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Motives and Barriers for Korean Companies in Global Financing

Changsoo Hur

ABSTRACT

During the control of the IMF, Korea did not only cover much of the capital shortfall
but also did significantly improve the effectiveness of market discipline through global
financing activities. The improved market discipline enhanced the efficiency of
corporate governance and the transparency of accounting reports, and consequently
reduced the agency costs of debt and equity.

Nevertheless, Korea discount in the stock markets and/or Korea premium in the bond
markets still exist in the international capital markets, even with lesser degree than
before the IMF situation. The existence suggests Korea do not completely resolve the
problems related to corporate governance and accounting reports. This could be a
crucial barrier for Korean companies to secure global funds as much as needed.

The paper is to focus comparatively more on the positive impacts of global financing
on market discipline in view of minimizing the agency costs. In fact, major Korean
companies nowadays enjoy the era of capital surplus mainly due to profit—oriented
business strategies and low levels of interest rates.

The sovereign credit—ratings could considerably limit the effectiveness of the



individual companies?efforts to handle the Korea premium when issuing bonds in the
oversea markets. In contrast, individual companies have much leeway to minimize the
Korea discount in the equity valuation with their own efforts.
To deal with the agency costs, in these respects, the paper puts more emphasis on
the Korea discount rather than on the Korea premium. For that matter, cross—listing
and equity restructuring are recommended as ways to increase corporate value in
Korea.
Co—listing on a major foreign stock exchange of a Korean company’s share signals to
investors that the company successfully satisfies stricter requirements for listing on
the major foreign stock exchange. This could result in rise of the stock price by
reducing the agency cost of equity.
Also, while keeping operating activities intact, companies can increase corporate value
just by equity restructuring which tends to enhance informational efficiency. As ways
of equity restructuring, spin—off, equity carve—outs, and tracking stock are proposed
and explained in the paper. Each has its own strengths and weaknesses. The best
would be selected in consideration of various factors such as market responses, taxes,
IPO costs, needed amount of capital, corporate control, etc.
Very desirably, concurrent implementation of cross—listing and equity restructuring
could multiply the effectiveness of controlling the agency cost of equity.
Finally, legal and institutional arrangements by regulatory authorities are also required
in addition to individual companies’ efforts to meaningfully minimize the Korea
discount. For this matter, it might be worthwhile to refer to the American case of
Sarbanes—Oxley Act which was made into law in August in response to the stock
market turbulences in June through July, 2002. The Sarbanes—Oxley Act is designed
to toughen mandatory standards of corporate governance and accounting reports.
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credit) 91579 @7 &A= &2 Agstar Irh36)

4. a2 Ee] ol

el A =o]gh uke} o], IMF #eAAE AXHA wol YA =71+ A v

AAE 7HA AL e dAe =7HEEH, IAFHEA, VA TR o d 2 obF
Aol Al gk 7| o] e Atm 2gs Algkshs 8Qlow #hg-skal Q).

Faro] F7MAl &= (sovereign credit ratings)S 2002 & AL HSl v 9t

Moody’s7} 3€9ol g9 21853 ‘Baa2’olA ‘Ao = F oA AF=Ast3laL, Fitch7}

69l ‘BBB+'olA ‘A2 F A AeFFA3 0, Standard & Poor’s7} 79| ‘BBB+ 9l

A UA=E g AA] ARl Th3T) sAIRE, o= obA] wAlEE Aol A B oW e ®F

=3 whel e ofYTh

olgd], FAFHA, 7IgATE T2 MEVIHY EAY B oyt UM swe]

oo JofAE Fagk aHAEe] Aol sFEct o] S AT E8HEE Tl

WA =A 2ol A B 45402 gfgsjof & Aot}

nl=re] 5ol ZIFA TR vl aEAd AR BEREEAAoR Qs of7]H 2002

d 69 7 T E weke] SAES Al&sHA whgste], 4 a53ts gavidEe] AW

o] vbA Sarbanes—Oxley Act ¢ WH-A=2 d&As vhatA wtdd AtdlE &

497t vt

VI, afe]uxpdd 9 27| AL FRxA
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V.ol A s=el@ wheh 2ol Aaadel Auel Qe Aol B39 APl E AelAFA
FoAMs FlAEA IS Aadr AAE O ol TaskA FA HAv shAL
2002”ﬂ«1 %7}“3 v Y48 AdFxAdE Bt gAG A A oA o] &1 gk
W, ol Yo r sdafof & Aol o9} T2 A, A=

o
-0,
:?é
ol
-
=
3

skQlo o

Cwel A% A5 Ase e AEan o AR FA00E Anel A4
2 "ast Qo

FRPele] Fa QQ0RE AYARTR AARTYIY] BFEYYL 5 5 v, o
o SAWHE FHUE Yol v ARG o TEd F Atk FEUE P
S0 e VoA AFE vF o F RIS sa, of7|HE UGS Heue
SOEAE N3

