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Does the Intensive Board Monitoring Always

Improve the Shareholder Wealth?
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HEZ tjg|elo]&s}of o]AlS](board of directors)= 7 FAF] AV F&FT &
& &5kl 719 W AR S Felslelr] et Al FAEA = Ahx
Elo] frth(ensen, 1986). 53], o]AF2] W Ak]o]AKoutsider directors)+= FHA] 7152
2HA FA| 2A ofsflE = Ql=H, ol 5 B AR} SH A A E R eE =
A4 B o] Qo= AHEAIR oA AHAIE9] WS A3tsh] flal A=4o= o

ZRIEAE FE&T A& H/317] wfiZo|th(Weisbach, 1988). o]of| we} g2 7]
& ATE2 oA Ui ARQ|olA} vIFo] F7IEkE Gt Higt A7 sl A
3}E)a1, o] & ol 22717 HAIE 2= Q18-S A4S (Shivdasani, 1993), BFA|F
2T AT oA Y] A 715 A 7R o 3 ARl ale g Ahget
Aoleh= AF4 tieQlol&xt tha AFH AsiE AAlskaL qlok. A ste] WA,
e At AR 7F A QA 919 3] 93-S B A AU A Bl &

A EEEU S FYAZ 5 Qlrks Fgo] ZATITHBurkar et al,, 2003 Cheng,

Sh=tll, T3t o|ALE] O] A7) Fo] o] 2|gt BE o] SRl 2aS oFStAI ¢
25 viAE = glok EA, o]AFE| 9] ZHAT 750 Ak Ak Q] B G oArA ] 4
e et A=F 207158 S 4= itk o] A3t o|ALE], E3,
AF@Jo] A= ZHA] 7] %-(monitoring function)¥RE ofu]g} Hekd 2el7|5 5w SA9

o= o2 dHA e, FHE AL F 7 7l ol S EATE 24
= Ao|t}. Adams and Ferreira(2007)2] A& ©|ANS] Q] ZHA|7]50] AUR|A| 7
Spes A9 AGARE F4E 4+ U PRe] o o] PATORM A
2750l oFetEo] Azl Adere] o 2o ofeol S 5= e
EFHoR olelat Wi} 170 2 e vlA 4 S Tl
SCHFaleye et al,, 2011), RA[EfO.2 X O R BA) . Thefel 712 B Y
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o7 glelgit), UhA o7 tf2|RIEA| O] 182 5743 shutke] A Ao ¢
L A o] oF@Kone size does not fit all) ThYeF 714 WR-EA T} of e} Aull 2 4
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2 A= oAl o] A=2Q AV s Huh A 3] A #3tst7] S8l o)A
W ZHA] 9] 3] (monitoring committees) o] A4 AFQ]O| A} H]Fof S Ykt
(Faleye et al., 2011; Black and Kim, 2012; Byun et al., 2013). Adams and Fereira(2007)
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Fagel B, AAAT hFF AL L] ASUSE FBIEE o=
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S2 ot low Bawglch Aeishu, olAtsle] A3A G 7]
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o ol mE XulTx FH7L SR Fejo] oJEshA) ke Aojeks ol24,
A ST QUAHESHE A0 olaE 4 Itk F/HH o ojejst WAl
F24 397 o)A} o] F9] Aol7t Yo}, § HAA Azo] o x3lo] 7
A7Vl et BAAke] /S MERA e AYI7E H9e SIS 4= Uglch
ah, Wi Ao wlx) = wahE BRIT AT, 719, @R e By

A2 ti2]lo] &2 ol olAkE] 9] A 7152 thel Al vfeoll 24e 3
F0] F 7159 A3t =371 AL AFHof A o' A olE 7HATE & 4 U=A
T} B 5}o] Weisbach(1988)2] A= o] AFE] U] Afe]o]Ale] H]Z:
WA 7re] BAE FRIsHA=T, AFeJolAL HIF O] =& 71l A]
PR A WFFE=TF SRS ol vl aEA Q] A9l HEel 5
F7HA] Alare]| FA 20l aE 7S F431 T} Byrd and Hickman(1992) 2] &
T= 719 S Al o] ALS] W ARQ] o] AL HIF0] & wlj4=7] ¥ (bidding firms) €]
FAE] ¥ A Yehd= AASHAH. o5 v o= ALLJo|At =252
dizlste] a4l FIIrEES Fedile dde a3 AL
Cotter et al.(1997)9] A= 71 S7Hm Al Wi =7] A (target firms) &] o] AFS] U
Ar&Jol AL B F0] & A9 F=7EA7 H A4 A E 4= S-S AXBEIT. o]

