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Abstract

Purpose: This paper investigated the relationship between market competition and firm valuation error. Furthermore, Additional analyses were
made according to the quality of financial reports and the listed market. Through the process we confirm to the impact of competition on the
capital market. The purpose of this study is to analyze the impact of competition on valuation errors. The preceding studies did not provide a
consistent results of the effects of competing functions on the capital market. One view is that the competition could mitigate the information

asymmetry, and the other is that monopolistic lessens the manager's involvement in financial reporting. This study is intended to expand the prior
study by analyzing the impact of competition on the capital market and on the valuation of investors. Research design, data, and methodology:
The analysis was conducted on 12,031 samples over 11 years from 2008 to 2018 using data from market in Korea. Here the valuation error was
measured by the research methodology of Rhodes-Kropf, Robinson and Viswanathan (2005), and competition measured by Herfindahl-Hirschman
Index multiplied by (-1), and Concentration Ratio by (-1). Results: We confirm that the positive relationship between competition and the
valuation error. In addition, we also found that the positive relation between competition and valuation error was in cases of low discretionary
accruals and the KOSDAQ market. This means that the net function of competition does not mitigate valuation errors. Conclusions. This study
has the following contributions when compared to prior research. First, the relevance between the level of competition and the valuation of the
entity was confirmed. The study by Haw, Hu and Lee (2015) suggested that monopolistic industry of analysts’ forecast is more accurate due to
lower the variability in earnings. This study magnified it to confirm that monopolistic lessen information uncertainty in valuation. Second, the
study on valuation errors was expanded. While the study on the effect of valuation errors on the capital market is generally relatively active, it is

different that competition degree has analyzed the effect on valuation errors amid the lack of research on the effect on valuation errors.
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3. Methodology
3.1. Research Model

2 g4s dE HE SXeh =, A L 7|t B "eTt
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<Eq.1>

FSE;; = Bo + B1HHI(or CR3);¢ + B,SIZE; ; +
B3ROA;¢ + BLGRW, + + BsLEV; ; + BsCFO; +
B7BIG4;; + BgFOR; ¢ + BoLAR; + B10VOL; +
P11BETA;; + XYEAR + Y. KSIC + ¢,

Table 1: Variable Definition

Variable Operational definition
FSE Firm-specific Error calculated by Rhodes-Kropf et
al.(2005)
HHI Herfindahl-Hirschman Index x(-1)
CR3 Concentration ratio x(-1)
SIZE Natural logarithm of total asset
ROA Net income divided by total asset
GRW Sales growth
LEV Debt ratio
CFO Cash from operational activity divided by total asset
BIG4 Auditor size indicator variable
FOR Foreign investors” ownership ratio
LAR Large investors’ ownership ratio
VOL Standard deviation of daily yield
BETA Systemic risk
YEAR Yearly indicator variable
KSIC Industry indicator variable
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3.2. Variable Definition

3.2.1. Dependent variable: valuation error
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& Taylor, 2015; Chiou and Shu, 2017, Cha, Hwang, & Kim, 2019).
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3.2.2. Independent Variable
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3.3. Data Collection
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Table 2: Samples Distribution by Year

Year Freq. Percent
2008 775 6.44
2009 818 6.80
2010 891 7.41
2011 960 7.98
2012 1,021 8.49
2013 1,066 8.86
2014 1,165 9.68
2015 1,262 10.49
2016 1,296 10.77
2017 1,351 11.23
2018 1,426 11.85
Total 12,031 100.00
Table 3: Samples Distribution by Industry
Industry Freq. Percent
Agriculture, forestry and fishing 1 0.01
Mining and quarrying 11 0.09
Manufacturing 8,077 67.13
}sili;;tlr}i/city, gas, steam and air conditioning 67 056
Water supply; sewage, waste management,
materials recovery 15 0.12
Construction 418 3.47
Wholesale and retail trade 1,058 8.79
Transportation and storage 231 1.92
Information and communication 1,235 10.27
Real estate activities 23 0.19
Professional, scientific and technical activities 787 6.54
Business facilities management and business
support services; rental and leasing activities >3 0.44
Education 11 0.09
Arts, sports and recreation related services 44 0.37
Total 12,031 100
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4. Result

