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Preamble

My prior work: Does governance structure matter? How?
↪→ Examine variation in the balance of power/control on performance/value

This paper: Does transparency of governance structure matter? How?
↪→ Fixing balance of power/control and change the transparency of ownership

and control (via shareholding structure), examine impact on
performance/value
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Controller Incentives Important but Hard to Observe

Understanding managerial or controller incentives an important part of
investors’ due diligence and capital allocation decisions

Especially important in...
↪→ international contexts
↪→ contexts with weaker institutions of governance

Not always easy due to information opacity (availability | complexity)
↪→ Source of opacity in business groups: complexity of ownership structure
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Ownership Structure Complexity as Source of Opacity

40% of listed �rms in Western Europe and Asia belong to business groups
(Faccio and Lang, 2002; Masulis et al., 2011)

Controller (e.g., founding family) with control>> economic ownership

,! pyramids
,! circular-shareholdings (ownership loops)
,! weighted voting rights (dual-class shares)

Incentives conict vis-�a-vis minority shareholders common, but opacity of
controller incentives varies across control-enhancing structures

,! Pyramids and circular holdings facilitate control with little ownership
,! Circular holdings make true ownership / locus of control less transparent

(Bebchuk, Kraakman, and Triantis, 2000)

Does improving \governance transparency" matter for valuation?
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Example: Circular Contribution and Control/Opacity

Family controls A (and all of its votes in C) but does not control B, C, or D

Cash ow and voting rights relatively easy to determine (follow the ownership chain)

Firm A. 50% of voting rights and CF rights
Firm C. 40% of voting rights and 23.85% CF rights =) 16.15% \wedge"
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Example: Circular Contribution and Control/Opacity

Family controls A, B, C, and D without additional direct investment

Cash ow and voting rights complicated to �gure out because of circularity

e.g., Dividend from B ! C ! D ! B
Need to solve a system of simultaneous equations to determine CF rights
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Example: Circular Contribution and Control/Opacity

Wide variation in controller's conict of interest across di�erent group �rms. Not easy for
minority investors to �gure out where they are more likely to su�er/bene�t from expropriation.
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Holding Company Structure

Family retains control over A, B, C, and D through holding company

Much simpler to understand family's voting and CF rights (follow the ownership chain!)
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Korean Setting: Variation of Interest

Transition of Korean business groups orchaebols(e.g., Hyundai, Samsung, LG, Lotte)
from circular-shareholding to pyramidal structures

Historically, circular shareholdings a mechanism to helpchaebol conglomerates
grow/diversify while maintaining control

After 1997 Asian Financial Crisis, Korean regulators began longstanding e�orts to
reform chaebolsand aims to improve \governance transparency" by facilitating
transition to holding company structure

\ the existing circular shareholding has disadvantages such as maintaining
excessive control of the controlling shareholder and lowering the transparency
of the governance structure."

\ [Transition to holding company structures serve] to maintain a simple and
transparent investment structure."
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Korean Setting: Data Availability

KFTC collects ownership data for all group �rms in eachchaebol

Chaebolsidenti�ed by ownership of controlling shareholders and a�liate
�rms, size of combined assets of a�liate �rms, and qualitative assessment

Chaebol�rms disclose ownership data of controllers and a�liate on April 1
of every year, published online by KFTC since 2007

,! Worldscope-Datastream : Accounting+price data, manually matched

,! Post-2011 Period : Standardized �nancial reporting (IFRS adoption by 2011)
+ vast majority of the transitions

,! Sample: � 1,800 observations, 225 listedchaebol �rms every year
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Actual Example: Lotte 2016-2017
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Simpli�cation of Business Group Structure Over Time
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Families' Direct Ownership and Incentives Over Time
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Research Question

Does improving ownership transparency in business groups matter for
valuations of group �rms?

,! Conditional on degree of family control, does it matter if control established
through ownership pyramid (transparent) or circular-shareholding (opaque)?

