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nance and regulatory frameworks in order to achieve sustainable eco-
nomic development. The East Asian crisis and prolonged depression in
Japan have heightened the need to redesign financial systems in the
region.

This book deliberates on some urgent issues that face the new archi-
tecture of the financial systems in Japan and East Asia. The book is broken
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e The role of financial institutions and markets in economic develop-
ment in Japan and East Asia.

o Issues in corporate governance and new technologies.

e The designing of efficient financial systems.
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Preface

This book is an outgrowth of the conference on “Designing Financial
Systems in East Asia and Japan: Toward a Twenty-First Century Paradigm,”
which was held on September 24-25, 2001 at the Hitotsubashi Memorial
Hall in Tokyo. The conference was co-organized by the Regional Office

»7 for Asia and the Pacific of the IMF and the Center for Economic Institu-

tions (CEI) of Hitotsubashi University. It was attended by 40 paper presen-
ters and discussants, as well as 60 other participants who also joined the
discussions from the floor.

This book is the first publication in English of the CEI, which was estab-
lished in April 2000 as an affiliate to the Institute of Economic Research of
Hitotsubashi University. The CEI has two objectives; first to conduct
research on economic systems and institutions in Japan and Asia; and
second to become one of the leading organizations in the field of research
on economic institutions. It aims to achieve these objectives in part by
organizing international research networks in these fields. For this
purpose the Center has chosen corporate governance and financial
systems in Japan and Asia as its main research agenda, a theme that repre-
sents the point of intersection of financial theory and the new theories of
economic institutions.

For the CEI this conference was an agenda-finding conference in
order to start in-depth research. To have a broad perspective on the insti-
tution building in East Asia and Japan, the topic on designing financial
systems is one of the most pertinent topics that would enable us to have an
overview of ongoing institutional reforms, the problems behind them, and
related theoretical and empirical researches. Since the conference, the
CEI has been actively engaged in intense research activities, together with
workshops, database construction and the establishment of international
research networks. Some of the research has already been published
in academic journals as well as books, namely “Corporate Governance in
Japan and Asia,” which was edited by Masaharu Hanazaki and Juro Teran-
ishi, to be published by the University of Tokyo Press in 2003 in Japanese.
We hope to publish our research in English again in the near future.

The caonference in 2001 took place against the background of consider-
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able uncertainty and concern about the future, arising from a global cco-
nomic slowdown that began in late 2000/ early 2001, from the September
11 terrorist attacks in the US and from ten years of slow growth in Japan
and policy muddles that paralyzed effective monetary and fiscal policies.
More recently, turmoil in the region became protracted by the Iragi wai
and SARS, and Japan’s economic slowdown seems to be compounded b
worldwide deflationary tendencies.

All this underlines the necessity to find a framework of economic and
financial systems that would fit better in an increasingly globalized world.
where an effective mechanism for risk transfer and institutional
coordination is urgently needed. We would also like to note that the task
of resolving existing problems and establishing a new economic system
remains a formidable challenge. The conference in 2001 provided an
opportunity for us to renew this realization. As an organizer of the confer-
ence, | hope that this book contributes to expediting work that will la
down a basis for the future.

Finally, I would like to express my sincere appreciation of the valuable
support and cooperation we have received from the IMF’s Regional Office
for Asia and the Pacific in coorganizing the conference in 200]. My thanks
are also due to Chiaki lizuka, Chizuko Tsutsumi and Chikako Tamura for
their superb secretarial assistance.

Juro Teranishi
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10 Did families lose or gain control
after the East Asian financial

Crisis?

Anya Khanthavit, Piruna Polsiri and
Yupana Wiwattanakantang

Introduction

Previous studies document that changes in ownership and board struc-
tures of firms in the US occur in response to changes in the business or
industry conditions of the firms due to changes in regulations, input costs,
technology and the financial system (Mitchell and Mulherin 1996: Holder-
ness ¢f al. 1999; Kole and Lehn 1999). In addition, ownership and board
changes might be attributable to past stock-price returns, top executives
changes, and corporate control threats (Denis and Sarin 1999). However,
litde evidence on ownership structure changes following a macroeco-
nomic shock or crisis has been compiled.

Although recently studies focusing on how firms respond to an
economy-wide shock have been increasing, to our knowledge there is no
study that directly investigates an impact of a macroeconomic shock on
ownership and board structures. For example. Baek ef al. (2002) focus
only on the effects of the East Asian financial crisis on restructuring activ-
ities using data on Korean firms. They assume that ownership structure is
predetermined, and document the negative relation between ownership
by owner-managers and the likelihood that firms undertake downsizing
activities. Unlike Baek et al. (2002), we investigate changes in ownership
and board structures as a part of the restructuring process in response to
the macroeconomic shock. The country of focus is Thailand. which was
affected tremendously by the 1997 East Asian crisis. Hence it provides a
spectacular opportunity to explore this issue. Similar to most research on
the ownership structure literature, our analvsis is best viewed ax an
exploratory data study.

Our study focuses on Thai non-financial publicly traded firms in 2000
compared to those of 1996, which is one year before the crisis. This com-
parison allows us to address three principal issues. First, how corporate
owncrship structure changes as the economy, the financial system and the
regulation on foreign ownership have changed. Second, whether there are
anv variations in mechanisms used by the owners to control the firmns
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shareho!ders’ participation in management changes, subsequent to the
¢conomic shock. Surprisingly, we find that the ownership and control
appear to be more concentrated in the hands of controlling shareholders
subsequent to the crisis. Interestingly, even though families are still the
most prevalent owners of Thai firms, their role is reduced. Similar to the
pre-crisis period, the controlling shareholders are typically involved in
management in the majority of firms. Especially in family-owned firms, the
participation of controlling families’ members in the board is even greater
after the crisis. In addition, our results show that direct shareholdings are
the most common means of control used in more than two-thirds of the
firms in both periods. Rather than direct ownership, pyramidal structures
.and cross-shareholdings are employed. These control-enhancing mechan-
1sms, nevertheless, are used less often, reflected in the lower degree of
separation between ownership and control following the macroeconomic
shock.