4.1. Descriptive Statistics
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Table 4: Descriptive Statistics

[e]3
=

Variable Mean S.D. 25 50 5
FSE 0.062 0.803 -0.454 0.000 0.522
HHI -0.116 0.141 -0.155 -0.063 -0.026
CR3 -0.461 0.555 -0.621 -0.252 -0.106
SIZE 26.041 1.408 25.101 25.767 26.692
ROA 0.021 0.106 -0.003 0.029 0.067
GRW 0.093 0.413 -0.068 0.039 0.165
LEV 0.419 0.241 0.231 0.404 0.573
CFO 0.047 0.095 -0.000 0.044 0.094
BIG 0.533 0.499 0.000 1.000 1.000
FOR 0.075 0.111 0.007 0.025 0.093
LAR 0.402 0.163 0.281 0.398 0.512
VOL 0.497 0.200 0.354 0.465 0.612

BETA 0.867 0.411 0.569 0.853 1.148

<Table 4>0f= & A10f O|8E 0| 7|2SAES MASIRALCL.
7|ESAR—E Rl M|%tet FrMean) EEHXAKSD), 1A} Z2|(25)
SF(50), 3AL ZRIF(7O)= M|A[SHACE.

FSE 2| 2% Ex0| 0 ELt = LI LMY o2 SLiXtEAE2
7|Y7HlE 87 Hovevaluation)El 422 LIERITE BEEHAR}

FSE : firm-specific error, HHI : Herfindahl-Hirschman Index*(-1), CR3 :
market concentration ratio*(-1), SIZE : log value of total asset, ROA : net
income divided by total asset, GRW : sales growth, LEV : total debt
divided by total asset, CFO : cash flow from operating divided by total
asset, BIG4 : auditor size, FOR : foreign investors’ ownership, LAR :
large investors’ ownership, VOL : standard deviation of daily return,

Table 5: Correlation

BETA : systemic risk

FSE HHI CR3 DACC SIZE ROA GRW
FSE 1.0000
HHI -0.0073 1.0000
CR3 0.0006 0.9908*** 1.0000
DACC -0.0061 -0.0088 -0.0088 1.0000
SIZE 0.3416"" 0.1180™" 0.1155™" -0.0014 1.0000
ROA 0.1630™" -0.0103 -0.0102" 0.0084" 0.1898™ 1.0000
GRW 0.0648™" -0.0216™ -0.0209" 0.0778"" -0.0158" 0.1974™" 1.0000
LEV 0.0581°" 0.0257"" 0.0281°" 0.0643™" 0.1704™ -0.1256™" 0.1470""
CFO 0.1326™ 0.03017" 0.0299™" -0.30417" 0.1172™ 05117 0.0859™"
BIG 0.1960™" 0.04017" 0.0365™" -0.0091 0.4148™" 0.0937" -0.0059
FOR 0.2003™" 0.05517" 0.0566™" -0.0418™" 0.47317" 0.2075™" 0.0033
LAR 0.0201" -0.0590™" -0.0610"" -0.0040 0.1459™" 0.1988™ -0.0129
VOL -0.04427" -0.0320™" -0.0310™" 0.0135 -0.3539™ -0.2523™" 0.06817"
BETA 0.1378"" 0.0355™" 0.0335™" -0.0163" 0.0336""" -0.0259"™ 0.0438"™"
LEV CFO BIG FOR LAR VOL BETA
LEV 1.0000
CFO 0.115%%+ 1.0000
BIG 0.030%** 0.0954 %% 1.0000
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FOR -0.093 % 0.1932%%%* 0.2627%%%* 1.0000

