Journal of the Korea Academia-Industrial https://doi.org/10.5762/KAIS.2017.18.3.518

cooperation Society ISSN 1975-4701 / ¢ISSN 2288-4688
Vol. 18, No. 3 pp. 518-526, 2017

o oSS, T —
AnEiatstn WHEES L, TRAANTIS Y ASSEMME, (HAtstn 2Rt

Pecking Order Theory and Korean Family Firms:
Effect of Ownership and Govemance Characteristics

Mingue Jung', Dongwook Kim’, Byounggon Kim"
'Department of Venture Business, Gyeongnam National University of Science and Technology
"Research and Analysis Team, Busan Economic Promotion Agency
’Department of Business Administration, Changwon National University

2 o E Ay @ EYe ARzY JAAAS BN S8 71571 Aol ARZYES o)) £goj it
A e QEE S oldF £4S Al BEE 7171 (Family) H171S719(Non Family) % #-73haL, A5
FFHAE T8l 715719 ARTEEH0lR £ FEE RIS B4 7)1 2004 5-E 2014
A F 1Ade] AL, RIS AN f7sdA el 3 E ] e HlEEHE 719 £ 4503715 AHESISIth A
2 Ans aokabd kg3 2tk A4, Shyam-Sunder and Myers(1999)7F A A1 3k 28-S 0] &3 AR zUg=9lo| o] HE
7157148 vkl vlEl] BE EA A ARG o) 2 &t A el o2l A 71Tl
Bruaego)Ee] 8- AR ok g H)& o]9d 7|AF Y oAd A9 3|7t Fa 8]l &
= ASR olF|H k. B, 7E7IelA A7k &afTtF FTEeAY A EA o] AErE AR xR 8
7b molRIths 21& & AT Azl 719E Af-Aulshe 7HE719E dR A7t halE| o], Jensen(1986)°]
2

1
o) vioA)7] uhgel A 371 frele] g AL A

REEE EEEEE R $5 523} e A oleld
Aipz 571909 0] SRS AMPLES A A4 Geldlel FEATE A B 2eE a0l
& gt

Abstract This study analyzed the impact of family firms and their characteristics on how they use debts to analyze
the decision-making process of Korean family firms. For analysis, we classified the characteristics of family firms
into three categories, through the influence of the relationship between the lack of funds and net debt issuance, which
was confirmed as the 'packing order theory' of family firms. There was a total of 4,503 enterprises in the Korean
Exchange (KRX). The period of analysis was 10 years, between 2004 and 2014. To summarize, Shyam-Sunder and
Myers (1999) validated the packing order theory by presenting a model of family businesses that showed greater
applicable to higher packing order theory than a model of non-family businesses. Moreover, the results also confirmed
the application of the packing order theory by the family stronger corporate governance and ownership structure.
The ownership and governance characteristics of the ruling family has also shown the applicability of higher packing
order theory.
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Table 1. Descriptive statistics
Variable  Group Mean Star}dqrd Min Max ¢t —value
eviation
Ap  Family 00043 00646 04364 03881 .
Non Family -0.0022 00777 -0.5483 03879
g Famiy 00438 01027 05768 07960
Non Family 00435  0.1220 -0.4494 08184
AT Family 00146 00785 L1182 05566 . o
I Now Family  0.0103 00786 -0.8592 05160
Family 00293 03183 -3.5360 3.1595
AMB 0.8423
Non Family ~ 0.0403 03278 -2.0101 3.8468
Family ~ 00128 0.1111 -13135 0.8484
ASize MY 13692
Non Family 00067  0.1078 -0.9826  0.6661
Family 00015 00657 -0.4230 13364 "
AProf 2.5460
Non Family 0.0093  0.1152  -0.6281  1.4799
Oun Famlly' 04265 01542 00000 09270 . o
Non Family 0.3926  0.1810  0.0227 09155
Family ~ 04574 0.1782 00202 11816
Lev,_, 42481
Non Family 04885 01916  0.0431 14948

Note: Family and Non-Family Group Samples are 3,779 and 724
observations, respectively. **, *** denote 5%, and 1% significance
level, respectively. ( ) denotes t-value.
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Table 2. Pecking order tests of Corporate Governance Effect: Endogenous Switching Regression Model

threshold equation Own Outdir BDsize ocD Constant
(=31 -1.8170°" 113747 12028 -0.1648 -3.3460""
Family (-7.68) (6.25) (9.99) (-1.30) (-11.24)
(=31 0.6193 314847 195417 0.3397 -6.6902""

