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Abstract: This study examines the dynamics of owner behavior, agency costs, and M&A outcomes
in the Korean market, aiming to explore how ownership concentration influences conflicts among
principal groups and impacts M&A performance. Using empirical data from Korean M&A transac-
tions, we analyze the effects of ownership concentration and cash payment preferences on firm value.
Our findings indicate that while ownership concentration can reduce owner–manager conflicts, it
heightens principal–principal conflicts, especially with moderate ownership, weak governance, or
financial distress. Control-focused owners prefer cash payments, which can lower acquiring firm
announcement returns under high ownership concentrations. Effective governance is crucial for
fostering responsible decision-making and sustainable practices in M&As. This research underscores
the importance of balanced ownership structures and robust governance mechanisms in mitigating
agency conflicts and promoting sustainable M&A performance.

Keywords: ownership concentration; mergers and acquisitions (M&As); principal–principal conflict
(PP conflict); corporate governance; cash payments

1. Introduction

This study investigates the relationship between ownership concentration and corpo-
rate value, focusing on the dual role of agency conflicts in merger and acquisition (M&A)
data. Principal–agent (PA) conflicts arise when managers (agents) prioritize their inter-
ests over those of shareholders (principals), potentially leading to inefficient management
practices. Conversely, principal–principal (PP) conflicts occur when major shareholders
use their control to extract private benefits at the expense of minority shareholders. While
the literature [1–3] suggests that concentrated ownership can mitigate PA conflicts, it may
exacerbate PP conflicts. As ownership concentration increases, the largest shareholder is
also likely to gain private benefits through control, even if it dilutes minority shareholder
wealth [2,4]. Both types of conflict are known to influence various firm aspects, including
capital structure [5,6], financing decisions [7], and M&A outcomes [8].

This study aims to address the research gap regarding the simultaneous effects of PA
and PP conflicts on M&A performance, examining the behavior of owners contributing to
PP conflicts, particularly in conditions where such behavior is likely.

Firms in emerging markets typically have weak governance [8] and high ownership
concentrations [9]; consequently, controlling shareholders often actually control corporate
management [10]. By prioritizing their own control or seeking personal gains, dominant
shareholders can trigger conflicts of interest with other general shareholders (PP conflicts)
and potentially adversely affect the company’s management performance.

Family members or controlling shareholders, who often serve as principals in PA and
PP conflicts, prioritize maintaining control over their firms [1,3]. Mergers and acquisitions,
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especially those that involve stock payments, can alter a firm’s ownership structure. Thus,
the payment method in an M&A transaction becomes more than just an investment decision;
it is also a control decision for the owners. Focusing on this dimension, this study explores
the relationship between M&A payment methods and owners’ control-retention motives.

A decision by an owner with moderate ownership to opt for cash-only payments
in an M&A is likely driven by control concerns, which could increase PP conflicts. The
market tends to react negatively to M&A announcements, particularly if control-driven
decisions result in higher agency costs. This study argues that choosing cash-only M&A
payments is often less about enhancing corporate value and more about satisfying owners’
control preferences. A preference for control can be detrimental to firms that face financial
constraints or cash flow issues. Karampatsas et al. [11] and Yang et al. [12] support this
view by showing that firms with fewer financial constraints are more likely to opt for
cash payments in M&A transactions. Interestingly, this study finds that higher ownership
concentration positively impacts announcement returns for firms whose internal control
mechanisms are not weak and the owner’s stake is not moderate. This finding suggests
that concentrated ownership in such situations may reduce agency costs through effective
managerial oversight.

This empirical analysis utilizes data on M&As in the Korean market between 2001 and
2017. South Korea was considered an emerging market from the early 2000s to the 2010s and
was deemed to have among the most advanced economic and capital market development
in that period. During this time, the average ownership concentration among listed
companies was quite high at 37%, with major shareholders having significant corporate
control. Consequently, research on governance structures [13–17] has been vigorous in
Korea. Han and Shin [17] provide evidence that variables related to corporate governance
(major shareholder and foreign ownership percentages) have a positive (+) relationship
with M&A performance (using cumulative abnormal returns (CARs)) in listed Korean
companies. Moreover, the major shareholder percentage is a critical explanatory variable
in M&A decision-making in Korea; thus, listed Korean companies are a suitable sample
for exploring and empirically analyzing agency problems between controlling and general
shareholders. Further, the study is an initial study on the joint effect of major shareholder
percentages and cash payments on M&A performance and finds significant empirical
results. These conditions make the Korean market fertile ground for attempts to understand
how agency problems affect M&A decisions.

This study contributes to the literature by offering insights into the nuanced effects of
ownership concentration on M&A performance. It provides stakeholders with the tools
required to determine whether an owner’s involvement is aimed at enhancing corporate
value or safeguarding personal control. Its empirical focus on owner behavior in choosing
M&A payment methods deepens our understanding of how different ownership levels
and concerns about corporate control can influence M&A decisions.

The remainder of this paper is organized as follows. Section 2 reviews the literature,
and Section 3 presents our hypotheses. Sections 4 and 5 describe the study’s empirical
methodology and our sample data. Section 6 presents the results of the empirical analy-
sis, while Section 7 verifies the robustness of our results. Finally, Section 8 presents the
study conclusions.

2. Literature Review
2.1. Agency Problems and Ownership Concentration

Jensen and Meckling [5] note that increased ownership concentration incentivizes large
shareholders to monitor managerial activities. However, concentration also enables ma-
jority shareholders to obtain private benefits at the expense of minority shareholders [2,4].
Corporate control incentives are significant factors and influence key executives or major
shareholders’ decision-making behaviors [18]. For example, a major shareholder who
highly values control might ignore a good investment opportunity if they realize it could
alter the company’s governance structure. While concentrated ownership can mitigate
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principal–agent (PA) conflicts [19], it exacerbates principal–principal (PP) conflicts [1,3].
Consequently, the net effect on shareholder value remains unclear. Studies also suggest a
nonlinear relationship may exist between ownership and agency costs [20], underscoring
the need to explore large shareholder behaviors that exacerbate agency costs.

2.2. Ownership and Payment Preferences in M&A Transactions

M&As require larger capital investments compared to other investment opportunities.
Moreover, they can significantly influence the control structure of large shareholders; this is
especially true when stock is used as payment, a method that directly changes a firm’s own-
ership structure. Consequently, in M&As, the largest shareholders have a greater incentive
to monitor management or participate actively in decision-making. Ownership structures
play a crucial role in M&A decision-making processes [21]. Controlling shareholders often
resist stock payments because of the potential dilution of their control [1,18]. They typically
prefer cash payments, not to enhance corporate value, but to preserve their control. This
behavior can significantly increase the agency costs associated with PP conflicts.

