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THESISABSTRACT

NAME : Peyling Duh MONTH/YEAR : June, 2009
ADVISER : Shu-Hsing Li, Yen-Jung Lee
TITLE : A Study on the Relation of P/E, P/B and Return of Investment

In business or firm valuation, investors commonly use price-earning (P/E)
ratio and market-price-to--book (P/B) ratio to assess if a firm’'s stock price
reflects its fundamental value. Since the two ratios are derived based on
different theoretical assumptions, both may not be consistent. With the
possible relations of P/E and P/B, Palepu, Bernard, and Healy (1996) classify
the firms with high P/E and P/B as “rising stars”, the firms with low P/E and high
P/B as “falling stars”, the firms with high P/E and low P/B as “recovering firms”,
and the firms with low P/E and P/B as “dogs”.

Palepu, Bernard, and Healy (1996) provide a framework of classification,
but they do not explore further to show the implications of their grouping to the
business valuation. The purposes of this research, the first one is to analyze
the relationships of P/E, P/B and return using regression model based on
samples of listing companies in Taiwan, the second one is to more understand
the active relationship of P/E and P/B ratios using above classification way. The
third one is to understand the movement of the four typies of the companies.

Results indicates that :

1. Using market-price-to--book (P/B) ratio is having obviously explanations
ability on stock return rather than price-earning (P/E) ratio in 2007.

2. The type of “falling stars” shows higher return of the investment than
“recovering firms” and “dogs”.

3. The companies with low P/B, classified as the “recovering stars” and “Dogs”
have higher probability to become worse or to stay in the same status.

Keywords : Price-Earning (P/E) Ratio, Market-Price-to-Book (P/B) Ratio,

Business valuation
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R HAEAEYURBRBEEZ RSB TIERABERMRER
Mo REZFEEZH BRI FEPATEE >N 0 BIRE R T X

2R~ FREERREE NN K

Source Df Mean Square F P
P/E 1 1.363 756, 0.006
P/B 1 10.215| 56.61| 0.000
P/E * P/B 1 4.119| 22.83 0.000
Error 429 0.180

Total 433

Corrected Total 432
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EHEER
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I BREBEBRREBRLE R A EN s TANEA TR

N~ BFERatRERER

k- BRACEZRRRER

Mean Mean
Source df | Square F P Source df | Square F P
P/E 1 0.137| 2.469| 0.121] |P/E 1 0| 0.001| 0.978
P/B 1 0.568|10.281 0.002] |P/B 1 0.892| 4.934| 0.031
P/E * P/B 1 0.085| 1.531 0.221] |P/E*P/B 1 0.542| 2.999| 0.089
Error 59 0.055 Error 50 0.181
Total 63 Total 54
Corrected Total 62 Corrected Total 53

a R Squared =.279 (Adjusted R Squared = .242)
P/B T AR FRAX B4R B F 09 44 )

AN~ FERARER

a R Squared =.165 (Adjusted R Squared = .115)
P/B T AR FRAX B4R BH F B9 94 )

B AT EARER

Mean Mean
Source df | Square F P Source df | Square F P
PE 1 1.52| 4.34] 0.043| |PE 1 0.004( 0.012] 0.914
PB 1 1.059| 3.023| 0.089| |PB 1 0.701| 2.267| 0.14
PE * PB 1 0.24| 0.684| 0.413| |[PE*PB 1 0.003| 0.01] 0.921
Error 45 0.35 Error 42 0.309
Total 49 Total 46
Corrected Total 48 Corrected Total 45

a R Squared =.210 (Adjusted R Squared = .157)
P/E T w2 R 4% 48 5 8 4 %)

N Y YT O s

a R Squared =.076 (Adjusted R Squared = .010)
P/E #o PIB %[ & A MR B M R 0% H)

E+— MBS RRLEE

Mean Mean
Source df | Square F P Source df | Square F P
P/E 1 0.102| 0.783| 0.381] |P/E 1 0.004{ 0.058| 0.81
P/B 1 0.227] 1.75| 0.193]| |P/B 1 0.176| 2.885| 0.099
P/E * P/B 1 0.023| 0.175( 0.678] |P/E*P/B 1 0.039| 0.633| 0.432
Error 42 0.13 Error 33 0.061
Total 46 Total 37
Corrected Total 45 Corrected Total 36

a R Squared =.052 (Adjusted R Squared = -.015)
P/E #o P/IB #F & ik MR B HMEN R 6% 8
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At+=—-o@mEMNRLER

R+ =~ BRI ELE R

Mean Mean
Source df | Square F P Source df [ Square F P
P/E 0.563| 3.895| 0.057| |P/E 1 0.008| 0.03] 0.863
P/B 1.907|13.202| 0.001| |P/B 1 0.313| 1.162| 0.289
P/E * P/B 1.638/11.339( 0.002| |P/E*P/B 1 0.579| 2.153| 0.152
Error 33 0.144 Error 31 0.269
Total 37 Total 35
Corrected Total 36 Corrected Total 34

a R Squared = .351 (Adjusted R Squared = .293)
PIB a5 38 PIE*PIB 17T S #t S48 5 481 5 60 5.8

