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Market reaction to MD&A information:
Evidence from Japanese firms listed in the U.S.

o R BROPRCE)
Ito Takeaki, Konan University

RXEE

R TIIBMISFHRESICRHSNDERIFTHRTHD MDRABHRZDITIRIC. XFH - XEMBSIUHRKAHIED
RISICDONWTHHZTD/ze AMOBER. BADEBE EEICSECEERARRIILVEFHERLBRERZESAL. AR
EERACEIHRLBERBERESE L CODHREMARBE Nz, £/, SECEERAREIIMDRABREZEET D
HEICHD>—HF CHREERBEXIIFEDRBICOAMEEZT DMEENRRINGC, ZDZ LMD, BREEITLY
MENLIERBERESE L CTLDAEENEZSND, £ TMDRABREMATIBORIGICDINTIF. SECEERMA
A DOMDRAIBHRZBEMIEET DEREEFETBORTT T 1 DS ITEEMEAIREE N, MDRAIZHREROER
REBRMEBLEDEDICEITONLIERTIEHDN. SECEERBEEDHRL TNDIBHDZ S AN Z OTHERD
RELZBNTLDHREELH D,

Summar

This paper analyzes MD&A information which is qualitative inforymation on annual report. The firms which employed SEC
standard (SEC firms) intended more information disclosure with the progress of the time, and the firms which employed
Japanese standard (Japanese firms) intended concise information disclosure by analysis of the document length and the
number of the sentences. In addition, | calculated TF-IDF, which was an index to measure the relative importance of the
phrase about the MD&A information and analyzed the difference of the ratio of score in the previous year. As a result of
analysis, the Japanese firms tend to revise only at specific times while the SEC firms have tended to always revise MD&A
information. From the results, the Japanese firms intend more effective information disclosure. And, about MD&A information
and the reaction of the stock market, the volatility of the market was high in the SEC firms and the company which revised
MDR&A information. The much information that the SEC firms disclosed may affect the volatility of the market than the above
in Japan. The purpose of MD&A is to provide information for the decision making usefulness improvement of investors, but
the much information may cause confusion.
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®1. CBHEE (XFH. SECEERAER)
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
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Median 11,041 13,147 12,063 11,913 14,689 14,722 16,397 15,007 14,395 13,873
Mean 14,493 16,400 15,826 16,007 16,535 17,925 19,291 19,174 20,045 19,302
3rd Qu. 21,547 22,874 22,902 22,936 23,022 23,636 28,853 29,239 29,256 27,570
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Max. 13,194 18,792 18,082 19,159 20,703 20,542 18,931 18,112 18,847 22,237
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Summary

This research study observed a price change of S&P 500 index for 65 years to analyze market maturity in comparison
with Kotler's sales life cycle curve. It also observed ROE ratios of five U.S. banks such as J.P. Morgan Chase, Morgan
Stanley, Citigroup, Bank of America, and Goldman Sachs to grasp overall characteristics for 16 years. A result of the
observations yielded a downward trend from 1999 to 2008 and a horizontal trend from 2009 to 2014, divided by the
financial crises as a quantitative and qualitative change in the materialistic conception of history. This research study also
involved a survey to identify Goldman's management strategies, such as improvements of leadership, organization, and
business segment structures to enhance the company's profitability by mainly analyzing disclosure documents such as form
10-Ks and annual reports of Goldman Sachs Group from 1999 to 2014. This research study involved extraction of key
business strategies from the management's messages to shareholders in every annual report. Trading was a core
competence for Goldman Sachs, whose strength related to Blankfein's careers and its HR policies, and so forth. He also
evaluated sustainability of the core competence. Finally, the article includes consideration of sustainable trading should be.

1. A Point of View and
Methodology

The return on equity (ROE) has become a
popular ratio to measure corporate profitability
recently. Goldman Sachs Group (Hereinafter
referred to as “Goldman Sachs,” “Goldman,”
“the company,” “the firm,” “it” or “they”),
which is a major U.S. bank, has attained top-
level numbers of the ratio since 2004, as seen
in Figure 3. Surprisingly, the company has
attained first place on the ROE ratios among
the U.S. major banks, such as J.P. Morgan
Chase, Morgan Stanley, Citigroup, Bank of
America, and Goldman Sachs, seven times from
2004 to 2014. Concerning Figure 3, Goldman

was able to maintain top place for a couple of

years recently, while differences in ROEs
among peer banks have been characteristically
narrowing during the same period. This
research study raises the following questions
to be resolved: Why could Goldman maintain
the top ranks during the period? and why have
ROE ratios of the five other banks been
converging within a narrow range in recent

years?

2. Introduction to Goldman Sachs

Goldman Sachs was originally an investment
bank in the US. In its disclosure document, the
firm introduced itself as follows:

Goldman Sachs is a leading global investment

banking, securities and investment management
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firm that provides a wide range of financial
service to a substantial and diversified client
base that includes corporations, financial
institutions, governments and high-net-worth
individuals. (Form 10-K of The Goldman
Sachs Group, 2014)
According to the document, the firm had four
major business units, such as investment
banking, institutional client service, investing
and lending, and investment management
(Form 10-K of The Goldman Sachs Group, Inc.,
2014). Moyer and Chaudhuri (2012) described
Goldman's business trading and investment-
banking arms as a traditionally strong business
unit for the company. The company was
established in 1869 (“Goldman Sachs Group:
Who We Are,” 2015). In September of 2008 in
the wake of the so-called Lehman Shock, the
two remaining independent U.S. investment
banks, such as Morgan Stanley and Goldman
Sachs, became holding companies overnight
(The timeline: How it all happened, 2008).
According to Goldman's website, the company
introduced itself as a global investment banking,
securities, and investment management firm
that provided a wide range of financial services
(“Goldman Sachs Group: Who We Are,” 2015).
In a July 2009 Rolling Stone article, Matt
Taibbi used a powerful anthropomorphized
image of Goldman Sachs as “a great vampire
squid” (Freund & Jacobi, 2013). The firm
seemed to be considered as one of aggressive

banks, for better or worse.

_ 64—

3. External Environment
Surrounding Goldman Sachs

3.1 The U.S. Market

Figure 1 shows price changes of the S&P
500 Index (hereinafter referred to as “S&P
500, “the index,” or “it") for 65 years. One of
the U.S. statutory stock exchanges NASDAQ
(2015) stated the widely held common stocks
in the Index are used to measure the general
performance of the U.S. market. McGraw Hill

Financial introduced to the index as follows:

The S&P 500® is widely regarded as the
best single gauge of large-cap U.S. equities.
There are over USD 7.8 trillion benchmarked
to the Index, with Index assets comprising
approximately USD 2.2 trillion of this total.
The Index includes 500 leading companies
and captures approximately 80% coverage of
available market capitalization. (McGraw Hill
Financial, 2015)

The Index captured 80% of its total market
cap, and it reflected the industries, such as
information technology, financial, energy,
industrials, consumer staples, consumer
discretionary, materials, utilities, and telecom
services, in the U.S. economy (S&P 500
Factsheet, 2010, as cited in About News, 2015).
Thus, it represents evaluation of not only the
U.S. large caps and stock market, but also the
U.S. economy.

In Figure 1, the Index had been fairly
increasing from the 1950s to the beginning of

2000, although experiencing some bumpiness.
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The early 2000s appeared to be a threshold
period for change of growth pace. After the
period, the slope of the index price change has
become nearly horizontal level with the two
deep bottoms, such as Iraqg War crash, and
Lehman Shock. According to Kotler's curves
that analyze the relationship between sales and
profit life cycles (Figure 2.), sales curve
steeply increases in growth period, and then
reaches a plateau area in the first half of
maturity period. It sets to decline in the
second half of the period. In comparison with
Kotler's curves, the price movement of S&P
500 index after around 2000 appears to suggest
that the U.S. stock market and its economy has
entered into maturity period as Kotler's sales

life cycle curve indicates.

On the other hand, S&P 500 prices have
been going up since 2010, and reached a new
record in 2014. It was partly due to market
conditions, including asset selection to stocks
under ultra-low-interest-rate environment in
the U.S., and asset flight from emerging
markets for a risk aversion by international
investors. The index is always replacing its
component companies whose market value had
been lowering below a certain level with the
new ones. According to S&P Dow Jones
Indices (2015), index membership eligibility for
a company with multiple share class lines is
based on the total market capitalization of the
company, including all publicly listed and
unlisted share class lines, if applicable. The

replacement seems to partially contribute to

Figure 1. S&P 500 index price change for 65 years.
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Figure 2. Sales and Profit Life Cycles
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Source: P. Kotler (2003) “A Framework for Marketing Management”
Note. A Framework for Marketing Management, by P. Kotler, 2003. Upper
Saddle River, NJ: Pearson Education. Copyright by Pearson Education, Inc.

upward trends, and buck against overall
maturity.

