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gAolel & ARA AN SAG ROl §AZ ANAGe g N AEHE 4 o
£A49) 71999 9ol e S olch Teie Fol A Baolele FAAS ABAE
o 71ge) et FA izl AbAY Al 7 /1R PR BEHo] gk el A7)

ol A7 SAAE ¢ gl AT Al 23S T AEET] Wi A= 713
A7IEANA s1gatal e 4% e Wl B o]fAdd el AgFdce] AUk o= 3|AA
gEo wpet FAAR] FH o H S A AEHE FEE| U] "iEelH, Hioleo] FY
& AAA AAolga strets, ARt AR A A Wy wel 1 7] BA A
AAE fgdeta e FEode 71gEZ Aol7k B2 5= vk DeFond and Park(1997)2 7
GALe] o]l FAE 7112 A}t vlEfAd I current and future performance)?te] TA| Soll Al
gpetetazt stk FAACRE 7o BeAte AL A3t v e Pt F&
Ao & o s = Afode el A0l T dF-E dA Aoz Weleh H(+) AFA
LN S HAspA Rt AR At Fa v o] G HE AR didE s Afddle @A
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ATk olelgt Arge A71NE Atgel M= 48715 3], Fudenberg and Tirole(1995)& =%l
713kel| 73 A7} Z}Jf’% 922 §A57] YA T3l 7|7t o] gAE S et Ao
wr} Fub Qi) o]k e ol HE]E AYA) AN S Eolo] AFRL

%@% ZolglE o] x4 &9 o|thBeidleman 1973 ; Ronen and Sadan 1981 ;
Tucker and Zarowin 2006 ). 5219t} 2 #H1992)2 o]2| gt o] FA3 = el 719A A
o] E712A, Ul 7 E AAlstaL Atk FA A SR o] FASE St AVIA R ZAE
Azreta, Ao AAAY B8-S SUsATIe EFE AR, 797X e HotE
o7l 93 o ® o] &at] f8l, 12l ol BAAENA 7192 sl tig %3
FaAA F7] Al AR ol frdstE & BrI7F EAldT . S
Ronen and Sadan(1981)& E.317% o])& ZAGArt frdstalel= @l dis) v gt 37
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g o]fof| Sof] A F&F JHE AHEA G ALDal= o] 2 & 7] WEe] BhA= B
oleje] ZEE 7R MEgo] Yo Es 2T felo] stk oA H Hireo]ee] wME/do]
ol AL B AAAEAAE v oo dSTbeAol St AHREE SAHEA
=gl E AolBR 7Y PP AR Adxgo] 7hed o itk Wb & A ol wdst
FErt g QLGS ARl go] AaE Aoz Jlgatgnt. ol @ w=elgh A AYATo
A AR AT SASS MR R £ AFelM e ol frdstel AR 83te] #AS dobi
=dl o] th52 Zo] A8 7Md(alternative hypothesis)e] FE|2 7Hd-S A% gt
7t 7199 ol dst H Tt EeTE AEH &S Yol Aot
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WACC;+1= &o+ £ 1SMOOTHI(2),+ G>LNMV,+ G3LEV,+ £ PPE,~+ £sLNBM,
+ B6BETA,+ G7VOL+ £sROA+ FoLOSS+ £10BIG4,+ £ 11AOPN,+ & 12MKT,

+ XIND+ YD+« 1)
A7IM, WACC,y; = t+H19% 715 HaAEn &
SMOOTHI, = t3d% o]25A3t ZH )1 {(=NF""ICFO™™)9] [0, 1] Ato] <ol wE Y &=
9] 5 (reverses fractional ranking)} ; NI'™™*"'e} CFOP™ = 217} o|2lo] %3
Azl AFEEY TTRARAN NS TIF BA 4d7tez A
SMOOTH2, = td% o]o¢d3t ZA2((=NP™" —CFO™ )] [0, 1] Ato] Ge] uiiQ|