Zt+w - HEFERRLER

a R Squared =.076 (Adjusted R Squared = -.013)
P/E #o PIB #F 2 ik MR B MEN R 4% &)

A+ A BMEBLRRE R

Mean Mean
Source df | Square F P Source df | Square F P
P/E 1 0.003| 0.019] 0.89] |P/E 1 0.009| 0.057| 0.813
P/B 1 1.098| 8.046| 0.008| |P/B 1 0.809| 4.964| 0.034
P/E * P/B 1 0.015] 0.11| 0.742| |P/E*P/B 1 0.284| 1.741| 0.197
Error 29 0.137 Error 29 0.163
Total 33 Total 33
Corrected Total 32 Corrected Total 32

a R Squared =.276 (Adjusted R Squared = .201)
P/B 7T AR B4R B R 09 4 )
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42318 A) 0% 12% 6% 8%
F H#(1 ) 12% 50% 73% 39%
K E1(2 ) -19% 104% 91% 95%
(=)M2325 T4 A A g

mkZE FHz R BRA Fh A
43 21 (3 18 A) 22% 14% 2% 3%
T HI(1 5F) -12% 38% 7% 28%
K H1(2 5F) 28% 94% 20% 46%
(Z)M2324 } g

mkZE FHz R BRA Fh A
42318 A) 4% 23% -4% 1%
T Hi(1 ) -5% 109% 66% 31%
®E1(2 5F) 1% 207% 86% 123%
(m)M2326 &%

Rk E Ekz B 18R A ol
422318 A) -2% 22% 7% -5%
) 162% 60% 58% 33%
®H1(2 5F) 191% 73% 186% 67%
(Z)M1400 45 @45 4

mkZE FHz R BRA Fh A
sa A3 18 A) -9% -7% -17% -16%
T HI(1 5F) -12% -10% -31% -31%
K E1(2 ) 123% 13% 4% 11%
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(73)M2500 #2414 i

Rk 2 Ekz B 18R A Eafdl
42318 A) -16% -12% -24% -11%
F H#(1 ) -21% 7% -33% -10%
K H(2 ) 72% 153% 21% 121%
(£)M2800 4@k ¥

Rz E FHz R BRA Fh A
sa (318 A) 0% -6% -10% -5%
) 0% -12% -20% -4%
K E1(2 5F) 0% 11% 2% 3%
(A\)M1500 E AR

Rk E Ekz B 18R A Eofdl
42318 A) 0% 10% -3% -5%
FH(1 ) 4% 13% -14% 2%
K E1(2 ) 0% 37% 42% 58%
(7)M2331 EEF %

Rz E FHz R BRA Fh A
4248 (3 18 A) 10% 5% -4% 11%
P HI(1 5F) 85% -4% -6% 29%
®H1(2 5F) 308% 65% 28% 61%
(-+)M2327 @Rk &

mkZE FHz R BRA Fh A
42318 A) 15% 13% 10% 20%
¥ H(1 ) 69% 60% 19% 37%
K H1(2 ) 52% 98% 86% 115%
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T
1.5 — A —faAl sa A th 8%
Group Statistics
REH N Mean S{d. Deviation | Std. Error Mean
* 1 18 032022 / 1586516 0373945
2 124 093107 2338381 .0209993

Inc#pendent Samples Test

evene's Test for Equality /

t-tesvfér Equality of Means

of Variances
D5% Confidence Interval
Std. Error of the Difference
F Sig. t df Sig. (2-tailed) Mean Difference| Difference | Lower Upper
! Equal variances assumed 1.442 -1.071 40 % -.0610843 | .0570157 |-.1738074 | .0516388
Equal variances not assun -1.424 29.014 165 -.0610843 | .0428873 |-.1487969 | .0266283
2.Z=ZHRA M — A S B b B
Group Statistics
REH N Mean Std. Deviation | Std. Error Mean
=l 3 61 -.038445 1495491 0191478
2 124 093107 2338381 .0209993
Independent Samples Test
evene's Test for Equality
of Variances t-test for Equality of Means
D5% Confidence Interval
Std. Error of the Difference
F Sig. t df Sig. (2-tailed) Mean Difference| Difference | Lower Upper
! Equal variances assumed 4.893 .028 -4.006 183 .000 - 1315519 | .0328364 |-.1963386 |-.0667653
Equal variances not assun 4,629 | 170.682 | ———000 -1315519 | .0284184 |-.1876488 |-.0754551
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ST

Za)

Group Statistics

ERZ TTER

REH N Mean Std. Deviation | Std. Error Mean
= 4 209 -.002121 1985938 0137370
2 124 093107 2338381 .0209993

