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ABSTRACT

This paper provides the first rigorous econometric estimates on the pay-performance relations
for executivesin Korea. To do so, we have assembled for the first time a pooled
cross-sectional time-series dataset on 251 firms that were included in KOSPI200 for at least
two consecutive years from 1998 to 2001. Contrary to a popular belief that Korean
corporate governance and the structure of Korean executive compensation is considerably
different from elsewhere in the West, we find that cash compensation of Korean executivesis
statistically significantly related to stock market performance and that the magnitude of the
sensitivity of pay to stock market performance is comparable to Japan and the U.S.

Moreover, aternative performance measures (such as accounting performance and sales) is
found to play alessimportant role in the determination of Korean executive compensation.
Finally, we find evidence that non-Chaebol firms structure their executive compensation so as
to reward their executives for improving shareholder value more so than Chaebol firms.

The evidence is consistent with the recent literature on the nature of Chaebols in Korea
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EXECUTIVE COMPENSATION AND FIRM PERFORMANCE IN KOREA

|. Introduction

While there has been an explosion in research on executive compensation in U.S.
firmsin recent years," systematic research on executive compensation outside of the U.S,, in
particular in Asia, is still relatively scarce mostly due to the limited data availability.
Specificaly, unlikein the U.S., Asian firms have not been required to disclose information on
compensation for any individual executives, and hence compensation data on individual
executives of Japanese corporations have not been available for researchers.

Though not required to report salary and bonus of CEOs, however, Japanese
corporations are required to report total salary and bonus earned by all directors, and such
aggregate executive compensation data are readily available annually over an extended
period of time.?> A few studies have exploited this aggregate data set of Japanese publicly
traded firms and have examined the determinants of executive compensation in Japan.®

Except for Japan, however, no attempt has been made to estimate the
pay-performance relations for executives of Asian firms.  This paper fills an important gap
in the literature by providing the first rigorous econometric evidence on the pay-performance
relations of Korean executives, using new panel data on executive compensation of over 200
leading corporations listed in KSE (Korea Stock Exchange) over the period of 1998-2001.

In so doing, the paper contributes to one of the most important recent public-policy debatesin

Asia, or corporate governance reform.*

1 A number of excellent surveys on this literature are available.  See, for example, Murphy (1999) for
the mostly empirical literature and Gibbons and Waldman (1999) for the largely theoretical literature. For an
authoritative survey of earlier work, see Rosen (1990) who concludes his survey by urging scholars to broaden
their inquiry beyond the U.S. to other countries.

2 Nikkei NEEDS database is perhaps the most convenient way to get these panel data.

3 See, for instance, Kaplan (1994), Xu (1997), Ang and Constand (1997), Joh (1999) and Kubo (2001).
For studies using an alternative income tax return data set in Japan, see Kato and Rockel (1992a) and Kato
(1997).

* See, for example, Nam (2002), Ahmadijian (2001), Black, Jong and Kim (2003) for the current debate
on corporate governance reformin Asia.



The proponents of such reform argue that Asian corporate governance is not
sufficiently oriented towards shareholders and recommend changes that will bring Asian
corporate governance more in line with the Anglo-American model. In fact, some of their
recommendations have been already implemented.® Unfortunately, however, existing
evidence on the nature of managerial incentivesin Asian firmsislimited and mixed. The
present study provides the first systematic evidence on the pay-performance relations for
Korean executives and thus offers important information currently missing in the debate.

Specifically, contrary to a popular belief that Korean corporate governance and the
structure of Korean executive compensation is vastly different from elsewhere in the West,
we find that cash compensation of Korean executivesis statistically significantly related to
stock market performance and that the magnitude of the sensitivity of pay to stock market
performance is comparable to Japan and the U.S. Moreover, alternative performance
measures (such as accounting performance and sales) turn out to play alessimportant rolein
the determination of Korean executive compensation. Finally, we find that non-Chaebol
firms appear to structure their executive compensation so asto reward their executives for
improving shareholder value more so than Chaebol firms. The evidence is consistent with

the recent literature on the nature of Chaebolsin Korea.

In the next section we begin with background information on Korean executive
compensation and corporate governance with particular emphasis on Chaebols, and then
introduce the data and describe our empirical strategy in Section 1.  Theresults are

presented in Section 1V, followed by a concluding section.

I1. Corporate Gover nance and Chaebolsin Korea

® See, for example, Republic of Korea (2003).



Since the financial crisis of 1997/98, many scholars started to show interest in large
business groups of East Asia.  They particularly showed interest in the separation of
ownership and control rights resulting from stock pyramids and cross-ownership of equity
dominant in Asian business groups.  For example, Claessens, Djankov, and Lang (2000)
document the separation of ownership and control in nine East Asian countries and show that
such separation is most pronounced among family-controlled firms.®  In their study of eight
East Asian countries, Claessens, Djankov, Fan, and Lang (2002) show that firm value falls
when the control rights of the largest shareholder exceed its cash-flow ownership, consistent
with the an entrenchment effect.”  Another line of research investigates the performance of
East Asian firms during the crisis.  For example, Mitton (2002) documents that in five
crisis-hit countries, significantly better stock price performance is associated with firms that
had higher quality of corporate governance.?  In their study of eight East Asian countries,
Lemmon and Lins (2003) show stock returns of firms in which managers have high levels of
control rights, but have separated their control and cash flow ownership, are significantly
lower than those of other firms during the crisis period.’