ALY ASE ABPES FARLOR ] 424 ¥ 4 A AREE B4
g9 @ $7o] JuHon 2 Fol Agetuw, AEsIe] wHow Y §E o
NS FEADL S A AU FAROR WA GF 2eAn A YA 3

A QA

oz WAT e T4 Feel wstel Jrion Aut wep
AR AR AR FAREAAS Hel wr Solda Aol

iLzﬂ}?l?lE ALE 9% FAFEANA Y] ek WA (cross listing) #F A7] A% -
Z7 (equity restructuring) &= o] =93 4= it}
2. OHQ,]JJ_X].}\]—X]—
T7tA o] FAdEEA e dE], A ST AA NS A S g
24 SE3ALY] AFE Y] &

o 3

s %‘—or"ﬂ 273 }ﬁ(falr prlce) 2 FAE Bt Aas &l; A
’SHQ]E'VJ%LQE A% FANAARY FEA Ane Bt 443 Aded £ 535ae
o F=F, FATEAILANY =E8d & E3t Thesixith dE Eol, W= A5l
NYSE®} Nasdaq = 434 SAIFEE dglgate] gAY} A RILEA A qf
e U 23 vb i, ob&el w7l tiete] 4R WHAZRIS TP aE YA A
AHEE F58of Uhﬂr. é nl=g Ao o] A oleh Ze tEE Vs B

Tt AR S A5 Aolal, ol AR MR} AR A o] FA A

Al EAdse awvle] A9 A A7 §4)
a7 Rk 2Es @#%e) T4 AdEe de T

w
Fol AEAoE AYD & YonE F A7 S @EAAEo]
2~ -
T Ry

83 #d QYA
(index fund)ol®= HY=A ATt o= SkarFAo] gk Aytg e AES 9vsta, 4
BHoZ FIEH A o]En) sl FANHE a8 Vg ¢ JEF s

3. ANAE FEEY
(1) 38 2 %4

A7 AR FZ2ZFA (equity restructuring)ol  AoIA, o] Wk
carve—outs, tracking stock 5& dAT 4 doH, o]o =3



FaEd A, AHagd Al 55 5 5 Arh38)

AA, A2 FEEFL 3 IAE Aol AR HE o] TR AFY 9] (business
units) & G9lstar S W, 7 AU E EUIdoeERY EYFeEA Pasd
(operating efficiency)= AAIZ = Q). g AL Yo o8 FF AFFEHA7F 9 o
o= 7 AAdEe7E - E ZIdArdel et FEEE R AAS HolAl Ha, o= A
HAow 7|YdArde] FH|E ojojd & gty 53], A} AU A A ‘%ﬁ, 37
At s AFFES Fol Aol e Ao ZIgAd e W AEe g AzEA

F 9k

A, A7AHE FREFE 7 AFEHE AGdHRE BEEtd 25854 5o AdFE A
8o 24 g8 (management efficiency) S AIAZA 4 Attt ZF AAGEE A
A7t Adsl tE of, o]Eo] slite] 3|Ale] A&EH F ALY FFAA AT

3T
of wet Aol AFHw, Aol F& *}Oq‘jrﬁoﬂ/q dote= AYES B9 7HAA 2
Zolth. o= AHo] £ AduESlolA dat= A5 AIE AstAl7=
UHE ARl A Db A5l =YA dols BETe AaE
AR, A7) AL F22ZS 7 ARSI AR EE Ps] oM RAd At o
FTT Z2 7 BFAA Atolo] AREAHS $slste] X g &4 (information efficiency) &
A

AmAZ 5 ok 2 AR SAGRS FatetA g AL A Aol A
= s FAgRoR AR, ol 7o) st /)gihAe] Baw oo At}

@ B el ol FRO ARG AL wol WAL F b LAREA, ADEEA,
AnEed Sl BAGS WRAGAe T Be TR /s Aolv, o
Do) A/ AR deugoR BbE + Ak F AR FREGS BAA g2l A
2 U AYuE Feats 28 dATas gAnagse) Ty Ang o)
o, ol AwEon g FaAA NGRS FEATE o2 olofTh39) of
&7, o9 2L AVAR FREAC] AolA =g sl wAdI o $HgH 1 w3