Further importantly, trading volume has
been gradually decreasing from around 2010,
while index prices have been going up during
the same period. Commission income, including
primary and secondary markets, generates
from the following formula: Income = Valuation
X Volume X Commission Rate. Therefore, the
above phenomenon appears to offset profitability
of the rally.

As a result, this author is convinced that the
recent rally never implies a breakoff of maturity
for the U.S. economy. The economy, including
the financial sector, seems to be in a period of
maturity. Major businesses of the U.S. banks
are mainly composed of commercial banking,

investment banking, brokerage services,

trading, and asset management. Commercial
banking seems not to be highly profitable in a
period of maturity, as it is a low economic
growth time, while other businesses also
appear to be affected by economic maturity.
In addition, those banks have been conducting
international activities, and global integration
of the world's markets has been in progress at
the same time, and the state of other economies
has influenced the price movement of the
index. The relationship between the world

economy and the index, to some extent, is

never totally unknown.

3.2 Profitability of the U.S. Five Banks
Figure 3 is an analysis that charted return

on equity ratios of the five major American

banks from 1999 to 2015 in the page 5. While
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Figure 3. Analysis on change of ROEs of the U.S. major banks.

40.00 -
2000 | Nem /— [ 308 ommrpuriuad |
20.00 N\ 7N
10.00 —ﬁ/ﬁ : GS
/N | -mes
000 N T T T T T \I — JPM
O BV DL D D> D L ety e ol L
PP TIPS S ——Citi
) SR S S s N S S S PP
10.00
= . BofA
-20.00 L
-30.00
-40.00 —

Notel. GS= Goldman Sachs Group; MS=Morgan Stanley; JPM = ]J.P.Morgan Chase; Citi =

Citi group; B of A = Bank of America

Note2. From “Historical data: S&P500 from 1949 to 2000,” by Bloomberg, 2014, Retrieved

from http://www.bloomberg.co.jp

all ratios of the banks started from their peaks
in 1999 respectively and every bank's ROE
came to its second peak in 2005 or 2006, they
had common trends as follows: (a) All the
ROE lines were declining from 1999 to 2002;
(b) the banks had a one-time recovery in 2003,
but lost it the following year (2004): (c) the
period between 2005 and 2006 was another
recovery phase for the banks' profitability; (d)
the banks hit deep bottom in either 2008 or
2009 respectively; and (e) their ROEs were
becoming horizontally rocky from 2010 to 2014.

The movement of their ROEs consisted of
two large trends between a traditional period:
first, a rougher trend on profitability of the five
banks was lowered from 1999 to 2008 while
ROEs of 2005 and 2006 partially bucked against
the trend. Second, all lines of the five banks’

ROEs had formed a convergent band within

the range from 0.00 to around 10.00 from 2010
to 2014 as the overall trend changed from
The years of 2008
(the Lehman Shock) and 2009 (European Debt

In

downward to horizontal.

Crisis) were a transitional period.
Goldman's annual report, Blankfein pointed out
that market profitability of the industry has
been changing after consecutive financial crises
(Goldman Sach’s Annual Report, 2010). Based
upon the ROE lines, the five banks fell into two
groups as follows: (a) Goldman, JP Morgan,
and Citigroup, all of which bottomed out in
2008 (Lehman Shock).
consisted of Morgan Stanley and Bank of

The second group (b)

America, which reached their bottoms in 2009
(European Debt Crisis). Either investment
banking or commercial banking business at the
five banks seems to have suffered from

subdued growth since the series of financial
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crises occurred.

As a result, two crises, such as Lehman
Shock and European Debt Crisis, appear to
have made the large U.S. banks change
qualitatively in the aspect of profitability. The
banks entered a period of low growth after
that. Chairman and C.E.O. of Goldman Sachs
Lloyd Blankfein suggested in 2010 that lower
revenues and more subdued growth forecasts
were causing some to question whether the
industry was undergoing secular change
(Goldman Sachs’ Annual Report, 2010). In
comparison with Kotler's profit life cycle curve
that shows the relationship between sales and
profits, and time frames as a basic law (Figure
2), the industry seems to have been entering

into a period of maturity.

3.3 Regulatory Reinforcement after
Financial Crises

According to Goldman's annual report of
2010, the Dodd-Frank legislation and liquidity
requirements under Basel 3 are two of the
more significant outcomes from the recent
focus on enhancing financial stability (Goldman
Sachs’ Annual Report, 2010). After the
Lehman Shock, the U.S. government enacted
the Dodd-Frank Wall Street Reform and
Consumer Protection Act (Hereinafter referred
to as, “Dodd-Frank Act”). The law aims to
prevent another AIG from becoming too big to
fail (Amadeo, 2013) such as banks and so forth
with regard to several risk management
requirements including a liquidity requirement
and capital adequacy requirement (KPMG
Japan, 2015).

- 68 -

The law basically prohibits bank holding
companies, and so forth, and certain of their
affiliates from proprietary trading or
sponsoring or investing in hedge funds or
private equity funds under the Volker Rules
(“Summary of Dodd-Frank,” 2010). In
response, Goldman liquidated substantially all
of the positions that had been held within
Goldman Sachs Principal Strategies, its long/
short proprietary trading desk (Goldman
Sachs’ Annual Report, 2010). The firm also
liquidated the position that had been held by
Global Macro Proprietary Trading Desk, which
traded in the fixed income markets (Goldman
Sachs’ Annual Report, 2010).

The Dodd-Frank Act protects homeowners
in real estate transactions by requiring they
understand risky mortgage loans (Amadeo,
2013). Goldman has assumed a market maker
and underwriter in the mortgage securitization
market to provide liquidity to primary and
secondary markets (Goldman Sachs’ Annual
Report, 2010). As the market maker, the
company has assumed risk created through
client purchases and sales (Goldman Sachs’
Annual Report, 2010). Goldman Sachs (2010)
insisted that such risk taking was fundamental
to the company's role as a financial intermediary.
As stated in the Goldman Sachs’ Annual
Report (2010), “In this way, we are able to
serve our clients and to maintain a robust
client franchise while prudently limiting overall
risk consistent with our financial resources” (p. 8).

“The timeline: How it all happened” (2008)
stated that Morgan Stanley and Goldman

Sachs, the two remaining independent U.S.
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investment banks, become holding companies
overnight. The nine largest U.S. banks,
including Bank of America, Citigroup, and JP
Morgan accepted more than $12.5 billion as
part of the government's package (The
timeline,” 2008). In this context, the five U.S.
banks, including Goldman Sachs appear to
have been subject to universal banking
regulation by Basel and Fed similarly. The
company pointed out that the increase in the
cost of capital has been joined by a corresponding
rise in the cost associated with an institution's
scale (Goldman Sachs’ Annual Report, 2012).

Blankfein wrote concerning regulatory
reform after the crises, which appeared to
increase costs for banks as follows: “In many of
our conversations, clients have expressed
concern about the impact their businesses may
experience, including new margin requirements,
potentially less market liquidity, wider spreads
and less available, more expensive inventory”
(Goldman Sachs’ Annual Report, 2011, p. 5).

In comparison with the U.S. five banks’ ROE
trends (Figure 3), the above-mentioned
regulatory events are significant for declining
and converging ROE ratios since 2010. Sharpe
(2010) indicated that we should weigh the
profitability concerns of the firms and their
right to freely engage in financial enterprise
against the dangers posed to the greater public
and the capital market from the realization of
systemic risk in thinking about regulation.
Reinforcement of regulation provoked a
dialectical qualitative change in the light of
materialistic conception of history, such as

production power (profit) and production

relationship (banks and government
regulators). In the U.S. banking industry,
governmental regulation has increasingly

influenced the profitability of banks.

4. Analysis on Goldman Sachs’
Strategies

Leadership

For more than 16 years, Goldman Sachs has
had two CEOs, such as Henry M. Paulson, ]Jr.
from 1999 to 2005 and Lloyd C. Blankfein from
2006 (The Goldman Sachs Group's form 1-K,
2005 and 2014). Goldman's ROE bottomed out in
2002, and had been improving from the next year.
Blankfein joined the company's management as
its president and chief operating officer in April
2002 (The Goldman Sachs Group's form 10-K,
2003). Before his assumption of the president
and COO, he had been responsible for the
Fixed Income, Currency, and Commodities
Division (FICC), and the Equity Division since
1997 (The Goldman Sachs Group's form 10-K,
2003). He had experience heads of those
divisions that conducted trading business.

Prominently, along with improvements of its
ROE from 2003 and its net revenues of trading
and principal, investment doubled to $10,443
mil from $5,249 mil. The numbers had been
steeply increasing until 2007 (Goldman Sachs’
Form 10-Ks, Inc., 2002-2007). Blankfein
appears to have strengthened trading as one of
major profit centers for the firm during the
period. Characteristics of Goldman's leadership
are perceptible in the section of the “Executive

Officer of the Goldman Sachs Group, Inc.” of its
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form 10-Ks, which listed executive officers and
their businesses in charge. The number of
executives has slightly increased from nine
board members in 2009 to 10 in 2014 to maintain
effective management, while business has been
expanding favorably as total net revenues have
nearly tripled to $34,206 mil in 2014 from
$12,641 mil in 1999 (Goldman Sachs’ Form 10-
Ks, 1999-2014). It is obvious that company
had maintained efficiency of its management
during the period.