5o ARt 73 3h ok BANT 5 ol AGoAEHol BT AP A
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SlolAbrt £50] 9 futstel AGAte] el RAS AV OR AAT 4
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Z © & Adams and Ferreira(2007), Faleye et al,(2011)2] S
= H50] o|ALSE B AU A 75 A A GAreke] A H Sk 7B
OJAAA O] e o] £ ofstA|A 25]2 7|47 x| of A FFFe nE 4
U o] A, AFAH Loz glskar ik B, Byun et al. (2013) 9] A= =W
ARZAPEO A AU E T olAkE] 9] A7l AatEe= 747 HAI 7}
MAE = &S AU o2 et &2 A18=71e] A S dulde 5
Aoz gt AxI=7iel g ¥ - Ao nH| 2 Qs £} E & (investor protection)
O 22 Al B grEo] Hol ARH|A Yoz Qg A8, =Y A sfjo] 2]
EA7F 712E 4 glon, JEE 48 %5} XujFF(controlling shareholders)
B, B QA EAE T A2 R B IS AEA L
BEA R 2FohA] 7] dlZofl Wi Aullt2 2 A o]ALS] o] A 7]5] A e
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714l A s Aotk (7HA 3-1).

olefgt AlZtIt g Q27 dA 7190 A w AEAA L= Qs
Gz1e] T g 1A B 7hsAlo] A5 Ao 2 oAk 4= QlthAslan et al,,
2011), 53], AL2 A0 W af EApAF B =30l of el A 57to] vl FoFgt
U AEAY] FAE T o, o]gh &

A &2 BeAS U5 7E 5 vk 7HY, A- 271D A 2] 71 oA Al
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FEE|A Aol 7]1Q1%E AZAIFS RSS2 T2 THoE AR
o 718 RAAko = gto] et A0 R SelA ek, Be, Bl g 2
7= dEel#A A4 23E 7H 9= th(ensen and Meckling, 1976). 74 QA=
A4 A et WA A2 E s BHYFAE Tl A EgS =Y &
A& HAgteh, shAvE Fafn] &0 S7k= o] 83 FAR R o] Sl = ¢

et A9 tf 2]l Al A THe S dashe Ao ® odEA ok B
A

OFE B3 ol ol MK B9 A9 58 FsT Al

A

=
Z=%hH(bonding mechanisms) & & HY S £33+ 232D 83 7F=A = WA St
7

THGrossman and Hart, 1982). 0]

otk gHH, 2 HAMIERE <l APt oAb ApEu] 8-S Faljof sh=
7392 Aol A A BA71 55 BAg| oo A& FYHTFS
Hak frelo] A3kd Aoz difo] 7Hgsttt, o]2fgh =ofste] w3t o] Ak ¢
A 7150l A 247155 FSAI7)aL, AUAA H4AQl B2 2EED] Q.
& TS A Hg- 2358 F7HA] A A} 548 Vs A WAR
o} gElatd, FAo] A FEavtet a8l AP 9] ey

= FTHHeR 3 o, olALS] o] FA7|sol FF7HAE MMAAT= Bk

RAfulgo] £ 7ol Al T3t AOITHIIA 4,

7] 4 BAYH] 0] 422 7] Qo Afi= 0JAF5]9] HFE 9] 747 0] FEFEIIAE
TR 7= G} 7S Z oo
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ol Fthelth= A% HA4E 2 A dEsoll Qo] A< oo 49
Shi= gepfo|t), wheba] 4201/ 9] QMg o] WA W 710l A] olALR)7} A
T HAT s Ao = A AEle] Z5 oSk = El= 797 2
3|8 okshAZ 7154 o] YA, Jensen and Meckling(1976) 2] A= 2] QA&
ol3) 71Yo] Hedajoksl= 37129l H]E Q918 7HAH]&(monitoring costs), H.2H]
(bonding costs), Frof&A (residual loss) 2 U-=0] Argstal Qlrt, of2fgh WeofjA]
AF0] df2|QIH] g2 A ofAlS|e] A7 |5 Zslol| ulshe Hl8AIES S5
AsfiAl= A of o] EhEE ool & Flo|tk, of2|3t B4 IeA| R A%
ofli FxAHC R FAT S Hoohe 49 gt vl-EAIE0 Higt =
T 52 FAAEERE ouE 7= WARL ol =oEsE A
o290 ZFA|7]5-0] Holo] FFTFE| B0l 2 7oA At em WA Q

Algol whet 5 750 FF7HAE A7 = B s Ao|th7 e 5-0).

