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Firms with large, positive book to market ratios earn a premium of 1.10% over firms with low,
positive book to market ratios, p: 1747.
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The more striking evidence ... is the strong positive relation between average return and book-

to-market equity. Average returns rise from 0.30% for the lowest BE/ME portfolio to 1.83% for
the highest, a difference of 1.53% per month, p: 441.
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Firms that the market judges to have poor prospects, signaled here by low stock prices and high
ratios of book-to-market equity, have higher expected stock returns (they are penalized with
higher costs of capital) than firms with strong prospects, p: 428.
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Regardless of the reason, some investors tend to get overly excited about stocks that
have done very well in the past and buy them up, so that these “glamour” stocks become
overpriced. Similarly they overreact to stocks that have done very badly, oversell them,
and these out-of-favor “value” stocks become underpriced. Contrarian investors bet
against such naive investors. Because contrarian strategies invest disproportionately in

stocks that are underpriced and underinvest in stocks that are overpriced, they
outperform the market, p: 1542.

Sl i) Jlie el Cladl jiud sl o bl £V 58 &8 jUYI 1aa
4 5 contrarian model 4uSlzal Z 2 sad Hliial Lﬁi ¢ Cp Rl ez 2ud) o eUacal
Plii i  a ) sl e e sl ge 3823 Aail agd () Jsiy @A) 3 5l
O s—a dullaal) Zasad i aals VAl clanad) o patisall Cpelaall o el
<l o4 the overpriced glamour stocks 4aall giad (1 5SY Sl cd el ?@_J
i) s 2 a5 gl L aisis sl s 319l 8 oS
the i el agul o 4 8dall U gied (e S Y] 3 dasidl agul) ol Jidlly
— Ls:u._m 2ol s s el a underpriced out-of-favor or value stocks
s L Q) & Camaal) oISV 138 8 paid o) Gl Ll pdsi s ol
o OSV Jiisdd) o il el omlall sail (e il L Caeaiiad ) < sy
by (f 5 el o) se 3aas daddl ladd) pnd o e dasill cilsanl ;<) 5 )
Zsai e (38 gy i yaniall gl Jiisdd) & el 5 ad il 5 amlall sail Y e
Sl

We find that a wide range of value strategies have produced higher returns, and that
the pattern of past, expected, and actual future growth rates is consistent with the
contrarian model, p: 1543.
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That is, investors in value stocks, such as high book-to-market stocks, tend to bear

higher fundamental risk of some sort, and their higher average returns are simply
compensation for this risk, p: 1542.
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...value strategies yield higher returns because these strategies exploit the suboptimal
behavior of the typical investor and not because these strategies are fundamentally
riskier, p: 1541.
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Thus, our findings indicate that growth and beta are part, but not all, of the book-to-
market puzzle, p: 24.
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It is likely that the FF (Fama and French) results are influenced by a combination of
survivorship bias in the Compustat database affecting the high BE/ME stocks
performance and period-specific performance of both low BE/ME, past “winner”
stocks, and high BE/ME, last “looser” stocks, p: 186.
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The degree of bias is probably small, however, because the S&P industry portfolios are
value weighted and include the (primarily) large market-capitalization S&P 500 stocks
that fail relatively infrequently, p: 214.

e A smnall By e Al i) (o 8 Gl ) sl k) Colal A
\ﬁu ek (e—asl) ALl 3 ¥ Jailas 4e de sanal annual betas g e
Lo sas iy Sllie Lie 5uS Gl 3 (oS aeadl) Sse o iy (i Sl U sina
V13 o) osls Al jall el GS1LCAPM Adland Jll J sl s 73 5 ae (3
zasa el o (a LS cdad giall o gl G CDBAY) 3 canndl s baas g L o iny
Ll iy wal 58l oo jilin il Jaw Land ¢« CAPM Adledd )l Jpa¥) yuas
-l il e b aa gy 43ld BE/ME