There are al'so a number of Korea specific papers studying the behavior of chaebols,
family-controlled large business groups in Korea.  Form example, Joh (2003) shows that
firms affiliated to a chaebol group experienced lowers operational profits during the pre-crisis

period.’® Baek, Kang, and Park (2003) and Kim and Lee (2003) show that this was also the

® They study Hong Kong, Indonesia, Japan, Korea, Malaysia, the Philippines, Singapore, Taiwan, and
Thailand.

" They study Hong Kong, Indonesia, Korea, Malaysia, the Philippines, Singapore, Taiwan, and
Thailand.

8 They study Korea, Malaysia, the Philippines, and Thailand.

® They study Hong Kong, Indonesia, K orea, Malaysia, the Philippines, Singapore, Taiwan, and
Thailand

10 She uses top-70 chaebols.  She constructs this list by adding 40 additional chaebols to the top-30
chaebols classified by the Korea Fair Trade Commission (KFTC). KFTC announces the list for its own
purpose to restrict equity investments, mutual debt guarantees, and mutual shareholdings among group-affiliated
firms. KFTC defines achaebol as “agroup of companies of which more than 30% of its shares are owned by
the group’s controlling shareholder and its affiliated companies.” Each year, the KFTC ranks business groups
according to the size of their total assets and identifies the 30 largest business groups.



case for stock price performance during the crisis period.”*  Campbell and Keys (2003) also
show that firms affiliated with the top five chaebols exhibit significantly lower performance
and significantly higher sales growth relative to others during the 1993-1999 period. Jung
and Kwon (2002) look at earnings informativeness instead of firm performance. They show
that in chaebol firms, as opposed to non-chaebol firms, no significant relationship is found
between the largest shareholder’ s holdings and earnings informativeness.™

There are three additional papers more closely related to our project. Bae, Kang,
and Kim (2002) show that when a chaebol -affiliated firm makes an acquisition, its stock
price on average falls, but the market value of other firmsin the group rises.™®  This
evidence tells that while minority shareholders of a chaebol-affiliated firm making an
acquisition loses, the controlling shareholder of that firm on average benefits. Thisresult is
relevant to our research because it shows that chaebol-affiliated firms are not independently
run, but operated to maximize the interest of the overall group or the controlling family’s
interest. Thisismore evident ininterna capital market studies. For example, Shin and
Park (1999) show that investment-cash flow sensitivity islow and insignificant for chaebol
firms but is high and significant for non-chaebol firms.** They also show that a chaebol
firm’sinvestment is significantly affected by the cash flow of other firms within the same
chaebol group even though they are independent legal entities.

Such evidence suggests that group’ s interest might be considered in the top executive
replacement decisonstoo. That is, if group chairman or controlling shareholder mandates
top executives to pursue the interest of chaebol as awhole, executive turnover might be
insensitive to individual firm-level performance. Campbell and Keys (2003) shows exactly

such evidence. Using data between 1993 and 1999, they show that top executive turnover in

1 Both studies use top-30 chaebols as their base, but conduct robustness checks with top-50 and
top-70 chaebols.

2 They use top-30 chaebols.

2 They use top-30 chaebols.

¥ They use top-30 chaebols.



firms affiliated to top five chaebolsis unrelated to firm-level performance. On the other
hand, they show that managers of firms unrelated to the top five chaebols are significantly
more likely lose their job when performance deteriorates.

In this paper, we intend to uncover similar evidence in the determination of
executive compensation. That is, if top executives of chaebol are mandated to pursue the
interests of the overall group, and not the shareholders’ interest of the firm he or she works
for, their cash compensation would be less sensitive to firm-level performance compared to
those firms unaffiliated to any chaebol group.

Institutional information on who sets executive compensation and how itissetis
very limited in Korea. It isvery rare for companies to have compensation committees and
even for firmsthat do have such a committee, they do not disclose any of their activity. One
exception is the SOESs that are subject to the " State Owned Enterprise Management
Improvement and Privatization Act." According to this act, the companies have to disclosein
the proxy statement detailed performance eval uation and compensation contract of the CEO.
The Act also explicitly states that CEO compensation should be linked to firm performance.
Currently, FSC (Financia Supervisory Commission) tried to disclose cash compensation of
individual board members. However, MOFE (Ministry of Finance and Economy) is opposing

thisidea

1. Data and Empirical Strategy

We assembled for the first time a pooled cross-sectional time-series dataset on 251
firms that were included in KOSPI200for at least two consecutive years from 1998 to 2001.%

Specifically, we constructed the dataset by merging the following three separate databases.

> The KOSPI 200, which is underlying index for stock index futures and options trading, is composed
of 200 blue chips and accounts for about 90 percent of the total market capitalization. The constituent stocks are
selected on the basis of the market value of the individual stocks, liquidity and their relative positionsin the
industry groups they belong. Its base date is January 3, 1990 and the base index is 100.



First, we used annual reports of all firmsincluded in each year’s KOSPI200 for 1998-2001
and collected data on TPAY (total annual cash compensation of al directors) and APAY (total
annual cash compensation of all directors per director). Second, we assembled data
(annually for 1989-2001) on stock returns for all KOSPI200 firms from the K orea Securities
Research Ingtitute’ s stock market return database.  Finally, from the Korea Listed
Companies Association (KLCA)’ s database, we collected corporate accounting data, such as
sales, profit and asset annually for the relevant period for al KOSPI200 firms.  All three
databases were merged by using unique company codes that are common for all three
databases. All variables were adjusted for inflation using CPI.