Mace(1971)= ©|A]7} 714 8] 91714 ollA A P3& Ao wAte=
A A RJIEAIE &5t A=A A A3] 25 Aol ARt A FrrE ol o
QF o|Absl o] HekE 217]Eo] ZIF7HAIE SHAIT = Al 2REES
T ol H % TS 3,
ek o] ALS] O] A7 5 2518 old o] B 0] S E = ARollAl ek
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7 olaRlel A3H BAlS

A3 F HA7 55 75t U3 2 AR A3, AFfol A= ]93], B9
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(Table 1) Definition of variables

This table shows the definition of variables,

Variable Definition
Average of the portion of outside directors belonging to the
BMI monitoring committee (audit, outside director nominate, compensation)

among total outside directors

Average ratio of outside directors (outside directors/total directors)

Blvﬂ(bmpo . . . :
in each monitoring committee
Total number of monitoring committees in which outside
Blvﬂchelir . . i
directors are chairman
. Firm value[=(market value of equity+book value of debt)/book
TobinQ
value of total asset]
Dividend Payout policyl=(cash dividend+share repurchase)/total asset]
Free cash flowl=(operating income-corporate tax-interest expense-dividend)/
FCF ’
total asset]
Intangible | Opacity of asset[=1-(tangible asset/total asset)]
Age Firm age[=natural log(current year-foundation year+1)]
Leverage | Leverage[=debt/total asset]
Character Volatility Uncertainty of cash flow[=standard deviation of daily stock

returns for the past one year]

Price-cost | Product market competition[=Sales divided by operating costs in
Margin | each industry (3-digit Korea Standard Industry Code)]
Block | Ownership of blockholders (controlling shareholders, their relatives)
Institution | Institutional ownership who own more than 5%, otherwise zero,

Dummy variables that take the value of 1" if firm characteristics

Character dumm .
Y (Character) is over the median in the sample, otherwise zero,

Dummy variables that take the value of ‘1" if firm characteristics
High Character dummy | (Character) is in the highest tertile in the sample, otherwise
ZEr0,

Dummy variables that take the value of 1" if firm characteristics
(Character) is in the median tertile in the sample, otherwise
zero,

Median Character
dummy

Dummy variables that take the value of ‘1" if firm characteristics
Low Character dummy | (Character) is in the lowest tertile in the sample, otherwise

Zero,

Size Log(total assets)

ROA Net income/total assets

Risk The past five years standard deviation of return on assets,
Invest (CAPEX+R&D expense)/sales
Growth The average of sales growth over the past five years.

Dummy variable that takes a value of 1 if the total asset is

Asset dumnn 1 ‘g .
Y more than 2 trillion won, 0 if otherwise
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(Table 2) Structure of monitoring committees in board

This table shows the structure of monitoring committees in board focusing on the outside

directors,
Qutside
Audit director Compensation
Total . : .
committee | nominate committee
committee

Proportion of firms that

installed the monitoring 0.2381 0.2212 0.1415 0.0354

committees

Proportion of firms that
include outside directors in the 0.2342 0.2204 0.1413 0.0297
monitoring committees

Average proportion of outside
directors included in the
- . 0.0938 0.1845 0.0788 0.0203
monitoring committees among

all outside directors(=BMI)

Average proportion of outside
directors in monitoring 0.0993 0.2073 0.0894 0.0011
committees

Proportion of firms whose

outside directors serve as
. . 0.2062 0.2019 0.0428 0.0206
chairman of the monitoring

committees

(3 3) 9] Panel A= AFEARF | 230d M+F
ok SEAL (3E 2) ol Al BFQlE HEeE o] A ARQ| o AL F AU B o] 7
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(Table 3) Summary statistics and correlations

