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LR -0.1024 -0.1128 -0.2940 -0.0595 -0.1223 -0.3029
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) &0l & -0.3385 -0.1882 -0.0041 -0.2706 -0.0586 -0.0096
(&ol9) {0.7520) 0.6918 (0.1117) (0.6403)  (0.2173)  (0.1103)
(B 11) 712vd ®ZFst 24|82 xfololl thst t-gt
FE 74 A& A9 HAEH 593 AY
ki 713 11-1 712 11-111 7174 11-1 713 11-11
- 2 & -0.0277 -0.6107 -1.3922 -1.5047
;1 fEulE -0.3309 0.8440 -0.4617 0.9607
L: g & 0.5336 0.7359 * 0.3989 0.9174
E 2] & (EBITDA) -0.3694 -1.4190 1.1646 -0.5061
T o] E(&0ld) -0.1151 -1.8790 1.3013 -3.5027 ***
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io,_ o &o] 2 &(EBITDA) 1.2536 (.5938 1.9582 ** 3.0368 ***
o Zol ] & (£o]Y) 09592 -1.7797 * 2.1093 ** -1.3399
D 10% FASFE, T 5% FAFE, 1% FreeEY.
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A Study on the Economic Efficiency

of Corporate Reorganization
- Focusing on the Korean Economic Crisis Period -

Sehoon Kwon*

Abstract

This paper concerns the economic efficiency of corporate reorganization, which has become
one of the most important issues during the Korean economic crisis of 1997 and 1998. The
empirical analysis was also conducted with the data of the KSE(Korean Stock Exchange)
-listed companies which filed for the court-receivership. Most existing literature did not
pay much attention to the dynamic and the systemic nature of the bankruptcy. The
judicial discretion was not the main theme of their discusses. This paper integrated these
topics into the super-bankruptcy principle and used them to explain the empirical observations.

Existing economic and finance literature emphasizes the following three kinds of inefficiency
of the corporate bankruptcy system: first, many of the unviable firms are not liquidated:
second, it takes too long to complete the bankruptcy procedure: third, the bankruptcy judges
lack expertise. Thus, the immediate implications are as follows: first, we should tighten the
acceptance or the approval requirements: second, the reorganization should be processed
more quickly: third, the bankruptcy law or rule should allow less judicial discretion.

However, this view point is not appropriate in the systemic distress such as the East
Asian Economic Crisis. In that case, the demand for the judicial and managerial resources
will be increased sharply and the bankruptcy determination has significant macroeconomic
consequences. Stiglitz(2002) recommended that the super-bankruptcy rule is appropriate
for the systemic distress. Super-bankruptcy rule is needed when the ordinary bankruptey
law is not proper for resolving the systemic distress.

* Seoul National University, doctoral student, Duke University, visiting scholar.
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This paper examines the economic efficiency of the corporate reorganization regime in
Korea, using the data of the KSE-listed companies that applied for court receivership from
1991 to 2002. The analysis was conducted by dividing the sample period into 3
sub-periods: 1991 to 1996(Period 1), 1997 to 1998(Period II), and 1999 to 2002(Period
[1I). The main empirical observations are as follows: (1) sharp increase of the corporate
filings during period II: (2) large scale revision of the bankruptcy related laws around
period II: (3) remarkable decrease of the bankruptcy period(from filing to approval) since
period II: (4) distinct increase of the (reorganization plan) approval rate since period II.

To explain the empirical observations, two alternative hypotheses were made: (1)
Good-firm Effect: the speedy acceptance of the bankruptcy application and the approval of
the reorganization plan resulted from the fact that many good firms went bankrupt
because of the macroeconomic shock: (2) Delayed Failure: the speedy acceptance and the
approval resulted in delayed failure.

The conclusions are as follow. First, a large number of legal reorganizations were
promptly completed during the crisis period because many good firms went bankrupt due
to the macroeconomic shocks. In the post-crisis period, however, some of the accepted
applications turned out to be delayed failures. Second, many firms went bankrupt
simultaneously and thus the judicial bankruptcy system was overloaded and the rapid
process was unavoidable. The heavy tendency towards acceptances was also unavoidable to
prevent the massive liquidation and the resulting economic shocks. Third, not only the
reform of the court receivership law, but also the judicial discretion had critical effects on
the speed of the legal procedure. The pattern of the decision of the Seoul Court is
systematically different from that of the other courts. We interpreted these results as the
importance of the judicial discretion in the Korean corporate reorganization regime.
Fourth, the law reform which tightened the extent of the judicial discretion might impede
the efficiency because it could jecpardize quality of the court decision and deter the
flexible measure to deal with the systemic bankruptcy.

Key words: corporate bankruptcy, super-bankruptcy, the court receivership law, bankruptcy

period, judicial discretion, real options, economic crisis, good-firm effect

hypothesis, delayed-failure hypothesis.
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