2.3. Corporate Control Mechanisms and Owner Behavior

Agency problems can be alleviated through various corporate control mechanisms,
such as the presence of outside directors or foreign investors [15,22,23]. Centralized own-
ership is prevalent in Korea, making such mechanisms essential for minimizing agency
conflicts between controlling and minority shareholders [23,24]. Agency costs are likely
mitigated when alternative corporate control mechanisms are active.

2.4. Cash Payments and Financial Constraints

Financially constrained firms must carefully weigh their options when considering
cash-only M&A payments [25]. Such firms face a trade-off between preserving control
and risking financial distress [26]. Firms with easier access to financial markets have
greater flexibility when choosing payment methods and are less likely to resort to cash-only
transactions [11,12]. Therefore, cash-only payments are generally not advisable for firms
facing financial constraints, particularly if owners seek to maintain control at the expense
of corporate value.

This literature review breaks down the complex relationships among ownership
concentration, agency problems, and M&A outcomes to lay the foundation for a more
nuanced understanding of these dynamics.

3. Hypotheses

Traditional agency theory suggests a negative relationship between agency costs and
ownership concentration [5]; however, this relationship is complicated by the presence
of principal–principal (PP) conflicts. This study focuses on owner behavior, given the
ambiguous results regarding how ownership concentration affects M&A outcomes. Own-
ers motivated by control are more likely to opt for cash M&A payments, increasing the
likelihood of PP conflicts. This leads to the following hypotheses:

Hypothesis 1. In cash-based mergers, ownership concentration negatively impacts merger
performance due to PP conflicts. Specifically, PP conflicts intensify at moderate levels of ownership
concentration, particularly when adequate control mechanisms to monitor major shareholders’
actions are lacking.

At intermediate ownership levels, major shareholders possess sufficient power to
influence company decisions but lack the absolute control to dictate outcomes unilaterally.
This partial control can lead to conflicts with minority shareholders, who may oppose
the decisions favoring the major shareholders’ interests. These conflicts are particularly
exacerbated in the absence of robust governance structures, as there are fewer mechanisms
to mediate disputes and ensure that decisions align with the broader shareholder interests.
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Consequently, this tension can negatively impact corporate performance, as conflicting
interests lead to inefficient decision-making and potential value erosion.

Hypothesis 2. In cash-based mergers, PP conflicts arising from major shareholder ownership are
significantly exacerbated when the company faces financial challenges.

In financially distressed firms, cash M&A payments intensify PP conflicts, as major
shareholders may prioritize control over financial prudence, further deteriorating the firm’s
financial health instead of mitigating principal–agent conflicts [11,18]. The hypotheses
focus on the nuanced effects of ownership concentration and financial distress on M&A out-
comes, emphasizing the need for balanced ownership structures and effective governance
mechanisms to manage PP conflicts and support corporate value.

4. Methodology

We use the sum of the ownership of the largest shareholder and their special rela-
tions (Large_share) as a proxy for ownership concentration. We create a dummy variable,
Cashonly, which equals one if the bidders pay only cash in M&A transactions and zero
otherwise. Hypothesis 1 predicts a negative relationship between bidders’ CARs (cumula-
tive abnormal returns), which measure the total impact of an event on a company’s stock
price by summing the differences between expected and actual stock returns over a specific
period, and ownership concentration when bidders choose cash-only M&A payments.
Therefore, Model (1) is constructed to examine the joint effect of ownership level and
cash-only payments:

CARi = β0 + β1Largesharei,t−1 + β2Cashonlyi,t−1 + β3Cashonlyi,t−1 × Largesharei,t−1

+∑ γkControlvariablesk,i,t−1 + ϵi,t
(1)

In Model (1), we anticipate that the coefficient of the interaction term will be negative
and statistically significant. However, the impact of ownership level on M&A outcomes
remains ambiguous due to its influence on various agency problems [4,9]. Consequently,
when the interaction term is excluded from Model (1), the ownership level effect is not
statistically significant. We propose that owners who prefer cash payments are likely to
exacerbate PP conflicts due to their focus on control rather than enhancing corporate value.
To explore Hypothesis 1, we investigate how equity ownership concentration influences PP
conflict from four different angles.

First, we examine the link between owners’ cash preference behaviors and their
ownership levels. Behaviors vary with ownership levels, becoming more pronounced at
intermediate levels [1]. Faccio and Masulis [18] identify ownership ranging from 20 to 60%
as intermediate and observe that firms within this range tend to prefer cash financing. They
argue that controlling shareholders within this range of ownership have heightened control
concerns. Consequently, the coefficient of the interaction variable in Model (1) is negative
and statistically significant for ownership concentrations between 20 and 60%.

Second, we analyze the relationship between the agency costs incurred by controlling
shareholders and the presence of other corporate control mechanisms. If the results of
Model (1) stem from agency costs incurred by controlling shareholders, ownership concen-
tration impacts diminish or vanish in the presence of active corporate control mechanisms.
External directors serve to monitor the actions of a company’s largest shareholders, who
also act as managers. In the Korean market, a high proportion of external directors on
a board is considered an effective control mechanism [15,22,23,27]. Thus, we assess the
external director ratio (=number of external directors/total number of directors) and hy-
pothesize that the effects of the interaction between ownership concentration and cash-only
payments in Model (1) are negative and statistically significant when the ratio of external
directors is low.

Third, foreign shareholders or investors play crucial governance roles by monitor-
ing the actions of the largest shareholders [28]. In the Korean stock market, foreign in-
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vestors, primarily institutional, are considered effective monitors who help reduce agency
costs [15,22,23,27,29]. However, we find no evidence that variations in the foreign equity
ratio influence Korean M&A decisions. Bhaumik and Selarka [9] observe improved M&A
outcomes in India for bidders with foreign stakes exceeding 26%. To maintain consistency
with prior research, we use 26% as the cutoff for foreign equity. We find no evidence that
variations in the foreign equity ratio influence Korean M&A decisions. Although cutoffs
like 10%, 15%, and 30% yield similar results, we follow Bhaumik and Selarka [9], who
observe improved M&A outcomes in India for bidders with foreign stakes exceeding 26%.
Therefore, to ensure consistency and credibility with prior research, we adopt 26% as the
cutoff for foreign equity. For our critical analysis on ownership levels, we explore ranges
such as 10% to 60%, 15% to 60%, and 20% to 60%. When owners with cash payment prefer-
ences and minimal foreign shareholdings are involved, their ownership concentration is
more likely to intensify PP conflicts than reduce PA conflicts. Thus, in Model (1), we predict
a negative joint effect of ownership concentration and cash-only payments for bidders with
low foreign ownership. When owners with cash payment preferences and minimal foreign
shareholdings are involved, their ownership concentration is more likely to intensify PP
conflicts than diminish PA conflicts. Thus, in Model (1), we predict a negative joint effect of
ownership concentration and cash-only payments for bidders with low foreign ownership.

