VI Y B4 W

AR Stk 0|2 A g3te] 7] 2e olel ATATE AAFT A3, 7129 AFATEo] FE A
WoiE s A3E HelFht A% FAACR HeFel
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(2013)9] 734 Wipolt}. o] W 7|Sdo] AW A4 =S 7P & olsfsta sle 7:“’“101

2] 7
A AR aA el dAES FMsiithe Aot dAle] B4 AT ofet viele) 44
o4& wdatar itk FellA AP A (ex—ante) |1 71919 AR 91 Zejn]d2te] )
S A=kt AR Hpolth s s = A9 B 0wl A THex—post) VEH F
ARk 7IEoR A e As SHSH] i ofe 3 ARl B Wek ARIARL
719 g zemdte] #AE A Ee AE A8 7 AR S 2 Aok B 2 APe
719 el A et A9 el B4 vt R 719 sl Zenddel 9@ 711
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et o g B A3E Ffo e ElAE BA 7|uket A3t Fed-S AJAlsta STt 7]
ol 2 she AAE A E dutd ez 7o) A ‘& 737 o] 71%%5% SR =
tl, Li et al.(2013)2} & AFE 53l 7= 7]
B0l 719 =2 ol #AAE &

ASEN ATE AAFH A JE T, T
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A At AR Aot AR uM AN AFehs FRE, ATAR PR} Lo] FHd
AR FH JEER o} MlAES FelA g A4 JEE TAATE HAE 24 F
kol Sl 71950l Aske AAARDE M7 vl= 71953 fARHA Z190] A 24
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Ao g 7199 7Hd 9 mHitke Fd o]dE te ole fle Aotk ey ol
FaFol TAARJNA FAARJMA A thafxl= o2l 74 Fgo] EAls Stk

A 719E =2 Al A A 71999 ml AAo] dig BN o] Frtste] 71
off A9l g3k nth= A3 A71 1tk Hou and Robinson(2006)2 7|4 0] &3+ 4F] 9]
A AE7F 7199 vl d55 89 A dFS VX1 ol FAFAAEC] T 7]l
el 2t 7]tH42) S(expected returns)oll F S v|Htka FRECE FAF o R, AAo] AT
T 71952 g4lo gk shuta o] stz Qg 719 7HA] ofet 9@l AWste] mlE |
w559 WEdo]l AA I ozt Y vtdste FFEL 7uFY Bl Asdtts 2454
= AASkaL 9tk Gaspar and Massa(2005)= of'de]| 2EEo] 7|49 o] o =8 u] A
o] Azt Aol &3t 7dEe tElA & o o] YA A g=Th(dispersed) L T4 gHT]

o

Irvine and Pontiff(2009) <] A& o] A AF= 71
2 Q3 FAF g WEAdo] AXTE AAE e AN dIE AAsta Sth
i ] o] !
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o
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o
oM.
o2

3 i, 2
ZY3H7] Wil 71del FE A 9 vHtha & 9, 79ES S8R X493 A4 37
S AYREY AEETE ATt 250 W AY S F0EE AR ¥y AYEE
9] S Fete = Eeldtta 43tk Smith 1776 ; Hicks 1935). 2 7]19jo] 2wk o2
A7l 7199 71gA M FREA ] FAHAQ &S ke Flo|th o] 2H 0= 7]|]]o] At A
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S A FoHA] Yol Aol 2xg2 YA e F1E F Adve ASEN A=
ARG, A o] FAIg Aol A FAhRo] it Al 11 ¥yt avkA] 3R] grke ddo]
Me A ol ARl wE g BT 4 g wE 2 QAE R} FojEojof Aol W
3k A9 S FuT shsAle]l Ada e A7 A¥= 7] wlEo|t(Hart 1983 ; Nickell

1996 ; Schmidt 1997 ; Raith 2003).

o] Aol = g7 QAEE Hgtof 3t =2] glol= 71de] A3 AR o] 7]
Ao ATz AEE sl e Fr RS 23S Husta tHQiu and Yu 2009 ; Giroud
and Mueller 2010 ; 232 - Ho}& 2016). 1985 A 5E] 19911d Atolof| m]=e] 307 Fol|A =, &

1ol BHE 719S 95 D s AN Bk 1 §S SRR NdE e A%
=]

[e]
719 W 719225 B 5 o, ffolld AF7 w71

=
Ag HE 719 AR w83 71149 oS Fol7] wZel 7IgAMFRE FsA 7=
938S &4 Frt Qiu and Yu(2009)¢}t Giroud and Mueller (2010)9] &7+ Z3}ol| ojsld, 74
o] &gk Aslell &3 719 EY A5 wh—UIddFHe] Al R VS S Al BA

AA 7 5 71 4A 2 G sto] ke el glAd W, 2o 7I]iel fsf Aol
A Yol AlFEEA

H
EaS Hola 3t o]8 d7EYE 7Y e S
= 2]

2. A7) AA

A AT e HPATANE A FEH BPAN 71ho] S Y £ 3
o 0d Z1gjel M PGS AunA A4 -HAD A5} L A e AR
£ 22 A4gen glnk 2o 19 B AL J1ge] S8 A el ARTE o
ahe Aol ok 3 A 719 el AAS duje)E Bk dhak 9 Aol ¢ 719
Sole} et 74 Z1qe] Austa Ashe 44 Aok thes] wielth. o SH oA
AR A4S 7] AR 719 FEo BAL velshs WER ol gallo: H e

] %

Hoberg et al. 2014).



