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ABSTRACT 

 
The top 10 soybean destination markets accounted for 90% of 
global soybean trade in 2010. Four of the top 10 destination 
markets are located in East Asia, including China, Japan, and 
South Korea. These countries imported about 70% of global 
soybean exports. Soybeans are a major share of U.S. agricultural 
product exports. This study provides an overview of the 
international soybean market. Then it estimates future soybean 
import demand for China, Japan, and South Korea. Results 
indicate that China’s soybean import demand will increase faster 
than demand in Japan and South Korea. Korean and Japanese 
buyers currently are willing to pay a premium for food-grade 
soybeans, the China market for these high-quality soybeans may 
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grow faster than the demand for them in Japan and South Korea 
as well. It is expected that as Chinese income increases, 
consumers there may experience more concern about their health, 
increasing their willingness to pay premiums for high quality 
food-grade soybeans. 
 
Keywords:  Soybeans, Demand Forecasting 

  

 

INTRODUCTION 

 

Fast-growing economies of developing countries, particularly in 

Asia, increases demand for soybeans. Soybeans are used for a 

variety of purposes, such as soy meal for feeding livestock, cooking 

oil, and biodiesel production. Because East Asian Countries have 

reduced soybean plantings, resulting in less production, these 

countries must increase soybean imports. The world’s top 10 

soybean importers account for about 90% of the international 

soybean market. East Asian countries hold four of the top ten 

destination markets. The top four countries, including China, 

Japan, Taiwan, Republic of Korea (South Korea) by descending 

order, import about 70% of international soybean trade (Figure 1). 

The world’s largest soybean purchaser was the European 

Union (EU) in 1997. However, China’s crushing capacity has 

grown rapidly so that it now imports more than twice the amount 

of soybeans as the EU (United Nations, 2013). Mexico and Japan are 

the third and the fourth largest soybean importing countries, 

respectively.  

This study examines the soybean import demands for China, 

Japan, and South Korea in an effort to forecast future demand. 

The soybean demand for food use is also discussed to estimate how 

large the opportunities for U.S. exporters may be. Because of a 
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lack of data for food-grade soybean imports, total import and 

soybean use for human consumption data are used instead. 

Historical annual data that refers to the U.S. soybean price, GDP, 

GDP per capita, household consumption, domestic soybean use 

and production, and population, covering 1971 to 2010 is analysed 

in this study. 

 

 
Note: Predicted volume for 2012-2013 

 

Figure 1. Top 10 Soybean Importers (U.S. Department of Agriculture, 

9/12/2013). 

 

 

The objective is to forecast the import demand based on the 

seven years from 2011 to 2017 for the three countries. This paper 

investigates the potential demand of soybeans for U.S. from three 

major markets of South Korea, China, and Japan.  
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LITERATURE REVIEW 

 

It is obvious that the price of imports and income elasticity can 

have a large impact on the effectiveness of international policy. 

Therefore, economists, researchers, and policy makers have tried 

to investigate trade relationships. Goldstein & Khan (1985) 

proposed that international trade relationships are exposed to 

change over the periods because of economic development, 

changes in international trade policies or exchange rates, which 

can affect demand and supply relationships. Trade relationships 

are not very steady over time because of variables such as price of 

soybeans, GDP, income, and government policy.  

 Houthakker & Magee (1969) stated that while there is 

special attention focused on price elasticity in international trade, 

it has been understood that income elasticity is important as well, 

especially in developing countries. Consequently, Chacholiades 

(1978) asserted that trade balance moves over time relying 

strongly on a country’s income elasticity for import demand and 

on the rest of the world’s income elasticity relative to that 

country’s export demand. In a two-country model, although the 

prices and the income growth are constant in both countries, trade 

balance between them still changes over time because the 

respective income elasticity of each country’s demand is different. 

 Khan (1974) proposed that price is a variable that has 

significant effect on import demand in developing countries. The 

estimated elasticity of prices increases to much higher levels than 

is generally assumed to be in the case in developing countries. In 

addition, the estimates in Khan (1974) are justified when annual 

data are adopted. Yasser et al. (2014) found that the price of 

soybean was significant for China and E.U. 

 Bahmani and Oskooee (1986) estimated import and export 

demand functions using a sample of developing countries. They 
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argued that both exchange rate and income have significant 

effects on imports in Brazil, Israel, and Greece. However, income 

and relative prices are major determinants of import demand in 

South Korea, Thailand, and South Africa. This study also shows 

that international trade is more sensitive to changes in relative 

prices rather than to changes in exchange rates.   

 Tokarick (2010) stated that import demand elasticity can be 

estimated by production theory. For instance, the derivative of 

GDP functions related to an output price derives the supply 

function by adoption of Hotelling’s lemma. It was also found, (Kee, 

et al., 2008) that the demand function can be derived similarly. 

Kohli (1991) used the GDP function approach to evaluate 

elasticity. In the study, imports can be assumed as to be an 

intermediate input because imports arise from the production 

sector such as retail services and the wholesale market.  

 Masuda & Goldsmith (2009) predicted world soybean 

production will increase 2.2% annually until 2030 using an 

exponential smoothing model. Yamaura (2011) analysed the 

market power of Japanese non-GMO soybean importers and U.S. 

exporters. Song (2009) researched the market power of China’s 

soybean import market.  

 However, there was no research for future import demands 

for China, Japan, and South Korea, which are major customers of 

the U.S. exporters. This paper will analyse import demand for 

these three countries and forecast their import demand for the 

next seven years. The U.S. Department of Agriculture’s Soybean 

Baseline (U.S. Department of Agriculture, 2009) provides 10-year 

projections for soybean supply through 2018 but only focuses on 

U.S. agriculture. The Food and Agricultural Policy Research 

Institute (2011) provided projections for international soybean 

imports for the three countries. 
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 This three-country model will help U.S. exporters make 

marketing decisions and provide an outlook for the international 

soybean market. 

 

SOYBEANS MARKET: AN INTRODUCTION 

 

Soybean Use 
 Soybeans are used for oil, human food, and ethanol, but are 

mostly crushed into meal for animal feed production. The general 

products from soybeans are meal, oil, and waste and hull at rates 

of 79%, 18.5%, and 2.5%, respectively. Intact soybeans are 

generally used for food products such as roasted soy nuts, soy milk, 

and protein bars (HighQuest Partners and Soyatech, LLC, 2008). 

 Oil is the major product produced from soybeans for human 

consumption. Soybean oil is also used for other edible products, 

such as mayonnaise, shortening, and margarine. Furthermore, the 

soybeans are also used for pharmaceutical products, such as 

vitamin E and antioxidants, and in industrial applications, such 

as paints, lubricants, and varnishes. The rapid growth of the 

biodiesel industry has increased demand for soybean oil. 

 Soybean meal is a major source of animal feed because of its 

high-protein content. Animal feed made of soybeans is used for 

cattle, fish, and pets. Soybeans also produce soy protein, soy 

isolates, soy flour, and soy concentrates.  Soybeans have special 

characteristics for food and industrial processing including 

forming, emulsification, and water-holding capacity (U.S. Soybean 

Export Council, 2006). 

 

IMPORT DEMAND FORECAST 

 

This study focuses on import demand analysis, which is based on 

demand theory. 
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 Import Demand Model 
Generally, the import demand model contains import 

demand quantity, as  a dependent variable, and import price and 

income (GDP), as independent variables. The effectiveness of 

government trade policy relies heavily on the extent of these 

variables’ elasticity. Many economists pointed out that import 

demand is a function of relative prices and income (Murray & 

Ginman, 1976; Goldstein & Khan, 1985; Hooper & Marquez, 1995). 

Because import demand elasticity is important in trade 

theory, many economists have given serious attention to 

estimating it. Like other demand models, the import demand 

model also has a conceptual relationship where quantity demand 

and price are assumed to be inverse (Murray & Ginman, 1976).  

The import demand equation can be calculated by 

subtracting domestic production from domestic demand. Figure 2 

explains the domestic demand and supply curves for soybeans. 

The domestic equilibrium price of soybeans is P* and quantity is 

Q*. If world soybean prices, Pw, are less than the domestic price, 

P*, then consumers would prefer to buy imported soybeans, which 

increases import demand for soybeans. While the quantity of 

domestic producers’ supply will drop to Q2, soybean demand 

increases to Q1. The amount of Q1 – Q2 is needed for domestic 

consumption, which would be imported from the international 

market. As a result, the market equilibrium moves from E0 to E1 

(Nicholson & Snyder, 2011). 

  Import demand over time,   , is derived by subtracting 

domestic supply,    , from domestic demand,    , in the given 

variable of income or activity, X and Z. This can be represented as 

           ,            , and             . Then, we can 

derive the following equation:                     , which can 

be specified as              . 
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The ordinary least squares (OLS) method is used 

extensively in regression analysis because it is intuitively 

appealing and mathematically much simpler than other methods. 

OLS has very attractive statistical properties, making it one of 

the most powerful methods of regression analysis (1).  

Yi = β1 + β2X2i + β3X3i + · · · + βkXki + ui                      (1) 

In this case, Y is the dependent variable, Xk is the 

explanatory variable, u is the stochastic disturbance term, and i 
is the i th observation. In Eq. (1) β1 is the intercept term and βk  is 

the partial regression coefficient.  

 

 

 
Figure 2. Import Demand and Supply. 

 

 

By using OLS, empirical model for soybean import demand 

in the given country, i and time t can be expressed as follows: 
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where,  

     
        = Soybean import demand (metric tons) 

  
          = World soybean price (local currency per metric 

tons) 

    
     = Exchange rate (local currency per to USD) 

    
     = GDP per capita (USD) 

    
    = WTO participation (dummy variable) 

 

A greater world soybean price and exchange rate would 

reduce demand and the quantity of imports (Zhang, 2010). A 

greater GDP per capita would increase demand for oil and meat 

for human consumption, which, in turn, results in increased 

import demand for soybeans. When the exchange rate is higher 

than usual, soybean import prices will increase with respect to 

the local currency. Therefore, import demand for soybean will 

decrease (Zhang, 2010). 

 

Data Description 
The data used are the 20 years of annual data from 1991 to 

2010 for China. Forty years of annual data from 1971 to 2010 are 

used for Japan and South Korea. Soybean import demand data 

for China, Japan, and South Korea are provided by (United 

Nations, 2013). World soybean price and GDP per capita is 

provided by the World Bank (2013). The countries’ participation 

in the WTO is the dummy variable. The forecast of world soybean 

prices is provided by World Bank (2013). GDP per capita forecast 

data are from the International Monetary Fund (2012). This 

paper concentrates on estimating import demand for seven years 

as well as how import demand forecasts compare with forecasts 

for soybean use in foods in China, Japan, and South Korea. 
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Empirical Results 
Because this study uses time series data, it might have 

autocorrelation or heteroscedasticity. When the scatter of the 

errors is different, varying depending on the value of one or more 

of the independent variables, the error terms are heteroscedastic. 

The presence of heteroscedasticity can cause misleading 

conclusions that make the OLS estimators inefficient. 

Autocorrelation, a relationship between values separated from 

each other by a given time lag, can violate the ordinary least 

squares’ assumption so that the OLS estimators are inefficient 

(Gujarati & Porter, 2009). Thus, this study includes the Durbin-

Watson (DW) test to evaluate the autocorrelation. It tests the null 

hypothesis (H0) against the alternative hypothesis (H1) as follows: 

 
H0 = the errors are uncorrelated 

H1 = the errors are correlated. 

 

Also, autoregressive conditional Heteroscedasticity (ARCH) 

test is included to evaluate a potential heteroscedasticity. It tests 

the null hypothesis (H0) against the alternative hypothesis (H1) 

as follows: 

 
H0 = Series of residuals exhibits no conditional heteroscedasticity  

H1 = Series of residuals exhibits conditional heteroscedasticity 

 

 A methodology to test for the lag length of ARCH errors 

using the Lagrange multiplier test was proposed by Engle (Engle, 

1982). DW tests indicated that the errors are correlated which 

means it rejects the null hypothesis in the Korean and Japanese 

model. The DW test results are presented in Table 1. The ARCH 

tests show that it cannot reject the null hypothesis and that there 

is no heteroscedasticity for any model (Table 2). 
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Table 1. Durbin-Watson Statistics 

Country DW Pr < DW Pr > DW 

China 1.6584 0.0596 0.9404 

Japan 1.0227 <.0001 1.0000 

South Korea 1.3954 <.0001 1.0000 
 
 

In the results, the t‒value determines whether the null 

hypothesis should be rejected or not. If the null hypothesis is 

rejected, the regression coefficient is statistically different from 

zero which means the independent variable has an effect on 

dependent variable. 

 
 

Table 2. ARCH Test  

Country Q Pr > Q LM
1)

 Pr > LM 

China 1.8570 0.1730 1.5962 0.2064 

Japan 0.4637 0.4959 0.2423 0.6225 

South Korea 1.6803 0.1949 1.3440 0.2463 
1)

LM: Lagrange multiplier 
 

 

In China, the coefficient of GDP per capita has a positive 

effect on import demand and it is significant, which is to be 

expected (Table 3). Because per capita GDP is another way of 

measuring income, as income increases, demand for livestock also 

increases, which boosts soybean demand for feed (Yasser et al., 

2014).  

Soybean price has a negative effect on import demand, 

consequently higher world soybean prices reduces import demand 

from China. WTO participation is marginally significant and has 

a positive effect on import demand. Exchange rate is not 

significant, indicating that it has no effect on the import demand. 
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R2 is 0.966 indicating that 96.6% of the variation in dependent 

variable is explained by the independent variables. Table 3 shows 

the analysis of Chinese import demand. 

 
 

Table 3. Chinese Soybean Demand Analysis 

Variable Parameter Estimate Standard Error t Value Pr > |t| 

Intercept 7.68577 4.22625 1.82 0.0890 

    
  -0.93024 0.46894 -1.98 0.0659 

      
  0.53054 0.73004 0.73 0.4786 

      
  2.07825 0.23649 8.79 <.0001 

    
  0.35100 0.23613 1.49 0.1579 

R
2
 0. 9661  Number of observations     20 

 

 

 In Japan, the coefficient of the soybean price is negative 

and is marginally significant (Table 4). The coefficient of the year 

square is slightly negative. The exchange rate, WTO participation, 

and per capita GDP are positively related to import demand and 

are significant. R2 is 0.7528 indicating that 75.3% of the variation 

in dependent variable is explained by the independent variables.  