This study is organized as followed. In Section 2, we describe data
sources, data collection, and data definition. In Section 3, we examine
who controlled Thai firms in the period after the crisis. Section 4 provides
analyses of the deviation between ownership and control of the firms’ ulti-
matc.owners and the means they use to enhance their voting rights from
associated cash-flow rights. We also investigate the separationk between
ownership and management in this Section. In Section 5, we explore the
concentration of ownership and control in firms that have no controlling
shareholder. Finally, our conclusion is drawn in Section 6.

Data construction

Data sources

Our sample includes all non-financial companies listed in the Stock
Exchange of Thailand. The data of 1996 and 2000 are used to represent
the pre- and post-crisis periods, respectively. The choices of these two
vears are arbitrary, however. We do not investigate banks and other finan-
cu?l companies because unlike non-financial companies, there are owner-
ship restrictions imposed on banks and financial institutions by the Bank
of Thailand.

Our study is based on comprehensive data sources of ownership. Previ-
ous research on ownership structure of firms in East Asian countries (for
exan.lple, Claessens et al. 2000; Lemmon and Lins forthcoming; Lins forth-
coming; Mitton 2002) typically employs data sources that include share-
.holders with shareholdings of at least 5 percent, while our database
11_1cludes more detailed information. More precisely, our database pro-
\:1des the information on shareholders who hold at least 0.5 percent of a
firm’s shares. This ownership data as well as the board data are obtained

RN
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Additional information on the ownership and board data, such as lists of
a company’s affiliates and shareholdings by these companies as well as
family relationships among board members, is manually collected from
company files (FM 56-1) available at the library and the website of the
Stock Exchange of Thailand. Besides Johnstone et al. (2001), we also
researched various books written in Thai to trace family relationships
beyond their surnames (Pornkulwat 1996; Sappaiboon 2000a, 2000b,
and 2001). We use the BOL database provided by BusinessOnLine Ltd.
to trace the ownership of private companies that appear as corporate
shareholders of our sample firms. The BOL has a license from the Min-
istry of Commerce to reproduce the company information from the Min-
istry’s database. Basically, this database includes major information of all
registered companies in Thailand that is reported annually to the
Ministry.

With all the above data sources, we are able to trace the ultimate
owners of all privately owned companies that are the (domestic corporate)
shareholders of firms in our focus. As will be shown later, we often under-
estimate equity stakes held by the firm’s shareholders without searching
for the owners of these private companies.

Definition of controlling shareholder

A controlling shareholder or an ultimate owner can be defined as a share-
holder who directly or indirectly owns more than 25 percent of & company’s
votes (Stock Exchange of Thailand, 1998). We are aware that cut-off levels
of 10 percent and 20 percent are more commonly used in the literature
(La Porta et al 1999; Claessens et al. 2000; Faccio and Lang 2002).
However, due to differences in law and legislation across countries, a 25
percent cut-off is more appropriate as far as Thailand is concerned.? The
shareholder with more than 25 percent stakes can control a firm because
no other single shareholder would own enough voting rights to have the
absolute power over the firm to challenge him. Under the Public Limited
Companies Act B.E. 2535, to have absolute power over a firm, a share-
holder needs to own at least 75 percent of a firm's votes.

Ironically, a shareholder with 25 percent of votes has sufficient legal
rights to perform the foliowing actions under the Thai corporate law.
First, he has the right to ask the court to withdraw a resolution that fails to
comply with or that is in contravention of the articles of the company’s
association or the provisions of the Public Limited Companies Act.
Second, he has the right to demand an inspection of the company’s busi-
ness operation and financial condition. Third, he has the right to call an
extraordinary general meeting at any time. Fourth, he has the right to
request the court to dissolve the company if he expects that further busi-

nace Aanaratinn will hrine in anle Taccae and that the cramnanc hac ne
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Definition of ownership and control

Unlike many countries in Europe, multiple voting shares do not exist in
Thailand. Thai law prohibits the issuance of such shares. Therefore, we
will focus only on the three control mechanisms, namely, direct, pyrami-
dal, and cross-shareholdings, here. “Direct ownership” means that a share-
holder owns shares under his own hame or via a private company owned
by him. “Indirect ownership” is when a company is owned via other public
firms or a chain of public firms. This chain of controls is in the form of
pyramidal structures and/or cross-shareholdings, which can include many
layers of firms. In this case, we will outline the controlling shareholder(sS
of these firms. Following the literature, we also calculate both cash-flow
and voting rights by following the standard approach used in Claessens et
al. (2000) and Faccio and Lang (2002). Regarding the definitions of pyra-
midal structures and cross-shareholdings, we use the conventional method
of La Porta et al. (1999). Previous studies suggest that while direct share-
holdings do not create discrepancies between voting and cash-flow rights,
pyramids and cross-shareholdings do (Grossman and Hart 1988; Hanrris
and Raviv 1988; Wolfenzon 1998; Bebchuk et al. 1999).

We classify “an ultimate owner” or “a controlling shareholder” into
eight types as follows:

1 “A group of related families,” which is defined as an individual, a
.family, and members of a group of families that are relatives, includ-
ing in-law families. Regarding family relationship, we treat members
of a family as a single shareholder assuming that they vote as a group.
Members of a family include those who have the same family name,
those who are close relatives, and those who are relatives of in-laws of
a family.

2 “The state,” which is the Thai government.

3 “Domestic financial institution,” which is defined as a financial (and
securities) company as well as a mutual fund that is owned by
domestic investors. '

4 “Foreign investor,” which is defined as a foreign individual, family, or
COl‘Porati011. Note here that, similar to previous studies, in ’case
foreign corporations hold shares in our sample firms we do not search
for an ultimate owner of the parent companies of foreign corporate
shareholders. So it might be the case that firms in which foreign cor-
porations are controlling shareholders, and hence defined here as
fore.ign-controlled firms, are actually widely held if the parent com-
panies of these foreign corporations in their home-based countries
are dispersedly owned.

