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WFEFIAAEES ujaitt, 7| FAEES F57]3} Fdutiol A E&S 3tk Zlo|t}. 7 SAFS Haak
™, ()2 43S Jepig
349 7224 339 7224
AANFE7IZE | BAAZI71ZE | 0] T A7 | AAREAZ | AAY7|1713E | o] T AHA7|3E
s () 3.966 9.903 5.376 6.118 6.834 3.629
e e (1,388) (1,076) (2,935) (2,389) (3,102) (1,688)
PR 0.7760 0.7805 0.7498 0.7546 0.7877 0.6290
eTAEA (0.7884) | (0.7914) | (0.7265) | (0.7814) | (0.8065) | (0.6245)
o 0.4029 0.3998 0.4074 0.3977 0.4080 0.3894
2P F/Z5A
(04257) | (0.4156) | (0.4454) | (0.4305) | (0.4459) | (0.3839)
wres 0.0539 0.0553 0.0458 0.0687 0.0694 0.0659
dE R/ (0.0519) | (0.0525) | (0.0424) | (0.0630) | (0.0630) | (0.0637)
PSR 0.0651 0.0760 0.0647 0.0730 0.0713 0.0799
(0.0497) | (0.0579) | (0.0444) | (0.0580) | (0.0533) | (0.0523)
209 0.9068 0.9078 0.9011 0.9320 0.9241 0.9638
- (0.8800) | (0.8879) | (0.8739) | (0.9122) | (0.9122) | (0.9118)
ges (e 0.9355 0.9257 0.9932 1.0111 1.0140 0.9992
6 (0.9675) | (0.9552) | (1.0383) | (1.0484) | (1.0493) | (1.0442)
] 92.81 95.09 91.91 9211 21.93 95.14
Z2ZABY (9 . . . . . .
HFEFEAEE ) | g m) (21.20) (18.17) (17.20) (17.16) (21.67)
33.751 34.01 30.18 38.56 39.41 31.54
PAEE (9
FWRATE (%) | g0 5g) (30.86) (28.92) (36.75) (38.13) (29.37)
8.36 7.46 9.88 11.32 10.06 12.65
OIA| L (¢ . . . . . .
SEATE (%) (3.79) (3.68) (4.45) (7.96) (9.36) (5.77)
T glo] RE 7|A 39-40%E AIBHHEA 3t ALE A(HTF 7.30%)0] =A(FHT 6.51%)
e Zo|2 Holx| %1 gl Hop #2 2oz e f84ol T8 714l
FEA AEE A ] dFEE (=909 ZA4aYHTe 3FY 22 438U ¢ F
LI HgE 2AT AT £48 P2 An. 3 29498 Uthhe usE Aee E
235 FY3 N9 FHTE 5.39%)Hihe B33 el Qe RE /7 2A 4d P22 S S
T2Z2HE FY¢ 7IJ@HT 6.87%)°] =2 F 3t 719 @FHT 0.90-0.91)¢] 3 F2EHES
25 Holw, A Y 5408 MER 29 439 AABT 0.93-0.96)9 va) %e 4L
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FEZREE ARG = 1, WA = 08 FEUSE Sn FEEY 44 AANED JgEusE A9
22 @ 23 (logit) S ¥4 FAAeIth tFFEA L& AANFFALT ALNIALE 4 Aoz HlFFs
@ UFFIAARES ol BE 5712 %

