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ABSTRACT

This study examined Korean companies on whether ownership affects corporate social
responsibility performance (CSP) to influence on the corporate financial performance
(CFP). According to the results, ownership has causational relationship with financial
performance of firms varies upon proxy of CFP. Ownership and CFP demonstrates
reverse-U type with ROA but U-type with market to book ratio (MB ratio). Second,
ownership and CSP does not prove to have any causality. Partly, ownership shows
negative effects on corporate governance. Finally, CSP does not affect profit (ROA) but
improve the market value. For the moment, CSP is not an active factor to find out that
high proportion of the companies in the sample during the research period were credited
low CSP. Most of the companies with high credits on CSP are efficient and stable profit
earning companies which leave room to considerthe slack-resource theory.
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INTRODUCTION

Corporate social performance (CSP) has become a compulsory aspect for
companies to survive in the market recently. A large proportion of customers
perceive and value high for the corporate social responsibilities (CSR), therefore,
responding to the recent emphasis, CSP as a strategic tool advances to capture
the managers’ interests. Companies are under uncertain business environment
where they confront with something other than economic interests. They need to
meet social interests (Prahalad & Hamel, 1994). The global business environment
requires sustainability; accordingly, moral standards of business ethics are being
constructed and revised. CSR is being institutionalised such that companies
have to cope with new situation, not just some philanthropic actions added to
the business activities but actual change of management cycle, goal setting and
proposing strategies needed for new market (McPhee, 2014; Palmer & Flanagan,
2016). International Standard Organization (ISO) has addressed 1S026000
to suggest norms about corporate social responsibilities. ISO14000 series
addressed environmental standards to companies in the global market two
decades ago. Under the institutionalised movement of CSR, companies make high
investment to attain sustainability. The question therefore becomes whether or not
the investment to CSR is making profit to the companies. Profit is a significant
factor for companies to keep going.

This study examined Korean listed companies in KRX (Korean
Exchange) market, the relationship between CSP and their corporate financial
performance (CFP). The study focused on ownership of the companies as
most Korean companies demonstrate high owner-controlled governance. The
ownership is held by the family members of the management. High ownership is
not only seen in Korean companies as many firms in various countries with high
ownership report better financial performance. Since Berle and Means (1932)
who asserted “separation of ownership and control” companies, are expected to
possess a large number of diversified shareholders for their shares are dispersed
widely, however, after half a century, Shleifer and Vishny (1986) reported
that 33% of the Fortune 500 firms had high ownership and control over their
companies. Korean companies’ unique corporate governance with high ownership
and control and Chaebol system has been served as an efficient system through
economic development stage. Not like what Berle and Means (1932) reported,
companies have grown to large entities, but their governance is not dispersed as
it is expected to be. Most of Korean companies are in form of family business.
Chaebol is a unique corporate form of Korean companies. The characteristics of
Chaebol are; family owned and controlled and usually in form of large in size
possessing diverse industries or simply conglomerate. Chaebol demonstrates high
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economic power in Korean economy. This study analysed Chaebol in separate
variable because it leads the market norm.

This study focused on how the ownership read the market and invest
on CSR to affect the value of the company when economic profit needs more
strategy on sustainable development. This study uses ESG performance of firms
from publicly traded companies in Korean stock market as CSP to seek CSP
contributes to CFP especially when high ownership and control is involved.
This study uses the data of family and their affiliated ownership with regard
to seek its performance on CSR and financial performances. CSR aims to
harmonise stakeholder expectations by doing so companies CFP is affected
(Freeman, 1984; Mikolajek-Gocejina, 2016). Positive effects will be pursuable
when accompanied by good governance practices, problems expected to rise with
high ownership and control may be mediated (Faccio et al., 2001; Andres, 2008;
Villalonga & Amit, 2006). Still high ownership and control receive reputations
that enhance CFP. Then, would the management invest to enhance CSP to have
effect on CFP?

The sample of data is 2,766 companies from 2011 to 2016 that trade
in KRX market This study used panel data regression method to examine the
research focus. The research model includes financial data. CSP is classified into
high and low ESG group. The research model includes Chaebol as a dummy
variable. Chaebol occupies a big part of the Korean economy. Because the
Chaebol occupies high proportion of economic wealth among the industrial
aspect, possess multiple industries within its boundary. The results showed
that ownership did not have affect CSP overall except some minor effects. But
higher ownership when interacted with CSP showed negative CFP. Ownership
and CFP directly showed profit increase up to some level. This study could not
find significant relationship between CSP and CFP but only in market value.
Chaebol factor had positive effect on CFP when examined with CSP.

