0 Pay In Korea: An Intersection of

uIture and Corporate Governance?

Kon Sik Kim (Seoul National University)




.E“
NTENTS

NTRODUCTION
TATE OF CEO PAY IN KOREA
. | CULTURE: CONFUCIAN LEGACY?
eir-v CORPORATE GOVERNANCE
:'f » \/. CHANGES: STOCK OPTION

* VI. TOPICS FOR EMPIRICAL
RESEARCH

* VIl. CONCLUDING REMARK

2006-05-05




—_—
RODUCTION

‘porate governance discourse
tlnues in the 215t century

Ssues overlap: outside directors,
: 'hareholder suits, etc.

H:Local discrepancy. CEO pay
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RODUCTION

essive CEO pay attracts~attention Ig
ntrles like US and UK

| O pay is generally low, and an
:: sue in Korea
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Why CEO pay remains low in Korea?

—* Two possible answers: culture and
corporate governance
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ATE OF CEO PAY

:;elable statistics on CEO p;ay
;_-;_a e available evidence
= ‘generally believed to be low

* - egalitarianism: small gap between CEO

e

pay and employee pay
- long term incentive ignored
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\CEO Total Pay as a Multiple of
wifacturing Employee Pay
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Source: Towers Perrin 2000 Worldwide Remuneration Database

2006-05-05




O Pay - Inqentive as % of Base Sal i
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Singapore |
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Incentive as % of Base
LTIP: Long-Term Incentive Sal ary

STIP: Short-Term Incentive Source: Towers Perrin 2000 Worldwide Remuneration Database
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s
alary of CEOs of Listed Firms (2004)
3: Annual Reports (2005) ~.

(Won: 1000 Won=US$1)

2,287,785,000,000 1,260,067,000,000

62,055,336,440 91,739,109,212
75,716,000,000 31,247,000,000
209,798,000,000 125,033,000,000
24,036,000,000 22,425,000,000

19,453,000,000 11,790,000,000
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.
ay of Two Larger Listed Firms

(Won: 1000 Won=US$1)
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~ 99,000,000

168,000,000
168,000,000
152,741,930
276,000,000
276,000,000
311,201,600

NA
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89,340,000
102,180,000
153,468,000
175,672,000
132.315,200
293,112,000
279,496,600

NA

188,340,000
270,180,000
321,468,000
328,413,930
408,315,200
569,112,000
590,697.600
NA

NA

NA

NA

NA
286,000,000
414,700,000
595,200,000
618,240,000

NA

NA

NA

NA
286,000,000
414,700,000
595,200,000
618,240,000




—_—
ATUS OF CEO PAY

Iy of Samsung Electfz)n_ics

_iIIion Won for six top executives
JS$ 8 million each): 2005

== *“about 10 times as much as executive pay
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~ of LG Electronics, its rival in Korea
—* Why do they pay so much?
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;-NFUCIAN LEGACY?

re may play a significa-r-mt _role N
termining people’s perception of money,
and thus the level of CEO pay.
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= Confucian influence in Korea is strong
== even among Asian countries
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"CONFUCIAN LEGACY?

—
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Religion in Korea

0.7

0.4

1.4

Buddhist Protestant Catholic Confucian

Religion

Won-
Buddhist

Others




The superior man
understands
righteousness; the

inferior man
understands profit.
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CONFUCIAN LEGAGY?

;uian legacy not to be exaggerated
"nge of Korean society
a dmonition against money is not limited to
onfumanlsm alone
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CORPORATE GOVERNANCE

i e difference in owneré-hi[_a structure
._50 to difference in the kind of scandals

“ gl potheS|s difference in ownership
= tructure (=existence of controlling SH)
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==

-3 affects CEO pay?
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CORPORAIE GOVERNANCE™

esence of controlling SH may affect
:0 pay in ways:
wner manager more interested in
brivate benefit of control (PBC)
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3 ‘underdevelopment of the market for
professional managers
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CHANGES; STOCK-OPTION™

ad of stock options

/o were granted in Korea’s IT boom
ars(1999 ={alo 24010]0)

mployed In 118 out of 675 listed firms as
of2002
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1997 1998 1999 2000 2001 2002

15 51 54 S57
20 55 57 61

Total 35
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.E‘g
S TOCK OPTION: cases

Imsung Electronics: Yoon made more
$14 million in 2005
{ookmin Bank: Kim made $10 million —

:a onated $5 million
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.i--ﬂ': Woorl Bank: Hwang had to give up stock
~ option worth $1 million

* EXxistence of strong sentiment against high
CEO pay
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PICS FOR EMPIRICAL
SEARCH

the level of CEQO pay rise if PBEis restrained?

1€ e level of CEO pay higher in firms without the
roIImg shareholder?

does the CEO pay rise with the development of the

— rket for manager?
—-*“h':.]sthe percentage of stock options in the CEO pay

- package higher if the portion of foreign shareholders
goes up?
* |sthe CEO pay on the increase in Korea? If yes, what
are the reasons for such increase?
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ONCLUSION

‘Pay may be related to cul'ture

Jorate governance may better explain
oW CEO pay in Korea

.,E" ssence of controlling SH may be the

— most Important factor in restraining CEO
pay

* What happens to CEO pay, if controlling

SH disappears?
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