,! Summary statistics suggest possibility of a \transparency" / \revelation"
e�ect: agency conicts / managerial incentives across group �rms become
more apparent (Fischer and Verrecchia, 2000)
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Transparency E�ect: Two Channels Impacting Valuation

P =
P

Ê(report )
| {z }

A:

� Ê(report )
| {z }

B:

A. \Earnings informativeness" channel:
revelation allows investors to get better handle on LT earnings, leading market to
apply higher multiple on each dollar of expected earnings =) increaseprices

B. \Expected incentives" channel:
revelation leads market to updates priors about �rms' incentive conicts and
long-term earnings

,! If incentives better than expected =) increaseprices
,! If incentives worse than expected =) ambiguous e�ect on prices



Motivation Setting Predictions Design ERC Expected Incentives Add'l Results Postamble

Transparency E�ect: Two Channels Impacting Valuation

P =
P
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Predictions

P =
P

Ê(report )
| {z }

A:

� Ê(report )
| {z }

B:

Transparency e�ects concentrated in �rms with greater degree of ex ante incentive
uncertainty (ownership di�cult to observe), among which...

A. Earnings response coe�cient (ERC) increase after group simpli�cation

,! Direct test of earnings informativeness channel (Fisher and Verrecchia, '00)

B. positive value FX in �rms where controller has relatively good incentives
negativejno " " " " " " " " " " poor "

,! Indirect test of the expected incentives channel (Appendix A)

B' Use analysts' consensus long-term earnings estimates

,! Direct test of the expected incentives channel
,! But, data limited and unclear whether a good proxy for market expectations
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Main Sample: Non-Loop Firms

Non-loop �rms: Chaebol �rms that were never part of an ownership loop

Non-loop sample potentially cleaner for testing transparency e�ects

,! Transition to holding company structures often required loop �rms to engage
in complicated M&A or other equity transactions

,! Loop �rms' values more likely to change for reasons unrelated to transparency
(e.g., value transfers between group �rms involved in the MA or equity swaps)
(Lee, 2017)

,! Loop �rms tend to di�er substantially in characteristics (Almeida et al., 2011)
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Transparency and Non-Loop Firms' Values?

Why wouldnon-loop�rms' values be impacted?

,! Investors' evaluation of the consequences of controller incentives in one �rm
depends on how they compare against her incentives in other �rms

,! Circular ownership structures obscure controller incentives across group �rms,
leading investors to form inaccurate expectations about the severity and likely
consequences of agency issues

,! Revelation of controlling family incentives inother group �rms leads investors
to update priors about likelihood a particular group �rm will bene�t or lose
due to incentive conicts
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Illustration of Sample

Empirical analyses focus on non-loop �rms (red box) in which there is likely to be a great deal
of incentive uncertainty (no direct family ownership or lower in group structure)
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Illustration of Sample

Examine how ERC, value, and long-term earnings estimates change for �rms like E, F, G



Motivation Setting Predictions Design ERC Expected Incentives Add'l Results Postamble

Earnings Informativeness and Group Simpli�cation (T3)

Sample

All Lower in Group Higher in Group Low Direct Own High Direct Own

(1) (2) (3) (4) (5)
Forward CAR Forward CAR Forward CAR Forward CAR Forward CAR

Removal Fraction � Forward SUE 0.592** 1.162*** -0.157 1.107*** 0.070
(0.29) (0.25) (0.84) (0.37) (0.72)

Forward SUE 0.029 0.012 0.045 0.014 0.059
(0.02) (0.01) (0.04) (0.02) (0.04)

Removal Fraction 0.062* 0.099 0.075 0.157 0.059
(0.03) (0.08) (0.05) (0.10) (0.04)

Industry FE Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes
Observations 699 234 459 326 365
R-sq 0.0374 0.0386 0.0386 0.0171 0.0378

nb. Forward SUE (Forward CAR) is unexpected earnings (abnormal returns) in the next annual earnings announcement;Removal Fraction is ratio of
loop-removals to total # group �rms, capturing degree of structure simpli�cation

ERC increases in non-loop �rms after simpli�cation

Particularly non-loop �rms with greater ex ante incentive uncertainty (the lowest level of observability in the
presence of ownership loops)
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Firm Value (Tobin's Q) and Group Simpli�cation (T4)

Sample

All Firms Low Separation High Separation

Lower in Group Low Direct Own Lower in Group Low Direct Own Lower in Group Low Direct Own

(1) (2) (3) (4) (5) (6)
Forward Q Forward Q Forward Q Forward Q Forward Q Forward Q

Removal Fraction 0.521 0.337 2.507** 2.438** -1.256* -1.233
(0.38) (0.43) (1.09) (1.05) (0.67) (0.95)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Observations 497 666 177 235 315 425
R-sq 0.4856 0.4904 0.6204 0.5838 0.5211 0.6054