Fourth, competitive threats in the product market can mitigate agency problems [26,30,31].
Giroud and Mueller [26] suggest that corporate governance’s influence on firm value varies
with the level of market competition. They find that firms with poor governance are more
likely to engage in value-decreasing acquisitions in noncompetitive product markets. Lee
and Byun [16,32] suggest that competitive threats in Korea’s product market can substitute
for internal corporate governance mechanisms. We calculate the Herfindahl–Hirschman
index (HHI) annually for private Korean firms with external audits and listed Korean firms,
classifying industries according to the two-digit Korean Standard Industrial Classification
(KSIC). For robustness, we employ the four-firm concentration ratio (CR4 index), summing
the market shares of the four largest firms in the same industry. Firms are deemed not
facing a competitive threat if their HHI (or CR4) exceeds each year’s median. We anticipate
the interaction variable in Model (1) will have a significantly negative effect for firms facing
fewer competitive threats.

In summary, we suggest that the effect of the interaction variable between own-
ership concentration and cash-only payments is the result of controlling shareholders’
agency costs. If this is supported, the impact should be strong in all four subsamples:
(1) 20–60% ownership concentration, (2) low outside director ratios, (3) less than 26% for-
eign ownership, and (4) low product market competitive threats.

In Hypothesis 2, we address how firm financial constraints impact their ability to
employ cash M&A payments, noting that financially constrained firms struggle with cash
payments [11] and weigh cash payment decisions more carefully due to the trade-off
between control incentives and financial distress costs [18]. Consequently, opting for cash-
only payments likely imposes a burden on financially constrained firms. We predict that
the interaction variable will have a pronounced negative effect in Model (1) for firms with
financial constraints. We employ two measures to assess financial constraints. First, we
calculate the Kaplan–Zingales (KZ) index as per Lamont et al. [33], acknowledging its
widespread use in the literature. However, the KZ index has limited relevance for Korean
firms because it is based on US firms [34]. Lee and Kim [34] introduce an index tailored
to the Korean market, drawing on Almeida et al.’s [35] demonstration that financially
constrained firms are positive and significantly sensitive to the ratio of cash flow to cash
holdings. This index includes the firm’s R&D growth rate, cash and cash equivalents ratio,
and sales growth rate, as these indicators are extremely sensitive to cash flow ratios. Firms
are scored from three points (upper 30%) to one point (lower 30%) based on these criteria,
with the average score serving as a financial constraint index. Following Lee and Kim [34],
we differentiate between the lower 30% (financially constrained firms) and higher 30%
(financially unconstrained firms).
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Moreover, we evaluate the debt capacity of bidders and consider firms with greater
debt capacity as more capable of making cash payments [18]. Debt capacity is measured
two ways: first, through a collateral variable (=property, plant, and equipment (PPE)/book
value of total assets), as proposed by Faccio and Masulis [18]. This is based on the premise
that firms with higher proportions of tangible assets can more readily secure debt financing.
Firms below the collateral variable’s median value each year are deemed to have low debt
capacity. Additionally, we use corporate bond ratings to assess firms’ access to public debt
markets, acknowledging that rated firms have access to public debt markets [11,36]. Faulk-
ender and Petersen [37] observe that firms with access to public debt markets exhibit higher
capital structures than those without such access. Therefore, cash-only M&A payments are
challenging for firms that are unable to secure cash through debt.

Thus, we anticipate that the combined effects of ownership concentration and cash-
only M&A payments in Model (1) are negative and statistically significant for bidders that
face financial constraints or have limited ability to make cash payments. This suggests
that owners balance their control incentives against financial distress costs, a decision that
heightens agency costs as ownership concentration increases.

5. Data and Variables
5.1. Data

Our sample encompasses domestic Korean M&A transactions that took place from
2001 to 2017. We merge two databases to assemble our sample dataset, incorporating firms
and their M&A activities. Financial and accounting data are sourced from TS2000, while
M&A deal data are obtained from the Thomson Reuters Securities Data Corporation M&A
database (Refinitiv’s SDC Platinum). We exclude firms without audited financial reports
and those operating in the financial and insurance sectors (KSIC 64–66).

The inclusion criteria for M&A deals in this study are designed to ensure relevance and
robustness. Bidders must be public companies to ensure the availability of comprehensive
financial and governance data. Transactions must have been successfully completed to
study the actual impact of M&A deals. The deal announcement dates must fall between
1 January 2001 and 31 December 2017 to provide a contemporary analysis. To exclude
excessively small transactions and ensure significant corporate impact, deals must report
transaction values exceeding USD 1 million. Acquirers must increase their ownership
from less than 10% before the deal to more than 40% afterward to capture deals that
significantly alter corporate control, excluding minor stake increases (e.g., a 5% acquisition
is not substantial, especially if the acquirer already holds 30%). Bidders must have access to
essential financial and accounting data and must not be experiencing capital impairment to
allow for robust empirical analysis while controlling for firm characteristics. Additionally,
the bidding and target firms must not belong to the same conglomerate to avoid conflicts
of interest and ensure independent M&A activities are analyzed. For cases where both the
bidder and target are publicly traded, they must not share the same major shareholders or
institutional investors. Bidders must have over 130 price observations during the estimation
period (−208, −9) before the announcement date for calculating CAR. The firms that meet
these criteria result in an M&A dataset that comprises 842 observations.

5.2. Measuring Ownership Concentration

We utilize the common equity shares held by the largest shareholder and their special
relations, such as family members, as a measure of ownership concentration. Additionally,
we consider the sum of the common equity held by blockholders who have at least a
5% stake, excluding the largest shareholder and their special relations, as a control variable.
Table 1 displays the statistics on the ownership structures of Korean listed firms from 2000
to 2017.
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Table 1. Statistics on ownership concentration.

Largest_share Large_share Blockholders_share Foreigner_share

YR N Mean Median Mean Median Mean Median Mean Median

2000 879 23.31 20.10 37.30 36.29 7.10 0.00 4.38 0.13
2001 1036 24.34 21.75 38.20 37.40 6.77 0.00 4.62 0.14
2002 1192 25.14 22.98 39.20 38.62 6.7 0.00 4.62 0.14
2003 1316 25.44 22.92 39.82 39.59 6.34 0.00 5.92 0.28
2004 1346 26.24 23.77 39.88 39.15 7.25 0.00 6.95 0.19
2005 1376 25.26 22.86 37.84 36.88 6.00 0.00 7.80 1.08
2006 1452 24.91 22.58 37.41 36.24 6.31 0.00 7.77 1.00
2007 1505 24.89 22.14 37.06 36.31 6.35 0.00 7.61 1.23
2008 1554 25.59 22.75 38.06 37.58 6.81 0.00 6.07 1.01
2009 1513 25.84 23.27 38.64 38.07 6.37 0.00 5.41 0.54
2010 1510 26.79 24.05 39.81 39.26 6.49 0.00 5.89 0.72
2011 1526 27.18 24.22 40.37 39.97 6.26 0.00 5.89 0.90
2012 1561 27.40 24.71 40.31 39.48 6.50 0.00 5.99 1.08
2013 1561 27.81 25.00 40.31 39.60 6.55 0.00 6.43 1.44
2014 1589 27.85 24.99 40.12 39.43 6.69 0.00 6.80 1.87
2015 1617 27.65 24.87 39.46 38.93 6.63 0.00 6.69 2.12
2016 1684 27.64 24.62 38.91 38.44 6.30 0.00 7.03 2.54
2017 1757 27.97 25.00 39.13 38.60 5.97 0.00 7.28 2.53

