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Abstract

Purpose - This study aims to explore the return characteristics of asset growth factors in the Korean
stock marekt by employing the representativeness heuristic—a behavioral bias originally identified
by Kahneman and Tversky(1972).

Design/methodology/approach - Our empirical analysis, based on Korean stock market data from
2004 to 2023, compared the conditional probability of high asset growth companies achieving
elevated returns to the overall probability. This assessment helps gauge the representativeness of
potential ‘future Google’ companies. Additionally, we use regression models to explore investor
behavior and market anomalies in the stock returns.

Findings - The findings suggest that when dividing the sample period into phases with high and low
representativeness measures, biases significantly impact asset growth factors. Specifically, during
high representativeness preiods, stock price reversals were absent among high asset growth
companies. Conversely, during low representativeness periods, stock price drifts become evident.
Research implications or Originality - This research contributes to the field of behavioral finance by
providing empirical evidence of the impact of cognitive biases on asset growth and stock returns in
an emerging market like Korea. It highlights the need for investors and policymakers to consider
psychological factors when analyzing market behaviors, potentially leading to more informed
investment strategies and regulatory frameworks.

Keywords: Representativeness Heuristic, Asset Growth, Stock Returns, Behavioral Finance, Korean Stock
Market.
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O £(HML), FA1412] HlolE] ole}, 3 w=ie] vlo[E] JE 7|7he 2004 19058 20234 1297440
o, ARVRET BAE 2EAZS okelel (Table 1)3 o] vk,

Table 1. Basic Statistics for Asset Growth Analysis

#2 A YE m3 BEEmz} 2| A7F 25% =Oo7}F 75 2|ChZE
7%_/'\_ H_E—ﬁ\— oL Layl —HA ° S oA = HA
[

2,321 405,246 0.1273 1.0637 -0.9873  -0.0213 0.0546 0.1626 137.411

B ERe olF FE delHE B8stel muel TF Fulel /el BE NEA SEE TAH,
sputolof meb] AIETHEo] Ee ANTEE 0o e FAAES] R i@ WA BE o

542 stetstaud gk ol Sla) £ HAME B =ge] YR B S=E sk, PR
Hel glolrel Azk el A 44 ol gAY FelBel i S 2 dEAE AP

gith, WA G0 B Vg Be 2L FOE Y gBA S22 A Y8k, $Ee
A vl 7 #2e] ALk A (asset growth)oll Z12EA TIHES 7R Sk o] w) A7
3k9] 5% AZFEN Z19EL wiAIETt ksl A2k 22 Y et A7 HENAl ol B2 A
ol e TIdE dEiME mi =& 5 gler, ojs FYEd TUF FAHAE I 5 9]

wholth o] A% A4 Aol rAdelN el 3N ARE B8 (T4, TA, ,)/TA
o] 2ol y3lAeine] Artle (Ao =NE Had 1Y o4 Heleea 2 & grh, 2 o
A7) Fo] %, A asset growth, AG)S] 9] 7] Eel AN, Telm A 49l 7Rl
A G 1249 7 A SFelEo] 100% o3l Z19e] G B stergitt. o] A% B ol 44
YEA SEE TAeR thew 2ol HelT 5 Uk

#of firms with B, 1,1, > 100%|lAG, = H
#of firms with AG, =H
(# of firms with B\, .1, > 100%
#of all firms

R =

(2)

2 (o AG=H 270 7199 ARk AAgo] 72915 Abol] 91x13he Uehiih, $-aj= 73 olA
AALE HBAIFN7] YA R, 1,0 ol ERTS o] &TE Rep= R 127019 ol FHTolaL, Repe
36709 ol5Hatoltt, 2l RS ¢+129] viAlutel] 7hXok 2471 se}7] ulid, t+12 o]F ot Ro]
U 3R o)5HFS AHEEle] FoF oZd ALgE £ Tt

olelel (Fig. 1)e] W7k A3e tEA Zwe] 12709 oSBT thehich, o] tlEY Swt A4
4ol MBS Uehha ek, sk BAow BAE Tme FAA AeA5E e, A9
oz FARe] AYALI IR\ AL FAA WalE AALHo R BelFT Stk E=F 54 &9
BRe B71AA PAS e o] ke B71AAVE wAR A EAstn glom, H Al
B AE WSS 4 FAT 5 gk (Fig. DolA] FAF 5 gl sl L], AwbHow YA
S ARAZ L AR A8 A6l 2 Angel wEEe &+ Aok e selA A
HEY 2% Rep A7IAEH tol FARE AA2T AALH Mekg RolFn glov], 2]
WEe Aol FAAEe] hEA lYdstel Fhstuo] AusolE e WALAE WYAITL B 5
Sie}. et Seierel B9 oleld AY1UAY] Aol WA FARSe UEA ol@he] A%