This study contributes to the understanding of the current status of
Korean companies and their value seeking interest on CSR. By linking the
ownership with CSP and CFP, each link implies which group values CSR
and how that is affected to their value maximising process. This study finds
that the level of ownership with regards to CSP differs has negative effects on
profitability. This study finds that Korean companies have meek investment on
CSR that needs to be improved for reinforcing CSR obligations.
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RELATED LITERATURE REVIEW

Ownership Relationship with CSP and CFP

Studies on the ownership and CFP focus on whether ownership has any effect
on the CFP and if any, whether the optimal level exists to maximise the profit.
Demsetz (1983) asserted that there is no significant relation between ownership
and firm value. Other studies also supported his assertion that ownership
is, by no means, a financial policy to affect firm value but an outcome of it
(Demsetz & Lehn, 1985; Demsetz & Villalonga, 2001). Previous studies support
the idea of certain relationship between the two, assert low level of ownership
is associated with positive firm value. The higher proportion of the ownership
showed negative relationship (Morck et al., 1988; Stulz, 1988; Hermalin &
Weisbach, 1988) so that disperse of the ownership is significant to firm value.

Agency theory and signal effect is another way to explain effect
of ownership on firm performance (Lakonishok & Lee, 2001; Shleifer &
Wolfenzon, 2002). Ownership has various issues in corporate governance one
of which is agency theory. Managers tend to exploit their power and focus
more on private benefit rather than the company’s, affecting the firm value
negatively (Jensen & Meckling, 1976). When managers have more ownership
and control on firm, then two parties’ interest is likely to be consonance,
hence, less agency problems may arise (Villalonga & Amit, 2006). However,
high ownership and control may cause manager entrenchment due to high
discretionary power.

Family ownership may seem to retrogress from modern corporations,
but it has positive functions as well such as reducing agency problems (Jensen
& Meckling, 1976). Studies assert that family ownership enhances value of
firm when compared with non-family ownership companies (Andres, 2008;
Anderson & Reeb, 2003; Villalonga & Amit, 2006). One of the benefits of
family ownership to firm value is that managers have a long-term perspective
of growth and therefore to achieve growth of firm value (Stein, 1988). Gibb
Dyer (2006) asserted “family effect” that contributes to the higher performance
because these companies possess several resources such as human capital,
social capital, family branding and physical and financial assets to increase firm
value. Empirical studies on family ownership and control also support this idea,
claim that they showed relative higher performance compared to non-family
managements (Anderson & Reeb, 2003; Pindado et al., 2011). However, family
ownership may provide easy means for exploitation of firm wealth through
private account (DeAngelo & DeAngelo, 2000; Shleifer & Vishny, 1997).
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Other negative effects of family ownership and control are that conflicts within
the family members may cause another kind of agency problem; and they may
waste companies’ resources to cover up the presenting problems. Family conflict
leads to negative publicity. Family control may also cause problem for its
cliquish operation. Devaluing attitude of management fails to hire and promote
competent human resources and social capital that will eventually bring about
financial loss.

In companies that are monitored efficiently, the latter kind of problem
may be lessened. Studies provide evidence of this idea empirically that
family control with good governance structure or efficient institutional quality
(Faccio et al., 2001; Andres, 2008; Villalonga & Amit, 2006). By eliminating
certain devaluing factor successfully, family ownership and control has higher
business value (Demsetz & Lehn, 1985; Gibb Dyer, 2006). This result is more
reliable to the fact that “family effect” by Gibb Dyer (2006) have both positive
and negative effect. If the corporate governance system can counterweigh
the negative “family effect” then higher probability for better performances
may be expected. On the other hand, companies’ CSR activities promote
favourable reputations to the public (Borghesi et al., 2014; Park et al., 2017).
High ownership and controlled firms may need CSP for better reputation in the
market for their future performances. Block holders find it beneficial to enhance
environmental and social performances (Dyck et al., 2019). However, owner
managers may oppose to CSR for investment on CSR is still at a pioneering
stage that requires costs where management needs to validate its economic
feasibilities. Owner managed firms are often efficiently managed that they do
not require corporate governance to involve in (Lilienfeld-Toal & Ruenzi, 2014).
This reason supports the idea that high ownership may demonstrate less CSP
(Rees & Rodionova, 2015).

