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Average profitability: pyramidal subsidiaries vs. stand-alones. "

Panel A: All pyramidal subsidiaries vs. all stand-alones

All pyramidal All stand-alones Difference  t-Statistics N (pyramidal N (stand-alones)
subsidiaries subsidiaries)
EBITDA/total assetp 48% 10.7% —59% —9.07 885 1,246
EBIT /total assets —04% 5.0% —54% —9.34 1,232 2,403
Panel B: Chaebol spibsidiaries vs. all stapd{alones
Chaebol subsidiafief ~ All stand-alones | Difference  t-Statistics N (chaebols) N (stand-alones)
EBITDA/total assetp 38% 10.7% —6.9% —743 220 1,246
EBIT /total assets 09% 5.0% —4.1% —498 247 2,403
Panel C: Non-chaepol subsidiaries vs. all sfand-alones
Non-chaebol All stand-alones | Difference  t-Statistics N (non-chaebols) N (stand-alones)
subsidiaries
EBITDA/total assetp 51% 10.7% —5.6% —7.79 665 1,246
EBIT /total assets —07% 5.0% —5.7% —9.09 985 2,403
Panel D: Chaebol qubsidiaries vs. non-chagbol subsidiaries
Chaebol subsidiajief  Non-chaebol Difference  t-Statistics N (chaebols) N (non-chaebols)
subsidiaries
EBITDA/total assetp 38% 51% —13% —1.36 220 665
EBIT /total assets 09% —0.7% 1.6% 1.84 247 985
Panel E: All pyramydal subsidiaries vs. Horjzontal group stand-Jlones
All pyramidal Horizontal groupy Difference  t-Statistics N (pyramidal N (honzontal
subsidiaries subsidiaries) group)
EBITDA/total assetp 48% 11.4% —6.7% —7.15 885 332
EBIT /total assets —04% 5.2% —5.6% —7.73 1,232 593

Soo Jin Kim*, Woojin Kim W‘ Dong Ryung Yang D Emerg. Mark. Rev. (2015), http://dx.doi.org/10.1016/j.ememar.2015.04.003
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// Profitability is linked to inside ownership

The profit gap! between group-affiliated firms, classified by ownership shares in 2015

Profitgap A Profitabllity by share of famlly? B. Profitablllty by share of afflllated firms Profit gap
5 -2
4
-1
3
2 0
1
- A
0 —

-1 -2
<10% 10-20% 20-30% 30-40% 40-50% 50-70% > 70% <10% 10-20% 20-30% 30-40% 40-50% 50-70% >70%
Ownership share Ownership share
1. The profit rate in individual firms minus the profit rate in the business group to which they belong. A positive number
thus means that a firm is more profitable than the business group.
2. The chief of the business group and children.
Source: Lee and Park (2016).
Z X1: OECD Economic Surveys, Korea, Achieving a new paradigm for inclusive growth, Sejong, 20 June 2018 14
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G20/OECD Principles of
Corporate Governance

F. Related-party transactions should be approved and conducted in a
manner that ensures proper management of conflict of interest and
protects the interest of the company and its shareholders.

1. Conflicts of interest inherent in related-party transactions
should be addressed.

The potential abuse of related party transactions 1s an important policy 1ssue
m all markets, but particularly 1 those where corporate ownership 1s
concentrated and corporate groups prevail. Banning these (ransactions is
normally not a solution as there 1s nothing wrong per se with entering into
transactions with related parties. provided that the conflicts of interest inherent
in those transactions are adequately addressed. including through proper
monitoring and disclosure. This is all the more important where significant

portions of income and/or costs arise from transactions with related parties.
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Reforming the large business groups

Among firms affiliated with business groups, the gap between the cash
flow rights and voting rights of the owner family - which allows them

to use their influence for their private benefit - is smaller for those
operating in competitive markets, as it discourages rent-seeking.

Since 2001, outside directors must account for more than half of the
board of directors in firms with assets of more than KRW 2 trillion.
However, dissenting votes are rare, especially when directors have
social links to the firm's management.

In the top four business groups, the owner-family’s share has fallen to 2.0%,
but they maintain control through shareholding among affiliated firms.

Cumulative voting was introduced in 1999, but most firms changed
their charters to prohibit it. Electronic voting, launched in 2010, is used
by over a third of listed firms.

The concentration of power and wealth in the business groups has led
to corruption based on their links to political leaders.

o Strengthen product market competition by relaxing barriers to
imports and inward foreign direct investment and liberalising
product market regulation.

o Reinforce the role of outside directors by enhancing the criteria for
independence, reducing the role of management in nominating
outside directors and requiring that outside directors comprise more
than half of the boards in all listed firms.

o Phase out existing circular shareholding by firms belonging to the
same business group.

¢ Make cumulative voting (which would allow minority shareholders
to elect directors) and electronic voting (which would help minority
shareholders to vote thelr shares) mandatory.

¢ Follow through on the government’s pledge to not grant presidential

pardons to business executives convicted of corruption.

= X: OECD Economic Surveys, Korea, June 2018
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