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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.
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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.
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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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-(¢) Aslaal) éﬁj@a@ﬁl&u;‘h Gl oy =

Y.




pgend| 23leg Jadll slolaeg BE/ME dawd o dMalls 50301 3 7 g pladiul
ple¥l Jladl aae aaun 0

.0.9609 = Ri § BE/ME s oy &g Jalsi ) Julaa =

.0.7054 = Beta § BE/ME 4w (o O gy Bl ) Jualza ®
.0.9050 = LN-A/ME 5 BE/ME g (i (3 gy Jalii ) Jalaa =
~0.9694 = LN-B/ME § BE/ME s o (g Bl Jalea =

Lil s 8 BE/ME 4w Glhwgie Lo (VF) U2 8 BE/ME Cha s siny
Aal Gaa oY) dsas B il b 83 G ol 35 L s 5 4 ,Y) BEIME
BE/ME ilaise 3 «.¥19A (o o i Lae Lo laladl JUal dagaday cillan giall 038
-Axd yall BE/ME dlaisa A Y.Y0 A 5 diaddidl

t—\—\A‘BE/ME-LﬁLMLJA‘LLSMdS@?&uJ\ Jile «_aLL».n}m 2 Ri a5
GV sl e @by (BE/ME 4 ¢ d ) as Loae L lalatl 9 gall sda cilan gie 3203
oia o sl . (V+) Usts aal, Ri 5 BEME 4 g 48D ol Mo oli 3
&) Anitidl BE/ME dlaias 8 -0.0096 o 38 calls (5 sed e Jaw sia (e adi i adl
Jalas il a4 (dadi 1ol BE/ME ddadae 8 0.0340 538 Can 5o (5 e ile Jass s
$ayda Ll 5 ) Jalra 525¢0.9609 Ri ageddl Sile Javs 5ia s BE/ME 4uss (g Jalis )Y
Ca Ri ag—ud) dile Jasi 5ia s BE/ME 4 (g Anlady) A0 sl oda M5y .5 8
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Liisa (3 o3 BL Ay i)l 4L dadl )l g BE/ME 4o G dpue Ao s ML 4 sl
Al B,
A Al i (v)

Capital Asset Pricing idlaud Il Jsa¥) s 73 5ai el o 7 558l ot b
A a8 e Aediall lpalai@y) 8 i Al (s Cgat) (CAPM i) Model
Market-value 4:SLall 438 ol 4a8ll ) Book-value of Equity (BE) 4:Slall 4, jdal) dql)
o, e 5 stock returns agad) 3 se e (BE/ME 4ay 48 5 24l 5 cof Equity (ME)
6 siall (e giaal ¢ 555 ooal bille (AL 350 @smY Sufinl) pail) e
Y s o3 e adials (e ol il e b 8 aa g Y 4 ) 53
Lo 1y st ol e i Agndatl g 4y ylal) Wl 0 05 Y 5 Jad daly da )
i Sleall g ol g 5ol Y I 8 Jad) e Labie clidlle e ae &35laal <y gl
cOmall 5 A gl Ly S0 da 5 3aa0

BE/ME 4aush G ADMally 50l 3 7 #3sad alad ' (e Al pall o el il
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i O Lilay Jatll et (e Uk gy i of e LT Jypall il o b
It A el oda Jadi vel s an o Wilad  Lidfialy Ja ) jae oAl oLl
Sl 5 cagudl dle o BE/ME dsst 5T Jsa el 0 A5l il jall 4 (i e
8 Alad) I e Aaalid) S ED o el jal 3l Agadall Gl jal) 4 G e
a0 sig Sa Yo sle ge sl DA glee dilaliy L 350l (39
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1l 3 asay o ams ws AT sladly dllend I JpaY) s 73 5a3 Sl g
(— s «Fama and French (jUa 3Ll 4_oc Jiol adl 92 5 anomaly naall L&Y Jalell
e Lasaa Ly O anilis oo 25300 Ly Lea s sasial) il ) Jals b can yuals
i Alland I Jaa) et z3sal el & B L o agilud 30 e 33 e

:(1992a) Fama and French, Clul )0l oda (saa) & Y & Lagal

..... we find that the relation between B and average return disappears during the more
recent 1963-1990 period, even when f 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 Ps. 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.