Most empirical studies on executive compensation use data on compensation for
individual executives (typically CEOs) of U.S. firms,*® and perhaps the closest study to ours
is Kaplan (1994) that used similar aggregate compensation data for Japanese firmslisted in
Tokyo Stock Exchange and studied the pay-performance relationships for Japanese directors.
We begin with estimating the pay-performance “semi-elasticities’ equations,*’ following

Kaplan (1994) . That s,

Q) AIN(PAY)i= o + BROR;: + Uit

2 AIN(PAY)i= o + BsA(ROA);: + Uit

(©)) AIN(PAY)ir= o + BgSALEGROW;¢ + Uit

4 AIN(PAY)i= o + BhNEGPROF;; + Ui

(5) AIN(PAY )= o + B/ROR;; + BAAROA; + BeSALEGROW;; + B,NEGPROF;; + Uy

where PAY j; is executive compensation of Firmi in Year t, measured by TPAY j; (total annual
cash compensation of all directorsin 1995-constant won) and TPAY ji(total annual cash

compensation of all directors per director in 1995-constant won);*® ROR;; is Stock returns of

16 See, for example, Murphy (1998) and Rosen (1992) for an excellent survey of the literature.
" See Rosen (1992).
18 Unfortunately, like most prior studies, we do not have data on non-cash compensation.



Firmi in Period t; ROA|; is Return On Asset (Profit/Asset) of Firmiin Year t; SALEGROW;;
is Rate of Growth of Salesof Firmi inYear t; NEGPROF;; is adummy variable that takes a
valueof 1if Firmi’sprofitin Year tisnegative, O otherwise. For the disturbance term, ujt,
we assume ui ~ NID(0, ¢%)."°

The value of B indicates the responsiveness of pay to stock returns (or a standard
stock market performance measure) and likewise, the value of B4 gauges the responsiveness
of pay to ROA (or a standard accounting firm performance measure). The sign and
significance of the estimated coefficients on SALEGROW;; will tell us whether executive
compensation is structured so asto reward directors for pursuing alternative firm objectives,
in particular salesin Korea.  Kaplan (1994) considered NEGPROF;; which takes a value of
oneif the firmi’s profit (net income) is negativein Year t, and found that Japanese executives
are indeed penalized significantly when their firm’s profit is negative.  We test whether this
is also the case in Korea by considering this variable here as well.

Eq. (1)-(4) estimate the responsiveness of pay to the four performance variables
individually whereas Eq. (5) considers all four performance variables simultaneously and
thus the estimated coefficient on each performance variable indicates the relative importance

of each performance variable.

We also estimate each equation with and without year effects to see if controlling for

time-specific shocks that are common to al firms change the results.

Next, to test our hypothesis developed in the previous section that the

pay-performance relations are stronger for non-Chaebol firms than for Chaebol firms, we

19 Kaplan (1994) also considered lagged performance variables. We also considered such lagged
performance variables and found that these lagged performance variables have no statistically significant
relationship with pay and that the estimated coefficients on contemporaneous performance variables change
very little by adding the lagged variables. Theseresults aswell as all other unreported results are available
from the authors upon request.

% Since both pay and performance variables are first-differenced in Eq. (2), all firm fixed effects that
may affect the level of pay are controlled for.



classify all firmsinto Chaebol and non-Chaebol firms by going over the Korea Fair Trade
Commission (KFTC) press releases on large business groups.”>  We then estimate Eq.
(2)-(5) for non-Chaebol firms and Chaebol firms separately (and with and without year

effects).

Descriptive statistics for key variables are summarized in Table 1 where all value
variables are in 1995-constant won. Over the sample period of 1998-2001 total cash
compensation of all directors of KOSPI200 firms was on average about 1.5 billions of
1995-constant won and the average director earned approximately 103 millions of
1995-constant won.  Chaebol firms tend to pay their directors more than non-Chaebol firms
(2.3 billions of 1995-constant won vs. 0.9 billions of 1995-constant won for TPAY and 136

millions vs. 80 millions for APAY).

Over the sample period total cash compensation of all directors rose by 9.6 percent
per year in real terms whereas the average director’s cash compensation increased by 10.1

percent per year. A gap in the pay increase between Chaebol and no-Chaebol firmsis small.

The average rate of inflation-adjusted stock return was 2.4 percent over the sample
period and it was higher for non-Chaebol firms than for Chaebol firms (2.9 vs. 1.7 percent).
The data also show amodest fall in ROA on average each year over the sample period (0.3
percentage-point fall). Non-Chaebol firms experienced afall (0.6 percentage-point fall)
whereas Chaebol firms enjoyed a dight increase (0.2 percentage-point increase). Overal,
sales grew over the sample period by 15.8 percent per year inreal terms.  Chaebol firms
grew faster than non-Chaebol firms (17.6 vs. 14.6 percent). Finally, the average likelihood
of making a negative profit was about 10 percent for all firms. Non-Chaebol firms are much

more likely to make a negative profit than Chaebol firms (14 vs. 4.5).

21 Following most prior studies on Korean Chaebols, we used top 30 Chaebols.



V1. Results

Tables 2 presents the OL S estimates of Eq. (1)-Eqg. (4) for our full sample including
both Chaebol and non-Chaebol firms with and without year effects, using total annual cash
compensation of al directors (TPAY). Asshown in Table 1, the estimated coefficients on
stock returns are positive and statistically significant whereas the estimated coefficients on all
other performance variables are not statistically significant at the 10 percent level.
Specifically, without year dummy variables, the estimated coefficient on stock returnsis
0.229 and statistically significant at the 5 percent level. When year effects are included, the
estimated coefficient on stock returns falls somewhat to 0.194 yet is still statistically
significant at the 10 percent level. The estimated coefficients for example suggest that a 100
percent increase in stock price will result in a 19 to 23 percent increase in total annual cash
compensation of al directors. Such magnitude of the responsiveness of pay to stock returns

is comparable to what Kaplan (1994) found for Japan.