CSP Contribution to CFP

Is there positive relationship between CSP and CFP? Not one universal result
has been found to state their causality. However, positive, negative and non-
relationship have been asserted by various researchers (Brammer & Millington,
2008; Ullman, 1985). The positive relationship between CSP and CFP is based
on the assumption that social performance will increase financial performance;
otherwise, companies whose objectivity is value maximisation would not adopt
CSP to their management activities. Stakeholder theory explains as CSP is part
of a managerial behaviour (Donaldson & Preston, 1995; Thompson & Driver,
2005) that by exercising efficient and by moral-based managerial procedures leads
to increased financial performance. Companies have incentives of improving
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internal welfare system by improving employee-welfare and enhancing
monitoring the management. Companies also have an advantage to enhance the
market by earning good reputations through CSP (Harijoto & Jo, 2011; Brammer
& Millington, 2005, 2008; McMillan, 1996; Jones, 1995) and solve any problems
related to conflicts between stakeholders and the company (Freeman, 1984).
CSP by non-monetary means to build ‘trust’ that contributes to monetary value
to the companies, value increase (Greening & Turban, 2000). A view that
supports positive effects on firm value explains that CSR activities owe to the
slack resources of the companies, slack resource theory. It asserts that companies
with certain situation, such as slack resources, would invest on CSP (Pava &
Krausz, 1996; Waddock & Graves, 1997).

The view that supports negative relationship between CSP and CFP
argues that cost incurred from non-managerial account decreases the CFP.
Therefore, companies with high CSP decrease the firm value (Friedman, 1970).
Another view to negative relationship resorts to agency problem. Managers, the
agent, are allowed to use companies’ resources exercising their discretionary
power to fulfill their own interest rather than maximise the firm value (Jensen
& Meckling, 1976). When considering both stakeholders and shareholders
to meet their interests, lessened power of shareholder will strengthen self-
interested managers to give more discretionary power to pursue their own
interests (Williamson, 1964). Agency theory approach is based on political
relationship between agents and principles leading to economic consequences.
In this context, entrenched managers are inclined to invest more on CSR and to
demonstrate high CSP to solve their own problems through reputation building
within the society. This is to avoid what condemnations consequences of their
deeds of fulfilling selfish interest and to keep their status (Fabrizi et al., 2014;
Surrocca & Tribo, 2008). If agency problem can be mitigated by reconciling
interests of two parties, it may suggest any chances of increasing function of
CFP. Traditionally, managers’ discretion to perform value maximization was
achieved by endowing managers the ownership (Lilienfeld-Toal & Ruenzi,
2014).

RESEARCH FOCUS

This study focused on the question of relationship between CSP and CFP.
Especially, by leveraging on ownership for CSP leads to better performance and
increased firm value. One major feature of Korean companies is family ownership
and control. This type of governance has cost-side advantage to reduce any
conflicting cost between owner and agent; however, their selfish utility seeking
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incentives may devalue firm performance. Firms engaged in CSR have certain
network formed with their stakeholders that may reduce opportunistic behaviour
of managers and devote themselves to improve CFP. Family owned and controlled
companies have advantage of operating their firm with more focused and long-term
based policies. Implying CSR has impact on enhancing the favourable reputation
in the market. Family owned and controlled companies would perform better
with better CSR policies by postulating the CSR leads to balanced validity. This
study intends to analyse research questions empirically, focusing on the impact of
family ownership on CSR and CFP.

The research hypothesis is first, ownership has positive influence on CFP,
therefore higher the ownership will likely show higher CFP.

H1: Ownership has positive relationship with CFP.

Second, high ownership-controlled firms’® managerial decision is
dependent on their owner managers therefore firms’ decision on CSR relies on its
ownership. Companies will try to form good network in the society with various
stakeholders for the long-term strategy. High ownership and controlled companies
will try to rely on long-term strategies therefore will likely invest on CSR to
perform CSP.

H2: Ownership has positive relationship with CSP.

Third, if the CSR works as good governance tool for the companies then
companies with higher CSP will likely to show higher CFP and hence increase
firm value.

H3: CSP has positive relationship with CFP.

METHODOLOGY

Research Model and Description

This study employed research methodology of panel data analysis to test the
hypotheses. The financial data used in this study were combined format of time-
series and cross-section panel data. Implementing panel data analysis is a right
tool to analyse this special form of data to estimate efficient outcome. Before
going on to regression analysis, correlations of the variables were cross-checked
to avoid multicollinearity problem that affect the regression result.
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This study first looked at the relationship between ownership and CFP.
Then it focused on the role of the ownership that has incentives to increase firm
value by investing on CSP. Finally, CSP and CFP relationship were analysed.
The examination also combined ownership and CSP to see if this combination
affects CFP.