el @l 3 o84y sl (Slay y Fama and French (legiall 4 a8y 38 Ll L§Lu....=\ P
—3 J—ad O Lo K5 s (0 Sl fagid ) Ales 3 (KSS) Js& Survivorship bias
Laad e L S&P 8 delicall Bilas' 3 Sladl y BE/ME (3 & sine 48ke sla
Jie e Ll Cajemy dllyg Jaad a8l gl 8 Jsua) mai S BEME g 3sail | il
Jazy of camy i) el 2350 (N Gl cCompustat I iy (3 ldl) elid) s
AL 3 ) Jadlae (e 50 s0ne Ao senal hath adly ddbida iyl Jh
Finally, we emphasize that the failure of a significant relation between B/M and return
to emerge from the S&P industry portfolios, insofar as it is not driven by low power,
posses a serous challenge to the B/M "empirical asset pricing model." This is true
regardless of the extent of the COMPUSTAT selection bias. A useful pricing model

must be trusted to work under a wide variety of conditions and not just for a limited set
of portfolios, p: 221.
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We present additional out-of-sample evidence on the value premium. We examine two
questions:

(i) Is there a value premium in markets outside the United State?

(ii) If so, does it conform to a risk model like the one that seems to describe U.S.
returns?
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Evidence shows, however, that when BV/MYV is used as the basis for an investment
strategy, the correlation between book value and risk automatically controls one part of

an asset's total risk, cause MVE to work less as a risk proxy and more as a reflection of
the market's expectations, p: 93.
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One prominent explanation of the book-to-market equity premium in returns is that

high book-to-market equity firms are assigned a higher risk premium because of the
greater risk of distress, p: 2317.
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We show that the group of firms with the highest risk of distress includes many firms
with high BE/ME ratios and low past stock returns, but actually includes more firms
with low BE/ME ratios and high past stock returns, p: 2318.
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In general, the finding that standard distress risk explanations for the BE/ME effect

break down for firms where one might expect the linkage to be strongest provides
evidence against a risk-based explanation of the book-to-market premium, p: 2335.
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:(1992a) Fama and French, <lul jall oda (saa) & Y 5 Legdl

..... we find that the relation between B and average return disappears during the more
recent 1963-1990 period, even when p is used alone to explain average return. In short,
our tests do not support the most basic prediction of the SLB model, that average stock
returns are positively related to market fs. The positive relation between book-to-
market equity and average return also persists in competition with other variables.
Moreover, although the size effect has attracted more attention, book-to-market equity
has a consistently strong role in average returns, p: 428.
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The return on assets, ...is generally inversely related to the firm’s book-to-market ratio
and decreases as a firm’s distress risk increases. Moreover, the return on assets is
negative across all of the BE/ME groups in the high O-score quintile, p: 2322.

Ri §7Z 9 BEME (s ABall JLud) gl (¢-¥)
patall wiley 7 kad 9 BE/ME &pai o J& oo Gym sk 5032 sags” gl ousall Jgay
Magllall 3lyg¥l Lius Fgu @ Ri

Uil e Gl Jdad 48 ()4VY) Fama-MacBeth zeie Liaf Liaadtnd
dle s BE/ME 4w (s 425k 4Dl 3 ga 50 Jsiy o) (g il 55 A 5ol o3 b ol )
P L) 3 L Bsm BRI peal) ile 5 7 dad o LnSe Do 5 Ri pgd
S el ol e agnd) Slle L8 5 By Yo e sl a8 )
=i 85 ()) Aalead) aal )y A siad) ey sl e 1YY 2 Agllend ) il Jady
Eia (Ri agedl dle 5 7 dad s BE/ME A (s Aldind) 280 Guld o (o 5all 128
Z Aad (alidd) ae s BE/ME 4as g8 ) ae ageall 2ile Jaus gl aii o ad5

e Lae L lalad) e diay 33k Ri o sie of il Jilas il el
0.9690 iy Lagins & sms s Bl ) Jalaae 5 1Y) 523 BE/ME A s s ol
2ie 00086 e 5l pgd) Mo Lavsia xd ) 38 L5 58 Con e Bl ) Jalea sa