Independent Samples Test

evene's Test for Equality

t-test for Equality of Means

of Variances
D5% Confidence Interval
Std. Error of the Difference
F Sig. t df Sig. (2-tailed) Mean Difference| Difference |  Lower Upper
e Equal variances assumed 1.780 1839— 3956 33] -.0952279 | .0240736 |-.1425844 |(-.0478714
Equal variances not assun -3.795 | 226.291 .000 -0952279 | .0250933 |-.1446744 |-.0457814
A% —BAME B AL
Group Statistics
REH N Mean Std. Deviation | Std. Error Mean
H 1 18 430169 7406129 1745641
2 124 395106 .8205971 0736918
Independent Samples Test
evene's Test for Equality
of Variances t-test for Equality of Means
5% Confidence Intervall
Std. Error of the Difference
F Sig. t df Sig. (2-tailed) Mean Differencd Difference | Lower Upper
B Equal variances assumed 061 8 T— 171 140 864 0350634 | .2046357 |[-.3695125 | 4396392
Equal variances not assuf 185 23.496 855 0350634 | 1894812 |[-.3564511 | 4265778

5.8 =M s F —faR PR Ltb X

Group Statistics

REH N Mean Std. Deviation | Std. Error Mean
H 3 61 086630 6745570 0863682
2 124 395106 .8205971 0736918

Independent Samples Test

cvene's Test for Equalit
of Variances t-test for Equality of Means
5% Confidence Interval
Std. Error |__of the Difference
F Sig. t df Sig. (2-tailed)Mean Differencd Difference | Lower Upper
oh Equal variances assume 2.193 140 2.5 183 012 -308476F | 1213199 [-.5478417 |-.0691105
Equal variances not assu 2717 | 142356 .007 -.3084761 | 1135339 [-.5329063 |-.0840459
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6.5 v FA 7 B 5 — AR b H Lh X

Group Statistics

REH N Mean Std. Deviation | Std. Error Mean
H 4 209 165637 5710860 0395028
2 124 395106 .8205971 0736918

Independent Samples Test

bvene's Test for Equalit
of Variances t-test for Equality of Means
5% Confidence Interval
Std. Error |__of the Difference
F Sig. t df Big. (2-tailed)Mean Differencd Difference | Lower Upper
oh Equal variances assume 6.871 .009 -3.001 331 .003 -.2294690 | .0764763 3799099 [.0790281
Equal variances not ass 24441 194 356 -.2294690 | .0836119 [.3943722 .0645658

5.8 —HARF BT RMLER

Group Statistics
REH N Mean Std. Deviation | Std. Error Mean
B 1 18 | 1.034078 1.5759467 3714542
2 124 .925066 1.4646554 1315299
Independent Samples Test
evene's Test for Equalit
of Variances t-test for Equality of Means
5% Confidence Interva
Std. Error |_of the Difference
E Sig. t df __ Big. @-tailed)pean Differencd Difference | Lower Upper
= Equal variances assume 189 292 JET N 1090119 | 3729517 |-.6283336 | .8463573
Equal variances not assy 277 21.484 785 1090119 | 3940537 |-.7093460 | .9273697
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Group Statistics

REH N Mean Std. Deviation | Std. Error Mean
3 61 556988 8978353 1149560
2 124 925066 1.4646554 1315299

Independent Samples Test

bvene's Test for Equalit
of Variances t-test for Equality of Means
5% Confidence Interval
Std. Error |__of the Difference
F Sig. t df Big. (2-tailed)Mean Differencd Difference | Lower Upper
= Equal variances assume 4.166 .043 -1.802 183 073 -3680784 | 2042775 F.7711203 |.0349635
Equal variances not ass 22107 [ 174250 | 03|  -3680784 | .1746855 |.7128502 F.0233067
S.5wmBAAME — AR RILEK
Group Statistics
T N Mean Std. Deviation | Std. Error Mean
E= 4 209 679992 1.0630335 0735316
2 124 .925066 1.4646554 1315299
Independent Samples Test
evene's Test for Equalit
of Variances t-test for Equality of Means
5% Confidence Interval
Std. Error of the Difference
F Sig. t df Sig. (2-tailed)Mean Differencq Difference | Lower Upper
= Equal variances assume 3.528 -1.761 331 -2450742 | .1391667 |-.5188369 | .0286884

Equal variances not assu -1.626 | 200.327 105 -2450742 | 1506885 |-.5422133 | .0520649
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mEkzE | Bz E | ARA A | REA
%3 #A 1 5 0 4 10
+ #A 3 5 1 1 10
F A 3 5 0 2 10
&t 7 15 1 7 30
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mEkzE | BWHE2EZ | ARA 2y A
%3 4 7 75 16 80
+ 8 9 57 18 74
& 7 7 53 21 79
B3 EH 23 185 55 233
B IALIES 5 54 372 183 627
A 43% 50% 30% 37%
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