This table shows the summary statistics (Panel A) and correlations (Panel B) of variables, BMI
is the average of the portion of outside directors in each monitoring committee (audit, outside
director nominate, compensation) among total outside directors. BMlcompo is the average ratio of
outside directors (outside directors/total directors) in each monitoring committee, BMIgyy;r is the
total number of monitoring committees in which outside directors act as a chairman, TobinQ is
computed by the market value of total asset (market value of equity+book value of debt)
divided by book value of total asset, Dividend is calculated by payout amount (cash dividend
plus share repurchase) divided by total asset. FCF is the free cash flow (operating income minus
corporate taxes, interest expenses, and dividend) divided by total asset, Intangible is the value of
one minus the ratio of tangible asset to total asset, Age is the natural log of firm age (current
year-foundation year+1), Leverage is the ratio of debt to total asset, Volatility is the standard
deviation of daily stock returns for the past one year, Price-cost margin is the sales divided by
operating costs in each industry (3-digit Korea Standard Industry Code). Block is the ownership
of blockholders (controlling shareholders, their relatives). Institution is the ownership of
institutions who own more than 5%, otherwise zero. Size is the natural log of total asset. ROA is
computed by net income divided by total asset, Risk is the standard deviation of return on assets
for the past five years, Invest is computed by the investment expenditure (CAPEX+R&D
expense) divided by sales, Growth is the average of sales growth over the past five years, Asset
dummy is the dummy variable that takes a value of 1 if the total asset is more than 2 trillion

won, ‘0" if otherwise, The highlighted coefficients are significant at least at the 0,05 level,

Panel A: summary statistics

Variable Obs Mean Median | Std.Dev Max Min
BMI 4,855 0.0938 0.0000 0.1815 1.0000 0.0000
BMIcompo 4,855 0.0993 0.0000 0.1929 0.6933 0.0000
BMIchair 4,855 0.2653 0.0000 0.5827 3.0000 0.0000
TobinQ 4,855 1.0277 0.8902 0.5583 7.3278 0.1883
Dividend 4,855 0.0114 0.0067 0.0195 0.3210 0.0000
FCF 4,855 0.0075 0.0123 0.0676 0.3844 -0.7413
Intangible 4,855 0.6769 0.6884 0.1879 1.0000 0.0189
Age 4,855 3.4774 3.6109 0.6224 4.7449 1.0986
Leverage 4,855 0.4418 0.4485 0.1972 0.9889 0.0006
Volatility 4,804 0.0319 0.0297 0.0120 0.1256 0.0064
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Price-cost margin 4,855 1.0746 1.0638 0.0680 1.5602 0.7276
Block 4,846 0.4171 0.4140 0.1660 0.9354 0.0000
Institution 4,855 0.0359 0.0000 0.0841 0.7978 0.0000
Size 4,855 26,4546 | 26,1749 1.5090 32,3971 | 22.7584
ROA 4,855 0.0235 0.0359 0.1053 0.9141 -0.9153
Risk 4,855 0.0714 0.0329 0.2114 6.2482 0.0001
Invest 4,855 0.0592 0.0303 0.0980 1.8562 0.0000
Growth 4851 | 0.1478 | 0.0757 | 05078 | 9.2687 | -0.4230
Asset dummy 4,855 0,1182 0,0000 0.3229 1.0000 0.0000
Panel B: Correlation
Variable BMI BMlcompo | BMlchair | TobinQ |Dividend| FCE |[Intangible
BMIcompo 0.9122
BMlchair 0.8290 | 0.9015
TobinQ 0.1622 | 0.1715 | 0.1746
Dividend 0.0528 0.0566 0.1082 0.2737
FCF 0.1111 0.1173 0.1145 0.1075 0.2065
Intangible -0.0237 | -0.0368 | -0.0306 | 0.1009 0.1016 | 0.0394
Age -0.0421 | -0.0331 | -0,0358 | -0.1641 | -0.1071 | -0.0929 | -0.0598
Leverage 0.1015 | 0.1323 | 0.0992 | 0.0949 | -0.2639 | -0.2271 | -0.1508
Volatility -0.0784 | -0.0867 | -0.0916 | 0.1486 | -0.1944 | -0.2431 | 0.0431
Price-cost margin| 0.0514 | 0.0572 | 0.0748 | 0.0719 | 0.1528 | 0.1705 | 0.1212
Block -0.1096 | -0.1290 | -0.1427 | -0.1540 | 0.0114 | 0.1258 | -0.0246
Institution 0.0737 | 0.0899 | 0.0640 | 0.0375 | -0.0115 | 0.0609 | -0.0172
Size 0.5573 | 0.6727 | 0.6191 | 0.1246 | 0.0657 | 0.2541 | -0.0782
ROA 0.0890 | 0.1017 | 0.1005 | 0.0731 | 0.2821 | 0.7214 | 0.0386
Risk -0.0565 | -0.0637 | -0.0517 | 0.0827 | -0.0714 | -0.2759 | 0.0542
Invest 0.1074 0.1044 0.1129 0.1562 0.0112 | -0.0603 | -0.1421
Growth 0.0137 0.0167 0.0227 0.1183 0.0095 0.0185 0.0539
Asset dummy | 0.6087 | 0.7734 | 0.7070 | 0.1374 | 0.0511 | 0.0962 | -0.0547
Variable Age Leverage | Volatility Price—c.ost Block | Institution Size
margin
Leverage 0.0018
Volatility -0.0230 | 0.2521
Price-cost margin| -0.0752 | -0.2223 | -0.0860
Block -0.1107 | -0.1617 | -0.1295 | 0.0646
Institution -0.0015 | 0.0438 | -0.0499 | -0.0427 | -0.0911
Size 0.0245 | 0.1405 | -0.2617 | 0.0643 | -0.0710 | 0.1824
ROA -0.0556 | -0.2892 | -0.2748 | 0.1273 | 0.1558 | 0.0681 | 0.2440
Risk 0.0043 | 0.0376 | 0.2523 | -0.0329 | -0.0976 | -0.0141 | -0.1801
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Invest -0,0441 | -0,0325 | 0.0336 0.0830 | -0.0711 | -0.0235 | 0,0930
Growth -0.3454 | 0.0465 0.0481 0.0140 | -0.0007 | -0.0079 | 0.0154
Asset dummy | -0.0115 | 0,1467 | -0.0703 | 0.0344 | -0.1703 | 0,1063 0.7285
Variable ROA Risk Invest | Growth
Risk -0.2906
Invest -0.0500 | 0.0763
Growth 0.0054 | 0.0720 | 0.0643
Asset dummy | 0.0925 | -0.0546 | 0.0886 | 0.0028