95 F(reversed fractional ranking)}
LNMV, = td= A7IARRS] AR 2 AR
LEV, = td%E FAuE&(=FFH/FA
PPE, = td% FZAEe] B F(=FIF A7 22
LNBM, = (3% A7|AE AA7EA] e ARIIR(AA RS FH 3
BETA, = td= 1d3te] ARG er FgH AAA A
VOL, = td= 1dzke] FAdE] St
ROA, = td&= FARtolf B (=37l /71 254k
LOSS, = td%E SATP7IYGol™ 1, okd 0
BIG4, = td%x Big 4 AlFRdeld 1, of™ 0
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B oodo] #AAMSEE Leuz et al.(2003)004 AFEE o] A3} =HHPHS &g v &
SH(SMOOTHI) %} xPOl N (SMOOTH2) & Yo 2331t o8 Wgre] 24uhg S drs)

H, 4 @718 285 A 4dz7te] 7ol dWhT AP FEE(CFO)S 2t BT 0w,
0 cro)E AR £ o] & o] &3t SMOOTHIS o x5 0 cro® Yol S48k a(=
SMOOTH2= o nelA 0 croS AR 2bol 2 SABATH= o m— 0 cro). ©15 F SHA Fhel
ol 199l oldfast B Tu, Wiz gto] ALFE 71909 ool feis FEE
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Aol A g BAHLE A7 5(—)9 #ol ddEHs < 0). B8 A= ddIth
AT E AEH &S AT =250l AERE A = A Ao
2 47 A5 R A3 H A Mclnnis 2010 ; Ge and Kim 2010 ; Kim et al. 2010 ; Hope et al.
2009 ; Ahmed et al. 2008 ; Fernando et al. 2008 ; Dhaliwal et al. 2008 ; Jiang 2008 ; Pittman and
Fortin 2004 ; Khurana and Raman 2004 ; Fama and French 1995, Z1&d3} Hln<d 2010 5). £
AFeA FAMTE M9 HMe2s A7|AHEY] AT (UNMY), FAEE(LEY), T3
o] BIZ(PPE), AZ1AREe] AZ7EA] tiB] A7 HA(LNBM), AAA 13 (BETA), T4 &
B2HVOL), FAol A E(ROA), £ BAAT(LOSS), FA] THE(BIGY), A ZA(A0PN), Al
FAF(MKT) FolH, 3 A3t Aol & Sl FA A e n|(2IND) S, 123 7]
T 9IS FAY YoM A=Un|(UND)E B FtE nEstdch FAEA §ge
gelek 82 A9 syt 2
o] AR #Eg APAFSNA TG AUNMY) S BB E(LEV)S 714913
2 AFEE BAT HZ oA 2y 2o] 13 EATHMclnnis 2010 ; Jiang 2008 ; Fama and
French 1995 5). thr] APAFTEANME LNMY D LEVZ} AHEH|S(WACC)Z 2+ 2(—)2
HH)e BAE 7H Ao gt FRAE] B H(PPE)E 7198l FEAZT 7 ALt
o ¥]5& Yehlle W52 2840 12 ¥ ATh(Hope et al. 2009 ; Pittman and Fortin 2004
; AT} vhnled 2010). 283 HellA PPEE WACCS &(—)<] #AAo] ddHnt A7) A
2o AG7HA die] ARARCNBIE 719e] TAd AT BAE BRI BP0 1
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FAE o] AHER &3} ok(+)e] BAZ M & AthHope et al. 2009 ; Ahmed et al. 2008
; Fama and French 1995 ). A4 & (BETA)Z T2 &2 BAHVOL)E 7192] AW
o F7F REAe SR HPAFENN e WACCH H(+)2) FAE o’d@HGe and Kim
2010 ; Kim et al. 2009 ; Hope et al. 2009 ; Ahmed et al. 2008 ; Fernando et al. 2008 ; 71 &&=}
ahaled 2010 5). 7199 A #E A E RO4S LOSSE 22 d| EA8FATHGe
and Kim 2010 ; Hope et al. 2009 ; Dhaliwal et al. 2008 ; Pittman and Fortin 2004 ; 71 &< 3} 4}
n|g 2010 F). ROAS}E LOSST= WACCSE 242t 2(—)3 K)o BAZE oA ddnt ZARle 5
A T MR ARl T E(BIGH) S AL A(40PN)S 28 2o 118 319 th(Fernando et al.
2008). AARIS] FEI} F4E 2L o]HESASXERC)E K13 A7 (Teoh and Wong 1993)
o 71z2g | Big 4 73AF1o] ZFAYEHA non—Big 4 FARIET WACCE W& Zo =R oAE =
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HAGo)AE e 79 18R] ¥ AR AFARY] B4 o F 2 dIFrbeAel =
S F OB R JOPNE WACCS K +)2] #A7F od’3E 4 Slth(Fernando et al. 2008). A%
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7 Al Bag AFAERS Y e 714