LAR -0.090%** 0.105%* 0.1627%** 0.0033 1.0000

VOL 0.2068%** -0.1747"" -0.1830"" -0.2210™" -0.2436"™" 1.0000

BETA 0.1166%** -0.0089 -0.0109 -0.0532""" -0.2456"" 0.4220"" 1.0000

Variables definition is as same as <table 4>
* kx xEk are indicates 10%, 5%, 1%, respectively

e

HHIQ R3S Mt LY 7|97t ZYHE 2N 242to] o) Al
SHCE oojstoE 12 33 YOICE FRL 0116 -0461 2 LiEIL,
FURIZARS CIO=2 243t ool QAR 2EE LIENIC

SZE = RpAE B70) XjS 21E FF o2 BR0| 26041 2 LfERL}
I ARARES CoR 3 Z90| Zuje CHEoR [ARIS
2lolgk 4= QURAUCKShin, 2019). ROA = T0| 21% GRW = 93%, LEV =
M2 LTS Ol T2 $o(82 B 21% D5 4382
o RAHIZ AME oOjict FPBSHISSO| HIF2
ATHOICE ZAfRI0 CESIAEoIol s B33%2 Liefton
JEQIERIS A2BL R 7% UFF X2 A%E
LIEfStCh Q4oiSo| ERHEA BRO0| 0497, EEEAZ} 0200 2
selelolon] MM Sigol 9 0867 2 LIEtYCt YuiHos
AR Sigol 1 20t X2 1 E0| £X %S Ao =2 u

He7|go| ML AIY @2 =A| 2 A2 HOlth

et

4.2. Correlation

<Table 5>01= 2 GTOIN AFRE o] ATETALANES
HABISICE JHIEZ IR BFSERL ARl L 2% HEQl HHI
R3 2 Solgh 70| LIEWIR| QIITh 5, Mgl L) 2% FEet
IHBteRE B0l o= HoR e

JAME  EQICh ailb ofafe File S
olujglez & wazio] s o

=
ZutE =og oot Aok oHE, 4t

4.3. Regression

<Table 6> SRISNZTIE MAIRH ZTOICt B Aol 24|
ABE BHS MBI, SHO SHES L 0fE
xjolo|ck OFg2], At

[=] =
HE2 oAt tgh2 MASHK| RUACE 22| Heltds 71217 |
F 2hFvalue)2 1%+20A Fefet g1o] LEEH2H =
164%2} 165%= 242} LIEFICE.

Table 6: Regression result

FSE;, =
BsGRW;  + BsLEV; . + BsCFO;, + 8,BIG4;, + BgFOR;; +
BoLAR; . + B1oVOL; + B11BETA;, + Y, YEAR + Y. KSIC +
Eit

)] (2
Coef. Coef.
(t-stats) (t-stats)
S -5.512" 5512
P (-7.30) (-7.30)
0.180""
UL (3.66)
0.056""
e (4.50)
0.193™ 0.193™
SIZE (28.40) (28.46)
0.600™" 0.598"™"
ROA (7.59) (7.57)
0.083™" 0.083™"
GRW (4.86) (4.85)
-0.029 -0.028
LEV (0.92) (-0.91)
0.409™ 0.412"™
CFO (4.90) (4.93)
0.108™" 0.108™"
BIG (7.08) (7.07)
0.192" 0.194% %
FOR 2.64) (2.66)
-0.066 -0.069
LAR (-1.46) (-1.53)
0.310™" 0.309™"
VoL (6.54) (6.53)
0.188™" 0.188™
BETA 9.68) 9.70)
YEAR included included
KSIC included included
F-value 70.594""" 70.833"""
Adj. R? 0.164 0.165
Mean VIF 1.44 1.44
N 12,031 12,031