A7t st —slag A5 SHE u v 71de AdS A T2 AE 719
E9] mjZolu A4 FREHS 1ElEly] wie 2] o] e B sithE x| 2 o]
ATHAL et al. 2009 ; Bens et al. 2011 ; Li et al. 2013). H= AP = 4 —s|AL A=
e w 9 FEHE V1Yol &3 Ao B/ 719l AWste AA A S JH A

FEEE=A ) e oS AA St YrhDedman and Lennox 2009 ; Rauh and Sufi 2012 ;
Hoberg and Phillips 2016).
2014 ZA] FZ(Google)®] CEO°|H ol R E= F2olA] 71 1@ A Q1 AAYALEA] of
Al

whE(Amazon) & QFHAT AN Hobel AFIIQl T FA 44

ARl oF(Yahoo)E.t} &1 &g Bl ofwlEE FE3E Zlo|th o]l 4

T oE e AAYALEA HE(Apple)AtE F71% AU 71 AP Aol A s -5

g AFE Arte] et AHERE o] 8ok 7S 4R - digin E EREE 2T

5-5(Standard Industrial Classification, SIC) 2-& 642|436 —digit) 2 w75+ HrAdERF

(North America Industry Classification System, NAICS)o|t}. 9]ollA AF3F &, ofulE, o Z

o] SIC= 27} 7374, 5961, 5045°] 31, NAICSE 712t 518210, 454113, 423430°]t}. 22 #x
ASAF

AGAE olnhEst hES bg A BAAZ B3 YSolE BT, IA)
2R0R ANHE AR AN A5E o|Fo] 22t th Agld] Tl o] Yrka A

s},

ol wksto] Li et al.2013)°] /e B4 ¥ge FAA] 2 £7E 876kA o, AR
Huxd Hud "B2ES F4ste] 7|99 Fgxlo] Axstn e Ve = B A=
& SHFeEA 7ol Adsta Adshes 719 e 44 A=E deld ¢ dnh o] ¥
T AAEuA BaE “FArolghs RS XTSI e Told] F5 AR A HA
wole] =2 urro] AtE e, 29 ded H2E ol &3l Edka AaH o s ¢
Ehgsitt. divkstdl A gxlol 71gdo] Aud Al thalx gol l4jsta ol2fg Aol 7|4
o dAjst vigfol v G % 20 i S AR E RATSEE A Bdd ¥8S
Bol A& Ao)7] wioltt. B3 7|2 AdYATAMAE A s BS 2T e
7190l £ F8 2S¢ 7R AdEjete] s 1ol 2E Aol A FeE FHE0
e, 7192 A o= she] Aoy APl ARt A& sk Aol o o 7] Aty

o Li et al.(2013)2] W5 o] &3 He 45 71d <

A= |
I A &3te] A3
THAA B A
AN E 7199 FAES B Hgolle T2 7IgEY =AY 5L dugts Agez 9
skl 7199 FakreEo] A o2 wito| 3|4](mean—reversion)dtl ®rhal 2t} dfifat
A FAFEo] & AF thE AAAEC] TY A S A Yt BTG =M F

Ao ol ol A 91, FAF G0l B A3t AF FAT AR 0D Folx] B
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_ NComp

PCTComp = o )

A9 G 54 o7 AFsl] st B AEHE PCTComp 71522 479
(decile)@ U= & 71 gko] 07 1 Alo]9] ghs ZE=E WS Wi4E & O 7|y 379 44

HS(dPCTComp) 2 27 3T},

L, ¢lelzz|0/H

A A AN 7H2 % 7L 28 (valuation mode))?] T T LARA E3E UE A2 7Y
of wjgole] FHA ok AFE, 7129 71E AR, 2eal RISl oSl et A& 7 2
& 7199 IHZH 7} & #2317 EthOhlson 1995). 719¢] mlefo] o)L 3t A4 & &<l
&2 7 ¥ ol o &3t 7149 TIXE FA e Aol 7RE IR S Eéshe gkl
K Recta 7Pgsta