“Foreign institutional investor,” which is defined as a financial (and

securities). insurance companv as well as 2 mumal fond rhat i« owned
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6 “A group of unrelated families,” which is defined as members of a

group of families that are not related but jointly own a private
company, which in turn ultimately controls the sample firms.

7 “Multiple controlling shareholders,” which is defined as a firm in
which the number of controlling shareholders is more than one.

8  “No controlling shareholder,” which is defined as a firm that does not
have an ultimate controlling shareholder.

Comparability with Claessens et al. (2000)

There are a number of issues that might affect the comparability of our
results and those of Claessens et al. (2000) who investigate the ownership
of Fast Asian firms using 1996 data. First, the sample firms are different.
Their sample includes financial companies and banks, while ours does
not. Furthermore, while our sample covers all non-financial listed firms,
their sample covers only 36.78 percent of all listed companies. Second,
their definition of controlling shareholder differs from ours. Specifically,
they use the 20 percent cutoff in defining the controlling shareholder,
while we employ the 25 percent cut-off. Third, their ownership data might
not be as comprehensive as ours in that their database provides only
shareholders with stakes of at least 5 percent, while our database includes
more detailed information of shareholders who hold at least 0.5 percent.
Also, they only trace the ownership within publicly traded firms. Con-
sequently, their ownership calculation could give some biased results. For
example, firms that were classified as widely held in their sample might
not truly represent firms with no controlling shareholder. Perhaps these
firms are classified into such a categorv simply because their ownership
could not be traced.

Results: who controlled Thai firms after the East Asian
financial crisis

We begin our exploration by investigating who ultimately own and control
Thai listed companies based on 2000 data, and then compare the results
with the pre-crisis structure. Table 10.1 shows that the existence of control-
ling shareholders has been typical for Thai firms during the pre- and post-
crisis periods. More than three-quarters of our sample firms have at least
one controlling shareholder. Specifically, in 2000, about 79.19 percent of
the firms have controlling shareholders. Among these firms, 67.05 percent
(209 firms) have a single controlling block, while 14.29 percent (46 firms)
are ultimately owned by a group of controlling shareholders. When com-
pared to the pre-crisis data, the ownership appears to be slightly more con-
centrated. In 1996, controlling shareholders exist in 78.69 percent of the
sample firms. The proportion of firms in which the controlling share-
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Table 10.1 Identification of controlling shareholders

Panel A The 25 percent ownership cut-off

Type of controlling shareholder 2000 1996
No.of % No.of %
firms Sfirms
1 Firms with controlling shareholders 255 79.19 277 78.69
1.1 With one controlling shareholder 209 64.91 236 67.05
1.I.LTA group of related families 147 45.65 180 51.14
1.1.2 State 9 2.80 8 2.27
1.1.3 Domestic financial institution 4 1.24 2 0.57
1.1.4 Foreign investor 47 14.60 46 13.07
1.1.5 Foreign institutional investor 2 0.62 0 0.00
1.2 With a group of controlling shareholders 46 14.29 41 11.65
L.2.1 A group of unrelated families 18 5.59 21 597
1.2.2 Multiple controlling shareholders 28 8.70 20) 5.68
2 Firms with no controlling shareholder 67 20.81 75 21.31
Total 322 100.00 352 100.00

Panel 3 The 20 percent ownership cut-oft

ype of controlling shareholder 2000 1996
No.of % Nocof %
SJirms Sfroms
1 Firms with controlling shareholders 289 89.75 311 88.35
1.1 With one controlling shareholder 212 65.84 242 68.75
LLT A group of related families 151 46.89 Tu2 54.55
1.1.2 State 9 2.80 B 1.70
I.1.3 Domestic financial institution 5 1.55 1 0.28
I.1.4 Foreign investor 45 13.98 3 12.22
1.1.5 Foreign institutional investor 2 0.62 0 0.00
1.2 With a group of controlling shareholders 77 2391 B4 19.60
L.2.1 A group of unrelated families 22 6.83 22 6.25
1.2.2 Multiple controlling shareholders 55 17.08 47 13.35
2 Firms with no controlling shareholder 33 10.25 41 11.65
Total 322 100.00 3532 100.00
Note

This table presents the identification of controlling shareholders. Our sample includes
non-financial companies listed in the Stock Exchange of Thailand in 1996 and 2000. Firms
are classified into each category according to their controlling shareholders. Panels A and B
present the results when the ownership cut-off levels are 25 percent and 20 pereent, respec-
tively. Companies without a controlling shareholder are classified as companies with no
controlling shareholder. The “difference” column in Panel A reports the difference in the
percentage of firms in each category between the two periods.
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We compare our results with those of Claessens ef al. (2000) while
keeping the facts stated above in mind. To be comparable, we extend the
calculation of the ownership and control by using the 20 percent cut-off.
Our findings show that around 10.25 and 11.65 percent of our sample
firms have no controlling shareholder in 2000 and 1996, respectively.
Claessens et al. (2000), however, document that in 1996 only 6.6 percent
of Thai firms in their sample are widely held.* The comparison, using
either 25 percent or 20 percent cut-off level, gives the consistent results
that the ownership happens to be marginally more concentrated in the
post-crisis period.