o

A% 9 S5wAle] £4E FHE I
-

2449, MulAge )l kA Ao g BRI ARIGnE X3 Aot A ol ()& p-gtolw, **, L *
& A% 1%, 5%, 10% fel57S e, B3 St 2224S £33 ERG5ES o
549 7223 &9y 722y
AAZEZ|ZE | AAZI71ZE | o)F B717E | AAZEANZ | BAG7)713E | o] F B33
4w -0.892 -2.948** | -6.067*** | -1.507 -1.963 -0.530
=" (0.29) (0.00) (0.00) (0.19) (0.31) (0.66)
taa 0.051 0.114* 0.301*** 0.112* 0.182* 0.086
e (0.21) (0.03) (0.00) (0.08) (0.08) (0.10)
S22/ 1.026%** 1.059* 3.058*** 0.387 0.988 -0.419*
creTE (0.00) (0.07) (0.00) (0.58) (0.63) (0.06)
0.611* 0.921** 0.168 -0.583 0.438 -1.443
S ol /xHx
WAAFEIA | (09) (0.04) (0.68) (0.34) (0.59) (0.23)
A5/ EA 0.847 -0.853 9.465** 1.097* -2.965* 4.925%
e (0.28) (0.64) (0.04) (0.08) (0.08) (0.01)
-9.684** 1.095 -5.037%* 0.996* -1.013 9.329**
O =2} AL/ 2} AL ’ ’ : : ) .
FEAR/ZA (0.04) (0.42) (0.02) (0.06) (0.22) (0.04)
2ule) q 1.125* 2.034** -1.335%** | 0.414* 0.126 1.221%
v (0.07) (0.02) (0.00) (0.02) (0.49) (0.05)
qaE (ol 0.541*** 0.863*** S1.769%% | 2.718** 3.004*** 0.791
B (0.00) (0.00) (0.00) (0.00) (0.00) (0.15)
I 0.009 -0.003 0.396 0.766* 0.017 2.612%**
e (0.10) (0.45) (0.21) (0.08) (0.45) (0.00)
-0.246 -0.567 -1.337* 0.409 -0.164* 0.519
HAA &8
FH7IRAEE (0.32) (0.14) (0.07) (0.19) (0.07) (0.60)
R -0.324 -0.234 0.037 -0.305** -0.337* -0.754
s (0.49) (0.63) (0.90) (0.01) (0.07) (0.14)
A1 -0.315 0.700*** -1.443 1.707 1.995 1.819*
= (0.12) (0.00) (0.21) (0.11) (0.15) (0.09)
2584 3 £ £ £ %3 %3
No. of 386 237 149 283 167 116
observations
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o oFetAl A F(-)¢ BAE Holx it XY W HE A7) Yot ApdAT
oj9} Z& ZAdye T IAFAAY FQAEAR (event-study)E AAGI] FAIEHE TAEA
b 7171 719 32 AAlste 982 o (E 494 AIFEE (market model) ol 23
3 Ao 2 Ho|y(Shlefier?t Vishiny, 1986), °] F2z2A ZNGE NFoz =49 O uAHAT
T BN e AR 7199 22 AR A 23FTEYE(CAR) S AElstd oo 9l
of WTHE JFL AA Fetn EFAEe = ¥ Lue AArIgel dL9F S Ze A%
1 YFRALFAREE W QLT E 27492 Ho 7] Wil Tkl Avkek dEF2 A= A
o oA we} B4y FrEP AFHYE B o] F Fee| FPHFEOE HgstA v =
o33 dth(Jensen?} Meckling, 1976). 2% 7= doke A 1dste] CAR(-1,1) ¥
CAR(-5,5)8 FxZAY WAHI SH7IFR
3.2 3Alzn ¥ H7|Mot Aok

(& )M 7V e gHe 23ds 248 12
7199 AEstet ARFsE fedshke 549 29 AY FAEHRE B 71ZNA - R
:rLZ‘—Z‘JéJJr AGTTEE Fdista A YEE o A F(+H)9 Fs veR e v, S43d
3t ole Y FEREAFS AR Q2AQ 722 FERXFY Ave AR BE VIRt Hd
AR Aot olgfgt dutel = FxEA 0| 77 AR AR F(0)ol# Aotk olzjg A=
o HA= G taiA 71E AFES FTHH B FANHAN FAAEe]l £4F T2 diE
W T R 7o) Thsettt &, 4% 722 Me dAR FFACR wolsgowy Ao
< 7199 AEAE wola diEel HEE ¥Ee B VIQVHE woln oy, #4F FxEA
A 7197E Eola, 1 WY o] fE &4Y efx = S5d8] Hallzl whgS HolA| gkol ¢y
TFERXZE 7197 FEAYL Aolgke 7HE AN V197G EuE FEE mAL oA &F