No association between value and group simpli�cation overall

Value increases (decreases) in good (bad) incentive �rms

Consistent with investors making an \on average" assessment about family incentives in low-observability
�rms, and transparency allowed them to update priors closer to reality
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Firm Value (Stand-Alone Q) and Group Simpli�cation (T5)

Sample

All Firms Low Separation High Separation

Lower in Group Low Direct Own Lower in Group Low Direct Own Lower in Group Low Direct Own

(1) (2) (3) (4) (5) (6)
Forward Q* Forward Q* Forward Q* Forward Q* Forward Q* Forward Q*

Removal Fraction 0.195 0.000 1.649* 1.627* -1.305** -1.451**
(0.22) (0.15) (0.98) (0.95) (0.62) (0.66)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Observations 479 650 170 226 305 417
R-sq 0.4576 0.4866 0.6035 0.5831 0.4971 0.6089

nb. Stand-Alone Q removes removes the inuence of a�liates when measuring Tobin's Q, following Almeida
et al. (2011)
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Firm Value (Stock Returns) and Group Simpli�cation

Sample

All Firms Low Separation High Separation

Lower in Group Low Direct Own Lower in Group Low Direct Own Lower in Group Low Direct Own

(1) (2) (3) (4) (5) (6)
Return Return Return Return Return Return

Removal Fraction 0.300 0.494 2.011* 2.409*** -1.138 -0.799
(1.13) (0.97) (1.11) (0.63) (0.79) (0.79)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Observations 516 689 186 248 324 436
R-sq 0.0721 0.0877 0.0987 0.1284 0.0851 0.1003

nb. Stock returns measured from end of prior-year April to end of current-year April.
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(1.13) (0.97) (1.11) (0.63) (0.79) (0.79)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Observations 516 689 186 248 324 436
R-sq 0.0721 0.0877 0.0987 0.1284 0.0851 0.1003

nb. Stock returns measured from end of prior-year April to end of current-year April.
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LTE Expectations and Group Simpli�cation (T6)

Sample

All Firms Low Separation High Separation

Lower in Group Low Direct Own Lower in Group Low Direct Own Lower in Group Low Direct Own

(1) (2) (3) (4) (5) (6)
Forward LTE Forward LTE Forward LTE Forward LTE Forward LTE Forward LTE
Expectations Expectations Expectations Expectations Expectations Expectations

Removal Fraction -0.364 -0.441 1.886** 0.452 -0.369 -0.532
(0.43) (0.43) (0.90) (0.35) (0.44) (0.53)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Observations 272 378 86 119 185 258
R-sq 0.3011 0.3109 0.4090 0.4270 0.3441 0.3234

(Weakly) consistent with the expected incentives channel: investors making an \on average" assessment about
family incentives in low-observability �rms, and transparency allowed them to update priors closer to reality
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Robustness Tests: Non-Loop Firms

Value changes in non-loop �rms not driven \real" changes associated with group
simpli�cation

T7: Controlling family incentive conicts in and degree of control of group �rms did
not change for the analysis subsamples

T8: Degree of expropriation (related party transactions, ROA) did not change for the
analysis subsamples

T9: Value changes not driven by value transfers in equity transactions (e.g., M&A)
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Additional Tests: Loop-Removal Firms (Not In Paper)

Value changes of �rms that were removed from loops also consistent with transparency
hypothesis

Negative association between loop removal and �rm valuation...

,! not explained by �nancial constraints or (actual) expropriation

,! related to the degree of family's incentive conicts

Suggestive of a \transparency" / \revelation" e�ect: market realizes agency
conicts / managerial incentives in loop �rms worse than expected

,! After loop removal, �rms have higher ERC

,! After loop removal, analysts revise down long-term earnings expectations
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Conclusion

Novel evidence on the implications of improving ownership transparency

,! Novel evidence suggesting that ownership transparency impacts value of group �rms
in ambiguous ways:

a. improves earnings informativeness
b. investors may revise long-run earnings upward or downwards

,! Regulating control-enhancing mechanisms could have valuation implications even in
the absence ofactual changes in degree of control

,! First to document and analyze the consequences of removal of circular ownership

Evaluate e�ects of an important policy e�ort to address governance issues in Korea

Build on a rich and diverse literature studying the organization of business groups
in international contexts

Plenty more to learn about longer-run e�ects and aggregate implications
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Who Cares?

