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The Efficiency of Korean Chaebols as Internal Capital Markets

i mE(Takao Iijima)
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Abstract

This study considers “chaebols,” or Korean industrial conglomerates, which have
characteristics common to that of Asian enterprises, wherein ownerships and controls
are concentrated in the owner managers and business lines are diversified through
multiple group companies. Based on the model in which the level of investments in each
group company is determined in order to maximize the sum of the corporate values
comprising pecuniary values as well as non-pecuniary private benefits, we compare and
analyze the resource allocation patterns and efficiencies achieved through external and
internal capital markets. The result reveals that the transfer of resources through
internal capital markets are biased by the total amount of resources initially endowed
in the entire economy, whereas the transfer of resources through external capital

markets are biased by marginal private benefits of the owner managers.
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