(Shleifer$} Vishny, 1989; Stulz, 1990 €)=z & <|u]3h},
T Do AAZEH 7Iewste nE 71y 3 (E HdMe %49 v &Y F2=2
o A=A oatAA ol HoA Fa Ee . Ho] VAR VYT A o' 2 H
Faglol F8] 7197 3AQ dEFE WA A ASAE AEET] Ystd FREE FA olF 1
ol& 7Md (Coase, 1937; Jensen,1993 £])elt}. d EH(240 AMY)e At AR FA AT
2 =Role $49 72240 349 722 A4IE(ICARIE Fekd BoiFm ot $49
Fol 71947l viAle 9@ Ik A7) BE FEEY] Z5= ICARZE A717IRlE 7.25%,
o A4 HlmEAsigtt. WA 4 v 449 o] HA7|TdE 9.92%2A FA T W ol
9) WA AR Hiel o] oju g 7|gde] W] PFH o R TGS AN A 5 722 EHE FH] o Y
A% 59 ool D P22 FA/E IW A5 Eeold Adad. 98 ol AFE T 299 FAAAE Aot

2] gebiA st
AN 277 Bt 2da 7|g o]
FaYE 243517 YaiA shte FREAHS

10
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FEL 1997 THE 2002927 AR fdasdAg 2 g VYo mA FREYBELEE T 7Y
o, B8UE At AFAR o] &0 7T VIHE tFoR Sl BAEI] WSS 2

(market model)& ]88, *** ** & Z47t 1%, 5% Sl SARLE §93 g-s VeIt
2224 o AAFE7)ZF BAA71717¢ o] % 4717t
(1997.10~2002.12) | (1997.10~1998.12) | (1999.1~2002.12)
CAR(-1,1) 0.0234%** 0.0168** 0.0363**
54y F22%
CAR(-5,5) 0.0259** 0.0279*** 0.0228"**
sS40 2227 CAR(-1,1) -0.0008 -0.0052 -0.0050
CAR(-5,5) 0.0075 0.0038 0.0108

(% b) &7|4nt

offt
o
ofl
>
=

fru

< 19978 RE 20029274 A=
o =)

FEFAAAL P98 Ageny Fregu
S ARAR ool 5 =
‘]

=

o0

N9e tgo st A W

olgaidon, 7ITE olF 1UHA0AND) 9 HEH FAZATA G B0
31 Be DIV 2P RAZNFEAES FAge) AT

Z_I
1%, 5% F=oX $AHcz FolF gts ekt

AT
=
)
rlo
>
o3

ol

s

o]

=

fitl
N e b X
N o2l oft z2

bu
r

e A AAERI|Z AAL1712k o5 B
(1997.10~2002.12) | (1997.10~1998.12) | (1999.1~2002.12)
4% F22H 0.0752*** 0.0725** 0.0992***
944y Fx24 0.0115 -0.0692** 0.0832***
gt A7) WM T AL daglel 7197 2l AdHglel ol: wiu Aystn k. a8y
A w5 AL dIFs AL s ¢ F 0 A FR2AY e I F oA 7K A
Ak Y F2EH A5+ ICARE $1717] FAE FEleH 719719l 384 e FAA
e -6.92%2 e F(-)9 #= Heoln AiE HAFa A Karh &, FAEAE A
o]F AV e 8.32%% T F(+)9 g AFe] FHGle] viflHow Yedn, A7|E
= o= AAGge wet FrR2A A4 e H71713tlE 7197HR ol $8 4 o] % A7
H7F 249 2745 Yeha g el = 719719 344 Ee FA0R Yehg
olde Aste 2Fd B F2d Frzdd Ytk
e ¥ F 7K 7ol FEA R diteia
e WE FAET 79T BEA JI97 3.3 BARTIS AolMTol| YBS olxls 29
o wi¢ AL T vAL s & T U
o w3 olyg A AA7I7IZEe B AA (E Do (F DA 47 HoAF FAR
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-0
0