A



el ile g Jaudl) ylaliag BE/ME G o Lokalls 323301 3 Z gigss pladinl
ple¥l Jladl e aanw 0

) 0.0433 ity (3 &y dxdi yall BE/ME 4ass dic 0.0347 ) “aiiiall BE/ME s
A syl e oa s ule say clisin %00 AT=0Y x 06 £ 7T (L ,eh0 €T
il jelaigagudl Mo o uSat 3 jlalaal) 28 s 3okl Jle e BE/ME
Ay Laxie 520 g Zwa@\@w&ﬂu@\thIu&uyu\L@\
Ll dalae ()5 Z dads BE/ME dawi (e IS bl e bl 3131 Jadlae o oS
O e (V) i aal) epmitie Qllu L)) Jabae 585 -0.1791 iy Lagins ) sne
sy Ladic 3330 sad Z e s sie ol aa Ligh Lk pa alsdl 32l il sl o3a
o) s BEME A alafind ae ol cdaitd Z Lo Gulad o B0 G155V Ll 0580
o gie dasa 388 L5 8 Clle Dol gl Jalae 925 -0.9200 iy Legin (5 pma g b)) Jalas
2yl Z A die 00123 ) Aunidiall 7 dad Ne 0.0344 (e 5 edll agudl dile
Al s sy cb}w %26.52=\Y X % Y.Y\ ‘@Jg_;z%v.n @) 0.0221 du G
Sefile JSanspllafia o, s blaliMyde o BEAE duodliaa) lohla]
(1)) s gal 5 Z g LgusSas 3l 5 BE/ME A & 25alS 5l alli gl

Iy 550 g l5Y) sas Hhlaad) sladl pe 4 Ri aged) e o il oda
Sl s 5 klad) Jale e BE/ME g ¢l gial 5 3 phlaall g silall o 2Dl 4 )l
Aok ADe dsa s Jsh 3 GuelAl [ il daaa e a8 Al oda () S
O Ri el Mo 57 dad u de ADle 35355 Ri pgudl Ble g BEME 4o (g
Al (3 L (39

ol (a8l LAY il (e 1)
ligs L alell shliall oo J2g BE/ME &pa oogs fys she S3Y2 sy 65" s ualall o sall Jgay
kg sionll Ll ieyl llg BE/ME &gui (sgy hypadas K382 9 ML &gpgull Rgllall deplslly B

MEgllall 3Lyo¥l Lama 3o @ BL

Gl y—aie Glaly Bla3 & (V4VY) Fama-MacBeth zeic L@\ ERYCW Sl

A (pm A0,k ABIe a0 Jsi A (i Al s A jall b3 8 Gualadl a4l
market leverage 4485wl A dlall 428 )l 5 B Lin ) daladl Lladl e JS s BE/ME
& book leverage (BL) 4 jdall Zullal) 428l J)l g BE/ME daudd (pn 4nule A8e 5 (ML)
B liss cilum 3 85700 smiarTee sl (a5l DA AL 315 Bhase G
e e by Gl Sle s pgdl Sl Tl o) slad iy s A e
ise e sa Gaudl dle Cun Gl e g aenll 3o G V) EDdlas g sens
(£) Atalaally 3 saadl dile (il 23 LS L (VY) Jsan gl or v ALl (35 0 Jass (3 5

vy



Cuapdially gobeadl aaadl 2581 dnelay pedtund! oLazinl JalS allf ase pdlis 3550 e

daill e Jpa¥) g sanal A sihal) Al dandy 48 gud) Allal) dadl 5 (o) Aalaalls L
g s—anal 4 yibal) dal) Dy 4y 80l Adlall Aadl )l 5 o(A) Aalaall (385 ASLall 48 sl
) adal) i le Sl aadiu) Sy L(9) Aaleal) (385 S A, gl dedl e Jsaal]
L agaid (e Y Ln(ML) 48 guad) L 4adl 5 g Ln(BL) o sl ALl Zadl ) oy S
Je—w (144Y) Fama and French J & LS ¢ anhll 2 jle ol oladsd oY dalhal)
gl e o 55l 3 BE/ME Ay dadl ) (e JS 550yl dglee