Goldman Sachs assigned a head of human
resource to a member of the board in 2001. He
continued to be the member until 2007. This
deployment coincided with the growth period
of Kotler's profit life cycle. The firm (2012)
stated that strength of its business has always
been defined by the quality of its people and
its performance-driven culture. It appears to
particularly attach importance to HR policies
for enhancing its business profitability.

Goldman (2014) stated that technological
innovation would continue to be important and
was likely to increasingly become a differentiator
amongst competitors and a potential driver of
new or incremental revenues. But it has never
assigned a head of the IT department as a
member of the board after separation of a
board member who was responsible for the
department since 2005. The company
developed GSTrUE platform, which pioneered
the offering and trading of privately placed
securities, bringing the liquidity of an exchange
with the flexibility of a private placement, and
suggested GSTrUE would be integrated into
The PORTAL Alliance - an industry-wide
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platform for the trading of unregistered
securities (Goldman Sachs” annual report, 2007,
p4-5).

Financial service largely relied on information
technologies. In this point, computer system
development is still important for the industry
members, including Goldman. Goldman Sachs
pointed out that technological innovation would
continue to be important and was likely to
increasingly become a differentiator amongst
competitors and a potential driver of new or
incremental revenues (Goldman Sachs’ annual
report, 2014).

On the other hand, computerized high
frequency trading, in general, inclines to level
volatility to repeat high-speed offsetting
transactions in the market. The company
stated, “Our principal investing business
experienced a particularly difficult year, given
the significant decline in equity values. But
the quality of our portfolio has allowed us to
perform better than recent equity market
declines would suggest” (Goldman Sachs’
Annual Report, 2008, p. 4). Those comments
suggest the importance of volatility for trading,
which is the company’s traditional main
business. With the development of computerized
high frequency communication, trading is likely
to represent a conflict of interest within its
trade function.

The company has assigned two executives
who were in charge of international business,
Asian business in particular since 2011
(Goldman Sachs” Form 10-Ks, 2011- 2014).
The company explained, “While growth rates

have slowed, we continue to see important
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opportunities in a number of emerging
economies, and we believe that our on-the-
ground presence and local expertise bodes well
for our prospects there” (Goldman Sachs,
2008). Goldman Sachs (2014) insisted that the
company was particularly well-positioned for
growth in cross—border activity given its global
footprint. It added that demand for funding
and capital remained highly correlated to
economic growth and broader corporate
activity (Goldman Sachs’ annual report, 2010).
On its management strategy, international
business appears to be more important for
Goldman Sachs than IT development in the
recent years. Management of the company is
likely to have recognized the emerging market
growth as profitable in the progress of
enhancing maturity of trading methods,
including high frequency trading.

Compliance has been always important for

the firm because it has assigned multiple
executives who were in charge of compliance
issues (Goldman Sachs’ Form 10-Ks, 1999-
2014).

executives into the board members seems to

This deployment of compliance

have characteristically related its business
strategies in the banking sector which was
strongly regulated by the government.
Especially, regulation has affected banks’

profitability since the crises.

5. Organizational Strategy--
Business Segment Strategy

Goldman Sachs drastically restructured its
business segments in 2010. According to its
form 10-Ks, the company had three business
segments, such as Investment Banking,
Trading and Principal Investments, and Asset

Management and Securities services until 2009

Figure 4. Change of business segments before and after 2010.

H Goldman's Business Segments until 2009 H

Investment Banking

Investments

Trading and Principal Asset Management and
Securities Services

H Goldman's Business Segments after 2010 H

Services

| Investment Banking | Institutional Client

Investment
Management

| Investing & Lending | |

Sources: Goldman's, Form 10-Ks, 2009-2010
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(Figure 4). In 2010, Goldman reclassified those

three business segments into four segments:

Investment Banking, Institutional Client

Service, Investing and Lending, and Investment

Management (see Figure 4).

The company reallocated individual business

divisions which had been formed as three

business segments until

2009 and then

reorganized into four business segments after
2010 (Goldman Sachs’ Form 10-Ks, 2009, 2010).

Characteristically, Goldman has established two

new business segments, Institutional Client

Services, and Investing & Lending, among the

four new business segments since 2010.

According to its form 10-K

of 2009, Trading

and Principal Investments business segment

had three divisions, such as FICC, Equities, and

Principal Investments (Goldman Sachs' Form
10-K, 2009). On the other hand, its form 10-K
of 2010 showed that Institutional Client Service

business segment contained Fixed Income,

Currency and Commodities Client Execution,

including market-making functions for those

products, Equities, including market making

Table 1. Net Revenue Comparison List

functions for equities, and Securities Services
(Goldman Sachs’ Form 10-K, 2010). Form
10-K also showed the Investment & Lending
business segment contained Industrial and
Commercial Bank of China Limited (ICBC),
Equity Securities (ex. ICBC), Debt Securities
and Loans, and consolidated investment entities
(Goldman Sachs’ Form 10-K, 2010). By
organizational analysis, Goldman seems to have
reallocated the business divisions™ functions of
Trading and Principal Investments of 2009 to
those of Institutional Client Service and
Investing & Lending business segments of
2010.

In its Form 10-K of 2010, the company
retroactively recalculated net revenues by
business segments of 2008 and 2009 to newly
allocate them to the new four business
segments, such as Investment Banking,
Institutional Client Services, Investing &
Lending, and Investment Management, and so
forth. Table 1 shows the comparison of net
revenues by business segments between the

previous business categories and the existing

Mil. $)
Until 2009 2008 2009 T 2008 2009 After 2010
Investment Banking 5,185 4,797 5,453 4,984 Investment Banking

Trading and Principal
Investments

Institutional Client
22,345  32,719Services

-10,821 2,863 JInvesting & Lending

115,524 ::'40,566 4 === (Sub-total) |

Asset Management and
Securities Services

7,974 6,003

Investment

529 ) Management

Total

222227 45173

22,222 45,173 Total

Sources: Goldman's Form 10-Ks, 2009 and 2010
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ones. In comparison between numbers of
Trading and Principal Investments in 2008 and
2009 under the Until 2009 column, and their
counterparts, such as total numbers of
Institutional Client Services and Investing &
Lending in 2008 and 2009 under the After 2010
column, the latter numbers exceed the former
ones respectively (11,524 > 9,063 in 2008s, and
40,566 > 34,373 in 2009s).

In addition, numbers of Asset Management
and Securities Services in 2008 and 2009 under
the Until 2009 column decrease to those of
Investment Management in 2008 and 2009
under the After 2010 column (ie., 7,974 < 5245
in 2008s and 6,003 < 4,607 in 2009s). By
financial resource analysis, it is recognizable
that resources of Trading and Principal
Investments business segment, and partial
resources of Asset Management and Securities
Services business segment were allocated to
Institutional Client Services and Investing &
Lending business segments respectively. In
this context, Goldman Sachs appears to have
transferred all its trading business resources to
both Institutional Client Services and Investing
& Lending business segments.

In The International Financial Law Review
(“The Timeline,” 2008) reported that Morgan
Stanley and Goldman Sachs, the two remaining
independent U.S. investment banks, became
holding companies overnight in September
2008. It seems to have been like the strategic
placing arrangement of go stones for the two
investment banks to join the U.S. bailout
program. The nine largest U.S. banks accepted

more than $125 billion as part of the

government’s bailout package in the wake of
entry into bank holding companies by Morgan
Stanley and Goldman Sachs (“The Timeline,”
2008).

The ROE ratios of Morgan Stanley, Citigroup,
and Bank of America in Figure 3 were negative
in 2008. On the other hand, JP Morgan Chase
and Goldman Sachs managed to maintain
positive levels of the above ratios in 2008
(Figure 3). Looking at the ROE ratios during
the bailout period, Goldman Sachs, which was
one of traditional investment banks, was
unlikely to have been on the brink of
bankruptcy or dangerousness to a run on a
bank unlike other banks, which were suffering
from the financial crises at that time.

According to Goldman's annual report of
2008, to become a bank holding company
(BHC) was done to allow Goldman Sachs to
address market perceptions that placed a
premium on the value of oversight by the
Federal Reserve Board and to be able to access
a broader set of funding alternatives (Goldman
Sachs’ annual report, 2008). Fry (2010)
pointed out that Goldman Sachs was “forced”
by the Federal Reserve to accept a $10 billion
loan from the TARP facility in October 2008.
It is obvious that inclusion of Goldman Sachs
into bank holding companies led to not only
participation in the bail-out program by the
firm, but also strategic incorporation of the
firm into several banking regulatory schemes,
including Dodd Frank laws and Basel rules by
the government. By that, business segment
and profit structures of Goldman Sachs have

qualitatively changed.
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Table 2 shows that change of financial
importance of Goldman's business segment
typically related to merchant banking, such as
lending from 2008 to 2014. Goldman Sachs
managed to pull its Investing & Lending
business segment into the black in 2009. After
the year, net revenue share of the business
segment has increased to the range from 17.2%
to 20.5%, except at the severest period of
European Debt Crisis in 2011.