Average 1476 26.35 23.67 39.09 38.44 6.52 0.00 6.40 1.11

“Largest_share” denotes the ratio of the largest shareholder’s common equity. “Large_share” denotes the sum
of the common equity shares of the largest shareholder and that of their special relations. “Blockholders_share”
denotes the sum of the blockholders’ common shares other than the largest shareholder and their special relations.
“Foreigners_share” denotes the ratio of the common stock that foreign investors hold.

Table 1 reveals that, between 2000 and 2017, on average, the ownership held by
the largest shareholder (Largest_share) is 26.35% and that held by large shareholders
(Large_share) is 39.09%. Each variable has minimal variance between the mean and
median values for any given year, suggesting that ownership concentration in Korean firms
remained stable throughout the 2000s. A comparison of data from the early 2000s with that
utilized in this study indicates that, despite an almost 70% increase in the number of listed
firms, the ownership concentration level has consistently been around 40% for controlling
shareholder ownership. The “Large_share” variable, which includes the shares held by the
largest shareholder’s family, serves as a proxy for ownership concentration.

5.3. Control Variables

This study incorporates control variables consistent with the literature on CARs
around M&A announcements, including the public status of firms, relative transaction
value, and acquirer’s book size [36,38]. However, data on the number of bidders, which
would indicate the levels of bidding competition [38,39] and takeover defense [39], are not
available. Thus, we assume a single bidder for each M&A transaction, and no defense
strategies, such as poison pills or defensive recapitalizations, are considered. The study
includes a dummy variable for tender offers, reflecting the associated agency costs [38]; in
our sample, only one M&A transaction had a tender offer.

Additionally, financial and accounting variables complement the control variables.
Lee et al. [40] demonstrate that the sales growth rate has a significantly positive effect
on investment activity in the Korean market, while leverage has a significantly negative
impact. To et al. [41] use firm size, leverage, and book-to-market ratios as control variables
to analyze corporate investment decisions. We incorporate a firm price–cost margin (PCM)
variable [39], indicative of a firm’s product usage scarcity, and the fixed assets ratio. Dang
et al. [42] indicate that empirical results in corporate finance research may vary based on
how firm size is measured. Therefore, we use three firm size measurements—assets, market
capitalization, and sales—and our findings remain consistent across these measurements.
In the results presented, firm size is measured using market capitalization.



Sustainability 2024, 16, 4985 8 of 20

This study also accounts for external blockholders’ influence. Edmans [43] identifies
blockholders as effective monitors of management; their motivation increases as their shares
become more concentrated [5]. Several studies on foreign investments in the Korean market
argue that greater foreign blockholdings result in fewer agency problems in monitoring
management [15,22,23,27,29]. Consequently, foreign holdings are used as an additional
control variable.

5.4. Descriptive Statistics and Univariate Comparisons

Table 2 presents the summary statistics for the M&A transactions in our dataset. Out of
the full sample, 555 observations exhibit controlling shareholder ownership concentrations
ranging from 20% to 60%, accounting for 69.1% of the whole dataset. Only 40.9% of the
dataset involves cash transactions. Table 2 suggests that, compared to other data types,
cash-only payments tend to result in faster completion of M&A transactions. Compared
to other firms, those with ownership concentrations between 20% and 60% experience
more time between their M&A announcement and completion. Another observation is
that cash-only transactions generally have lower transaction values than other transaction
types. This suggests that larger transactions often include stock financing, as cash-only
payments may strain firms. In our M&A dataset, bidders initially hold an average stake of
0.16% in their target firms, which increases to an average of 82.4% post-M&A, signifying a
significant transfer of control of the target companies.

Table 2. Descriptive statistics of M&A transactions.

N
Completion Time Value (Million USD) Prior Share (%) After Share (%)

Mean Median Mean Median Mean Median Mean Median

Full 842 45.56 17.00 62.72 9.77 0.16 0.00 82.34 100

Large_share 20–60 555 80.42 23.00 61.41 10.63 0.18 0.00 82.69 100

Large_share < 20 227 36.94 9.00 63.66 7.00 0.09 0.00 80.81 99.9

Large_share > 60 60 33.20 13.00 71.26 13.13 0.19 0.00 84.88 100
CashOnly 344 33.51 6.00 37.66 7.94 0.05 0.00 77.64 82.30

Large_share 20–60 228 36.69 7.00 34.04 8.26 0.07 0.00 77.73 82.30
Not cashOnly 498 53.88 42.00 80.03 11.57 0.23 0.00 85.58 100
Large_share 20–60 327 59.98 56.00 80.49 13.02 0.25 0.00 86.14 100

“Completion time” is calculated as the completed day minus the announcement day. “Prior share” and “After
share” denote the acquirer’s share in the target firm before and after the M&A transaction.

Table 3 displays summary statistics for the sample firms’ financial and accounting
variables. The mean and median of the PCM have opposite signs; other control variables
also exhibit significant differences between their mean and median values. To mitigate the
impact of outliers, we winsorize the financial ratio variables (Leverage, B/M ratio, PCM,
Fixed_ratio, and Sales_growth) at the top and bottom 1%. Testing our hypotheses with
both winsorized and raw un-winsorized data yields similar results, although the adjusted
r-squared value is lower due to the influence of extreme values. Appendix A provides the
definitions of these variables.

This study proposes that ownership concentration and agency problems affect firm
value through the payment methods used in M&As. We employ both the market (CARm)
and adjusted market (CARad) models to calculate acquiring firms’ abnormal returns. While
many studies in the US market have used market models [36,38,39], the market-adjusted
model is deemed more suitable for M&A scenarios when firms may engage in multiple
M&As during the estimation period [44]. Han and Shin [17], Kim and Jung [45], and
Kim and Kim [46] apply these models to the Korean market; moreover, our findings are
consistent regardless of the model used.
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Table 3. Descriptive statistics of financial and accounting data.