In South Korea, the soybean price in local currency and 

WTO participation indicate negative impact (Table 5). The 1997 

Asian financial crisis may negatively affect the variable of WTO 

participation from 1995 onward. The per capita GDP and the 

exchange rate positively influence soybean imports in South 

Korea. R2 is 0.851 indicating that 85.1% of the variation in 

dependent variable is explained by the independent variables. 
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Table 4. Japanese Soybean Demand Analysis 

Variable Parameter Estimate Standard Error t-Value Pr > |t| 

Intercept 8.19869 2.57571 3.18 0.0031 

    
 
 -0.12578 0.07765 -1.62 0.1145 

      
 
 0.20554 0.11497 1.79 0.0827 

      
 
 0.74204 0.19491 3.81 0.0006 

    
 
 0.09780 0.05195 1.88 0.0683 

         
 
 -0.00043582 0.00009419 -4.63 <.0001 

R
2
 0.7528 Number of observations  40 

 

 
 

Import Forecast 
Import forecasts are estimated based on the import models 

based on empirical results and forecast data, which have the 

same metric values. The forecast of world soybean prices is 

provided by the World Bank (World Bank, 2013). Per capita GDP 

forecast data are from the International Monetary Fund 

(International Monetary Fund, 2012). Increasing automation-
Scenarios and processes, if automated improve efficiency and 
productivity across. 

 
 

Table 5. Korean Soybean Demand Analysis 

Variable Parameter Estimate Standard Error t-Value Pr > |t| 

Intercept 8.82977 5.96193 1.48 0.1475 

    
  -1.32051 0.33243 -3.97 0.0003 

      
  1.22486 0.67199 1.82 0.0769 

      
  1.50936 0.26154 5.77 <.0001 

    
  -0.72059 0.30872 -2.33 0.0255 

R
2
 0.8511 Number of Observations   40 
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Based on the expected independent variables, there a large 

increase in Chinese demand of about 81% is expected, from 

57,005,718 MT in 2010 to 103,306,496 MT in 2017 (Figure 3).  

 
 

 

 
Figure 3. Soybean Import Forecast for China.  

 

 

Japan’s soybean imports are expected to decrease from 

3,455,633 MT in 2010 to 3,009,031 MT in 2017 (Figure 4). South 

Korea’s demand for soybean imports is expected to increase from 

1,225,886 MT in 2010 to 1,570,121 MT in 2017 (Figure 5).  

China’s soybean demand for food use is also likely to 

increase significantly in the near future. Figure 6 shows the 

forecast for Chinese imports of soybeans for food use. 
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Figure 4. Soybean Import Forecast for Japan. 

 
 

The Japanese and Korean soybean markets appear to be 

less appealing based upon the forecast. However, food-grade 

soybean importers in Japan and South Korea are more willing to 

pay premium prices for soybeans for human consumption. The 

use of soybeans for foods in South Korea and Japan is expected to 

be comparatively higher than other countries (Figure 6). Figure 7 

shows the ratio of the food-use to the total-use of soybeans. 
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Figure 5. Soybean Import Forecast for South Korea. 

 

 

 
Figure 6. Forecast of Soybeans for Food Use.  
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Figure 7. Soybeans for Food Use to Total-Use Ratio. 
 

CONCLUSION 

 

This paper estimated future soybean import demands from South 

Korea, China, and Japan and examined the major determinants 

of import demand. 

 Our results indicate that China’s soybean import demand 

will increase remarkably compared to import demand in Japan 

and South Korea as China’s GDP growth continuously increases 

in the future. This suggests that U.S. soybean exporters should 

attempt to expand their share of the Chinese soybean market due 
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to increasing income and urbanization. However, U.S. exporters, 

in addition to others in the food soybean industry, currently 

export a large amount of soybeans to Japan and South Korea 

because the buyers from those countries are willing to pay higher 

premiums on food-grade soybeans that have met their 

requirements. Thus, U.S. soybean exporters will want to continue 

selling their soybeans to Japanese and South Korean soybean 

markets. To increase U.S. market in Japan and South Korea, the 

U.S. exporters should emphasize the non-GMO soybeans for the 

potential market since ,for example, South Koreans are more 

concerned about the risk of GMO potential (Kim, 2012). South 

Korea market is also sensitive to the price of soybeans and 

exchange rate, while China and Japan are not sensitive to the 

price. Thus, the U.S. soybean exporters should try to control the 

production cost and transportation cost to be competitive in the 

South Korean market.  

 Results from this study must be used with caution because 

there are omitted variables. This study includes data from 1971 

to 2010. This data has not been updated for recent years. 

Therefore, the forecasts may be less accurate than more up-to-

date forecasts. We recommend further research with updated 

data and using non-GMO soybean data specifically so that the 

study results actually reflect food-grade import demands. 
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ABSTRACT 

 

Using a one factor model, this paperwork estimates the impacts of 
the size of firms’ competitors in the hardware industry on the 
market risk level, measured by equity and asset beta,  of 22 listed 
companies in this category. This study identified that the risk 
dispersion level in this sample study could be minimized in case 
the competitor size doubles (measured by equity beta var of 0,678). 
Beside, the empirical research findings show us that asset beta 
min value decreases from 0,054 to 0,030 when the size of 
competitor doubles. Last but not least, most of beta values are 
acceptable. Ultimately, this paper illustrates calculated results 
that might give proper recommendations to relevant governments 
and institutions in re-evaluating their policies during and after 
the financial crisis 2007-2011. 
 

Keywords: risk management, competitive firm size, market risk, asset and 

equity beta, hardware industry. 
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INTRODUCTION 

 

Studies reveal that competition has affected business risk and 

return. Eugen F., and French, Kenneth R., (2004) also indicated in 

the three factor model that “value” and “size” are significant 

components which can affect stock returns. They also mentioned 

that a stock’s return not only depends on a market beta, but also 

on market capitalization bata. The market bata is used in the 

three factor model, developed by Fama and French, which is the 

successor to the CAPM model by Sharpe, Treynor and Lintner. 

Pagano and Mao (2007) stated that an intermediated market can 

therefore remain viable in the face of competition from a possibly 

faster, non-intermediated market as long as the specialist can 

generate revenue for the above services that covers his/her costs 

associated with asymmetric information, order processing, and 

inventory management. As Luis E. Peirero (2010) pointed, the 

task of estimating cost of equity in emerging market is more 

difficult because of problems such as collecting data in short 

periods. 

Together with financial system development and the 

economic growth, throughout many recent years, Viet Nam 

hardware industry is considered as one of active economic sectors, 

which has some positive effects for the economy. Additionally, 

financial risk and reactions has become an issue after the global 

crisis 2007-2009 which has some certain impacts on the whole 

Viet Nam economy, and specifically, the Viet Nam hardware 

industry. Hence, this research paper analyzes market risk under a 

one factor model of these listed firms during this period. The 

purpose of this study is to find out how much market risk for this 

industry in changing contexts of competitors. For the estimating 

of impacts of a one factor model: the size of competitor on beta for 
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listed hardware industry companies in Viet Nam stock exchange, 

research issues will be mentioned as following: 

 

Issue 1: Whether the risk level of hardware industry firms under the 
different changing scenarios of the size of competitor increase or decrease 
so much. 
 

Issue 2: Whether the disperse distribution of beta values become large in 
the different changing scenarios of the size of competitor in the hardware 
industry. 

 

Therefore, this paperwork will explain not only the 

relationship between risk and competitor size, but also presents 

how much risk for the hardware industry in each competitor 

scenario. It finds out competition or competitor size definitely has 

certan effects on market risk of listed hardware firms. 

This paper is organized as follow. The research issues and 

literature review will be covered in next sessions 2 and 3, for a 

short summary. Then, methodology and conceptual theories are 

introduced in session 4 and 5. Session 6 describes the data in 

empirical analysis. Session 7 presents empirical results and 

findings.  Next, session 8 covers the analytical results. Then, 

session 9 will conclude with some policy suggestions. This paper 

also supports readers with references, exhibits and relevant web 

sources. 

 

LITERATURE REVIEW 

 

Kim et all (2002) noted that the nature of competitive interaction 

in an industry is important in assessing the effect of corporate 

product strategies on shareholder value. Jimenez et all (2005) 

pointed As market power is the primary source of franchise value, 
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reduced competition in banking markets has been seen as 

promoting banking stability.  

Umar (2011) found that firms which maintain good 

governance structures have leverage ratios that are higher (forty-

seven percent) than those of firms with poor governance 

mechanisms per unit of profit. Daly and Hanh Phan (2013) 

investigated the competitive structure of the banking industries in 

five emerging Asian countries including Viet Nam and showed 

that the global financial crisis affected dramatically the 

competition of banking system in emerging Asian countries.  

Chen et all (2013) supported regulators' suspicions that 

over-reliance on short-term funding and insufficient collateral 

compounded the effects of dangerously high leverage and resulted 

in undercapitalization and excessive risk exposure for Lehman 

Brothers. The model reinforces the importance of the relationship 

between capital structure and risk management. Then, Alcock et 

all (2013) found evidence that leverage cannot be viewed as a 

long-term strategy to enhance performance, but in the short term, 

managers do seem to add significantly to fund excess returns by 

effectively timing leverage choices to the expected future market 

environment. And Gunaratha (2013) revealed that in different 

industries in Sri Lanka, the degree of financial leverage has a 

significant positive correlation with financial risk. 

 

CONCEPTUAL THEORIES 

 

The Impact of Competition or The Size of Competitor On The 
Economy And Business 
In a competitive hardware market, there are many firms offering 

the similar products and services and this helps customers select a 

variety of qualified goods that meet their demand. Competitors 

could affect price and customer service policies; hence, affect 
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revenues and profits of a typical company. Sources of competition 

include, but not limit to, training. Increasing training can help 

competition raising productivity. Different kinds of market 

contain various types of risks. And different organizational 

structure can offer various competition degree. 

 

Methodology 
In this study, analytical research method is used, philosophical 

method is used and especially, scenario analysis method is used. 

Analytical data is from the situation of listed hardware material 

industry firms in VN stock exchange and applied current tax rate 

is 25%.  

Risk here is assumed understood as fluctuations and 

volatility of beta which is sometimes higher than 1 or more or 

lower than that. We use historical and real data on the HNX and 

HOSE stock exchange in the period 2007-2011 for estimating risk. 

This is a part of our quantitative analysis method used combined 

with financial analytical method. 

Scenario analysis method is applied in three (3) cases of 

changing size of competitors under changing competitive strategy. 

We estimate how much risk in case the firm selects competitor 

with doubling size, smaller size and approximate size. And beta 

results can be used for CAPM model to estimate WACC or cost of 

capital if readers want to go to further steps. In later sessions, we 

will explain the relationship between competitor size and beta. 

When we mention the competitor selecting strategy, we stand 

from the point of view of firm management, although the 

calculated results can be used for various stakeholders including 

investors.  
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In the below table  1, 2, 3 and others, the symbols such as  

“VTC” will represent for stock code of each listed firm on the stock 

exchange.  

Finally, we use the results to suggest policy for both these 

enterprises, relevant organizations and government.Figure 1. 

Effect of Individual Differences and General Attitude Toward 

Change 

 

GENERAL DATA ANALYSIS 

The research sample has total 22 listed firms in the 

hardware industry market with the live data from the stock 

exchange. 

Firstly, we estimate equity and asset beta values of these 

firms, as well as the risk dispersion. Secondly, we change the 

competitor size from aprroxiamte size to doubling size and slightly 

smaller size to see the sensitivity of beta values. We figure out 

that in 3 cases, asset beta mean values are estimated at 0,441, 

0,393 and 0,430 which are negatively correlated with the size of 

competitors. Also in 3 scenarios, we find out equity beta mean 

values (0,748, 0,678 and 0,728) are also negatively correlated with 

the competitive firm size. Various competitors selected definitely 

have certain effects on asset and equity beta values.  

 

Empirical Research Findings and Discussion 
In the below section, data used are from total 22 listed hardware 

industry companies on VN stock exchange (HOSE and HNX 

mainly). In the scenario 1, current financial leverage degree is 

kept as in the 2011 financial statements which is used to calculate 

market risk (beta) whereas competitor size is kept as current, 

then changed from double size to slightly smaller size. Then, two 

(2) FL scenarios are changed up to 30% and down to 20%, 
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compared to the current FL degree. In short, the below table 1 

shows three scenarios used for analyzing the risk level of these 

listed firms. Market risk (beta) under the impact of tax rate, 

includes: 1) equity beta; and 2) asset beta.  

 
 

Table 1. Analyzing market risk under three (3) scenarios (Made by Author) 

 FL as current 

Competitor size as current Scenario 1 

Competitor size slightly smaller Scenario 2 

Competitor size double Scenario 3 

 

 

A. Scenario 1: current financial leverage and competitor size kept 

as current 

In this case, all beta values of 22 listed firms on VN 

hardware industry market as following: 

 

 
Table 2. Market risk of listed companies on VN hardware industry market 

under one factor model (case 1)  (source: VN stock exchange 2012) 

Order 
No. 

Company 
stock 
code 

Equity 
beta  

Asset beta 
(assume debt 

beta = 0) Note 

Financial 
leverage 

(F.S reports) 

1 CMT  0,665 0,326   51,1% 

2 SVT  0,860 0,651 
TLC as 
comparable 24,2% 

3 VIE  0,283 0,054 
UNI as 
comparable 81,0% 

4 HPT  0,238 0,063 TST as 73,7% 

http://hsc.com.vn/hscportal/corporate/view.do?id=834
http://hsc.com.vn/hscportal/corporate/view.do?id=1194
http://hsc.com.vn/hscportal/corporate/view.do?id=1100
http://hsc.com.vn/hscportal/corporate/view.do?id=915
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comparable 

5 NIS  0,347 0,165 
VTC as 
comparable 52,5% 

6 TST  0,739 0,236   68,1% 

7 ST8  0,891 0,682   23,5% 

8 TAG  0,632 0,411   35,0% 

9 POT  1,046 0,533   49,0% 

10 CKV  0,604 0,221   63,5% 

11 ONE  0,551 0,217 
UNI as 
comparable 60,6% 

12 PMT  1,234 1,056   14,4% 

13 SMT  0,934 0,654 
PMT as 
comparable 30,0% 

14 UNI  1,186 0,732   38,3% 

15 TLC  1,066 0,770   27,8% 

16 KST  0,679 0,386 
TLC as 
comparable 43,1% 

17 VAT  1,028 0,485   52,8% 

18 VTC  0,635 0,431   32,2% 

19 ELC  0,200 0,100 
ITD as 
comparable 50,0% 

20 SAM  1,191 1,069   10,2% 

21 LTC  1,102 0,329   70,2% 

22 ITD 0,351 0,132   62,5% 

    Average 46,1% 

 

 

 

 

 

 

http://hsc.com.vn/hscportal/corporate/view.do?id=990
http://hsc.com.vn/hscportal/corporate/view.do?id=499
http://hsc.com.vn/hscportal/corporate/view.do?id=380
http://hsc.com.vn/hscportal/corporate/view.do?id=808
http://hsc.com.vn/hscportal/corporate/view.do?id=495
http://hsc.com.vn/hscportal/corporate/view.do?id=836
http://hsc.com.vn/hscportal/corporate/view.do?id=522
http://hsc.com.vn/hscportal/corporate/view.do?id=952
http://hsc.com.vn/hscportal/corporate/view.do?id=960
http://hsc.com.vn/hscportal/corporate/view.do?id=321
http://hsc.com.vn/hscportal/corporate/view.do?id=473
http://hsc.com.vn/hscportal/corporate/view.do?id=1055
http://hsc.com.vn/hscportal/corporate/view.do?id=1046
http://hsc.com.vn/hscportal/corporate/view.do?id=408
http://hsc.com.vn/hscportal/corporate/view.do?id=1011
http://hsc.com.vn/hscportal/corporate/view.do?id=325
http://hsc.com.vn/hscportal/corporate/view.do?id=476
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B. Scenario 2: competitor size double 

All beta values of total 22 listed firms on VN hardware industry 

market as below: 

 
Table 3. Market risks of listed hardware industry firms under one factor 

model (case 2) (source: VN stock exchange 2012) 

Order 
No. 