agal) dile e BE/ME 4w 1 e L j Ulay dcailiiad) (55,0 o28 (e WU
3 oo Akl 2L Ll s L plee Bakale a5 RS A pad Lol e Al (S
sl a5l DA AW (3 )00 b Boas b aeu) S 5o e BE/ME A
DB Gl ¢(v44¥) Altman o S (oA (7 3 gad QlaRTLL Yo gign (S Yeuo
J—lai 4 (Y4V¥) Fama-MacBeth zgis oladiuly s (BE/ME dawi lgle (5 shatn A
P il Al Al Can a5 (sl lia) 5 bl
Z $BE/ME (i ABad) JLad) milii (1V-¥)
SLpsl ] Lot 39 @8 Z Ragdg BE/ME &g ooy gl S3Y2 mags” JoYL o sall Jyy
"agllall

& ) il G pate by Jad 8 () 4YY) Fama-MacBeth zgie lexiin
el () Ay y8al dal) A G ApeSe ABle 2 g0 i A pa dll s Al )l o2a
e 5l DA L ()50 Jaise g (A Z Aall 5 BE/ME A (5] ¢ASlall 4 ool
Z A ad (8 5 WS ¢(Y) Aalaadl BE/ME A (il &3 M5 Y000 g Yerr glg
Dbl alal (Y44Y) Altman oS4 o3 Z #3003 Jiad (A Addlaal) a5 (7) Aalaally
G pendl S ASEN L (et 8 ) Q) hlie da 3 Z zlsed peSays - DY)
iad e Sai 7 1 AahSa 08 OB aa g 3 LS Lle Jaad ) 7 ded DA
(a5 Aaidiall Z Aad a1 3(Y) Jsan ol AL L (e A halad)
aal g A4S, al o Jwt oz el BBs0).Ye e DB Aapn o 38500 Jeasd Laxie
da 0 e A8 5a) Joant Ladie (38 5 dlaws siall Z Aad o8 A0l 5 . Aadi ye Ji jhalie
AN 5 o gie Ji8 jhlie 4al 5 AS A o Jady 7 Gule (B35 Y.400)Y L G el

yay



Sapdially goluadl uadl 39 dnelany pedhas¥ ! Sluatisl JolS 4l e o 350 A

Z ohie 35 Y.900 e S As o o 38500 Jiast Ladie ($iaTis dadi el Z Aed 8
(LY e Jad jhlae s 8 Y AS,A) ) e

BE/ME 4w (o 4Dl e Uiag a8 J oY) oadl jlidl cilicaiie caus
—adsy G L hlie (e BE/ME 4 b 0eS Lo 3 Uing 650§ (Jadll s
A G ALl By sl Clud Holl e syt s Fama and French <l ) 730 ¢ a4
0S5 Ladie Aunidie 7 dad 050 o) =5 pklad) e o Al 5 agud) Sile 5 BE/ME
BE/ME 4w ()5S Laasic 4ai yo Z daid (455 O ¢u€all o ¢daii o BE/ME 4o
d—dle o 45hie BE/ME 4w 585 Ansall 4all o2a caal iy Cuaa 133 diaidia
RIPAEWA|

SERCROY AN R UNFASPRENECEE TR BY, U= TR PRSI
sl BE/ME 4wsiy Z dad (o O g Bl delae () Ji g &3 Y) a3 BE/ME 4
el s s ol B ) Jalae sag -+ 9800 aly Cum (Aall AD) oda e X5
ALBle dsmm Joiy A JY) il daaa el all ey a8 Al (1) Jsaa
& BEMME 4ass of (ol LAl (3 550U Jabse (3 5as & Z ey BE/ME Lo (4 dpue
Soblid dale e g ian Al (35530 Jaasa (5 sas
ME §BE/ME (3 A8al) jLad) amilis (Y-¥)
Lius $ga @8 ME ilagall gaa ¢ BE/ME dgai osps Bpadd 5382 my 65" - @il§1l oyl Joay
Sagdlall gLyl

Uil il iie iy Qs (1Y) Fama-MacBeth zeie Lind Lioadtnd
4y 7)) Aadl) Ay Ape ADle dga g Jsb oM il g Al sda AL
s Lise (35 o3 ME 5Likall aas s (BE/ME At (o A8l 48 ) Gl )
ol e slanal ana Wld 2 Mg LYo i Yee aile o3l DA A
O Sas dgilead) @YY VLB 508 Ln-ME ALl 48 o) deall agdal) oy e S0
Tt b ped) JUE) s 8 Log puma gl g1 3 (e 5 e LA A sl el
(1) Aaleall ot alall o g2 g

DAY (Kl ¢ hlaa (e BE/ME o 4ggiat 38 Lad 48l o 8l 138 Caay
sliiall paay LeBle sk e i (e daill 038 4ggiad 3 Lee Canal) 5 3l 53
3 - ohlaal s slasdl aaa g danse A 35as e Jasal ok gl L Gis ME

