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TABLE 1
Annual Means of Residual Income Valuation Model Inputs and Outputs

Panel A: Residual Income Valuation Model Inputa (a)

Book Dividend
Number Value Payout
of per Rate
Year Firms Share (%)
1990 665 19.95 58
1991 773 18.46 56
1592 802 18.11 68
1993 B22 16.45 52
1994 908 15.36 44
1985 898 15.50 38
1996 966 15.16 34
1997 1,060 14.85 33
1998 1,073 14.18 29
Mean 885 16.45 46
Year ROE Forecasts for Years (%):
t +1 t + 2 £+ 3
1990 10.1 11.1 11.1

1951 9.0 10.5 10.9
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1992
1993
1994
1995
1996
1997
1998
Mean

Year

1990
1991
18382
19393
1594
1355
1996
1987
19398
Mean

Year

1950
1991
1992
1993
1994
1995
19986
1997
1998
Mean

Year

15830
1991
1992
1953
1954
15395
1996
1997
1998
Mean

Panel
Model

Year

1950
1991
1992
1993
1994

9.5
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11.9
13.3
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14.9
16.3
12.2

ROE Forecaste for Years (%):

£+ 4
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B: Annual Means of Share Prices and Residual Income Valuation

Outpute (b)

Number of
Firma

665
773
802

908

£t +5

W oo o ] o W

(=]
LX)
(=T = S e

=

Risk-Free

Value per
Share
(RFV)

25,96
26.31
32.10
51.76
38.70

Price per
Share
(P)

19.09
19.97
21.26
23.23
22.01

Mean

W o~ W R

[
[
L =] W B R~ W
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Residual income risk, intrinsic values, and share prices.

1995 898 45.36 23.37
1996 966 51,64 26,09
1997 1,060 49.63 27.10
1998 1,073 83,60 36.64
Overall
Means 885 45,01 24 .31
Price
Differential Implied Risk
per Share Bremium

Year (PDIFF) (%}

1990 6.86 2.0

1591 6.34 1.7

1992 10.84 2.1

1993 28.53 3.3

1994 16.69 2.8

1985 21.3%59 3.3

1296 25,56 1.2

1397 22.54 3.1

1598 46.99 3.2

Overall

Meansa 20.70 2.7
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o gj...sl,\ ——— Lo ‘[[bCTG].SUb.RET] laLe‘_.,., Odjl_g 3o &ul . .
2 ROE ;5 5 Jaitul &l,ail 5 [[beta].sub.AROE] .ol ,.2 ROE

[[sigma]sub.AROE] sk

Number Risk Standard
Year of firms Measure Mean Deviation
1950 665 [ [beta] .sub.RET] 0.95 D.38

[ [beta] .sub.AROE] 1.00 1.93
[[8igma] . sub.AROE] 0.08 0.06



Residual income risk, intrinsic values, and share prices.

1851 773 [ [beta] .sub.RET] 0.99 0.42
[ [beta] . sub.AROCE] 1.00 2.21
[ [aigma] . sub.ARCE] 0.08 0.06
1992 B02 [ [beta] ,sub.RET] 1.00 0.45
[ [beta]) .sub.AROCE] 1.00 2.21
[ [sigma] . sub.AROE] 0.09 0.07
19983 822 [ [beta] .sub.RET] 0.78 0.50
[ [beta] .aub.AROE] 1.00 2.57
[ [eigma] . sub.AROE] 0.09 0.07
1994 908 [ [beta] .sub.RET] 0.78 0.50
[ [beta] .sub.AROE] 1.00 2.52
[ [eigma] .&aub.ARQE] 0.09 0.07
1995 B98B [ [beta] .sub.RET] 0D.78 0.56
[ [(beta] . sub.AROCE] 1.00 2.38
[ [beta] .8ub.AROE] 0,10 0.07
1996 966 [[beta] .8ub.RET] 0.72 0.61
[ [beta] .sub.AROE] 1.00 2.86
[ [sigma] . sub.AROE] 0.10 0.08
1997 1,060 [ [beta] .sub.RET] 0.69 0.74
[[beta] .sub,AROE] 1.00 2.62
[ [igma] . sub.AROE] 0.11 0.08
1998 1,073 [ [beta] .sub,RET] 0.71 1.96
[ [beta] .sub.AROE] 1.00 2.54
[ [aigma] . sub.ARCE] 0.10 0.08
Pooled 7,967 [ [beta) .sub.RET] 0.80 0.89
Across [ [(beta] .8ub.AROE] 1.00 2.47
Years [ [sigma] . sub.AROE] 0.10 0.07
Year Minimum Median Maximum
1990 -0.25 0.96 4.11
-9.06 0.84 11.31
0.02 0.06 0.38
1991 -0.10 0.99 4.58
-8.47 0.88 13.45
0.02 0.086 0.40
1992 -2.18 0.95 4.54
-8.73 0.83 14.39
0.00 0.08 0.43
1993 -0.24 0.74 4.96
-11.32 0.76 13.19
0.00 0.07 0.46
1994 -1.22 0.74 3.61
-8.36 0.79 14.05
0.00 0.07 0.48
1995 -1.44 0.72 6.11
-9.11 0.72 11.57
0.01 0.07 0.45
1996 -0.79 0.61 7.24

