

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Why Does Corporate Governance Affect Firm Value: Evidence on a Self-Dealing Channel from a Natural Experiment in Korea

	
    
        
            
            







    
    










    
    
    
    











			
                    Journal of Banking and Finance, Vol. 51, 2015, pp. 131-150
 
                    EFA 2009 Bergen Meetings Paper
 
                    European Corporate Governance Institute (ECGI) - Finance Working Paper No. 103/2005
 
                    U of Texas Law, Law and Econ Research Paper No. 51
 
                    McCombs Research Paper No. 01-05
 
                    KDI School of Pub Policy & Management Paper No. 08/19
 
        

    
	

	
	
		
		
			63 Pages
		
		

		Posted: 9 Nov 2005
		
			Last revised: 30 Nov 2018
		
		
	

	
		
			
			




	See all articles by Bernard S. BlackBernard S. Black
Northwestern University - Pritzker School of Law
Woochan Kim
Korea University Business School; European Corporate Governance Institute (ECGI); Asian Institute of Corporate Governance (AICG)
Hasung Jang
Korea University - Department of Finance
Kyung Suh Park
Korea University - Department of Finance


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Why Does Corporate Governance Affect Firm Value: Evidence on a Self-Dealing Channel from a Natural Experiment in Korea

								
							
							
							
								Journal of Banking and Finance, Vol. 51, 2015, pp. 131-150, EFA 2009 Bergen Meetings Paper, European Corporate Governance Institute (ECGI) - Finance Working Paper No. 103/2005, U of Texas Law, Law and Econ Research Paper No. 51, McCombs Research Paper No. 01-05, KDI School of Pub Policy & Management Paper No. 08/19
							

							
							
								
									Number of pages: 63
								
								
									Posted: 09 Nov 2005
								
								
									Last Revised: 30 Nov 2018
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							2,886
							
						

					

					
					

					
						
							
						

						
							
								
									How Corporate Governance Affects Firm Value: Evidence on Channels from Korea
									

								
							
							
							
								ECGI - Finance Working Paper No. 103/2005, KDI School of Pub Policy & Management Paper No. 08-19, Northwestern Law & Econ Research Paper No. 09-23, U of Texas Law, Law and Econ Research Paper No. 51, McCombs Research Paper Series No. 01-05
							

							
							
								
									Number of pages: 53
								
								
									Posted: 20 Mar 2009
								
								
									Last Revised: 24 Jan 2012
								
							

							
						

						
							
							Downloads
							1,379
							
						

					

					
				

			

		

	

	


	
	
	
	
		
	
	
		
			Date Written: December 1, 2015

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Prior work in emerging markets provides evidence that better corporate governance predicts higher market value, but very little on the specific channels through which governance increases value. We provide evidence, from a natural experiment in Korea, that reduced tunneling can be an important channel. Korean legal reform in 1999 improved board independence of â€œlargeâ€� firms (assets > 2 trillion won) relative to smaller firms. This shock to governance allows us to assess the effects of reform using a regression discontinuity design. In event studies of the reform events, we show that large firms whose controllers have incentive to tunnel (positive Expropriation Risk Index firms) earn strong positive returns, relative to other large firms. In panel regressions over 1998-2004, we also show that better governance (higher Korea Corporate Governance Index) moderates the negative effect of related-party transactions on value and increases the sensitivity of firm profitability to industry profitability (consistent with less tunneling).

In a companion paper, Bernard Black and Woochan Kim, The Effect of Board Structure on Firm Value: A Multiple Identification Strategy Approach Using Korean Data (working paper 2008), http://ssrn.com/abstract=968287, we seek to identify Korean board structure reforms as likely causing an increase in firm market value.

For our earlier cross-sectional research on Korean corporate governance, see: 

Bernard Black, Hasung Jang and Woochan Kim, Does Corporate Governance Affect Firms' Market Values? Evidence from Korea,: 22 Journal of Law, Economics and Organization 366-413 (2006), nearly final version at http://ssrn.com/abstract=311275.

Bernard Black, Hasung Jang & Woochan Kim, Predicting Firms' Corporate Governance Choices: Evidence from Korea, 12 Journal of Corporate Finance 660-691 (2006), nearly final version at http://ssrn.com/abstract=428662. 
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