Non Fanily (-1.08) (6.14) (7.50) (0.70) (-8.09)
[232] -1.9518™" 12740 12608 0.2368 3.6761"
Family (-7.80) (6.65) (10.17) (-1.71) (-11.49)
[232] -1.1828 35968 274627 -0.4086 92736

Non Fanily (-1.64) (5.88) (6.75) (-0.66) (-7.59)

SCG regime WCG regime
response =E] 5 5 3
function [261] (2252 [=€l] [2%2]
Family Non Family Family Non Family Family Non Family Family Non Family
DEF 03200 03417 03367 02171° 02427 01850 0.2549™ 0.1877""
(8.03) @2.73) (8.67) (1.85) (24.54) (1.78) (25.76) (8.40)
AT 02494 0.4018" 0.1612"" 0.1383™

ang (6.51) (1.70) i i (12.65) (3.94)

, -0.0085 0.0078 0.0015 -0.0025
Az (102 034) - - 048) (0.30)
ASi -0.0349 0.1335 0.0074 -0.0393

tze (-0.84) (0.64) . . (0.85) (-1.56)

0.0006 -0.5273 -0.0109 0.0277
AProf (0.01) (-1.87) i i (:0.72) (-1.15)
-0.0149 0.0392 0.0022 0.0296
Own - -
(-0.60) (0.95) (0.32) (1.87)
I 0.0514" -0.0131 -0.0538™ -0.0802™"
E’UT, 1 - -
(-2.33) (-0.34) (:9.35) (-5.19)
FRD - - Include Include - - Include Include
Constant 0.0089 -0.0042 0.0249 -0.0243 -0.0025" -0.0062" 0.0159™ 0.0155
onstan (0.56) (0.25) (133) (0.97) (-1.99) (-1.98) (3.48) (147)

Note: This table reports estimates for the Corporate Governance Effect in Model [ 1], [&

2]. SCG group and WCG group samples are

331 and 4,171 observations, respectively. **, *** denote 5%, and 1% significance level, respectively. ( ) denotes t-value.

L=1 if vZ+u;>0, ;=0
SCG regime: AD; =
©Z=[1, Own, Outdir, BDsize, OCD |

if vZi+u; <0

B5CX + ey if I =1, WCG regime: A Dy, = "7CX,, + e, if [,=0
X=1[1, DEF, A Tang,AMB,ASize,\Prof, Own, Lev, _ |
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[R82]2 o438 71579 B9l BA47e B = sta1, A5 AL Y] JFUAE S
WO EAR (0] AR e 1B e e JETIYe) ARZEE)E Egeirgs selstgn
Table 3. Pecking order tests of Ownership Structure Effect
(=} o
sz—;ﬁl?—)g DEF ATang AMB ASize  AProf Own Lev,_, Constant FRD R> F—wvalue VIF
0.0852 -0076
Low (1.56) - - - - - 093) 0.0246 245  1.00
02188 -0.0055"
2 (11.09) - - - - - 22) 0.1530 123.06™ 1.00
, 02708 -0.0083""
23 - - - - -
(=81] 3 (16.51) 4.74) 0.1711 27260 1.00
0.2542"" -0.0056™" -
4 (14.74) - - - - - (3.09) 0.1585 271417 1.00
. 0.2628"" -0.0045
High 936) - - - - - 153) 0.1452 87677 1.00
0.1158 022717 -0.0565" -0.0418 -0.0436 02945  -0.0575  -0.0050 "
Low (2.13) Q21)  (218)  (-074)  (061) (1.00)  (137)  (-0.14) [nelude 02079295 116
0.2325"7 0.1782"7  -0.0002  0.0074  -0.0274  0.0666 -0.0355"  -0.0075
2 (1123)  (523)  (0.03)  (032) (075  (1.30)  (-274)  (-0.55) |[nclude 02014 2124 108
] 026837 0.1975  0.0065  0.0081  -0.0292  0.0039 -0.0555"  0.0148
=k
€2 3 (1621)  (9.69)  (1.53)  (0.59)  (120)  (0.11)  (:6.09)  (L09) [nclde 02547 56.137 105
02747"" 012627 -0.0046  0.0191  0.0359  -0.0473 -0.0619"" 0.0434”
4 (1569)  (624)  (-082)  (123)  (149)  (-120) (-636)  (2.07) |nelde 02173 39.79° 1.06
. 029357 0.17417"  -0.0016  -0.0106  0.0077  0.0221 -0.0679""  0.0069
High — "1009)  (549) (-0.17) (:049) (0.14)  (051) (-4.08) (023 |[nclude 0.2210 1805 108

Note: This table reports estimates for the coefficient 3 in Model [X.