= & = 71EL R 20029 H 2009970 8idzto|t). F&
A7 tH1A13 0l 3, At ol ne Awrse] 24717h2 2001978 20083714
o 3, dwee] 5478 9718 2EE 3] 5331 ARE ol8sisleng, A4 AR

27 (ol BEE A ol fE ATALS] Faelth AFTz] H7o] L
93} 2w Holhnm TRl Hl@ ks S Ans] dgelth 24 Q) HEo FAA
2.2 S8l F7HE Algelth 23 ()& AR Ba Agolth, E A7 E BAd B

e
23 BE ZA8Z NICEA-&H 7P B(F)9] KIS—VALUES] HolEju|o] ~2HE FZ3513t}
27 @)dllA AE2ZA7IG2 AAIT o olE 7I19S FA7IdH 2] ATARe] H37t
S0l E7] wWEolth @, ¥ AFE B nddE s e 593 A2 #dsto]
orjigel AART e AT Hes AYS vyur] ALY Wasd dear e dARES
71Eo R ZF 5] Al 1% WellA 27e§(winsorization) S BAsEAT o] 2 v
A7) HAFTRES 598270 719/ AgelH, AAZI9E vl 7387193 a3
Z14ez U 7h 2,57970 714/93 3,40370 7194/ Akzolt)
AAFE] A FEE <E 1> YR A2 NICEA &3 7P B ()9 tiiEF/ 7]
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(KSEE 65.6%, KOSDAQ+= 67.1%), th°] 7IEHKSEE 14.4%, KOSDAQ+«= 17%), =r 2 &
1] A(KSEE 7.2%, KOSDAQE 7.6%)°]™, A4 g3} Mu]2ele] 7$-5 KSEx 714 do] AH]
2 H0} £e W KOSDAQE AH| Aol AAYHY vFo| T &St} HE| 24 ¢
ol et Aol 2A 1F EFEASS E F Utk wA 2 AT HSA s dutkst
Vedel w5 AR VgEt

=E]|

CE 1) B2 Al 2%
AL of KSE sample KOSDAQ sample
Bl 2 2(%) HlEg o E2(%)
Az 1,768 65.6% 2,284 67.1%
44 168 6.5% 93 2.7%
T 2 Ay 185 7.2% 259 7.6%
AH] =9 87 3.4% 187 5.5%
7€k 371 14.4% 580 17.0%
A 2,579 100% 3,403 100%
F1) 2l T2 NICEA 8978 H(F)e] KIS—VALUE| 549 58 tEfF 715 weh &7
o, 71ek= F<(B00000), 717k, $71 5 AR (D00000), sk - #71E A2, deid 2 84
S (E00000), 5% (H00000)°] 2.
F2) A=Y ARE FYte] Hudh

<¥E 2>9E= HAFEE(Full) 2 KSES} KOSDAQO] thal] ¥ AFo] #AMSl ApEn]
(wACC)dl il Z A B S50 7|2 EAE AT <& 2>5 B
(Ful)2] 7% wACCe] Fi3} F95E 6.95%9 6.82%= heF 7%ET 27 W& 5otk
AFZEAA HAE R WACCTE & THE HHES 715 B v 71EK6.19%), A1Z%(6.87%),
AX9(6.97%), =l 2 2m)(7.14%), AH] ~%(7.02%) =2 Ve ik o] 23k ALgke
FTAFE 71Es & "= zol7t gl A ztel wACCT) 71 R TR e 1 = A
29477k AtelE HA(FH )0l 1.16%(1.34%)01H, A/d BE2 AR = ZUAT ol5
AAZE Abol = 1% oA B S BT FAALCE Fo @ Aol & A AT
oA t gto] 7.281, Wilcoxon 29 35l A z gko] 7.743). B3k Aol wACCT7}t
= A TIEb e 7P mE AR AHI ]9 Afol= ()0l 1%E 2w A
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7199 AHEZEHE SHoA - Z 2ol E HES F 31\:} Juistd B2 Husixe o
UAT, B AT AAFZEANAN FAe] it T A2 677,8908 nHl 3} 89,9579 vk
ol L, o5 ;s At WACCS] Aol FHE ALkl ARG -83F 2] 71 7,863
T (=677,890M 71 < 0.0116) 71,2059 7H (89,9579 51 } 0.0134) .2 & zlo] & 7t & §
7] ool
KSE®| A% 718, Alx, =l B &nfg, Aulag, 49 £o 2 B veiva 9le