Table 3 shows the OL S estimates of Eq. (5) for al firms with and without year
effects, using total annual cash compensation of all directors (TPAY). First and most
importantly, the estimated coefficient on stock returns changes very little and is again
statistically significant at the 5 percent level (at the 10 percent level with year dummy
variables) even when controlling for the other three performance variables. As such, the

statistically significant link of pay to stock returns appears to be robust.

Second, when all four performance variables are considered simultaneoudly, the
estimated coefficient on AROA (our accounting performance measure) is positive and

statistically significant at the 10 percent level with and without year dummy variables. The



size of the estimated coefficients suggest that a 1 percentage-point increase in ROA leadsto a
0.7 percent increase in total annual cash compensation of all directors. Again, the size of
the responsiveness of pay to ROA found for Korean firms is comparable to what Kaplan

(1994) discovered for Japanese firms.

Tables 4 and 5 repeat the same analysis using APAY (total annual cash compensation
of all directors per director) instead of TPAY. Theresults are by and large similar to Tables

2 and 3 although all coefficients are less precisely estimated.

To examine the differences in the pay-performance rel ations between non-Chaebol
firms and Chaebol firms, we estimated Eq. (1)-(5) for non-Chaebol firms and Chaebol firms
separately. Theresultsusing TPAY are summarized in Tables 6A, 6B, and 7 and likewise
theresultsusing APAY in Tables8A, 8B, and 9. The differences between non-Chaebol and
Chaebol firms are pronounced. As shown in Tables 6A and 6B, for non-Chaebol firms the
estimated coefficient on stock returns is positive and still statistically significant at the 10
percent without time dummy variables (and close to significant with time effects) while for
Chaebol firms the estimated coefficient on stock returnsis not at all significant. When we
consider al four performance variables together, as shown in Table 7, we observe the same
contrast between non-Chaebol and Chaebol firms. Both stock returns and ROA appear to
matter for the determination of executive compensation for non-Chaebol firms (the estimated
coefficients on stock returns and AROA are statistically significant at the 10 percent level
without time dummy variables and they are close to significant with time dummy variables)

whereas executive compensation is not significantly related to either performance measure.

When we use APAY, we find similar differences between non-Chaebol and Chaebol
firms and actually the differences are even more pronounced. As shown in Tables 8A and

8B, the estimated coefficients on stock returns for non-Chaebol firms are positive and

10



statistically significant (at the 5 percent level without time dummy variables and at the 10
percent level with such variables) whereas the estimated coefficients on stock returns for
Chaebol firms are not at all statistically significant (in fact negative). The findings support
our hypothesis developed earlier that executive compensation is more strongly linked to firm
performance (in particular stock returns) in non-Chaebol firmsthan in Chaebol firms. Table
9 confirms that our conclusion is not sensitive to whether we consider all performance

variables smultaneously or individualy.

Though our data are not strictly comparable to individual compensation data used by
most U.S. studies, it may still be useful to contrast our Korean evidenceto U.S. evidence.
To thisend, following Murphy (1998), we estimated the elasticity of pay with respect to
shareholder value by regressing AIn(PAY )i;on In(1+ROR;).? Asshown in Table 10, to be
consistent with our earlier estimates, for all firms, the estimated elasticity of pay with respect
to shareholder value is positive and statistically significant at the 5 percent level when TPAY
is used; and for non-Chaebol firms, the estimated elasticity of pay with respect to shareholder
valueis positive and statistically significant at the 5 percent level regardless of the choice of
pay variables (TPAY or APAY). The sizes of the estimated elasticities range from 0.29 to
0.34, suggesting a 10 percent increase in shareholder value leading to around 3 percent
increase in annual cash compensation of Korean directors.  The Korean pay-performance
elasticity estimates that we obtained are similar to what Murphy (1998) found for S& P 500

Industrialsin the U.S. in the first half of the 1990s.

V. Conclusions

2 \We also estimated the sensitivities of pay with respect to shareholder value by regression A(PAY );;
on A(Shareholder Value);. Unfortunately, the sensitivities were imprecisely estimated due to a poor fit.
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This paper has provided the first rigorous econometric estimates on the
pay-performance relations for Korean directors.  To do so, we have assembled for the first
time a pooled cross-sectional time-series dataset on 251 firms that were included in

KOSPI200 for at least two consecutive years from 1998 to 2001.

Contrary to apopular belief that Korean corporate governance and the structure of
K orean executive compensation is vastly different from elsewhere in the West, we have found
that cash compensation of Korean executives is statistically significantly related to stock
market performance and that the magnitude of the sensitivity of pay to stock market
performance is comparable to Japan and the U.S. Moreover, alternative performance
measures (such as accounting performance and sales) turned out to play alessimportant role

in the determination of Korean executive compensation.