Variables definition is as same as <table 4>
* )k kxE are indicates 10%, 5%, 1%, respectively
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THAIZO| HHI 9 CR3 2 SAlo2 AMHEN DE 1%:F0{A
Folgh A(+)2| ZLO| LIEt 2 Ho| 7HEE TIZBIRACE &, A LY
40| X|Ze=rE THKEZIFTt 71 AS Q|0[3ict Z7-o|

S t
|ggE Sk SR

LIRHZ EXIZH2] XtO|E EEt d=tA|ZIEk= AS Qlo[ettt

>+

Table 7: Result for Classifying by Earnings Quality

FSE;, = By + BiHHI(or CR3), + B,SIZE;, + BROA;, + B,GRW,, +
BsLEV, + BsCFO;, + B,BIG4;, + BsFOR;, + BoLAR;, +
BioVOL,, + B, BETA,, + Y YEAR + Y KSIC + ¢,

Higher DACC Lower DACC

(@) ()] 3 @

Coef. Coef. Coef. Coef.

(t-stats) (t-stats) (t-stats) (t-stats)
Intercent -5.603"™" -5.605™" -5.645™" -5.645™
<P (-10.10) (-10.10) (-7.41) (-7.42)

0.056 0.220™
HHI 0.57) (3.86)

0.024 0.067"

o (0.96) (4.63)
SIZE 0.190"" 0.190™ 0.197" 0.198™
(13.92) (13.95) (25.13) (25.19)
0255 0.255" 0.659™" 0.656™"

ROA (1.75) (1.75) (6.86) (6.84)
0.028 0.028 0.101™ 0.101™

GRW (0.96) (0.96) (4.76) (4.75)
LEV 0.005 0.005 -0.063" -0.063"
(0.09) (0.09) (-1.69) (-1.68)
P 0.022 0.020 0.680™" 0.685™"
(0.14) (0.13) 6.39) (6.44)
BIG 0.074" 0.074™ 0.120™" 0.120™
(2.43) (2.43) 6.78) 6.77)
FOR 0.009 0.010 0.221™ 0.223™
(0.06) 0.07) (2.66) (2.68)

AR 0.044 0.042 -0.093 -0.097
(0.50) (0.48) (-1.77) (-1.83)

VOL 0.229 0.229 0.356 0.356
(2.57) (2.56) 6.37) (6.38)
0.270™" 0.270™ 0.156™" 0.156™"

BETA (7.07) (7.08) (6.90) 6.91)
YEAR included Included included included
KSIC included Included included included
F-value 16.028™ 16.049™ 57.921™ 58.156""
Adj. R? 0.139 0.139 0.178 0.178
Mean VIF 1.44 1.44 1.48 1.48
N 3,071 3,071 8,960 8,960

Variables definition is as same as <table 4>
* ) kx k** are indicates 10%, 5%, 1%, respectively

<Table 7>0fl= A LY 7|2 A7 Fof IHX[E7IF2Ho] 217}
SAEE ZE0| W2t X017t A AEHEUACE 2AHES| BEEE2
IASATRON F2 AREl= XH2FA L loidisaetionary acauals)2
EH5IF OO Kothar, Leone, & Wasley(2005)2| =23 0| 235}FICE

AQOIM MY-CIEER IHRME HAGE T FEE RHE
A lkoz BTt

<Eq.8>
TACC, 1 PPE; ASALES; ;—AAR;
o=y +ay +a,— + a3( w=BARY) |
ASSit-1 ASSit—1 ASSit—1 ASSit—1
a4ASSlt +&

9| Ao TACCE B oR R0l FYEEoR
oot BT EE AT WOtk PPE = =RFAERRMC| HIZLE
FEAL AN EX|QF HEFOIRHS MQlet 240|Ck ASALES2
O Wsl2o|n AAR 2 OfSKHREC| HSH2OlCE NI 2
Y7|20|20|0 HFEIIE U ZF TR RAEEA(ASS;—1 )2
LEFQICE TR wagolo] &2 EEHS omm D@0
LHHO| H2 TTR2 2R ZHA)Of 242} FASHACE
ASESZT RS 20| 52 BEHOIME ZO| SRS