Mean Std. Dev. Max 3rd Quartile Median 1st Quartile Min

Large_share 32.720 17.497 88.720 44.690 31.995 18.650 2.000
Foreigner_share 7.006 12.297 69.250 7.620 1.095 0.120 0.000

Blockholder
share 6.565 9.445 57.680 10.900 0.000 0.000 0.000

Size 25.350 1.768 31.618 26.089 24.948 24.170 21.588
Leverage 0.417 0.208 0.974 0.557 0.417 0.247 0.026

B/M_ratio 0.873 0.743 7.230 1.158 0.648 0.362 0.081
PCM −0.099 0.360 0.853 0.077 0.025 −0.143 −1.978

Fixed_ratio 0.537 0.202 0.986 0.696 0.538 0.385 0.093
Sales_Grow 0.086 0.451 2.312 0.120 0.043 −0.119 −0.746

Table 4 reports the descriptive statistics of the CARs. The average CAR(−5,1)ad,
CAR(−5,3)ad, CAR(−5,5)ad, CAR(−5,1)m, CAR(−5,3)m, and CAR(−5,5)m are 0.0468,
0.0374, 0.0325, 0.566, 0.0513, and 0.0488, respectively, and all are statistically significant at the
1% level. This aligns with recent Korean evidence suggesting the market responds favorably
to bidders’ M&A announcements [17,45,46]. Notably, the bidders’ CARs vary widely, with
a difference between the maximum and minimum CARs of approximately 2. Daily stock
returns are significant, often exceeding 10% or dropping a similar amount around M&A
announcements, primarily on the announcement day. To accurately capture the stock price
movements due to M&A announcements, we utilize CAR(−5,3) and CAR(−5,5); the results
remain consistent regardless of the dependent variable used. The results reported are based
on CAR(−5,3)ad.

Table 4. Descriptive statistics of CARs.

Average Std. Dev. Max 3rd Quartile Median 1st Quartile Min

CAR(−5,1)ad 0.0468 *** 0.1504 1.2019 0.1012 0.0239 −0.0352 −0.6068
CAR(−5,3)ad 0.0374 *** 0.1795 1.2184 0.0867 0.0125 −0.0479 −0.6306
CAR(−5,5)ad 0.0325 *** 0.1965 1.5958 0.0888 0.0095 −0.0623 −0.7572
CAR(−5,1)m 0.0566 *** 0.1638 1.1943 0.1221 0.0384 −0.0306 −0.5482
CAR(−5,3)m 0.0513 *** 0.1932 1.2169 0.1154 0.0294 −0.0448 −0.5692
CAR(−5,5)m 0.0488 *** 0.2128 1.5820 0.1217 0.0272 −0.0586 −0.8042

CARm is CAR calculated using the market model, and CARad is CAR calculated using the market-adjusted
model. *** denotes statistical significance at the 1%.

Table 5 shows the CARs for the subsample based on ownership level and M&A pay-
ment method. CAR(−5,3) for the full M&A sample is positive and statistically significant at
the 1% level, irrespective of ownership concentration. CAR(−5,3) for M&As with cash-only
payments is positive but only statistically significant when the ownership level is below
20%. Conversely, CAR(−5,3) for M&As that involve non-cash-only payments is positive
and statistically significant. The difference in CAR(−5,3) between the non-cash-only and
cash-only samples is positive and statistically significant when ownership concentration is
between 20% and 60%. This suggests that the largest shareholders who opt for cash-only
payments may exacerbate PP conflicts and have a negative effect on corporate value.
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Table 5. CARs by ownership level and payment method.

Large
Ownership

Full M&A M&A Cash Only M&A Non-Cash Only Diff. Mean of
CAR(−5,3)

N CAR(−5,3) CAR(−5,5) N CAR(−5,3) CAR(−5,5) N CAR(−5,3) CAR(−5,5)
Non-Cash
Only Cash

Only

<20% 227 0.0497 *** 0.0519 *** 90 0.0463 ** 0.0500 ** 137 0.0519 *** 0.0531 *** 0.0055
20–60% 555 0.0252 *** 0.0326 *** 228 0.0033 −0.0078 327 0.0529 *** 0.0481 *** 0.0496 ***
>60% 60 0.0358 * 0.0273 26 0.0036 0.0066 34 0.0604 * 0.0431 0.0569

***, **, and * denote statistical significance at the 1%, 5%, and 10% levels, respectively.

6. Empirical Results
6.1. Results for Hypothesis 1

Table 6 presents the results of the regression analysis examining how ownership con-
centration impacts bidders’ CARs and focusing on cash-only payments, using CAR(−5,3) as
the dependent variable. Column (1) reveals that the coefficient of ownership concentration
(Owner_share) is 0.0003, which lacks statistical significance, suggesting how ownership
concentration affects bidders’ CARs is uncertain. This finding aligns with Bhaumik and
Selarka [9], who argue that due to agency conflicts between large and minority share-
holders, ownership concentration may not necessarily enhance M&A outcomes. Using
a Korean sample, Han and Shin [17] conduct an empirical analysis of variables related
to corporate governance (major shareholder and foreign shareholder shares) and M&A
performance (CAR). They find that for listed Korean companies, firms with higher shares
of major or foreign shareholders had higher CARs for acquiring firms. In our analysis,
while the relationship between major shareholder share and CAR was positive, it was not
statistically significant; however, the foreign shareholder share had statistically significant
positive effects in nearly all models.

Table 6. PP conflict effects of ownership concentration on short-term M&A performance.

Dependent
Variable

CAR(−5,3)

Full Sample Subsample by Large Ownership Interval

(1) (2) 20–60%
(3)

10–60%
(4)

15–60%
(5)

<20%
(6)

>60%
(7)

5–25%
(8)

Intercept 0.2127 *
(0.122)

0.1855
(0.121)

0.2016
(0.152)

0.1156
(0.133)

0.1951
(0.14)

0.3146
(0.351)

0.2494
(0.406)

0.2354
(0.286)

Owner_share 0.0003
(0.000)

0.0010 *
(0.001)

0.0011
(0.001)

0.0008
(0.001)

0.0007
(0.001)

0.0057
(0.004)

0.0088 **
(0.004)

0.0024
(0.003)

Cashonly −0.0050
(0.013)

0.0525 **
(0.027)

0.0947 *
(0.052)

0.0753 **
(0.033)

0.0700 *
(0.039)

0.0703
(0.080)

−0.0020
(0.380)

0.0224
(0.071)

Owner_share
× Cashonly

−0.0017 **
(0.001)

−0.0028 **
(0.001)

−0.0024 ***
(0.001)

−0.0023 **
(0.001)

−0.0032
(0.006)

0.0010
(0.006)

0.0003
(0.004)

Stockonly 0.0574 ***
(0.021)

0.0597 ***
(0.021)

0.0672 **
(0.027)

0.0664 ***
(0.022)

0.0693 ***
(0.025)

0.0583
(0.041)

0.1414 **
(0.067)

0.0648 *
(0.035)

Foreigner_share 0.0014 **
(0.001)