Basic model for the test was as stated in Equation (1).
X = o+ BX; tu; +e; (1

The basic model of relationship between CFP and ownership and CSR is CFP =
f(Ownership, CSP, FinancialData).

The variables used in this study are, the proportion to ownership is
measured by fraction of equity holdings by family members of the firm and at
least one of the members is engaged in management. Conglomerate form of
family ownership and control is one unique feature in Korean firms. Chaebol
is known as the powerful economic influence in Korean market. Chaebol is
comprised of the massive subsidiaries that is owned and controlled by the
founding family members. Subsidiaries of Chaebol are inter-correlated by the
stockholding so to enhance voting right which is larger than their cash flow right.
Korean fair-trade commission (FTC) makes pronouncement every year to address
influential Chaebol to restrict equity investment on other companies. This study
used annual FTC files to state influential Chaebol during the research period.
CSP (corporate social performance) is imported from ESG index by Korea
Corporate governance service (KCGS). This organisation evaluates companies’
performances in terms of social, environmental and corporate governance areas.
Environmental assessment was added from 2011. The evaluation is carried
out in three separate sections then overall value is given as ESG evaluation.
KCGS announces the ESG by rating companies in certain level, ranging from
A+, A, B+ and B (and less), except corporate governance part that ranges from
A+, A, B+, B, C and D. In this study, the credit A+ is numbered as 1 and the
lowest credit B (and less) as 4. Corporate governance credit ranges from 1 to 6.
The number “1” indicates the highest ESG (or CSP). Corporate valuation is
measured by assessment model that consists of several matters related to each
category. For corporate governance; shareholder rights, board, announcement,
audit including internal control system and assigning management faults.
Social sector involves matters related to employee welfare, fair trade with its
cooperative and rival companies, consumer considerations and local community
relations. Environmental category consists of environmental strategy and
how the organisation of the company is formed to execute that strategy. Other
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factors are also considered in the evaluation models such as environmental
management, activities, performances and stakeholder relations.

Two proxies for CFP in this study are market to book ratio (MB) and
return on asset (ROA). Independent variable, cash ratio is measured by cash and
equivalent divided by total asset. This study included this variable to evaluate the
impact of cash holding on the CSR. Cash and its equivalent endow discretionary
power to managers. In high CSP firms holding large cash in their account, it is
thought to be for the sake of shareholder’s wealth and to mitigate any possible
conflicts that may occur with stakeholders (Arouri & Pijourlet, 2017). Debt
ratio indicates capital structure of the company, debt to capital ratio. Capital
structure is a good tool to mitigate or prohibit managers’ discretionary power
by the board (Jensen, 1986). The size of a company is measured by log natural
of total asset; growth is measured by sales growth compared to previous year.
Age is firm age from its foundation to end of research period. Volatility is
measured by both stock volatility and profit volatility using standard deviation of
60 months stock price and standard deviation of five years net income.

The basic model relationship between CSP and CFP is measured
by classifying companies into two groups in terms of high CSP and low CSP
firms. The basic model for the statistic test is, CFP (MB, ROA) = f (CashRatio,
DebtRatio, Growth, Age, ROA, Ownership, Volatility, Industry).

Data Source

Financial data of Korean companies are collected from Korea Information
Service (KIS) data. The companies are all listed companies in KRX market.
The research period was five years from 2011 to 2016. CSR performance
was imported from ESG index by KCGS. This organisation evaluates Korean
companies’ performances in terms of social, environmental and corporate
governance. Environmental evaluation was added to ESG index in 2011.

Companies are excluded from the data pool if:

1. Their financial or CSP data are unavailable.

2. Companies in the industry are less than 20 during the research
period .

3. Companies are under court custody.

Final companies selected in the data pool for the empirical study are total
2,766 companies from 2011 to 2016.
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EMPIRICAL RESULTS

Descriptive Statistics

Table 1 summarises mean value of financial data by the respective ESG groups.
The highest grade group “1” has only three companies, which means that Korean
companies are not active about CSP nor yet have they considered it to be a
serious factor. Cash are favoured more by the companies in the lowest group
than higher groups. The measure of Debt ratio is higher for companies in the
lower groups. The higher group of 1 and 2 were mostly larger in size and ROA.
The sizes of the companies were larger as the ESG performance measures were
higher. Stock volatility and profit volatility were high in group “2”. This table
demonstrates the summary (the average value during the study period) of the
financial data in the companies classified by ESG rating from 1 to 4. Companies
in the group 1 have the highest ESG score and group 4 the lowest.