-15.70 0.59 14.79



Residual income risk, intrinsic values, and share

0.01 0.08 0.47

1997 -5.29 0.57 9.81
-7.86 0.58 14.59

0.01 0.08 0.48

1998 -60.76 0.66 3.08
-8.51 0.60 15.04

0.01 0.08 0.44

Pooled -60.76 0.78 9.81
Acrosas -15.70 0.73 15.04
Yeara 0.00 0.07 0.48
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Decile

Median Mean PDIFF
[ [beta] .sub.AROE] Averaged
Decile across Years across Years
1 (lowest risk) -3.00 18.64
2 -0.88 18.92
3 -0.12 16.98
4 0.23 18.07
5 0.59 17.50
6 0.85 20.48
7 1.38 22.03
B 1.98 21.87
9 2.95 25.14
10 (highest risk) 6.18 27.40
Annual means -- 20.70
across deciles
Spearman -- 0.79
correlation
Probability - <0.005
Decile
Median Mean PDIFF
[[sigma] .sub.ARQE] Averaged
Decile acrogs Years across Yeara
1 (loweat risk) 0.02 14.05
2 0.03 16.73
0.04 18.20
4 0.05 20.46
5 0.06 21.63
6 0.07 22.57
7 0.10 22.15

Residual income risk, intrinsic values, and share prices.

8 0.12 22.76
9 0.16 26.8B1
10 (highest risk) 0.26 21.59
Annual means - 20.70
across decilea
Spearman -- 0.81
correlation

Probability -= <0,005
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Ranked
Year Abnormal
(number ROE Beta
of firms) Intercept (Rank [ [beta] . sub.AROE] )
1990 (665) 0.34 (5.18) -0.01 (-0.57)
(665) 0.22 (3.31)
(665) 0.28 (4.16)
(665) 0.27 (3.00) -0.02 (-0.95)
(643) -0.08 (-0.41) -0.00 (-0.886)
1991 (773) 0.21 (4.02) 0.02 (1.48)
(773) 0.08 {1.61)
(773) 0.24 (4.57)
(773) 0.08 {1.23) 0.01 (0.63)
(753) 0.06 (0.44) 0.00 (0.95)
1992 (802) 0.33 (5.72) 0.03 (2.66)
(802) 0.22 (3.82)
(802) 0.37 (6.46)
(802) 0.16 (2.06) 0.02 (1.55)
(782) 0.17 (1.06) 0.00 (1.086)
1983 (822) 1.10 (15.04) 0.03 (2.00)
(822) 0.76 (10.65)
(822) 0.81 (11.35)
(822) 0.56 (5.86) 0.01 (0.34)
(799) 0.33 (1.50) 0.00 (0.32)
1994 (908) 0.73 (14.53) 0.01 {1.44)
(908) 0.53 {10.85)
{508) 0.51 (10.33)
(908) 0.37 (5.40) 0.01 (0.65)
(BE7) -0.01 (-0.07) 0.00 (0.56)

A a3l Jass [R.sUb.2]
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1994 (908} 0
(908) 3
(908) 4.
(908) 6
(867) 15

wmHam e

1995 (898B) 0.
(898) 7
(898) 9.
(898) 12,
(851) i8.

;O kW

1996 (9686) 1
(966) 5
(966) 7
(966) 9
(899) 19

o o@

1997 (1,060) 1
(1,060) 7

(1,060) 6.