0.0013 **
(0.001)

0.0013 *
(0.001)

0.0011 **
(0.001)

0.0012 **
(0.001)

0.0030 *
(0.002)

0.0189 ***
(0.005)

0.0024 **
(0.001)

Blockholders
share

−0.0015 ***
(0.001)

−0.0015 ***
(0.001)

−0.0010
(0.001)

−0.0014 ***
(0.001)

−0.0012 **
(0.001)

−0.0035 **
(0.001)

0.0008
(0.003)

−0.0019 *
(0.001)

Listed_target −0.0270
(0.017)

−0.0295 *
(0.017)

−0.0293
(0.022)

−0.0342 *
(0.018)

−0.0338
(0.021)

−0.0273
(0.033)

−0.0428
(0.039)

−0.0317
(0.026)

Relative_value 0.0615 ***
(0.015)

0.0632
(0.015)

0.065***
(0.02)

0.0678 ***
(0.016)

0.0612 ***
(0.018)

0.0606 **
(0.024)

−0.0199
(0.132)

0.0524 ***
(0.018)

Size −0.0083
(0.005)

−0.0082
(0.005)

−0.0087
(0.006)

−0.0049
(0.006)

−0.0081
(0.006)

−0.0179
(0.014)

−0.0238 **
(0.011)

−0.0147
(0.011)

Leverage 0.0632 **
(0.03)

0.0610 **
(0.030)

0.0518
(0.039)

0.0551 *
(0.033)

0.0569
(0.036)

0.0542
(0.049)

0.1399
(0.117)

0.0977 *
(0.051)

B/M_ratio 0.0211 **
(0.01)

0.0206 **
(0.01)

0.0230 *
(0.013)

0.0297 **
(0.012)

0.0242 **
(0.012)

0.0334 *
(0.02)

−0.0249
(0.038)

0.0393 *
(0.021)

PCM −0.0159
(0.025)

−0.0145
(0.025)

0.0244
(0.038)

−0.0024
(0.028)

0.0083
(0.031)

−0.0355
(0.035)

−0.2943
(0.279)

−0.0649 **
(0.032)
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Table 6. Cont.

Dependent
Variable

CAR(−5,3)

Full Sample Subsample by Large Ownership Interval

(1) (2) 20–60%
(3)

10–60%
(4)

15–60%
(5)

<20%
(6)

>60%
(7)

5–25%
(8)

Fixed_ratio −0.033
(0.034)

−0.0294
(0.034)

−0.0274
(0.044)

−0.0408
(0.037)

−0.0214
(0.039)

−0.0011
(0.068)

−0.2675 ***
(0.091)

0.0074
(0.055)

Sales_grow 0.0292 *
(0.015)

0.0296 **
(0.015)

0.0236
(0.018)

0.0190
(0.014)

0.0137
(0.017)

0.0332
(0.027)

0.2002 ***
(0.052)

0.0791 ***
(0.025)

Year fixed
effect YES YES YES YES YES YES YES YES

Industry fixed
effect YES YES YES YES YES YES YES YES

Adj. R2 0.115 0.121 0.124 0.155 0.126 0.072 0.040 0.122

N 842 842 555 704 637 227 60 306

Heteroscedasticity-consistent standard errors are reported in parentheses. ***, **, and * denote statistical signifi-
cance at the 1%, 5%, and 10% levels, respectively.

In Column (2), our Model (1) explores the combined effect of ownership level and cash-
only payments. Here, the coefficient of the interaction between ownership concentration
and cash-only payments (Owner_share × Cashonly) is −0.0017 and statistically significant
at the 5% level. This supports the theory of a negative relationship between ownership
concentration and announcement returns for bidders that opt for cash-only payments.

Columns (3) to (8) further analyze the regression results across different ownership
concentration intervals. Owners who prioritize control tend to choose cash payments
to satisfy their control incentives, especially at intermediate ownership levels like the
20–60% range observed in India [18]. Column (3) focuses on the 20–60% ownership level
subsample where the coefficient of the interaction variable (Owner_share × Cash only)
is −0.0028, which is significant at the 5% level and higher than the full sample result.
Columns (4) and (5) analyze the subsamples with 10–60% and 15–60% as intermediate
ownership levels; the interaction coefficients are −0.0024 and −0.0023, respectively, and
both are statistically significant.

However, the negative joint effect between ownership concentration and cash-only
payments disappears at extreme levels of ownership concentration. Martin [1] observes
that in the United States, firms with 5–25% managerial ownership are likelier to opt for
stock-only payments. Columns (6), (7), and (8) show the interaction variable’s coefficients
for ownership levels of less than 20%, more than 60%, and 5–25%, respectively; none of
these are statistically significant.

In conclusion, the adverse joint effect of ownership concentration and cash-only pay-
ments on bidders’ CARs is pronounced and statistically significant for those with interme-
diate levels of ownership. Intermediate ownership suggests that the largest or controlling
shareholders’ preference for cash payments, which is driven by control incentives, may
adversely impact minority shareholders’ financial interests. While concentrated ownership
mitigates PA conflicts, it introduces PP conflicts [2]; these are particularly pronounced
when controlling shareholders pursue control incentives, leading to increased agency costs.
Thus, Table 6’s findings support Hypothesis 1, highlighting the negative implications of
the agency costs induced by controlling shareholders’ behaviors.

Table 7 explores whether the combined effect of ownership concentration and cash-
only payments is influenced by other corporate control mechanisms. Columns (1) and (2)
report the regression outcomes using a subsample divided by the median ratio of outside
directors. Korean firms with high ratios of outside directors are known to effectively
monitor and check large shareholders [15,22,23,27]. In Column (1), the interaction variable’s
coefficient (Owner_share × Cash only) is −0.0027 and statistically significant at the 5% level,
indicating reduced propensity for PP conflict in firms with a substantial number of outside
directors. The results in Column (2), however, show that the joint effects are not statistically
significant, underscoring the impact of a robust outside director presence in mitigating PP
conflict. This analysis is consistent across samples with ratios of outside directors below
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the median and in the lowest quantile, with significantly negative joint effects on bidders’
CARs only when the outside director ratio falls below the listed firms’ average.

Table 7. Effects of ownership concentration by corporate control mechanism.

