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ABSTRACT

This paper examines a simultaneous determination of corporate control mechanisms, and
its effects on firm performance. The corporate control mechanisms considered include the
following; insider shareholding, institutional shareholding, the board of directors, dividend
policy, and capital structure. This paper applies a simultaneous equation methodology and
investigates the interdependence among the corporate control mechanisms. In the first part,
the paper finds that firm-level variations of control mechanisms are large across time
although average variations are relatively small. These variations are related to one another,
which is confirmed by Granger causality test based on dynamic panel autoregression model.
More specifically insider shareholding, institutional shareholding and outside director ratio
cause each other. With regard to interdependence among the control mechanisms, 2SLS(two
stage least squares) regression results show that insider shareholding and institutional
shareholding are substitutes while institutional shareholding acts as complements to the ratio
of outside members in the board of directors. Then in the second part, the paper examines
the relationship between firm performance and corporate governance. Firm performance,
measured by Tobin’s Q, has a positive association with leverage ratio while that has a
negative relation to outside director ratio. This suggests that there may be a room for
reforming corporate governance in Korea. Specifically it is necessary to enhance the
independence of the outside directors.
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(R 4 J|USHFAS HEE =X
(291 %)

52 A& A A 1999 2000 2001 2002 2003
IN<1% 24.77 20.45 23.35 26.73 26.57 26.73
1%<IN <10% 16.68 17.71 16.91 15.14 17.39 16.26
10%<IN <20% 20.48 20.61 20.45 20.29 19.32 21.74
20%<IN <30% 15.39 15.78 16.10 15.62 15.46 14.01
30%<IN <40% 12.17 12.56 11.76 12.40 11.76 12.40
40%<IN 10.50 12.88 11.43 9.82 9.50 8.86
%l 100 100 100 100 100 100
AL] o] AlB] & A A 1999 2000 2001 2002 2003
BOD <20% 68.21 88.08 69.57 69.40 58.13 55.88
20%<BOD <30% 19.74 8.53 18.68 19.00 26.41 26.09
30%<BOD <40% 7.54 242 8.21 7.09 8.86 11.11
40%<BOD 451 0.97 3.54 451 6.60 6.92
%l 100 100 100 100 100 100
7| HFEALA} A5 2 A 1999 2000 2001 2002 2003
INST <1% 41.87 35.27 47.02 54.59 34.14 38.33
1%<INST <5% 21.03 22.38 20.61 23.35 19.65 19.16
5%<INST <10% 14.20 16.75 11.92 9.82 16.91 15.62
10%<INST <20% 13.01 15.14 11.59 6.60 15.78 15.94
20%<INST 9.89 10.47 8.86 5.64 13.53 10.95
%l 100 100 100 100 100 100
S8 & A A 1999 2000 2001 2002 2003
DEBT <20% 5.35 2.09 3.70 5.64 6.44 8.86
20%<DEBT <40% 22.03 16.75 19.16 24.96 24.32 24.96
40%<DEBT <60% 35.59 40.10 37.20 32.37 35.27 33.01
60%<DEBT <80% 26.09 26.57 26.09 26.09 26.25 25.44
80%<DEBT 10.95 14.49 13.85 10.95 7.73 7.73
Al 100 100 100 100 100 100
Hj Z A 1999 2000 2001 2002 2003
DIV <0.1% 40.13 37.04 40.42 43.64 40.26 39.29
0.1%<DIV <0.2% 2.09 2.74 2.09 2.74 1.93 0.97
0.2%<DIV <0.3% 3.25 2.74 3.22 3.22 2.90 4.19
0.3%<DIV <0.4% 3.51 3.86 4.03 2.58 3.54 3.54
0.4%<DIV 51.01 53.62 50.24 47.83 51.37 52.01
%l 100 100 100 100 100 100

T AR 7 AN sjF7Idel AAshE Bl
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(E 5 J|USH YA Hat

(S91: %)
Y522k A& 1999 2000 2001 2002 2003
IN<1% 0.112 1.583 2.464 2.536 3.060
1%<IN<10% 5.499 8.193 6.927 7411 7.648
10%<IN <20% 14.828 14.489 14.476 14.647 14.536
20%<IN <30% 23.797 22.470 20.386 19.586 19.616
30%<IN <40% 34.843 31.878 29.881 29.808 29.106
50%<IN 54.679 43.290 40.881 39.102 36.962
ARe] o] A & 1999 2000 2001 2002 2003
BOD <20% 3.847 13.566 15.979 20.831 22.662
20%<BOD <30% 28.169 25.122 20.345 26.430 27.384
30%<BOD <40% 37.931 36.536 26.349 27.222 42.333
40%<BOD 48.773 44.921 47.778 42.163 44.508
7|1 FAA}L A 1999 2000 2001 2002 2003
INST<1% 0.239 2.392 2.709 5.102 5.427
1%<INST <5% 2.796 3.975 3.449 7.895 6.003
5%<INST <10% 7.120 5.562 2.933 6.700 7.502
10%<INST <20% 14.657 10.072 5.940 11.574 9.361
20%<INST 37.403 25.746 14.472 20311 16.071
FAu)& 1999 2000 2001 2002 2003
DEBT <20% 14.475 18.719 16.210 17.968 19.572
20%<DEBT <40% 32.088 32.412 30.641 32.016 33.037
40%<DEBT <60% 50.359 49.433 48.625 50.267 46.162
60%<DEBT <80% 68.372 67.166 65.566 62.517 60.418
80%<DEBT 116.083 109.652 89.601 70.132 61.693
UGS 1999 2000 2001 2002 2003
DIV <0.1% 0.0004 0.126 0.130 0.250 0.400
0.1%<DIV <0.2% 0.156 0.237 0.268 0.207 0.185
0.2%<DIV <0.3% 0.264 0.257 0.268 0.269 0.288
0.3%<DIV <0.4% 0.355 0.272 0.286 0.478 0.686
0.4%<DIV 1.404 1.150 1.089 1.262 1.205