Table 1

Summary statistics of financial data by ESG group
Variable £sg

1 2 3 4

Cash ratio 0.0465 0.0518 0.0542 0.0538
Debt ratio 0.2999 0.4666 0.4722 0.4061
Size 30.368 29.722 28.656 26.429
Growth —0.0841 0.0523 0.0011 0.0658
Age 43.745 36.974 42.152 42.103
ROA 0.0361 0.0597 0.0264 0.0155
MB 1.5959 1.7882 1.7559 1.6123
Stock volatility 0.0993 0.1388 0.1315 0.1336
Profit volatility 0.0315 0.0774 0.0654 0.0527
Observation 3 107 294 2,361

One of the problems of statistical regression analysis in this study is
that only three companies are in ESG group “1”. The number of sample size
may not be able to report satisfactory information using statistical method.
Therefore, this study regrouped the ESG ration by higher and lower group.
The higher group consisted of companies in ESG 1 and 2, and lower group
consisted of companies from ESG 3 and 4. The comparison of financial data
of two groups of higher and lower group was as summarised in Table 2. The
statistical difference between the two groups is tested by t-test. Higher group
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show higher measures in debt ratio, size, ROA, MB, profit volatility and
ownership. Higher group generates more value compared to the lower group. It
supports the fact that the more value generating firms have resources to spend
on CSR. The lower group was composed of more numbers of older companies.
This trend supports the idea that more aged companies are less likely to work
on the CSR (Cochran & Wood, 1984). But companies with better performance
and high ownership have worked on the CSR to demonstrate higher CSP.
Cash reserve was not significantly different between two groups. The financial
data of higher group indicates that companies that devote more on CSR
activities had higher profitability and market is reflecting that effort positively.
This trend with Chaebol’s data in Table 3 supports the slack-resource-theory
point of view that the better performance group may have more resources to
spare for the CSR (Harijoto & Jo, 2011; Pava & Krausz, 1996, Waddock &
Graves, 1997).

Table 2
Comparison of financial data of CSP
CSP
Variable Higher group Lower group t-test
(ESG=1,2) (ESG =3, 4)

Cash ratio 0.0517 0.0538 —0.0021(—0.3563)
Debt ratio 0.4621 0.4134 0.0487(—2.3341)**
Size 29.739 26.676 3.0638(—23.678)***
Growth 0.0486 0.0586 —0.1005(0.1455)
Age 37.158 42.109 —4.9497(2.9743)***
ROA 0.0591 0.0167 —0.0423(—3.4199)***
MB 1.7830 1.6282 0.1548(—1.9081)*
Stock volatility 0.1378 0.1333 0.0044(—0.6306)
Profit volatility 0.0762 0.0541 0.0221(—1.9495)*
Ownership ratio 0.6563 0.4407 0.0844(5.2072)***
Observation 110 2,655

Notes: This table demonstrates the difference between high and low ESG rated companies by their financial
data. *, ** *** refers to statistical significance at the 10%, 5%, 1%, respectively.

The descriptive statistics shows, in Table 3, Chaebol, in average,
invest more in CSR than non-Chaebol. Approximately 20% of companies in
Chaebol, i.e., 102 companies, are ranked in the 1 and 2 in ESG whereas only
0.5% represent non-Chaebol companies in that rank. Approximately 95% of
non-Chaebol companies are ranked lowest level of 4 in ESG. This trend is same
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with governance, social and environment sectors. Statistics show that Chaebol
focus on CSP for their market reputation or it supports the slack-resource-theory
that companies with good management and with large financial resources can
spare their resources to CSP (Ullmann, 1985; Pava & Krausz, 1996; Harijoto &
Jo, 2011; Waddock & Graves, 1997).