FEAEONA ] S thElshs 7HA-H]8 mFX(Price-cost margin) @] HwtS-
oF 1.0746 2.2 UERGT) dlFF A ES(Block) 2] Hit2 9F 041712 T o] =
Ul AHEAE U 79 Ee] AFE 2672 FHE AT IS Al FelAA
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71 A gl AR S tefshe A 5ERt el RoA) 9] 3
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(Table 4) Effect of board monitoring on firm value

This table shows the effect of board monitoring on firm value, As dependent variable, TobinQ
is computed by the market value of total asset (market value of equity+book value of debt)
divided by book value of total asset, BMI is the average of the portion of outside directors in
each monitoring committee (audit, outside director nominate, compensation) among total
outside directors, Size is the natural log of total asset. Leverage is the ratio of debt to total asset.
ROA is the ratio of net income to total asset. Risk is the standard deviation of return on assets
for the past five years. Invest is computed by the investment expenditure (CAPEX+R&D
expense) divided by sales, Age is the natural log of firm age (current year-foundation year+1),
Growth is the average of sales growth over the past five years, Asset dummy is the dummy
variable that takes a value of 1 if the total asset is more than 2 trillion won, ‘0" if otherwise,
Industry effect is the industry dummy variable, Year effect is the year dummy variable. The
numbers in the square brackets are z-statistics computed by Heteroscedasticity-consistent
standard error, ** ** and * mean the significance at the 1%, 5%, and 10% level, respectively.
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oLS Lagged Fama and 2SLS approach
Variable variables MacBeth 1 stage 2 stage
Model(1) Model(2) Model(3) Model(4) Model(5)
0.3842* 0,9452%** 1.2188** -0.6258"* 0.5534*
Constant
[2.43] [5.99] (3.62] (-8.77] [1.80]
BMI 0.3096*** 0.3078** 0.3075%* 0.4115**
(predicted) [5.55] [6.21] (5.99] [2.53]
. 0.0145* 0.0023 0.0160** 0.0305%* 0.0073
ize
[2.26] [0.37] [2.49] [13.09] [0.54]
0.3945*** 0.4046%* 0.3957%* 0.0216** 0.3911%*
Leverage
[9.37] [9.54] (11.57] [2.01] [9.33]
0.5952* | 0.2756* | 0.7181% -0.0058 | 0.6010%
ROA
[4.52] [2.04] (2.97] (-0.29] [4.66]
Risk 0.2696%* 0.1922%** 0.5939** 0.0053 0.2670"*
is
[3.92] [3.08] (2.78] [1.02] [3.88]
0.6635%* 0.6244%* 0.7481** 0.0753%*** 0.6556™**
Invest
[5.18] [5.16] [4.14] [2.85] [5.07]
A -0,0858*** -0.0766™** -0,0850™** -0.0093** -0,0844***
e
: [-5.05] [-5.01] 7.96] [-2.49] [4.75]
0.0535%* 0.0575%* 0.0665*** -0.0030 0.0543***
Growth
[2.74] [2.85] (3.64] [-0.61] [2.76]
0.2403***
Asset dummy
[20.91]
Year/lfldustry Included Included Included Included Included
effect
N 4,851 4,746 4,851 4,851 4,851
R’ 0.183 0.161 0.193 0.421 0.182
Durbin statistics 0.5409
Hausman-Wu statistics 0.5424
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(Table 9) Effect of board monitoring on payout policy