A2HQl v, HZedl= A F27H 0] 71| AR e 24 JHAE o
FTHTA7PE 48t 7199 wlEold] oA SR E o] &t ARIES JOoRE T4 (reverse —
engineering)dh= 97} o] o] Fo]2| 1 2 THGebhardt et al. 2001 ; Claus and Thomas 2001 ;
Gode and Mohanram 2003 ; Easton 2004 ; Easton and Monahan 2005 ; Botosan and Plumlee 2005
; Botosan et al. 2011). ol F8E ER1&E A= WAl A7) AFHEH]-&(implied cost of
equity capital)o] 2}l F-2H, o] 2R FPo|AES A o] AP zein| ol
AgAFel M= WA A7 |AHER &2 38817 et oe] 7k {39 7197 282 AA]
st e, ¥ Aol E Claus and Thomas(2001)9t Gebhardt et al.(2001), —L] 3L Easton
(2004)2} Gode and Mohanram(2003)°1 4] A|AI g U] 7}A] ¥WH-& & -g-3ste] WA A7 A28 8-S
FEat A F 7] AFE 23o] 9 ¥ (Residual Income Valuation Model, RIM)ell 7] %3}
WA A7 AR -5 F4 35k, 9] F 7FA] 99-E Ohlson and Juettner —Nauroth(2005)7} A1 A]
3k Z3}o] 9] A 2 8 (Abnormal Earnings Growth Model, AEGM or OJ)l| 7] %38} WAl =}7| =}

4=

270l RYRIM)T 270l FRBONES BF NFeARGelN TaE maolAg,
AR AT wp veolele] g et bgolut o] 2] 7)7te] T el Hol
o2 Q3te] A hE & 4 "ok 2o} o|gH o FAR vlgfelo S FYen
Aol e AR A% A% NFUARET UG FAE BelF7] W], )5 ]
A WS Fal AEEE UA A7 AR 8 o] 2HoR FUslol & Aolth Tt 49

p 4

2) ol & W] W& ddAFolA Al AR 7] WiiZel & Gl = vl 7] 7197 2 E |
WS A 23K Hail and Leuz 2006 ; Dhaliwal et al. 2006 ; Hail and Leuz 2009 ; Dhaliwal et al.
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Aol ofahd 919 vl 7EA] W o8 FE = WAl A7) AR &2 BE vh2n 54 gt
219 Wol o ettt B ¢ gl7] wiiel] B AFelA e vl 7] FHA Y HiEe ol &
823 gFCK(Hail and Leuz 2006 ; Dhaliwal et al. 2006 ; Hail and Leuz 2009 ; Dhaliwal et al.

AP FHASE 7199 AAZein|d S, SPNFR 7Y 5
27 o5 WGl G vl Ao oA e JpH FANFE %
2 ol g3le] 719 £F9) A FE7t 71999 ABZelri o] APA FBL W Ao o)

Implied Risk Premium, ; ,; = ¥, + 1, PCTComp(dPCTComp), , + 1, Bet a;,
+ s MV + o BTM; , + s ROE;  + s TAGR, |
Y LEV, , +pgRet Var; , + g Following,
+ g Bias; ; + 1 DISP, , + 77[112[/]’GRLt
+ YearDummy+¢&;, )
Implied Risk Premium=average of the estimated implied cost of equity capital in excess of risk —free

rate measured by yield on the 10—year Treasury bonds ;
PCTComp =1,000x[number of competition —related words divided by the total number of words in

10—K];
dPCTComp =decile—ranked value of PCTComp, cthen scaled to be in [0,1] ;
Beta =beta from market model for one—year using daily returns ;
MV =log of market value of equity ;
BTM =Dbook value by market value of equity following Fama and French(2002) ;
ROE =income before extraordinary items by lagged book values of equity ;
TAGR =change of total assets by lagged total assets ;
LEV =interest —bearing liability by total assets ;
RetVar =standard deviation of daily returns ;
Following =log of (number of analysts following+1) ;
Bias =(analysts’ forecasts of earnings —actual earnings) by lagged total assets ;
DISP =standard deviation of analysts’ forecasts of earnings
LTGR =analysts’ forecasts of 5—year earnings growth rate

28 )X FE5HPRA ARz A(ImpliedRP)-2 v 7M2] 7197 2ol A F4 8 &<l
SO A AR DES BED F FAD olA4ER AR gholn, TR 7Y o

A WME(PCTComp)e AAE AN B1E 1 9 & o] 51,0007 2 24 #d dol<

RS
[e]
=2
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WSS ofn| @tk dPCTCompt A7 AN FEAe] 92 BeiA1717] oo, Az
719 2] A WEPCTComp) 7172.2 41%-9](decile) 2 W F 7 gho] 03} 14kole] gk
Zes 247 Wl

A ARl A 2] WEKBeta), 71992 FE(MV), Ao HH o}

H|&(BTM), +X(ROE), ZAt AE(TAGR), dlH21A](Lev), *—1?‘4% W =X (RetVar),
BA 7L F(Following), SAEA7e] o] A FH X9 © F(Bias), TAEA7H] o1 3] 9
LX(DISP), 1E]3 THEA7Le] mlef o]9fe] 5d A4E °41~X](LTGR) WA A7) A
= TEUTE ot 39 4 RS e ddATelA el AHEE = Wgro|thDhaliwal