(2) Spin—off

Spin—off WHL 7| At AFFESE H 2l (a new legal entity) &2 SHAIZ &
of & WHelel F2A& RV|YY 7IE FFEAA T wFshe B x2S ofv g
thoojm, MLl BV|YH 5HE AGXH oA E gt 5, spin—off WHE
AFEE o] E7|He gutxowg Hiwolol A EA H(corporate control)S E7|EHA

o] W AdFo FAMIY(stock dividend) AL WA HEZE equity carve—outstf
tracking stock®] ZA-$-olA AFgE 4= 9= 719 F 7 (initial public offering: IPO) W&l3}=
], ARGl 58 H-go] FRtEA= &=

AREA 0 2 spin—off: Lﬂy%ﬁoéx}J ApdA - APAR O 7 o] Fo| AT HTbE & REFF9]
QTR o]FoAE 457t B

(3) Equity carve—outs

Equity carve—outs WL spin—offd A9 mlx7bA =2 271 26 AHgagE dHe
Hdo g HYAA B7|HY SHE A olAslE FASHE WAe] FREAS vt
t}. SFA|9F, spin—offe] AS-ot= &8 7FdEUl A S S HEHle A dRE uzt

gttt 5, 2719 Yol A= spin—offehe @] Aaxde] ans 7pIth



o] W4

tlo

=

MM gl mrlge FEgele] vzt ARe] H78 94 W U2 Ao
2 AP e Folk HEm ]l o =

(4) Tracking stock

Tracking stock ®WH-, spin—offt} equity carve—outs®] Z$-ot= 28] 7] 4ksle] A}
durgls MENoR QA an 2o1Y skl B AJUAS FRAIWUA, 77
Aol e} st & AFF SR Y Aol 7| xg F =

AL on|gtt40) wEkA, tracking stock?] 7ol =

ZA$S
I 59E I ox3E s Fev S, o] WS ARESHA tracking stocks
gk Soe v 7gAde] v &8s 11%@ T Atk

ol o] a2 spin—offe] 7499 UVWWE 27§19 71 FFoA FAwG iAo w 7
A W EE ALY equity carve—outs®] 7 ulZ7FA 2 tracking stockd] IHEE 71G-EN
Whale Eaf wizbsith =, 71d-E 0 HJQE #38l= 79 tracking stock WHE AEFRY
o g3E 7Hd & Ak

S, tracking stock W spin—offt} equity carve—outs®] A-9-9h= g HEHSIO|
AHE A2 ofyr R dasitiil duEW o|Fo olE HAT Fk glo] A T A
AFAQ MRE 7HA AL dvkar ok 5

(5) HlaL % 7}

oA =gk 37kA W 2 YEd R Fads 7 Stk 71gle] o] F shuE
Adeadd wo= Ao (U, Awxde] 38 A, Aol g ddEAde 29 3
L 59 84F a#ste]ol & Ao|t},

o] T 7 Fa3 fhw A HUbolrh. Aol ATIAHE FxxA ol s 7Y
Az 2 S AR e] EFEAAoR wdstal Frksteto R Akl v, ol HA
steh = Sl WS 9ol dhr. o= VAT R B I AP ESY Fdel EA7F /1
Hete 3 71 Abske] AMY 9IS Abololl AlUA] ma7F SR e wjo] e mpzbrbx| otk
714 A -2

2 AR EFEAo] Az Adejolar 3 7Y kst AWRE Aol
of A|A w37t s =1 kil Dm—off Wio] 7hd a&Aoletal Hrhd -’F A
th AR KRS Bl AZE ol AAFESE Alolol AUA] &iTF s &
gkelth equity carve—outs WHol AT E 4 Qb AAFEHE Alolel AlYA] gyt
AEiA AR =580 AR EE tracking stock o] Hup aabA
AU
g AHdE9 9 71X E Aol I H 7F(overvaluation) st AT equity carve—outs ¥
ol tracking stock WS Al83lo] 9A A ES FHuFrtE sfAo 2 uztel=
g ok Wl R, oid AR e e 7RIS Aol ¥ 7H(undervaluation) 3F L
spin—off W& o] && & U= Aot
g a Agxdo] HQstthd equity carve—outs WM olu} tracking stock WHE o] &3}
of ZIdEHAle] wizt Alts - & vk v E, Agxdeo]l a8 thA spin—off
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ShH, AR ol tiek A E Al HE DGt spin—off WHe] A&l fast Flo
i, HdEAHe] A 4 QST equity carve—outs HWHol AHE S glom,
Exdoe] 4HEA Q3o tracking stock o] AZE 4 de Aol