A g gpskrhe Ae obdlel (Fig. Dold #2185 ik,
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Fig. 1. Representativeness Measure and Investor Sentiment Index
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(Fig. 2)olA= UBA Z57} 2o 71747 Be 77k CMA TEZE)Q o] Fa5ELS e
Zoltt, gkl Aoz BAE Yz E B S5t B2 7R B CMA TEZ 2| Q9] F359E
< YehH, WA Ao gAE adZE B S50 9o 7|7 Borel CMA TEZE Y
AP ES et 7 77k diEA S5 Repo] 12709 o] HAE 7IFoR 1 FgET B2
A4S UBEAY S5t e 7)o FEIYA, FUFEG Yo BeE Ui S5t v 7te s
Tkt (Fig. 2) 9 9% 89 FHLSTE Yehilet], AAzte] a4 HelE
Bl

(Fig. 2)v CMA ZEZ] 29 74 o] d2eg e, o] A% B¥o| AlFsle ol dE
- o2 e Ao 7zs Qi

CMA, ;=a, ;thr  Reps 8 (Mkt—=7f),,;+sSMB,, ;+hHML,  ; (3)

o] HellA j=1,2,...,360|W, Rep— Hgh= Rep7} B3t ol’dol™ 1, I o]sto]™ 021 T el
g Rep— Lows= 3t olstel® 1, 2 o]ol™ 021 gudpoltt, o] 32X, a,, = t9 T
Rep7} S35k olete] @& 7FA= 7ol 19 & o]Fe] j & FRtell CMA7Y ZHA He= o5& o]
383l o, Thr, 8 ol Rep7t FRME o) s THAE Al 1 o]F o j €9 B}t
CMA7ZY ZHA| == o) 3ol Eeltt, 29| ghabal]l A2 19 ol Reprt S35k o139 & 7=
A g & o]Fe] jo Tt CMAS FHFoEolnt

%, (O ta thr ) ta i, y) e (M a, +hr,, ), 3 1Rl W2k Ao 19 o
Rep7y 203k olate] #h& 7= Aol t4 2 o529 j 4 Bt CMAZ} 2 = F2Fl gl
%, o] A% A gL (1+a,,)(1+e,,).(1+e,, ;) = BAY 5 Ut

ofefjo] AFEA A= olet #HAstY Y S7t B2 A9l AMPEEC] & 729 719 2E
FAE JHEWNF Ye=AE WA AES, tEd S0t 22 9 d

I
Z0]Q B Fof FFHE A=AE AEIH. =T HE S0t w2 Aol ARPdEEl

£ 3

2

X
4

o] CMA XTEZZQ FE 59 IFES vA=AE AES

L U84 27t 22 7R 92 713 72 wE R E 3%

(Table 2) & 2335 2918 tiRd 25 XEZTS 74 ofF 19 e 73 F9&5S HojFal
Atk ARBgEEo] 7HE vhe OFS 1R M| 72 AEshs FAA YRelME ArEEC]
stong Bazll(conservative) FAU LR ERErh vbd A dFE] 7 w2 252 724
agolH, e FE'E Misle FAAL dFdME A dFE] EorE ¥4 (aggresive)?] FA

e g ERET
(Table 2)& ZloJull, AL-(2016)2] G79} xpEZ SNy, o] ArAAES VFo8 7R TEZ
3

)
£ 7% F €3 FYENS B

M

ol 8-S dol 24 F7-5 A3 AsiME 47t FAERET=
197 A5 85 AR e Zo] us ddH et} He, Kapadia and Tice(2020) 53 2] w|=
AellA] Z1get 23R o3 gt HEE AT o] AfelE FE FAVINE 3d 5 IR F2
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Sich, AR B ol S /)& Aeke] Heke gl av] Sl Mol 4220167 FUs)
A WA BRe ANAFES AFEoR 7RI TR BAe] Mg Po| F 4 YES AT