Investors: opacity of ownership structure / managerial incentives makes it di�cult
to understand whether/how much \ripo� incentives"
(e.g., in Germany, India, Japan, Korea, Thailand, Russia)

Financial market regulators :

- ownership opacity an unattractive feature of corporate governance, leads to
signi�cant discount in equity market

- more broadly, support policies that make managerial/controller incentives
more transparent?

Academics/Managers :

- speaks to tradeo�s between di�erent control-enhancing structures
- speaks to broader governance question about the consequences of managerial

incentive transparency
(Fischer and Verrechia, TAR 2000; Ferri, Zheng, and Zou, JAE 2018)
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Earlier Last Year...
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Baseline Empirical Design

Question: How is loop removal associated with future valuation and group-family
control?

Yi ;t +1 = � + � 1 � Remove Loopi ;t +  Xi ;t + yeart + groupi + � i ;t

,! Firm valuation (Tobin's Q )

,! Family's control/incentives in the �rm
- Indicator for family's control of voting rights ( Control )
- Separation of family's voting and cash-ow rights in the �rm ( Incentive Conict )
- Importance of a �rm as a conduit for family control in other �rms ( Centrality )

nb1 E�ects relative to other group �rms

nb2 Don't have sharp ID strategy, rely on �rm controls and �xed e�ects to guard
against confounding e�ects
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Valuation E�ects of Cross-Shareholding Changes (T2)

(1) (2) (3) (4)
Forward Q Forward Q Forward Q Forward Q

Remove Loop -0.112�� -0.090�� -0.097��� -0.054��

(0.04) (0.04) (0.03) (0.02)
ROA 1.663��� 0.071

(0.60) (0.34)
Log Market-cap -0.011 0.040

(0.02) (0.04)
Log Leverage -0.102 0.049

(0.20) (0.13)
Returns 0.182��� 0.126���

(0.04) (0.04)
Ultimate Ownership -0.383� 0.240

(0.22) (0.24)
Control 0.003 -0.015

(0.07) (0.07)
VR 0.025 -0.088

(0.20) (0.18)
Industry FE No Yes Yes No
Time FE Yes Yes Yes Yes
Firm FE No No No Yes
Group FE Yes Yes Yes Yes
Observations 1,829 1,829 1,751 1,720
R-sq 0.3567 0.4066 0.4472 0.7892

Firms removed from loops experienced relatively lower Q (6-11% lower) in the following year compared to
other �rms in the same business group
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Variation by Fin Constraints and Conict of Interest (T3)

Financial Constraint Conicts of Interest

Low Constraint High Constraint Low Separation High Separation

(1) (2) (3) (4)
Forward Q Forward Q Forward Q Forward Q

Remove Loop -0.181*** -0.031 -0.010 -0.146***
(0.06) (0.05) (0.04) (0.05)

ROA 1.082* 1.811* 0.584 1.903**
(0.64) (1.01) (0.50) (0.96)

Log Market-cap -0.031 -0.001 0.013 -0.021
(0.03) (0.02) (0.02) (0.03)

Log Leverage -0.128 0.049 -0.069 0.081
(0.35) (0.25) (0.21) (0.33)

Returns 0.231*** 0.153** 0.105* 0.262***
(0.05) (0.06) (0.06) (0.06)

Ultimate Ownership -0.455 -0.603*** 2.428** 0.008
(0.44) (0.20) (0.97) (0.43)

Control -0.157 0.128 -0.120 0.048
(0.12) (0.08) (0.08) (0.12)

VR 0.427 -0.032 -2.194*** -0.140
(0.40) (0.17) (0.76) (0.38)

Industry FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
Group FE Yes Yes Yes Yes
Observations 817 867 892 856
R-sq 0.5525 0.4259 0.5110 0.5358

Valuation decline not concentrated in �rms with higher �nancial constraints, but more cash rich group �rms
Valuation decline concentrated in �rms with higher incentive conicts
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Control, Incentives, and Expropriation (T4)

(1) (2) (3) (4) (5)

Forward Forward Forward Forward Forward Q
Control Separation Net RPT to Assets ROA [Low Equity

Tranxn Sample]

Remove Loop 0.040 0.010 0.001 0.001 -0.100**
(0.03) (0.01) (0.03) (0.01) (0.04)