>,
N
)
i

A ofX
oo 1o
m{m

B Ao FEL 1998dRE 20108714 nlF @A o] AAE 719S ez theo
TFohe gz Al

(2) Compustatoll 4 AFAFZ7}F A5 73 71¢]
(3) UB/E/SOlA A EA 7] mlgfole] X<} 5d AAE AFA A87} e 7Y
@) 719 = ZAA WHE(PCTComp) A57F 44 713 7193

W 7o) obd ml= 71 tid e R ATE A ol f= e 2ok & AgelA F
o R Ad9E 719 5o A M 7195l AT AAE A HAE #2243 B3
EEH e, W dFddA e olgfe 719w AR HeE EE9] A dxE e g
2E §Ao] o] o] folx 31 gUA] Folr] 719 T 73*3 WEE Fs7] FE7] vttt
A@zen|ds Fgst=t Bt WA A7 A8 &2 AlLtshr] fete] SHEA 7] mgfo]
o] A 5d AHE ASA FEIL e VIR 3@5‘}93"/} SHEA7EY mlgfo]e] 4
A= I/B/E/SOIA F&3 62 71 SHEAI 4] H 1A (consensus) AR E AH8-51S L.
olelo HZ AlH 7o ® ARHAE 7Sl sttets #A AFAEI} g5 s 7
HES A B2 TFAF 2N AEAZF L F(survivorship bias)E 243} SHES ST
Fekx)9] FS A A A ZF HE] 1%/99% oA winsorization WA 0.2 A 2|6k 1L
4% ERo A% 1Y FE 10974740l

3) Li et al.2013)ll 9Jal 7i¢¥ 1 2 Aol AEHE 71 % 44 HS(PCTComp)< http://webuser.
bus.umich.edu/feng/ol| 4] Th+ZE= 7153ttt
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<& 1> Descriptive statistics

Variables Mean Std.dev. P1 P25 Median P75 P9
ImpliedRP 5.631 2.885 0.755 3.704 5.145 6.947 15.757
PCTComp 0.528 0.470 0.037 0.209 0.381 0.697 2314
dPCTComp 0.485 0.318 0.000 0.222 0.444 0.778 1.000
HHI Sales 0.195 0.148 0.043 0.081 0.160 0.261 0.749
HHI T4 0.198 0.158 0.040 0.085 0.145 0.261 0.780
FFR 0.649 0.200 0.289 0.475 0.636 0.819 1.000
Beta 0.997 0.547 0.026 0.600 0.928 1.312 2.571
MV 6.906 1.512 3.826 5.821 6.805 7.901 9.982
BTM 0.520 0.364 0.050 0.276 0.439 0.667 1.791
ROE 0.130 0.240 —0.592 0.062 0.134 0.210 0.968
TAGR 0.212 0.399 —0.269 0.016 0.104 0.252 2.332
LEV 0.216 0.178 0.000 0.039 0.208 0.344 0.661
RetVar 0.030 0.014 0.010 0.021 0.028 0.038 0.072
Following 2.095 0.614 1.099 1.609 2.079 2.565 3.434
Bias 0.008 0.035 —0.054 —0.003 0.000 0.009 0.215
DISP 0.092 0.192 0.000 0.016 0.033 0.081 1.316
LTGR 0.219 0.695 0.030 0.120 0.160 0.222 1.018

1) This table presents summary statistics for the variables of interest from 1998 to 2010 and includes 10,974
firm —year observations.

2) Detailed definition of variables is in the Model (2) except for the industry —level competition such as
HHI Sales, HHI TA, and FFR. HHI Sales(HHI TA) is the sum of squared sales—based(total assets—
based) market shares of all firms in each three —digit SIC industry in a given year and then averaging
over the past 3 years following Hou and Robinson (2006). FFR is the sum of squared sales—based
market shares of top four firms in each three —digit SIC industry in a given year and then averaging over
the past 3 years.
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<3 3>9] 5E9 25 B9 Ade I duaA B4 2ot %]‘1:5}5’— At 71 =
o] B4 ME(PCTComp)2 7122 Une 57 2525 AW ET, ZAo] gk IH(QDllAH =t}
Aol Ag 1F(Q5) A 7149 A zendel & ] o JAFrrt SrhFE Aol
Athe Ae & & Aok T3 A A Aol FstA ARl &5 7|de] #2771
Aol Yrti(Hou and Robinson 2006).

