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Financial Structure, Ownership, and Corporate Control

Sang-Yup Rhieu’, Kimoon Cheong”
Abstract

Ownership of an asset can be identified with the right to exercise "residual control”
where the contract is silent about decision rights, or with the right to receive any
“residual returns” that remain aftet contractual. obligations are fulfilled. Although the
concept of "ownership” seems reasonably clear in many of the cases, the concepts of
residual control and the residual returns that define ownership are actually ‘quite elusive.
For large corporations, there is really no single individual who owns both the residual-
returns and the residual control.

Despite the limited qualifications, ownership is. clearly the most. common and
effective meas to motivate people to create, maintain, and improve the value of assets.
In this paper, we try to clarify the relationships among financial structure, ownership,
and corporate control with the concept of ownership defined as the residual control and
the residual returns, ‘

Financial securities are not just claims to part of a firm’s net income. They give
the security holder certain rights. A careful matching of rights of control and returns
can create incentives that increase total value of the firms. In the corporate firms,
managers, lenders, and shareholders have different interests. And the financial structure
affects how different those interests are and what decisions management will make.
Managers are, in general, better informed than investors about the firm's prospects.
The financial decisions by managers may affect investors’ beliefs and, therefore, the
price of shares and the value of the firm.

* Professor, Department of Business Administration, Kangwon National University

** Professor, Department of Economics, Kangwon National University
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