1], [2¥2] across 5

Structure( Own). **, *** denote 5%, and 1% significance level, respectively. () denotes p-value.
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level of firms sorted by either Ownership



F27199 ASA G AR ALY

af - ATE BH Ry

A1

717k 200435 20143744 F 1170

2 f7FERA ol 44
=

o4l

o
F

=
7 of g

3
&4
/\E1

T

N

F 4,50375 A
Axs Qoksd o
Shyam-Sunder and Myers(1999)7} #|A| &t
o ARzEEe]ol2e HIA 7Y
ol Bla) djF-ie] EA oA ARz EE=9] o]
T7b EA YERGT 8], o]l Axs 7157
ErUeEo)Ee] 82 FHEAgA 9%
Qo] 71d91g = oA g4 397}
A= ALR o] = ). vk A2} 45
g 771 0] A B Al 33.67%E A
Zedl= 1o & UERA, Shyam-Sunder
and Myers(1999)9] 2ol Al AAE 75%¢°l HI3lA 7
oz Al vepsdtl o] Ade s 7171
o] ARxELYol RS wEtty FatA F4she de
T A7 98 9nishs Ao R ofd|HATHS]. &
A, 7457144 AeiztEe] ARt ST A A ulE
o] BaFE ArzIEolEe] #&Et Foxitt

S & F ATk AuirtEol 71ds Af-A ek
< PP SIEA7F 23510, Jensen(1986)°] Al
SAlgTte] Fagdo] vrolx)7] wiitel| F-A)

A
A

25

[¢)
=n
Gt

&
)

L
L

2

75719

ALEEE

p

2 gkt 57199004 A
ol @ Ae vlg
Afrpe] S4e] 1
e e
ol

e r2

References

[1] La Porta, R., F. Lopez-de-Silanes, and A. Shleifer,
"Corporate Ownership Around the World," Journal of
Finance, 54(2), 471-517, 1999.

[2] Anderson, R. C.,, D. M. Reeb, "Founding-family
Ownership and Firm Performance: Evidence from the

525

S&P 500," Journal of Finance, 58(3), 1301-1328, 2003a.

Mishra, C. S., D. L. McConaughy, "Founding Family
Control and Capital Structure: The Risk of Loss of
Control and the Aversion to Debt," Entrepreneurship
Theory Practice, 23(4), 53-64, 1999.

[4] Ellul, A., "Control Motivations and Capital Structure
Decisions," Working Paper, SSRN:
http://ssrm.com/abstract=1094997, 2008.

B3]

[5] Jaisik, Gong, and Choong-Hwan Kim. "The Determinants
of Family Firm's Debt Structure." Journal of the Korea
Academia-Industrial Cooperation Society, 14(1), 101-108,
2013.

DOLI: http://doi.org/10.5762/KAIS.2013.14.1.101

[6] Hye-Jung Ban, "Ownership Structures, Internationalization
Strategies and Debt Financing - Focused on Family
Controlled Companies," Korea Trade Review, 34(3),
195-219, 2009.

[7] Myers, S., N. S. Majluf, "Corporate Financing and
Investment Decisions When Firms have Information that
Investors Do Not Have," Journal of Financial
Economics, 13(2), 187-221, 1984.

[8] Shyam-Sunder, L., S. Myers, "Testing Static Tradeoff
Against Pecking Order Models of Capital Structure,"
Journal of Financial Economics, 51, 219-244, 1999.

Bong Han Yoon. "A Long-run Analysis of the
Determinants of Capital Structure." Korean Management
Review, 34(4), 973-1000, 2005.

[10] Chi-Soo Kim, Jin-No Kim, “Study on the Capital
Structure Choice: Market Timing Hypothesis and
Influence of Macro Economic Variables,” The Korean
Journal of Financial Management, 25(2), 33-68, 2008.

91

[11] Jensen, M., "Agency Costs of Free Cash Flow, Corporate
Finance, and Takeovers," American Economic Review,
76(2), 323-329, 1986.

[12] Shleifer, A., R. W. Vishny, "Large Shareholders and
Corporate Control," Journal of Political Economy, 94(3),
461-488, 1986.

[13] Grossman, S., O. Hart, "Takeover Bids, the Free-rider
Problem, and the Theory of the Corporation" Bell
Journal of Economics, 11, 42-64, 1980.

[14] Bharath, S. T., P. Pasquariello, G. Wu, "Does
Asymmetric Information Drive Capital Structure
Decisions?," Review of Financial Studies, 22,

3211-3243, 2009.

[15] Dong-Wook Kim, Min-Geu Jung, Byoung-Gon Kim,
"Does Asymmetric Information Affect on Capital
Structure Decision?." Korean Journal of Business
Administration, 25(2), 767-787, 2012.

