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Ownership—governance structure and corporate valne in

the Korean Chaebol

Ahn, Sang-Byong

Economics Graduate School of Business Administration,

Pukyvong National University

ABSTRACT

Owing to the centralization of capital, non-related industries'
diversification and vertical management, most of the Korea's great
financial conglomerates have formed great corporate groups.

After IMIF c¢risis in 1997, 'lHan-Bo Steel Corporate' had
collapsed as well as 'Dae-Woo Group”. That means a great
financial conglomerate can not exist forever no longer without a
sharp change.

Recently 1t 1s argued that many study cases of the
ownership—governance structure of the corporate has been
examined.

This paper meanly focused on how the separation between
the ownership and the voting right, making the top-ten great
financial conglomerates an object of empirical analysis, affect on a
corporate values.

Firstly, this paper will be examined on how the possession
ratio of large stockholders affect on a corporate values. In the
view of the agent problem, in case of the top-ten great financial

conglomerate after the IMF crisis, the interested problem between
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ownership  management and minority  shareholders  has  rised.
Therefore this paper 1s willing (o lest how such relationship
interested problems affect on a corporate values.

secondly, this paper is aimed at grasping that the separation
between the ownership and voting rights will affect on a corporate
values. In other words, the separation between the cash flows and
control rights have affected on a corporate values, and this paper
will analyze such a factual state by making the top-ten great
financial conglomerates and object of empirical test.

The following variables are used for empirical study: Tobin-g
ration as dependent variable, and the cash flows, voting rights,
advertising expenses, research and development expenditure, firm
size and debe ratio as control variables. And then this paper
analyzed the multiplier of voling rights according to the large
direct—-possession ratio and the large ownership rights using linear
model as well as non-linear model.

As a result, the effects of the corporate governance on a
corporate values and the separation of effects between the
ownership and the voting rights on a corporate values, adopting
the multiplier notion of the voting rights, have been founded as
two facts.

One of them, when adopting linear model in an effect of the
corporate governance on a corporate Values, the higher the
governance, the lower a corporate values. That means this result
do not support the managerial entrenchment hypothesis. But as we
can see In [Table 6] in non-linear model, it supports the
convergence of interest hypothesis from the fifth great financial

conglomerate to tenth great financial conglomerate showing U-form



relation.  lHowever the  other  great  financial  conglomerate
approaches to the managerial entrenchment hypothesis, From the
other four conglomerates, we  can know that the higher the
governance, the lower a corporate values.

The other one 1s that the higher separation between the
ownership and the voting rights, the lower a corporate values from
the top-four conglomerates. This result is equal to that of the
previous case studies. However new findings in this paper is that
the conglomerates from top-fifth to top—tenth is not statistically
significant but 1t shows us that the higher the separation between
the ownership and the voting rights, the lower a corporate values.

Therefore in  case of the four conglomerates, the
ownership-governance structure for a corporate values i1s very
estranged from such relationship. This approaches to the
managerial entrenchment hypothesis. There are several ways(the
total amount of investment restrict and the voting righls restrict)
to relieve the separation of the corporate's ownership-governance

structure.
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