Company stock 
code 

Equity 
beta  

Asset beta 
(assume debt 

beta = 0) Note 

1 CMT  0,665 0,326   

2 SVT  0,212 0,161 VIE as comparable 

3 VIE  0,263 0,050 LTC as comparable 

4 HPT  0,113 0,030 ITD as comparable 

5 NIS  0,487 0,231 ST8 as comparable 

6 TST  0,739 0,236   

7 ST8  0,891 0,682   

8 TAG  0,632 0,411   

9 POT  1,046 0,533   

10 CKV  0,604 0,221   

11 ONE  0,294 0,116 TAG as comparable 

12 PMT  1,191 1,019   

13 SMT  0,369 0,258 NIS as comparable 

14 UNI  1,186 0,732   

15 TLC  1,066 0,770   

16 KST  0,168 0,095 VIE as comparable 

17 VAT  1,168 0,551   

18 VTC  0,635 0,431   

19 ELC  0,542 0,271 CMG as comparable 

20 SAM  1,191 1,069   

21 LTC  1,102 0,329   

22 ITD 0,351 0,132   

http://hsc.com.vn/hscportal/corporate/view.do?id=834
http://hsc.com.vn/hscportal/corporate/view.do?id=1194
http://hsc.com.vn/hscportal/corporate/view.do?id=1100
http://hsc.com.vn/hscportal/corporate/view.do?id=915
http://hsc.com.vn/hscportal/corporate/view.do?id=990
http://hsc.com.vn/hscportal/corporate/view.do?id=499
http://hsc.com.vn/hscportal/corporate/view.do?id=380
http://hsc.com.vn/hscportal/corporate/view.do?id=808
http://hsc.com.vn/hscportal/corporate/view.do?id=495
http://hsc.com.vn/hscportal/corporate/view.do?id=836
http://hsc.com.vn/hscportal/corporate/view.do?id=522
http://hsc.com.vn/hscportal/corporate/view.do?id=952
http://hsc.com.vn/hscportal/corporate/view.do?id=960
http://hsc.com.vn/hscportal/corporate/view.do?id=321
http://hsc.com.vn/hscportal/corporate/view.do?id=473
http://hsc.com.vn/hscportal/corporate/view.do?id=1055
http://hsc.com.vn/hscportal/corporate/view.do?id=1046
http://hsc.com.vn/hscportal/corporate/view.do?id=408
http://hsc.com.vn/hscportal/corporate/view.do?id=1011
http://hsc.com.vn/hscportal/corporate/view.do?id=325
http://hsc.com.vn/hscportal/corporate/view.do?id=476
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C. Scenario 3: Competitor size slightly smaller 

All beta values of total 22 listed firms on the hardware industry 

market in VN as following: 

 
Table 4. Market risk of listed hardware industry firms under one factor 

model (case 3) (source: VN stock exchange 2012) 

Order 
No. 

Company 
stock code 

Equity 
beta  

Asset beta 
(assume debt 

beta = 0) Note 

1 CMT  0,665 0,326   

2 SVT  0,860 0,651 TLC as comparable 

3 VIE  0,131 0,025 ONE as comparable 

4 HPT  0,238 0,063 TST as comparable 

5 NIS  0,347 0,165 VTC as comparable 

6 TST  0,739 0,236   

7 ST8  0,891 0,682   

8 TAG  0,632 0,411   

9 POT  1,046 0,533   

10 CKV  0,604 0,221   

11 ONE  0,551 0,217 UNI as comparable 

12 PMT  1,191 1,019   

13 SMT  0,826 0,578 HTP as comparable 

14 UNI  1,186 0,732   

15 TLC  1,066 0,770   

16 KST  0,405 0,230 VTC as comparable 

17 VAT  1,168 0,551   

18 VTC  0,635 0,431   

19 ELC  0,200 0,100 ITD as comparable 

20 SAM  1,191 1,069   

21 LTC  1,102 0,329 DTL as comparable 

22 ITD 0,351 0,132 BVG as comparable 

http://hsc.com.vn/hscportal/corporate/view.do?id=834
http://hsc.com.vn/hscportal/corporate/view.do?id=1194
http://hsc.com.vn/hscportal/corporate/view.do?id=1100
http://hsc.com.vn/hscportal/corporate/view.do?id=915
http://hsc.com.vn/hscportal/corporate/view.do?id=990
http://hsc.com.vn/hscportal/corporate/view.do?id=499
http://hsc.com.vn/hscportal/corporate/view.do?id=380
http://hsc.com.vn/hscportal/corporate/view.do?id=808
http://hsc.com.vn/hscportal/corporate/view.do?id=495
http://hsc.com.vn/hscportal/corporate/view.do?id=836
http://hsc.com.vn/hscportal/corporate/view.do?id=522
http://hsc.com.vn/hscportal/corporate/view.do?id=952
http://hsc.com.vn/hscportal/corporate/view.do?id=960
http://hsc.com.vn/hscportal/corporate/view.do?id=321
http://hsc.com.vn/hscportal/corporate/view.do?id=473
http://hsc.com.vn/hscportal/corporate/view.do?id=1055
http://hsc.com.vn/hscportal/corporate/view.do?id=1046
http://hsc.com.vn/hscportal/corporate/view.do?id=408
http://hsc.com.vn/hscportal/corporate/view.do?id=1011
http://hsc.com.vn/hscportal/corporate/view.do?id=325
http://hsc.com.vn/hscportal/corporate/view.do?id=476
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All three above tables and data show that values of equity and 

asset beta in the three cases of changing competiotor size have 

certain fluctuation. 

 

Comparing statistical results in 3 scenarios of changing leverage: 
 
Table 5. Statistical results (FL in case 1) (source: VN stock exchange 2012) 

Statistic 
results 

Equity 
beta  

Asset beta (assume debt 
beta = 0) Difference 

MAX 1,234 1,069 0,165 

MIN 0,200 0,054 0,147 

MEAN 0,748 0,441 0,307 

VAR 0,1085 0,0893 0,019 

Note: Samle size 22 firms 

 
Table 6. Statistical results (FL in case 2) (source: VN stock exchange 2012) 

Statistic 
results 

Equity 
beta  

Asset beta (assume debt 
beta = 0) Difference 

MAX 1,191 1,069 0,1217 

MIN 0,113 0,030 0,0833 

MEAN 0,678 0,393 0,2846 

VAR 0,1392 0,0903 0,0489 

Note: Sample size : 22 

 
Table 7. Statistical results (FL in case 3)  (source: VN stock exchange 2012) 

Statistic 
results 

Equity 
beta  

Asset beta (assume debt 
beta = 0) Difference 

MAX 1,191 1,069 0,1217 

MIN 0,131 0,025 0,1064 

MEAN 0,728 0,430 0,2980 

VAR 0,1226 0,0894 0,0332 

Note: Sample size : 22 
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Based on the calculated results, we find out: 
First of all, Equity beta mean values in all 3 scenarios are 

acceptable (< 0,8) and asset beta mean values are also small (< 

0,5). In the case of reported leverage in 2011, equity beta max is 

1,234 which is somewhat acceptable. If competitor size doubles, 

equity beta min decreases from 0,200 to 0,113. Finally, when 

competitor size is slightly smaller, asset beta min decreases from 

0,054 to 0,025.  

 

 

 

Figure 1. Comparing statistical results of equity beta var and mean in three 

(3) scenarios of changing competitor size  (source: VN stock exchange 2012) 

 

The figure 1 shows us: when competitive firm size decreases 

slightly, average equity beta value decrease slightly (0,728) 

compared to that at the initial selected competitor (0,748). Next, 

average asset beta decreases little (to 0,430). However, in case the 

competitor size doubles, the risk level of the selected firms 
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decreases little more (0,393). Last but not least, the fluctuation of 

equity beta value (0,139) in the case of doubling size competitors is 

higher than (>) the results in the rest 2 cases. And we could note 

that in the case competitor size slightly smaller, the risk is less 

dispersed (0,089).  
 

CONCLUSION AND POLICY SUGGESTION 

 

In conclusion, the government has to consider the impacts on 

the mobility of capital in the markets when it changes the macro 

policies and the legal system and regulation for developing the 

hardware market. The Ministry of Finance continues to increase 

the effectiveness of fiscal policies and tax policies which are 

needed to combine with other macro policies at the same time.  

The State Bank of Viet Nam continues to increase the 

effectiveness of capital providing channels for hardware 

companies as we could note that in this study when competitive 

firm size doubles, the risk level decreases (equity beta mean value 

is estimated at: 0,678), and the equity beta var value (0,139) is 

little higher than that in case competitor size as current (0,108). 

Furthermore, the entire efforts among many different government 

bodies need to be coordinated. 

Finally, this paper suggests implications for further research 

and policy suggestion for the Viet Nam government and relevant 

organizations, economists and investors from current market 

conditions. 
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EXHIBIT 
 

Exhibit 1. Interest rates in banking industry during crisis  
(source: Viet Nam commercial banks) 

 

Year Borrowing 

Interest rates 

Deposit 

Rates 

Note 

2011 18%-22% 13%-14%  

2010  19%-20% 13%-14%  Approximately 
(2007: required reserves ratio at 

SBV is changed from 5% to 
10%) 

(2009: special supporting 

interest rate is 4%) 

2009 9%-12%  9%-10% 

2008 19%-21% 15%-16,5% 

2007 12%-15% 9%-11% 

 
Exhibit 2. Basic interest rate changes in Viet Nam  

(source: State Bank of Viet Nam and Viet Nam economy) 

 

Year Basic rate Note 

2011 9%  

2010 8%  

2009 7%  

2008 8,75%-14% Approximately, 

fluctuated 

2007 8,25%  

2006 8,25%  

2005 7,8%  

2004 7,5%  

2003 7,5%  

2002 7,44%  

2001 7,2%-8,7% Approximately, 

fluctuated 

2000 9%  

http://www.mof.gov.vn/
http://www.vneconomy.com.vn/
http://www.sbv.gov.vn/
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Exhibit 3. Inflation, GDP growth and macroeconomics factors 
(source: Viet Nam commercial banks and economic statistical bureau) 

 
Year Inflation GDP USD/VND rate 

2011 18% 5,89% 20.670 

2010 11,75% 

(Estimated at 

Dec 2010) 

6,5% 

(expected) 

19.495  

2009 6,88% 5,2% 17.000  

2008 22%  6,23% 17.700  

2007 12,63% 8,44% 16.132  

2006 6,6% 8,17%  

2005 8,4%   

Note approximately 

 
Exhibit 4. GDP growth Việt Nam 2006-2010 (source: Bureau Statistic) 
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Exhibit 5: Risk and financial leverage of 9 listed banking firms on VN 

stock exchange period 2007-2011 

 

Order 
No. 

Company 
stock 
code Equity beta  

Asset beta (assume 
debt beta = 0) 

Financial 
leverage 

1 ACB 0,7874 0,0378 95,2% 

2 CTG 0,5540 0,0312 94,4% 

3 EIB 0,3847 0,0365 90,5% 

4 HBB 0,1335 0,0138 89,7% 

5 MBB 0,0722 0,0054 92,5% 

6 NVB 0,0211 0,0026 87,7% 

7 SHB 1,0038 0,0824 91,8% 

8 STB 0,7395 0,0721 90,3% 

9 VCB 0,4083 0,0299 92,7% 

 
 
Exhibit 6. Increase/decrease risk level of listed banking firms under 

changing scenarios of tax rates : 25%, 28%, 20% period 2007 - 2009 

 

Order 
No. 

Co. 
stock 
code 

t = 25% t = 28% t = 20% 

Equity 
beta 

Asset 
beta 

Increase 
/Decrease 
(equity 
beta) 

Increase 
/Decrease 
(asset 
beta) 

Increase 
/Decrease 
(equity 
beta) 

Increase 
/Decrease 
(asset 
beta) 

1 BVH 0,485 0,143 0,000 0,000 0,000 0,000 

2 PVI 1,006 0,436 0,000 0,000 0,000 0,000 

3 ABI -1,592 -1,143 0,000 0,000 0,000 0,000 

4 BIC -0,627 -0,169 -0,016 -0,004 0,024 0,007 

5 BMI 1,255 0,803 0,000 0,000 0,000 0,000 

6 PGI -0,828 -0,389 -0,016 -0,008 0,026 0,012 

7 PTI -0,802 -0,411 -0,016 -0,008 0,026 0,013 

 Average -0,007 -0,003 0,011 0,005 
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Exhibit 7. VNI Index and other stock market index during crisis 2006-2010 
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ABSTRACT 

 

The financial communication policy is an important corporate 
governance issue. Increased voluntary financial disclosure is the 
basis of our research question: do governance mechanisms force 
leaders to follow an extensive information strategy? Our study 
empirically shows mixed results regarding the effectiveness of 
certain disciplinary structures. 
 
Keywords: Voluntary Financial Disclosure, Corporate Governance, 

Financial Communication, Disciplinary Structures. 

 

INTRODUCTION 

 

Research on corporate accounting policy has been the subject of 

interest from researchers for many years. Lev (1992) argues that 

a technical change to the presentation of financial statements is 

to disseminate information voluntarily. The voluntary financial 

disclosure is therefore part of the company’s accounting policy. 
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Thus the concept of voluntary disclosure is the subject of 

increasing attention in accounting and reflects the number and 

diversity of studies in this area (Verrecchia, 1983, 1990; Cooke, 

1989; Raffournier 1995; Cormier & Magnan, 1999; Bamber, Jiang, 

& Wang, 2010). We can therefore speak of accounting choices 

optimization as much as we can speak of information 

dissemination choices on financial performance. Meek, Roberts, & 

Gray, 1995) define voluntarily published information as 

“disclosures in excess of requirements - represent free choices on 

the part of company managements to provide accounting and 

other information deemed relevant to the decision needs of users 

of their annual reports”. 

