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* Asset Intensity + B5 + DecDummy
* AlnSales * Employee Intensity
+ B6 + DecDummy * AlnSales
* Successive Decrease
+ B7 - DecDummy * AlnSales
* GDP Growth + B8 - Chaebol
+ B9 - Asset Intensity
+ B10 - Employee Intensity
+ B11 - Successive Decrease
+ B12 - GDP Growth + > YearDummy

+ S IndustryDummy + ¢ (1)
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(Table 2) Descriptive statistics

Panel A. Full sample

Variables N Mean STD Q1 Median Q3
SG&A/Sales 7,475 0.16 0.16 0.06 0.11 0.20
Sales (\bil.) 7,475 1,637.17  7,182.36 99.48 224.88 727.18
SG&A (\bil.) 7,475 220.51 1,411.56 10.44 26.03 84.83
AlnSG&A 7,475 0.09 0.35 -0.03 0.07 0.17
AlnSales 7,475 0.08 0.39 -0.03 0.06 0.16
DecDummy 7,475 0.32 0.47 0.00 0.00 1.00
Chaebol 7,475 0.29 0.45 0.00 0.00 1.00
Asset Intensity 7,475 0.17 0.59 -0.18 0.11 0.44
Employee Intensity 7,475 -13.35 1.06 -13.88 -13.20 -12.64
Successive Decrease 7,475 0.31 0.46 0.00 0.00 1.00
GDP Growth 7,475 0.04 0.03 0.03 0.04 0.05
Board Independence 7,475 0.35 0.13 0.25 0.33 0.43
Panel B. Chaebol vs. Non-chaebol

Chaebol Non-chaebol N
(N=2,176) (N=5,299) Dt
Mean Median Mean Median

SG&A/Sales 0.14 0.08 0.17 0.11 -0.03***
Sales (\bil.) 4,811.22  1,167.68 333.76 158.06 4477 46**
SG&A (\bil.) 641.01 109.70 47.83 17.28 593.18™**
AInSG&A 0.10 0.07 0.09 0.07 0.01
AlnSales 0.09 0.07 0.08 0.06 0.01
DecDummy 0.29 0.00 0.33 0.00 -0.04***
Asset Intensity 0.14 0.11 0.18 0.11 -0.04**
Employee Intensity -13.80 -13.62 -13.17 -13.04 -0.63***
Successive Decrease 0.27 0.00 0.32 0.00 -0.05"**
GDP Growth 0.04 0.04 0.04 0.04 0.00
Board Independence 0.43 0.43 0.32 0.28 0.11"*

Table 2 of Panel A reports descriptive statistics for the variables in the test. The sample consists of 7,475
firm-year observations between 2001 and 2013. Sales is sales revenue. SG&A is selling general and administrative
expense. SG&A/Sales is the ratio of SG&A to Sales. Other variables are defined in (Appendix 1). Panel B
compares descriptive statistics between cheabol vs. non-chaebol and also reports mean differences between the two

groups. *,** *** indicate significance at the 10%, 5%, and 1% level, respectively (two-tailed test).
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AAA G Atolt}, 71EA o7 w)ZWH 3 (AlnSales) #HHA Y
& o ein] Wake (AlnSG&A) T 1% F3ollA
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(Table 3) Pearson Correlation among Regression Variables

(1) (2) (3) (4) (5) (6) (7) (8) (9)

(1)AInSG&A

(2)AlnSales 0.72**

(3) Chaebol 0.02 0.01

(4) Board Independence 0.05"* 0.04™* 0.40***

(5) Board Meeting 0.03**  0.01 0.04*** 0.02

(6) Asset Intensity -0.10*** -0.20"** -0.03"* -0.00 0.01

(7)Employee Intensity -0.21%** -0.26"* -0.27"** -0.28*** -0.06"** 0.20***

(8) Successive Decrease -0.13*** -0.11*"* -0.00  -0.05""* -0.00  -0.01 0.08***

(9)GDP Growth -0.05"** 0.01  -0.06""* -0.04"** -0.03**  0.18"** 0.07"** 0.04™*

Table 3 reports Pearson correlation among variables in the test. Variables are defined in (Appendix 1).
* % %% indicate significance at the 10%, 5%, and 1% level, respectively (two-tailed test).

