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A moderating effect of Family CEO
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Abstract

This research examines the effect of outside director system which has been legislated after
financial crisis in Korea. Outside director system is based on agency theory which assumes that
a manager is selfish and opportunistic in situation where ownership and management of a firm
is separated. In this situation, outside director system has an important function to monitor and
keep in check a manager. Thus, we examined that outside director system works as a monitoring
mechanism in Korea. And we tested that above effect is weakened in family CEO firms where
it 1s different from assumption of agency theory in Korea.

According to empirical result with 282 sample firm, it is confirmed that outside director system
reduces agency cost. In family CEO firms, however, this agency cost-reducing effect becomes
weak. This result suggests that outside director system needs be cautiously managed without

focusing on only monitoring function.
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