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Does Family-Involvement in Firm Management Increase Controlling
Shareholder’s Incentives of Expropriation?
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Abstract This study examined the effects of family ownership on the controlling shareholder's incentives
in Korean firms from the observations of 6,974 year-firms listed on the Korea Exchange (KOSPI) for
2010-2020. Five types of internal transactions, such as long-term supply contracts, transfer of assets and
business, loans, equity investment, and credit grants, were selected. Data analysis showed that the family
involvement over a firm positively affected the corporate value. Furthermore, that positive relation still
exists when members of the controlling family influence the management decision-making process.
Internal transactions in the form of loans and credit grants negatively affect the corporate value in
family-controlled firms and firms where members of the controlling family influence the management
decision-making process. Therefore, family control over a firm increases the controlling shareholder's
incentives to exploit the internal transactions in the form of loans and credit grants for their private
benefit.
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Table 1. Descriptive Statistics

All obsevations mean, mean, ‘
. family non-family mean diff.
variables . .
involvement involvement t-value
mean std.dev min. max. firms firms
MB 1.1452 0.6365 0.4581 3.4217 1.1367 1.1990 2.80%**
In_rLic 0.0505 0.1451 0.0000 0.6483 0.0504 0.0511 0.13
In_Abt 0.0018 0.0078 0.0000 0.0411 0.0019 0.0015 -1.27
In_TLoan 0.0052 0.0162 0.0000 0.0765 0.0049 0.0065 2.72%
In_ Fquity 0.0221 0.0660 0.0000 0.3000 0.0234 0.0140 -4.04*
In_Credit 0.0420 0.0908 0.0000 0.3873 0.0430 0.0357 -2.30**
Family 0.8636 0.3431 0.0000 1.0000 - - -
Govern 0.0549 0.2278 0.0000 1.0000 0.0532 0.0651 1.49
Foreign 0.1004 0.1311 0.0000 0.8973 0.1015 0.0939 -1.64
Size 26.9190 1.4131 24.5645 30.3768 26.9531 26.7031 -5.08™*
ROA 0.0345 0.0510 -0.0950 0.1536 0.0353 0.0289 -3.06™**
Growth 0.0436 0.2102 -0.3874 0.7001 0.0442 0.0397 -0.61
Leverage 0.4089 0.2050 0.0498 0.8200 0.4004 0.4631 8.81%**
Note: All observations are 6,974 including 6,023 of family involvement firms and 951 of non-family involvement firms.
ek and * denote 1%, 5%, and 10% significance level respectively.
Table 2. Pearson Correlation Coefficients
MB In_Iic In_Abt In_Loan  In_Equity In_Credit Family Govern
MB 1.0000
In_rLtc 0.0290™* 1.0000
In_Abt 0.0126 0.0649*** 1.0000
In_TLoan -0.0065 0.0235* 0.0141 1.0000
In_ Equity -0.0466*** 0.0552"*  -0.0170 0.1214* 1.0000
In_Credit -0.0809™** 0.0454** 0.0408™** 0.1927** 0.2316™* 1.0000
Family -0.0336™* -0.0017 0.0152 -0.0326™** 0.0484*** 0.0277** 1.0000
Govern 0.0190 0.0655™"* 0.0633™* -0.0309%*** -0.0138 0.0154 -0.0179 1.0000
Foreign 0.1541%* 0.0767** 0.0441 -0.0537** -0.0492%*** -0.0446* 0.0197 0.2283™**
Size -0.0148 0.1345%* 0.0927"** -0.0456%* -0.0096 0.0851%** 0.0607*** 0.3479%*
ROA 0.1793™* -0.0024 -0.0053 -0.0834** -0.0453% -0.0612%*** 0.0431%* 0.0440%*
Grouth 0.1146™* -0.0183 0.0213* -0.0184 -0.0200 -0.0170 0.0073 -0.0273™**
Leverage 0.0042 -0.0252** 0.0219* 0.1091™* 0.0233* 0.1461** -0.1050™** 0.0042
Foreign Size ROA Growth — Leverage
Foreign 1.0000
Size 0.4975** 1.0000
ROA 0.2308™** 0.1681"** 1.0000
Growth 0.0191 0.0098 0.2984*+* 1.0000
Leverage -0.1431"* 0.1563**  -0.1742™* -0.0016 1.0000

Note: *** ** and * denote 1%, 5%, and 10% significance level

respectively.
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Table 3. Results of regression analysis of the relationship change between internal transactions and corporate
value according to the family involvement