oA =gk npe} o], A|AE FREGLE MEE AEFA glo] V& dAdES A
T4 Al A AFAATOEZN TGA T B AR FEAAS AAA ARAoR
7197 E ASsA7I= 2E FESh o9 e FxxAFL TSl thdstAl
Agd e, g7dAM= A3 ARe] A-E A =YstESs ¢th4l)
A3 WA, BEEA, HE T, gXErkd o 4] GeAP e R A E o] 9
om olE @&A AdTiztstetal Fgetar Qlvk. 1elal IMF #EAAE AXHA 7Y
Az R AR FEAS IA ATAR SN E BTt T At I vk
Vs 7H5A & Q)

gy ¥ FAFAFTEITHe] ol 47 @AYl ZF Rl JIAHE AHEEHA b
orgt 4= glvkal EWHS Al7Istal vk AR FEE Hevt o & SAFAEETH
L Fare] IR ETE A e dAY AleFS 7Hersly] el Micron, Intel, Nokia %
o] 719 o] v APF DRI RES JFA AL o] Enf AR THZtElE SFA] %Al Q& d 7

Y gl A A
A

AAZ, AR 47 SAA Aol AUA EAE FHE
AN HEAA FEAE el AFSHA Eshm Ak Tl A, AR o E
A BHAe BE RS o ofWa BAL BASEAE oA AEe v gl
olsh e wel AR PN AAR FREge] Bage AVsn Ak A4
g 714 gol AN e AR - APAo]

= 2
gh Ao A AAE olE 4l EHAE B 2T AR R eR S

VIL 9 & 2
<

»J——% = .

Hol A A L FAA G| A A& 5oz o]ojF

AtEe] g5 7R T2 a8 2 AR TP AlE Sk, ol Ad
Ao g Fa7)ge AEFFRY v & (agency cost of debt and equity)S 43FA]7]= H

St TG A Ao o] olet e WMo B 4slal olEnk FAdw d=skel(Korea
discount) &< AAH#H =+ n A (Korea premium)©] 1 Z& ZQA W A FFA

oA dds] =AskaL At

Fadl F& F=Ende] EAl= VIdAM T2 a8 IARuEA Y] FEA
o] ob WEFF gl WEIL eS uistal, o= AFRHor sAme] Fa4d
= Aofsta vk F, 7IgA TR 284 H AR FEAY Aaus sefxaxe
o] floes Agstar = Hlel wheho], VA Tz mEA B AR T
d e e g REor deaee Fee gt olvde ®EsHAL Uth
waLel A= AAE7Ig e el ZIdA 2o 8 # S AR T Aaes &
QarEEEe] #



Stk Z, ATTEAM, o4 AT AIAE, ATE FA 5o 290 A% A2
ool geelA, AdATEgsl e ode) AFHy 1 AN AEed delv
&9 sagere] shiz 1 mFel §AA7m gnka Brkd 5 Ak,

AelAaad du gl F A1 2 AATEe A0 22 5o £2l0] 9 s} 7
g @ FEol AX e G AFABE, AR/QY Yo Y §E Fol
AT FHAA 5 e AA7t FAe] A9l wstel Yoz A4 gk ada
A AAY el gel FAAA PR AT Fsye YuHon Avw @
& qvt

of A5l Hstel o Adn & 4 At
olof U LN, R AVFERIE FAFLAA D FALE A
2 AASnA shedrh FARRAA (oD AFEY dHEL Hk B dashs

o2 F249o &g (cross listing) I X}7]X}E T-ZZ74 (equity restructuring

m{o 024_, 2 OE“ 2
ox fo to 2 [o

= T Utk FAY S uAp e 6H")“ g7 go] FASAAGY] Bt 7t RS

A F2 F590S TR S gulgtt ol ARAoE VgA TR &

I 3| ARG FHAS AALA| ]% 235 7HAA "nh obg e, afQ WA sid =Tt
of AiolA A Ad7E 7hsetes FoEMN T w7FY FAAEAA T e
2% (degree of exposure)E ZWA|7]+= FAld T =719 oy FIHR|GF =749
FAS AYAIIES FEgh o A o=w i g=m7|de] F2lo tiete] M2 F
85 F=she 2948 7HAA A