F EE BH Seluet FAAFe) QA BE/RIME A g B Folel mebd 13291014 79
FOlEe AUT ANYLE QAEEFS o8 2, C(MA TEZe|Q oEo] el ghe trehA
opth, o] ARRE Bl $eutel FAAGAE AR ol Aol EAlEhA i WA 4
Sl thEolth, Teht B mgeldE e TEE Azshe FAXG 4G weste], FAAEol
AggEel we agl el U olgdAS SRV JHIS FHs, Hele T B
P00l g tEA FEo) B Aol e 49T RIS TR TS tud @A

Y E Ao H T
aga B S50 B2 A9l CMA TEER|Q 78] ¥ @S ZeAE HES A7 o
= 28 & o] JEA| ¢k 5 b =2 Aol ARbFoEe] 2
TEZ A FE W@ (reversa) & QI3 violu 2 olE W] UEhtA] (gt o] A7)
FEAAEo] el 72 Bhjlel 1ol disiA BAlEhs /‘IZPJ 2 AR A HF5H o2 w3t
SFobA] F7tell et Adsdsde] vrehtA] efstom, 2 A TPt AR Eoke= Hg oA nfel
= FrkpolEe] UehA] 2 Flojt}, Aoz B =59 /M 1 5, i34 S0 52 38 2
71ZF Bt ARl B2 7Y TIgEe] XEZFT S 74 oF FE 74 7R 5 52
ZHA| BHE Zlolghe 2 =i A MR 7PEe o] At R & uje AR HA] ¢l 3
olX ¥ A WA 7o) 7|ZtE AR B S5} B AlV|dlE AR g EobA WEe]
ERo s Jrpts & Qe AAEe] Qe ZIdEC daME Il FAAE AloloA] whdgh ]
A A (pessimistic bias)o] 2448t Azl S 4 o}, HFA Ado] A oletd AAIF
] ol WY FF B Nl Aol A ZIGEUNEE Aol 1 71el g Ee W
F7he ASH o2 QiR ¢fon, I A3 FUPF F Fo8 AEdte ol AL, o wEt £
FA7IZe| gl &9 & UEhiA @A =HE Zold
gxzdoz gudd St W2 A CMA TEZR L FoE°] &9 &2
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Table 2. Returns of Representativeness Groups by Asset Growth Quintiles

B9 229 329l 429l 529 629 729 17
lowest next next next next next highest L-H

AMAHIRE -0.20 -0.03 0.02 0.06 0.1 0.20 0.78 -0.97

Rep 19.91 5.14 5.06 4.1 5.67 4.81 23.23 -3.32

E—:§ Rep High 7.25 14.62 734 429 29.57 6.94 7.76 -0.51
C(’S')' Rep Mid 32.87 333 3.25 4,07 4.31 9.06 11.31 21.56

Rep Low 63.51 6.83 435 16.56 12.26 17.32 74.95 -11.44
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Fig. 3. Cumulative Returns by Asset Growth Quintiles Based on Representativeness Measure
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Table 3. Impact of Representativeness Measure on CMA Portfolio Returns

Mean CMA Returns and Representitiveness

3-year CMA return Monthly CMA returns
C A CMA C A CMA
Intercept  -0213""" 063277  -0845"" Intercept  -po10”"" 0028”7  -0037""
(0.003) (0.005) (0.003) (0.00) (0.00) (0.00)
-0.0036 -0.0043 0.0007
Rep Hgh  -0.036 -0.12 0.085 Rep High™
(0.001) (0.003) (0.002) (0.00) (0.00) (0.004)
RepLow -0239""" 0544 -0783 " Rep Low™  0012""" 0017777 -0005
(0.002) (0.005) (0.002) (0.00) (0.00) (0.00)

2o 4% BA2G, W) (Tble ) A% HUAGE F4UR 4 Soscom Die A
Rep—Fighe) A 1] 100 ol 2o frolth Skl 0.1219) b e e, 2212 35
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gkl ~0.0043¢) k& vieha Qick. o] F Abx Az ¥ w & w=we R WA M F, e g
2 B SuE AR R e 79 EEEH 0] Fa5 B0 $o) 9L T B Sojehe

e AASE A AT 5 o

E3 (Table 3y 2] #2 oAl $EUFE A—36MO2 AT B30l Rep— Lowe] A5 kol
16 FrelpEaA frold Fakel 0.5449) ke UEhin gk aem $EdeAE $EUSE
A-1Mo2 23F Aol Rep—Lows] A% ghol 1% frels2eld frold we
Uehia gtk o] F b AdE # o mge] FouA M &, we g 2 dEd Sus
AR Eel we 78l EEEE00] TArgol %ol e T B Aolehe o] A
Asteba AN T F ek,