ROA 0.062 0.061* 0.474** 0.568*** 1.873**
(0.11) (0.04) (0.24) (0.04) (0.74)

Log Market-cap -0.006 -0.007*** -0.007 0.001 -0.004
(0.00) (0.00) (0.02) (0.00) (0.02)

Log Leverage 0.020 0.025 -0.432* 0.006 -0.066
(0.07) (0.03) (0.23) (0.02) (0.22)

Returns -0.000 -0.000 -0.008 0.011*** 0.146***
(0.02) (0.00) (0.02) (0.00) (0.05)

Ultimate Ownership 0.213*** -0.797*** -0.091 -0.010 -0.430*
(0.07) (0.04) (0.16) (0.01) (0.24)

Control 0.749*** -0.007 0.050 -0.003 0.006
(0.04) (0.01) (0.05) (0.00) (0.08)

VR -0.061 0.752*** -0.094 0.010 0.023
(0.07) (0.04) (0.13) (0.01) (0.22)

Industry FE No No Yes No Yes
Time FE Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes
Observations 1,681 1,681 1,295 1,751 1,452
R-sq 0.8004 0.7604 0.2187 0.4570 0.4776

nb. Column 5 excludes �rms with more than 5% change in treasury shares

Loop removal not associated with more control or incentive conicts, lower related party net revenues orROA
Value decline not explained by expropriationduring loop removal process (through acquisition of �rms)
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A Transparency E�ect?

Negative association between loop removal and �rm valuation...

,! not explained by �nancial constraints or (actual) expropriation

,! related to degree of family's conicts of interest

Suggestive of a \transparency" / \revelation" e�ect: agency conicts / managerial
incentives across group �rms become more apparent
(Fischer and Verrecchia, 2000)
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Transparency E�ect: Two Channels Impacting Valuation

P =
P

Ê(report )
| {z }

A:

� Ê(report )
| {z }

B:

A. \Earnings informativeness" channel:
revelation allows investors to get better handle on LT earnings, leading to higher multiple
on each dollar of expected earnings

=) Test whether earnings response coe�cients (ERC) increase after loop removal

B. \Expected incentives" channel:
revelation leads market to updates priors about �rms' incentive conicts and
(non-controlling) shareholders' payo�s

=) Test whether analysts' long-term earnings (LTE) expectations decline after loop
removal
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ERC and LTE Expectations: Loop-Removal Firms (T5)

(1) (2)
Forward Forward

CAR LTE Expectations

Remove Loop� Forward SUE 0.125***
(0.05)

Remove Loop 0.015 -0.017*
(0.01) (0.01)

Forward SUE 0.027
(0.02)

Industry FE Yes Yes
Time FE Yes Yes
Group FE Yes Yes
Controls Yes Yes
Observations 961 1,095
R-sq 0.0422 0.3380

nb. Forward SUE (Forward CAR) is unexpected earnings (abnormal returns) in the next annual earnings
announcement

ERC increases after loop removal (earnings become more informative)
Long-term earnings expectations decline after loop removal (incentives worse than expected)



Loop Removal Additional Results Examples Ownership Loops Korean Context Structure Metrics Literature Toy Model

ERC and LTE Expectations: Loop-Removal Firms (T5)

(1) (2)
Forward Forward

CAR LTE Expectations

Remove Loop� Forward SUE 0.125***
(0.05)

Remove Loop 0.015 -0.017*
(0.01) (0.01)

Forward SUE 0.027
(0.02)

Industry FE Yes Yes
Time FE Yes Yes
Group FE Yes Yes
Controls Yes Yes
Observations 961 1,095
R-sq 0.0422 0.3380

nb. Forward SUE (Forward CAR) is unexpected earnings (abnormal returns) in the next annual earnings
announcement

ERC increases after loop removal (earnings become more informative)

Long-term earnings expectations decline after loop removal (incentives worse than expected)



Loop Removal Additional Results Examples Ownership Loops Korean Context Structure Metrics Literature Toy Model

ERC and LTE Expectations: Loop-Removal Firms (T5)

(1) (2)
Forward Forward

CAR LTE Expectations

Remove Loop� Forward SUE 0.125***
(0.05)

Remove Loop 0.015 -0.017*
(0.01) (0.01)

Forward SUE 0.027
(0.02)