=

IPRIBINQRIL FHRIR| i HOR LIEKCE Ol TRYS 2ayoio]
ol JKISRE RULIN, ZHO| F7IH o (addboraly)
ITNRE SBMPIRE B HOE ofif 4 STk wi
TER 2ryolo] FotmCt e T FP, FMO| KP4
IRTINRRIL SoRICE 2
E5% 4 Y

2 oiflo] BES £ 4% AFKOSPL KOSDAQO| EXfE ZiiS
A Aol it ezt

KHEMQl =HQISI IR} -oh —F-'_—M. ZIE <Table 8>0f| M|A[SFRACE

HESEME RISEAMEME Rl U0l =EER] HUE
B, IAEAYOME 10N Relet 20| =EEIRACE 5, MY
L 38 8ot 7HE7IRFe S+l ABLS RISHEAE

SCH DASAO] 7|olg Znfetkn & 4 9Uck
00| CESIRILAO| ZNNS 2IfSP Fa(otR Chat 2ct 27
{28 Heot et E 20| TS LIERY, FO|
CHe 242 =olg 4 2l9ick ofzizt

Ol Y2 Lfefts
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Table 8: Results for Classifying by Listed Market

FSE;, =
BsGRW,, + BsLEV;, + BsCFO,; + B,BIG4;, + BsFOR, . +
BoLAR; + B1oVOL; + By, BETA;; + Y., YEAR + Y, KSIC +
Eit

%) ()] 3 “
KOSPI market KOSDAQ market
Coef. Coef. Coef. Coef.
(t-stats) (t-stats) (t-stats) (t-stats)
T 4,078 -4.064™ -12709™ -12:709™
P (-11.63) (-11.60) (1821 (1821)
0.042 0.127"
i 0.43) @.51)
-0.024 0.034™
e (-0.96) (2.64)
SIZE 0.130™ 0.133™ 0.478"" 0.478™"
(12.82) (13.08) (40.33) (40.33)
0.591™ 0.582"" 0.273"" 0272
ROA 4.01) (3.94) (3.26) (3.26)
0.025 0.026 0.116™ 0.116™
GRW (0.85) (0.86) (6.24) (6.24)
LEV 0.094 0.096 0236 0236
(1.81) (1.85) (-6.56) (-6.56)
CFO 0.713™ 0.719™" 0.280"" 0.280™"
(4.68) 4.73) (3.18) (3.18)
BIG 0.175™ 0.174™" 0.031° 0.031°
(6.90) (6.89) (1.83) (1.83)
FOR -0.138 0.131 1.009 1.009
(-1.33) (-1.26) (10.67) (10.67)
LAR 0.259 0.259 -0.630 0.631
(3.66) (3.67) (-11.59) (-11.60)
0.358™" 0.361™" 0.475"" 0.475™"
VoL (4.55) (4.58) (8.86) (8.86)
0.014 0.015 0.297"" 0.297"
BETA (0.42) (0.44) (12.70) (12.70)
YEAR included Included included included
KSIC included Included included included
F-value 21.413™ 21.439™ 105.619™ 105.653™
Adj.R? 0.105 0.105 0.342 0.342
Mean VIF 1.52 1.52 135 1.35
N 5,597 5,597 6,434 6,434

Variables definition is as same as <table 4>
* )k kx% are indicates 10%, 5%, 1%, respectively

5. Conclusions

= g oY W 71t Y YEOH JRIEVIRR| 0Kl
ks HWEIA; k= O FHO| Utk MY L BY Z=ot

KRAE0| OjXl= ekl ot AZuPE 20 U= AEolM
AFZEKIQE LHZHZERIS] XOIE dMetPl= Qflez  AESIX|
BB O] AHS QI (Cha & Choj 2020)
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