KOSDAQ®] 2+ A4, 718k A4, =) B &g, Au|2~g £o2 Ytk <& 2>9 7]
%% & KSE¢} KOSDAQe| thal &5 THE 2t A wACCE 1= e =
HAA vk Aol oo <y 1>3 2

T
113

B 2> 2t MAE Xp2HIE(WACC)Ol thet 7| =&

At o Full sample KSE sample KOSDAQ sample
o i o i o ==
Az 6.87% 6.73% 6.52% 6.41% 7.14% 7.02%
A4 6.97% 6.83% 6.99% 6.89% 6.94% 6.73%
T 2 Ay 7.14% 7.02% 6.78% 6.78% 7.40% 7.26%
A 24 7.35% 7.25% 6.80% 6.67% 7.58% 7.50%
7€} 6.19% 5.91% 5.92% 5.94% 7.07% 6.71%
A 6.95% 6.82% 6.56% 6.45% 7.25% 7.14%
) A e @A 85 7PY B(F)9) KIS—VALUE el 58 |38 thi® 71Ee] wet 2573
e, 71Eks 34 (B00000), A717k2, 7] D $2A11(D00000), 3kF - #7115 2], e 2 3
E-21%4(E00000), =< (H00000)°] E3Hd.
A8 1> ZH MAE WACCS| 2%
8.00%
6.00%
& KOSPI
4.00% _ # KOSDAQ
2.00% KOSDAQ
KOSPI
0.00% - T T T T T
A=Y MY ERANY  MyAY 71t By
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IV, ASEAE3

<% 3>0& AA EES KSE(Panel A)9} KOSDAQ(Panel B)2 Wro] 2](1)9] 23 Ao A&
9 B, 95, LA Hag 9 Hoae YRl a, KSE®F KOSDAQe]
2] b Apo| S Avte Zo] Hustelth 7F Wipzte ol AEE Hi T S5l Ui
t 453 Wilcoxon F-3598 HAS(W H3)= AASTh B 714 8 54¥FEC] 5S4
AuEW o33 A
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£ B (pooled)ste] S| AR S & A5 7|E AFEddA e DA AAEH 54 A7
AS-2 A3 vk glh(Jiang 2008 ; Petersen 2009 ; Gow et al. 2010). T A=A 3}o| 2

l

197 454 EA7F dekd g4 o] Argoly S AAIFE t o] AMdET 2 He 7

Al ¥E 33 ol (upward biased)®] ASZ A7t Uebd 5 3, ]E el Hed 23E A2 %

] £ WE 7 vk A 71E AFEdA e olHe FEHE-AALD FEE EAE &

& A8 F= Newey and West(1987) A5 ‘?j% A3 BE Q) Th(Petersen 2009 ;
Jiang 2008).

9) EAE RYo|A WEte] dFadAd EAVE JErHE 248 A(variance inflation factor ;
VIF) #ez 2RIsiitt. dutdo® VIF gto] 10 oo WFE3te] vdsgiddel 443 Ao
= wushn Unk < s-olx] MKT W47h well 29 29 49 2 VIES] Auigkol 43 £
Y HEE BE LNMV HEEA Zbzb 24773 24748 G £Fo|Qd) o33 A B oo 2
AFeA Ad mFo A HFEEY el EAVE AdeA 52 Uehith o] % AA
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<E 5 O|rdstet xt=H|S0 gt 2l Ee: A= 49