Ye



pgend| 23leg Jadll slolaeg BE/ME dawd o dMalls 50301 3 7 g pladiul
ple¥l Jladl aae aaun 0

St Laiy plal el il aasih paald) 3 pal) ciliadl o Jasal) 4 k5 (A e
BE/ME & (py A8l gl b k5 . plalaall (mleaily aasl) 550l i)
OS L Ay lalie (e il s34 ey of Jaing e z0 38 ME 3Ll aaa g
dasi lgdle g shan i @l e 50 Shalie e dadi el BE/ME A (s shii of (i
‘éJL@.:MﬁS\z)M\ «L\LJM\@BE/MEMQ)SLQ\ A5 48 4ddial) BE/ME
Sl cliaad)
iy ) Aagll el s e gl Llia 5 M\Pumyu\@mmw%

s g L& ¥ 523 BE/ME 4psd Glaws gie oladl 2e Lda}us il 32k Lo-ME Ll
(M) dsa gl o8 Gl Bali ) Jalza 58 5-+ AT Ay Legin () s Lol ) Jalaa
Ak Ay ) @l AuSle (BE/ME A <)) sLina) ana 8 LS ad i) sda e
s 5l clind) e S phlie o ggdani 3 el clinal o) Jsi s jllad)
pla iy a @ Ml 4 spblad dde e s a1 g skt BE/ME 4w
san s BE/ME 4 (g dpue ADle 3 ga g Joiy o ) (a5l dais e 4 )
A (3 U Labe (3 gu 8 5L

ROI §7 §BE/ME (i 48adl JLad) gilii (v-¥)
ROI slaggafl @l silell Juzag BE/ME &gai osgs gt sh 382 mq 95" -l I (o sall J g3y
"Ryllall 3Lygll Lywa 3gu @9 ROT plagiall e silell Juzay 7 Gagy oy Rpulis Z3i2 g

ol &y eie lily ddas 8 (Y4YY) Fama-MacBeth zgic L@\ Laadrind
BE/ME 4y iy dBle asag Jsiy o) il a5 dud 5ol oda 8l
i) e il Jares Z dasd (yn dule ADle s ROI L) e alall Jasa s
i a5 Yo s Yern sloy es gl DA AW G0 baias (35 & ROI
A )l s 4als (e Z dad s BE/ME 4w (e OS (e Aldiaal 4l ] o (g jdl)
Lal e Al J<a hlaall L g 5 ROI vy} e dilall Joza 8 dfiad)
e Jsa¥) ¢ sandd & gl dadl o Ja ilia dand ROI Gl & 365 .5 A
(V) Al wal )y s sias Gl

o L s Lol e Adiay 3215 ROT cillan e (f il Jidas ois el
o Lagin (s Bl e o5 g Y1 5a3 BE/ME 4 Cllaw sia ol
oo Lae Lo balssl 33l ROT il e (o i) iy 388 @iy (e el e 5 60,9257
el €0.9207 &y Lagin O sy Bl ) dalee (f 530430 s Z G s i ol

Yo



Sapdially goluadl uadl 39 dnelany pedhas¥ ! Sluatisl JolS 4l e o 350 A

8 Gl Lals ) Jalaa Legl gl ¢abmia Lagi ol BLiY) JLalas of (51 -(3) Jsos
sda Saig .Z Aad g ROI O (588 i se halii ) Jalas Lagailli s BE/ME 4ssi g ROI (p
A 8 Al Sl @l i Y1 e hlaal) olad) pe (adlsy RO of bl
Z ief LuSad i) 5 BE/ME

T o A5k Al dsa i Jsb oM G i il dsa il oda e
e 2 Alall Jara s Z 4ad u dle ADle § ROI HliiaY) Je 2ilall Jaza s BE/ME
AL (3500 dadise (3 g & ROT latias)

35U Lise (35 (3 ROT i) o sl Jae cildaws gie of laill cddlll
oY1 SLladl 3 BE/ME Jilas S 3 Gl Leg caal 28 au all 358 P il
LA e g csiat dafiy Ay (1) Jsan (A Low-Z-score gee aal ) Z (il (35
a8l O-score (e Crexafiud Al (YY) Griffin and Lemmon 4 )y 3 g
Dl b s B ol sl s 305 NYSE &) g0 daa 0 o Gudailly Hlalal)
o= ald) s alghy L T LAMEX 45 51 dua )y sl s NASDAQ Al (3) 5V
s ) ells

The return on assets, ...is generally inversely related to the firm’s book-to-market ratio
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