Voluntary disclosure has certain characteristics. Firstly, 

the voluntary financial communication process is not limited to 

traditional channels, such as annual and quarterly financial 

statements. The need for timely disclosed information pushed 

companies towards the adoption of other means of communication 

such as conferences, press releases, meetings with financial 

analysts, letters to shareholders and the provision of information 

in the annual report. The more frequent use of these channels is 

sustained by the rapid and constant rise of information 

technology. Secondly, disclosed information is of a quantitative 

and qualitative nature and can be financial or non-financial. 

However, the voluntary supply of financial performance 

information does not include all information disclosed by the firm, 

like what is related to marketing, public relations and union 

negotiations. It is limited to economic performance, financial 

condition and prospects that can be expressed in monetary terms.  

Empirical research documents several advantages linked to 

the voluntary financial disclosure. Among these advantages, the 

voluntary information allows one to: 
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 Report the ability of managers to anticipate changes in the 

economic environment (Trueman, 1986); 

 Align investor expectations with those of managers 

(Ajinkya & Gift, 1984); 

 Mitigate adverse financial market reactions following bad 

news (Skinner, 1994; Kasnik & Lev, 1995);  

 Attract new capital (Frankel, McNichols, & Wilson, 1995);  

 Reduce the cost of capital (Botosan, 1997; Healy, Hutton, & 

Palepu, 1999). 

 

On the other hand, the literature mentions that the 

financial communication strategy of a company must take into 

account several constraints such as proprietary costs (Verrecchia, 

1990), political costs (Wong, 1988) and agency costs (Leftwitch, 

Watts, & Zimmerman, 1981). The voluntary financial disclosure 

is therefore not neutral. Gibbins, Richardson, & Waterhouse, 

(1990) stipulate that disclosed information is incorporated in a set 

of social relationships that structure the way that information is 

managed. The financial communication process plays an 

important role in the functioning of not only capital markets, but 

also in corporate governance.  

 

PREVIOUS LITERATURE AND HYPOTHESES  

 

Increased demand for information from investors puts pressure 

on leaders to voluntarily disclose private information that is 

richer in details than accounting information. However, despite 

this increased demand, managers are not willing to reveal all of 

the information they possess due to the inconveniences of 

competition (exclusive cost theory), legal responsibilities that can 

arise from these disclosures, the costs of faulty signals (signal 

theory) or costs associated to agency problems (agency theory). 
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We are particularly interested in agency theory since it presents 

the theoretical framework for the issue of corporate governance. 

According to agency theory, economic actors are sensitive 

to financial information disclosed by the firm. The manager 

manipulates information to increase its area of freedom and 

thwart shareholder control. Shareholders develop control 

mechanisms to define manager authority and to compel him to 

share information. The agency theory suggests that control 

mechanisms help to discipline managers and compel them to act 

in the interest of shareholders. However, some empirical research 

rejects this normative idea. The results do not often validate the 

efficiency of these disciplinary mechanisms. 

The efficiency of control mechanisms, insofar as it defines 

the area of freedom of managers, affects the quality of financial 

communication policies. Previous research, which established 

results on the efficiency of disciplinary mechanisms, will guide us 

in assessing the effect of mechanisms through their structures 

and procedures on the quality of voluntary financial disclosure. 

Seven research hypotheses were developed in accordance 

with the existing literature in order to determine the direction 

and intensity of the relationship between certain disciplinary 

mechanisms and the quality of voluntary financial disclosure. 

 

Ownership Structure  

 

The voluntary publication of information is one of the 

preferred ways for managers to signal their management talents 

to shareholders (Trueman, 1986). The need for non-accounting 

information arises more often in managerial firms as a result of 

greater information asymmetry. This need is weak in 

entrepreneurial firms where the demand for public information 

used to assess the performance of managers is less prevalent due 
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to a greater access to internal information. Thus, Rulan, Tung, & 

George (1990) found that in firms where managers and directors 

possess a large portion of shares, the frequency of disclosure of 

forecasts is lower. Therefore, there seems to be a positive 

association between the dilution of capital and the level of 

voluntary disclosure of financial information. Our first hypothesis 

is as follows: 

 

H1: The extend of voluntary financial disclosure is greater in managerial 
firms. 

 

Level of institutional ownership 

 

Firm shareholders are not homogeneous. They have a 

different influence on agency relationships based on their nature. 

For example, institutional investors, having significant capital, 

play an important role in the severe monitoring of managers. 

Healy, Hutton, & Palepu (1999) found that the increase in the 

voluntary financial disclosure is associated with the increase in 

the number of institutional investors in a firm.  The increase in 

voluntary financial disclosure thus attracts institutional investors. 

However, Tasker (1998) found that firms with a larger proportion 

of ownership by institutional investors are less susceptible to 

resort to conferences. A possible explanation for this finding is 

that institutional investors already have privileged access to 

information and thus reduce the incentive for firms, in which 

they holds large stakes, to voluntarily disclose information. Based 

on these analyses, it is not clear whether or not the existence of 

institutional investors establishes a binding framework for 

managers to increase the volume of their disclosures. Therefore, 

we test the following hypothesis:  
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H2: The ownership level of institutional investors influences the extent of 
voluntary disclosure.  

 

Percentage of Independent Directors 

 

Several groups and commentators have put emphasis on 

the independence and competence of board members as necessary 

elements allowing them to best fulfill their functions as directors. 

A board is more efficient the greater the percentage of 

independent directors. Studies by Beasley (1996) and Dechow, 

Sloan, & Sweeny (1996) show that opportunistic accounting 

practices are negatively related to the independence of the board 

of directors, as measured by the proportion of external directors. 

Dechow, Sloan, & Sweeny (1996) were interested in situations 

where the SEC (Securities and Exchange Commission) should 

take coercive measures to address the handling of profits of some 

companies. Their results show that these companies have a low 

proportion of external directors. To the other extreme, Beasley 

(1996) tested the hypothesis that the presence of external 

directors reduces the likelihood of fraud. He states that 

companies that have committed fraud have a smaller proportion 

of external directors compared to a sample of firms that had not 

committed fraud. Empirical studies seem to indicate that the 

composition of the board limits the freedom of directors and that 

board independence affects the transparency of corporate 

accounting information. By extension, other studies find a 

positive relationship between the extent of voluntary financial 

disclosure and the board composition (level of outside directors) 

(Eng & Mak, 2003; Cheng and Courtenay, 2006). This allows us 

to formulate the following hypothesis: 
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H3: The greater the percentage of independent directors, the more the 
company opts for a policy of extensive voluntary disclosure.  

 

Board of Directors Size 

 

The increased complexity of companies and the need to maintain 

more contact with the external environment sustained a rapid 

increase in the number of directors on a board. This tendency is 

also motivated by the willingness of the company to have 

directors that represent different groups of stakeholders. This 

allows for easier communication by the company with its groups 

and to reduce eventual confrontation. It also allows the creation 

of commercial relationships between firms that have common 

directors. 

Jones (1986) calls for a large number of directors on the 

board on the grounds that the board will have a greater sharing 

of expertise, experience and judgment. Some researchers also 

argue that as the size of the board increases, a director deviates 

from his responsibility because he feels that the impact of his 

decision is low. He avoids investing time and energy. Jensen 

(1993) believes that a small board is more efficient, while a large 

board is soon under the control of the leader. Converging with 

that point, Beasley (1996) found that increasing the size of the 

board is accompanied by a greater likelihood of fraudulent 

financial statements. As the results of previous studies do not 

allow us to make predictions, we empirically test the following 

hypothesis: 

 

H4: The size of the board influences the level of voluntary financial 
disclosure.  
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Separation between CEO and Chairman of the Board Functions 

 

The chairman of the board is responsible for leading 

meetings, setting agendas, hiring, and encouraging, assessing 

and compensating executives. His power over the board is 

manifested through his capacity to select other directors (Patton 

& Baker, 1987), which can compromise the neutral functioning of 

the board. Thus, Jensen (1993) suggested separating CEO and 

chairman functions if the board wants to be an effective tool. 

Empirical research supports this prediction. Rechner & Dalton 

(1991) found that the firm’s performance is increased when the 

chairman is external (non employee) to the firm. The study by 

Dechow, Sloan, & Sweeny (1996) notes that, in most companies 

being investigated by the SEC for GAAP violations, there is no 

dissociation between the CEO and chairman of the board 

functions. Forker (1992) found that the quality of the supply of 

voluntary information on call options is low when the CEO is also 

the chairman of the board of directors (CEO duality).  Thus, the 

following hypothesis is posed: 

 

H5: The CEO duality has a negative effect on the level of voluntary 
financial disclosure.  

 

The Audit Committee 

 

The composition of the audit committee has been the 

subject of several reforms (SEC, 1999; Report of the National 

Commission on Fraudulent Financial Reporting (Treadway 

Commision), 1987; Sarbanes-Oxley, 2002). A unanimous 

suggestion to all of these committees is that it must be mostly 

composed of independent members. Pincus, Rusbasky, & Wong 

(1989) noted that the audit committee improves the quality of the 
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information flux between the principal and the agent. In fact, by 

communicating the information received following meetings with 

external auditors, the audit committee helps directors to learn 

accounting, which reduces information asymmetry and allows 

them to better conduct their oversight role. Empirical studies 

tend to validate hypotheses of a positive influence of an 

independent audit committee. In a sample of companies of the 

S&P 500, Klein (2002) found a negative relationship between the 

proportion of external audit committee members and the 

management level of discretionary accruals. Karamanou & 

Vafeas (2005) find that in firms with more effective audit 

committee structure, managers are more likely to make earnings 

forecasts. These results allow us to pose the following hypothesis: 

 

H6: The level of corporate voluntary disclosure is positively linked to an 
audit committee dominated by independent members.  

 

Incentive Compensation Plan 

 

Company managers are concerned with a variety of forms 

of compensation. These forms include, among others, the granting 

of call options or of a bonus pegged on earnings. By granting more 

options to directors, their wealth is then dependent on the value 

of the equity portfolio and options they hold. Managers interested 

in transacting their stocks and stock options should disclose 

private information so as to satisfy imposed regulations on the 

sale of these securities, increase their liquidity or correct a 

market under-valuation (Verrecchia, 1990; 2001).  

Noe (1999), Aboody & Kasnick (2000) and Nager, Nanda & 

Wysocki (2003) present empirical evidence that validates these 

hypotheses.  Noe (1999) found that managers with call options 

supply a lot of voluntary information to the market in order to 
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comply with the regulations imposed by contracts relative to 

these options.  Aboody & Kasnick (2000) showed that managers 

that offer stock option reward programs delay the disclosure of 

good news and accelerate the diffusion of bad news in order to 

increase the value of these options.  Nager, Nanda, & Wyoscki 

(2000) found a positive relationship between stock price-based 

incentives and the voluntary supply of information, measured by 

the disclosure of earnings forecasts and the Association for 

Investment Management and Research’s index (AIMR). They 

explain this finding by the fact that companies reveal more 

information to compensate for the lack of credibility associated to 

their earnings. In light of these arguments, we state the following 

hypothesis: 

 

H7: There is a negative relationship between the level of voluntary 
financial disclosure and the issuance of call options. 

 

 

RESEARCH DESIGN 

 

Sample and Data 

 

Based on a Canadian sample, our study looks at companies in the 

TSX-100 index. The list of companies in the index was released in 

the TSX Review (July 2003). (No company has more than one 

stock in the index). 

The data related to governance variables were obtained 

from proxies available on the SEDAR website (System for 

Electronic Document Analysis and Retrieval), in particular in the 

table “The Statement of Corporate Governance Practices”. In fact, 

section 473 of the TSX Company Manual stipulates that "Every 
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listed company incorporated in Canada or a province of Canada 

must disclose on an annual basis its approach to corporate 

governance. This disclosure - a 'Statement of Corporate 

Governance Practices' (SCGP)- must be made in the company's 

annual report or information circular. For this purpose, 'approach 

to corporate governance' means a description of the company's 

system of corporate governance with reference to the guidelines 

set out in Section 474 and, where the company's system is 

different from those guidelines, an explanation of the differences.". 

In the case of the absence of complete information on these 

variables in the proxies, data were obtained from annual reports 

available on SEDAR or on the companies’ website. The financial 

data, such as liabilities and assets were extracted from the 

StockGuide database. The Market to Book ratio was found on the 

FPinfomart.ca database. The Financial Post 500 allowed us to 

detect the type of control for each corporation. If a company was 

considered widely held, it was identified as a managerial firm and 

coded 1. In the opposite case, it was identified as an 

entrepreneurial firm and coded 0. To determine the existence of a 

dominant institutional investor, the nature of each majority 

shareholder (possessing more than 10% of shares with voting 

rights) is examined to classify shareholders as institutional or 

non-institutional investors. Finally, foreign trading status is 

determined from the information provided on SEDAR.  

Of the 100 companies initially selected, 16 companies had 

missing data. These data were in relation to corporate governance, 

such as the number of meetings of the audit committee and the 

number of independent directors on the board of directors or 

audit committee. This is due to the great leniency given to 

companies in the determination of what should be included in 

their Statement of Corporate Governance Practices. The final 

sample is thus composed of 84 corporations spread over twelve of 
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the fourteen industries of the TSX. Finally, it should be noted 

that most firms in the sample are audited by the Big 4. The 

absence of variation leads to the omission of the auditor variable 

as a control variable. 

 

Dependent Variable: Construction of the Voluntary Disclosure 
Index 

To explain the variation in the level of voluntary financial 

disclosure, one must establish a list of the most important 

voluntary disclosure items for financial analysts so as to assign a 

score to each firm. Our list is inspired from the study by Ho and 

Wong (2001). The list of these items is available in the appendix. 

The voluntary financial disclosure is categorized in three types: 

quantitative financial information, qualitative financial 

information and strategic financial information. The reason to 

resort to this classification is that the value relevance of items 

depends on the type of information (Meek et al, 1995). Strategic 

information is relative to the firm’s statement of its strategies, of 

its assets movements and of its future prospects. Quantitative 

financial information is relative to the review of the firm’s 

financial situation (financial ratios, inflation effects, exchange 

rate…) and information relative to capital markets (capitalisation, 

stock index…). Qualitative financial information is related to the 

financial situation, but in narrative form. 

By choosing the firm’s website as a means of 

communication of voluntary financial information, our study 

helps to understand the voluntary financial disclosure from an 

agency perspective. It supports the efforts of certain Canadian 

organizations such as the CICA, the Toronto Stock Exchange 

(1999) and CSA (1999) (Canadian Securities Authorities) who are 

concerned with improving the presentation of financial 

information by electronic means. 
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The methodology considered in order to value each item on 

the list consists of a dichotomous approach: 1 if the item if 

disclosed and 0 if it isn’t. The total score calculated is the sum of 

the points obtained by the items disclosed on a website. However, 

a methodological improvement has been adopted, which consists 

of adjusting the calculation of the score based on the 

characteristics of the corporation. A relative score is thus 

obtained, which is the ratio of the total score divided by the 

theoretical score (Cooke, 1991). 