T) P 5422 830 TR A Felo] 22900] e INEE ASIIAE A 39 o3E HeEn AAl okl FeE Apsll
AE PRASE TR S5 W AWAIGEe] QAo R AR Sk 3¢ 12T o AR 98 Aol wg
o & AL DAL 4 itk B 2 ATINE 1 38 AAET 0 AL 22 N0 BEE U T, o9 594
A1) 67k PR Al FRE HAEsd,
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(Table 4) Regression Results of Chaebol and SG&A Cost Behavior

Variables (D (2) (3)
Intercept 0.117%* 0.110** 0.045
(12.73) (11.80) (0.95)
ASales 0.667** 0.668™** 0.656"**
(28.02) (28.05) (27.09)
DecDummy*ASales -0.198%** -0.259*** -0.070
(-4.90) (-5.80) (-0.18)
DecDummy*ASales*Chaebol 0.171* 0.163**
(2.46) (2.32)
DecDummy#\Sales*Asset Intensity 0.010
(0.30)
DecDummy#ASales*Employee Intensity 0.003
(0.11)
DecDummy#ASales*Successive Decrease -0.014
(-0.18)
DecDummy+*ASales*GDP Growth -3.362*
(-1.93)
Chaebol 0.016™** 0.011*
(2.70) (1.85)
Asset Intensity 0.021***
(2.98)
Employee Intensity -0.008**
(-2.00)
Successive Decrease -0.054"**
(=7.37)
GDP Growth -0.949"**
(=7.37)
Year dummies Yes Yes Yes
Industry dummies Yes Yes Yes
N 7,475 7,475 7,475
Adjusted R? (%) 53.66% 53.83% 54.95%

Table 4 reports the regression results of chaebol and SG&A cost behavior. The dependent variable ASG&A which is
the change in selling general and administrative expense. Variables are defined in (Appendix 1). All continuous
variables are winsorized at the top/bottom 1%. The specification is estimated with robust standard errors clustered
by firm and include year/industry fixed effects. The robust t-statistics are in parentheses. *** *** indicate
significance at the 10%, 5%, and 1% level, respectively (two-tailed test).
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(Table b) Regression Results of Chaebol and SG&A Cost Behavior:
Subgroup Analysis Based on Firm Size

Variables Low( 1S)ales Hig}E2S)ales
Intercept 0.016 0.102
(0.14) (1.48)
ASales 0.553*** 0.699***
(10.15) (26.45)
DecDummy#*ASales -0.057 -0.478
(-0.12) (-0.62)
DecDummy*ASales*Chaebol 0.284*** -0.141
(3.24) (-1.01)
DecDummy#ASales#Asset Intensity -0.061 0.234***
(-1.61) (3.22)
DecDummy#*ASales*Employee Intensity -0.013 -0.016
(-0.34) (-0.31)
DecDummy#*ASales*Successive Decrease 0.051 -0.076
(0.59) (-0.56)
DecDummy#*\Sales*GDP Growth -3.991%* -0.177
(-2.04) (-0.05)
Chaebol 0.007 -0.013*
(0.55) (-1.83)
Asset Intensity 0.031"* 0.029***
(2.87) (2.73)
Employee Intensity 0.001 -0.004
(0.07) (-0.88)
Successive Decrease -0.037*** -0.067***
(-3.47) (-6.66)
GDP Growth -1.093*** -0.876***
(-4.89) (-6.00)
Year dummies Yes Yes
Industry dummies Yes Yes
N 3,734 3,741
Adjusted R? (%) 41.79% 65.53%

Table 5 reports the regression results of chaebol and SG&A cost behavior with respect to firm size, which is
measured by the log of sales revenue. The dependent variable ASG&A which is the change in selling general and
administrative expense. Variables are defined in (Appendix 1). All continuous variables are winsorized at the
top/bottom 1%. The specification is estimated with robust standard errors clustered by firm and include year/
industry fixed effects. The robust t-statistics are in parentheses. *,**,*** indicate significance at the 10%, 5%, and

1% level, respectively (two-tailed test).
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(Table 6) Regression Results of Chaebol and SG&A Cost Behavior:
Subgroup Analysis Based on Board Independence

