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[Abstract]

With respect to the cause of asymmetric cost behavior, there are two streams of the literature. One
stream focused on effect of managerial expectation and the other explained using agency system. In this
study, we aim to investigate the determinants of asymmetric cost behavior in these streams. We first
examine the impact of managerial overconfidence and optimistic bias on asymmetric cost. We also
examine ownership ratio as a proxy of the quality of corporate governance effects on asymmetric cost.
The results are as follows. First, firms have the anti-sticky asymmetric cost behavior. Second, we find
that the firms with managerial optimistic bias mitigate the degree of asymmetric cost. This finding
implies that managerial optimism is a factor that alters asymmetric cost behavior. Third, the degree of
asymmetric cost is weaker in case of firms with higher manager’s ownership. This result provides an

important empirical evidence for understanding the role of corporate governance in cost behavior.

» Key words: Asymmetric cost behavior, Managerial expectation, Managerial optimistic bias, Agency,
Manager’s ownership, Corporate governance
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I. Introduction
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II. Prior Literature and Hypotheses

1. Asymmetric Cost Behavior
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2. Research Hypotheses
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III. Research Models

1. Variables Definition
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2. Research Models
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IV. Results

1. Descriptive Statistics
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Table 1. Descriptive Statistics

Variables Mean Std. Min Max

Cost1 0.0145 0.1575 -1.9526 1.2920
Cost2 0.0106 0.1509 -1.5619 1.4698
Cost3 0.0140 0.1463 -1.6296 1.2145
Sales 0.0126 0.1526 -1.6106 1.2484
DEC 0.3755 0.4844 0 1
POS 0.6142 0.4869 0 1
OWE 0.1121 0.1633 0.0001 0.8442
Size 8.8772 0.6938 7.1177 11.4796
Lev 0.4692 0.1964 0.0423 0.9809
ASS 1.5056 1.6590 0.1885 38.1633
CFO 0.0454 0.0799 -0.9818 75.2981

1) Variable definitions are listed in the discussions of
model(2), (3).
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2. Hypotheses test results
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Table 2. Asymmetric Cost Behavior

Cost1 Cost2 Cost3
Estimate Estimate Estimate
(t-stat) (t-stat) (t-stat)
Intercept 0.00529 0.00166 0.00475
(5.06)*x*x* (0.62) (5.74)**=
0.94872 0.75199 0.89894
Sales
(98.65)**x (30.58)xxx (118.27)**x*
0.09614 0.01919 0.07131
Sales*DEC | (5 ) (0.55) (6.61)%xx
Adj.R? 0.9432 0.5947 0.9588
N 1,660 1,660 1,660
1) Variable definitions are listed in the discussions of
model(2).

2) »xx_**_ and * indicate the statistical significance at the
1%, 5%, and 10% level, respectively.
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Table 4. Manager’'s Ownership and Asymmetric

Cost Behavior

ol 97] AR ohsole AR Lo AHESISIh Costt Cost2 Cost3
Estimate Estimate Estimate
(t-stat) (t-stat) (t-stat)
Table 3. Managerial Optimistic Bias and Asymmetric Intercept ~0.0132 0.0858 -0.0025
Cost Behavior (-1.10) (2.70)%%x (-0.25)
Sales 0.9575 0.6953 0.8913
Cost1 Cost2 Cost3 (97 .47 )xxx (26.57)%xx (110.08)%xx*
Estimate Estimate Estimate Sales+DEC 0.1238 0.0864 0.1089
(t-stat) (t-stat) (t-stat) (8.38)x** (2.19)%= (8.94)%**
Intercept -0.0075 0.0640 -0.0039 Sales*DEC -0.1667 -0.0254 -0.1422
(-0.65) (2.07)*x* (-0.42) *OWE (-2.01)x= (-0.11) (-2.08)**
Sales 0.9478 0.7552 0.9005 Size 0.0014 -0.0915 0.0006
(101.42)**x (30.59)*** (122.19)%** (0.98) (-2.45)*x* (0.54)
Sales+DEC 0.1259 0.0471 0.1095 Lev 0.0001 -0.0008 -0.0025
(7.84)x*x (1.11) (8.65)x*x* (0.02) (-0.07) (-0.62)
Sales*DEC 0.0160 -0.0463 -0.0238 ASS 0.0055 0.0009 0.0039
*P0OS (0.99) (-1.08) (-1.87)*x (9.64)%** (0.63) (8.42) %+
Size 0.0006 -0.0063 0.0008 CFO -0.0360 -0.0668 -0.0524
(0.51) (-1.73)* (0.75) (-3.03)**x (-2.17)*= (-5.34)xxx
Lev 0.0021 -0.0087 -0.0021 Adj.R? 0.9479 0.5815 0.9586
(0.45) (-0.69) (-0.69) N 1,660 1,660 1,660
ASS 0.0058 0.0003 0.0040 1) Variable definitions are listed in the discussions of
(9.84)xxx (0.26) (8.61)xxx model(3).
CFO -0.0423 -0.0676 -0.0575 2) =xx *x and * indicate the statistical significance at
(=3.56)*** (=2.15)** (=6.15)%* the 1%, 5%, and 10% level, respectively.
Adj.R? 0.9470 0.5967 0.9618
N 1,660 1,660 1,660

1) Variable definitions are listed in the discussions of
model(2).

2) === ** and * indicate the statistical significance at
the 1%, 5%, and 10% level, respectively.
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V. Conclusions
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