 

ANALYSIS AND RESULTS  

 

Descriptive Statistics 

 

Table 1 presents certain statistics relative to voluntary 

disclosure score by percentage and by number of items for the 

total sample. Although firms in the sample publish on average 63% 

(i.e. 8 items) of the total list of items, previous studies conducted 

from an agency perspective found more minimalistic behaviour on 

behalf of firms. For example, Chau & Gray (2002) found that in 

Hong Kong, the average voluntary disclosure score was 12.23% 

and in Singapore it was 13.83%. Hossain, Tan, & Adams (1994) 

obtained a mean score of 15.8%. The study by Haniffa & Cooke 

(2002) shows a score of 31.3% for a sample of Malaysian firms. 

This result shows that at the present hour, companies pay more 

attention to the content of their website in order to satisfy 

investors looking to search for information by other means than 

the annual report. Firms use their website to distinguish 

themselves from their competition.  
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Table 1. Voluntary Disclosure Score Statistics 

Score Minimum Maximum Mean 

Standard 

Deviation 

By Number of 

Items 4.0 12.0 8.2 1.6 

By % 30.8 92.3 63.0 12.5 

 

Table 2. Voluntary Disclosure Score Statistics by Category 

By % Minimum Maximum Mean 

Standard 

Deviation 

Strategic Information 7.7 38.5 24.7 7.2 

Quantitative 

Information 0.0 38.5 23.8 8.2 

Qualitative 

Information 7.7 23.1 14.5 3.7 

 

Table 2 presents certain statistics relative to the scores by 

category. Remember that we have divided the items in 3 

categories: Strategic Information, Quantitative Information and 

Qualitative Information. 

From table 2, we see that on average, strategic information 

is just as disclosed as quantitative information, with a weaker 

variation. Qualitative information is less frequent with a lesser 

dispersion. Generally, larger dispersion is found, varying between 

the absence of quantitative information, for which the annual 

report and official documents are most sacred, and a publication 

percentage of 38.46%. 

 

Multivariate Analysis 

 

The correlation matrix (not presented) shows that the 

highest correlation is 0.63 (P value lower or equal to 0.10). It is 

lower than the accepted threshold of 0.90. On the other hand, the 

regression assumes the absence of heteroscedasticity (non- 
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constant variance in error terms), based on the ordinary least 

squares. The occurrence of this problem causes unbiased yet 

inefficient regression coefficients, that is to say coefficients that 

do not have minimal variance. The tests allow us to conclude the 

presence of a heteroscedasticity issue. To solve this problem, we 

used the White’s matrix correction on all regressions. Our model 

was as follows: 

 

VOL_SCORE = 0 + 1 OWN_STRUC + 2 INSTIT + 3 BOARD_SIZ + 

4 INDEP_DIREC + 5 DUALITY + 6 INDEP_AUDIT + 7

OPTIONS + 8 SIZE + 9 LEVERAGE + 10 FOREIGN +   

 

Where, 

VOL_SCORE: Voluntary financial disclosure score; 

OWN_STRUC: ownership structure;  

INSTIT: presence of important institutional investor 

(owning more than 10% of outstanding shares); 

BOARD_SIZ: size of board of directors; 

INDEP_DIREC: percentage of independent directors; 

DUALITY: separation of CEO and chairman functions;  

INDEP_AUDIT: independent audit committee members; 

OPTIONS: percentage of stock options owned by five top 

executives divided by total number of shares outstanding;  

SIZE: Log of total assets; 

LEVERAGE: financial leverage;  

FOREIGN: quotation on foreign exchange. 

 

Table 3 presents the Adjusted R2, the F statistic, beta 

coefficients and t statistics of the model’s explanatory variables 

for the global and category scores. 
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Table 3. Regressions of Disclosure Scores 

 
Global Score Strategic Score Quantitative Score Qualitative Score 

 
Coeff T-ratio Coeff T-ratio Coeff T-ratio Coeff T-ratio 

 
 (P-Value)  (P-Value)  (P-Value)  (P-Value) 

C 13.82 0.43 6.74 0.30 -22.54 -1.06 29.62 3.80 

  (0.67)  (0.76)  (0.29)  (0.00) 

OWN_STRUC -4.28 -1.11 -2.54 -0.94 -3.61 -1.64 1.87 1.89 

  (0.27)  (0.35)  (0.05)  (0.06) 

INSTIT -4.29 -1.29 -1.66 -0.70 -1.97 -1.05 -0.67 -0.66 

  (0.20)  (0.49)  (0.30)  (0.51) 

BOARD_SIZ -1.17 -2.44 -0.30 -0.80 -0.68 -2.26 -0.19 -1.12 

  (0.02)  (0.43)  (0.03)  (0.27) 

INDEP_DIREC 0.13 1.22 0.12 1.71 0.02 0.29 -0.01 -0.36 

  (0.12)  (0.09)  (0.38)  (0.72) 

DUALITY -7.57 -2.77 -2.66 -1.47 -4.82 -2.67 -0.10 -0.12 

  (0.01)  (0.15)  (0.01)  (0.90) 

INDEP_AUDIT 0.10 0.44 -0.07 -0.46 0.24 1.54 -0.07 -1.38 

  (0.33)  (0.65)  (0.06)  (0.17) 

OPTIONS 6.58 1.89 2.16 1.29 4.77 2.16 -0.35 -0.30 

  (0.06)  (0.20)  (0.03)  (0.38) 

LEVERAGE -0.01 -0.14 -0.08 -1.22 0.04 0.58 0.04 1.28 

  (0.89)  (0.23)  (0.56)  (0.21) 

SIZE 2.99 2.04 1.64 1.39 1.89 1.87 -0.54 -0.98 

  (0.05)  (0.17)  (0.07)  (0.33) 

FOREIGN 1.18 0.34 0.68 0.30 -0.14 -0.07 0.64 0.60 

 
 (0.73)  (0.76)  (0.94)  (0.55) 

Adjusted R2 0.18 0.11 0.42 0.32 
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The table shows an Adjusted R2 of 0.18 (F= 1.68; P-Value = 

0.08) which shows that a low percentage of the volatility of the 

dependent variable (global score of publication) is explained by 

the variation of the independent variables. At a threshold of 10%, 

the hypothesis that all explanatory variables are simultaneously 

null is rejected. 

We also note that the strength of the relationship between 

independent and dependent variables is more pronounced for the 

score based on quantitative and qualitative financial information 

(R2 = 0.42 and 0.32 respectively). 

Only four of the model’s variables are significant. They are 

the size of the board, the dual function of CEO and chairman, the 

proportion of call option ownership and the size of the company. 

Also, with the exception of the board size and institutional 

ownership variables, for which previous research could not 

confirm the direction of the relationship, the signs of the 

significant variables conformed to what was expected in the 

hypotheses. 

The most significant governance variable was the dual role 

of CEO and chairman (DUALITY variable) with a regression 

coefficient of -7.57. An economic interpretation of this variable’s 

regression coefficient could be as follows: the probability that the 

CEO has a dual occupation negatively affects the firm’s disclosure 

level by 7.57%. This deviation is important if we take into account 

that the disclosure score has a mean (standard deviation) of 63% 

(12.5%). The second most significant variable is the one that 

measures the percentage of options held by executives 

(OPTIONS). In fact, any variation in the number of options 

relative to outstanding shares, ranging from 0 to 0.64%, the score 

improves by 6.57%. The relationship between the size of the 

board of directors and voluntary disclosure shows a lesser 

causation effect compared to the two previously mentioned 
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variables, with a negative effect of 1.17%. Finally, as confirmed 

by most previous studies, the size of the company has a positive 

effect on the voluntary publication of information policy. In our 

study, this effect is of 3%. 

The analysis by category shows similar results for the 

strategic information category. The model has the same 

significant variables with the same signs as the initial model, 

except for the board of directors’ size variable. However, the 

results are different than the original model for the quantitative 

and qualitative financial information variables. The qualitative 

information model has two significant variables, which are 

ownership structure and percentage of independent members of 

the audit committee, which was not found in the initial model. 

The same is true for the quantitative information model. The 

governance system in companies thus seems to play a role in the 

publication of quantitative financial information, and to a lesser 

extent in the case of strategic or qualitative information. 

Our study is also similar to that of Raffournier (1995) and 

shows a non-significant ownership structure regression coefficient. 

The ownership structure is therefore not a determinant of the 

level of voluntary financial disclosure in Canada. This can be 

explained by the sample companies’ dependence to the financial 

market, which positively values the increase supply of 

information. 

Moreover, our study reveals a non-significant regression 

coefficient with regards to institutional investors, contrary to 

Healy, Hutton, & Palepu (1999). Hypothesis 2 having not been 

validated, we find that despite recent efforts, Canadian 

institutional investors are not sufficiently involved in financial 

communication decisions. Our study shows a non-significant 

influence in regards to the percentage of independent directors. 

Research by Ho & Wong (2001) and Haniffa & Cooke (2002), 
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conducted in an East Asian context, conclude an absence of 

significance. Despite organizational refinement in regulation in 

regards to the definition of independence, board efficiency does 

not seem to depend on a mainly independent board of directors. 

For the board size variable, a negative relationship is found, 

contrary to Beasley (1996) who found a positive relationship. This 

confirms the mixed results found in the literature on the impact 

of the size of the board on agency costs and firm performance. The 

study of the composition of the audit committee shows a non-

significant effect between the proportion of independent members 

and the level of voluntary disclosure. Like our study, Beasley 

(1996) does not find a difference between the composition of the 

audit committee in firms that have committed fraud and ones 

that have not. Based on univariate analysis, Beasley, Carcello, 

Hermanson, & Lapides (2000) noticed that there are less 

fraudulent firms with an entirely independent audit committee, 

especially in the financial industry. Finally, the options-based 

compensation variable is significant in our study and has a 

positive effect on the voluntary financial disclosure. Its amplitude 

is quite high. Aboody & Kasznick (2000) state that leaders 

manage the time at which information, such as earnings forecasts 

at the time of granting options, is disclosed. Nager, Nanda, & 

Wyoscki (2003) found that an increase in option-based 

compensation is associated to a 48% increase in earnings forecast 

and a 6.6 AIMR score.  Thus, the option-based compensation plan 

plays an important role in the financial communication process. 

 

CONCLUDING REMARKS 

 

Our study shows that different structures of the board, the 

shareholders and the audit committee are associated with 

different communication strategies of financial performance. This 
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study contributes to the examination of the hypothesis that 

effective governance mechanism positively affects the financial 

communication policy. However, the results of our research 

validate some assumptions of the agency theory. Some supposed 

effective mechanisms do not compel leaders to a broad strategy 

for financial reporting. This is the case of the ownership structure, 

the presence of large institutional investors and the existence of a 

board of directors or audit committee dominated by unrelated 

directors.  

A number of limitations should nevertheless be kept in mind. 

It is worth mentioning that our approach measures the volume of 

voluntary information, which even if it is a proxy for the quality 

of the communication process, does not indicate the degree of 

transparency (Botosan, 1997). The measurement of the voluntary 

financial disclosure also neglects the temporal dimension, 

excluding the timeliness of the information. In addition, the score 

calculation tool is limited to a single broadcast channel (websites 

in our study), while private voluntary information may be 

provided by other means. However, the absence of another 

measuring instrument in the literature, and its acceptance by the 

scientific community, legitimizes its use. 

This study opens the way to other more interesting research. 

While the quantitative methodology obscures information on the 

nature of the influences between governance variables and the 

provision of information, qualitative methodology allows one to 

view these relationships in order to model the relationship 

between the communication process of the company and its 

governance structure in order to provide information on 

interactions that act between these two concepts. In addition, it 

would be interesting to develop a new instrument for measuring 

the quality and quantity of imparting information which will help 
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to account for the communication process in its complexity (time 

reporting, communication ...). 
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Appendix. List of Items  

 

No Information 

1 
 

Presentation of future goals                                                                                               S    

 

2 
 

Description of company products and services                                               S 
 

3 
 

Information on sales and commercial partners                                                     Qa 

 

4 
 

Information on composition and asset movements                                             S 

 

5 
 
Details on tangible and intangible investments in Canada and abroad       S 
 

6 
 
Comments on company strategy (investment and financing policies…)      S 
 

7 
 
Presentation of financial ratios                                                                    Qn 
 

8 
 
Information on financial debt (loan categories, interest rates…)              Qn 
 

9 
 
Financial position and subsidiary contribution                                           Qn 
 

10 
 
Presentation of a summary of financial situation                                       Qn   
 

11 
 
Market share of main product                                                                      Qa 
 

12 
 
Analysis and presentation of information of stock price                            Qn 
 

13 
 
Accounts receivable Schedule                                                                      Qa 
 

Qn : quantitative; Qa : qualitative; S : strategic 



 

 

 

 

 

 

 
Management Review: An International Journal  Volume 9  Number 1 Summer 2014 

 

 

 

70 

 

 

 

Interaction Effects between Ownership 
Concentration and Leverage on Firm Performance* 
 
Younghwan Lee 
Department of Business Administration 
Kumoh National Institute of Technology 
Kumi, Korea 
Email: leeyh@kumoh.ac.kr 
 
Sooyee Lee 
Department of Business Administration 
Kumoh National Institute of Technology  
Kumi, Korea 
Email: sylee_1234@yahoo.com 

 
*  This Research is supported by the research fund of Kumoh National 

Institute of Technology 

 

Received  Mar. 19, 2014, Revised May 11, 2014, Accepted Jun. 17, 2014 

 

 ABSTRACT 

 
This paper examines the relationship between ownership 
structure and capital structure on firm performance. Both direct 
and moderating effects are examined. In this paper, we posit, as a 
primary relationship, a significant association between ownership 
concentration and firm performance and then examine whether 
the level of leverage moderates this relationship. Using a sample 
of 1827 observations listed on the Korean Stock Exchange (KSE) 
from 2010 to 2012, the paper finds that ownership concentration 
has a significant negative effect on firm performance. By using 
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hierarchical regression analysis we further find that the level of 
leverage has a significant interaction effect on the relationship 
between ownership concentration and firm performance. Firms 
with a low level of ownership concentration and lower leverage 
have better firm performance than firms with a high level of 
ownership concentration and higher leverage. We conclude that  
the negative relationship between ownership concentration and 
firm performance is weaker for firms with higher leverage 
compared to the firms with lower leverage. 