(E 6) SA=I} 2ctHs|7EY
YAz AEN S 122 FAY AZT ¥FAEYE CAR(-1,1)S $5H4E 3190 AHASEE 971499 3
AYED AR EAS AL 243 ol ()L t-groln, BFEFIARES AAUFFA R AD7|YA &
< g Joz HUFFe AEF 2 EFIAd0] AF3 F4& T UFFIAAEES on|die), o 2
47t 1%, 5%, 10% woo5s Uehdth, e A4 Age o - 3, AxY, 7244, Mujade v 714
Moz BRI AdU)E LI o))
549 7227 49y 72274
AAZ L7 | AAA7717E | 0] F B4712E | AAREANT | AA71717 | o) % 3717
4w 0.015 -0.066 0.327 0.067 -0.100 0.168
v (0.27) (-0.70) (1.34) (0.55) (-0.76) (0.85)
sza 0.011* 0.012** 0.008 0.007 0.018* 0.004
e (1.92) (2.46) (1.21) (1.36) (1.93) (0.39)
S/ 0.100*** | 0.037 0.208*** |  -0.046 -0.229* 0.193**
o e (2.92) (0.70) (4.32) (-0.60) (-1.85) (2.48)
0.006 0.002 0.286** 0.095* 0.015 0.154*
KR [ =] . . . . . .
=AU/ (0.16) (0.04) (2.66) (1.79) (0.38) (1.92)
I 0.145 -0.019 0.576** 0.315* 0.244 0.769***
e v (1.50) (-0.18) (2.10) (1.75) (1.22) (3.52)
0.076 0.005 0.785*** 0.115 0.126 0.044
O T ZLAL/Z= )4k : : : : : :
ezl (0.86) (0.06) (3.71) (0.62) (0.70) (0.25)
4l Q -0.110*** | -0.063* -0.186*** 0.052 -0.032 0.054*
v (-3.54) (-1.67) (-3.87) (0.56) (-0.33) (1.85)
av= (e 0.113** | 0.110™* |  0.104*** | -0.098** | -0.146™*| -0.101**
(5.34) (4.30) (2.82) (-2.25) (-3.06) (-1.99)
HEEEA R -0.042 0.046 -0.250*** | -0.075 0.049 -0.222*
TR (-1.46) (1.52) (-2.78) (-0.68) (0.85) (-1.95)
0.022 0.008 0.117 0.052 0.038 0.153*
1A EE (0.46) (0.25) (1.52) (0.99) 0.71) (1.88)
el g 0.079 -0.015 0.330*** | -0.208** | -0.258*** | -0.195**
s (1.57) (-0.24) (3.35) (-2.22) (-2.75) (-2.14)
A1%IEs] 0.016 0.009 0.176*** 0.048** 0.197** -0.023
= (1.38) (0.64) (3.20) (2.05) (2.53) (-0.97)
P Cll %3 z3 ¥ z3 %3 I3
Adjusted-R? 0.072 0.068 0.269 0.187 0.151 0.313
F-value 416 2.81 6.37 2.3 2.63 5.08
No. of observations 386 237 149 283 167 116
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(E 7) &7|41} Zcios|7 e
enARae P22y AL oF 1de A7) Bd2A A2/ LA B(ICAR) & FHE5E a9la 4
MR Al AAUET AR 54 AT AT dARAS A9 It B 122 e 2w
ol2d FAIE 7|9e A A FALE 7|FoR BAGAY. HFFEFAEEL NAUFFAEY AL7 GRS gt
Ao AgFse A% U S4Adde] £ F4L XD dFFIQALLE BTk 344 ol ()€ -3
olm, Tt e A7 19, 5%, 10% KASEE dErn, BE S8 Ao ofgl - B9l Axg), 449
AEl A4 o] 7HA] Ao EFI AT E 3 Fx]o]t),
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=E (3.93) (1.74) (2.74) (1.70) (2.22) (1.01)
] . 0.547* 0.307* 0.969** -0.072 0.452 -0.571
ek ol /xH
=AU/ (1.89) (1.78) (3.87) (-0.23) (0.49) (-1.25)
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Restructuring Activities and Firm Value:
Comparing Contraction and Expansion