Industry FE Yes Yes
Time FE Yes Yes
Group FE Yes Yes
Controls Yes Yes
Observations 961 1,095
R-sq 0.0422 0.3380

nb. Forward SUE (Forward CAR) is unexpected earnings (abnormal returns) in the next annual earnings
announcement

ERC increases after loop removal (earnings become more informative)
Long-term earnings expectations decline after loop removal (incentives worse than expected)



Loop Removal Additional Results Examples Ownership Loops Korean Context Structure Metrics Literature Toy Model

Summary Statistics (T1)

p25 p50 Mean p75 p95 SD Count
p25 p50 mean p75 p95 sd count

Q 0.88 1.00 1.18 1.24 2.33 0.64 1,843
ROA 0.01 0.04 0.04 0.07 0.16 0.06 1,908
Log market-cap 12.34 13.49 13.60 14.83 16.55 1.67 1,843
Log leverage 0.01 0.09 0.11 0.17 0.28 0.10 1,941
Returns -0.22 -0.03 0.03 0.18 0.73 0.39 1,790
RPT to assets 0.02 0.06 0.19 0.20 0.95 0.31 1,577
RPT to sales 0.02 0.08 0.17 0.23 0.73 0.23 1,574
Cash-to-Assets 0.05 0.09 0.14 0.17 0.53 0.16 1,881
Debt-to-CF 0.00 1.21 2.87 4.09 16.42 13.12 1,806
Family stake 0.00 0.01 0.12 0.20 0.49 0.19 1,951
Ultimate ownership 0.08 0.17 0.22 0.32 0.57 0.18 1,951
Control 0.00 1.00 0.54 1.00 1.00 0.50 1,951
VR 0.08 0.33 0.32 0.49 0.73 0.24 1,951
Centrality 0.00 0.00 0.05 0.05 0.32 0.11 1,950
Separation 0.00 0.00 0.11 0.22 0.44 0.16 1,951
Position 1.24 2.00 1.96 2.38 3.27 0.81 1,951
Loop 0.00 0.00 0.16 0.00 1.00 0.37 1,951
Remove Loop 0.00 0.00 0.04 0.00 0.00 0.19 1,936
Removal Fraction 0.00 0.00 0.02 0.00 0.10 0.06 1,951
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Valuation E�ects of Loop-Removal onAdjusted Q(T2A)

(1) (2) (3)
Forward Q Forward Q Forward Q

Add Loop -0.099 -0.101 -0.098
(0.07) (0.07) (0.08)

Remove Loop -0.143** -0.125** -0.125***
(0.06) (0.06) (0.05)

ROA 1.949***
(0.67)

Log market-cap -0.002
(0.02)

Log leverage -0.166
(0.23)

Returns 0.189***
(0.05)

Ultimate ownership -0.728**
(0.29)

Control 0.018
(0.09)

VR 0.203
(0.22)

Industry FE No Yes Yes
Time FE Yes Yes Yes
Group FE Yes Yes Yes
Observations 1,859 1,859 1,710
R-sq 0.2744 0.3201 0.4099
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Valuation E�ects: Variation by Change in Transparency
(T2B)

(1) (2) (3)
Forward Q Forward Q Forward Q

Add loop-size -0.003
(0.02)

Reduce loop-size -0.023**
(0.01)

Loop dependency -0.030*** -0.028**
(0.01) (0.01)

ROA 1.719*** 1.928*** 2.425***
(0.59) (0.59) (0.63)

Log market-cap -0.007 -0.007 -0.024
(0.02) (0.02) (0.03)

Log leverage -0.106 -0.016 0.318
(0.20) (0.20) (0.33)

Industry FE Yes Yes Yes
Time FE Yes Yes Yes
Group FE Yes Yes Yes
Observations 1,744 1,668 352
R-sq 0.4444 0.4574 0.3723

Other �rm controls suppressed for parsimony
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Valuation: Variation by Financial Constraints (T3B)

Cash-to-Assets Debt-to-CF

Low Constraint High Constraint Low Constraint High Constraint

(1) (2) (3) (4)
Forward Q Forward Q Forward Q Forward Q

Remove Loop -0.181*** -0.031 -0.156** -0.088*
(0.06) (0.05) (0.06) (0.05)

ROA 1.082* 1.811* 1.209* 2.809***
(0.64) (1.01) (0.62) (1.07)