 
Keywords: Ownership concentration, Leverage, Firm performance, 

Interaction effect 

 

 

INTRODUCTION 

 

Corporate governance is often regarded as a weak link in Asia’s 

company performance and economic development since the Asian 

financial crisis of 1997. Ownership structure is the basis of 

corporate governance and it is a primary determinant of the 

extent of agency problems, which has important implications for 

the valuation of the firm. Thus, whoever owns the firm’s equity 

and how the ownership affects the firm value has been a topic 

investigated by researchers for decades. The link between 

ownership structure and firm value or performance or efficiency 

has been the subject of an on-going debate going back to Berle 

and Means (1932), who have first suggested that firms with a 

wide dispersal of shares tend to under-perform. Theories of this 

relationship predict positive, negative or no statistically 

significant relationship, depending on the trade-offs between the 

alignment and entrenchment effects. Jensen and Meckling (1976) 
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find a positive relationship between insider ownership and firm 

performance. In contrast, Morck et al. (1988) argue that the 

relationship between ownership and firm performance may be 

positive or negative depending on the range of managerial 

ownership stakes. However, Demsetz (1983) pointed out there 

should be no systematic relation between ownership structure 

and firm performance. 

In addition, the prevalence and dominance of the largest 

shareholders have triggered interest in the relation between 

ownership concentration and firm performance. Likewise, 

empirical studies have produced mixed results, which could be 

because these studies may not have considered that the 

relationship between ownership structure and firm performance 

can be associated with the firm’s capital structure. That is, 

ownership concentration may not be effective in mitigating the 

agency problem for all firms, rather it is the leverage financing in 

which firm issues are associated with the mitigation of agency 

costs. In other words, for the corporate with the largest 

shareholders and a fringe of small shareholders, the classic 

owner-manager conflict described by Berle and Means (1932) or 

Jensen and Meckling (1976) is mitigated due to the large 

shareholder’s greater incentive to monitor the manager. However, 

another type of conflict appears, in which the large shareholders 

may use its controlling position in the firm to extract private 

benefits at the expense of the small shareholders (Villalonga and 

Amit, 2006). 

Reviewing the literature, we can find two research streams 

on the determinants of firm performance. The first stream 

concerns the influence of ownership concentration, which is 

mainly based on agency theory. The second research line focuses 

on the financial structure role such as leverage financing. It is 
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often predicted that financial leverage influences agency costs 

thereby affecting firm value as a better leverage setting could 

help alleviate agency costs by the threat of acquisition and 

financial distress, which in turn causes personal losses to 

managers of salaries, reputation, perquisites, etc. (Williams, 

1987). Leverage choice can also influence firm performance by 

affecting risk-taking, investment policy and reducing free cash 

flow (Jensen and Meckling, 1976 and Jensen, 1986). In contrast, 

by issuing debt financing, shareholders have incentive to take 

actions that benefit themselves at the expense of debt holders, 

and consequently do not necessarily maximize firm value (Jensen 

and Meckling, 1976). Most of the previous studies treated 

ownership and financial structures as separate determinants of 

firm performance, even though theoretical arguments and 

empirical evidence suggest that they are interrelated and interact 

with each other. Therefore, this paper examines the direct and 

indirect relationship between ownership structure and capital 

structure on firm performance. 

While a large number of prior studies have demonstrated 

that ownership structure is an important instrument to improve 

firm performance (Jensen and Meckling, 1976; Shleifer and 

Vishny, 1986; Holderness et al., 1999; and Lemmon and Lins, 

2003), the instrument that moderates the relationship has been 

overlooked. As suggested by Myers (1977) and Jensen (1986), 

leverage can be an alternative governance mechanism to reduce 

the agency costs. Therefore, leverage can also play an important 

role to moderate the relationship between ownership structure 

and firm performance. Thus, this paper extends these lines of 

research in the following ways. By exploring whether ownership 

concentration significantly explains the cross-sectional 

differences in performance, this paper hypothesizes that leverage 

and ownership concentration has a significant interaction effect 
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on firm performance such that the direct relationship between 

ownership concentration and firm performance will be enhanced 

or reduced for the firms with higher leverage. 

Our results show that ownership concentration has a 

significant negative effect on firm performance and is supported 

by the managerial entrenchment effect. In addition, we also found 

that the direct relationship between ownership concentration and 

firm performance is moderated by leverage. Therefore, we 

conclude that the negative association between ownership 

concentration and firm performance is weaker for the firms with 

higher level of leverage. In sum, prior studies that have failed to 

establish links between ownership concentration and firm 

performance could have benefited from a consideration of a firm’s 

leverage financing. This paper has fills this gap by exploring the 

interaction effects between ownership concentration and leverage 

on firm performance. Second, this paper has shown that the 

association between ownership concentration and firm 

performance is affected by leverage. The large shareholders and 

managers have a choice of the concentrated ownership they adapt 

and hence the level of leverage. 

 

 

THEORETICAL BACKGROUND AND HYPOTHESES 
 

Owenership Concentration and Firm Performance 

 

Much of the literature on the role and functioning of the modern 

firm is based on the assumption of widely dispersed ownership. 

This notion originally derives from Berle and Means (1932) who 

argued that widely held corporations in the US, where ownership 

of capital is dispersed among small shareholders and control is 
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concentrated in the hands of managers who tend to under-

perform. Therefore, conflict of interest between corporate insiders 

(controlling shareholders and managers) and outside investors is 

central to the analysis of the modern corporation in which 

insiders have less full ownership of firm cash flow rights. Berle 

and Means (1932) and Jensen Meckling (1976) suggest that the 

firm’s ownership structure is a primary determinant of agency 

problems which has important implications for the firm valuation. 

The agency theory is important for modern corporate theories. 

Jensen and Meckling (1976) emphasized the importance of the 

agency costs for equity in corporate finance arising from the 

separation of ownership and control in a professionally managed 

firm. This may result in managers exerting insufficient work 

effort, indulging in perquisites, choosing inputs or outputs that 

suit their own preferences, or otherwise failing to maximize firm 

value. Therefore, they presume that increasing insider's 

ownership is one solution for eliminating agency costs and, in 

turn, predicting better performance. From the recent studies of 

ownership structure, most scholars have categorized and 

documented that there are two contrasting ownership structures 

around the world, which are diffused ownership and concentrated 

ownership (La Porta et al., 1999). It is reported that a more 

diffused ownership structure is prevalent in the US and UK, 

which have the shareholder systems of corporate governance. 

Other countries such as the continental and East Asian countries, 

except for Japan, with stakeholder systems of corporate 

governance have concentrated ownership. Furthermore, research 

literatures state that some of the advantages of concentrated 

ownership are: (1) mitigates the agency problem between inside 

owners or managers and the outside owners, (2) monitors the 

managers through block holders, (3) facilitates the provision of 
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capital, (4) enhances value maximizing since cash flow rights and 

control rights are aligned, and (5) higher degree of control by 

external shareholders enhances productivity performance 

(Shleifer and Vishny, 1986). On the other hand, some of the 

disadvantages reported are: (1) reduction of the managers’ 

initiative or incentive to acquire information, (2) the risk of 

expropriation of minority shareholders (La Porta et al., 1999 and 

2000), and (3) being costly for large shareholders because it limits 

diversification and reduces the owners’ risk tolerance (Demsetz 

and Lehn, 1985). 

There are wide numbers of studies which estimate the 

relationship between concentrated ownership and firm 

performance. As a result, concentration ownership has been 

hypothesized to lead to better performance, worse performance, or 

to have no observable effect on performance. Increased firm 

ownership concentration can lead to better performance due to 

several main reasons. First, Jensen and Meckling (1976) suggest 

that more equity ownership by insiders improves corporate 

performance because it means a better alignment of the monetary 

incentive of the manger with other shareholders, thereby 

mitigating the principal-agent problem. Second, Shleifer and 

Vishny (1986) argue that even when controlling block-holders are 

not involved in management, they are nonetheless more capable 

of monitoring and controlling managers, thereby contributing to 

better firm performance. Third, Stein (1989) argue that since 

families are less myopic and have longer investment horizons, 

family-owned firms make better investment decisions, with less 

emphasis on short-term results. The longevity of the family 

owner’s interaction with the firm also implies a high degree of 

firm knowledge, better decision making, and less shirking, thus 
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leading to better performance. 

Concentrated ownership can have negative effect on firm 

performance due to four main reasons. First, more equity 

ownership by the insiders may decrease firm performance 

because managers and controlling shareholders with large 

ownership stakes may be powerful enough that they do not have 

to consider other shareholders interest. They may also pursue 

actions that maximize their personal utility but lead to 

suboptimal policies for the firm, such as appointing family 

members to management positions over better-qualified external 

candidates, consumption of perquisites or paying themselves 

excessive salaries (Shleifer and Vishny, 1986; Morck et al., 1988). 

Second, Stulz (1988) show that low and intermediate levels of 

control reduce the probability of a takeover and entrench poor 

managers. Third, increased ownership concentration decreases 

financial performance because it raises the firm’s cost of capital 

as a result of decreased market liquidity or decreased 

diversification opportunities on behalf of the investor (Fama and 

Jensen, 1983). And fourth, Morck et al. (2005) argue that family 

owned firms may display excessive risk-aversion and forgo 

profitable expansion strategies or mergers due to the 

concentration of family wealth in the business and the concern for 

family legacy. 

Finally, concentrated ownership may have no observable 

effect on firm performance due to endogeneity between ownership 

structure and firm performance (Demsetz, 1983; Demsetz and 

Lehn, 1985). It is argued that an existing ownership structure, 

whether concentrated or dispersed, is the result of market forces 

driven by profit-maximizing incentives. As a result, there should 

be no statistical relationship between ownership and firm 

performance, as the observed ownership will balance the 
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marginal advantages and disadvantages to the firms’ 

shareholders (Demsetz, 1983). 

As ownership concentration has its own benefits and costs, 

it is theoretically open which one dominates. Just as in the 

theoretical consideration, some empirical studies suggest that 

concentrated ownership supports the positive relationship, while 

other empirical studies suggest that concentrated ownership does 

not improve firm performance. Short (1994), Shleifer and Vishny 

(1997) are among the empirical studies, where they provide 

comprehensive surveys and show that the overall empirical 

evidence on the effects of ownership concentration on firm 

performance is mixed. In Korea, the positive effects of 

concentrated ownership and firm performance have been found 

by Mitton (2002) and Joh (2003). Among the negative effects, La 

Porta et al. (1999) find that the main problem in large firms of 27 

advanced countries is the expropriation of small shareholders by 

large shareholders. This negative result is supported by Lins 

(2003) and Morck et al. (2005). A nonlinear relationship between 

ownership concentration and firm performance is another 

important issue in empirical analysis. McConnell and Servaes 

(1990) and Holderness et al. (1999) show a curvilinear 

relationship between ownership concentration and performance, 

which supports a convergence-of-interest hypothesis in some 

ranges of a lower ownership level and an entrenchment 

hypothesis in some ranges of higher ownership level. Moreover, 

the endogenous ownership is also supported by Himmelberg et al. 

(1999) and Demsetz and Villalonga (2001). Sanchez and Garcia 

(2007) find no substantive relationship between ownership 

structure and firm performance, but that the relationship is 

moderated by the institutional environment; the relation is 

stronger in continental countries than in Anglo-Saxon countries, 
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which would support the argument that ownership is more 

positively related to firm performance in countries with lower 

levels of investor protection. 

 

Leverage 
 

The Modigliani and Miller theory, proposed by Modigliani and 

Miller (1963), form the basis for modern thinking on capital 

structure. In their seminal article, Modigliani and Miller (1963) 

demonstrate that, in a frictionless world, financial leverage is 

unrelated to firm value, but in a world with tax-deductible 

interest payments, firm value and capital structure are positively 

related. Other theories such as the agency cost theory (Jensen 

and Meckling, 1976), signaling theory (Leland and Pyle, 1977), 

trade–off theory (Myers, 1984), and pecking order theory (Myers 

and Majluf, 1984) argue that if capital structure decision is 

irrelevant in a perfect market, then, imperfection which exist in 

the real world may be adduce for its relevance. Such 

imperfections include bankruptcy costs (Kraus and Litzenberger, 

1973), agency cost (Jensen and Meckling, 1976), gains from 

leverage-induced tax shields (DeAngelo and Masulis, 1980) and 

information asymmetry (Myers, 1984). 

The existing literature focusing on the importance of capital 

structure decisions in firm performance are explored empirically 

and theoretically. The static trade-off theory, which focuses on 

the benefits and costs of issuing debt, predicts that an optimal 

target ratio exists and so maximizes the firm value. The 

advantage of debt financing is the tax deductibility of interest 

payments. The tax deductibility of corporate interest payments 

favors the use of debt. This simple effect, however, can be 

complicated by the existence of personal taxes (Miller, 1977) and 
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non-debt tax shields (DeAngelo and Masulis, 1980). Another 

benefit of debt is that it mitigates the manager-shareholder 

agency conflict. Corporate managers have the incentive to waste 

free cash flow on perquisites and risky investment. Debt 

financing limits the free cash flow available to managers and 

thereby helps to control this agency problem (Jensen and 

Meckling, 1976). Thus, debt policy has been viewed as an internal 

governance mechanism by agency theorists in restricting 

managers’ self-interest (Grossman and Hart, 1980). However, the 

costs associated with issuing more debt are the costs of financing 

distress (Modigliani and Miller, 1963) and the agency costs 

triggered by conflicts between shareholders and debt holders 

(Jensen and Meckling, 1976). Costs of financial distress are likely 

to arise when a firm uses excessive debt and is unable to meet the 

interest and principal payments. 

The pecking order theory suggests that firms have a 

particular preference order for capital used to finance their 

businesses (Myers and Majluf, 1984). Owing to the information 

asymmetries between the firm and potential investors, the 

managers prefer internal funds, followed by debt issue, and 

equity issues as a last resort. Myers and Majluf (1984) argued 

that if firms issue no new security but only use its retained 

earnings to support the investment opportunities, the information 

asymmetric can be resolved. Thus, firms which information 

asymmetry is large should issue debt to avoid selling underpriced 

securities. 

On the other hand, several studies have tested the 

relationship between ownership structure and leverage and have 

produced mixed results. The majority of studies following 

Holderness and Sheehan (1988) find the negative relationship 

between managerial ownership and financial leverage, 
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particularly for entrenched managers who are more likely to use 

equity and avoid the risks associated with high levels of leverage. 

Besides that, large shareholders prefer debt rather than equity 

issue in order to maintain their voting and control power and to 

monitor the corporate governance in the concentrated ownership 

firm (Grossman and Hart, 1986; Anderson et al., 2003). Study by 

Brailsford et al. (2002) show the opposite result. Incentive 

alignment will prompt the managers to act on behalf of the 

shareholders and so increasing managerial ownership will 

increase debt holding. However, as managerial ownership 

increases to a point, McConnell and Servaes (1990) argued that 

entrench effect will dominate, result in managerial opportunism 

and suggest an inverted U-shaped relationship between 

managerial ownership and leverage ratio. Anderson and Reed 

(2003) find that insider ownership (by managers or families) has 

no effect on capital structure choices. 