ddall Hlliall s BE/ME das G dala) dle agay o il Julas il Jui g
cA ) Acaidial BE/ME ddadae 3 o 3VFY (e B laugie <l ) Cua LB Ly
Ll ) Jalae 5850.7054 begin (g g Dl ) Jalas ili g ¢Andii ol BE/ME ddadaa
Ll 4Dl Jlal) degla daill 038 2555 . (07) Jsis aal e s ) s 53,k
i Ja sy gl Y] a3 BE/ME s oladl aa B 235 Cus B s BE/ME 4wt G
i 52l ALl dadl ) BEAME A 0 e ADe asm s e Liad cilild) (Judas
(—= LN-A/ME 48 3l 3 Jlall Azl ) jadall S jle gllf lan e ) j 288 WML
il 428 jall BE/ME dkaésa 8).Y4AY ) 4édial) BE/ME 4daésa & .0 0AY
(OF) dsia g2l s 8 gaob Bl ) dalas 5250.9050 Lagin (sm e Bli ) dalaa
a8 305 9 Cus IN-A/ME 4a s BE/ME 4wt (oo dalag)) dA8lall daiill oda 03
3y e Jo bl Jidas il (K1 el V1 a3 BE/ME 4t oladl as LN-A/ME
Gl wgie cn by 3 LBL A siaal & e A adl ) s BE/ME dus (i danSe ile
BE/ME 4_laéaa —81.0¢Ve (e LN-B/ME 4y o)) dallal) 4xd) 1 andall 23 jle gl
O bl ) Jalas il (s (8 Rad pall BE/ME dadaa (8 .00vd ) Aiasdid)
iyl M e gia oladl @lldy b e oo 8 ol Bl Jalee 585 -0.9694 Legisy
it Aaual) AR daiil) o3a 555 (1) Jsdn gl i puad) Al Ladl I ayulall
553 BE/ME 4us ola3) g LN-B/ME 4 (aiisi Cua LN-B/ME iad s BE/ME 4o
i,k ADle dem s sty A Ludldl (m ) daia e Jail e o sy g Y]
i uSe A s ML 4 gl 2l dadl ) 5 B daladl i) e OS5 BE/ME das (g
) (315 00 s (g (8 BL Ay jidall 304 Zadl )l g BE/ME daws (y
—2 L& & g Fama and French (phdaldll ol ) caald] Ja (Al 9
i) g5 J g SCAPM Adland ) Joud) risi i sai dslla o 7 A0
Fama and (hadlll il )3 ¢ & LlaYls Sz oA 1 o Lia) o Lgaa
Ol J8d (ud BE/ME 4 b 48aSY jhalial) 5 Sdy <) W € g French
O AdS Aalili g gy CAPM Alland )l Jga¥) i zigai delha o 7 AT

YA



el ile g Jaudl) ylaliag BE/ME G o Lokalls 323301 3 Z gigss pladinl
ple¥l Jladl e aanw 0

AL Gl8Y Apadaad) Ay g€l DSl Ao clgudanly O i A B sl
B s Sae g il o sang il (e g gl A ,al) Aadgad
La £ g Fama and French ¢phdlll cilud jo oda Uk j3 &S L& J81 ani
L agd) dilay LBl 9 BE/ME 4psd & 4dalsl) il 3 S8 a5 9 A
Ugha A Ja o addl) Lz B ¢ dolhal) o 7 g a0 5 <8 8 Lgs jLis ol
b s 43 LS BE/ME 4y A 4l agud) silad (Liads 5gd Una (ud (e
BuS s G o S o Gahay Va0 JEB il ) o) B Gy

"

PR

¥4



Cuapdially gobeadl aaadl 2581 dnelay pedtund! oLazinl JalS allf ase pdlis 3550 e

References
Lalad) Aaal) (Aiudas Ao o agead) aile o 5LALY ana 3 oY v 6 (Jladl ae s calal) ¢ i
FE—Y ¥l gale A ) daala B ladl) A<
(Y0 v o g al) Aagdd o B alal) (Alal 55 Jasall) O ol ) ae (g0
.(Yh Y cM C&G a..\& ‘BJALH\) ‘W‘ J\JJ‘\J\ géJLAﬁ.uN\ cé:léﬂ .\...u.u c.\ggﬁ cJJﬁJ

Altman, Edward, Corporate and Bankruptcy Financial Distress, (New York,
John Willey, 1993).

