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Do the Reorganization Types of Firms in Default
Affect Stock Prices?

Sang Woo Lee* - Gi Ho Choi**

Abstract

Previous studies investigated whether the returns of firms which have selected private
reorganization are higher than those of legally reorganized firms. The implicit assumption
of these studies is that there are no differences between the financial status of the two
groups. But financial status of the groups may be different. Hence we must consider
financial status of the firm.

We investigate the market reaction when the firms in default select the type of legal
reorganizations(type 1 @ hwaeui, type 2 : jeongri) after controlling their financial status.
Our results are followings.

First, there are significant differences between the firms in type 1 group and the firms
in type 2 group.

Second, we grouped these firms into ‘good firms" and “bad firms’ by their financial
status. Then the cumulative excessive returns of good firms are significantly lower than
those of bad firms at the petition date for legal reorganization. However, at the starting
date of legal reorganization, the cumulative excessive returns of good firms are signi-
ficantly higher than those of bad firms.

Third, there are no differences between the excessive returns of two groups(type 1 and
type 2) after we control their financial status.

Key Words: the type of legal reorganizations, financial status, stock prices
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** Department of Science in Taxation, University of Seoul
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