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Chaebol and Earnings Management
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Abstract

This study investigates whether earnings management behavior of chaebol firms differ from
that of non-chaebol firms. The ownership structure of chaebol firms is characterized by the
dominance of one largest shareholder and his family members who typically participate in the
management of the firm directly or indirectly and influence most of the important management
decision. This study adopts the random effect model and the hausman and talyor model, using
a panel of 5092 firm-year over a period from 1991 to 2010 to control for potential heterogeneity
and endogeneity that may cause sever bias. This study finds that there is no difference in accrual
based earnings management level between chaebol firms and non-chaebol firms. However,
chaebol firms appeared to engage less real earnings management that is known to negatively
affect future earnings and share prices. The results are consistent when controlling for potential
heterogeneity and endogeneity in the hausman and taylor model. The results may be of interest
to various stakeholders, policy makers, standard setters and academic researchers.
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242 S d JA whek Weke &5 A (e) & 2 Panel 268 268
A= A gtk Obs 5092 5092
N . > Note 1 ** ** * indicate signifi level of 1%, 5%, 10%
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TRM\(2) = a, + a, Chaebol, , +,Size, , + 0, CFO, ,+a,MB, ,+a; Le:
+agGrowth, , +u, +e,

TRM1 TRM2
Intercept -0.009(0.81) -5.807(-7.87)"**
Chaebol -0.022(-1.85)* -0.971(-1.89)*
Size 0.001(2.71)** 0.348(9.12)***
CFO -0.569(-64.67)*** 1.133(-15.35)***
MB -0.004(-2.28)** -0.014(-0.91)
Lev 0.002(1.18) 0.006(0.06)
Grw —-0.031(=2.77)** -0.052(-1.44)
Industry Included Included
Wald Chi2 422.06™* 324.47%*
Panel 268 268
Obs 5092 5092

Note 1 ** =
respectively

indicate significance level of 1%, 5%, 10%
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Model: M ;=1 5.4 = 0+ o Chaebol, , +a, Big Own +ay Chaebol, * Big Owner, ,+a,Size, , +a; CFO, , +agMB, ,+a; Lev, ,+ oy Growth, , +
aglag_TA, ,+ o, Bigd, ,+u,; ,+e,

DAMJ DAKW TRM1 TRM2
Intercept -0.104(-3.24)* -0.022(-1.02) -0.076(-2.09)* 0.516(0.72)
Chaebol -0.002(-0.17) -0.012(-1.67) -0.036(-2.46)" -0.047(-1.83)*
Bigown 0.048(0.49) 0.085(0.14) 0.014(2.26)** 0.037(1.36)
Chaebol”Bigown -0.002(-1.48) -0.004(-1.65) -0.002(-1.86)* -0.001(-1.56)
Size 0.063(3.59*** 0.016(2.51)** 0.051(2.62)*** 0.018(3.49)**
CFO -0.307(-19.37)"** -0.201(-20.29)*** -0.556(=31.24)"** -0.958(-15.83)***
MB -0.042(-1.09) -0.059(=2.47)** -0.069(-3.29)*** -0.075(-0.21)
Lev -0.002(-0.77) -0.016(-1.01) 0.002(1.46) 0.041(0.16)
Grw -0.187(-0.15) -0.102(-0.13) -0.299(-4.36)*** -0.102(0.82)
LagTacc 0.015(2.46)*** 0.079(2.14)**
Big4 -0.005(-0.95) -0.006(-0.18)
Industry Included Included Included Included
Wald Chi2 386.14*** 432.82"** 379.67*** 136.04***
Panel 268 268 268 268

Note 1 **, ** * indicate significance level of 1%, 5%, 10% respectively

Note 2 For variable definition, refer to 2. research design.
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¥ 7. Hausman and Taylor &8
DAMJ DAKW TRM1 TRMZ2
Chaebol -0.004 -0.007 -0.031 -0.104
aebo
(=0.51) (=1.19) (=2.02)" (-1.81)*
Controls Included
Wald Chi2 464,01 474,02 375.72%* 38.7"*
Panel 268 268 268 268
Obs 5092 5092 5092 5092
Note 1 *** ** * indicate significance level of 1%, 5%, 10%
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