Barbee, William, Sandip Mukherji, and Gary Raines, 1996, Do sales-price and
dept-equity explain stock returns than book-market and firm size, Financial
Analysts Journal, March-April, 56-60.

Black, Fisher, 1993, Beta and return, Journal of Portfolio Management 20, 8-18.

Chan, k. C. and Nai-fu Chen, 1991, Structural and return characteristics of
small and large firms, Journal of Finance 46, 1467-1484.

Chan, Louis, Yasushi Hamao, and Josef Lakonishok, 1991, Fundamentals and
stock returns in Japan, Journal of Finance 46, 1739-1764.

Daniel, Kent, and Sheridan Titman, 1997, Evidence on the characteristics of
cross sectional variation in stock returns, Journal of Finance 52, 1-33.

Dennis, Patrick, Steven Perfect, Karl Snow, and Kenneth Wiles, 1995, The
Effect of rebalancing on size and book-to-market ratio portfolio returns,
Financial Analysts Journal, May-June, 47-57.

Fama, Eugene, and Kenneth French, 1992a, The Cross-section of expected stock
returns, Journal of Finance 47, 427-765.

Fama, Eugene, and Kenneth French, 1992b, The Economic fundamentals of size
and book-to-market equity, The University of Chicago Graduate School of
Business, Working Paper Series, W.P. 361.

Fama, Eugene, and Kenneth French, 1993, Common risk factors in the returns
on stocks and bonds, Journal of Financial Economics 33, 3-56.

Fama, Eugene, and Kenneth French, 1995, Size and book-to-market factors in
earnings and returns, Journal of Finance 50, 131-155.

Fama, Eugene, and Kenneth French, 1996, Multifactor explanations of asset
pricing anomalies, Journal of Finance 51, 55-84.

YV



el ile g Jaudl) ylaliag BE/ME G o Lokalls 323301 3 Z gigss pladinl
ple¥l Jladl e aanw 0

Fama, Eugene, and Kenneth French, 1998, Value versus growth: The
International evidence, Journal of Finance 52, 1975-1999.

Garza-Gomez, Xavier, The Information content of the book-to-market ratio,
2001, Financial Analysts Journal, November-December, 78-95.

Griffin, John and Michael Lemmon, 2002, Book-to-market equity, distress risk,
and stock returns, Journal of Finance 53, 2317-2336.

Harris, Robert, and Felicia Marston, 1994, Value versus growth stocks: book-to-
market, growth, and beta, Financial Analysts Journal, September-October, 18-
24,

Kothari, S. P., Jay shanken, and Richard Sloan, 1995, Another look at the cross-
section of expected stock returns, Journal of Finance 50, 185-223.

Lakonishok, Josef, Andrei Shleifer, and Robert Vishny, 1994, Contrarian
investment, extrapolation and risk, Journal of Finance 49, 1541-1578.

Leledakis, George, and Ian Davidson, 2001, Are two factors enough? the U.K.
evidence, Financial Analysts Journal, November-December, 96-105.

Mackinlay, Craig, 1995, Multifactor models do not explain deviations from the
CAPM, Journal of Financial Economics 38, 3-28.

Reinganum, Mare, 1982, A Direct test of Roll’s conjecture on the firm size effect,
Journal of Finance 37, 27-35.

Rosenberg, Barr, Kenneth Reid, and Ronald Lanstein, 1985, Persuasive evidence
of market in efficiency, Journal of Portfolio Management 11, 9-17.

Stattman, Dennis, 1980, Book values and stock returns, The Chicago MBA: A
Journal of Selected Papers 4, 25-45.

YV



