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Abstract

Purpose: This study attempted to examine the risk of stock price plunge according to the firm's management strategy. Prospector firms
value innovation and have high uncertainties due to rapid growth. There is a possibility of lowering the quality of financial reporting in
order to meet market expectations while withstanding the uncertainty of the results. In addition, managers of prospector firms enter into
compensation contracts based on stock prices, thus creating an incentive to withhold negative information disclosure to the market.
Prospector firms' information opacity and delays in disclosure of negative information are likely to cause a sharp decline in share prices
in the future. Research design, data and methodology: This study performed logistic analysis of KOSPI listed firms from 2014 to
2017. The independent variable is the strategic index, and is calculated by considering the six characteristics (R&D investment,
efficiency, growth potential, marketing, organizational stability, capital intensity) of the firm. The higher the total score, the more it is a
firm that takes a prospector strategy, and the lower the total score, the more it is a firm that pursues a defender strategy. In the case of
the dependent variable, a value of 1 was assigned when there was a week that experienced a sharp decline in stock prices, and 0 when it
was not. Results: It was found that the more firms adopting the prospector strategy, the higher the risk of a sharp decline in the stock
price. This is interpreted as the reason that firms pursuing a prospector strategy do not disclose negative information by being conscious
of market investors while carrying out venture projects. In other words, compensation contracts based on uncertainty in the outcome of
prospector firms and stock prices increase the opacity of information and are likely to cause a sharp decline in share prices.
Conclusions: This study's analysis of the impact of management strategy on the stock price plunge suggests that investors need to
consider the strategy that firms take in allocating resources. Firms need to be cautious in examining the impact of a particular strategy
on the capital markets and implementing that strategy.
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Variable Definition
CRASH =one for a firm-year that experience one or more firm-specific weel_dy returns. falling 3.09 §tandard deviation below
the mean firm-specific weekly returns over the fiscal year; zero otherwise.
STRATEGY = strategy index
SIZE = the natural logarithm of market value
LEV = total debt divided by book value of total assets
MB = the market value of equity divided by the book value of equity
ROA = net income divided by total assets
SIGMA = the standard deviation of firm-specific weekly returns over the fiscal year
RET = the mean value of firm-specific weekly returnsover the fiscal year
DTURN = increment in monthly turnover rate year over the fiscal year
it = firm, year
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34. 52 M3 HX} SHH+2Q  SZEC|ZrR),  LEVIEXEE)  MBETEE)
ROA(==21d), SIGMAH| =S #HS-d), RET@AHS| K& o2 1K),
sl

2 oijo| HE 7|7te 2014 HEE 2017 Wpx|o|ck kOsPl  DTURN(ERRARZE Z7H0f et ofA=gX)ol &2, Bwgllt
ATIYS B 12 @ Z4 Yelsg ol ooz sior BT O AE AX WES HASHIIC:,
=882 E% E €33 MEME Ao 90| cr=2E=z
Ho[siCt Table 3: Descriptive Statistics(N=1,792)
Variable Mean Std. Min Median Max
Table2: Sample Selection CRASH 0.116 0.320 0.000 0.000 1.000
Sample Selection Procedure Number of Firms STRATEGY | 18.230 3731 8.000 18.000 | 28.000
KOSPI-listed firms 3156 SIZE 27.137 1.487 24461 | 26.858 | 31.375
over the period 2014-2017 '
- LEV 0.408 0.203 0.036 0.407 0.927
(Less) Non-December year-end firms (408)
MB
(Less) Financial services firms (232) 1405 1303 0231 0-982 7498
(Less) firms without financial data (724) ROA s 0.065 -0.282 0.027 0.234
and with insufficient stock price data SIGMA 0.047 0.022 0.015 0.043 0.134
Final sample used for analysis 1,792 RET 0.135 0.144 0,938 -0.089 0011
DTURN -0.004 1.035 -6.143 0.000 7.259

A =MS Qs MEAFRE KIS-VALUE OfAM, =7} XF2= Fn-
Guide C|O|E{H|O|A0A FESIRACE EES MESH=E DFHOAM

M7 8 F7F AHRE C2EE = fls 7IYSS MASHAC

Variable definitions: refer to Table 1.

