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Abstract

This study examines the effect of the liability limitation provision (LLP) adoption on firm’s
cost behavior. In April 2011, Korea introduced the LLP with the purpose of improving the
management efficiency by mitigating the risks caused by the manager's failure to make
decisions related to business operation. However, there are concerns that the adoption of LLP
may lead the manager’s moral hazard, so the need for empirical research to verify the effect of
the LLP adoption is emphasized. In this study, we analyze the effect of the LLP adoption
empirically, focusing on the cost behavior that is affected by the manager’s decision making.
From the empirical result, we find that LLP adopted companies have strengthened the cost
stickiness of selling, general, and administrative costs rather than non-adopted companies. This
suggests that the manager of LLP adopted company makes a more active decision to consider
adjusting costs in order to prepare for future recovery in sales when sales is reduced. This study
presents empirical evidence to prove the policy validity of the adoption of LLP, and we expect
that our results can contribute to the capital market and academia.
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