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( Abstract )

Statistical Analysis of Extreme Values of
Financial Ratios

Jihwan Joo'

Investors mainly use PER and PBR among financial ratios for valuation and investment decision-making. 1 conduct an
analysis of two basic financial ratios from a statistical perspective. Financial ratios contain key accounting numbers which
reflect firm fundamentals and are useful for valuation or risk analysis such as enterprise credit evaluation and default
prediction. The distribution of financial data tends to be extremely heavy-tailed, and PER and PBR show exceedingly high
level of kurtosis and their extreme cases often contain significant information on financial risk. In this respect, Extreme
Value Theory is required to fit its right tail more precisely. I introduce not only GPD but exGPD. GPD is conventionally
preferred model in Extreme Value Theory and exGPD is log-transformed distribution of GPD. exGPD has recently proposed
as an alternative of GPD(Lee and Kim, 2019). First, I conduct a simulation for comparing performances of the two
distributions using the goodness of fit measures and the estimation of 90-99% percentiles. I also conduct an empirical
analysis of Information Technology firms in Korea. Finally, exGPD shows better performance especially for PBR, suggesting

that exGPD could be an alternative for GPD for the analysis of financial ratios.

Key Words: Knowledge Management, Price—to—Earnings Ratio(PER), Price—to—Book Ratio(PBR), Extreme
Value Theory(EVT)
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