Goldman Sachs pointed out that its merchant
banking business helped diversify the firm's
revenues (Goldman's annual report, 2009).
Table 3 shows profit margins of its Investing
& Lending business segment has been strongly
improving since 2012, and proved accuracy of
the above comment of the company. On the
other hand, Goldman's ROE line (Figure 3)
appears to have been incorporated into so-
called the “ROEs’ convergent band area” since
2010. Looking at the above increase in banking
revenue share (Table 2), it seems that, along

with reinforcement of regulation by Fed,

Table 2. Component Ratios of Net Revenues by Business Segments

Goldman'’s business characteristic to differentiate
the firm from other banks has been weakening,
and similarity among the five banks has been
intensifying since then. Obviously, government
regulation has helped Goldman Sachs transform
to a common universal bank to generate a
profit in its business segments since 2010.
Table 4 shows annual component ratios of
three business segments, such as Investment
Banking, Trading, and so forth (Trading and
Principal Business), and Asset Management
(Asset Management and Securities Services)
from 2000 to 2009. In the table, the numbers of
Trading, and so forth, from 2003 to 2008, and in
2009 were more than 60%, and the number in
2009 reached more than 70%.
with S&P 500 Index price change (Figure 1),
the market appears to have been highly
Additionally, the

trading segment and so forth was the top-

In comparison

volatile during those years.
ranked profit center among the three business

segments, given all the numbers of Trading

and so forth; from 2000 to 2009, it surpassed

(%)

"2008 T 2009 T 2010 2011 " 2012 T 2013 " 2014

Investment Banking ~ 24.5 11.0 12.3 15.1 14.4 17.5 18.7
Institutional Client 05 ¢ 794 556 600 531 460  44.0
Services

Tnvesting & 48.7 64 193 74 172 205 198
Lending

Investment 236 102 128 175 153 160 175
Management

Total 100.0 1000 100.0 100.0 1000 100.0 100.0

Sources: Goldman Sachs’ Form 10-Ks, from 2008 to 2014
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numbers of other segments except in 2002.

On the other hand, Table 5 is a list on annual
profit margins of the three business segments
in the same years. The list suggests the
following three features: The first point is that
trading, and so forth marked high profitability
(more than 40% of annual profit margins) in
2006, 2007, and 2009, and it particularly reached
the highest number, 50.4%, in 2009. The
second point is that the trading business
segment and so forth marked a minus number
(-30.3%) in 2008 when the Lehman Shock took
place in the same year. Finally, all the
numbers at the asset management were stable
from 22.4% to 38.1%.

In comparison with Figure 3 with the list on
ROEs of five U.S. banks, including Goldman
Sachs, Goldman's ROE marked at the second,
third, and fourth peaks in 2006, 2007, and 2009
respectively. In comparison with the price
change of S&P 500 (Figure 1), the volatile

market enhanced Goldman's profitability.
Goldman Sachs’ strength was its trading and
investment banking businesses. Moyer and
Chaudhuri (The Wall Street Journal, 2012)
reported that Goldman ‘s traditionally strong
trading and investment banking had been
struggling for the past couple of years.
Blackfein appears to have been sticking to
those businesses after the financial crisis. He
told Goldman Sachs’ shareholders, “We are
pleased to report that the firm retained its
industry-leading positions across our global
investment banking client franchise” (Goldman
Sachs’ Annual Report, 2011, p. 2). After
restructuring in 2010, the Institutional Client
Services business segment has partially
contained market-making as one of trading
functions, according to Goldman's Form 10-K
(Goldman Sachs’ Form 10-K, 2010). In its
annual report, Blankfein (2011) insisted that
they had further strengthened the liquidity

Table 3. Profitability on Goldman's Investing & Lending Segment from

2010-2014
Investing & Lending
Net revenues Pre-tax earnigs  Profit Margins

mil.$ mil.$ %
2008 -10,821 -13,540 |
2009 2,863 660
2010 7,541 4,180
D011 2,142 531
2012 5,891 3,225
2013 7,018 4,334
2014 6,825 4,006 |

Source: Goldman’s Form 10-Ks, 2010 to 2014

Note. From Form 10-K: The Goldman Sachs Group, Inc. Retrieved from
http://www.goldmansachs.com/investor-relations/financials
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Table 4. Annual Component Ratios of Business Segments

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

% % % % % % % % % %

Investment ) 943 202 169 164 148 149 164 233 106
Banking

—

Trading,cie. 399 401 375 1652 649 660 679 619 408 761

Al 090 356 423 179 187 192 172 157 359 133
Management

Total 100.0 1000 1000 1000 100.0 100.0 100.0 100.0 100.0 100.0

Sources: Goldman Sachs’ Form 10-Ks from 2000 to 2009

position of Goldman Sachs relative to pre-crisis
levels.

Kotler (2003) defined core competency as
follows: (a) It was a source of competitive
advantage in that it made a significant
contribution to perceived customer benefits,
(b) it had a breadth of applications to a wide
variety of markets, and (c) it was difficult for
competitors to imitate. Accordingly, trading
appears to be a core competence for Goldman
Sachs that other banks cannot easily follow
suit in comparison with other banks’ ROEs of
2007 and 2009 (see Figure 3).

On the other hand, Table 5 shows the Asset
Management business segment had been
attaining relatively stable profit margins within
the range from 22.6% to 38.1%. In comparison
with the price change of S&P 500 (see Figure
1), the business segment represented reliable
stability during the periods of volatile market.
It appears to be an important business

segment to stabilize Goldman's management.

Enhancement of Ethical Literacy in
Mature Market:

In a mature economic society, companies
must enhance ethical literacy in their economic
activities to survive in intensively competitive
markets. For example, most convenience
stores have trash boxes inside or outside the
stores in Japan. If many consumers used to
throw away their trash on the roads without
their ethical literacy like Japanese growth
market era in 1970s, they did not go to the
convenience stores to put their trash into a
trash box, and never have had opportunity to
buy something else to go to the convenience
store for looking for a trash box at that time.
This seems to have been a marketing strategy,
adopted by convenience stores in the mature
economic society.

In trading activities, investors can obtain
profit to sell their securities at higher prices
than the prices of the securities when they
bought. A rise in prices largely reflects
economic development, and so forth, including
corporate prosperity in the growth market. In

a mature market, however, economic growth is
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Table 5. Annual Profit Margins of Business Segments

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

% % % % % % % % % %

Investment )\ o0 133 76 119 113 278 340 394 265
Banking

Trading, ef¢. - 366 191 186 336 37.8 3801415 424 2303 504

_____________ J

Asset 345 378 358 339 369 354 377 256 381 224 |

Management |

Sources: Goldman Sachs’ Form 10-Ks from 2000 to 2009

weakening and limited. Investors are likely to
obtain slight gains, which are derived from
growth of the market, while it seems to be still
effective for other factors, including speculative
transactions and market volatility to influence
price fluctuations in the market.

Ultimately, maximization of gains by trading
in the low growth market prompts market
participants to play a zero-sum game in the
marketplace. It is a gamers market that one
investor’s gain directly links to other investor’s
loss. The market cannot contribute to the
sound development of economy, and it is no
longer a marketplace to realize sound asset
formation for people’s welfare. Because human
beings are social beings and unable to live
alone, such investment activity to seek selfish
returns generates a conflict of interest with the
market for the public.

Market maturity appears to make the market
change to become a buyer's market in the
wake of intensive competition to seek slight
profit among business competitors like banks
in the financial industry. Clients tend to ask
them to demonstrate high business integrity

and standards in their transactions, given

business conditions, including prices not so
different from those of their competitors but
more valuable than that of the competitors.
This is the logic used to explain the relationship
between the maturity of the market and
enhancement of ethical literacy on economic
behavior in the process of economic
development of the market and economic
society. In the process of becoming a mature
market, ethical companies can increase their
revenue and profit to be selected by
consumers, and selfish, profit-seeking
companies are likely to be removed from the
market eventually.

Concerning financial services, financial
intermediaries can charge fees linked with the
value of the transactions to carry out their fee
businesses, including brokerage commission
business and M&A advisory business,
regardless of the change of the prices. Conflict
of interest between a financial intermediary
and its clients may occur if a selling price is
below its buying price. On the other hand,
commercial banking has a strong linkage with
the interest rate generally. The interest rate

reflects the growth of economy, and the
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economic growth basically becomes weaker in
a mature market.