This table shows the effect of board monitoring on payout policy. As dependent variable,
Dividend is calculated by payout amount (cash dividend+share repurchase) divided by total
asset., BMI is the average of the portion of outside directors in each monitoring committee
(audit, outside director nominate, compensation) among total outside directors, BMIcompo is the
average ratio of outside directors (outside directors/total directors) in each monitoring
committee, BMIcnair is the total number of monitoring committees in which outside directors act
as a chairman. Size is the natural log of total asset. Leverage is the ratio of debt to total asset.
ROA is the ratio of net income to total asset. Risk is the standard deviation of return on assets
for the past five years. Invest is computed by the investment expenditure (CAPEX+R&D
expense) divided by sales, Age is the natural log of firm age (current year-foundation year+1).
Growth is the average of sales growth over the past five years, Industry effect is the industry
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dummy variable, Year effect is the year dummy variable, The numbers in the square brackets
are z-statistics computed by Heteroscedasticity-consistent standard error, **, ** and * mean the

significance at the 1%, 5%, and 10% level, respectively.

Variable Model(1) Model(2) Model(3)
Constant 0.0154% 0.0211%* 0.0342%
' [2.60] (3.24] [4.97]
0.0049%
BMI
[2.87]
BMLL 0.0062***
compo [2.78]
BML 0.0043%
Chair [4 22]
. 0.0002 0.0000 -0.0005**
Size
[0.93] [0.04] [-1.96]
L -0.0196" -0,0197% -0,0198"
everage
8 [12.87] [-12.79] [-12.96]
ROA 0.0388** 0.0390*** 0.0394**
[9.30] [9.31] [9.42]
Risk 0.0007 0.0006 0.0003
[0.82] [0.68] [0.31]
Invest -0.0011 -0.0011 -0.0016
) [-0.46] [-0.43] [-0.66]
Ao -0,0024% -0,0024* -0,0023%
(&
° [-5.62] [-5.59] [-5.53]
-0.0007* -0.0007* -0.0007*
Growth
[-1.91] [-1.88] [-1.90]
Year & Industry Included Included Included
effect
N 4,851 4,851 4,851
R’ 0.165 0.166 0.173
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Abstract

This study investigates the effect of intensive board monitoring, which
is measured by the structure of monitoring committees (audit committee,
outside director nomination committee, and compensation committee) in
the board, on the shareholder wealth in Korea. More importantly, we
confirm how this effect can be changed by the various firm
characteristics related to the managerial incentives and the efficiency of
corporate control mechanisms. Based on this approach, we provide the
alternative arguments to the multilateral views to understand the
benefits and costs of board monitoring in emerging markets. Empirically,
we find that the high proportion of outside directors in monitoring
committees has the positive effect on the firm value. However, this
effect decreases or disappears as firms' age, leverage ratio, volatility of
cash flow, competitive threats, and the ownership of controlling
shareholders increases, while the effect gets stronger as firms’ free cash
flow, the opaqueness of assets and the ownership of institutions become
greater. These results mean that the value enhancing the effect of board
monitoring depends on the firm characteristics which are closely related
to the possibility of agency problem and the necessity of growth
strategy of the firm. Additionally, confirming the effect on payout
policy, we obtain the similar result in the interaction between board
monitoring and firms" age, volatility of cash flow, and ownership of
controlling shareholders.

Looking beyond this study, our results support the argument of prior
literature which suggests that the one size does not fit all: the agency
problem will not be solved by one specific control mechanism, therefore
we should consider the practical complexity of corporate management

and various factors.

% Key words: Monitoring committees in the board, Outside director,
Firm characteristic, Firm value, Dividend policy