T oARE 1999 V1E0E ERE V19ES] dxd HiEs v
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A7) WA AEE

WAF A Ee] )

A A 0~10% 10~20% | 20~30% | 30~40% >40%
AIN<-5% 11.59 2.75 11.38 17.65 14.95 32.84
5%<AIN <-1% 10.99 7.25 14.37 14.07 13.62 11.44
-1%<AIN <1% 58.98 72.16 52.30 45.57 55.48 42.07
1%<AIN <5% 10.19 7.45 14.37 13.04 10.30 8.49
5%< AIN 8.25 10.39 7.58 7.67 5.65 5.17
A 100 100 100 100 100 100

7 BER R} Ao A7) 71AFAA A&
ik A A 0~1% 1~5% 5~10% 10~20% >20%
AINST <-5% 15.54 0 0 27.03 4721 62.34
-5%<AINST<-1% 15.70 0 38.76 28.49 18.36 12.13
-1%<AINST<1% .15 73.73 27.90 18.31 10.16 8.79
1%<AINST <5% 11.51 11.86 13.86 12.79 9.18 5.86
5%<AINST 15.10 14.41 19.48 13.37 15.08 10.88
A 100 100 100 100 100 100

A7) FAHE

B AH]S-0] W3
FAES] st Z A 0~20% 20~40% 40~60% 60~80% >80%

ADEBT<-20% 5.88 0 1.13 1.78 3.37 34.93
220%<ADEBT <-10% 7.49 0 5.67 7.89 7.36 12.67
-10%<ADEBT <10% 77.54 86.49 85.26 82.44 80.98 37.33
10%<ADEBT <20% 4.75 8.11 435 5.11 445 3.77
20%<ADEBT 435 5.41 3.59 2.78 3.83 11.30
A 100 100 100 100 100 100
o s 7] vl
Hieel ws A A 0~0.1% | 0.1~02% | 0.2~0.3% | 0.3~0.4% >0.4%
ADIV <-0.1% 22.62 0 16.95 16.00 31.03 40.68
-0.1%<ADIV <-0.05% 451 0.10 1.69 12.00 8.05 7.45
-0.03%<ADIV <0.05% 4452 85.43 35.59 41.33 27.59 13.80
0.05%<ADIV=<0.1% 423 0.10 11.86 9.33 8.05 6.58
0.1%<ADIV 24.11 14.37 33.90 21.33 25.29 31.48
Al 100 100 100 100 100 100
o o] i 7] ARQ] el A&

ApElelE e} st A A 0~20% 20~30% 30~40% >40%
ABOD <-10% 8.01 2.60 15.74 30.30 32.99
-10%<ABOD <-5% 3.66 0.73 12.64 9.09 6.19
-5%<ABOD <5% 61.84 64.71 59.87 46.67 4433
5%<ABOD <10% 5.35 4.12 7.54 7.88 13.40
10%<ABOD 21.14 27.84 421 6.06 3.09

Al 100 100 100 100 100




148 | mmmams

/ 2006. 11

B 7> SHEA Hato| A+

ALN AINST ABOD ALEV ADIV
ALN 1
AINST -0.0157 1
ABOD 0.0084 0.0117 1
ALEV -0.0048 -0.0763 %% -0.0175 1
ADIV 0.0425%* 0.0622** 0.0078 -0.2027%** 1
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Holtz-Eakin, Newey, and Rosen(1988)«] s
MES S83t] BeE Y e
3] 7 5.3 (dynamic panel vector autoregres-
sion model) ‘st JAAAAE HA
gt