Total assets Total assets
( 2 trillion won >= 2 trillion won
Variables (1) (2) (3) (4)
Low High Low High
Indep. Indep. Indep. Indep.
Intercept 0.157* 0.156 -0.094 -0.338*
(1.85) (1.41) (-0.52) (-1.76)
ASales 0.615%** 0.645%** 0.697*** 0.6327*
(12.66) (14.88) (14.95) (12.26)
DecDummy*ASales -0.701 0.326 0.291 -2.852*
(-1.26) (0.58) (0.26) (-1.73)
DecDummy*ASales 0.112 0.241** -0.516 0.731**
*Chaebol (0.77) (2.46) (-1.53) (3.21)
DecDummy*ASales -0.071 0.049 0.169 -0.264"*
*Asset Intensity (-1.61) (1.15) (1.55) (-3.39)
DecDummy*ASales -0.053 0.035 -0.000 -0.144
*Employee Intensity (-1.11) (0.85) (-0.00) (-1.20)
DecDummy*ASales -0.022 -0.051 0.318 0.707**
*Successive Decrease (-0.19) (-0.46) (0.61) (2.85)
DecDummy*ASales 0.052 -6.128** -2.163 6.080
*GDP Growth (0.02) (-2.45) (-0.43) (0.94)
Chaebol -0.003 0.015 -0.055 0.048
(-0.31) (1.51) (-1.51) (1.36)
Asset Intensity 0.007 0.023 0.048 0.013
(0.73) (1.61) (1.45) (0.38)
Employee Intensity -0.012** 0.005 -0.015 -0.024*
(-2.11) (0.61) (-1.23) (-1.72)
Successive Decrease -0.039*** -0.065*** -0.074** -0.028
(-4.02) (-5.58) (-2.38) (-0.85)
GDP Growth -1.503*** -0.875*** -0.933%** -1.4727
(-5.08) (-3.97) (-3.64) (-2.73)
Year dummies Yes Yes Yes Yes
Industry dummies Yes Ye§,198 Yes 557 Yes
N 3,265 62.@
Adjusted R* (%) 48.38% 48.96% 79.12%

Table 6 reports the regression results of chaebol and SG&A cost behavior with respect to board independence. The
dependent variable ASG&A which is the change in selling general and administrative expense. Variables are defined
in (Appendix 1). All continuous variables are winsorized at the top/bottom 1%. The specification is estimated with
robust standard errors clustered by firm and include year/industry fixed effects. The robust t-statistics are in
parentheses. *,** *** indicate significance at the 10%, 5%, and 1% level, respectively (two-tailed test).
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(Table 7) Regression Results of Chaebol and SG&A Cost Behavior:
Subgroup Analysis Based on Controlling Owner

Variables . (1) . (2)
Controlling Owner = 1 Controlling Owner =0
Intercept -0.013 0.214**
(-0.21) (2.09)
ASales 0.653*** 0.638***
(26.67) (8.69)
DecDummy+*ASales 0.016 0.989
(0.04) (0.94)
DecDummy+ASales*Chaebol 0.198** 0.202
(2.53) (1.42)
DecDummy+*ASales+*Asset Intensity -0.034 0.038
(-0.98) (0.41)
DecDummy+*ASales*Employee Intensity -0.001 0.112
(-0.03) (1.42)
DecDummy+*ASales*Successive Decrease 0.032 -0.095
(0.39) (-0.64)
DecDummy*ASales*GDP Growth -4.633"" 1.437
(-2.47) (0.54)
Chaebol 0.013* 0.011
(1.79) (0.93)
Asset Intensity 0.019** 0.018
(2.29) (1.41)
Employee Intensity -0.008" -0.001
(-1.82) (-0.13)
Successive Decrease -0.046™** -0.073"**
(=5.77) (-4.60)
GDP Growth -0.920™"* -1.037"**
(-5.32) (-4.75)
Year dummies Yes Yes
Industry dummies Yes Yes
N 5,439 2,036
Adjusted R? (%) 60.85% 34.96%

Table 7 reports the regression results of chaebol and SG&A cost behavior with respect to the existence of a controlling
owner. The dependent variable ASG&A which is the change in selling general and administrative expense. Variables
are defined in {(Appendix 1). All continuous variables are winsorized at the top/bottom 1%. The specification is
estimated with robust standard errors clustered by firm and include year/industry fixed effects. The robust t-statistics
are in parentheses. *,**,*** indicate significance at the 10%, 5%, and 1% level, respectively (two-tailed test).
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(Appendix 1) Variable Definition

Variable Definition
AlnSG&A is the log change in selling general and administrative expenses for firm
Iin year t.
AlnSales is the log change in sales revenue for firm i in year ¢.
DecDummy is dummy variable that takes the value of one when sales revenue in

year t is less than that in year t-1, zero otherwise.