E (Table 3)9) 22 Aol $5MFE CMA—36MO2 AT Aol Rep—Hghe] A%
ol 16 el ] ool Fkel 0.0859] b Vel o8, Rep— Lows] A% 1% o
¢T°M FOIF S 07839 ke R glek. 2w SEHLAME FEUSE A- 1Mo

AT Aol Rep— Highel A ol 19 oI+l Fel Frakel 0.00075] k& veha
%lgtﬂ, Rep—Lows) AFgke 1% fel2oM fold §54k21 ~0.005¢] gh& Yehix 9

O
mlo

I8d 83 S Rep’t CMAXEEZZ QL 8o vA&= o|9f & He, Kapadia and
Tice(2020)7} l=AgollA B8 Afel Aol fARE AE A3t ks AL b F2AIFollA

= vF FAAGON} 2ol /R A 0z A ol FEde] THEA Ze] 3 ke R W AuA
oz AgHe FANE) Yud AY 5, EA Pl Avm FHE AQS AT gk,

3. F(Boom)F} el (Crash) F&eld cma TEZE|Q g vl ¥
(Table 4) ollXl2] 248 (Table 3) olA] Eelah ALY FE ool ek FAASe] hEA oY

Aate] 237t SEH o R Y e FYES Y= & (Boom)ﬂr A< (Crash) FFelM = -
3 FolgtA s AuEua aholrh. B Fellie ARPEE e B5A XEZHQ(0), 344 XEZ
22 (A) dAF 7] ztels Yehlle CMA XEZ Q9 367€ w2l ES ALtstaltt. 28la CMA
FEZE Q9 367/0Y FAFAEY A, 39 10%E F(Boom)# Z#+(Crash) 2 74 23}t

w3k (Table 3) 9} v IR 2 I EA] S5 Rep—129] ZUHS 7F0 8 Rep— Hght Rep— LowsE
Ageteiet, o2 uleh o2 Rep— Highel Rep— Low W57} B3 A4 7|7k B4E TEZE0(0),
FTAH TEZEQ(A) 183 oF FAF b9 AolE UEhlE CMA TEZE| 29| 3671E F252 &0l
MAE dEEe Newey-West B oah2 A& 87184 3 243tart.

Table 4. Impact of Representativeness Measure on CMA Portfolio Returns in Boom and Crash

Periods
Boom and Crashes in 3-year CMA Returns
C A CMA

Boom Crash Boom Crash Boom Crash
Intercept 0.154""" 0058 0140 00517 0060 0.107"""

(0.002) (0.001) (0.002) (0.001) (0.001) (0.001)
High Rep -0.109""" 0086 -0.085"" 0010""" 00697 -0013""

(0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
Low Rep 0099 -0.085""" 0075 " -0.099""" -0.068""" 0.004

(0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
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Table 5. Multi-Factor Model Explaining CMA Portfolio Returns

Monthly CMA Portfolio Alphas and Representitiveness

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
F-Test 165.55 0.21 19.981 1.22 2363 1.23
Intercept -0.022"" -0.009""" -0.009""" -0019""" -0020""" 00013"""
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Rep High 0.0018™"" 0.000026
(0.000) (0.000)
Rep High™(1) 0.0003"""
(0.000)
Rep™ 0.004"""
(0.000)
Rep Low™ -0001"""
(0.000)
RepLow36 -0016™""
(0.000)
MKT -0.123"" -0.037""" -0.039""" -0051""" -0.100""" -0.058"""
(0.000) (0.001) (0.002) (0.002) (0.003) (0.002)
SMB 0252 0252 0.196™"" 0.186"""
(0.001) (0.001) (0.002) (0.002)
HML 0495 0495 0508""" 0515
(0.001) (0.001) (0.002) (0.002)

= ouge] T BRlel A9 dEshe adle] A 714 HA AR gl fAS
W57} okl S gl e AHSD AR UF vekow WEEhee Teldnan g,
AR E U Uit 2 WESHES Tefshe Ae B Rl Seld FAREe) tEA oluHA
of matel v AN APe) At



