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ABSTRACT

Considering the expenditure size of public institutions centering on public enterprises,
about 28% of Korea's GDP in 2007, public institutions have significant influence on the
Korean economy. However, still in the new government, there are voices of criticism about
the need of constant reform on public enterprises due to their irresponsible management
impeding national competitiveness. Especially, political controversy over appointment of
executives such as CEOs of public enterprises has caused the distrust of the people. As one
of various reform measures for public enterprises, this study analyzes the effect of internal
governance structure of public enterprises on their managerial performance, since, regardless
of privatization of public enterprises, improving the governance structure of public
enterprises is a matter of great importance.

There are only a few prior researches focusing on the governance structure and
managerial performance of public enterprises compared to those of private enterprises. Most
of prior researches studied the relationship between parachuting employment of CEO and
managerial performance, and concluded that parachuting produces negative effect on
managerial performance. However, different from the results of such researches, recent
studies suggest that there is no relationship between employment type of CEOs and
managerial performance in public enterprises. This study is distinguished from prior
researches in view of following. First, prior researches focused on the relationship between
employment type of public enterprises’ CEOs and managerial performance. However, in
addition to this, this study analyzes the relationship of internal auditors and managerial
performance. Second, unlike prior researches studying the relationship between employment
type of public corporations’ CEOs and managerial performance with an emphasis on
parachuting employment, this study researches impact of employment type as well as
expertise of CEOs and internal auditors on managerial performance. Third, prior researchers
mainly used non-financial indicators from various samples. However, this study eliminated
subjectivity of researchers by analyzing public enterprises designated by the government and
their financial statements, which were externally audited and inspected.

In this study, regression analysis is applied in analyzing the relationship of independence
and expertise of public enterprises’ CEOs and internal auditors and managerial performance
in the same year. Financial information from 2003 to 2007 of 24 public enterprises, which
are designated by the government, and their personnel information from the board of
directors are used as samples. Independence of CEOs is identified by dividing CEOs into
persons from the same public enterprise and persons from other organization, and
independence of internal auditors is determined by classifying them into two groups, people




ABSTRACT

from academic field, economic world, and civic groups, and people from political
community, government ministries, and military. Also, expertise of CEOs and internal
auditors is divided into business expertise and financial expertise. As control variables, this
study applied foundation year, asset size, government subsidies as a proportion to corporate
earnings, and dummy variables by year. Analysis showed that there is significantly positive
relationship between independence and financial expertise of internal auditors and managerial
performance. In addition, although business expertise and financial expertise of CEOs were
not statistically significant, they have positive relationship with managerial performance.
However, unlike a general idea, independence of CEOs is not statistically significant, but it
is negatively related to managerial performance. Contrary to general concerns, it seems that
the impact of independence of public enterprises’ CEOs on managerial performance has
slightly decreased. Instead, it explains that expertise of public enterprises’ CEOs and internal
auditors plays more important role in managerial performance rather than their independence.

Meanwhile, there are limitations in this study as follows. First, in contrast to private
enterprises, public enterprises simultaneously pursue publicness and entrepreneurship.
However, this study focuses on entrepreneurship, excluding considerations on publicness of
public enterprises. Second, public enterprises in this study are limited to those in the central
government. Accordingly, it should be carefully considered when the result of this study is
applied to public enterprises in local governments. Finally, this study excludes factors related
to transparency and democracy issues which are raised in appointment process of executives
of public enterprises, as it may cause the issue of subjectivity of researchers.
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MP;, = a;,+ 8, CEO_PROM, ,+ 3, CEO_BUSEXP, ,+ 3, CEO_FINEXP,,
+B8,AUD_IND, ,+ 35 AUD_BUSEXP,, + 3, AUD_FINEXP,
+ 6, ESTAB_YEAR, ,+ s LNASSET;,+ (3, GOV_REV, ,+ X r,YD,,
+e,, (1)

7]l A,

AUD_IND;, : WF3ARI0] S 2jold 1, 2184 ¢ko™ 0
AUD_BUSEXP;, : WHARIo] GF-HiEAe] lew 1

2, B =X BEES AASHAZA 7R A
7F AR 7 o B R FANIE(ROA)

7l ZE&bi4 = AR ARSITHHTA - AN
[2005]). <=32)(2008)2] 7-$-*1H ROAS}
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{Table 1> Definition of Variables