Y
Kl

<{E 3> Firm characteristics of quintile groups sorted by firm—level competition measure (PCTComp)

Variables Q1 Q2 Q3 Q4 Q5 Q5—Q1 t—stat
ImpliedRP 5.769 5.659 5.608 5.603 5.517 —0.252 —2.86
PCTComp 0.149 0.290 0.437 0.633 1.130 0.982 75.12
dPCTComp 0.052 0.261 0.479 0.705 0.928 0.876 453.49
HHI Sales 0.219 0.209 0.192 0.188 0.170 —0.048 —10.91
HHI TA 0.224 0.211 0.195 0.187 0.172 —0.053 —11.08
FFR 0.683 0.675 0.647 0.636 0.604 —0.079 —13.14
Beta 0.909 0.958 1.003 1.014 1.098 0.189 11.51
MV 7.322 7.080 6.873 6.773 6.484 —0.837 —18.59
BTM 0.575 0.543 0.514 0.497 0.470 —0.105 —9.54
ROE 0.141 0.143 0.131 0.120 0.114 —0.028 —3.78
TAGR 0.191 0.189 0.210 0.218 0.254 0.063 5.05
LEV 0.281 0.248 0.215 0.188 0.149 —0.132 —26.37
RetVar 0.027 0.029 0.031 0.031 0.035 0.008 19.47
Following 2.179 2.130 2.093 2.076 1.996 —0.183 —9.88
Bias 0.005 0.006 0.009 0.010 0.010 0.004 4.14
DISP 0.089 0.082 0.098 0.088 0.106 0.017 2.79
LTGR 0.169 0.190 0.235 0.246 0.253 0.084 5.95

1) This table presents average characteristics of quintile portfolios sorted by PCTComp.

2) Q1 corresponds to the first group of firms with the lowest competition, whereas Q5 corresponds to the
last group of firms with the highest competition.

3) Detailed definition of variables is in the Model (2) except for the industry —level competition such as
HHI Sales, HHI TA, and FFR. HHI Sales(HHI TA) is the sum of squared sales—based(total assets—
based) market shares of all firms in each three—digit SIC industry in a given year and then averaging
over the past 3 years following Hou and Robinson (2006). FFR is the sum of squared sales—based
market shares of top four firms in each three —digit SIC industry in a given year and then averaging over
the past 3 years.
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o)

<(H 4> The effect of firm—level competition on implied risk premium

Variables Model 1 Model 2
PCTComp —0.479"
(—6.85)
dPCTComp —0.625""
(—6.13)
Beta 0.144" 0.148"
(1.79) (1.83)
MV —0.353™ —0.371"
(—9.11) (—9.56)
BTM 1.292™ 1.276™
(11.43) (11.28)
ROE 0.161 0.153
(1.22) (1.16)
TAGR 0.135" 0.138"
(1.91) (1.95)
LEV 2.150™ 2.122™
(9.98) (9.86)
RetVar 27.409" 26.435""
(6.49) (6.25)
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(HE 4> The effect of firm—Ilevel competition on implied risk premium (continued)

Variables Model 1 Model 2

Following —0.326™" —0.303"
(—3.88) (—3.62)

Bias 14.682" 14.729""
(12.88) (12.93)

DISP 1.315™ 1.301™
(5.67) (5.63)

LTGR 0.727" 0.729"
(3.74) (3.74)

Intercept 6.416™ 6.435™
(21.89) (21.65)

Year Fixed Effect Included Included
Adj. R 0.32 0.32

1) *, ** and *** denote the significance at 10%, 5%, and 1% level, respectively.
2) Detailed definition of variables is in the Model (2).

b

= A A

ASEA 23t 719 2] A W5 PCTCompst S 9] 43S Zol7] S &

PCTComp 7122 A&9l(decile) Uie & 1 gko] 0 1Ale]9] gk ZEES X

1 dPCTComp, F W= 5ol SAA LR froldh o(—)9 @& sttt o= 7l

o BAel A= 7199 Ad=ze|n o] gashs As ngith 71Yge

FEo BAol 7199 BB dlola £ v agAe =

T R AT EEA Y qds dve FE= AR
b

wo=2 7]go] AHdt

AN
o
b
S L

N,

o(:)] A

fs

et
ru
r

N
&
FN
(o]
o
o
A=)
N
incs
o X
B
r {
r)«
fincs
&
e My &
o C
o,
o
o,
)
N
N
ines
lo,

i, o
NI
1=
A
=)
jul
o 2 o o
Aol S
o,
X
o
o
=)
>
o,
it
&
v
N
Y
1o

4
faiz)
flo
%,
Og:,"’

L
A
o
FN
lo,
oy, o
o

o2 ¥
o o
=

2

)

(i

ot offt

> 8
M

ot 1
_0‘_15
47
o

Lo g
rO
=l
2
—Tu z
N
iR
-
FN o
1o,
o,
o
rE
i
©

o
2
-
FN
1o,
o,
N
rE

>
=2
S
rE
B
N
N
N
e
10
e}
)
[kl
AC)
=)
o
=2
=
rr
OiL
o0
=
=
o
M
1%
ol
ol

4
kI
N
3

Lo, R
e 2L
jz,‘
( o
k)
or, 2
*Q v
o X
2
Q\l o
— N
o Bk (i
DNy P
Moy
o N e
OE, 3&
= 3
E
T
o
g 8
2 0
o
N
2
e}
o
[
o