Dependent
Variable

CAR(−5,5)

Outside Director Ratio Foreign Ownership HHI Index CR4

Low
(1)

High
(2)

<26%
(3)

>26%
(4)

Low
(5)

High
(6)

Low
(7)

High
(8)

Intercept 0.0995
(0.184)

0.1831
(0.182)

0.2194
(0.139)

0.0882
(0.191)

0.3090
(0.228)

0.1615
(0.152)

0.4632 **
(0.222)

0.0713
(0.149)

Owner_share 0.0023 **
(0.001)

0.0003
(0.001)

0.001
(0.001)

0.0009
(0.001)

−0.0005
(0.001)

0.0018 **
(0.001)

−0.0006
(0.001)

0.0019 **
(0.001)

Cashonly 0.0926 **
(0.042)

0.0393
(0.035)

0.0518 *
(0.029)

0.0070
(0.045)

0.0071
(0.046)

0.0679 **
(0.033)

0.0230
(0.048)

0.0714 **
(0.032)

Owner_share
× Cashonly

−0.0027 **
(0.001)

−0.0011
(0.001)

−0.0017 **
(0.001)

−0.0015
(0.002)

−0.0007
(0.001)

−0.0021 **
(0.001)

−0.0009
(0.001)

−0.0022 **
(0.001)

Stockonly 0.1015 ***
(0.032)

0.0323
(0.027)

0.056 ***
(0.022)

0.2193 ***
(0.071)

0.0331
(0.031)

0.0593 **
(0.027)

0.0545 *
(0.031)

0.0574 **
(0.027)

Foreigner_share 0.0015 *
(0.001)

0.0012 *
(0.001)

0.0022 **
(0.001)

0.0017
(0.001)

0.0018 *
(0.001)

0.0016 **
(0.001)

0.0024 ***
(0.001)

0.0012 *
(0.001)

Blockholders
share

−0.0014
(0.001)

−0.0013 *
(0.001)

−0.0016 **
(0.001)

−0.0018 *
(0.001)

0.0001
(0.001)

−0.002 ***
(0.001)

−0.0002
(0.001)

−0.002 ***
(0.001)

Listed_target −0.0462 **
(0.021)

−0.0188
(0.030)

−0.0399 **
(0.019)

−0.0669
(0.048)

−0.0070
(0.033)

−0.0311
(0.021)

−0.0295
(0.033)

−0.0176
(0.021)

Relative_value 0.0621 **
(0.029)

0.0603 ***
(0.017)

0.0647 ***
(0.017)

0.0286 **
(0.014)

0.0775 ***
(0.026)

0.0596 ***
(0.017)

0.0816 ***
(0.023)

0.0493 ***
(0.016)

Size −0.0072
(0.008)

−0.0066
(0.007)

−0.0098 *
(0.006)

−0.0061
(0.008)

−0.0135
(0.009)

−0.0068
(0.006)

−0.0184 **
(0.009)

−0.0042
(0.006)

Leverage 0.0949 *
(0.050)

0.0265
(0.036)

0.0617 *
(0.032)

0.1216 **
(0.057)

0.0788
(0.048)

0.0423
(0.043)

0.0821 *
(0.05)

0.0416
(0.042)

B/M_ratio 0.0265
(0.017)

0.022
(0.014)

0.0228 **
(0.011)

−0.0295
(0.023)

0.0276 *
(0.016)

0.0135
(0.014)

0.0204
(0.015)

0.0202
(0.014)

PCM −0.0752
(0.057)

0.0014
(0.027)

−0.0204
(0.026)

0.2454 ***
(0.052)

0.0271
(0.032)

−0.0422
(0.038)

0.0410
(0.031)

−0.0476
(0.038)

Fixed_ratio −0.0227
(0.07)

−0.0448
(0.037)

−0.0308
(0.036)

0.0410
(0.048)

0.0234
(0.054)

−0.0498
(0.046)

0.0221
(0.051)

−0.0443
(0.045)

Sales_grow 0.0363
(0.025)

0.0303
(0.018)

0.0353 **
(0.016)

−0.0659 ***
(0.02)

0.0316
(0.022)

0.0259
(0.020)

0.0322
(0.021)

0.0320
(0.023)

Year fixed
effect YES YES YES YES YES YES YES YES

Industry fixed
effect YES YES YES YES YES YES YES YES

Adj. R2 0.161 0.071 0.115 0.322 0.132 0.101 0.187 0.075

N 389 453 765 77 311 531 308 534

Heteroscedasticity-consistent standard errors are reported in parentheses. ***, **, and * denote statistical signifi-
cance at the 1%, 5%, and 10% levels, respectively.

Korean evidence also highlights that foreign investors serve as effective monitors,
reducing agency costs [15,23,27,29]. Bhaumik and Selarka [9] note that bidders with
foreign stakes of over 26% exhibit superior M&A outcomes. Columns (3) and (4) explore
subsamples segmented by foreign investors’ common equity stake. In Column (3), the
interaction variable’s coefficient is −0.0017 and statistically significant, suggesting that
firms with foreign stakes of less than 26% see the negative joint effects of ownership
concentration and cash-only payments. Unreported results reveal this effect is significantly
negative only for firms with foreign stakes under 10%, with both the low and high groups
showing significantly negative joint effects at the 5% level. Thus, at high levels of foreign
ownership (10% or more in our analysis), these joint effects are not significant, indicating
that increased foreign ownership enhances monitoring of controlling shareholders.

Columns (5) to (8) investigate how the joint effects of ownership concentration and
cash-only payments on bidders’ CARs vary with competitive threats in product markets.
Employing samples categorized by low and high HHI and CR4 index values, the inter-
action variable’s (Owner_share × Cashonly) coefficient is significantly negative only in
environments with limited competitive threats (high HHI or CR4 index). Competitive
markets deter value-decreasing M&A decisions, even with weak corporate governance [26].
In Korea, competitive pressure acts as a corporate control mechanism [16,32]. If the joint
effects stem from PP conflicts due to ownership concentration, they should not be insignif-
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icant in scenarios where controlling shareholders face minimal competitive threats. The
findings reported in Columns (5) to (8) support this hypothesis.

In conclusion, our analysis confirms that ownership concentration and cash-only
payments have a negative and statistically significant joint effect on short-term M&A
performance. Owners who prioritize control opt for cash payments due to their control
incentives, focusing their decisions on control concerns to the detriment of corporate value.
Hypothesis 1, which proposes a positive link between firms opting for cash-only payments
and the interplay of ownership concentration and agency costs, is supported, particularly
when owners’ control incentives are pronounced (i.e., at intermediate ownership levels) or
when existing monitoring mechanisms are ineffective. These outcomes underscore the joint
effect of ownership concentration, suggesting that cash-only payments are motivated by PP
conflicts driven by owners with strong control incentives or preferences for cash payments.

6.2. Results of Hypothesis 2

When owners prioritize control, their choice of payment method reflects a balance
between corporate control and potential distress costs. Firms with limited cash often
raise capital for cash payments [18], and owners’ cash preferences impact corporate value,
influenced by financial constraints or debt capacity. Ownership concentration might harm
corporate value through PP conflicts linked to cash preferences. We hypothesize that
ownership concentration combined with cash-only payments is more pronounced for
financially constrained bidders or those with low debt capacity.