) Expected .
Category Variable . Explanation
sign
Dependent
p_ MP:,, ROA(Return on Asset)
Variable
Equals 1 if the CEO is an internal promoter, 0
CEO_PROM,, | + | W&% P
' otherwise
CEO_BUSEXP;,| -+ Equals 1 the CEO has business expertise, 0 otherwise
CEO_FINEXP, L Equals_ 1 if the CEO has financial expertise, 0
' otherwise
Independent . . —
Variables AUD_IND,, L Equals_ 1 if the internal auditor is independent, 0
' otherwise
Equals 1 if the internal auditor has business expertise,
AUD_BUSEXP,,| + _
’ 0 otherwise
Equals 1 if the internal auditor has financial expertise,
AUD_FINEXP,,| + _
' 0 otherwise
BSTA_YEAR,, | + | — The .number of years up to 2008 since its
' establishment
Control LNASSET,, + Natural log of total assets at the end of the year
Variables Government subsidies as a proportion to corporate
GOV_REV, | — _ Prop P
’ earnings
Xr. YD, Dummy variable for year s
CEOSH WFaARle] &4l 3 Hed 5 FRISAIL o] F 3T Q= AR A
HATARE g 37199 Zd= o)A 2 Joinsoll A TR <Table 2>014 B
3] 3957} FYYRAA AFs= Joins  AFFS QoFslGITh
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(Table 2> Summary of Sample Collection Procedure

= Total public Enterprises 24
Less: Number of Enterprises for which financial data are 1
unavailable

23

= 2003~2007(5 years for each enterprise) x5 115
Less: Number of years prior to the establishment -5

= Total number of samples 110

V. ¥FEY 23

L Il AT

<Table 3> £ A9 FA4
o Wgk 7ESA gt F&5HT
A2 E(ROA)-S Ho] 0.0040]
AR 00160tk HERI HUGk
2} -0.082, 0.054°]t}. CEO_PROM(CEO

WFs3 o )= Heto] 0.0730]tk
, 37199 CEO7} W53 &5
73%=Z 10%°1= v]x]#] S3lar
FEo| oJahd CE02] 90% o4
| &FolA Y=t CEO_BUSEXP
(CE0Y] YFAHEA)E Hito] 0.6822A
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A &, F-s A= =80l 9
A FoA Are GFIEA

7FA)aL Qlek. &, CEO_FINEXP(CEOY]

N

¥ ro 4N Lo
o
=N

(o
=

[

o Hz K

n

AT el 0.

CEOWo] AFHEdS 7HAIaL 531
AUD_IND(UJ5-7HA}019] =
°] 0.269% °F 1/49] U7}
olw, 3/48] YRS HA|Q -
9. 30 Zpog 9HgRIel HoF
TFetE|th AUD_BUSEXP(U3-7HA1S1€]
AQEHEA) S AUD_FINEXP(HHF-ZEALS]
o] AFHAEA)E Hoo|l 247 01763
0.102=2A] oF 1o%q1,] 1H‘=‘7L/\]-g>_]o] ]
FARY == AF
At} CEO= ‘ﬁ—‘”er—Er 3
A2 CEOR Y%= W, lﬂ%j— AARI
& ¥R F3ck CEOS} WAl
F ATARALS TR Bee
5%, 10%=A] wi-¢- 3]Htstoict.
£ A¥EH, ESTAB_YEAR(AH
B3t 3575924 2008 T )
3719 2-HE A oF 359 97H%o]
752k LNASSET(AHFe] Atz
Zhe B 28.7012.9FH)olH ARz}

) zz
ST

>‘:
>
(o3
[
At
off ¥
Ho &

o

-

Ji
N

r-h: r2 3@
I o=
S‘.z fr 4y 12 td

o o

o,



92 | mEmBHE /2009, |

{Table 3> Descriptive Statistics

N Mean Star?daTrd Min 1Q 2Q 3Q Max
Deviation

ROA 110 0.004 0.016 -0.082 | 0.001 | 0.005 | 0.009 | 0.054
CEO_PROM 110 0.073 0.261 0.000 | 0.000 | 0.000 | 0.000 | 1.000
CEO_BUSEXP 110 0.682 0.468 0.000 | 1.000 | 1.000 | 1.000 | 1.000
CEO_FINEXP 110 0.055 0.228 0.000 | 0.000 | 0.000 | 0.000 | 1.000
AUD_IND 108 0.269 0.445 0.000 | 0.000 | 0.000 | 1.000 | 1.000
AUD_BUSEXP 108 0.176 0.383 0.000 | 0.000 | 0.000 | 0.000 | 1.000
AUD_FINEXP 108 0.102 0.304 0.000 | 0.000 | 0.000 | 0.000 | 1.000
ESTAB_YEAR 110 | 35.759 | 16.354 | 3.429 | 18.492 | 28.811 | 41.007 | 58.448
LNASSET 110 | 28.701 1.667 25.783 | 27.256 | 28.426 | 30.059 | 31.815
GOV_REV 110 0.078 0.112 0.000 | 0.000 | 0.007 | 0.129 | 0.424