4.2. MR

DIX|O2, GIRZIO| ITHR7E OXlE FBS HAsSaxt =TT
2t HE=SZ 4512 1%0( A TUHEPOIJHIOI"1 (winsorization)S} Lt Table 450 o170 AFREl H4AS  zio| moja
SE2f HZE AH UTE 2S HES 1792 712-A=0I0: A2 (pearson  correlation)S K|A|SHICE  STRATEGY(Z Y HEF
XAPe F7EE 298 OR(CRASHRE 22l HAE
HOFAoLl, SAMLE [OlGHK| AVUCL SHEEol B2
4. 28gd SRAMBO| F712T K03t U2l BAE, 4olHROAD|
7ot 2()Q| ZAIE LIEHIL
41. 7|=84 CHEE O|HEF Zho| ot 2A4Tte 2= HA Xl 7HEE 50|
oZREE, Z&HF0| FES OX= SHE=ES ZTSIY
<Table 3>2 £ G0N 2T U FHS WS JSEAYS T BMS UASDR BT
HOECE HXN, STUBHL0 AYM™EF X|4= STRATEGY 9| ot2gy, Cta& M- (multiple collinearity)= SISO R}
HAZHEZHZHS 18230(18)0|H, 8 MEE 28 FJIXK|o| EZE  VIF(Variation Inflation Facton Zf2 S8t Zn}, 2t H4=E9°| VIF
PEP-HE}. TL&H0l CRASH O HAZt2 0116 & LIEFLE MK gt0] 10 O[stz LIELL; CHESMd =A7F HZ5kA| Rrtd
2ol 12%7} F7H322 Fest tt USS L ULk BHEHSIQICE
Table 4: Pearson-correlation Matrix (n=1,792)
STRATEGY SIZE LEV MB ROA SIGMA RET DTURN
0.037 -0.014 0.010 0.048 -0.044 -0.001 -0.003 -0.002
CRASH (0.1223) (0.554) (0.6849) (0.0418) (0.0654) (0.9746) (0.8867) (0.9464)
0.245 -0.063 0.224 0.125 -0.044 0.069 0.009
STRATEGY
(<.0001) (0.0074) (<.0001) (<.0001) (0.0652) (0.0033) (0.7172)
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0.146 -0.020 0.111 -0.199 0.211 -0.003
SIzE (<.0001) (0.3998) (<.0001) (<.0001) (<.0001) (0.9095)
0.028 -0.348 0.254 -0.212 0.055
LEV (0.2384) (<.0001) (<.0001) (<.0001) (0.0196)
0.129 0.248 -0.206 0.050
MB (<.0001) (<.0001) (<.0001) (0.0327)
-0.176 0.174 -0.040
ROA (<.0001) (<.0001) (0.0941)
-0.957 0.182
SIGMA (<.0001) (<.0001)
-0.218
RET
(<.0001)
Variable definitions: refer to <Table 1>.
Values in parentheses: p-values
43. AZEMZAT} STt ATE Sof, AYRIL MEY HaFS FFsLE 7YYL
2EH HEO| SAIE X[HAZ|AHL 2HSt= 0] A0, F7Ht
<Table 5> 2 Q70| JIMZAZS 9o AABH 2x|AEl BB FEE UEY| HBEHA| R EE /7Y & ULk
SIS ZTOICL FQ BUM4Q STRATEGY o siziss  WE8 WS FABKS 79el FIbh A8 @2 719 o
MHED, 0038 2 ToHA0| Cfsl 10% X0 Q0|3t ek+)o] 345l oiafe 9ol Atk ofds = 7ol M2
US = AS HOIBYCL Ol ol I oy Mzx  AXIEUCE
7|0 Ojaol| 7P 2kt JHsMo| =22 o|n|sic SHE+SS HHEH dYEMBO| =2 7|YLFE FI0t
2 9IH0l A1, +HROA0| 43 7|PALE FIp7t
Table 5: The Strategy Index and Stock Price Crash Risk Z25t 7540 e ZHJo = ZOIE|QACt
Dependent Variable: CRASH
Variables Coefficient Z-value
Intercept -0.412 0.067 5. EE
STRATEGY 0.038 3.060*
SIZE -0.056 0.927 51. 72| AE
LEV -0.012 0.085
5 0141 5290 2 R0l 70| =Pt AN w2t Hes|yy %
. PR pv—— SEYY £70| CI2A| LIER 4 QICkD mHetstn, 7|gxizto|
SIGMA -15.113 1.391 ojgfel =A% 7+ StEto ofinet Fgks O[X|= X| AFStaAt
RET -1.651 0.810 SHRACt
DTURN 0.017 0.066 M40, M= ZATEZ FSh= 7|YL+=F Dol =77t
Year Dummies Included =Y Yol =2 AR LERHCL Ol MEd HEES
Year Dummies Included FTohe 7|9LE Z1F 2T ZENQ TENEE [
_ Pseudo adjusted R? 0.03 Tidetat SAO AEEAAEE QA5 BEE HEE
Model Ft - kelinood Ratio 10,97 TSR] %02 87| Eo= spHEiC, w8, HEY /%ol
Sample Size 1,792 ZFF 7 B A2 HEO| ERHEE =0 T2 FUIFEE
|

Variable definitions: refer to <Table 1>.
*hk ik % statistical significance at the 0.01, 0.05, and 0.1 levels.
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DXl gue AEsD, siY H2 Hsle o Ao AES
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Hote ZYMO| Jlgel M| ofEy YS Ol X

2 MBI 2CHNair, & Kotha, 2001, McNamara, Luce, & Thompson,
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CHej AmED, EXX 9 AGXL 2820 =80 e
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