Changes in the ownership structure should be seen more clearly when
investigating the percentage of firms associated with a particular type of
controlling shareholders. After the crisis, firms that are controlled by a
group of related families still appear to be the most prevalent in Thai
stock market. However, the percentage of such firms has declined. That is,
4 group of related families controls about 45.65 percent of the firms in the
sample in 2000, whilst such a group controls about 51.4 percent of the
firms in 1996. The fraction of related tamily-controlled firms in the post-
crisis period is, nevertheless, not significantly different at the conventional
levels from that in the pre-crisis period. Controlling ownership by families
seems to be substituted by other tvpes of shareholders. Particularly, we
find that foreign ownership increases from 13.07 percent in 1996 to 15.22
percent in 2000. Moreover, the fraction of firms owned by domestic finan-
cial institutions rises from 0.57 percent to 1.24 percent. In addition, the
fraction of firms owned by a group of controlling shareholders increases
from 11.65 percent to 14.29 percent. The Thai government remains as the
controlling shareholder of nine firms after the crisis, while it controls
eight firms before the crisis. These firms account for 2.48 percent of the
2000 sample. Among firms with a group of controlling shareholders, the
proportion of firms that are controlled by a group of unrelated families
slightlv declines from 5.97 percent in 1996 to 5.59 percent in 2000, whilst
the proportion of firms with multiple controlling shareholders increases
from 5.68 percent to 8.70 percent.

Although none of the changes in the fraction of firms with each type of
controlling shareholders between both periods is statistically significant,
tirte decline in the fraction of related family-controlled firms and the rise
in the fraction of firms with multiple controlling shareholders have the
highest ¢statistics of 1.43 and 1.57, respectively.

Ownership and control of controlling shareholders

Control mechanisms

We investicate how the controlling shareholder owns and controls the
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w0 § § § § | § § :\c::' g ___én _g 2 often in Thai public firms during the pre- and postcrisis years. In 2000, in
> . - 55 2 £ approximately 78.04 percent of the firms, their controlling shareholders
s E Coorm 1 wo g E § £ & use simply direct shareholdings, compared to 76.53 percent in 1996. In
oo oo e ERE _;' other words, controlling shareholders in more than two-thirds of the firms
< o2 ; 22 -2 ¢ i’% ~§ P own the shares using their own names and/or through their private com-
. ' - 256 g panies. Based on our comprebenswe databas.e, we find thatz on average,
S § Nomoo se o £ & £E 35.8 and 35.5 percent of the direct shareholdings are done via companies
_ o j ; 3L that are privately owned in 1996 and 2000, respectively. Hence, without
w g § § :E rS i f & ¥ = ; tracing the ownership of these private companies, often we underestimate
) e oo TTEE the actual cash-flow and control rights held by the controlling shareholders.
? g ii;:’ S Interestingly, in almost all the firms, controlling shareholders do not
Z 8 gemwe . m= oo Swo £ use either pyramids or cross-shareholdings alone to control the firms. In
gzs3g oz og z 858 2000, there are only two instances of using simply pyramids, while there is no
e Tzexme £33 = 234 single case where the controlling shareholders employ cross-shareholdings
® 5F alone. The combinations of pyramids with direct shareholdings and pyra-
> S NTees e ox ; _‘é mids with direct and cross-shareholdings are more common. Specifically,
o o o m =c = £ in about 14.9 percent of the firms, direct shareholdings are used with pyra-
B 23250 2 % mids, and in about 6.27 percent of the firms, direct shareholdings are used
= with pyramids and cross-shareholdings.
S E ceo | = The combination of direct shareholdings with pyramids and cross-

shareholdings is used most often in firms controlled by a group of related

= ’i E families. Statistically, out of 38 firms that use direct shareholdings-cumn-

g pyramids, 21 firms belong to a group of related families, seven firms are

N e ea = o :E multiple controlling shareholders-owned, six firms are foreign-owned,

g2 & three firms belong to a group of unrelated families, and the remaining

; % ‘E [ § E E = g éz ; one firm is state-owned. A similar picture emerges regarding the use of
& = < Fomoe S direct shareholdings-cum-pyramids-cum-cross-shareholdings.

c £ Interestingly, compared to the pre-crisis period, the exercise of pyrami-

gr-g! =« = £ dal structures slightly decreases. Overall, our results show that pyramids

are used in 21.96 and 23.47 percent of the firms with controlling share-
holders in 2000 and 1996, respectively.

Compared to other countries in East Asia (Claessens ef al. 2000) and
more developed economies (La Porta ef al. 1999; Faccio and Lang 2002) .
pyramids are less commonly used in Thailand. Pvramids are emploved in
about 38.17 percent of companies in East Asia (Claessens ef al. 2000) and
26 percent of firms in the 27 wealthiest countries (La Porta et al. 1999).
Thai firms appear to use pyramids slightly more frequently when com-
pared to firms in Western European countries, however. Faccio and Lang
(2002) reveal that pyramids are found in approximately 19.13 percent of
the European firms in their sample.

Consistent with findings from other countries, cross-shareholdings
happen to be used much less often by the controlling shareholders of
Thai firms. In 2000, only about 6.27 percent of the firms with controlling
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16 firms, 12 companies® are owned by a group of related families, accounting
for 8.39 percent of all related family-controlled firms. Cross-shareholdings
also appear in firms that are controlled by domestic financial institutions
(two firms) and a group of unrelated families (two firms).

The proportion of firms using cross-shareholding structures marginally
decreases from that of the pre-crisis period. In 1996, there existed 20
firms, accounting for 7.22 percent of all firms with controlling share-
holders, in which cross-shareholdings are employed. Again, cross-
shareholdings appear most in the firms controlled by a group of related
families (16 firms).

When compared with more developed countries, the proportion of
Thai firms exercising cross-shareholdings is relatively more prevalent.
Cross-shareholdings are used in about 3.15 percent of the sample firms in
La Porta et al. (1999) and 6.95 percent of the Western European firms in
Faccio and Lang (2002).

When compared with those in other East Asian economies, controlling
shareholders in Thailand, however, employ cross-shareholdings to a lesser
degree. In particular, Claessens of al (2000) document that in 1996,
approximately 10.1 percent of firms in nine East Asian countries use cross-
shareholdings. Regarding Thailand, they find that only 0.8 percent of
Thai firms in their sample use Cross—shareholdings, which are the least
prevalent among all East Asian firms. We suspect, however, that their
results might be underestimated since their sample coverage is small.
More precisely, 232 firms are excluded probably because these firms are

controlled by private companies in which ultimate owners are difficult to
identify (see Claessens e al. 2000, p. 88). In fact, we find that pyramids
and cross-shareholdings are often used in this tvpe of firm.