b~ of| AF OLS regression test Newey and West(1987) test
- T =
T2 @ 2% 2 2% 3 23 4 23 2A 23 4A
i ) 0.063 0.047 0.063 0.047 0.047 0.047
= : (22.543"™) (14.864™) (22.295™) (14.746™) (13.98") (13.88™)
—0.003 —0.003 —0.003
SMOOTHI (—a62r™) | (—4858™) (—a67™)
—0.001 —0.002 —0.002
SMOOTH? (—2.1057) | (—2.799) (—2.547)
INMY B 0.000 0.001 0.000 0.001 0.001 0.001
0.772) (5346 (0.583) (5.196™) (5.03" 489"
LEV N —0.002 —0.001 —0.003 —0.001 —0.001 —0.001
(—2.699"7) (—0.725) (—3.044™) (—1.006) (—0.65) (—0.90)
PPE B —0.010 —0.010 —0.010 —0.010 —0.010 —0.010
(—103157) | (—10.0127) | (—10365") | (—10.08177) | (—9.197) | (—9.26™
—0.004 —0.003 —0.004 —0.003 —0.003 —0.003
+/— ok ek ek ek ok ok
LNBM / (—13.0777" | (87827 | (—13.523™) | (—9.147™) | (=763 | (=793
pETa |+ | 008 | 0008 | 0008 | 0008 | 0008 | 0005
(17.358") (16.706™") (17.525™) (16.874™") (15577 (1573
VoL N 0.012 0.011 0.012 0.012 0.011 0.012
(11.802") (11.522"™ (11.942") (11.646™) (10.58™) (10.69™)
ROA B —0.002 —0.003 —0.002 —0.003 —0.003 —0.003
(—1.9907") | (—2540"") | (—2.0147) | (—2472" (—1.909 (—1.86")
Loss |+ | 02| 0002 | 0002 | 0002 | 0002 | 0002
(3.807") (3.662") (4493 (4304 (333 (3.91™)
BIG4 B 0.000 0.000 0.000 0.000 0.000 0.000
(0.695) (1.163) (0.767) (1.230) (1.11) (1.17)
0.007 0.008 0.008 0.008 0.008 0.008
AOP. + .
OPN (26267 2.753™) (26747 (2.799™) (1.62) (1.65")
0.004 0.004 0.004 0.004
+ — ok — ok ok ok
MKT (10.193") (102517 9.62" 9.68™)
2IND included included included included included included
2YD included included included included included included
adj R 0.278 0.290 0.276 0.288 0314 0312
F % 122.102"" 123.194"™ 120.869"" 122.084™" 118.99™ 117617
N 5,982 5,982 5,982 5,982 5,982 5,982
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Ao R Hol LEVY] 3t Aat= A2 o7 s Alx ojo it}

4. F72A 2

e

rfa

o]

A 7P o] d%ko ® HAFRS KSES KOSDAQE Wro] 247t 2(1)e] 23
loll gk 3]AEA S F712 Fdal Bt o<k Add vhi & 3|AEA Ade <iE 6> B
G153 17} 2= SMOOTHI® SMOOTH2¢| ™t KSE¢| Z¥olx, BE 37 4%

KOSDAQ®| Ato|t}. & B <¥ 5>9 S}t
<# 6>9] 235 AV EH, 2 17H 4704 F 32 25 1% T oJHolx] SAACE frofst

1, 23] Ay (¢AE R)S KSES 4% thef 28% & o] a1, KOSDAQOIA & thef 25% 4 =

2 Yehga 9lol IAEIATIGEY Sl 7Ide] 2300 AiEe] 3% & o wuh
TE TS 29E A9 B, KSES] ZelA SMOOTHIZ SMOOTH2+= WACC® U

3l Zt7F 1%} 5% FEANA Fo 5(—)9] AFHE Hola glow, KOSDAQS ZAz}eiA]

SMOOTHI=} SMOOTH2+= WACC] thall Z+2t 1%} 10% ol A f2dt 2(—) ASas

Holx gith o] 2FE] SMOOTHI® Z7¥Hol SMOOTH29| S35 vud wf wACCe

&l mlx= G B4 o] o FEEH wheEhe & & Utk S ol st vE &

o] ato] WP EL o] FEldh Al el ¥he-& HoFE o2 YEITtE SMOOTHI 2

S HE Leuz et al.(2003)9] Aol & otk ey ol& H

WA 2 f7sa833 22983719 25 o9 st A=rt =2 7]

o] Ztarl= o Z YEhEth weba] AP AR

o7 FRY FRANE BT AAH Az Jepyich
S, AR Ao KSESH KOSDAQZE AHH| & Jg-S nx|s Wi Aol &

Hol= W4 ROAS} BIG4°ItE. & ROAE KSE2| 7% WACCe &l ()2 AFas 7HA

bl o2 Fo3t FFo 2 VERA ¢ W, KOSDAQO A& Al ke A3

o] T Wt ol gk 3(—)9] AlFae] vdeha itk o] ¢= ¥E] BIG4= KSEQ 7
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CH 6> 0|AR0Islo} AH=H| R0 ThEt 57 2AZ