Sharpe (2010) pointed out that, with
declining profitability and an erosion of
investment banking business, the firms
increasingly relied on trading as a source of
revenue and profit. Goldman Sachs stands in a
good position because trading is Goldman's
core competence. Grene (2009) reported that
a Goldman Sachs Asset Management agent
defined newly sustainable investment as it
looked like in three to five years time and
then figured out which companies would do
best in that environment. They also
considered their marketing activities should be
sustainable (Grene, 2009, p. 8). In this
definition, the word, environment seems to
mean not only natural environment in the
narrow sense but also overall environment
including market and society in the broad
sense. In this context, sustainable trading
means to avoid conflict of interest between the
market and the public, and profitability of
sustainable trading is attributable to the
following key words: Growth, newness,
diversification, niche, and long-term
relationship with clients, and market economy,
as a whole.

This author has already explained the
relationship between growth and return, and
that the growth was able to avoid a zero-sum
game and conflict of interest. Goldman's
management used average 17.7 times of a
noun, growth, and a verb grow in their
messages to shareholders before the crises
from 2005 to 2007. They used the word, on
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average, 35.6 times of the above words in their
messages to shareholders after the crises from
2010 to 2014. Overall, they seemed to have
recognized the importance of growth for the
company's profitability. In particular, while
industry’s profitability of the latter period
(from 2010 to 2014) had been roughly
weakening (Figure 3), they more frequently
used those words than relatively strong
growth period from 2005 to 2007. Goldman
Sachs is likely to have understood that it had
to pursue potential growth opportunities to
improve its profitability. Such a profit-seeking
activity was to reduce conflict of interest
between their clients and the market as a
whole.

Cooper and Kleinschmidt (1995) stated that
new product success could result in success
rate profitability. For the banking industry,
trading in new products tends to do so. In
general, a new successful product market
appears to generate relatively high-level profit
due to low-level competition. In this context,
newness can reduce conflict of interest for
market participants not to scramble for limited
profit from low growth. Niche means “a
specialized but profitable segment of the
market” (Oxford Dictionary, 2003). Based
upon that definition, its connection with conflict
of interest appears to be very similar to that of
newness.

Diversification means to pursue profitability
among broader resources. Of course, the
probability of conflict of interest seems to be
lessening by the action. Given that Goldman

Sachs diversifies its portfolio investment in
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growth companies or markets, the same effects
of pursuing growth are anticipated as well.
With regard to long-term relationships, it is
generally difficult for anyone to hide something
for a long time, and the longer the time, the
more difficult to hide. In this context, long-
term growth has sustainability to some extent.
To pursue profit by an accumulation of small
returns from a low growth market in the long
run appears to reduce conflict of interest with
the market as a whole.

Goldman Sachs pointed out in its annual
report that the long-term demand for product
innovation and “high touch” services remained
(Goldman Sachs’ Annual Report, 2013). The
company's profit-seeking activities aim at
exploring the following growth opportunities:
“We are particularly well-positioned for
growth in cross—border activity given our
global footprint. And, we believe that the
demand for funding and capital remains highly
correlated to economic growth and broader
corporate activity. (Goldman Sachs’ Annual
Report, 2014).

This investment strategy contains the key
words about sustainability in their economic
activities, such as profit-seeking activities to
avoid generation of the above-mentioned
conflict of interest to enhance ethical literacy.
Goldman's management seems to have at least
perceived the relationship between sustainable
business activities and economic benefit.
Therefore, sincere and faithful execution of this
business strategy is to avoid or reduce conflict

of interest between the market as a whole.

6. Conclusions

The U.S. bank Goldman Sachs, which was
originally an investment bank, had strong
performance in comparison with recently
popular ratios to measure profitability.
Goldman Sachs’ ROEs ranked high in comparison
to four other peer American banks, such as J.P.
Morgan Chase, Morgan Stanley, Citigroup, and
the Bank of America during the period from
1999 to 2014. On the other hand, the U.S.
market economy shows signs that it has been
entering into a maturity period in which to
compare S&P 500 index prices with Kotler's
sales life cycle curve in the long run.

Profitability of the U.S. banking industry for
the 16 years that ROEs of the five banks
indicated had two trends, divided by financial
crises, such as Lehman Shock and European
Debt Crisis. The profitability showed before
the crises went downward, except for a rally
period from 2006 to 2007, which occurred after
the crises was in progress horizontally within a
convergent band. In the wake of a series of
global financial crises, the United States and
European governments have reinforced
regulations toward the industry to cope with
fallout of the crises. Consequently, the
reinforcement appears to have provoked a
qualitative change for the industry’s profitability
in the light of a materialistic conception of
history. Such a dialectically qualitative change
is that a change of relationship between the
banks and the government regulators (a
production relationship) was attributable to

changes of the banks’ profitability (production
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power) in the 16 years’ time (historically).

As part of this research study, the coincidence
of Lloyd C. Blankfein's assumption of the roles
of president and CEO at Goldman Sachs with
the start of resilient improvement of Goldman's
profitability in 2002 was identified. Before the
assumption of the executive positions at
Goldman's, Blankfein had experienced heads of
trading-related divisions for a long time. His
leadership apparently led Goldman's trading
business segment to become a major profit
center for the company. It had strongly
performed in 2007 and 2009 respectively when
other peer banks suffered severely due to a
volatile market at that time (see Figures 1 and
3). Within this context, this author recognized
that trading has become Goldman's core
competence under Blankfein's leadership.

By comparative analyses between Goldman's
business strategies, such as leadership,
organizational structure, and business segments
(see Figure 4, Goldman Sachs’ Form 10-Ks,
and Annual Reports), and its profitability (see
Figure 3), this research study clarified that
HR. management and IT system development
played roles to support enhancement of the
core competency. The company seems to have
carried out reclassification of business segments
in 2010 to allocate its core competence (trading
function) to several divisions to raise synergic
effect.

Reinforcement of regulation after the crises
triggered changes in Goldman Sachs  profit
structure and its profitability from quantitative
to qualitative nature. McLannahan and Noonan

(2015) pointed out that structural change was
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being caused by regulation, which was forcing
derivatives out of opaque and highly profitable
private dealings on to lower-margin exchanges
and centrally cleared trading. Goldman’s
profitability had tended to be roughly
horizontal, staying within the convergent band
area from 2010 to 2014 (see Figure 3).
Profitability in the industry had been much of
a muchness eventually. This author pointed
out that incorporation of a commercial banking
function into Goldman's business segments
basically contributed to those trends.

Finally, this author argues that ethical
literacy rises in the process of maturity of the
market economy as evolution of an economic
society occurs. At the same time, globalization
and integration of the world's markets coincide
with the process. Goldman should strengthen
and activate its activities of sustainable trading
to pursue the company's high profitability and
avoid conflict of interest with the markets as a
whole or the public in the world. Sustainable
trading means to invest in businesses and
markets related to the following key words:
Growth, newness, niche, diversification, long-
term relationship with clients, and market
economy as a whole. In addition, investment in
sustainable businesses and markets in the form
of sustainable trading is effective as well. In
the sustainable trading activities, investment in
conventional companies in the mature market
should be limited to playing a role to supply
liquidity for the market. High performance in
the mature market by Goldman Sachs may
have led to the name-calling from Rolling

Stones magazine: “A great vampire squid.”
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By the way, Blankfein announced that he
had lymphoma and expected to undergo
chemotherapy over the next several months
(Rivera & Lucchetti, 2015). This author
considered that his strong leadership has made
trading become a core competence of Goldman
Sachs. Successful succession of his leadership
and management may be a challenge for the

company s prosperity in the future.
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Summary
This research focuses on the application of transfer pricing taxation as one of risk events. Transfer pricing taxation (TPT)
system is explained as a prevention tool for transfer pricing manipulation. This study investigates which factors take effect
on the corporate valuation, using a sample of Japanese companies which are applied by TPT accidentally. In this research,
we put emphasis on the function of corporate governance for the preparation on a risk event. In addition, we attempt to
reveal the condition for the corporate governance structure if firms would face such an unexpected event as TPT inspection.
As a result of our examination, we find that directors' shareholding ratio (DSR) is statistically significantly associated with the
cumulative abnormal rate of return (CAR). We also find that the relation is hump-shaped and on the certain point, negative
hump-shaped. This result implies the relation between DSR and CAR is cubic-function shaped. Given the evidence of the
cubic function relationship, we view about 5 % of DSR as an optimal ratio for the firms facing an emergency situations,

which indicates how the corporate governance should be structured.
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(2003) 1XAISEE —IRASCBL S % S&P50043E D
ROV TRAET 50 HFEOHHHRIRIE,
RIZEH —IRANETE 2 B IIFEROMFED L <\
BT R EVEELRAT = RNV T—ThH b
72D CCOHMHERET 5 2 L &RT, Lidw
Ay FOBRITHEFTIE % v (nonmonotonic)
ZE LAY,

