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An Economic Analysis on the Circular Equity Investment

Hyun Jong Kim

I examine the properties of the circular equity investment that is the investment in the
form of rings. At the first, I theoretically research how the circular equity investment
affect to the ownership-control disparity of a business group. When the investment cycle
is formed, cash flow rights , the ownership, of all affiliated firms are increased while the
voting right, the control right, of only the last affiliate is increased and others’ voting
rights decrease. Therefore the circular equity investment raises the last affiliate’s
ownership-control disparity but decreases other affiliates’ ones. I show that, because of
this attribution, the circular equity investment has ambiguous effects on the
ownership-control disparity in the business group level. Secondly, I point out that
“fictional capital” is created not from the circular equity investment but from any equity
investment. I show the empirical case that the fictional capital ratio of a business group
with the simple M-form structure is greater than one of the business groups with circular

investment structures.

Key words: Circular Equity Investment, Cross Ownership, Ownership-control Disparity