Model @ 2 (3) 4 (5)
In_Iic 0.0853
(0.82)
In_Abt 0.6750
(0.38)
In_Loan -0.0284
(-0.03)
In_ Fquity 0.2160
0.71)
In_ Credit 0.4431**
(2.46)
Family 0.0482** 0.0571*** 0.0656™** 0.0583™* 0.0780™**
(2.41) (2.92) (3.26) (2.91) (.78)
Family X In_Ltc 0.0943
0.81)
Family < In_Abt -1.6681
(-0.70)
Family X In_Loan -1.7524*
(-1.79)
Family X In_ Fquity -0.2118
(-0.67)
Family X In_ Credit -0.6167**
(-3.13)
Govern -0.1312%** -0.1319™ -0.1317*" -0.1317%" -0.1308™**
(-4.60) (-4.63) (-4.62) (-4.62) (-4.59)
Foreign 0.8485™** 0.8420* 0.8295*** 0.8435%** 0.8410™*
8.21) (8.15) (8.02) (8.16) 8.14)
Size -0.0315 -0.0294 -0.0289 -0.0295 -0.0283
(-1.60) (-1.49) (-1.47) (-1.50) (-1.44)
ROA 1.5359™ 1.5281%** 1.5329™* 1.5280™** 1.5320™*
(10.30) (10.23) (10.27) (10.23) (10.27)
Growth 0.0268 0.0245 0.0228 0.0244 0.0242
(1.05) (0.96) (0.89) 0.95) 0.95)
Leverage 0.2649*** 0.2642™* 0.2690™** 0.2634™** 0.2641%**
(4.67) (4.64) (4.73) (4.63) (4.64)
IndD included included included included included
Constant 1.7040%* 1.6500%** 1.6361%* 1.6508™** 1.6050™*
(3.24) (3.14) 3.11) 3.13) (3.05)
g statistics 8832.77"* 8783.09™** 8776.67*** 8757.50™** 8734.51***
m statistics 114.75%* 110.78™** 130.72% 116.13%** 135.65™**
Model fixed effect fixed effect fixed effect fixed effect fixed effect
No. of observations 6,974 6,974 6,974 6,974 6,974
F-value 31.39™ 29.89%** 31.19%* 29.84%** 31.017%**
R2 0.0431 0.0412 0.0429 0.0411 0.0427
Note : *** ** and * denote 1%, 5%, and 10% significance level respectively. Numbers in () denote t-value.

Model (1) through (5) represents the respective internal transactions substituting /n7rade of Eq. (1).
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Table 4. Results of regression analysis of the relationship change between internal transactions and corporate
value in case that members of the controlling family exert their influence over the management
decision making process.

Model (1) () ®) (4) (5)
In_Iic 0.1719**
(2.01)
In_Abt 0.2129
(0.15)
In_Loan 0.1269
0.17)
In_ Fquity 0.2494
(0.96)
In_ Credit 0.3561**
(2.48)
Fam_ Mgt 0.0445™ 0.0476*** 0.0584*** 0.0506™** 0.0697***
(2.44) (2.66) (3.20) (2.77) (3.70)
Fam_ Mgt X In_Ltc -0.0133
(-0.13)
Fam_ Mgt < In_Abt -1.1799
(-0.52)
Fam_ Mgt X In_ Loan -2.1543**
(-2.28)
Fam_ Mgt X In_ Fquity -0.2630
(-0.94)
Fam_ Mgt X In_ Credit -0.5824***
(-3.47)
Govern -0.1327*** -0.1333%*** -0.1329* -0.1318*** -0.1309***
(-4.66) (-4.67) (-4.66) (-4.62) (-4.59)
Foreign 0.8385™" 0.8357*** 0.8189*** 0.8384** 0.8394***
(8.12) (8.08) (7.92) (8.11) (8.13)
Size -0.0298 -0.0279 -0.0273 -0.0278 -0.0293
(-1.52) (-1.42) (-1.39) (-1.41) (-1.49)
ROA 1.5405*"* 1.5300*** 1.5393%** 1.5312%* 1.5353%*
(10.32) (10.24) (10.31) (10.26) (10.29)
Growth 0.0272 0.0248 0.0232 0.0246 0.0245
i (1.06) 0.97) 0.91) (0.96) 0.95)
Leverage 0.2663™** 0.2651%*** 0.27147* 0.2648™** 0.2697***
(4.69) (4.66) 4.77) (4.65) 4.74)
IndD included included included included included
Constant 1.6645™* 1.6215™* 1.6022%** 1.6139%** 1.6428%**
(3.17) (3.08) (3.03) (3.07) (3.13)
g statistics 8909.84™** 8861.02*** 8861.49* 8848.70™** 8820.58™"*
m statistics 95.88™* 95.75%** 107.30™* 102.19™* 114.64%*
Model fixed effect fixed effect fixed effect fixed effect fixed effect
No. of observations 6,974 6,974 6,974 6,974 6,974
F-value 3117 29.71%%* 31.29%* 29.74%* 31.13%**
R? 0.0429 0.0409 0.0430 0.0410 0.0428
Note: ** ** and * denote 1%, 5%, and 10% significance level respectively. Numbers in () denote ?-value.
Model (1) through (5) represents the respective internal transactions substituting /n7rade of Ea. (2).
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