 

Hypotheses 
 

This study seeks to determine whether ownership concentration 

affects firm performance in Korea. Lately, the proponents of 

stakeholder orientation argue that in economics with 

concentrated ownership, the agency cost that exists is between 

the controlling shareholders that have the capacity and incentive 

to monitor managers and the minority shareholders that may be 

expropriated by the controlling shareholders (La Porta et al., 

2000). Besides that, Morck et al. (2005) points out that 

concentrated ownership may have negative implications for firm 

performance, since it may contribute to the entrenchment of poor 

managers, the expropriation of resources from minority 

shareholders, capital misallocation, inefficient investment, and 

thus lower economic growth. According to Claessens et al., (2000) 



 

 

 

 

 

 

 
Management Review: An International Journal  Volume 9  Number 1 Summer 2014 

 

 

 

82 

 

 

 

finding, data in year 1996, 80 percent of Korean firms are family 

owned and the management is rarely separated from ownership, 

especially among family firms. This non-separation of ownership 

and management system in Korean corporate makes it easier for 

controlling shareholders to expropriate minority shareholders. In 

particular, during a financially distressed situation, the 

possibility of expropriating minority shareholders by controlling 

shareholders could increase as controlling shareholders are likely 

to be desperate to take care of their own interests without 

considering minority shareholder’s interests (Johnson et al., 

2000). Therefore, ownership concentration could cause the agency 

problem, where the controlling shareholders are less concerned 

with the firm’s performance but more interested in the private 

benefits. Thus, we predict that ownership concentration affects 

firm performance negatively due to the unique characteristics of 

Korean ownership structure. 

 
H1: Ownership concentration affects firm performance negatively. 
H2: Ownership concentration affects firm performance negatively for 

chaebol groups. 
H3: Ownership concentration affects firm performance negatively for 

non-chaebol firms. 
 

Several studies investigate the direct association between 

ownership concentration and firm performance and have 

produced both mixed and weak results (e.g. Shleifer and Vishny, 

1986; Short, 1994; Mitton, 2002). A potential explanation for 

these conflicting and/or weak results might be because these 

studies have not considered that the relationship between 

ownership concentration and firm performance may be associated 
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with the firm ’ s leverage financing. Whereas, this study is 

different from prior studies as it considers that the relationship 

between ownership concentration and firm performance is 

associated with leverage. Leverage might reduce or enhance the 

relationship between ownership concentration and firm 

performance. Conflicts of interest between the shareholders and 

managers over payout policies are especially severe when the 

organization generates substantial free cash flow. Based on the 

free cash flow theory, leverage financing reduces the agency cost 

by reducing the cash flow available for spending at the discretion 

of managers (Jensen and Meckling, 1976). This is because a rise 

in debt increases default risk, so that firms want to reduce 

wasteful investment and increase firm performance to secure 

their survival. Therefore, we predict that leverage moderates, or 

in this case, weakens the negative effect of ownership 

concentration on firm performance. 

  

H4: The negative relationship between ownership concentration and 
firm performance is weaker for the firms with higher level of 
leverage. 

H5: The negative relationship between ownership concentration and 
firm performance is weaker for the chaebol groups with higher 
level of leverage. 

H6: The negative relationship between ownership concentration and 
firm performance is weaker for the non-chaebol firms with higher 
level of leverage. 
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SAMPLE AND MEASUREMENTS 
 

Sample and Data 

 

This research focuses on empirical relationships between 

ownership structure and capital structure on firm performance in 

Korea, and relies on publicly available accounting and ownership 

information. The panel data is based on financial statement and 

ownership data of Korean firms from year 2010 to 2012. 

The company profile features, ownership (stock holding) 

data, and financial data used in this paper are obtained from the 

Korea Information Service Inc.’s (KISVALUE) database, Korea 

Fair Trade Commission (KFTC), and the Financial Supervisory 

Service (FSS)’s Data Analysis, Retrieval and Transfer System 

(DART). Each firm gives its financial statement to the Korea 

Securities Supervisory Board. As all firms in the same country 

are subject to the same accounting standards, the potential 

problems associated with poor accounting practices will likely be 

smaller than those in cross-country studies. The KFTC ranks 

Korean conglomerates (chaebol) based on their total assets and 

identifies the 30 largest chaebols each year. Table 1 shows the list 

of top 30 chaebols designated by the KFTC from year 2010-2012. 

The chaebol dummy for firm i in year t assumes the value of 1 if 

that firm belongs to as business group designated as top 30 

chaebols in that year. Otherwise, its value is zero.  

Our sample set consists of publicly traded firms listed on 

Korean Stock Exchange (KSE). This yielded 1827 firm-year 

observations on 609 firms from year 2010 to 2012. Firms with 

missing and unavailability data or firms with incomplete 

ownership structure data in KISVALUE dataset are excluded. 

Other than that, those firms that are not listed on the stock 
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exchange for a given year are also eliminated. This paper 

excludes firms that operate in certain industrial sectors- specially, 

financial corporations and regulated utilities. Regulated utilities 

are excluded from the sample because these companies have to 

comply with very stringent legal requirements. Their profitability 

and valuation can be strongly influenced by government 

regulations. For financial corporations, profitability and valuation 

data are difficult to calculate and compare with companies in 

other sector. Variable definitions and sources are presented in 

Table 1. 

 

Table 1. Variables, definitions, and sources 

Variable Acronym Definition Sources 

Tobin’s Q TQ Tobin’s Q is the market based 

performance indicator of a firm. The 

numerator of TQ is the year-end market 

value of common stock, and the book 

value of preferred stock and debt. The 

denominator is year-end book value of its 

total assets 

KISVALUE  

Ownership 

Concentration 
OWN5 OWN5 denotes the fraction of shares 

owned by the five largest shareholders 
KISVALUE, 

DART 
Leverage ratio LEV Ratio of company’s assets that are being 

financed with borrowed funds 
KISVALUE 

Firm Size SIZE Natural Logarithm of total assets KISVALUE 

Firm Age AGE The number of years in business since 

firm establishment 
KISVALUE 

Chaebol 

groups 
CHAEBOL Firms affiliated with 30 largest chaebols. 

A dummy variable that equals 1 if firm’s 

belong to chaebol groups and zero for 

non-chaebols 

KFTC 

Note: KISVALUE denotes the Korea information Service Inc. database. 

DART denotes the Data Analysis, Retrieval and Transfer System 

database. KFTC denotes the Korea Fair Trade Commission. 
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Measurements 

 

Following earlier studies of ownership and performance since 

Morck et al. (1988), including those whose results we seek to 

reconcile, this paper uses Tobin’s Q (ratio of the firm’s market 

value to the book value of assets devised by James Tobin from 

Yale University in 1969) as the dependent variable, and 

interprets it as a measure of market performance (scaled by 

assets). This measure has been widely used by previous studies 

(McConnell and Servaes, 1990; Cho, 1998; Demsetz and 

Villalonga, 2001; and Villalonga and Amit, 2006). Tobin’s Q is a 

forward-looking measure that reflects the market’s valuation of 

the firm’s assets relative book value. Thus, a high Tobin’s Q ratio 

indicates success in the sense that the firm has deployed its 

investment to build up a company that is now valued more in the 

market than its book value. Besides that, Tobin’s Q reflects the 

value of firm for small shareholders since it is calculated on the 

basis of prices of shares traded on the stock market. This paper 

has calculated a proxy for Tobin’s Q (TQ) which is defined as the 

ratio of market value of the firm to the book value of total assets, 

where the market value of the firm is measured by the sum of the 

market value of common stock and the book value of debt and 

preferred stock. Ownership structure refers to a corporation’s 

distribution of equity and is analyzed by using quantitative 

analysis which investigates the dispersion of shares called 

ownership concentration. Ownership concentration is the 

distribution of shares owned by a certain number of individuals 

or institutions and represents the shareholder’s control over 
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management. The ownership concentration is measured by using 

variables based on ultimate (all-layers) ownership instead of 

direct (first-layer) ownership. La Porta et al. (1999) were the first 

to introduce the concept of ultimate ownership which is the sum 

of direct and indirect equity holdings in a company held by the 

ultimate owner. Moreover, all the measures of ownership 

structure used by Demsetz and Lehn (1985) are based on the 

fraction of shares owned by a firm’s most significant shareholders, 

with most attention being given by them to the fraction owned by 

the five largest shareholders. Their study measured ownership 

concentration as the fraction owned by the five, ten or twenty 

largest shareholders. To measure the ownership structure as an 

internal control mechanism, this paper uses the ownership 

concentration variable. This measure is among the most widely 

employed in the literature and is the most widely available and 

accurate measure to obtain across countries and is easy to 

interpret. Consistent with Demsetz and Lehn (1985) and Demsetz 

and Villalonga (2001), this paper measures ownership 

concentration, defined as percentage of ownership in the hands of 

the top five largest shareholders (OWN5). There are different 

measures of leverage using either book value or market value. 

This paper started with two possible indicators of capital 

structure, namely, debt-equity ratio, defined as total debt divided 

by book value of common equity, and a ratio of total debt to total 

assets. In order to identify whether debt mitigates agency costs, it 

is important to measure leverage relative to a firm’s assets in 

place since the benefits of debt are greater when firm a large base 

of assets has in place. Barclay et al. (2006) argue that book 

leverage is the appropriate instruments for the ratio of debt to a 

firm’s assets in place. Besides that, given that debt-equity ratios 
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could be negative in some cases when firm exhibit negative values 

of equity, consistent with Rajan & Zingales (1995) and King and 

Santor (2008), this paper calculates book leverage, defined as the 

ratio of book value of total debt divided by total assets as the 

relevant measure of leverage financing throughout the analysis.                        

This paper integrates conventional control variables that are 

usually considered in previous financial literatures as influencing 

firm performance. Firm characteristics are used as control 

variables as they are treated as endogenous. These variables 

include firm size and firm age. Firm size influences the 

relationship between ownership and firm performance (Anderson 

and Reeb, 2003). Large firms generally easier to secure external 

finance, are less likely to rely mostly on bank borrowing for their 

financing, will have smaller informational asymmetries, and are 

more established than smaller firms. Alternative explanation is 

that large firms may exercise economies of scale, have better 

knowledge of markets and are able to employ better managers. 

However, according to Himmelberg et al. (1999) large firms can 

however be less efficient than smaller ones; because of the loss of 

control by top managers over strategic and operational activities. 

Firm size can be measured either as logarithm of sales or 

logarithm of assets. To control for the effect of firm size, following 

Cho (1998), Demsetz and Villalonga (2001) and Joh (2003), this 

paper uses the logarithm of assets as the measure of firm size 

(SIZE) to alleviate the possible size effect problem. This paper 

expects a positive relation between firm size and firm 

performance. The age of the firm may be one of the possible 

determinants in the case of the early stage of business history, 

like Korean private business. Following King and Santor (2008), 

firm age (AGE), the other control variable is measured as the 

number of years since the establishment of the firm. Firm 

performance may depend on the accumulated knowledge about 
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the market, experience and firm reputation. Hence, one would 

expect a positive relationship between firm age and firm 

performance. Older firm however, may be less open to new 

technology as well as more rigid in terms of style and 

effectiveness of managerial governance. This may result in a 

negative relation between the firm’s age and performance. 

 

METHODOLOGY AND EMPIRICAL RESULTS 

 

Descriptive statistics 
 

Table 2 reports the descriptive statistics for the selected variables; 

firm size, firm age, ownership concentration, leverage ratio and 

Tobin’s Q. The average of the AGE and SIZE are 37.240 and 

17.0710 respectively. The mean of OWN5 for our sample is 0.4869 

(48.69%) with a maximum of 0.9001 (90.01%) and minimum of 

0.0208 (2.08%), suggesting that the five largest shareholders of a 

publicly traded firm own less than 48.78% of shares on average. 

Besides that, the average of the LEV is 0.440 (44.0%) and the gap 

of the maximum value (1.7240) and minimum value (0.0005) is 

quite high. The average value of TQ is 1.0494. 

 

Table 2. Descriptive statistics 

Variable Mean Std. Dev. Minimum Maximum 

AGE 37.240 17.0710 1 116 

SIZE 26.7543 1.5470 22.7122 32.5234 
CHAEBOL 0.20 0.3970 0 1 

OWN5 0.4869 0.1622 0.0208 0.9001 
LEV 0.440 0.2103 0.0005 1.7240 

TQ 1.0494 0.6268 0.2132 7.0783 
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Table 3 provides the correlation matrix for the sample used 

in this study. The correlations that should be noted are -0.102 

(p<0.01) which show that there is a correlation between OWN5 

and LEV. If the company ownership is too concentrated on the 

largest shareholder, it will affect the company leverage negatively. 

The significant correlation between OWN5 and TQ is -0.123 

(p<0.01). Thus, firm performance decreases when the company 

ownership concentration is increased. Although not hypothesized, 

we might expect that there is a significant relationship between 

LEV and TQ (r = 0.057, p<0.05). 

 

Table 3. Correlation coefficients between the firm performance 

(Tobin’s Q) and explanatory variables 
 AGE SIZE CHAEBOL OWN5 LEV 

Firm age (AGE) 1     
Firm size (SIZE) 0.075*** 1    
Chaebol groups 

(CHAEBOL) 
-0.002 0.594*** 1   

Ownership 

concentration 

(OWN5) 
-0.166*** -0.009 -0.049** 1  

Leverage ratio 

(LEV) 
-0.030 0.176*** 0.196*** -0.102*** 1 

Tobin's Q (TQ) -0.169*** 0.117*** 0.153*** -0.123*** 0.057** 
※ *: p<0.10, **: p<0.05, ***: p<0.01 
Note: AGE= the number of years in business, SIZE= Ln (total assets), CHAEBOL= 

chaebol-affiliation firms in the top 30 chaebols, OWN5= fraction of shares owned by the 

five largest shareholders, LEV= ratio of total debt to total assets, TQ= ratio of the firm 

market value to the total asset book value 

 

 

Table 3 provides the correlation matrix for the sample used 

in this study. The correlations that should be noted are -0.102 

(p<0.01) which show that there is a correlation between OWN5 

and LEV. If the company ownership is too concentrated on the 
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largest shareholder, it will affect the company leverage negatively. 

The significant correlation between OWN5 and TQ is -0.123 

(p<0.01). Thus, firm performance decreases when the company 

ownership concentration is increased. Although not hypothesized, 

we might expect that there is a significant relationship between 

LEV and TQ (r = 0.057, p<0.05). 

 

Metohology 

 

This study examines the firm performance operating with the 

same legal institutions, accounting standards, corporate 

government environments, macro-, economy development stages, 

etc. A country analysis can avoid the endogeneity problems 

between ownership structure and institutional environments as 

firms in the same country face the same legal protection and 

institutional constraints, or lack thereof. For this paper, the most 

appropriate analytical method used to test whether leverage 

enhancing or reducing the direct relationship between ownership 

concentration and the firm performance is by using hierarchical 

regression analysis. Statistical Package for Social Science (SPSS) 

statistical software is used to run the analysis.  