Ownership concentration

In this section, we investigate ownership concentration in the hands of
controlling shareholders, measured by cash-flow and voting rights. The
results are shown in Panel A and B of Table 10.3. In 2000, a controlling
shareholder owns, on average, 45.27 percent of the firm’s cash-flow riglltg,
and 48.18 percent of the firm's voting rights, with the median values of
44.41 percent and 46.99 percent, respectively. The cash-flow rights held by
controlling shareholders range from 12.38 percent to 92.85 percent, while
their voting rights range from 25.03 percent to 92.85 percent.

Among all types of firms with controlling shareholders, the Thai govern-
ment holds the highest mean value of cash-flow rights (52.71 percent), fol-
lowed by the controlling shareholders in firms that are owned by related
families (47.11 percent), unrelated families (46.47 percent), foreign
mvestors  (46.02 percent), and foreign institutional investors (43.03
percent). In firms controlled by domestic financial institutions and firms

£

e 10.3 Ownership and control held by controlling shareholders

el A: Cash-flow rights held by controlling shareholders (%)

Difference

1996

2000

ns with:

Median t-stat. z-stat.

Mean

Median

Mean

No. of

SJirms

No. of

Sfirms

e controlling shareholder
v group of related families

tate

—0.589 —0.540

47.07

46.00
54.68
27.36

180
42.85

47.63
49.00

29.11

47.11

147

0.000

0.183
—0.512
~0.636

46.12

8

52.71

9

0.000
~0.603

27.36

34.20
44.77

43.03

Yomestic financial institution

oreign investor

42.11

46

44.41

43.03

oreign institutional investor

up of controlling shareholders
« group of unrelated families

—0.866
—0.439
—0.488

-0.794
—0.429
-0.574

42.52

43.75
35.41
44.66

21

47.98

47.16

18

28
255

35.58
44.10

20
277

38.73

44.41

36.63
45.27

Tultiple controlling shareholders

al

(Continued)



'spoLiad 0M1 A1 UIIMIDY I[QrLIEA Yora 1] suripatl [enbo jo 18012 HOXOO[IA puw sueaut [enbo jo siso1y popzi-omn wodoat suum
Louaiaffip,, 9y “19ployareys Surjonuod 1so91e Y1 49 play sIYSL o wae suopjoyaaeys Suljonuod sdopu YA SUL Jo SIG3L [0U0D PUR MO
Ay, ‘s1opfoyareys Suronuod s,uuy oyt 4q ppy siydu Sunoa jo afuuaiad 21 ssaadour siyBu ooy soplogonys Suronuos s uy sy Lq p
axers diysioumo sy 1ussardar ssydu moy-ysery “s1ySu Junoa s,uuy o3 Jo uoatad gz ey arout suso DU 10 A[IDITIP OUM IOP[OYIRYS ¥ ST 10
-areys Bui[jonuod y siySu om1 9591 13aM1aq uonriedas A puE SIdploYLIRYs Suijjonuod oy {q prog sy 2 pue mofj-sed siuasaad aqur si

Sol
L0970 1¥9°0— 00071 1660 LLa 00071 656°0 44a 12
€981~ GO80— 000°1 [L80 0 000°1 6160 ' s Sugonuos odnpnp
§966°0— Y651~ 0001 REH0 Ia 000'1 0L6°0 81 sotjiwy porefadun jo dnoud y
SLIPIOY onuoy jo dno
- - - - 0 000°1 0001 P J01soAU JrROmINSuL U0
£96°0— ¥8¥°0— 000°1 G960 91 0001 L96°0 A HOWIAUL UBIDIO,,
36770 681°0 6L8°0 6L8°0 G 80 870 ¥ uonmnsul [enuety SnsawoQ
£¥6°0 ¥66°0 000°1 000°1 8 0001 86670 6 v
Y&y 0 £01°0 000°1 126°0 081 0001 9860 ¥t satjurey parefas yo dnous x
OPIOYaIRYs SU[OIIU0D It

suttf N

JIS-Z “10is-) DI DI Jo oy Py U\ Jo oy
aouasaffiy 9661 0002 sy s

SI9PIOY1vYS BUT[onu0d iq PPy sIYSL [0110d 01 SIYSLEMOJJ-SED Jo oney 1) [dU

ponunuo)y ¢y 44

(panuzuoy) )

031°0— 0496°0— QLLY SLLY LLa 66’9 818y 44a v
mmouo s¥1°0 08°6% ¥ 0r 03 Fe OF «1°0F 86 stapjotaaeys dutonuod aidny
866°0— 9re0— v'9v 9% 9% 18 9IL'6¥ 40'8F 81 sotjney parejaaun jo duoad
s1apjoaIeys Surjonuod jo dne
- - — - 0 oS SO'Sh g 1o1soaut ruonmnsur udnao,
mmw.ol wov.ol a8y 9L'¥y 9% 0Lvy 40°9¥ Ly 10183au1 USLa10,
mow.ol 184°0— 36'0¢ 36°0¢ ¢ L8'8¢ 08 0¥ i uonmunsut [eueay dnsauio(
ooo.o 3LL0 G1'9% 89'F¢ 8 00°6¥ £8°64 6 awy
9L9°0- ¥04°0— 499°6¥ Lv'6v 081 ya6v ¥ 04 Lyl soynuey pare[alr yo dnoad v
Jaployareys Juronuos 3

. sutrf sutiyf

107s-Z ‘1D95-1 UDIPAp uDIpy Jo ony unIpapy uvapy Joon
auasffuq 9661 0002 Yo su

(%) s1opjoyareys uijonuos 4q pjay SIYSL [onuo) g |at

panunuo) £y ayg



260 Khanthavit, Polsiri and Wiwattanakantang

the lowest average cash-flow rights of 34.2 percent and 36.09 percent,
respectively.