Table 3
Summary statistics of CSP in Chaebol (n = 586) and non-Chaebol (n = 2,179)
Rating Chaebol (%) Non-Chaebol (%) Observation (%)
ESG 1 3(0.5) 0 (0) 3(0.1)
2 99 (16.9) 8 (0.4) 107 (3.9)
3 188 (32.1) 106 (5.9) 294 (10.6)
4 296 (50.5) 2,065 (94.7) 2,361 (85.4)
Governance 1 15 (2.6) 0(0) 15 (0.5)
2 47 (8) 16 (0.7) 63 (2.3)
3 195 (33.3) 161 (7.4) 356 (12.9)
4 209 (35.7) 1,123 (51.5) 1,332 (48.2)
5 109 (18.6) 828 (38) 937 (33.9)
6 11 (1.9) 51(2.3) 62 (2.2)
Social 1 23 (3.9) 1(0.1) 24 (0.8)
2 139 (23.7) 15 (0.6) 154 (5.6)
3 162 (27.7) 141 (6.5) 303 (11)
4 262 (44.7) 2,022 (92.8) 2,284 (82.6)
Environment 1 1(0.2) 0(0) 1(0.1)
2 150 (25.6) 18 (0.8) 168 (6.1)
3 172 (29.4) 340 (15.6) 512 (18.5)
4 261 (44.5) 1,820 ((83.5) 2,081 (75.3)

Ownership and CFP Relationship

The first hypothesis is to analyse ownership and CFP relationship. Longitudinal
panel data analysis was used to test the first hypothesis is summarised in
Table 4. The analyses in this study were carried out by classifying the ownership
into 5 groups by 20% interval: Own2(1) to Own2(5). Own2(1) is group of
companies with inside ownership of 0 to 20%, Own2(2) 21%-40% and so
on. The regression result shows that ownership has influence on the ROA in
different phases. The highest influence is when Own2(5) with inside ownership
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of 80%—-100% level. To both of proxies of CFP, ROA and MB, there were
quadratic relationships with ownership. Ownership does not show statistical
significance to MB. Only the overall trend show that ownership and MB has
quadratic relationship. It implies that high ownership has positive power
on market value of firm. In terms of ownership and ROA has reverse U-type
quadratic relationship. To some level, ownership may have profit efficiency
but as it surpasses some level its influence decreases. ROA peaks at Own(2)
level that is around 21%—-40% level. In addition, Chaebol has positive effect on
financial performance, being Chaebol has incentive to increase market value and
also profit efficiency.

Table 4 presents regression result after panel data analysis of firm
performance and ownership. The model uses quadratic function to examine the
causalities of ownership and firm value. The firm performance is measured by
two variables, ROA and MB. Own2(1) to Own2(5) and Chaebol are dummy
variable. Own2(1) to Own2(5) represents level of ownership. Own2(1) is
stockholding ownership by founder family by 0 to 20%; Own2(2) is 20%~40%;
Own2(3) is 40%~60%; Own2(4) is 60%~80%; Own2(5) 80%~100%.
Chaebol is dummy variable to indicate if the company belongs to Chaebol.
The regression model is:

CFP(ROA, MB) = f(CashRatio, DebtRatio, Size, Growth, Age,
StockVolatility, ProfitVolatility, Ownership, Ownership*) +
Dummy (Own2, Chaebol, Own2 * Chaebol)

Ownership and CSP

The analysis result of second hypothesis of the relationship between ownership
and CSP is as follows. ESG, governance, social, environment, as a proxy of
CSP, and financial data are regressed with panel data order-logit analysis.
CSP related variables—ESG, corporate governance, social, environmental—
are all in ordered rank form that it is efficient to analyse in panel data order-
logit model. Careful interpretation is required in this analysis that when CSP is
highest is numbered as 1 and the lowest is 4 or 6. Not like usual cases, all the
interpretations need reverse way. The results were as summarised in Table 5.
Ownership does not have significant impact on CSP except for corporate
governance where it shows positive relationship, means negative impact on
governance because the lower number the higher CSP. The higher the ownership
companies have the less good governance performance. With high ownership
and control does not require strict monitoring system because they already
seem to earn market reputation overall and as in Table 4, market value of the
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firm does not operate by the ownership. Social and environmental situations
did not have any influence according to ownership implies that these variables
are not dealt seriously with any of the companies operating in Korean market
for the moment. The second hypothesis is rejected. But for Chaebol case all of
the CSP is positively related. Chaebol has relatively high CSP level. This result
with Table 3 implies that firms with high resources may have head start for CSP.