o2,
rE
i
rir
td
-
o2
+
-
of
o
o
=)
l‘_ll:
w5



248 MIFets|AIME / M193 M2=(2018. 4.)

{(# 5> The effect of firm—Ilevel competition on implied risk premium with

industry—level concentration index

Variables Model 1 with HHI_Sales Model 1 with HHI_TA Model 1 with FFR
PCTComp —0.449" —0.446"" —0.419"
(—6.47) (—6.45) (—6.06)
HHI Sales 13177
(6.22)
HHI TA 1267
(6.15)
FFR 1467
(9.52)
Beta 0.151" 0.143" 0.155"
(1.88) (1.78) (1.93)
MV —0.363"" —0.364"" —0.361""
(—9.41) (—9.46) (—9.43)
BTM 1.282"" 1.284™ 1277
(11.40) (11.40) (11.42)
ROE 0.125 0.120 0.089
(0.95) (0.92) (0.68)
TAGR 0.152" 0.158" 0.163"
(2.16) (2.23) (2.32)
LEV 2.078"™ 2.085™ 1.978"
(9.66) 9.69) (9.23)
RetVar 28.513™ 28.836"" 29.235™
(6.78) (6.86) (7.01)
Following —0.296"" —0.290"" —0.284""
(—3.53) (—3.46) (—3.40D
Bias 14.739" 14.758™ 14.789"
(13.04) (13.01) (13.09)
DISP 1.315™ 1.323"™ 1.337°
(5.74) (5.78) (5.86)
LTGR 0.726™ 0.726™ 0.724™"
(3.75) (3.75) (3.75)
Intercept 6.115™" 6.106™" 5369
(20.51) (20.52) (17.16)
Year Fixed Effect Included Included Included
Adj. R 0.32 0.33 0.33
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1) *, ** and *** denote the significance at 10%, 5%, and 1% level, respectively.

2) Detailed definition of variables is in the Model (2) except for the industry —level competition such as
HHI Sales, HHI TA, and FFR. HHI Sales(HHI TA) is the sum of squared sales—based(total assets—
based) market shares of all firms in each three—digit SIC industry in a given year and then averaging
over the past 3 years following Hou and Robinson (2006). FFR is the sum of squared sales—based
market shares of top four firms in each three —digit SIC industry in a given year and then averaging over
the past 3 years.

5 719 oy A FF Bl ARl AErE 719 @ zen|de] wol= 2
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of AR WMot A FFY A e F S B 719 A3 zendd 93-S vA= A
o2 Hol A5 A Al #AZE ofy gt Bkl #AE zte B og Bl o 7]&e] At
A T AA HFE o] &3 AT V1Yol AW A S vElsh]el FwskA Ktk
= A& Bske Aotk 18y Ad 2] A A(HHI Sales)®] AlF#k(1.317)°] 719 59
ZBA(PCTComp)®] ATEH(—0.449)Et B 2 A0 2 Hol 4] 324 SHA 7]9o] &

239 &Aool 7ol nRE FEgS oJAds] ul¢- Atia Y. 4, Hou and Robinson
(2006) AH o] AA o] AEEFE 7199 7T ESH B ZYvD)e] SRivta 74
39 ot Al et al.(2009)2 SAA el A3 3
737 WAgT e A, g v
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(H 6> The effect of firm—Ilevel competition on implied risk premium with growth partitions

, Analysts’” Forecasts of Long—Term Growth (L7TGR)
Variables , i
Low Group Middle Group High Group
PCTComp —0.526"" —0.269™ —0.367""
(—4.67) (—2.78) (—3.23)
HHI Sales 1.353™ 0.215 2.125™
(5.18) (0.78) (4.35)
Total Assets Growth (TAGR)
Low Group Middle Group High Group
PCTComp —0.486"" —0.327" —0.456""
(—4.07) (—3.36) (—4.59)
HHI Sales 2.154™ 0.804™ 0.877"
(6.34) (3.10) (2.89)
Book—to—Market (BTM)
Low Group Middle Group High Group
PCTComp —0.340"" —0.452"" —0.387"
(—3.29) (—4.44) (—2.99)
HHI Sales 0.673" 0.773™ 2376
(2.03) (2.70) (6.44)

1) *, ** and *** denote the significance at 10%, 5%, and 1% level, respectively.
2) Detailed definition of variables is in the Model (2).

2 QoA F1gel Al 7] 94 R ASE olgdte] Al K Dgo el 4% 2
3, RE aFelH QU 78] 522 Aol 184S 7199 99 Zelv|ge] gadt
& 7)) Aot fAEe 7199 Y H=s duglel J1do] AA% Aol AT
7199l 9gzevidde] FolEt AhE HolFn ek w3 ol Ar WY FE 24
W7 A3 4 B ASLIGRAN FAH fol4ol A AY ZolE A3t B2He 4