Regarding the control, the most concentrated voting rights appear in
firms owned by the Thai government of 52.83 percent. The mean values
of voting rights held by controlling shareholders in firms owned by related
families (50.41 percent), unrelated families (48.05 percent), foreign
investors (47.31 percent), and foreign institutional investors (43.03
percent) are also relatively high. The lowest mean values of controlling
shareholders’ voting rights are shown in firms owned by domestic finan-
cial institutions (40.3 percent) and firms with multiple controlling share-
holders (40.13 percent).

Compared to the results of the pre-crisis period, the concentration of
ownership and control in the hands of controlling shareholders slightly
increases. Specifically, the average cash-flow rights (voting rights) held by
controlling shareholders rise from 44.66 percent (47.75 percent) in 1996,
to 45.27 percent (48.18 percent) in 2000. The median value of cash-flow
rights increases from 44.1 percent to 44.41 percent, while the median
value of voting rights declines from 47.75 percent to 46.99 percent.

Except for the Thai government, cash-flow and voting rights of all
groups of controlling shareholders increase after the crisis. Speaifically, in
firms owned by a group of related families, the controlling families hold,
on average, 46 percent of the firms’ cash-flow rights in 1996, compared to
47.11 percent in 2000. The mean value of cash-flow rights owned by the
controlling shareholders in firms owned by domestic financial institutions
rises from 27.26 percent in 1996 to 34.2 percent in 2000. The average
cash-flow rights held by controlling foreign investors also increase from
42.85 percent to 44.77 percent.

Ownership concentration in firms controlled by a group of controlling
shareholders is also higher. More precisely, a group of unrelated control-
ling families holds, on average, 43.75 percent of the firm's cash-flow rights
in 1996, relative to 47.16 percent in 2000. Likewise, in firms owned by
multiple controlling blocks, the mean value of cash-flow rights held by the
controlling shareholders rises from $%5.41 percent to 36.63 percent. In
contrast, the Thai government holds less cash-flow rights in 2000 than in
1996. Speciﬁcally, the average cash-flow rights held by the Thai govern-
ment decline from 54.68 percent to 52.71 percent.

Regarding voting rights, we find that the controlling shareholders of
firms that are owned by families (both related and unrelated), domestic
financial institutions, and foreign investors have greater control after the
crisis. The Thai government and multiple controlling blocks, however,
hold fewer voting rights in 2000, relative to those in 1996.

Even if there are changes in the controlling shareholder’s cash-flow
and voting rights following the crisis, our results show that the mean and
median values of these two rights in the hands of all tvpes of controlling

Family control after the financial crisis 261

In Panel C, the results support our earlier findings. As direct sharehold-
ings are the most commonly used means of control, the deviation of
control from ownership is small. Overall, the average ratio of cash-flow to
voting rights is 0.939, meaning that a controlling shareholder holds 100
ultimate votes for each 93.9 direct shares owned. The median value of the
ratio is one, however. This is relatively high when compared to the average
ratio of firms in nine East Asian countries (0.746) documented in
Claessens et al. (2000) and that of firms in 13 Western European countries
(0.868) documented in Faccio and Lang (2002).

The largest separation between ownership and control occurs in firms
that are controlled by domestic financial institutions (0.843). In contrast,
firms controlled by the State and foreign institutional investors show
almost no separation. In the middle of these two extreme cases are firms
that are controlled by multiple controlling blocks (0.919), a group of
related families (0.926), foreign investors (0.967), and a group of unre-
lated families (0.97).

The degree of the separation between ownership and control appears
to be slightly lower after the crisis. Specifically, the mean ratio of cash-flow
to voting rights held by controlling shareholders is 0.931 in 1996 and
0.939 in 2000. The median values of the ratio for both periods is one,
however. Among all types of firms with controlling shareholders, firms
owned by a group of controlling shareholders have the greatest change in
the mean ratio of cash-flow to voting rights. To be specific, the mean ratio
increases from 0.938 in 1996 to 0.97 in 2000 in firms controlled bv a
group of unrelated families, and from 0.871 to 0.919 in firms with mul-
tiple controlling shareholders. To a lesser extent, in foreign-owned firms,
the mean ratio increases from 0.955 to 0.967. There are, however, no
changes in the ratio of cash-flow to voting rights in related family-owned
and state-owned firms during the two periods.

Following Claessens et al. (2002), we also calculate the difference
between voting and cash-flow rights, by deducting the controlling share-
holders’ cash-flow rights from the voting rights they hold. The outcome
reported in Panel D is consistent with the results in Panel C,

However, similar to changes in the controlling shareholder’s cash-flow
and voting rights, we do not find any significant changes in the ratio of
cash-flow to voting rights as well as the difference between these two rights
in all types of controlling shareholders, during the pre- and post-crisis
periods.

Controlling shareholder’s involvement in management

We investigate how often the controlling shareholders and their famnily
members are involved in management in this section. We categorize man-
agement into two orouns: Fxecutive and non-executive directors. An evec-
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Honorary chairman, chairman, executive chairman, vice chairman,
president, vice president, chief executive officer, managing director,
deputy managing director, and assistant managing director. A non-
exe.c1.1tive director is a board member who does not hold an executive
position.

Consistent with the previous literature, our results in Panel A of Table
10.4 show that controlling shareholders in about two-thirds of the firms
are involved in management. Specifically, in about 67.84 percent and
60.78 percent of the firms with controlling shareholders in 2000, there is
at least one member of the controlling family sitting on the board at top
executive and non-executive levels, respectively.

As expected, the controlling shareholders’ participation in the board is
most prevalent in firms controlled by families, including related and unre-
lated families. Statistically, the incidence of controlling families holding
lop executive positions occurs in 85.71 percent and 88.89 percent of the
ﬁrms that are controlled by related families and unrelated families respec-
tively. A similar picture emerges regarding the controlling shareholders’
participation in non-executive positions. Specifically, this incidence
appears in 76.19 percent and 94.44 percent of the firms controlled by
related families and unrelated families, respectively. Controlling share-
bolders in the firms with multiple controlling blocks are also highly
nvolved in management. In 75 percent and 67.86 percent of such firms,
their controlling shareholders sit on the executive and non-executive
boards, respectively.