Notes: CEO_PROM = 1

financial expertise, 0 otherwise; ESTAB_YEAR
establishment.; LNASSET

o]l GOV _REV
H|8)S 3t 0.0780]H

—~

if the CEO is an internal promoter, 0 otherwise; CEO_BUSEXP = 1 if the CEO
has business expertise, 0 otherwise; CEO_FINEXP = 1 if the CEO has financial expertise, 0
otherwise; AUD_IND = 1 if the internal auditor is independent, 0 otherwise; AUD_BUSEXP = 1 if
the internal auditor has business expertise, 0 otherwise; AUD_FINEXP = 1 if the internal auditor has

= the number of years up to 2008 since its

= Natural log of total assets at the end of the year; GOV_REV =
Government subsidies as a proportion to corporate earnings.
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{Table 4> Pearson Coefficients

CEO_ | CEO_ | CEO_ | AUD_ | AUD_ | AUD_ |ESTAB_ GOV_
ROA LNASSET
PROM |BUSEXP |FINEXP| IND |BUSEXP |FINEXP| YEAR REV

ROA 1.000

CEO_PROM | -0.204** | 1.000

CEO_BUSEXP| 0.119 |0.191** | 1.000

CEO_FINEXP | 0.044 -0.067 | -0.094 1.000

AUD_IND 0.062 | -0.092 | 0.006 | -0.056 | 1.000

AUD_BUSEXP| 0.142 -0.038 0.156 -0.006 | 0.214** | 1.000

AUD_FINEXP | 0.286*** | -0.095 | 0.162* | -0.082 | 0.003 | 0.166* | 1.000

ESTAB_YEAR| -0.038 |0.230** | -0.008 |-0.173* |-0.211**| 0.052 -0.101 | 1.000

LNASSET 0.134 0.088 | 0.240** | 0.080 | -0.093 | 0.078 | 0.176* | -0.172* | 1.000

GOV_REV  |-0.584***0.247***| -0.001 | -0.039 | -0.016 | -0.123 | -0.139 | 0.204** | -0.066 | 1.000

Notes: * is significant level of < 0.1 ** is significant level of < 0.05 *** is significant level of < 0.01

INDS} AUD BUSEXP, AUD BUSEXP<} 2. 27|89 CE0S} A¥X 1}
AUD FINEXP, ESTAB_YEARS} GOV_
REVZ} QloH, $2]3 ()9] #AE Hol 28 (1)L /B3 2719 CEO 2 )
£ 7 CEO_FINEXP$} ESTAB_YEAR, FARIS] =YY Mol B8
AUD_INDS} ESTAB_YEAR®] itk & o mxe Gl the] A5R49 23t
A SPHFE 1 FY AABAS B 7} <Table 550 8.oF5]o] 9Irk3s) & (1)
oltgl= Huigko] 0.247(CEO_PROMI} & UIRZARIS AlQjg AejolAe]
GOV_REV t AR A thga/dd  CEOOl g 24 Aol (M)
= A AxE ofthdn) AARRLS 3G Adejol| A 9] CEOol| thgt
A Azttt #89 rR°= 4 ()&
(I 25X 0.3 o)deltt &, 2z Eol
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{Table 5> Result of Regression Analysis

Expected Sign (1) (II) (1)
-0.025 -0.026 -0.027
INTERCEPT (0.024) (0.024) (0.024)
-0.008 -0.006
CEO_PROM + (0.005) (0.005)
0.0044 0.0033
CEO_BUSEXP + (0.0030) (0.0030)
0.003 0.005
CEO_FINEXP + (0.006) (0.006)
0.005 0.004
AUD_IND * (0.003) (0.003)
i -0.004 -0.0004
AUD_BUSEXP (0.006) (0.004)
0.012*** 0.010**
AUD_FINEXP + (0.004) (0.004)
0.00013 0.00015* 0.00018**
ESTAB_YEAR 1 (0.00009) (0.00008) (0.00009)
0.001 0.001 0.001
LNASSET * (0.001) (0.001) (0.001)
-0.084*** -0.084*** -0.080***
GOV_REV (0.012) (0.012) (0.012)
adjusted R? 0.323 0.353 0.350
F value 6.210%** 6.838*** 5.441%**
# of samples 110 10839) 108
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