Chaebol is dummy variable that takes the value of one if a firm is affiliated

with a business group called a chaebol in year t, and zero otherwise.

Board Independence is the percentage of directors who are independent.

Board Meeting is the logarithm of the number of board meetings.

Asset Intensity is the logarithm of the ratio of total assets to sales revenue.
Employee Intensity is the logarithm of ratio of employees to sales revenue.

Successive Decrease is dummy variable that takes the value of one if sales have decreased

in two consecutive years

GDP Growth is the percentage growth in real GDP during year
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Asymmetric SG&A Cost Behavior of Chaebol Firms

Jae Yong Shin* - Iny Hwang** - Sewon Kwon*** - Sera Choi****

Abstract

This paper investigates whether and how the degree of SG&A cost stickiness differs between
chaebol and non-chaebol firms in Korea. The unique feature among Korean firms is the
prevalence of large business groups called chaebols and, the differential natures between
chaebol and non-chaebol firms drive cost behavior to diverge between two groups.

The ownership structure of chaebol firms is characterized by the dominance of single largest
shareholder and his family members who typically participate in the management of the firm
directly or indirectly and influence most of the importance management decisions. Moreover,
the dominant owner plays an influential role in deciding whether to promote the managers or
how much to reward based upon the performance of managers. Thus, such monitoring mechanism
brought out by unique ownership structure of chaebol system suppresses managersempire-
building incentives, a particular Type I agency problem, which are known to drive sticky cost
behavior as in Chen, Lu and Sougiannis(2012). Under this agency perspective, chaebol firms
may have lower degree of cost stickiness compared to non—chaebol firms. To further extent, the
agency problems for chaebol firms are not merely on the conflicts of interests between shareholders
and managers (Type I agency problems) but, also concentrated on the conflicts of interest
between controlling shareholders and outside minority shareholders (Type II agency problems).
Therefore, the differential agency problem among chaebol firms may result in different cost
behavior, relative to non-chaebol firms.

Although a few literature attempt to examine the cost behavior of chaebol firms, the empirical
results have been mixed. We revisit the link between chaebol and cost stickiness in order to
resolve inconclusive findings. Based on a comprehensive dataset of Korean firms listed in
KOSPI market from 2001 to 2013, we empirically find that the degree of cost stickiness is on
average, lower in chaebol firms than in non-chaebol firms, even exhibiting anti-sticky behavior.

Associate professor, College of Business Administration, Seoul National University, First Author
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We further conduct several cross-sectional analyses to examine the effect of firm size and
corporate governance (e.g. board independence, the existence of controlling owner as a board
member) on chaebol firms cost behavior. First, the anti-stickiness in chaebol firms is more
prevalent when the firm size is small. Large chaebol firms must bear political costs induced by
high media attention making them difficult to divest the resources in response to sales changes
whereas, small chaebol firms can have more flexibility in resource adjustments, resulting in a
lower degree of cost stickiness. Second, in terms of corporate governance, the anti-stickiness in
chaebol firms is more prevalent when the firm has a higher degree of corporate board independence
or a controlling owner as a board member. Because good corporate governance measured by
board independence effectively monitors managers perverse incentives (i.e. empire-building
incentives) in addition to controlling owners monitoring managers, less sticky behavior is
presented among firms with an independent board. Apart from board independence, the existence
of a controlling owner as a board member also reduces the agency problems between shareholders
and managers thus, results in a lower degree of cost stickiness.

Our study makes several important contributions to the accounting literature. First, we increase
the understanding of chaebol firms, in particular how chaebols adjust the resources committed
to activities. We contrast the cost stickiness of chaebol versus non-chaebol firms to articulate
the differential cost management of chabols compared to non-chaebols. Second, cross-sectional
analyses provide further implications on the effects of firm size and corporate governance on
differential cost stickiness between chaebol and non-chaebol firms. Lastly, we converge cost
behavior studies, which is the primary stream of research in managerial accounting with the
key topic in finance or financial accounting, namely Korean chaebols. This study extends the
research on cost behavior, and deepens the understanding of chaebols.

Key words: Chaebol, cost stickiness, the asymmetrical behavior of costs, board independence,
controlling owner
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