Log market-cap -0.031 -0.001 0.018 -0.025
(0.03) (0.02) (0.03) (0.02)

Log leverage -0.128 0.049 0.405 0.002
(0.35) (0.25) (0.28) (0.30)

Returns 0.231*** 0.153** 0.192*** 0.195***
(0.05) (0.06) (0.07) (0.05)

Ultimate ownership -0.455 -0.603*** -0.419 -0.163
(0.44) (0.20) (0.35) (0.21)

Control -0.157 0.128 0.031 -0.001
(0.12) (0.08) (0.12) (0.07)

VR 0.427 -0.032 0.126 -0.084
(0.40) (0.17) (0.31) (0.17)

Industry FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
Group FE Yes Yes Yes Yes
Observations 817 867 778 854
R-sq 0.5525 0.4259 0.5515 0.4126

Valuation decline not concentrated in �rms with higher �nancial constraints, but more cash rich group �rms
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Valuation E�ects: Variation by Conicts of Interest (T3C)

Incentive Conict

Low Conict High Conict Low Conict High Conict

(1) (2) (3) (4)
Forward Q Forward Q Forward Q Forward Q

Remove Loop -0.010 -0.146*** 0.018 -0.208***
(0.04) (0.05) (0.05) (0.07)

ROA 0.584 1.903** 0.639 2.359*
(0.50) (0.96) (0.64) (1.23)

Log market-cap 0.013 -0.021 0.018 -0.017
(0.02) (0.03) (0.02) (0.03)

Log leverage -0.069 0.081 -0.055 0.185
(0.21) (0.33) (0.21) (0.39)

Returns 0.105* 0.262*** 0.104** 0.238***
(0.06) (0.06) (0.05) (0.07)

Ultimate ownership 2.428** 0.008 2.139** 0.065
(0.97) (0.43) (0.89) (0.48)

Control -0.120 0.048 -0.190*** 0.109
(0.08) (0.12) (0.07) (0.13)

VR -2.194*** -0.140 -1.854*** -0.159
(0.76) (0.38) (0.70) (0.44)

Industry FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
Group FE Yes Yes Yes Yes
Observations 892 856 746 697
R-sq 0.5110 0.5358 0.6034 0.5269

nb. Columns 3 and 4 excludes �rms with more than 5% change in treasury shares

Valuation decline concentrated in �rms in which family has greater conicts of interest, suggesting the
possibility of expropriation e�ects or transparency of incentives
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Control E�ects of Changes in Cross-Shareholding (T4B)

(1) (2) (3) (4) (5) (6)

Forward Forward Forward Forward Forward Forward
Control Control Conict Conict Centrality Centrality

Remove Loop 0.061 0.041 0.010 0.010 0.015 0.010
(0.04) (0.03) (0.01) (0.01) (0.01) (0.01)

ROA 0.045 0.055 0.183** 0.065* -0.321*** -0.254***
(0.25) (0.11) (0.09) (0.04) (0.11) (0.08)

Log market-cap -0.005 -0.004 -0.018*** -0.006*** 0.018*** 0.012**
(0.02) (0.00) (0.00) (0.00) (0.01) (0.01)

Log leverage 0.159 0.031 0.086 0.031 -0.217*** -0.188***
(0.22) (0.07) (0.08) (0.03) (0.07) (0.06)

Returns -0.010 -0.000 -0.004 -0.001 -0.001 -0.003
(0.02) (0.02) (0.01) (0.00) (0.01) (0.01)

Ultimate ownership 0.191** -0.799*** 0.553***
(0.08) (0.04) (0.08)

Control 0.753*** -0.005 -0.016
(0.04) (0.01) (0.02)

VR -0.080 0.746*** -0.123***
(0.07) (0.04) (0.05)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Observations 1,681 1,681 1,681 1,681 1,684 1,684
R-sq 0.5428 0.8005 0.3486 0.7607 0.1992 0.3688

Addition of a �rm to (removal from) loops associated with increase (no change) in family's control/incentives
Simplifying group structures had valuation implications despite no change in family's control/incentives
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Expropriation E�ects by Conicts of Interest (T4C)

Incentive Conict

Low Conict High Conict Low Conict High Conict Low Conict High Conict

(1) (2) (3) (4) (5) (6)

Forward Forward Forward Forward Forward Forward
RPT to Assets RPT to Assets RPT to Sales RPT to Sales ROA ROA