T FAAGN Y olAIAE o8F AU FUF B BR AT 445

wlelel F2 EHeel 19e BESH aclow ANLE B hEFIHES etk Re el
Age] viehol e Jlhe P mee e

e & T o)) wolth, wiEEe A4
Bo AAOD el Be HEE AW + Stk ALIFe BFE S50 e FIAe S
el St 8 ol W, AR 19 48 £5E AEATE AR 98 TaE
7] wjgold,

sl#lle] (Table 6) 2] Panel Ae] £4472 AR 99| (Table 3) 2] EXATHs} Aol HAla
AFFAANE JeEl . E205E A oMo %d %ol Rep— Highel A% 3ko] 1% ]
SzolA Fold eael —0.159) e JEL AL, FHUFE CMA-36Mo2 247 Aol
Rep—Hghe) A& 106 ol gol] 919 Frgkel 0,045 ehilz 9leh, Eah Sus
A—36Mo2 ARF Aol Rep—Lows] A% Fkol 1% srolola] Feldh F4akel 0,471 @e
JERIE A1, $5W5E CMA—36Mo2 A8 Ae] Rep—Lows] AFWE 1% Fol52lA
frelal egkel —0.7228 tehia gl

U Zﬂ% b Aol CMA ZEEe]e Solas Ause u}&o_l =3e) —Er*ﬂﬂé?)r%

1% ‘IT’]‘TTL‘OH/H vA?l -8—4 e 7‘1 A= ﬁii vrebst, :LBIJ- Model 6¢l14:= ReprouJQI
AFFRA7E 1% frolrEelr] Folg Fof g 2ka e Ao UrEP;}E}

o] A5 TH R Jeeird H gy St SURRY 2 Aol R See 2441
XEZE Qo] v FAgo] F()o IFE WAL Aot ol ZVP#* ES7HEel & 719l
taiA mlee] 72 et 1S tEskE Ao Q1AEte Y 7149 BAE 2 ool sk
g3 B Holv, 2o wet vl F71 wbdad(reversal)7t UEbES ofvlgitt,

Ee B4 S FARED W Ao ti3d Sie 340 TEZE Y vy £
FH)e] FFE P vk HEA SErh SEY v Jle FAREC] WESTEel 18 V1Y
ol Al wefe] 727 Bl 719E B Ao AL #F V1Y) 2 ol AFHoR
&3k Feol ekl Aeg oAnlstn, 2o bt 3 719 F& ol s vheS Bl 23 —r7}7}
A FELR FFA KA vl Fph AL er Feste F7b ARaA(drifts) 7} ebe
omgitt,

Table 6. CMA Portfolio Returns Characteristics with Sales Growth Applied

Panel A: Mean CMA Returns and Representitiveness

3-year CMA return Monthly CMA returns
C A CMA C A CMA
Intercept  -0164""" 058 < -075 Intercept  -g014™" 0019 -0032"""
(0.002) (0.004) (0.002) (0.00) (0.00) (0.00)
RepHigh 011" 015" 004" Rep High®  0006™"" 0009 -0003"""
(0.001) (0.002) (0.001) (0.00) (0.00) (0.004)
RepLow  -0251""" 0471”7 -0722"" RepLow®™ 0012”002 -0009"""

(0.002) (0.004) (0.002) (0.00) (0.00) (0.00)




446 Asia-Pacific Journal of Business Vol. 15, No, 3, September 2024

Panel B : Monthly CMA Portfolio Alphas and Representitiveness

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Intercept -0019"" 0009 -0008"" 0005 " -0016™"" -0020"""
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Rep High™ -0001"" 0002
(0.000) (0.000)
Rep High®(1) -0.002°""
(0.000)
Rep™® -0006"""
(0.000)
Rep Low™ -0.003""
(0.000)
Rep Low™ 0020"""
(0.001)
MKT -0.089""" -0038""" -0.043""" 0.081""" -0083"" 0086 "
(0.003) (0.002) (0.002) (0.002) (0.003) (0.002)
SMB 0.246""" 0.244""" 0.143""" 0.154"""
(0.002) (0.002) (0.002) (0.002)
HML 0322""" 0322""" 0419""" 041177
(0.002) (0.002) (0.002) (0.002)
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