Finally, we have found evidence that non-Chaebol firms appear to structure their
executive compensation so as to reward their executives for improving shareholder value
more so than Chaebol firms. The evidence is consistent with the recent literature on the

nature of Chaebolsin Korea.
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Tahle 1 Surnnary Statistics

All Firms Mon-Chaehol Firms Chaehol Firms
Ilean a. D M Ilean a. D M Iean s D M
TPAY 1,454,794 390 £,354,421,610 550 aid,5ve, 114 25465462 329 2,336419520| 3,464,065,730 221
Aln{TPATY) 0.0%6 0.547 550 0.0%7 0.558 329 0.095 0.533 221
APATY 102559433 119,492 844 546 7905172 68505318 327 136,381,179 163,545 843 219
AlCAPATY) 0.101 0.581 546 0.106 04201 327 0.0%4 0.70¢6 219
EOE 0.024 0212 550 0.029 0248 329 0017y 0.143 221
AROA -0.003 0.066 550 -0.006 0067 329 0.0o02 0.065% 221
nALEGREOW 0158 0.371 550 0.146 0.37 329 0.176 0.363 221
NEGPREOF 0102 0.303 5500 0.140 0347 329 0.045 0.20% 221

{Sources)
1. Data on TRAY (Total Annual Cash Compensation of A1 Directors) and APAY (Total Annual Cash Compensation of All Directors Per Director)
are from Annual report of each company (can be accessed from Korea Stock Exchange or
Financial Supetrwisory Serwice websites: hitp fland kse or kerd and httpffdart fss or k)
2. Drata on Stock Returns are from Korea Securtties Research Institate (KSR
3. Data on Sales growth and RO& are from Korea Listed Compaties Assocation (KLCA).
(Motes)
1. The data are based on 251 firms that were mcluded in KOSPI200 for at least two consecutive years over the sample pertod of 1998 to 2001
2. Vartable defiritions:
TERAY =Total annual cash compensation of all directors m 1995-constant won
APAY =Total annual cash compensation of all directors per director in 1995-constant won
ROR =5tock Feturns
R4 =Feturn On Asset (Profit/Asset)
SALECGEOW =Rate of Growth of Sales
NEGPROF =1 1if profit 15 negative, 0 otherwise



Table 2 Fegression of Percentage Change 1 Armal Cash Compensation of 411 Divectors on Performance:
Considering Performance Variables Individually
Dependent wariable=AnTPAT)

(1] 1) (11) () (111 ()’ (1v) (o)

[ t-valie P t-wahie &) t-vahie P t-vahie 5} t-valie [ t-rahie P t-vahie &) t-vahie
Constant 0.0%0( 3864 00684 1622 0092 4124 0045 1264 0101 3562 0053 13200 0095 38535 0049 1.250
| 0222 2083 0.194) 1A59
AR 0502 1423 0527 1491
SALEGROW 0029 -0457 -0018( -0283
HEGPROF 0015 0194 0007 0121
T ear Dy yes yes ves yes
Cibs, 550 550 540 550 550 550 550 540
I 0.0079 00112 0.0037 00103 0.0004 00084 0.0001 00083
[Sources)

1. Data on TPAY (Total Ammal Cash Compensation of A1 Directors) and APAY (Total Ammal Cash Compensation of &1 Divectors Per Director)
are from Ammal report of each company (can be accessed from Eorea Stock Exchange or
Financial Supervisory Service wehsites: http Skind kse or kyf and hitp:fidart £55 or.kef)

2. Data on Stock Eeturns are from Eorea Semurities Eesearch Institnte (ESET).
3. Data on Sales growrth and BEO4 are from Korea Listed Companies Assocation (ELCA).

(Hotes)

1. The data are based on 251 firms that were inchided in KOSPI200 for at least tero consemutive wears ower the sample period of 1998 to 2001,
2. Variable definitions:

TPAY =Total ammal cash compensation of all divectors m 199 5-constant won

APAY =Total ammal cash compensation of all divectors per director in 199 5-constant won

EOFE =3ock Eeturns
EOA =Febom On Asset (Profitfhsset)

SALEGEOW =Fate of Growth of Sales
HEGPEOF =1 if profit 1s negative, 0 otheraise




Table 3 Eegression of Percentage Change in Arrmal Cash Compensation
of &1l Divectors on Performance: Considering A1l Performance Variables
Dependent variable=AlnTPAY)

(1] 1)
&) t-rahe &) t-rahe

Constant 0092 3622 0082 1A17
ROE 0232 2,102 0195] 1654
AROL 07121 1.214| 0702 1.783
SALEGROW 00683 -0250( -0.054( -0.20&
HEGPROF oo4z2( 0504 0041 0499
Y ear Danuny yes
Cihs, 550 550
E 00142 00171

[Sonrces)
1. Data on TPAY (Total Armwmal Cash Compensation of A1l Directors)
and APAY [Total Armwmal Cash Compensation of A1l Divectors Per Director)
are from Arwmwmal report of each company (can be accessed from FEorea Stock Exchange or
Financial Jupervisory Service websites: httpWkind kse or kel and http:fdart f55.0r.ken)
2. Data on Stock Eebuns are from Forea Semarities Besearch Institate (ESEI].
3. Data on Sales growrth and BEOA are from Forea Listed Comparies Assocation (ELCAT.
[(Hotes)
1. The data are based on 251 firms that were inchided in KEOSPIZ00
for at least baro comseoutive years over the sample period of 1992 to 2001,
2. Variable definitions:
TPAY =Total atvmal cash compensation of all divectors in 199 5-constant won
APAY =Total aromal cash compensation of all divectors per director in 199 5-constant won
ROE =5tock Eetorms
EOA =Febun On Asset (Profitifsset)
SALEGEOW =FRate of Growth of Sales
HEGPEOF =1 if profit 15 negative, 0 otheranse



Table 4 Eegression of Percentagze Change in Smmal Cash Compensation
of 411 Directors (Per Divector) on Performance: Considering Performance Variables Individually
Dependent wariable=Aln( APAT