Jinwoo Park* - Jae-Seung Baek**

Abstract

Numerous studies have examined the effect of corporate restructuring on firm value. We
find that, in general, successful restructuring brings a positive effect on the firm value. The
Asian currency crisis in 1997 provides an opportunity to study the valuation effects of corporate
restructuring activities on firm value. By focusing on how the post-crisis firm value has changed
comparing contraction and expansion, we can effectively examine the effect of corporate restructuring
activities on firm value.

In this paper we have examined (i) the effect of restructuring activities on the firm value
comparing contraction and expansion, and (ii) the likelihood (the determinants) of the contraction
and expansion activities during a crisis and post-crisis (recovery) period.

The study also shows that the major form of restructuring of firms that face an external economic
crisis are rather different from that of firms that experience performance decline. The former
tends to resort to downsizing activities to secure liquidity and long-term competitiveness, while the
latter tends to expand their business or resort to management changes blaming the management
for their poor performance.

The announcements for corporate contraction activities generally bring about an improvement
in firm value while expansion activities have not positive effects. That is, in the case of short-
term announcement effect measured by the market model, asset downsizing activities result in
positive changes in stock prices while expansion policies result in negative changes. Similar
result is also confirmed in the analysis of long-term effect of restructuring. However, expansion

policies have positive long-term effect during post-crisis period.

* Hankuk University of Foreign Studies, Korea

** Hankuk University of Foreign Studies, Korea
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This study also examines the role of the group structure in an external crisis and recovery
period. Chaebol firms are more likely to do restructuring activites and cumulative abnormal
returns for chaebols after announcement of restructuring are higher than that of non-chaebol
firms. This result shows that chaebol firms are better positioned to overcome an external
economic situation.

To test our goal, we collected a wide range of samples of data for corporate restructuring
activities executed by Korean firms listed on the Korea Stock Exchange (KSE) between 1997
and 2002. Our paper is distinguished from previous studies on this subject in a way that we
analyzed the effect of corporate restructuring activities during both crisis and recovery
period comparing contraction and expansion policies. Initially, we set up a hypothesis that
these two restructuring activities are major driving forces behind cross-firm differences in
performance following economic crisis and recovery.

Using a standard event study methodology, we find that during both crisis and post-crisis recovery
period, short-term stock returns go up following the announcement of corporate downsizing
activities while expansion policies have no significant abnormal returns as mentioned above.
These findings suggest that contraction activities not expansion are effective tool for firms to
increase their firm values. Further, our results reveal that firms long-term performances following
restructuring activities through contraction also have positive effects on firm value. The result
suggests that restructuring by contraction is an important factor behind firm-level differences
between crisis and recovery period.

In addition, we find that the likelihood of restructuring by both contraction and expansion
is positively related with (i) the firm size, (ii) the risk (beta), and (iii) chaebol dummy. Firms
with higher liquidity, larger ownership by controlling shareholders tend to do expansion policies,
but firms with higher leverage, larger ownership by foreigners tend to do contraction activities.

Our studies have also revealed that any change in firm value following restructuring activities
both contraction and expansions is positively related with the firm size (total asset), chaebol
dummy, liquidity (cashflow), and the risk (beta). Restructuring effects by contraction are
positively related with the magnitude of the leverage, the ownership proportions of controlling
shareholders and foreigners. On the other hand, these financial characteristics are negatively
related with the restructuring effects by expansion. The results about long-run performances
following restructuring activities are consistent with the results as mentioned above except

that expansion policies have positive long-term effect on firm value during post-crisis period.
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Overall, our results support the view that corporate restructuring activities play an important

role in determining firm value and financial strategies following economic situation.

Key words: Restructuring, Contraction, Expansion, Crisis, Post-crisis, Recovery, Firm

value, Business group (Chaebol), Firm characteristics
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