Kim and Lu (2011) i3 CEO OF#tk#EI& & v
O BAFRIZ, RS B R B B B B Rk &
SFOHERA S F 2 ADIREE L BRDH B T & &R
Fo JFIC. HE%I1E CEO OHHREIA B —EDOE A
ZHZ 5 & RFEMBEIT 255 D1E. CEODS) A
7 R BNTRANEE I 2 ODRKRTH 5 & M
T, TOLTIDL) LBfEEZ AL O 4
AN ADBEIME DS TH 2 2 & &G
T ho VA7 B o 7REEATE LT ITIE. SMED
M ODHINF ¥ ADHNAERE L T 2 LBk D
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HHZ LR, ZOMERIIRET 5,
HAMEZEME L E LTIZEE
(2010) A3 hiFohnb. HEE (2010) EHEEHED
WA FRVTEN IR BN SR IS
EAE L7z 1T R RR LR & B
A & DRI DOBIRYAFAET 5 2 & & HEEE
L72%, il (2010) . #EEHFHRILT L DI
MR DA D A 70 & TR B OME T 2%
ATEIE OICH R ON L Z 25T L7,
AL D L2 RATHIE O MR = B & Lo
O, FPHEAOFL 2 7-CCodH Y & LT,
PR BFRIERICER 5, L) od, N
BENIEFED TIPS 2 $REH e %
ET Do WEFTUE S M7zkeE T8t % AT KGR
L. T 2 DIXIEG S OMFETH 5 . TN
WU X 0FRIER 2 Hd 5 2 L ISR E L fFEE
DOREP—HTHT 54 VXV MR E2EDL T
LY, TPTHEAICK T 2 HERDERLZIC
Z25HETREND, I, HUiS ORRRILRDS
BEDHEEZBALETZY ML Y F X ¥ MRS
HEFN, TPTHIEEB SR IChE2d L
Vo KRR D) RS RRARIICH S THIEEE) 2
D 511, B A0 H 2 BEHRE AT S
ZENPBEEEZ OGND,
RENZATIIFE DA % It L LoD, JRICE
TRBEIGER L LU RS oEICER T
%o TO L THREREOFRILE, Tabb%H
FRRIEROZEIZ) 27 OFE) TPT RIS & A
RERICH Y. e BHo% BRI AN
L2 RBBOBRICH A Z L 2RT, ROWTIE
TPT#EM I 2 FEEED T &k 2 L2k
WZ B 5 CAR DTS K 2 ZETill 2 [k
L T2 EHHET % o ARl TR DA 2 MGEES 5 o
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&% : TPT ERICRESNT CARIIRER
R EIFRZDRIRZER T Do

T 72 TPT #ERIZHE S M7z CAR Z iR KALY
B BFRILR DS, PRSNOHELRIH R 72CCD
HHENERUTHL LHEEL, TOHEGDHEM
SRR

3. F—HEUY—F - FHAY

31 AHT—5DHE

FFIHOIC, ARIETPTIZOWTHIENS %
ZF 72 b LG BHGEEBLORA 2 21 72 & v ) i
B LTl &) fUs Lizh RUZ oty
D FUG A SE O TEE T RER MRk & BIfR L T
% h % CG T — % ORRILT & %20054F% 520134
FTO0HEBNFER L, ARV - AFTF 412X
DREES B0 ARFZEIC BV TIIBH - A3E (2015)
TR L7z FHEL74E 5 H 3 H O H ARG SRR
3% TPT HIEFHA 5 F254E12H10H O 1 — A
OHEFIETOTPTEMFH " 2 H5Watge LT
AV
KOSIZBWTHAONIZANRY b - AT T4
{Z.Fama-French7— % %H\Ww/-3 777 % — -
EF ML TEBENTWS, BFEEF ML
BN E L S bR, SMB & HML O 7 —
Zid, WERT—% V) 2a— a v A0RMT S
[ HAR Lk APRH - #7)5 Fama-French Bg:#
F—=4% | 1Ko Twb, $72ARRCARDHE M
BRIZKOSE S IC L20s HlHEn %4 X
YIH (t=0) & L7235 ICHERHNM % 31 H i
LIB0HRIFTL LTHREL TS, B, Aty
IZBWTH ZDOKOS DDA A% B L <
W5, Fama and French®3 7727 % — - &7
W& FIZCARZ EH L. Short and Keasey (1999)
BEII L TCHECAREEIBER L L72IRDE

TV & o TIREFRILE (DIR) & OIERIEH
PREMRGES %o
CAR;; = ay+ &, DIR, + &, DIR+ a,CG; +
0 Controls;+¢;

Shagai, Gaikoku, Joumu € CG
CurrentETR, Kanpu,Intangible, DA,
Current ratio, SalesIncrease, Leverage,
LnAsset, ROE € Controls

ARaTid, CGITB§ 228 & 2 S ofBE
B, THMBIROFCERE, PERRRPBERE R &
DM BEMSED T > b o — VEKERE L THEN
i 93T % ik B o TN D OWGEE R D 2 H T Fox
MPiDEELEEZLDIECCERTH S, CGE
BIHEET 58 E LT, TPTomfl#EH & w
) FENOFEL 20X, CGOREEHIFR KN
&3 % KOS DI A EIZIRD THGEES 2 OAA
WMOFELLHME LR TH D, TR
TPT#HZ %772 LTd. CGREENKERD
fEEERLIIEICBRETHIUL, ERIPLOE
AR5 BT 55l b Wi 2 R 2R 2 LIk
WwWeZE2bNhb, 2% ) TPTH#H O TS
DOFRGIAFEDEI L 72BROPEER OLLIEIE,
CCHEEDRMEIZ L > TREDZDOTE BV L
bhbIZ 2z Tw5,

LB, g E 5 TPT#EAFFIIONT,
CGTF— 4 DAFHHOEBE»SBH - KB
(2015) IZBWTRTHEFON, FI8FES5 H ()
¥+ A4) LIEER254E1ZH (o —24) FTo54H
BIUEHT 5, 2612, IThoodh o3RS
BT 57— % BIBMARUICE L CREED
B % b DITHIER L 7245 R38HBI 3 Mk G & 7
572 BBAROCGT — 13, HAKEHF R
TUENAT 4TRSS a—RL—b -4
INF Y AGHE T 2 7 4 HfE NEEDS-Cges (2355
o FHITHCLMET— 213 U < BARE
R TV 2 v X 74 TR L 5 HENEEDS
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Financial Quest ver2.02>S5IUEL TW 5, M
F— 3T — 7 2R LTV,

32 OMETIVICBIFDEHICDNT

KOSIZXiFA XY MHE 2 B8 HEGEH %
Fpie LT, CARIZ 3 HRiA» S FRELIEGD. 1
NY 4 Y FOAREDOIOHERETAAT T
1 T RIOSHRSET B0 AU LT - KiE
(2015) OBGEEREETIE, A X M H 3 HAi2 5
4 H#%BFECTCARIIFREL. Uit ERICHRT 2,
COMRICHITS B L, HERICE L TPTEHH D
AHT A TRHNE A% S RAED > TH LEd 8 HIH
CBWTTb /2L EZHARETHAH, £2T
AT 3 HAAS 4 HEE TR TER S
ETHHENSECAR(G-34) Z2HEL, ThEAR
FCIEERD TPTEAITR L TR L7254 H i
DFHMDO#EITH S & #E 2720 €T TCAR(-34)
AR RE LTHIT AT,

AR TIICCEHRD LN TREDAR R L
PROTENERE L TR BFRKRILEDIRIZTER§
5o HIRDMEY, Morck et al. (1988) 3%
FAbR IR & SO BIRIZ R Tl % <, —&
DFHREG E TIIREMETHT Y. HIEEGE
HBzBEWPTHIEERL, TPTH#HA LW
) PR OFRIZBWTIE, &5 I3 BH kL
RO SHPKEROANRZ NS LRt 5
D, ZOERO—BIZOVTARETHEL KA D
ZtEd B, 2T THMETNVIZEWTShort
and Keasey (1999) 126t~ CTDIR® 1 FEIHE 2
FeHA &5, F751X Short and Keasey (1999)
EFERIC, 1REZ TS AT, 2FIHIIVA F X
27T %o

Short and Keasey (1999) (319884E 7> 51992
EDAL X)) AREDOT— 5 # MO LTz 5
Mroffe LT, EEH%E ROEIC L7254,
B R EI A 250 %2 H1558% DRIICH 5 & &
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ROE & 77 ZDBBEA R L, 1558% % 5H41.84
%OMICH D L ZIZROE &~ A F ADOMBEAR
bMd, DO LTUMBEMMZ B LEHULT T A
DORBRPBIR I N D, T DRI A % 068
BRI L7256, £ OH3131558% 2 512.99%
12y 41.84% % 541.99% 12 ZAL T 5, £A DM
EH2b0D, WWEREBIZALL TS, Rdfk
HEXHLBEERZEL TWDLZ EDVGD5b—F.
Rosenstein and Wyatt (1997) 12Xk % &, WER
AL > THHE SR EINL L XITTTAD
AR %15 2 NEH OFREI 1 5 % 2 525% O
PHPICINE % Z & 25 L iidZE 2 Tnb &9
Thbo TOLHT, BEERIRILE & BFEHER
E DRI OWT O Z OB FEIEHHT L 725
D% IE, COMGEEXFRT AR EZRRL T
%o BEL T, #EEHFRILRAMRNHIPH Tl3245%
R SREERIT I AOMBREAE L, LI
DHFBIZEND LA FADOBERIZR S Z LAVR
ENTWD, ZOBMRMEIR. Morck et al. (1988)
BIZEBTIA VAV MIREZ VDL YF XY