[zl (o (i) (o)’ (Y] () (1] (o)’

& t-wahie & t-wahie [ t-wahie [ t-wahie [ t-wahie B t-vahie & t-wahie & t-wahie
Constant o9z 3.902) 0102 2528 0,101 4053 0097 2322 0105 3824 0102 2384 009%) 3773 0025 2.253
FOE 0.132( 1.128] 0.145] 1.182
AR 00220 0.058] 00223 0075
CALEGROW 0027 -0.400( -0.030] -0.445
NEGPEOF 0olz( 0215 0018 0.224
" ear Dy ves yes yes ves
Cihs, 548 548 548 548 548 548 548 548
I 0.0023 0.0022 0.0000 0.0003 0.0003 0.0007 0.0001 0.0004
[Sonroes)

1. Data on TPAY [(Total Anymal Cash Compensation of A1l Directors) and AFPAY (Total Awmwmal Cash Compensation of 411 Divectors Per Director)
are from Arnmal report of each company (can be accessed from Eorea Stock Exchange or
Finaneial Supervisory Service wehsites: hitp:kind kse orkrl and http:fidart {55 or ke

2. Data on Stock Eetoms are from Forea Semurities Eesearch Institate (ESET).
3. Data on Sales grorarth and FOA ave from Eorea Listed Companies Assocation (ELCAY.

[Mates)

1. The data are based on 251 firmms that wers inchidad m EOSPIZ00 for at least taro cornsemitive yaars over the sampls period of 1998 to 2001,

2. Vaniable defirutions:

TPAY =Total anmal cash compensation of all directors in 1395-constant won
APAY =Total anmal cash compensation of all divectors per director in 192 5-constant won

FOE =5tock Eehun
EO4 =Fehun On Asset (Profitfisset]

SALEGREOW =Rate of Growth of Sales
HEGPEOF =1 if profit 15 negative, 0 otheranse




Table 5 Eegression of Percentage Change in Ammal Cash Compensation
of 411 Divectors (Per Director) on Performance: Considering A1l Performance Wariables
Dependent wariable=Alnl AP 47

Y] )
&} t-wahie [ t-wahie

Constant 01021 35021 01131 2474
EOR 01321 1.115 0145 1.154
ARDA 0112 0287 01221 02z2
SALEGEOWV -0031) -0445) -0.03&8| -0.511
HEGPECF 001l 01241 00121 0131
W ear Tanumy Vs
Cibs, 546 546
E 0.oo2s 00054
Sources:
(Sonroes]

1. Dataon TPAY [Total Aremal Cash Compensation of A1l Directors) and
APAY [Total Aremal Cash Compensation of A1l Directors Per Dirvector)
are from Arvmal report of each company [can be accessed from Eorea Stock Exchange or
Financial Supervisory Service websites: http:ind kse orlyf and http:fidart f55 or )
2. Data on Stock Eebuns are from Eorea Securties Fesearch Institute (ESEI].
3. Data on Sales growth and EOA are from Forea Listed Companies Assocation (ELCAT.
(Motes]
1. The data are based on 251 firms that were inchided in KOSPIZ00
for at least baro consecutive wears over the sample period of 1998 to 2001,
2. Variable definitions:
TPAY =Total arnmal cash compensation of all directors in 19%5-constant won
APAY =Total arnmal cash compensation of all directors per director i 1995-canstant won
EOE =itock Eehons
EO4A =Febun On Asset (Profitfisset)
SALEGROW =Fate of Growth of Salas
NEGPEOF =1 if profit 15 negative, 0 otheransa



Table 84 Fagression of Percentage Change in Armal Cash Compensation

of 411 Directors on Performance for Hon-Chashol Firmms: Considering Performance Wanables Individnally
Dependent variable=AnTPAT)

(1) 81 (i) (' 1] (o) [1v) ()’

B t-vahie B t-vahie B t-rahie B t-vahie B t-ahie B t-vahie [ t-rahie B t-vahie
Constant 0030 2215 00&8d4| 135301 009% 3211 0052 l0ss| 0107 3229 00a0( 1179 00285 2585 0048( 0221
FOE 0234 1891 0199 1.538
AR 0378 08la| 0380 0825
CALEGEROW 0087 -0.21%) -0.047| -0.575
HEGPROF oosd4| 094s| 0081 0633
T ear Dy ves ves ves yes
s, 329 329 329 329 329 329 329 329
I 0.0108 00199 0.0020 ool4s 0.0020 n.olse 0.0027 0.0142
[Sonrces)

1. Data on TPAY (Total Arrmal Cash Compensation of 411 Divectors) and APAY (Total Armwmal Cash Compensation of 411 Divectors Per Director)
are from Ammal report of each company (can be accessed from Korea Stock Exchange or
Financial Supervisory Service websites: hitp:kind kse or ky! and http:idart £55 0r e

2. Data on Stock Eehons are from Eorea Securnities Fesearch Institate (ESEI.
3. Data on Sales grovarth and EOA are from Eorea Listed Companies Assocation (ELCA).
4. Wa classified all fivzns mnto Chaebol and Mon-Chashal firms by going owver the EFTC prass releases on large buasiness groups.

[Hotes)

1. The data are based on 251 firmms that were mehided mm KOSPIZ00 for at least taro consemutive wears over the sample period of 1998 to 2001.