71 wEe| AW flgl=z2(ojgd 251

V.2 &

710l AR A4 fdo] ARl qAbad st 71])el A B Al viAE Gl
AT7E AHH ez FP5o] ol 276k, 719 o] A A=E FH] A &
7] o el o2} 7] B A WE A8ste] FE daeS d¥E Eaa Hela A
okt ATl Akl A SR A o] Aol HE 714 919 %
Aztel] WA= Gl WA ASEA SFATE A Li et al(2013) AAEIA ] HAES
A8t 71 Adxlel dAsaL sle 719 el A AR SH sk S NEsl
L, o] W7k 71948l 2apelgo] Fatdl Ashe A= 7HEE AlYle 98 sk Aoz
2ol 71¢) o] A4 WEA Bt Byirh & A7elA e 7ol AHstn sle 719
Fo A4 WMERA L et al2013) WS AEste] 7191e] BAo] AL r= 71999 A1d
zejv|o] #agE ATt oleld A3k A4 Eo] AR MTt 2FEHAY 7199

o
o
e
>
- ﬂl\ﬂl
il
ol
%0,
o
o
ﬂl\ﬂl

)
i
:?L_',
iin)
ol
ol
N
=
ofj
M
ol
ol
B
&S
A
&
o,
4ol
re
-4
rr
=
a
1=K
S
(e}
=
o
2
2
o
N
A

o
o

¢

o Li et al.9] W2] ool 112-¥h3]
LE25A " o & 59 Li et al.o] ATl Aol 2la] A K =ZH]-E(proprietary

= 7
cost)°] S7Fsh= 73A 71le] AR A Huske o] 71de] A 4% JHepr|H

—_—



252 MIFets|AIME / M193 M2=(2018. 4.)

b

TEE

242 - Fobg. 2016, “AAAW 7143 A o] FAREA vA= G AFAAAE A
178 A|3% : 189—230.

Ali, A., S. Klasa, and E. Yeung. 2009. The limitations of industry concentration measures
constructed with Compustat data : Implications for finance research. Review of Financial
Studies 22 : 3839—3871.

Ali, A., S. Klasa, and E. Yeung. 2014. Industry concentration and corporate disclosure policy.
Journal of Accounting and Economics 58 : 240—264.

Bens, D., P. Berger, and S. Monahan. 2011. Discretionary disclosure in financial reporting :
an examination comparing internal firm data to externally reported segment data. The
Accounting Review 86 : 417—449.

Botosan, C. and M. Plumlee. 2005. Assessing alternative proxies for the expected risk premium.
The Accounting Review 80 (1) : 21—153.

Botosan, C., M. Plumlee, and H. Wen. 2011. The relation between expected returns, realized
returns, and firm risk characteristics. Contemporary Accounting Research 28 (4) : 1085
—1122.

Chen, C., E. Matsumura, J. Shin, and S. Y. Wu. 2015. The effect of competition intensity and
competition type on the use of customer satisfaction measures in executives annual
bonus contracts. The Accounting Review 90 (1) : 229—263.

Claus, J., and J. Thomas. 2001. Equity premia as low as three percent? Evidence from analysts'
earnings forecasts for domestic and international stock markets. Journal of Finance 56
(5) 1 1629—1666.

Dedman, E., and C. Lennox. 2009. Perceived competition, profitability and the withholding of
information about sales and the cost of sales. Journal of Accounting and Economics 48

:210—30.

DeFond, M. L., and C. W. Park. 1999. The Effect of Competition on CEO Turnover. Journal
of Accounting and Economics 27 : 35—56.

Dhaliwal, D., S. Heitzman, and O. Z. Li. 2006. Taxes, leverage, and the cost of equity capital.
Journal of Accounting Research 44 (4) : 691—723.

Dhaliwal, D., J. S. Judd, M. Serfling, and S. Shaikh. 2016. Customer concentration risk and
the cost of equity capital. Journal of Accounting and Economics 61 : 23 —48.
Easton, P. 2004. PE ratios, PEG ratios, and estimating the implied expected rate of return on

equity capital. The Accounting Review 79 : 73—96.

Easton, P. D., and S. J. Monahan. 2005. An evaluation of accounting—based measures of



71 wEe| AWt flgl=z2(0jgd 253

expected returns. The Accounting Review 80 (2) : 501 —538.

Fama, Eugene F., and K. French. 1992. The cross—section of expected stock returns, Journal
of Finance 47 : 427 —465.

Fama, E. and K. French. 2002. The equity premium. Journal of Finance 58 : 609 —646.

Gaspar, J. M. and M. Massa. 2005. Idiosyncratic volatility and product market competition.
Journal of Business 79 : 3125—3152.

Giroud. X. and H. Mueller. 2010. Does corporate governance matter in competitive industries?
Journal of Financial Economics 95 : 312—331.

Gebhardt, W. R., C. M. C. Lee, and B. Swaminathan. 2001. Toward an implied cost of capital.
Journal of Accounting Research 39 (1) : 135—176.

Gode, D., and P. Mohanram. 2003. Inferring the cost of capital using the Ohlson— Juettner
model. Review of Accounting Studies 8 : 399 —431.