JAABAE HAA7] A%
=3 2ol AL

2 o

m+1 m+1

Y = g + ;cﬁyﬁ,ﬂr l;dﬁxﬁ,l + v
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A (Granger Causality)S AT 5
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16) 2} ()] =& AFE T4
B Hx9] 2 (1-9 AFE &
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7] 918k 2"H(identification)2] BRZAL 7= m+ 30|tf HEH 2]
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TEAS
AN NBEARL | ALS)olA}
WA A8 A% g A& LIS
Wi 27 12.693%* 6.695 2.306 6.609
(t-1) (0.013) (0.153) (0.680) (0.158)
7| BFAA} 12.269%* 7.983% 2.718 9.180*
A B (t-1) (0.0155) (0.092) (0.606) (0.057)
AF&] o) AF 7.770 12.231%* 2.670 3.155
H|&-(t-1) (0.1004) (0.016) (0.614) (0.532)
Fajvl& 6.224 5.734 6.606 8.648*
(t-1) (0.183) (0.220) (0.158) (0.071)
Hl o 4.053 1314 4973 2.468
(t-1) (0.399) (0.859) (0.290) (0.650)
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sol A% ReDE TAAET, AT £

7H=2] o 2(monitoring difficulties) 9] FYAS sl HEe FAF 2

FAeE HEEA 7IQEIADS 7 MES7HS Esth HH%% 9

) oIS AT BEHE A PIdel £oL8E A

=49 7FsAdo] JerEE 5o AL 735wl oA vl trolle 76-’]
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_ * k% kkk
F— 1.844 0.079 0.002 0.010
(0.947) (0.086) (0.001) (0.003)
7| FA A} 3,752k 4.528%%% 0.002 0.079*
A& (0.985) (0.979) (0.002) (0.046)
AFJ o] A} -0.085 4.131%* 0.001 -0.004
H|-& (0.139) (1.763) (0.002) (0.005)
21.865%** 7413 -6.124 -0.904
H 18
A& (6.701) (10.539) (8.472) (0.782)
16.814%%x -5.838 0.110 -0.504%%5
L
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ARQ] o] A& 2.116%*
(t-1) (0.933)
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(t-1) (0.601)
o 0.001 -0.0001 -0.0003
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(1.442) (1.370) (0.388) (0.060)
-79.866 -0.454
R&D (81.409) (1.153)
i 2314 1.035
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0.042 0.092%%*
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e (0.421)
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Hﬁo ]’E‘ (0.074)
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E X
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=k (5.297) (13.052) (1.984) (0.058) (0.175)
-1.612 -3.879 0.372 -0.028 -0.126%**
AT ]
(2.792) (4.041) (1.111) (0.036) (0.089)
Axrin]
23 o o @) 0 o @)
A=A 2,484 2,484 2,484 2,484 2,484
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26) 7199 ERl Q& ARE3St 83t ® Ade depAR] gtk
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28) 717HIsE A ARAGR AR Aol
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0.001 0.001 20.0013" | -0.0012"
A o] AH]-S
FefolArHl & (0.001) (0.001) (0.0006) (0.0006)
. 0.685" 0.685" 0.768"" 0.767"
)=} H )
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(t-1) (0.001) (0.002) (0.0009) (0.002)
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TRERARE AR 6o (0.0012) (0.0007) | (0.0007)
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Y52 & 0.001 0.006" 0.001 0.004"
(t-1) (0.001) (0.002) (0.001) (0.002)
WA A& -0.00008" -0.00005"
(t-1)* (0.000) (0.000)
71 AFAA} AR 0.0002 0.0003 -0.0003 -0.0003
(t-1) (0.0009) (0.0009) (0.0007) (0.0007)
ARQ] o] AT & 0.0008 0.001 0.0004 0.0004
(t-1) (0.0007) (0.001) (0.0006) (0.0006)
_ 0.1197" 0.118™ 0.094"" 0.0927"
B8-S (1-
FAE (1) (0.033) (0.033) (0.028) (0.027)
0.010 0.011 0.018" 0.019”
Tht.
A1) (0.010) (0.010) (0.009) (0.009)
Nl 0375 0384 -0.392"" 204047 | 203717 03737
HT (0.043) (0.043) (0.036) (0.036) (0.0309) (0.030)
= 0.336 0.332 0.082 0.094 0.103 0.109
a (0.239) (0.239) (0.163) (0.163) (0.137) (0.137)
R&D 0214 0.201 0.761 0.774 12327 1.238"
(0.895) (0.895) (0.612) (0.611) (0.514) (0.513)
9 oo -0.548 -0.605 -1.139 -1.160 -0.622 -0.621
° (1.550) (1.550) (1.120) (1.118) (0.940) (0.939)
030309 = -1355 -1354 -0.018 -0.024 -0.117 -0.122
SHLT (0.473) (0.473) (0.367) (0.366) (0.307) (0.307)
0.113 0.116 0.050 0.052 0.071 0.071
AR
AEEEE | oony (0.091) (0.151) (0.150) (0.126) (0.126)
BEx) 4 3,105 3,105 2,484 2,484 2,484 2,484
N(T) 621(5) 621(5) 621(4) 621(4) 621(4) 621(4)
R-square 0.0198 0.0198 0.0243 0.0230 0.0485 0.0468
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