We first examine the impact of ownership concentration on 

firm performance and then the interaction effect of ownership 

concentration and leverage on firm performance. Thus, three 

regression models are established to examine the direct effect of 

ownership concentration on firm performance and also the 

moderating effect of leverage on the relationship between 

ownership concentration and firm performance, which are as 

follows: 

 

TQft = β0 + β1 AGEft + β2 SIZEft + εft                                        (1) 
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TQft = β0 + β1 AGEft + β2 SIZEft + β3 OWN5ft + β4 LEVft + εft                       (2) 
 
 
TQft = β0 + β1 AGEft + β2 SIZEft + β3 OWN5ft + β4 LEVft + β5 (MCOWN5 * 

MCLEV)ft + εft                                                                                                  (3) 

 
where f represents the firm, t represents the year of the data and the 
residual error term is ε. 

 

This study examines the interaction effects between 

ownership concentration and leverage on firm performance by 

using hierarchical regression analysis. The analysis consists of 

three steps and they are as follows; in the first step of the 

hierarchical regression procedure, the explanatory variables that 

we want to control are entered into the regression, where we can 

then test the relationship between the control variables (SIZE 

and AGE) and dependent variable (TQ). For the next step, the 

variables that we enter into the regression equation are the 

independent variables (OWN5 and LEV) that we think would 

have a statistical relationship to the dependent variable (TQ). In 

the third step, the interaction term is generated by multiplying 

the mean centered independent variable by the mean centered 

moderator (MCOWN5 x MCLEV). If the result in step 3 is 

statistically significant, the moderating effect is verified. The 

problem of multicollinearity that may exist when the variables 

are multiplied (OWN5 x LEV) to generate the interaction term 

are highly correlated with each other. Multicollinearity may be 

reduced by centering continuous predictor and moderator 

variables. This is accomplished by subtracting the sample mean 

from the respective variable, thereby obtaining a centered 

deviation score with a mean of zero. Centering the beta terms 
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reduces the magnitude of the correlations between the 

independent variables, thus reducing multicollinearity (Aldwin, 

1994). We use variance inflation factor (VIF) to examine the 

multicollinearity. VIF is reported for each regression to 

demonstrate the stability of the model. The increase of VIF 

causes the variance in the regression coefficient increase, making 

it an unstable estimate. The VIF values are shown in Table 4 and 

indicate that the multicollinearity does not exist between 

independent variables. In addition, as this study selects samples 

from year 2010-2012, it is required to test the autocorrelation 

across different periods of time using Durbin-Watson (D.W). If 1.5 

< D.W. < 2.5, it means no autocorrelation exists between the 

errors. The Durbin-Watson value is shown in Table 4 and 

indicates that there is no autocorrelation among samples across 

different periods of time. Furthermore, the slope of the graph is 

tested using a procedure developed by Aiken and West (1991) as 

shown in Figure 1. 

 

 
 

Figure 1. Interaction graph of ownership concentration with 

leverage on Tobin’s Q (whole sample) 
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Empirical Results 

 

Table 4, table 5 and table 6 present the regression results on how 

ownership concentration affects firm performance and also how 

the interaction between ownership concentration and leverage 

affects firm performance. First, this paper explores the direct 

relation between ownership concentration and firm performance 

for the whole sample. Based on Table 4, Model 2, it shows that 

OWN5 negatively affects TQ which is consistent with our 

hypothesis. Coherent with prior empirical studies by Morck et al. 

(1988), Lins (2003), and Morck et al. (2005) firm performance is 

negatively affected by ownership concentration.  

This result supports the managerial entrenchment 

hypothesis and indicates that more equity ownership held by the 

insiders may decrease firm performance as managers and 

controlling shareholders with large ownership stakes may be 

powerful enough that they do not have to consider other 

shareholders interests. Besides that as a result of the hierarchical 

regression conducted on TQ as the dependent variable and on 

LEV as the moderating variable, the interaction between OWN5 

and LEV has increased and has been compared to the increase in 

R2. As indicated in Table 4, the results show that R2 has 

increased from 0.077 (model 2) to 0.081 (model 3). Other than 

that, as the results present in Table 4, model 3, there is a 

significant positive interaction effect between OWN5 and LEV on 

TQ. This may indicate that the relationship between ownership 

concentration and firm performance is enhanced or reduced by 

leverage. That is to say, the negative association between 

ownership concentration and firm performance is moderated by 

the level of leverage. In addition, AGE has a negative effect on TQ, 

whereas the effect of SIZE on TQ is positive for the whole sample. 
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Moreover, this paper tests the moderating effect of leverage 

on negative association between OWN5 and TQ for the chaebols 

and non-chaebols. For chaebol groups, as the results present in 

Table 5, model 3, there is no significant interaction effect between 

OWN5 and LEV. Thus, leverage does not moderate the negative 

relationship between OWN5 and TQ. Besides that, AGE has 

significant negative effects on chaebols TQ. However, for the non-

chaebols, results show in Table 6, model 3 reveal that there is 

significant interaction effect between OWN5 and LEV. Thus, the 

negative association between OWN5 and TQ is moderated by 

LEV for non-chaebols. Furthermore, AGE has a negative effect on 

TQ, whereas the effect of SIZE on TQ is positive for the non-

chaebols. 

To better illustrate the moderating effect of leverage on the 

negative association between ownership concentration and firm 

performance, we graphed the interaction effect of these variables. 

We used methods described by Aiken and West (1991) to test the 

simple slopes of the graphed interactions to identify whether they 

were significantly different from zero. Based on figure 1 and 

figure 2, significance of the interaction graphs was found. From 

both figures, for the firms with a low level of ownership 

concentration (OWN5-L), lower leverage (LEV-L) firms have a 

better TQ compared to higher leverage (LEV-H) firms. However, 

for firms with high level of ownership concentration (OWN5-H), 

LEV-H firms are in a better position compared to LEV-L firms. 

Overall, firms with OWN5-L and LEV-L have higher TQ than 

firms with OWN5-H and LEV-H. As Aiken and West (1991) argue, 

it is not enough to simply assume that the change in performance 

is significantly different to zero, as demonstrated in the 

interaction graphs, without testing for the significance of the 

slope. Specifically, the slope significance tests demonstrated that 

OWN5-H did slow down the decrease in TQ for firms with a LEV-
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H compared to firms with a LEV-L for whole sample and non-

chaebols. In sum, according to figure 1 and figure 2, firms with a 

high level of ownership concentration can reduce the negative 

effect on firm performance by having higher leverage. 

 

Table 4. Multiple regression results (whole sample) 
Dependent variable= Tobin's Q (TQ) 
 Model 1 Model 2 Model 3 
 Beta t-stat Beta t-stat Beta t-stat VIF 
constant  1.955*  2.613***  2.689***  
AGE -0.174 -7.594*** -0.200 -8.685*** -0.200 -8.726*** 1.043 
SIZE 0.061 2.144*** 0.073 2.573*** 0.072 2.547** 1.576 
CHAEBOL 0.116 4.108*** 0.101 3.589*** 0.095 3.341*** 1.586 
OWN5   -0.152 -6.581*** -0.155 -6.725*** 1.049 
LEV   0.003 0.118 0.004 0.158 1.060 
OWN5*LEV     0.070 3.077*** 1.013 
R2 0.054 0.077 0.081 
ΔR2 0.054 0.022 0.005 
F 34.937*** 30.242*** 26.898*** 
ΔF 34.937*** 21.993*** 9.470*** 
Durbin- 
Watson 

1.712 

※ Beta= Standardized coefficient Beta 
※ *: p<0.10, **: p<0.05, ***: p<0.01 

 

Table 5. Multiple regression results (Chaebols) 
Dependent variable= Tobin's Q (TQ) 
 Model 1 Model 2 Model 3 
 Beta t-stat Beta t-stat Beta t-stat VIF 
constant  2.049**  3.615***  3.841***  
AGE -0.231 -4.466*** -0.288 -5.409*** -0.285 -5.370*** 1.093 
SIZE 0.021 0.409 -0.049 -0.870 -0.063 -1.113 1.241 
OWN5   -0.185 -3.187*** -0.213 -3.508*** 1.434 
LEV   0.066 1.264 0.060 -1.164 1.067 
OWN5*LEV     0.082 1.534 1.115 
R2 0.054 0.089 0.095 
ΔR2 0.054 0.035 0.006 
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F 10.118*** 8.621*** 7.394*** 
ΔF 10.118*** 6.793*** 2.354 
Durbin- Watson 1.486 
※ Beta= Standardized coefficient Beta 
※ *: p<0.10, **: p<0.05, ***: p<0.01 

 

Table 6. Multiple regression results (Non-chaebols) 
Dependent variable= Tobin's Q (TQ) 
 Model 1 Model 2 Model 3 
 Beta t-stat Beta t-stat Beta t-stat VIF 
constant  1.222  0.919  0.946  
AGE -0.163 -6.250*** -0.191 -7.302*** -0.193 -7.393*** 1.055 
SIZE 0.057 2.199 0.088 3.331*** 0.088 3.330*** 1.079 
OWN5   -0.160 -5.990*** -0.159 -5.981*** 1.103 
LEV   0.017 0.645 0.019 0.716 1.043 
OWN5*LEV     0.071 2.798*** 1.002 
R2 0.027 0.052 0.054 
ΔR2 0.027 0.025 0.005 
F 20.447*** 20.232*** 17.826*** 
ΔF 20.447*** 19.501*** 7.826*** 
Durbin- Watson 1.943 

※ Beta= Standardized coefficient Beta 
※ *: p<0.10, **: p<0.05, ***: p<0.01 

Note: AGE= the number of years in business, SIZE= ln (total assets), 

CHAEBOL= chaebol-affiliation firms in the top 30 chaebols, OWN5= fraction 

of shares owned by the five largest shareholders, LEV= ratio of total debt to 

total assets, TQ= ratio of the firm market value to the total asset book value 
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Figure 2. Interaction graph of ownership concentration with 

leverage on Tobin’s Q (Non-chaebols) 

 
 

 

 

SUMMART AND CONCLUSION 
 

This paper examines the relationship between ownership 

concentration and leverage on firm performance among Korean 

listed companies. Both direct and moderating effects are 

examined. The results of direct effect show that ownership 

concentration has a significant negative effect on firm 

performance. The results are consistent with the expected 

hypotheses. These finding are supported by the managerial 

entrenchment theory, where the performance of the chaebol and 

non-chaebol firms can be adversely affected for a certain range of 

high ownership concentration due to management entrenchment 

behavior. An extensive concentration of manager and controlling 

shareholder ownership might reduce firm performance due to 
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management entrenchment or increase in expropriation 

probability. In other words, non-separation of ownership and 

management in the Korean corporation allows the owner to 

become an active decision maker as the largest shareholder. Thus, 

managers and controlling shareholders with large ownership 

stakes may be powerful enough that they do not have to consider 

other minority shareholders’ interests.  

Of particular interest are the results of the moderating 

effect of leverage on the negative relationship between ownership 

concentration and firm performance. The results from the whole 

sample analysis reveal that a higher level of leverage does 

weaken the negative association between ownership 

concentration and firm performance. This paper analyses the 

moderating effects of leverage on the direct association between 

ownership concentration and firm performance for chaebol and 

non-chaebol firms separately and the results reveal that leverage 

does moderate the negative relationship between ownership 

concentration and firm performance for the non-chaebol firms but 

not for chaebol-affiliation firms. Therefore, chaebol-affiliation 

firms could not use leverage to weaken the negative association 

between ownership concentration and firm performance. However, 

for the non-chaebol firms, leverage can weaken the negative 

relationship between ownership concentration and firm 

performance. The entrenchment effect of the non-chaebol firms 

with higher ownership concentration decreases with higher 

leverage financing. On the other hand, our findings suggest that 

highly leveraged non-chaebol companies can mitigate the conflicts 
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between controlling shareholders or managers and outside 

minority shareholders by reducing free cash flow at the disposal 

of the manager as well as conflicts between shareholders and 

managers concerning investment choices, the amount of risk to 

undertake and the conditions under which the firm is liquidated. 

For non-chaebol companies, debtholders help in stringent 

managerial monitoring and create strong incentive for controlling 

shareholders and managers to make value-maximising decisions. 

In sum, non-chaebol companies with higher ownership 

concentration should consider to undertake more leverage 

financing in order to slow down the reduction of firm performance.  

In Korea, the legal protection of minority outside investors 

is weak and their rights are limited. The specific government 

environment in Korea endows controlling owners with formidable 

power when determining firm decisions. The findings of this 

paper demonstrate that corporate governance in Korea needs to 

be better able to scrutinize and perhaps restrain the power of 

large shareholders to protect the interests of minority 

shareholders. Furthermore, highly concentrated ownership 

among Korean firms could significantly slow down the reduction 

of firm performance by using leverage financing. Therefore, this 

study emphasizes that only when corporate government 

mechanisms and capital structure give balance the powers among 

all the stakeholders, will controlling owners be impelled to make 

appropriate investment decisions. 

Finally, there are a number of reasons to be cautious about 

these conclusions. For example, our ownership data is limited in 

that it only accounts for the fraction of shares owned by the five 
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largest shareholders. Our results might change if one could 

obtain data such as the types of owners and indirect ownership 

via ownership of affiliates. Moreover, we have not explored the 

possibility that those variables themselves might be endogenous. 

That is, firm performance may also determine the capital 

structure and ownership structure. 
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Objectives 

Business management is a primary area of market competitiveness 

and sustainability in all types of industries. Managerial insights in 

the global and/or local business are major drivers of organizational 

innovation, business dynamics and business value chain. Managerial 

review will be an integral player in the 21st knowledge industry and 

economy. 

Nevertheless, how to foster managerial review and insights have not 

been appropriately explored in terms of global or local business 

perspectives. In fulfilling of this urgent and timely theme, business 

management need more sustainable profitability, better operational 

excellence, higher goods and services quality, more proper market 

promotion, stronger leaderships, and more accurate financial 

planning in order that business organizations are more competitive. 

This journal’s main objective is to establish an outlet for executives, 

managers, educators, and researchers interested in a variety of topics 

in business management and insights in terms of global or local 

perspectives. Thus, papers will focus on the global or local 

implications of managerial review and insights in business settings. 

Subject Coverage 

Examples of topics appropriate to the theme of management 
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 Case studies of business management  
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 Business science research 

 Business service research and policy 

 Engineering management 

 Entrepreneurial study and venture business  

 Ethical issues in business and social responsibility 

 Financing and investment  

 Green, energy, environment, social business management 

 Information management 

 Leadership and organizations  

 Market life management 

 Management theory and philosophy development 

 New business creation and strategy management   

 Operational excellence with customer intimacy  

 Pedagogy to foster business management 
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