FIROFR EBER—FT 5,

BEFRILEDI O CGEH L L THEARE
W Gaikoku (12D EH T 5. — MBI/ EASLER
WD E ARSI LIRS S OB 2 I
ALEAAE . CCOHT L LR LN, K
Tl A E AR A A TPT i H B i lc B U %
CARL 77 ADBRIZH B ETHET 5,

Bl HCRCRESIS | B AL R 1% % i i L 7z
WIRSEIZIR T DI ORRZ KD, FRHZa—F
L— b « HNF VR - T— FORlE R OEFAHE
tro T L72BIRAZ B F 2. #AMIR%ASCG IS
W72 BB G 5 72002, ARG 3% R
Shagai b CGZEICEHD Y, 2F 0, A
BDETELZ) A7 OBV E KL T 5
LM ESNG, TNIZH22boS T TPTHEHMH %
B LD, HERPOLORLIL L~ A S
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ADRIEHFEENS,

BRI D 2 BB Lok B (8
TR A) Joumu b CCGEHD—Do & LTEA
T 5o BRI CG A2 L T LTl
sl i) L E2 b5, ZOKEIZTPT
W EEORREMME L 77 2 DOBBRITFHE
N5,

Iy hu—VEHE LT TPT#EAICEL
THiHI BT 2HEEROPUEH W7 5 WEE
i SHEEZ 50OV THRET 5720
2. 5 1 ICHEIEE PE Intangible (23 H$ %, TPT
RELEA S XD AR 2 BB S L, HIE
W5 LTRSS S AUSHBIS A~ O @ E I 2 L
MHRETIEH %o Lo LIG I A TP Tid e <
T A SERRE OFIRFICH 5 2 & 23T 5720
DFEHH I A PHVNE v, BIEE LA
HOBHETREMIINZ 25, o Ok
LEEDOF FENPRETNEREWIZE, TPT
BAICEE L CHRBRIEAANT 1 ThiHliz 35 L
KOS b L T\ %0 AR b ML & o % %
BRICEORBIEOS M L B LT %
DT, YA F A5 ETFHT 5,

%2 ICRENSFHEAER (Discretionary Ac-
cruals : BUFDA) Y v E LTHRAT %,
EBRIG N2 #E o % 8 72 (X TPT 058 F In] i
ED L0 ELNEBbNG, 2R hbs
FTHRERMICTPTHEANEY , BHESHBT 25
OFBFICEBELREE ) V- A ZEHERE 2o
720 —JITTPTEMAGEIC & o THRERIIKE
H OMBLATAHIRATEI~ORHRIY 72 L84 & FHAE
DEZ~OBEARZHD T LIl 5D, b LEE
RO E B OATE & S T RIVITEI O H 120
5 RLEE TPTHAMEICBWTET LTS
%513, BEEOHEITHONRMELTH S DA
IZOWTIR~A FADHFSIFRENS,

85 3 124 B I3 Current ratio 2 v %, )

HERIOEORMEEOMREZ RTIRETHY .,
VHEROLFE A HERIIRICIN T VEER L
HWid 5 & FHIND, TPTHEABEIZONWT
BERIILEE L L PRENLZERS, 2
I LB I N VWEESRE L RIET 2 B IR
HB3%LYM VAT T3 Y (rent extraction:
RE) Y A7 EE RAed LN 5, 22T
AEIE YR RIZOVWTY A F A/ 5% Tl
ER

PRz AESHBBEICOWTE T o 2
DDA M a—VEBIZERT 5, 120dEMN S
I—KanpuTh b, A XY MHEABLIIBITS
CARDZ HEICIE, FHIEFHHI 2R HF1 D E
PRSI NDTRMENH N HLDO T, ZomEH
SMPTT B720IT, GHETIMIBWTHEMNF
BIZIZ 1. EIEHEBNCIZ 02525 4 3 — LK%
AT %, PRFSIEIXAFATHS, 1D
WIHBIEIHEIE TH Do ARIEHY 1 v FoT
DARYE - AT F 4L W) HEDHEE S,
Current ETR" 123:H$ 5",
TPT#MIZEE T 2 WE Il THRERIL, &
BERBL O R/ 2 AT AR I Sl 2 2 IXW T
o lede EbZFLMEFEICE 5> TTPT#M
BERINTH D, Z LT Lz By, I
R OMERIZO AL ST, MK EORE %
Fhtl L7cHE 4 OFEoE - AEIUA ORI A
JEK & L7z TPT#EAZHINL T 5, i
T 2BEDLLEMEPEAHEATEZ & DB
TR A ZH LR T SR E26h52 L
25, TPTH#EAICE L THRERIIWIE O HHRA
JIZHi> Tz EZ 5N 5, ARild, HERIC
ADHNGFIBA, TPT#EH D WEB~OEH
RO L BREEZ AT 5 EHEEL, 31 D
FEFEPE WEB Z MO AU AT B0 Db s,
WEBIZCAR & 1377 ADMRICH S & FHEX
N5,
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RO Y bu— e LT LrkER
SalesIncrease # fIH 3 %5, FFHFHIET I AT
b BAWEOT Y Fu—VEKE L THEL
L v ¥V Leverage x FIHT 5, PRI 5IE~A
FATH L, BEBBOa Y bu—VEHE LT
HARRH U & o T L 72 E M H LnAsset &
BT %, H537 7 A2 FHT 5, Pastkoa
Y hu—VERE L THREEAFIESRROE &
M3 %, FHIFEIETIATH %S,

MV EBICOWTOZ V=T ROERITE 112

FLdb,

ST CTHW IS EB O IEE 212, &
BHEOMEERICOWTIEEIICT DTV S,
AMUEDRE PR T 5 7-012, FEBDO LTS
% DOFAEIZHERR L 720 Current ETRIZDWTIX
MO B Z PRS2 720120 525 1 ORIIL
¥ % X 9 12 Winsorize & F&iti L 720 287 K USEMN
SHIZH W ETOCARDFEEIE~ A F A TH
%o TPT &\ ) FPRAMNOFELROPGEIIK T 51
BORSERIE Y)Y FATH B, Ll £2

®"1 WIEH—H

%z K i A& K
DIR BHOBRRFFRILE (%)
#3F » A | Gaikoku MEIAGRA LS CHMEER s St iR, %)

R Shagai AR I (= #AIGR A U S A B < 100)

Joumu PR CEBMHUU Lo AE (= EBHAL EAB LN (B&EHE))

Intangible BT B AR R R e

DA fE1F Jones E 7NV CHIN SN HENRFI LR

CurrentRatio MRS (= MG R T RS R x 100)

Kanpu B I— BAHCHTIHEETHILEL., ZH) ThRIFhIZO0

CurrentETR LINFEHBIE (= BHHIEABL ERBIROCFHERGHH)  BESRERNRR)

Controls Web T2 THA NOREE, HET A 7 - VHEROY = 794 F 05 h 2§ & Lfliv
RFTE, EWHOL S &N L TR S W FAME

SalesIncrease | 7 LFEEEE (%)

Leverage WMBLANLy Y (=R JGE)

LnAsset R E O H R B2 il

ROE A AR (%)

x2 EBEAXHEE
51 Ty R A 2 HAME |1 NS ULl | B3 DU | KMl

car(-34) -1.278 5577 -20.080 -3.269 -0.766 0.471 13.606
DIR 1.654 3.809 0.009 0.039 0.072 0.231 14.503
DIR 2 3IH 16.967 48.079 0.000 0.002 0.005 0.053 210.337
Gaikoku 30.981 9.553 7.070 25.795 32.480 36.535 51.150
Shagai 17.124 16.749 0.000 0.000 18.182 30.000 71.429
Joumu 0.487 0.193 0.132 0.342 0.487 0.599 0.923
Intangible 2.604 4566 0.000 0.010 0.022 5.787 14.232
DA -0.009 0.039 -0.098 -0.033 -0.006 0.016 0.115
Current Ratio 1.772 1.281 0.376 0.954 1.317 2.157 5.481
Kanpu 0.370 0.487 0.000 0.000 0.000 1.000 1.000
Current ETR 0.343 0.160 0.000 0.281 0.364 0.415 1.000
WEB 62.654 10.319 45.300 52.500 61.600 69.300 84.200
SalesIncrease 2.319 10.484 -23.650 -4.850 5.290 9.400 34.500
Leverage 2.340 1.248 1.190 1.370 1.770 2.940 5.770
LnAsset 13.866 1.610 10.372 12.883 14.109 14.884 16.279
ROE 8711 6.057 -8.410 4570 9.190 13.890 19.100
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£3 MHERHK