A7) AL FEEAS MZE AEFAF Jlo] 7€ d9gs s = o=
A ATz B8 W SR B AnAA Augor 710@7}%1% 5
71 &35 7HAA du obee], AR FEREAC] sfeua gy of ¢t o1
ad= g5 wizkE ¢ S Aotk

A7) AR FREA L] W 2= spin—off, equity carve—outs, tracking stock & AT
g e, 4 e usdRe 5S4 s 7HA AL dn 7ol o] F shuE A
& woll= A B AexEe] 48 Ak, Addel g AgEAEe] 28 Ak,
A&, IPO 8 59 845 u#sleior & Ao|t}

A7 AL TGS A F=TIdENA ZEA AEE 5 Aok 20019 AR
AbE B LGEEHE) T 20029 Adnbrlel sAbE B39 T LGAA(F)E ARA
B A7 AL G2 A A 2 5 Yk o5 AT F 719 El @
Aoy Aol & (sector or market effects)E #lelslriets Hubd o= F7ksh vb ¢
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nj=re] Gg-oll Z1gA 2] vl aaddt AR A SRR Q& oFr]dE 2002
d 643 79 F oE Sk SAEel ASsAl vkeste], 4 5gE garidE] AW
of WAl Sarbanes—Oxley Act 59 W-A=% the2s tgFstAA vide AHHE 8 =

a7zt 9l
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AN A7 A 5=, homepage www.mofe.go.kr
=23 homepage www.bok.or.kr
St Z A=Y, homepage www.fss.or.kr

B==Z=H A Y A, homepage www.kse.or.kr
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2002.

Businessweek.com, Can You Trust Your Fund Company?, Aug. 8, 2002.
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]

3) &=e] Aol AEILF $FrIdol FAVIAS AL HEAYTE FL2 <rF "
vj=re] Aol WA A Aabas Sdiskelr] AR IS AAER o] o
o sig= 4 Ut

4) =] Aol -1, FRIaE Fol f7ll =eA 71 Arks i T RS &%
o2 SJRFEAZ A7} olel B E . v Ao, WREdatEe] AR E T

®3k Hol ArlEe] A &S wlZdk Qwest Communications 59 7193 FAdlF59 F
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AAQAE Fall 7|Qo2HEH Y Syol s ZFshdk vp 9tk

6) wl=roll A 2002 Fuke] wHAYS Vi d v el digh FAG o] Wb s 3| A K A

2ol of
o] WiztE xFsta gtk oE W, AFAES AFLEE Aastr] flste] A ujEd ol
122 9 & A3ete 7199 Aol o9 x Aol HaAGAHCEO) % AlFFddd
(CFO)o] AFAze &5 AHstes AL, ~255AS ofjddes g8 7199 H&
© 2 A7 (expensing stock option)dt== @13k v} Yt}
7) FaAQ dol7]= A%, m=7]gel Enron Corp., Adelphia Communications,
Imclone Systems, Qwest Communications, WorldCom Inc. 59 WHEZHGxte] A7) o]
of sidd 4 3
8) AHFEAFTE l
IR 4 A
1980 thell 3
B
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ol @3k A F2 ASAdel &3 Vel dE. gkl S-0il
S Agsta e AL o] 3 oz oldE 4 vt Al vl A
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9) olet &2 AL T rAZE |IAHH FeEHA fote HAS dF] AR EoR

of

10) olgh TR a¥= 1LY ERIAREe] tign]8 FtollA =9 nief & F52
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(market mechanism)oll 2]&}o] 7] 522}
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YNNG 718 Fol ol FATE e $37190

Feasted AEsk Age] AR weow AAE v i, ot AFTE A
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23) FAEAE Sl FERFUe FRH 9152 FARe] £ 20029 78 WA 13,684
JEERD = BU AR 54 /)99 dFA BhEE ARS ol
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7F 20% W&l ZZsFR vt 18]l Kmart Corp.$F US Airways Group Inc.:™= AR EAAE
14

21 FEFS ol djlo] ofstE A 9-olth
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2 WEoRe AFAxel tig CEO% CFO9 A%, 3| AIZHAL

3 4 Qe 59 Y3l A, AT IHARE T R,
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o

36) dubd o= 7] HopHrtE §UISHS HHste AFS etk vy
Qulgo] FAV|FoR B u ofd ¥ HHE FASL JdE olF T IUER FA4
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