(1,060) 9

(968) 139

no oo

1998 (1,073) 0
(1,073) 6
(1,073) T
(1,073) 9
(1,034) 32

@ e O W
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19%4 (908)
(908)
(s08)
(908)
(BE7) 0.00 (7.66)

1995 (898)
(898)
(898)
(898)
(851) 0.00 (7.78)

1996 (966)
(966)
(966)
(9686)
(B99) 0.00 (4.05)

1957 (1,080)
(1,0860)
(1,060}
(1,060)
(968) 0.00 (5.24)

18358 {(1,073)
(1,073)
(1,073)
(1,073)
(1,034) 0.00 (3.16)

Z-atatistics

computed

from the

sample of

nine annual

t-statistics (-10.32)

Year

(number Adjusted

of firms) [R.eup.2] (%)

1990 (665) -0.1
(665) 0.2
(665) -0.1
(665) 0.1
(643) 10.9

18591 (773) 0.2
(773) 2.3
(773) -0.0
(773) 2.1
(753) 16.8

1992 (802) 0.8
(802) 2.8
(802) 0.3
(802) 2.9
(782) 16.3

1983 {822) 0.4
{822) 6.7
(822) 5.2
(822) 8.5
(799) 18.2
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(908)
(B67) 2.07 {4.31)

1995 (898)
(898)
(898)
(898)
(851) 1.47 (2.86)

1996 (966)
(966)
{966)
(966)
(899) 3.43 (8.11)

1997 {1,060)
(1,060)
(1,060)
(1,060)
(968) 2.42 (4.70)

1998 (1,073)
(1,073)
(1,073)
(1,073)
(1,024) 7.11 (15.15)

Z-gtatistics

computed

from the

sample of

nine annual

t-statistics (-2.97)

Combined
One- and
Two-Year
Ahead
Analyst
Year Forecast
(number Errors
of firms) (AFE)

1990 (665)
(665)
(665)
(665)
(643) 0.00 (5.13)

1991 (773)
(773)
(773)
(773)
(753) 0.00 (6.88)

1992 (802)
(802)
(802)
(802)
(782) 0.00 (6.98)

1993 (822)
(822)
(822)
(822)
(799) 0.00 (6.01)



Residual income risk, intrinsic values, and share prices.
(B67) -0.05 (-1.10)

1995 (898)
(898)
(898)
(898)
(851) 0.12 (2.52)

1996 (966)
(966)
(966)
(966)
(899) 0.186 (3.30)

1587 (1,060)
(1,060)
(1,060)
(1,060)
(968) -0.03 (-0.42)

1998 (1,073)
(1,073)
(1,073)
(1,073)
(1,034) 0.10 (1.91)

Z-gtatistics

computed

from the

sample of

nine annual

t-statistics (-1.28)

1/B/E/S

Long-Run
Year Growth
(number Estimates
of firms) (GROWTH)

1930 (665)
(665)
(665)
(665)
(643) 1.60 (2.07)

1991 (773)
(773)
(773)
(773)
(753) 0.89 (1.64)

1992 (802)
(802)
(802)
(802)
(782) 0.24 (0.42)

1993 (822)
(822)
(822)
(822)
(799) 2.20 (3.13)

1994 (908)
(308)
(908)



Residual income risk, intrinsic values, and share prices.

1995 (838)
(858)
(838)
(838)
(851) -0.01 (-0.36)

1996 (966)
(966)
(966)
(966)
(899) -0.06 (-3.39)

1997 (1,060)
(1,060)
(1,060)
(1,0860)
(968) -0.15 (-6.94)

1998 (1,073)
(1,073)
(1,073)
(1,073)
(1,034) -0.12 (-6.29)

Z-statistics

computed
from the
sample of
nine annual
t-statistics (-3.12)
Log of the

Year Book-to-
(number Market Ratio
of firms) (LNBM)
1930 (665)

(665)

(665)

(665)

(643) -0.22 (-4.81)
1891 (773)

(773)

(773)

(773)

(753) -2.39 (-6.48)
1992 (B02)

(802)

(802)

(802)

(782) -D0.26 (-5.98)
1993 (822)

(B22)

(B22)

(822)

(799) -0.24 (-4.41)
1994 (908)

(908)

(908)

(908)



Residual income risk, intrinsic values, and share prices.