Table 5 presents regression of order-logit analysis. The ESG is credited
from 1 to 4 ranges (Corporate governance, 1 to 6). This analysis uses order-logit
regression analysis to examine the causalities of variables (determinants) and ESG
in form of credit ranks. The regression model is:

CSP(ESG, Governance, Social, Environment) = f(CashRatio,
DebtRatio, Size, Growth, Age, StockVolatility, ProfitVolatility,
ROA, MB, Ownership + D.Chaebol)

Table 5
Regression result on ownership and CSP
ESG Governance Social Environment
Cash ratio =5.1500 1.3834 —5.1955 —3.1345
(—2.47)¥* (1.42) (=3.05)*** (—1.64)
Debt ratio —0.4672 1.5570 0.0122 —0.5655
(0.63) (4.00)**+ (0.02) (~0.78)
Size —1.8824 —0.8820 —1.5427 -1.9510
(—11.54)%** (~11.60)*** (—12.12)%%* (—12.35)%%*
Growth 0.4315 0.2616 0.4559 0.31.7
(1.20) (3.85)%** (1.62) (1.11)
Age 0.0151 0.0163 0.0058 —0.0046
(1.65)* (3.25)%* (0.77) (~0.49)
Stock volatility 0.3941 -0.1597 1.4035 5.4159
(0.23) (-0.17) (0.97) (3.03)#**
Profit volatility —2.0556 —0.2692 —1.0115 —1.0848
(—2.37)%* (~0.50) (-1.36) (~1.73)*
ROA -0.6166 —0.6699 0.2611 —1.1585
(-0.98) -1.77)* (0.05) (~1.73)*
MB —0.1810 0.0492 —0.2592 0.3599
(-1.30) (0.64) (—2.24)¥* (2.10)%*
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Table 5 (continued)

ESG Governance Social Environment
Ownership 0.6135 1.4504 -0.4121 0.0928
(0.65) (3.10)*** (—0.54) (0.11)
Chaebol -1.4717 -0.8153 -1.7117 -0.6208
(—3.57)*** (—3.17)*** (—5.05)*** (—1.44)
Wald \? 237.06%** 290.66%** 296.37%** 244 47***
LR N2 230.84%** 594.96%** 231.56%%*%* 626.48%%*

Notes: *, ** *** refers to the statistical significance at the 10%, 5%, 1%, respectively.

Ownership, CSP and CFP relationship

Finally, the last hypothesis of CSP and CFP relationship is analysed and
summarised in Table 6. CSP does not have any significant effect on ROA,
however, when combined with ownership, especially Own(4) and Own(5),
they have negative influences on ROA. When ownership is increases and CSP
increases, then ROA decreases. When at Own(4) level affects ROA the worst.
So that ownership and CSP interaction makes inefficient outcome for firm
performance. The CSP and MB(CFP) is positively related. CSP is good news
to the market. It helps companies to gain good reputations in the market to
contribute their value increase. The statistical result supports that ownership
is a significant factor for financial performance. The third hypothesis is partly
supported.

Table 6 presents panel data analysis of firm performance and ownership
including CSP. The model uses quadratic function to examine the causalities
of ownership and firm value. The firm performance is measured by two
variables, ROA and MB. Own(1l) to Own(5) are dummy variable. Own(1)
to Own(5) represents level of ownership. Own(1l) is stockholding ownership
by founder family by 0 to 20%; Own(2) is 20%~40%; Own(3) is 40%~60%;
Own(4) is 60%~80%; Own(5) 80%~100%. The regression model is:

CFP(ROA, MB) = f(CashRatio, DebtRatio, Size, Growth,
Age, StockVolatility, ProfitVolatility, Ownership, Ownership?,
ESG, Governance, Social, Environment) + Dummy(Own(*),
Own(*)*ESG)
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A further analysis of regression to examine high and low ESG
companies demonstrate differed causality by classifying the companies into
high and low group by CSP. The reason for this test is because the proportion
of the lower ESG Companies is large therefore it might dilute the statistical
result. The result is identical with previous analysis that CSP does not show
direct influence on CFP, neither ROA nor MB. One to take note is corporate
governance has different direction of relationship with ROA. When at higher
CSP group, governance is negatively related to ROA means when in lower
ESG group it is positive relationship. This may mean that lower CSP companies
with more investment on corporate governance increase their accounting profit.
Finally, Lower CSP companies invest less on the environment increase MB.
Environmental regulations are being strengthened where its significance is
required by public increasingly. Companies may find burdened to invest to
introduce environmental system to its management circulations. Therefore, the
news is not welcoming to shareholder of these companies.