2. Variable defirutions:

TPAY =Total amrmal cash compensation of all divectors in 199 5-constant won
APAY =Total arrmal cash compensation of all divectors per divector m 19%5-constant won

EOF =5tock Eetimnms
EOA =Fetumn On Asset (Profitifisset)

SALEGROW =Rate of Growth of Sales
HEGPEOQOF =1 if profit 15 negative, 0 otheraise




Table 6B Eegression of Percentage Change m Ammal Cash Compensation
of &]] Directors on Performance for Chashol Firms: Considering Performance Variables Individually
Dependent variable=An{ TPALY)

Y] Y] () (o) [ f’ (1) o)
5} t-vahie B t-vahie fa t-vahie B t-vahie fa t-vahie &) t-vahie [ t-vahie B t-vahie

Constant 0091 2.535| 0059 0832 0024| 2621 0042 0442 0083 2237 0041 0&1&| 0107 29331 00&&| 1.010
ROR 0205] 08200 0122 0414
AROA 0702 1282 0741 1.334
SALEGROW 0032 0327 0031 0514
WEGPEOF -0.271) -1.580( -0.261) -1.509
Y ear Doy yes yes yes yes
Cibs, 221 221 221 221 221 221 221 221
E 0.0051 0.0045 00075 oolls 0.0005 00042 no1ls 00141
[Sonrces)

1. Data on TPAY (Total Arrmal Cash Compensation of All Diectors) and APAY (Total Amwmal Cash Compensation of 411 Directors Per Director)

are from Ammal report of each company (can be accessed from FKorea Stock Exchange or
Finaneial Supervisory Service websites: hitpWkind kse or ky/ and hitp:fidart f55.0r k1N

2. Data on Stock Eeturns are from Eorea Semurities Research Institate (ESET).
3. Data on Sales growth and EOA ave from Eorea Listed Companies Assocation (ELCAY,
4. We classified all fivsns into Chasbol and Hon-Chashol firms by goimng ower the EFTC press releases on large business groups.

[(Mates)

1. The data are based on 251 firms that were inchided m EOSPI200 for at least tano conserutive years over the sample period of 1998 to 2001 .
2. Varizhle defirutions:

TPAY =Total arvmal cash compensation of all directors i 1995-constant won

APAY =Total arvmal cash compensation of all divectors per divector in 199 5-constant won

ROR =Stock Febuns
EO4A =Fetumn On &sset (Profitflsset)

SALEGEOW =Eate of Growrth of Zales
HEGPEOF =1 if profit 15 negative, 0 aotheraise




Table 7 Eegression of Percentage Change in Ammal Cash Compensation of A1l Divectors
on Performance for Hon-Chaebol Fums and Chaebol Firns: Considernng Al Performance Variables
Dependent variable=An{TPALY)

Hon-Chasbol Firms Chaebol Firms
(1] 1) (1] 81
&} t-wahe B t-wahe [x t-vahe &} t-wahe

Constant 0024 2602 0070 1.328| 0103 248%) 0027 1.13%9
FEOR 0243 1958 0212 1628 0283 1099 02351 0.751
ARCA 08281 1&23 0996 1.507) 0499 0239 0525 0289
SALEGROW -0.105( -1.215) -0.082( -1.003| -0.00&| -00s80| -0011) -0.105
HEGPEOF 0122 1282 0104 1.084| -0277( -1.521) -02&85] -1.401
Y ear Ty yas was
Cihs. 323 329 221 221
K 00252 0.028% 0.0202 00214

[Sonroes)
1. Data on TPAY (Total Aromal Cash Compensation of Al Dipectors) and
APAY [Total Armmal Cash Compensation of A1l Divectors Per Divectar)
are from Ammal report of each company (can be accessed from Korea Stock Exchange or
Finaneial Supervisory Service websites: hitp:Wkind kse or ky/ and http:fidart f55 or k)
2. Data on Stock Eetuns are from Korea Semarities Eesearch Institate (ESET).
3. Data on Sales growth and BOA are from Eorea Listed Compames Assocation (ELCA)Y,
4. We classified all fivsns into Chasbol and Hon-Chaehol firms
by gomng over the EFTC press releases on large business groaps.
[Hotes)
1. The data are based on 251 firms that were mechided in EOSPIZ00
for at least two consemutive years over the sample period of 1292 o 2001
2. Wariable definitions:
TPAY =Total arvmal cash compensation of all divectors in 1995-constant won
APAY =Total amrmal cash compensation of all divectors per divector m 19%5-constant won
FOE =itock Fetons
EO4A =Fetumn On &sset (Profitflsset)
SALEGROW =Rate of Growth of Sales
HEGPEOF =1 if profit 15 negative, 0 otheraise



Table 24 Fegression of Percentage Change 1n Ammal Cash Compensation
of A1l Divectors (Per Director) on Performance for Non-Chaebol Firms: Considering Performance Variables Indivadually
Diepandent wariable=Alnl AP LAY

Y] 9] (1) ) (1] [} (1] [2v)'

B t-vahe 5} t-vahe [ t-vahe &) t-vahe 5} t-vahe [ t-vahe &) t-vahe B t-vahe
Constant 0099 3728 0022 1926 0107 4.025) 0070 leae3| O0102( 3509 0083 l442) 0092 32000 0052 1434
FiOE 0216 2025 0.1%4] 1.732
ARCL 0282 0712 0293 0738
SALEGEOW 0025 0355 0039 0549
HEGPROF Q100 13100 0085 1.110
T ear Tnnumy yes ves yes yes
Ohs, 327 327 327 327 327 327 327 327
E 00125 0.016s ooola 0.0093 0.0004 0.002& 0.0053 0olls
[Sources)

1 Dataon TPAY (Total Animal Cash Compensation of A1 Directors) and APAY [Total Armmal Cash Compensation of &11 Divectors Per Director)

are from Aremal report of each company (can be accessed from Eorea Stock Exchange or
Financial Sapervisory Service websites: http/lond kse or k' and hitp:fidart f55 08 LN

2. Data on Stock Eeboms are from Korea Semmaties Fesearch Institate (ESET).
3. Data on Sales growrth and BEOA ave from KEorea Listed Compamies Assocation (ELCAT.
4. We classified all firsns into Chasbol and Non-Chashal fixmms by going owver the EFTC prass releasas on large business groups.