[16] James, H., “Owner as Manager, Extended Horizons and
the Family Firm,” International Journal of the
Economics of Business, 6(1), 41-55, 1999.

[17] Casson, M., "The Economics of the Family Firm,"
Scandinavian Economic History Review, 47(1), 10-23,
1999.

[18] Chami, R., “What is Different about Family Business,”
International Monetary Fund Working Paper, 2001.

[19] Myers, S., "Capital Structure," Journal of Economic
Perspectives, 15, 81-102, 2001.



S| Eersl=EA) Asd A3E, 2017

[20] Frank, M., V. Goyal, "Testing the Pecking Order Theory
of Capital Structure," Journal of Financial Economics,
67, 217-248, 2003.

[21] Litz, R. A., "The Family Business: Toward Definitional
Clarity," Family Business Review, 8, 71-81, 1995.

[22] Chua, J. H., J. J. Chrisman, P. Sharma, "Defining the
Family Business by Behavior," Entrepreneurship Theory
and Practice, 23(4), 19-39, 1999.

[23] Gomez-Mejia, L., M. Larraza-Kintana, M. Makri, "The
Determinants of  Executive =~ Compensation  in
Family-controlled Public Corporations," Academy of
Management Journal, 46(2), 226-241, 2003.

[24] Chrisman, J. J., J. H. Chua, P. Sharma, "Trends and

Directions in the Development of a Strategic
Management  Theory of the Family  Firm,"
Entrepreneurship Theory and Practice, 29, 555-575,
2005.

[25] Dong-Wook Kim, Young Hwan Jeon, Byoung-Gon Kim,
"The Effect of Corporate Governance and Investment
Opportunity on Dividend Policy: Evidence from Korean
Family Firms" The Korean Journal of Financial
Management, 31.2, 107-140, 2014.

Rajan, R., L. Zingales, "What Do We Know About
Capital Structure: Some Evidence from International
Data," Journal of Finance, 50, 1421-1460, 1995.

[27] Chirinko, R., A. Singha, "Testing Static Tradeoff Against
Pecking Order Models of Capital Structure: A Critical

[26]

Comment," Journal of Financial Economics, 358,
417-425, 2000.
& 21 H#(Min-Geu Jung) [H3]9]
2008 29 : AdFHs}7]Eha
ikl BIsk (3D
02012 2¢ : A F Y3t}
ARE (G
*1996 6¥ ~ 2012 6€ : W=
44 oE
020123 3€¥ ~ dA : AEHey)
soighu WAEdet A7

526

Z = 2(Dong-Wook Kim) [Z3lE]
020041 2€ : FAHgstn g st}
(A9EAAh
2007 8¢ : FAhsta A Gt
A2 (F A
02004 49 ~ 2008 59 : FA
AT AR
-2008‘4 6¥ ~ Al . FAAAA
2 AAEFEME A7
<ok
A5, 719714
# H Z(Byoung-Gon Kim) (M3 9]
01989%1 2¢ : Fabdigta ojgyd
ﬁoﬂsl_q. (ﬁ fz}@‘/k]-)
©1999d 8¢ : FAietuw tiEgd
7 o 3t} (7:10 fz]—tl]—/k]-)
* 1989 69 ~ 19969 29 : LG
AATY AdAT

0200451 9¢ ~ @A : Fddiga
7Bty wp




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /KOR <FEFFd5a5c0c1b41c0020c778c1c40020d488c9c8c7440020c5bbae300020c704d5740020ace0d574c0c1b3c4c7580020c774bbf8c9c0b97c0020c0acc6a9d558c5ec00200050004400460020bb38c11cb97c0020b9ccb4e4b824ba740020c7740020c124c815c7440020c0acc6a9d558c2edc2dcc624002e0020c7740020c124c815c7440020c0acc6a9d558c5ec0020b9ccb4e000200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /CHS <FEFF4f7f75288fd94e9b8bbe7f6e521b5efa76840020005000440046002065876863ff0c5c065305542b66f49ad8768456fe50cf52068fa87387ff0c4ee563d09ad8625353708d2891cf30028be5002000500044004600206587686353ef4ee54f7f752800200020004100630072006f00620061007400204e0e002000520065006100640065007200200035002e00300020548c66f49ad87248672c62535f003002>
    /CHT <FEFF4f7f752890194e9b8a2d5b9a5efa7acb76840020005000440046002065874ef65305542b8f039ad876845f7150cf89e367905ea6ff0c4fbf65bc63d066075217537054c18cea3002005000440046002065874ef653ef4ee54f7f75280020004100630072006f0062006100740020548c002000520065006100640065007200200035002e0030002053ca66f465b07248672c4f86958b555f3002>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