Hail, L., and C. Leuz. 2006. International differences in the cost of equity capital : Do legal
institutions and securities regulation matter? Journal of Accounting Research 44 (3):
485—531.

Hail, L., and C. Leuz. 2009. Cost of capital effects and changes in growth expectations around
U.S. cross—listings. Journal of Financial Economics 93 @ 428 —454.

Harris, M. H. 1998. The Association between Competition and Managers’ Business Segment
Reporting Decisions. Journal of Accounting Research 36 : 111—90.

Hart, O. 1983. The market mechanism as an incentive scheme. Bell Journal of Economics 14 :
366—382.

Hicks, J. 1935. Annual survey of economic theory : the theory of monopoly. Econometrica 3 :
1—20.

Hoberg, G., and G. Phillips. 2010. Product market synergies and competition in mergers and
acquisitions : A text—based analysis. Review of Financial Studies 23(10) : 3773 —3811.

Hoberg, G., and G. Phillips. 2016. Text—based network industries and endogenous product
differentiation. Journal of Political Economy 124 (5) : 1423 —1465.

Hoberg, G., G. Phillips, and N. Prabhala. 2014. Product market threats, payouts, and financial
flexibility. The Journal of Finance, 69 (1) : 293 —324.

Hou, K. and D. T. Robinson. 2006. Industry concentration and average stock returns. Journal
of Finance 61 : 1927—1956.

Irvine, P. and J. Pontiff. 2009. Idiosyncratic return volatility, cash flows, and product market
competition. The Review of Financial Studies 22(3) : 1149—1177.

Karuna, C. 2007. Industry product market competition and managerial incentives. Journal of



254 MIFets|AIME / M193 M2=(2018.4.)

Accounting and Economics 43 (2/3) : 275—297.

Lang, L. H. P., and R. M. Stulz. 1992. Contagion and Competitive Intra—industry Effects of
Bankruptcy Announcements : An Empirical Analysis. Journal of Financial Economics
32 1 45—60.

Li, X. 2010. The impacts of product market competition on the quantity and quality of
voluntary disclosures. Review of Accounting Studies 15 @ 663—711.

Li, F., R. Lundholm, and M. Minnis. 2013. A measure of competition based on 10—K filings.
Journal of Accounting Research 51 (2):399—436.

Nickell, S. 1996. Competition and corporate performance. Journal of Political Economy 104 (4)
1 724—174e.

Ohlson, J. 1995. Earnings, book values, and dividends in equity valuation. Contemporary
Accounting Research 11 : 661 —687.

Ohlson, J., and B. Juettner —Nauroth. 2005. Expected EPS and EPS growth as determinants of
value. Review of Accounting Studies 10 : 349 —365.

Petersen, M. A. 2009. Estimating standard errors in finance panel data sets : Comparing
approaches. The Review of Financial Studies 22 (1) : 435—480.

Qiu. J. and F. Yu. 2009. The market for corporate control and the cost of debt. Journal of
Financial Economics 93 @ 505—524.

Raith, M. 2003. Competition, risk and managerial incentives. American Economic Review 93
(4) 1 1425—1436.

Rauh, J., and A. Sufi. 2012. Explaining corporate capital structure : product markets, leases,
and asset similarity. Review of Finance 16 : 1—41.

Schmidt, K. M. 1997. Managerial incentives and product market competition. Review of
Economic Studies 15 869—900.

Schumpeter, J. 1912. The Theory of Economic Development. Cambridge, MA : Harvard
University Press.

Schumpeter, J. 1942. Capitalism, Socialism, and Democracy. New York : Harper & Row.

Smith, A. 1776. An inquiry into the nature and causes of the wealth of nations. In : Cannan,
E. (Ed.), Fifth Edition(1904). Methuen and Co., Ltd., London.

Thompson, S. B. 2011. Simple formulas for standard errors that cluster by both firm and time.
Journal of Financial Economics 99 (1) : 1—10.



71 wEe| AWt flgl=z2(0jgd 255

Firm -level Competition Perceived by a Firm

and its Implied Cost of Risk Premium"

Seungyeon Lim"*

<{Abstract>

This study examines whether a firm—level competition perceived by a firm affects its implied
risk premium. Prior literature based on an industry —level competition provides a mixed result of
the effect of competition on a firm’s implied risk premium as well as it’s performance. While
some studies report a negative effect of competition on a firm by showing that the firm’s
profitability is low and volatile in the competitive environment, others provide an positive
evidence that competition pressure enforces discipline on managers to reduce slack and increase
firm’s operating efficiency. The results of an analysis using a new measure developed by Li et
al.(2013) as a proxy for the firm —level competition indicate that, even after controlling for several
determinants of risk premium and some properties of analysts’ forecasts, the implied risk premium
has a significant negative relationship with firm—level competition and that this relationship was
robust to inclusion of industry —level competition in the model and across a variety of growth
groups. These results provide support for the view that competition pressure enforces discipline on

managers to reduce slack and maximize profits.

<Key words> competition, risk premium, corporate governance, growth
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