To a lesser degree, controlling shareholders in foreign-owned firms
serve as executive and non-executive directors. This incidence is found in
about 21.28 percent and 14.89 percent of these firms. Board representa-
tion by the controlling shareholders does not occur in the firms that are
owned by foreign institutional investors, however.

. Compared to the pre-crisis results, the controlling shareholders’
mnvolvement in management as executives slightly decreases from 68.95
percent in 1996 to 67.84 percent in 2000. The decline in board
representation by controlling shareholders is more pronounced at the
non-executive level. The proportion of firms where controlling sharehold-
ers and their family members serve as non-executive directors declines
from 65.7 percent in 1996 1o 60.78 percent in 2000. Overall, however the
incidences in which controlling shareholders participate as both executive
and non-executive directors do not differ significantly between these two
periods.

‘ Regarding each type of controlling shareholders, we find the interest-
Ing results that the proportion of firms where controlling shareholders
S€rve as executives increases after the crisis in firms that are owned by
families, namely a group of related and unrelated families. In related
family-controlled firms, this proportion increases from 84.44 percent in
1996 to 85.71 percent in 2000, while in unrelated family-controlled firms

Table 10.4 Controlling sharcholders as managers

Panel A: Controlling sharcholders as exccutive and non-executive directors
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the proportion increases from 66.67 percent to 88.89 percent. The per-
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are, on average, 3.18 percent in 1996 and 8.85 percent in 2000. There are
no significant differences in the shareholdings of these directors between
both periods, however.

In the post-crisis period, the top executives in firms owned by a group
of unrelated families have the highest average shareholdings of 4.08
percent with the median value of 1.99 percent, while the non-executive
directors in firms owned by foreign institutional investors hold the great-
est mean and median values of the shareholdings of 17.43 percent. In the
precrisis year, however, the executives in foreign-controlled firms own
more shares than those in other types of firms. Their average sharehold-
ings are 3.8 percent, with the median value of zero percent. The non-
executives in firms owned by domestic institutions hold the highest mean
and median values of equity stakes of 11.29 percent. As one might expect,
directors in firms that are controlled by multiple controlling blocks and by
a group of related families hold the lowest shares in both periods.

Ownership structure in firms with no controlling
shareholder

In this Section, we investigate the ownership of the firms that are defined
as firms with no controlling shareholder. These firms account for 20.81
percent and 21.31 percent in our 1996 and 2000 samples, respectively. We
examine whether such firms are really dispersedly owned. as described in
the model of the UK and the US.

Panel A of Table 10.6 presents the cash-flow and voting rights held by
the largest shareholder of these firms. The results show that the owner-
ship of these firms is quite concentrated in both periods. In 2000, the
largest shareholder holds, on average, 16.74 percent of the firm’s cash-
flow rights with the median value of 16.49 percent. The average voting
rights held by this largest shareholder is 18.16 percent with the median
value of 19.51 percent. The maximum level of both rights is 25 percent,
and the minimum is 5.57 percent. When compared with the pre-crisis
results, the mean value of cash-flow rights held by the largest shareholder
slightly increases from 16.38 percent in 1996 to 16.74 percent in 2000,
while the mean values of voting rights are the same in these two periods.

Panel B provides further information on the distribution of the owner-
ship and control. In 2000, in 37.31 percent (25 firms) of all firms with no
controlling shareholder, the largest shareholder has between 20 percent
and 25 percent of cash-flow rights. Regarding the voting rights, in 29 firms
(43.28 percent), the largest shareholder owns the range of 20 percent to
25 percent. So, if we relax the definition of controlling shareholdings
from those with the voting rights of 25 percent to 20 percent, which is the
threshold commonly used in the literature, then these 29 firms would be
classified as firms with a controlling shareholder. This issue is also
addressed in Section 3.
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Table 10.6 Ownership by largest shareholder: firms with no controlling share-
holder

Panel A: Summary statistics of cash-flow and control rights held by largest share-
holder (%)

2000 1996 Difference

Mean Median Mean  Median t-stat. z-stal.
Cash-flow rights 16.74  16.49 16.38 16.67 —0.052 ~0.087
Control rights 18.16 19.51 18.16 19.89 0.339 0.479
Ratio of cash-flow 0.93 1.00 0.91 1.00 —0.425  —0.597

o control rights

Panel B: The distribution of cash4low and control rights held by largest shave-
holder

Ownership Cash-flow rights Control vights

level

2000 1996 2000 1996

Nooof % No.of < Nooof % Nooof

firms Sfirms Sirms frrms
0-5% Y 0.00 I 1.33 0 (.00 0 0.00)
H=104 10 14.93 9 12.00 6 .96 7 .33
10-15% 13 19.40 20) 26.67 8 1194 13 17.33
15-20% 19 28.56 2] 28.00 2.4 35482 21 2800
20-25% 25 37.31 24 32.00 29 43.28 34 45.33
Total 67 100.00 75 100.60 67 100.00 75 100,00
Note
Ihis table shows the cash-flow and control rights by the Lrgest shareholder of firms that have
no convrolting sharcholder. The numbers of such firms are 75 in 1996, and 67 in 2000, A

controlling sharcholder is a shareholder who divectly ot indirectlv owns more than 23
percent of the firm’s voting rights. The “difference” columns in Panel A report two-tzited #tests
of cqual means and Wilcoxon ztests of equal medians for cach variable benween the two
periods. Figares in the pereentage columns in Panel B are calculated as the proportion of
firms that fall into cach category divided by the total number of firms that have no control-
ling sharcholders.