1995 (838)
(898)
(898) 0.10 (9.57)
(898) 0.08 (7.10)
(851) 0.00 (4.17)
1996 (9646)
(966)
(966) 0.08 (8.64)
{966) 0.07 (6.37)
(899) 0.00 (0.786)
19387 (1,060)
(1,060)
(1,080) 0.08 (8.25)
(1,060) 0.06 (5.22)
(968) -0,00 (-0.13)
1588 (1,073)
(1,073}
(1,073) 0.10 (9.03)
(1,073) 0,07 (6.21)
(1,034) -0.00 (-2.34)
Z-statistics
computed
from the
sample of (4.49)
nine annual (3.33)
t-statistics (1.16)
Log of Market
Year Value of
(number Equity
of firms) (LNSIZE)
1990 (665)
(665)
(665)
(665)
(643) 0.00 {0.06)
1991 (773)
(773)
(773)
(773)
(753) -0.05 (-2.71)
1992 (802)
(802}
(802)
(802)
(782) -0.05 (-2.51)
1933 (B22)
(B22)
(822)
(822)
(799) -0.05 (-1.88)
1994 (908)
(908)
(908)
(908)

(BET) -0.01 (-0.68)



Residual income risk, intrinsic values, and share prices.

18395 (898)
(898) 0.09 (8.38)
(898)
(898) 0.06 {5.03)
(851) 0.00 (4.86)
1996 (966)
(966} 0.07 (7.49)
(966)
(966) 0.04 (4.20)
(899) 0.00 (3.43)
1997 (1,060)
{(1,060) 0,09 (8.99)
(1,080)
(1,060) 0.06 (5.57)
(968) 0.00 {3.32)
1598 (1,073)
(1,073) 0.09 (8.54)
(1,073)
(1,073) 0.06 (4.98)
(1,034) 0.00 (2.66)
Z-statistica
computed
from the (7.486)
sample of
nine annual (10.26)
t-atatistics (4.36)
Ranked
Year Market Return
(number Beta
of firms) (Rank [ [betal .8ub.RET] )
1990 (665)
(665)
(665) 0.01 (0.60)
(665) -0.00 (-0.09)
(643) -0.00 (-0.33)
1991 (773)
(773)
(773) 0.01 (0.84)
(773) -0.01 (-0.83)
(753) 0.00 (-0.89)
1992 (802)
(802)
(802) 0.02 (1.79)
(802) -0.01 (-0.07)
(782) 0.00 (0.14)
1993 (822)
(822)
(822) 0.10 (6.76)
(822) 0.07 (4.34)
(799) 0.00 (3.72)
1994 (908)
(908)
(908) 0.06 (7.72)
(908) 0.05 {4.99)

(B67) 0.00 (3.23)



Residual income risk, intrinsic values, and share prices.

1995 {898) 0.83 (14.93) 0.03 (2.94)
(898) 0.58 (10.80)
{898) 0.53 (9.97)
(898) 0.32 (4.49) 0.01 {1.22)
(851) -0.05 (-0.32) 0.00 (1.86)
1596 (966) 0.87 (15.78) 0.04 {4.26)
(966) 0.72 (13.35)
(966) 0.67 (12.53)
(966) 0.42 (5.92) 0.03 (2.73)
(899) 0.57 (3.31) 0.00 (3.21)
1937 (1,060) 0.75 (11.66) 0.05 (4.34)
(1,060) 0.50 (8.07)
(1,060) 0.54 (8.62)
(1,060) 0.23 (2.87) 0.02 (2.15)
(968) 0.98 (4.95) 0.00 (3.65)
19598 (1,073) 1.28 (18.42) 0.03 (2.84)
(1,073) 0.85 (14.10)
(1,073) 0,92 (13.75)
(1,073) 0.68 (7.66) 0.01 (0.921)
(1,034) 1.10 (6.25) 0.00 (2.36)
Z-statistics (4.42)
computed
from the
sample of (2.71)
nine annual (2.85)
t-statistics
Ranked
Year Abnormal
(number ROE Volatility
of firms) (Rank [ [sigma] .sub.AROE])
1990 (665)
(665) 0.03 (1.59)
(665)
(665) 0.03 (1.63)
(643) -0.00 (-0.35)
1591 (773)
(773) 0.05 (4.33)
(773)
(773) 0.05 (4.13)
(753) 0.00 (1.49)
1992 (802)
(802) 0.06 (4.96)
(802)
(802) 0.06 {(4.10)
(782) 0.00 (1.70)
1933 (822)
(822) 0.12 (7.72)
(B22)
(822) 0.09 (5.386)
(799) 0.00 (2.59)
1994 (908)
(908) 0.06 (6.03)
(908}
(s08) 0.04 (3.74)

(867) 0.00 (1.24)
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