(Hates)

1. The data are based on 251 firzns that were inchided m EOSPI200 for at least toro conseoutive years over the sample period of 1998 to 2001,
2. Variahle definitions:

TPAY =Total arnmal cash compensation of all directors i 199 5-constant won
APAY =Total aromal cash compensation of all directors per director in 193 5-constant won
ROR =5tock Fetorns
EOA =Febhun On Asset (Profitid sset)
SALEGROW =Rate of Growth of Sales

HEGPEOF =1 if profit 15 negative, 0 aotheranse




Tahle BB Fegression of Percentage Change 1n Ammal Cash Compensation
of 41l Directors [Fer Director) on Performance for Chaehol Firms: Considening Performance Warables Indisdnally
Dependent wariable=Aln APA T

(1) 1) (1) (1) (1) ) (1) (o)’
f t-valie fa t-vale f t-wvale f t-vahie f t-vahie fa t-vale f t-vahe f t-vahe

Constant 0.0%s| 2040] 0134 1412 0.0%4( 1272 0153 1.753) 0113 2127 0175 18238 010%] 2241 0172 2.015
ROE -0.248( -0744] -0174| -0.445
AROA -0.382( -0.517] -0435] -0.588
SALEGROW -0.10z( -0.224( -0.134( -1.011
NEGFROF -0.53a8( -147a| -0362| -1.609
Year Dhmmy yes yes yes yes
Ohs. 219 219 219 219 219 219 219 219
E 0.0025 0.010z 0.0012 00114 0.0031 00145 0.009% 0.021a
[Sources)

1. Data on TPAY [Total Anrmal Cash Compensation of A1l Divectors) and APAY (Total Arwmal Cash Compensation of &1l Directors Per Director)
are from Ammial report of each company [can be accessed from Eorea Stock Exchange or
Finanecial Supervisory Service websites: http:ikind kse orkyf and hitp:idart £55 0r k)

2. Data on Stock Fehumns are from Eorea Semarities Fesearch Institute (ESET).

3. Data on Sales growth and EOMA are from Korea Listed Companies Assocation (ELCA).

4. We classified all firms into Chaehol and Nan-Chaehol firms by going over the EFTC press releases on large usiness gronps.

[Hotes)

1. The data arve based on 251 firms that were inchided in KEOSPIZ00 for at least two consacutive ywears over the sample period of 1992 0 2001 .
2. Variable defirutions:
TPAY =Total amrmal cash compensation of all directors in 1995-constant won
AFAY =Total armrmal cash compensation of all directors per director i 129 5-constant won

ROE =5tock Eebuns
EO4A =Febun On bsset (Profit/fsset)

SALEGEOW =Eate of Growth of Sales
HEGFECOF =1 if profit 15 negative, 0 otheranise




Tablz 3 Fegression of Percentage Change in Awmwmal Cash Compensation of A1l Divectors (Per Divector)
on Performance for Hon-Chaebol Fums and Chaebol Firns: Considernng Al Performance Variables
Dependent variable=AIn{ AP4 )

Hon-Chasbol Firms Chaebol Firms
(1] 9] (1) ()’
&} t-wahe &) t-wahe &} t-wahe B t-wahe

Constant 0083 26621 0087 1457 01538 2482 0217 2121
FEOR 0212 1932 0192 1706 -01&Z( -0473 0020 0048
ARCA Dals( 1370 0562 1247 -04e0( -0.520| -0.555( -0.693
SALEGROW 0oos( oozl 0017 0221 -0.123( -0227 -0.145( -1.037
HEGPEOF 0139 1.&&87 0128 1.519 -037%( -1.570| -0453( -1.314
Y ear Ty yas vas
Cihs. 327 327 213 219
K 0.0231 0.0260 00179 0.0513

[Sonroes)
1. Data on TPAY (Total Aromal Cash Compensation of A1l Dipectors) and
APAY [Total Armmal Cash Compensation of &1l Directors Per Director)
are from Ammal report of each company (can be accessed from Korea Stock Exchange or
Finaneial Supervisory Service websites: hitp:Wkind kse or ky/ and hitp:fidart f55 or k)
2. Data on Stock Eetuns are from Korea Semarities Research Institute (ESET).
3. Data on Sales growth and BOA are from Eorea Listed Compames Assocation (ELCA)Y,
4. We classified all fivsns into Chasbol and Hon-Chaehol firms
by gomng over the EFTC press releases on large business groups.
[Hotes)
1. The data are based on 251 firms that were mehided in EOSPTZ00
for at least teo consemutive years over the sample period of 1298 o 2001,
2. Wariable definitions:
TPAY =Total arvmal cash compensation of all divectors in 1995-constant won
APAY =Total amrmal cash compensation of all divectors per divector m 199 5-constant won
FOE =itock Fetons
EOA =Fetumn On &sset (Profitflsset)
SALEGROW =Rate of Growth of Sales
HEGPEOF =1 if profit 15 negative, 0 otheraise
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