The first two columns of Table 7 present regression result after panel
data analysis of firm performance and ownership. The model uses quadratic
function to examine the causalities of ownership and firm value. The firm
performance is measured by two variables, ROA; MB. Chaebol is dummy
variable to indicate if the company belongs to Chaebol. The regression model is:

CFP(ROA, MB) = f(CashRatio, DebtRatio, Size, Growth, Age,
StockVolatility, ProfitVolatility, Ownership, Ownership?) +
Dummy (Chaebol)

The latter two columns of this table present the panel data analysis of
firm performance and CSP, ownership. The model uses quadratic function to
examine the causalities of ownership and firm value. The regression model is:

CFP(ROA, MB) = f(CashRatio, DebtRatio, Size, Growth, Age,
StockVolatility, ProfitVolatility, Ownership, Ownership*, ESG,

Governance, Social, Environment)
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DISCUSSION

This study examined the relation between CSP and CFP based on ownership of
the firms. Studies on this topic, so far, do not have universal theory to explain
causational relationship between CSP and CFP. Although Friedman (1970) or
other neo-classicists claim that market will do all the work to solve the problem
of maintaining society, many others are sceptical of market system and claim
that CSP have significant effects on the market. This study examined the
effect of ownership of company to its CSP and CFP. High ownership of the
management possesses several advantages such as it brings more efficiency for the
management under the condition that governance is efficient and sound. On the
other hand strong ownership and control leads to strong discretionary power may
result in inefficient operation of the firm and thus cause poor CFP.

The results are as follows. First, ownership and CFP has quadratic
relationship. For ROA as a proxy for CFP, reverse U-type with ownership
that to some level ROA increases but decreases after a certain threshold. This
means that high ownership will decrease CFP. Quadratic relationship is also
supported by the relationship between MB ratio and ownership only that to some
point the market value of the company decreases but increases after a certain
threshold, U-type relationship. MB and ownership relationship suggests the
lowest point is when ownership is approximately 21%. This result complies
with Morck et al. (1990) that ownership has negative effect on firm performance
between 5%—-25%. Moreover, quadratic relationship between performances and
ownership is asserted by several other studies as well (Stulz, 1988; McConnell
& Servaes, 1990). Second, ownership and CSP does not show any relevant
relationship. Only when CSP is broken into three categories, one of which
corporate governance shows negative impact on governance. The increase of
family ownership decreases the governance efficiency. The result does not state
that ownership is a definite negative determinant, but Korean companies have
propensity to show this trend. Finally, CSP and CFP relationship show interesting
result. CSP can be negative to efficiency side of financial performance such as
ROA, but it has its role in the market where with MB it was positively related.
When CSP and ownership interacts makes negative relationship with ROA.
High ownership and control featured management working on CSP leads to
inefficient profitability. The impact of independent variables to ROA and MB
differs by the high and low CSP groups. Companies do not concern much of
CSP but of which environment factor was significant. This, may be, is due to
enhanced institutionalised movement from the government. In addition to above
hypothesised results, this study also indicates high CSP companies are larger
in size and showed relatively less growth rate and stably profitable companies.
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Most of the companies in the high CSP group are companies that belong to
Chaebol. The profit volatility and ownership are higher for the higher rated
group. In some sense the result supports the idea that better performed companies
including Chaebol with slack resource engage in corporate social activities than
less financial resource companies hence support slack-resource theory.

This study contributes in a manner that empirical analysis suggests the
strategical operation of companies for better value growth. The results imply that
CSP is a significant factor for CFP when ownership and control is high. CSP
is yet to be not much of a concern in the Korean market. The fact that most
companies in the data pool used in this study were rated in lower group also
supports the idea that Korean companies concern toward CSP is not significant
in the local market and lack of social capital of trust between stakeholders and
management in the society perhaps is formed yet (Borghesi et al., 2014). This
study could find only a few highly performed companies or companies with
financial resources lead the CSP in the market for the moment. To summarise,
in the Korean market CSP is yet to be considered as a reliable index for firm
reputation or network with stakeholders of the companies.

High ownership is not a discouraging factor for CFP. However, when
it is combined with CSP decreases the financial performance of the firms.
Market value for CSP is positive. CSP has its role to control internal inefficient
management style and organisational culture to perform better (Harijoto &
Jo, 2011; Brammer & Millington, 2005; 2008; McMillan, 1996; Jones, 1995).
However, for the management of Korean companies regarding CSP as cost
occurring activities but ironically it is indispensable and sometimes obligatory.
They will need to seek for productive CSP that brings about efficiency to the
firm value.

LIMITATION

The result of the study has its limitations that high proportions of the companies
in the data are rated low on CSP. Less CSP concern of the companies means
less institutionalised for CSP in the market for the moment. Agents in the market
have yet taken any considerations of CSP. Change of the attitudes of agents
and institutionalising movement are to be checked and examined in the market
for the future research.
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