Interestingly, if we use the cut-oft level of 10 percent,” another com-
monly used threshold to define controlling shareholding. only seven firms
in 1996 and six firms in 2000 can be classified as having no controlling
shareholder or widely held. These firms account for only about 2 percent
of the overall samples. These findings are consistent with those docu-
mented in Claessens et al. (2000) for the pre-crisis period. Theyv find that
2.2 percent of Thai firms in their sample gre widely held at the 10 percent
cut-off. If we lower the cut-off level further to 5 percent. then there would
be no firm that can be classified as widely held in both periods.
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Viewed collectively, our results show that, only a small fraction of firms
in our sample can be considered as dispersedly held by atomistic share-
holders in the same way as described in the US and UK model. In other
words, the ownership of Thai publicly traded companies is very concen-
trated.

We also investigate the degree of discrepancy between ownership and
control in these firms. The mean value of the ratio of cash-flow to voting
rights is 0.93, with the median value of I, suggesting that the control-
enhancing means such as pyramiding and cross-shareholding are not com-
monly used. This is similar to the case of firms with controlling
shareholders documented in Section 4. In fact, our evidence reveals that
the largest shareholder in 11 firms employs pyramidal structures, and in
one firm uses crossshareholdings. After the crisis, the degree of separa-
tion between ownership and control held by the largest shareholder is
reduced, as measured by an increase in the ratio of cash-flow to voting
rights from 0.91 in 1996 to 0.93 in 2000. The degree of separation is,
however, not significantly different between the pre- and post-crisis
periods.

Conclusion

This study documents the corporate ownership and board structures after
the East Asian financial crisis. We compare the structure with those before
the crisis to address the effects of an economic downturn on the owner-
ship and board structures. The results reveal that the post-crisis ownership
structure indicates a decline of the role of families in controlling publicly
vaded firms. The controlling families are replaced mainly by foreign
mvestors and domestic financial institutions. We also find the greater frac-
tion of firms controlled by multiple controlling shareholders after the
Crisis.

Controlling shareholders appear to use less complicated shareholdings,
in the forms of pyramidal structures and cross-shareholdings, to enhance
their control after the crisis. This is reflected in the lower deviation of
control from ownership, as computed by the ratio of cash-flow to voting
rights held by controlling shareholders, and by the simple difference
between the twvo rights. Imerest‘.ingly, we find that overall, the ownership
and control in the hands of controlling shareholders become more con-
centrated subsequent to the crisis.

The degree of separation between ownership and management, meas-
ured by the incidence that controlling shareholders participate in the
board, is not significantly different during the pre- and post-crisis periods.
Nevertheless, families appear to participate more, while foreign investors
seem to be involved less often in management.

Viewed collectively, although we do not find any statistically significant
differences in the ownership and board structure of Thai publicly traded
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corporations between the pre- and post-crisis periods, it might still be hard
to deny that the macroeconomic shock has no effect on the firms. The
related issue on what factors determine the ownership and board changes
after the crisis, however, is left for future research.

Notes

No shareholder is allowed to own more than 5 and 10 percent of the shares of
commercial banks and finance companics, respectively.

2 See also Wiwattanakantang (2000 and 2001) for the argument of this issue.

3 A plausible reason why Claessens ef al. (2000) find smaller number of wicelv
held firms than our calculation might be that their sumples exclude Hins tha
are difticult to trace the ultimate owners.

La Porta et al. (1999) use the data of 20 largest firms in the 27 wealthiest coon-
tries in 1995, Faccio and Lang (2002) use the data of 5,232 publich traded ¢oon-
panies in 13 Western European countries for the period benveen 1996 .ot
1999. Both studies include shareholder with at least 3 percent of the fiiny
shares and employ the 20 percent cut-off o define the controlling shareholde: s,
Among these 12 companies, nine companies belong to a single family, Cho k-
watana, one of the biggest business groups.

Note that cash-flow and voting rights in firms owned by mualtiple convol 2
sharcholders are the rights held by the lurgest controlling sharcholder.

In fact, at this level of ownership, a sharcholder is defined as a major <l -
holder. According to the Thai corporate law. he has the right o ask the

for the company’s dissolution and to demand the company to cliim COMpPretsa-
ton from any misbehaved managers.

o
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11 The determinants of executive
compensation in Japan and the
UK

Agency hypothesis or joint
determination hypothesis?

Katsuyuki Kubo

Introduction

It is a widely held belief that the behavior of large Japanese companies is
different from those of British counterparts, particularly in terms of their
corporate governance style (Abegglen and Stalk 1985; Acki 1988; Dore
1987). Although there are many studies on executive compensation, both
in the UK and Japan (Cosh and Hugh 1997; Conyon 1995, 1997; Conyon,
Gregg and Macbin 1995, Convon and Leech 1994; Conyon and Nicolitsas
1998; Gregg, Machin and Szymanski 1993; McKnight 1996; Kato 1997;
Kaplan 1994; Xu 1997), much of the literature tends to focus on the rela-
tionship between directors’ pay and stock market performance. Many of
these studies often take for granted the “Anglo-American style of corpor-
ate governance.” This chapter seeks to contrast the effect of corporate
governance on the determinants of executive pay, by comparing the UK
and Japan.

There is a considerable difference between Japan and the UK in terms
ol corporate governance. For example, sharcholders and the financial
market have considerable power over directors in large UK companies.
There are more hostile tke-overs in the UK than in Japan (Odagiri 1994;
Prowse 1994). In large British companies, the proportion of non-executive
directors on the board ot directors is about 40 percent on average
(Convon, Gregg and Machin 1995), while in Japan, many companies do
not have non-executive directors. In Japan other stakeholders, such as
banks, group companics and emplovees have strong incentives to monitor
top managers (Itami 1994; Sheard 1989).

The purpose of this rescarch is 1o analvze directors’ incentives in large
companies in Japan and the UK, with particular emphasis on the relation-
ship between corporate governance and executive compensation. For
example, shareholders in large UK companies have relatively strong
powers to control top managers and their compensation through remu-
neration committees and other devices. Principal-agent theory predicts