Remove Loop 0.031 -0.044 0.032 -0.038 0.011 -0.006
(0.04) (0.04) (0.04) (0.03) (0.01) (0.01)

ROA 1.333*** 0.022 0.523* -0.105
(0.40) (0.29) (0.29) (0.24)

Log market-cap -0.029* -0.033 -0.001 -0.010 0.009*** 0.011***
(0.02) (0.03) (0.02) (0.02) (0.00) (0.00)

Log leverage -0.652** -0.585** -0.412* -0.270 -0.055* -0.037
(0.26) (0.28) (0.21) (0.20) (0.03) (0.04)

Returns -0.004 0.022 0.005 0.020 0.032*** 0.030***
(0.02) (0.02) (0.02) (0.02) (0.01) (0.01)

Ultimate ownership -0.514 -0.256 -0.048 -0.173 0.170** -0.039
(0.74) (0.20) (0.55) (0.17) (0.08) (0.05)

Control 0.054 0.051 0.005 -0.004 0.008 -0.014
(0.09) (0.07) (0.07) (0.05) (0.01) (0.01)

VR -0.015 0.211 -0.156 0.224 -0.144** 0.027
(0.51) (0.22) (0.38) (0.17) (0.06) (0.03)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Observations 674 620 674 620 892 857
R-sq 0.4879 0.2745 0.3346 0.2977 0.2348 0.3746

Also, loop removal not associated with more related party transactions (RPT ) or lower ROA in �rms where
family has greater conicts of interests
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Deloop Valuation FX: IPW and Loop Dependence (T10A)

Sample

All All Loop Firms

(1) (2) (3)
Forward Q Forward Q Forward Q

Remove Loop -0.101***
(0.03)

Loop Dependency -0.030*** -0.027**
(0.01) (0.01)

Industry FE Yes Yes Yes
Time FE Yes Yes Yes
Group FE Yes Yes Yes
Controls Yes Yes Yes
Observations 1,751 1,675 356
R-sq 0.5009 0.4606 0.3855
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Deloop Valuation FX: Stand-Alone Q (T10B)

Sample

All Low Separation High Separation

(1) (2) (3)

Remove Loop -0.121*** -0.039 -0.151**
(0.05) (0.06) (0.06)

Observations 1,710 866 841
R-sq 0.4100 0.4807 0.5106
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Spillover Valuation FX: Stand-Alone Q (T10C)

Sample

Low Separation High Separation

Lower in Group Low Direct Own Lower in Group Low Direct Own

(1) (2) (3) (4)

Removal Fraction 1.778* 1.747** -1.064+ -1.061+
(0.89) (0.86) (0.69) (0.68)

Observations 170 226 305 417
R-sq 0.6048 0.5819 0.4745 0.6010
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Control Changes for Non-Loop Firms (T9D)

(1) (2) (3) (4) (5) (6)

Forward Forward Forward Forward Forward Forward
Control Control Conict Conict Centrality Centrality

Removal Fraction -0.029 0.007 -0.016 0.002 0.033 0.052
(0.16) (0.08) (0.07) (0.03) (0.05) (0.05)

ROA 0.070 0.041 0.156 0.044 -0.189 -0.135
(0.28) (0.12) (0.10) (0.05) (0.12) (0.09)

Log market-cap -0.014 -0.005 -0.019*** -0.006*** 0.016** 0.011*
(0.02) (0.00) (0.01) (0.00) (0.01) (0.01)

Log leverage 0.195 0.004 0.050 0.015 -0.144** -0.132**
(0.21) (0.07) (0.09) (0.03) (0.07) (0.06)

Returns 0.001 -0.001 -0.001 0.002 -0.001 -0.006
(0.03) (0.02) (0.01) (0.01) (0.01) (0.01)

Ultimate ownership 0.202** -0.804*** 0.543***
(0.09) (0.04) (0.09)

Control 0.744*** -0.007 0.001
(0.04) (0.01) (0.02)

VR -0.123 0.720*** -0.135***
(0.08) (0.04) (0.05)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Group FE Yes Yes Yes Yes Yes Yes
Observations 1,317 1,317 1,317 1,317 1,319 1,319
R-sq 0.5480 0.7929 0.3732 0.7670 0.2118 0.4041
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Stylized Example of Holding Company Structure
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