O|FAat/t A=t

T} : KSE versus KOSDAQ samples

W of| A KSE sample KOSDAQ sample
- 23 23 | | 2§ 2 23 3 | 28 4
Panel A : OLS regression test
9 7 ) 0.051 0.051 0.047 0.047
(13.524™) (13.412"™) (8.407") (8.412"™)
—0.003 —0.003
SMOOTHI (—3276™) (—3.488"™)
—0.002 —0.001
SUCURR (—2.3017) (—1.763)
0.000 0.000 0.001 0.001
LNMY (22137 (2.115™) 41117 (3.959™)
—0.001 —0.001 —0.001 —0.002
LEV + (—0.925) (—1.035) (—1.061) (—1.351)
PPE - —0.008 —0.008 SO —0.011
(—6.309™) (—6.301") (—7.666™) (—7.836")
—0.002 —0.002 —0.003 —0.003
LNBM + (—5.544™) (—5.689™) (—6.585™") (—6.995™)
0.011 0.012 0.007 0.007
BETA (15710 (15.834™) (11.303™) (11394
0.009 0.009 0.013 0.013
VoL + (5756 (5912 9.633™) 9.625™)
ROA B —0.004 —0.003 —0.003 —0.003
(—1.418) (—1.301) (—2.155") (—2.234™)
0.002 0.003 0.001 0.002
LOss * (3.393) 37717 21727 (2.651°7)
BIGH B 0.001 0.001 0.000 0.000
(1.649") (1.660") (0.132) (0.234)
0.010 0.011 0.006 0.006
AOPN * (1973 (1.983") (1.822% (1.865%)
2IND included included included included
2YD included included included included
adj R 0.286 0.284 0.251 0.249
F % 55305 54.903™ 61.0217" 60.383""
N 2,579 2,579 3,403 3,403
Panel B : Newey and West(1987) test
—0.003 —0.003
seeeas (—3.027) (—3.427)
—0.002 —0.001
SMOOTH?2 (=203 (=168
ZIEl BEAH 4 included included included included

F1) Wgel ol <
72) Baoe] #AE

F3)

F 3>9] sy} 2
Z

Falwase B9 7kl

s wn e 70 1%, 5%, 10% FEANA TS ehl(FE D).
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= AollA e 2Ae] FH AN 2AAY <F 559 HAFL e AFA AN B4
(robustness)©] A=A E Solr7] 9lte] B 7HA] thE 2 RIAE EA4E Fstaitt of
o the EAAIE AuEA HEe 2 Hiusts gl ASH FH Add fga) 7]$3
(descriptive) &2 A atc} A, A <F 5> A3fol] disf zkapete] F
©AE White t A55 Sl A¥E Aio] w=2w, 23 29 49 5 2T Ol%ﬁ*é
(heteroscedasticity)o] &3+ Aoz Uepgdt) ulghd oAk EAE FE3]
White(1980)2] *H ol me} EF 2 2k(standard error)7} 2 t ¢k tHA] AHEs) 2 22
29, < 5>9 Az} Ao AR Hod it AT Ao RE <xi 5>ﬂ o
20|41 SMOOTH19] 7% EF9x7F 244 ﬁﬂ?ﬂr(wmte t DS —0.003(—527)=2 1% F=
ANA WACCS F2ldh S(—)2 BAZE debtom, 238 49 SMOOTH22] 73%-% WACC®)
&l —0.002(—2.84)F 1% FToll A Felg ()2 BAZF FEHAT wepA & A+ A5
A o iEaHde] EAlod e dHgle]l FE #AWSE 4 e 2AYS ¢ F AUtk

EA|, <E 4>o4 AP0l =3 ROASH LOSS WFte] BA S nels)A, <& 5> thal
ROARY B3] Egsla, LOSS e AL & B43% A= SMOOTHI 2
SMOOTH2®| A= AA o2 fAgE A7t #AF QAT wpebA] o] 27z B uj, 2 4

2.
T ‘—6.
Ade HFEe] =2 A d e th3F3d 4 (muliticollinearity)©] P1& 4= & 9T 4=

Ru)