car(-34) DIR DIR 2 %3 | Gaikoku Shagai Joumu DA Current Ratio| Kanpu | Current ETR WEB Salesncrease | Leverage | LnAsset ROE
car(-34) 1.000
DIR -0.328 1.000
DIR 2 eI -0.390 0977 1.000
Gaikoku -0.039 -0.268 -0.283 1.000
Shagai 0.091 -0.353 -0.340 0.212 1.000
Joumu 0.237 -0.208 -0.198 0.142 0.085 1.000
Intangible 0.269 -0.208 -0.198 -0.253 -0.007 -0.175 1.000
DA 0.010 0.174 0.122 0.062 0.219 0.015 -0.048 1.000
Current Ratio -0.384 0.162 0.237 0.202 -0.460 -0.197 -0.019 -0.053 1.000
Kanpu 0.009 -0.061 -0.109 0.165 -0.050 -0.180 0.325 0.023 0.168 1.000
Current ETR 0.172 -0.346 -0.287 0171 0.141 -0.159 -0.032 -0.056 -0.062 -0.209 1.000
WEB -0.255 -0.080 -0.163 0.372 0400 0.160 -0.034 0213 -0.250 0.152 -0.088 1.000
SalesIncrease -0.263 -0.072 -0.073 0.215 0.022 -0.045 -0.037 0.364 -0.15! -0.101 0.255 0.199 1.000
Leverage 0.158 -0.194 -0.172 0.172 0.584 0.346 -0.264 0.352 -0.539 -0.221 0.289 0.330 0.359 1.000
LnAsset 0.141 -0.503 -0.467 0.481 0459 0463 -0.074 -0.011 -0.240 0.043 0.405 0443 0270 0.653 1.000
ROE -0.085 -0.089 -0.114 0.300 0.391 0.130 -0.321 0483 -0.247 -0.155 0.272 0424 0.589 0.697 0.493 1.000

ZRLBY ., TIADREERTRFED — T TH
KT 5, 29 L7ZIE5HDEDH 5 UG BRE
WD BRT 5 LR SN D,

RKIEZBHT DL, W OPOMVEKDEIZ
W A BB AR A8 B 4% & 72 @ T Variance
Inflation Factor (VIF) %&tH L7z, £ 4 04
iR % % L. model 1 & 2 D VIFIZOWTIE
T OEKTIOR Tl 5720 % ik
(multicolinearity) B3 A HEIZ/N I W EEb
N4, model 3128V TIEDIR & DIR 2 FIHIZ
DWCVIFREWHEZ R T H DD, Short and
Keasey (1999) % (2010) % &3 Z DRI
B3 %5 Kkixi v, A% b Short and Keasey
(1999) L EE (2010) 12t THM ZHED %

4. TFHHRER

41 BEFDHOER

AEIIHE - K (2015) DRFFERCE: 2 S8,
TPT#H & v ) FPRAOELRICHGE L LT
57:00CCHEEDH ) HaHiks b a7
ZHME LTS, RIS O Ml
WEEH 2550 UTRBRHRILELZ 2T, &
DO BFRIEOREILEZ ST 52 b HY
E9 %,
AROBRIFHHORRIZOVWTIIERLIDE S

-91

D THbo BAEIZY 725 Tid White (1980) D53
B —a N A ME#ERE  (heteroskedasticity-
robust Standard Error) WV CTwb, £4®
#E2 5. Short and Keasey (1999) & [dl %k,
DIR & CAR & O BINIZHMEHIC A 7 2 BRI
BN ODOTFHFFEBY DT 7 ZADOBRIHES
Nb, —HTmodel 2 & 3AVRTEBY. DIR®D
2L II~A T ADOBEEEALNE, 512
model 2 & 3 DA L D, DIRD 2 eI & CAR
135 %ARHER 1 %AKETHIIZAHETH 5o
AR ) DR RAG S 7z & 3R 4 3T
T 5

ZFRUSND CCERIZOWT b BB X F i@
D ORRDE STz HHEL AR He=E Gaikoku &
model 155 3 DETIZOWTHENICHEZIZ T
FTADHERTH B EARENL, PR ZED
DWERTH B, — 7. FAVEUR% H 2 Shagai 12
DWW T model 1 & model 2 IZBWTHFICE
B A FAOBBRPREND, TPT#HICE
L THAMIRE B OB E DSR2 S Twn e v
LT BMBGORERIIRENTZD D LIRS
%o —HTHEBLUEOKE Joumuld TPT #H
IZOWT OO FUG &R H B BRI %
L) THbo FHEAER LA &9
AR5 D CGDIE ) ASCARICHEEZ Fo,

Y M= VEBORTRETNICE R 572D
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x4 ERIAOERT

TS modell vif model2 model3

DIR + -0.321]-1.35] 1.88 5.154[4.177** 86.21
DIR 2 3fIH - -0.041[-2.071* 1.75 -0.519[-4.57]* 80.22
Gaikoku + 0.317[2.88]"** 2.07 0.3[2.98]** 211 0.186[2.60]** 2.34
Shagai - -0.169[-2.48]* 2.63 -0.169[-2.69]™ 2.51 -0.044[-0.88] 3.46
Joumu + 2.412[0.50] 243 2.199[0.48] 241 4.422[1.07] 247
Intangible - 0.498]2.74]™ 1.75 0.489[2.74]™ 1.73 0.594[4.57]"* 181
DA - 47.908[1.70] 2.06 46.306[1.69] 2.04 12.274[0.65] 2.61
Current Ratio - -3.669[-4.43]*** 2.22 -3.412[-4.44]™ 2.35 -0.839[-0.94] 5.04
Kanpu - -0.313[-0.17] 1.65 -0.424[-0.23] 1.66 -1.282[-0.83] 1.72
Current ETR - 7.143[0.78] 2.16 6.542[0.74] 2.14 10.987[1.70] 2.19
WEB -0.287[-3.171™* 1.97 -0.288[-3.31]"* 1.93 -0.397[-6.01]"* 2.33
SalesIncrease + -0.419[-4.791* 214 -0.411[-4.901* 213 -0.287[-5.57]"* 2.54
Leverage - -0.024[-0.03] 5.35 0.2[0.21] 5.53 1.718[1.91]* 6.78
LnAsset + 0.401[0.32] 6.03 0.343[0.28] 6 0.623[0.64] 6.06
ROE 0.297[1.19] 3.61 0.272[1.10] 3.63 0.008[0.04] 413
intercept 3.558[0.32] 4.696[0.43] -0.706[-0.08]
R-squared 0.733 0.747 0.842
Adj-R-squared 0.57 0.593 0.734
N>> 38 38 38

* p<0.1, ** p<0.05, *** p<0.01

AT [ %2 % B Intangible & 4 H 2R Current
ratio. %A M OFEEWEB, KU R
SalesIncrease T & 4, Intangible {22 W T,

T[] 52 PE & PR BRI BEOREHEO S L
RadEHEN L TW720T, EROIESFRIE
THGEEZ bNS, HL, P& LSRG
Thbo TPTHEHHDEHE 72572 b OHEILE
EBE DO REEATE o W Z XML 2 &
STEROIEN B Z HE T 2720 DIRIE L E 2 %
ZELHKDL, ol b ZOMRICOVWTIIH L
LD LETH 5, i\ T, WEBIEZ~ A F R
WKHETH 72, SO LIZODWTIHHRUCTE L
LbDOD, —ODOfRE L THIRMR TS
TW/eDIZH b ST TPT#EA & v ) BIEA A
L2l ENDREEPRINTZEEZOND, b
) —OOfRE LT, TPT#HA L ) FHMD
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FLEEI T T E N HRBR O S ~D R
PrRTedbEIZONDL, WIIIILTL, T
FRIZOWTIIHE R LMD ETH Do —T,

Current ratio i3 ATFiIICBWTHB LB,

REDY AV E RSN 5, TPTEHIZIXE
ROFLExE T, TPEIEIC L 2 EHDORE
DRtk REbE 5, R E L Tid, Current
ratio XS FOTFHBEY . FEICHERII~A F
A DBFRIZH %o Current ratio D X IERE DT
BetE e L 5720, 4 F AR
ZzZbNb, —J T k& Salesncrease
FFFT L THLDOD, BEMICHER
MRER L, B4 I —Kanpu D551 Fill
EBY)THho72bDOMANICHER DO TR %R

%)) D 7:12>o
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42 wRERMKEOREISG

41D 5 HIC & - TDIR . O'DIR @ 2 I 1
CAREAEICHBRT A EIIREN-DOT, H
B (2010) 7% EOEATHIRICHES VT, EofE
JEDIRAE A2 B & CARIIHRAE % 15 2 Ak
T 5o MELIZDO W Tidmodel 3 D% 1z,
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maintains a strong global presence, with offices in New York, Charlotte,
San Diego, London, Tokyo, Kuching and Melbourne.
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Contact Us Today For Mo_re In_for-mation!

~ www.mergent.com
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Tel: 03-6860-4760 Fax : 03-6860-4880 WebSite: http://www.mergentjapan.com
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