<3
AAZE digte] ol WFE (1) Eﬁé*‘Oﬂ F7t2 BAG FoE FE TR
SMOOTHI 3 SMOOTH2°| A¥= AX o2 FAkeh foleh 5(—)9 Alggte] #2H A w
gha B AT HEAnE AHEH] Lo S nH 5 &
Aol digt Az} RizkeiA WgtEA] @S o]

10) 7} SARTE EAAT M e 9T AR WACCS ()2 HAE HYor), 574
08 g FEE oAtk N19dY L V1A ETHF S WACCSE @ H(— )4 47412 2ES
Kol Rojg 7] o3& 719 ET WACCT) folHow B Vet

_|>1
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So| 79 o] A5}t H =S A B A Y(Leuz et al. 2003), A 7142 o]
° AlZ(Tucker and Zarowin 2006 ; ZFA <} %571 2004 ; $21 73} o]

4
o

rR )
1o

—‘ﬁ i
fo 8

Ca AR 4185 37re] A E(Gu and Zhao 2006 ; WY 5 2011 ; %
T 5 2007), o]cﬁ'%gﬂg} A7 AHEH] 87| A E(Mclnnis 2010 ; Francis et al. 2004)
EFQIAFEH]&-7F] #A| E(Amiram and Owens. 2011 ; Li and Richie 2009) 43} t}. o] 9} #
dato] B AT ol frdstet AHEH| & SHolA o] FAste] AR AN Ao
ge] A7) Ak SR ofu 2t ERRIAMER] &% 3 H 7FE AR H] 82 o] Y

fe ot o

FAIe) BAT AT ugTre FAIA Aolsk Ak =R B AL A9 ol fas
A A RARI Goll VA FGE Fohr] Aa FHERIE AR At 3Y
S g BARov, AARERY UF dol% FHENoR ARG ay
3719 2 7ol je) £4E AT £ ol FAB 2 Leuz et al2003)¢] WY
of me} v g WerE 2HE A dolE Aol MR 24 AR Badgen, F9A7} 4
ZA V1A = Qe DY PEE A28 A5l Francis et al2004)9] WE e we o]
FA% 2YAE aeol NI £ WS

TA7170 2002878 20007k oW S8 dFS AQdeta 12¢ Aale
Mol YU HFREL AAE L] 598271 7194/ AAzeln, olF f7t5A 37
257970 719/ Apgela, 23710 3,40370 7191/ AkgF £497el o] &H Sk
d = 8ok v Zrh
A, AAEEe] AoelM A WeE AR Tl olgfdst vt =& VAL
AR g2 oo w2 ArtE YEwth S ol st e AR2H S 5(-)e #AE
hem, ol 714l old& FA% e =

F

s ARATE FAAG AAAEE 590 W8

HRIth= Aot mpabA] A E AF7HEE AR " ARE AU} olfe A= o] {4
slo} A 5] BAE BA3E A (Tucker and Zarowin 2006 ; 2 F4 9 $571 2004 ; %
Al z13

ARt} o] &5 1997)H o] FrAstet Al &-5F7te] #AE A A74(Gu and Zhao 2006 ; 2
TY T 2011 ; FEF 5 2007)¢F X9 ARt 2y o] FAstet WAA | AFEH] 8-
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o] #A S EAI3} Francis et al.(2004)°] Y Francis et al.(2004)2] A= A A8+ Mclnnis(2010)
o] AFAIt= dAskA] Fshrh
=4, A xR LS

2ol 395t 4%

T FAEHAF7IR o2 o] E4 T Ao M dAR
AT Al £3 71948 5olA ol st A=s Uehl e Wt X}
& ()8 WAV Yeht o) del d7daES ol 2k B A -
£ 4371 t BARE Al T3 Newey and West(1987)2] 7542
A E g A ek
B719Ee] A oldFdst F=rt
il EZV\} 3 A Az el A A& AaANA v ]°]°ﬂ o T2 g2 A

=0

3L — []

geto 2R AHEAIG G A1 AlAFe] Q1A (market’s perception) & 7HA &t A3 2A 7Y
o

HE
(>

F

ol fAE ol A gl AAas A7 JvkeE Lot

2 AT o FAsrt AHEAG] Foiapel FapA; B A AAE A A 5o H Q) Wk o2
7FE 3 Qe s AR S B oA BTtk HellA] 997t gitt. o] ¢} t&Eo] o] o] f 3]}
WA A7) o] 23 AHEGE Ao HlE| ¢ Aol B Aol o] frdstel A}
&7 IAE AR E S A7t FAS BFA & dFe Sl ARASS ddeR
o] §3}l FH o} /IS H AN &1t A S FH T HolA o7} gt olgd =W
o A B AFAIE= o)A} THH A A (related research)ol] F7HQ1 FHAH S A Fsl] = 7o
2 7|t g 2 A7 HASAE IS0 olds frastste e P9E oldst=t
UM & ol gt Efo] HH, o= A, AFA 2 ﬁﬁ]xﬂ@ﬂﬂrol o]o]-fAst &/l ek A
233 shedl doAE 83 R A S AFE = AeE ZgErt

2 AFoNA o] Fgt AAFAE] Al Fell = B8t dﬁ]ﬂ o228 A(1)9 2y u
A=A gk ke W (omitted variables)®] A= EAE 7 Aok whebA] A e o]
2 18 Fart Jdot asiy ol @ IAE B Agvte] EAlgr| ol AP E d7ot 2te
TEE A7l = stk
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Are Income Smooth Associated with a Lower

Cost of Capital?
-Focuses on KSE and KOSDAQ Listed Firms -

Jong 11 Park - Chan Woong Park”™ - Sung Ho Choi

<Abstract>

Income smoothing has existed for decades, and there are generally two schools of thought as to
what motivates managers to smooth. First, income smoothing presents an arguably efficient
vehicle for managers to reveal private information. Second, income smoothing represents
“garbling”, that is, smoothing is an exercise undertaken by managers in an attempt to fool analysts
and others and to enhance managerial compensation. Using survey data, Graham et al. (2005)
report that corporate executives express a strong desire to report smooth earnings paths, holding
cash flow volatility constant. Surprisingly, executives also indicate a willingness to sacrifice long
—term value to achieve smoother earnings. A primary motivation offered for such behavior is that
executives believe that investors perceive firms with smoother earnings to be less risky, and thus
demand a lower expected return, or cost of capital. Prior studies examines income smoothing in
the context of equity markets. However, this study is to complement these studies by examining
income smoothing using cost of capital data. That is, the objective of this study is to investigate
the effect of income smoothing on cost of capital (weighted average cost of capital ; WACC). The
basic idea is that the firm value does not depend on how the stakeholders finance it, but this is
the stockholders (equity) and creditors (liabilities to banks, bondholders, etc). If income smoothing
is informative, or only firms with good prospects elect to smooth, then smoothing firms may
exhibit a lower cost of capital. On the other hand, if income smoothing is garbling and investors
can recognize smoothing as garbling, then smoothing firms could exhibit a higher cost of capital
as investors and creditors punish managers for gaming earnings.

We examine all listed firms in the Korean stock market. Tests are performed using a full sample of
KSE and KOSDAQ listed firms and also using subsamples of each stock exchange. Income smoothing
is measured using two proxies following Leuz et al. (2003) and Tucker and Zarowin (2006).
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WACC data are extracted from the KIS—VALUE database provided by KIS (Korea Investor
Service). We obtain a final sample that consists of 2,579 firm—years for KSE and 3,403 firm—
years for KOSDAQ listed firms from 2002 to 2009 are gathered from KIS—VALUE files.

The results of this paper indicate that higher (lower) income smoothing firms exhibit a lower
(higher) cost of capital in all listed firms (KSE and KOSDAQ listed firms). Therefore, income
smoothing appears to be a significant determinant of the cost of capital. This results are still hold
even after appling a fractional ranks variable and a continuous variable as a dependent variable.
And also t—statistics from Newey and West (1987) are significant, suggesting that our results are
robust. Our results support the notion that income smoothing represents an information—signaling
mechanism, rather than a garbling device. Thus, we document empirically that an important effect
of managers’ use of financial reporting discretion is to reveal more information about firms’ future
earnings and cash flows. Our work contributes to the literature by shedding new light on this
information —versus —garbling debate. Therefore, these findings are very useful and provide a lot
of important implications to regulators, investors and creditors that are interested in income
smoothing behavior. Academics can also apply the discussion in this paper for related researches.

KSE and KOSDAQ listed firms
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