Table 8 shows whether the joint effect of ownership concentration and cash-only
payments varies with financial constraints. Column 1 indicates financially constrained firms
(top KZ index quantile) with a significant interaction variable coefficient (Owner_share*Cas-
honly) of −0.005 at the 5% level. Using a tailored financial constraints index for Korean
listed firms [22], Columns (2) and (3) confirm significantly negative joint effects solely for
financially constrained firms.

Table 8. Effects of ownership concentration by financial constraints.

Dependent
Variable

CAR(−5,5)

KZ Index Constraint Index Collateral Credit Ratings
Top

Quantile
(1)

Constrained
(2)

Non-Const.
(3)

Bottom
Quintile

(4)

Bottom
Quintile

(5)
Not Rated

(6)
Rated

(7)

Intercept 0.0352
(0.330)

0.8164 **
(0.370)

0.3277
(0.270)

0.2567
(0.233)

0.0961
(0.217)

0.3467 **
(0.176)

0.3473
(0.232)

Owner_share 0.0028
(0.002)

0.0045 ***
(0.002)

−0.0005
(0.001)

0.0024 ***
(0.001)

−0.0018
(0.002)

0.0014 **
(0.001)

−0.0011
(0.001)

Cashonly 0.1922 ***
(0.073)

0.2189 ***
(0.059)

0.0403
(0.060)

0.0954 **
(0.04)

−0.0409
(0.077)

0.0568 *
(0.031)

0.0438
(0.047)

Owner_share
× Cashonly

−0.0050 **
(0.002)

−0.0062 ***
(0.002)

−0.0014
(0.001)

−0.0035 ***
(0.001)

0.0011
(0.002)

−0.0019 **
(0.001)

−0.0007
(0.001)

Stockonly 0.1587 **
(0.066)

0.1904 ***
(0.051)

0.0792 *
(0.047)

0.0631 *
(0.034)

0.098
(0.060)

0.0585 **
(0.023)

0.0378
(0.038)

Foreigner_share 0.0013
(0.002)

0.0049 **
(0.002)

0.002
(0.002)

0.0022 **
(0.001)

0.0002
(0.002)

0.0018 **
(0.001)

−0.0002
(0.001)

Blockholders
share

−0.0035 **
(0.002)

−0.0021 **
(0.001)

−0.0022 **
(0.001)

0.0001
(0.001)

−0.0013
(0.001)

−0.0016 **
(0.001)

−0.0018 ***
(0.001)

Listed_target −0.0616 *
(0.037)

−0.0308
(0.033)

−0.0654
(0.055)

0.0066
(0.033)

−0.055
(0.037)

−0.0379
(0.025)

−0.0213
(0.020)

Relative_value 0.0797 ***
(0.022)

−0.0678 ***
(0.022)

0.135***
(0.034)

0.0629 ***
(0.018)

0.1048 ***
(0.030)

0.0645 ***
(0.017)

0.0646
(0.013)

Size −0.0090
(0.014)

−0.0382 **
(0.016)

−0.0117
(0.011)

−0.0129
(0.009)

−0.0054
(0.010)

−0.0148 **
(0.007)

−0.009
(0.009)

Leverage 0.2386 ***
(0.075)

−0.0071
(0.059)

0.1234
(0.075)

0.0702
(0.049)

0.0386
(0.091)

0.0532
(0.035)

0.0492
(0.059)

B/M_ratio 0.0348
(0.026)

0.0403 *
(0.021)

0.0141
(0.020)

0.0618 **
(0.026)

0.0072
(0.017)

0.0218 *
(0.013)

0.0085
(0.014)
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Table 8. Cont.

Dependent
Variable

CAR(−5,5)

KZ Index Constraint Index Collateral Credit Ratings
Top

Quantile
(1)

Constrained
(2)

Non-Const.
(3)

Bottom
Quintile

(4)

Bottom
Quintile

(5)
Not Rated

(6)
Rated

(7)

PCM 0.0242
(0.049)

−0.0995
(0.072)

−0.0284
(0.056)

−0.0210
(0.033)

−0.0861
(0.118)

−0.0244
(0.027)

0.0872
(0.054)

Fixed_ratio −0.0444
(0.082)

−0.0713
(0.068)

0.0119
(0.075)

−0.0868 **
(0.037)

0.1699
(0.122)

−0.0300
(0.038)

−0.0868
(0.074)

Sales_grow 0.0331
(0.029)

0.0282
(0.055)

0.0812 **
(0.033)

0.0493 **
(0.021)

0.0402
(0.046)

0.0327 **
(0.016)

0.0185
(0.040)

Year fixed
effect YES YES YES YES YES YES YES

Industry fixed
effect YES YES YES YES YES YES YES

Adj. R2 0.210 0.151 0.248 0.210 0.107 0.124 0.082

N 180 108 164 292 175 693 149

Heteroscedasticity-consistent standard errors are reported in parentheses. ***, **, and * denote statistical signifi-
cance at the 1%, 5%, and 10% levels, respectively.

Columns (4) to (7) examine the joint effects on bidders’ cumulative abnormal returns
(CARs), focusing on firms with less ability to make cash payments. Column (4) reveals
negative joint effects at the 1% significance level for firms with reduced debt capacity,
measured by tangible assets proportion [18]. Assessing public debt market access through
corporate bond ratings [11,36], the comparison in Columns (6) and (7) shows significantly
negative joint effects only for non-rated firms.

In conclusion, bidders opting for cash-only payments, particularly those financially
constrained, likely see a decline in corporate value. Financial capacity for cash payments is
crucial [11,18]. Financially constrained bidders choosing cash-only payments face negative
impacts from ownership concentration on CARs compared to those avoiding cash-only
methods. Thus, ownership concentration among cash-preferring bidders tends to escalate
PP conflicts, especially when financial limitations persist.

7. Robustness
7.1. Nonlinear Relationship

We uncover a nonlinear relationship between ownership concentration and bidders’
CARs. Specifically, we observe a negative relationship when bidders opt for cash-only
payments and ownership concentration is at an intermediate level. To elucidate this, we
employ smoothing component plots constructed using cubic splines.

Figure 1 is generated from a generalized additive model. A generalized additive
model (GAM) is used to analyze complex, nonlinear relationships between variables,
focusing on inference about unknown smooth functions. Similar to regression analysis
for linear relationships, GAMs help identify nonlinear relationships between factors. This
GAM incorporates a cubic smoothing spline to illustrate the nonlinear dynamics that affect
the CARs of bidders selecting cash-only payments. The plot reveals that the smoothing
component initially increases from a lower threshold of ownership concentration, then
dips around the 20% mark. Subsequently, it rises again from around the 40% ownership
level. Notably, this component remains negative as ownership concentration spans from
about 30% to nearly 50%, highlighting the nonlinear relationship between ownership
concentration and announcement returns.
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This analysis is part of our examination of nonlinear relationships, serving to en-
hance the robustness of our findings. It significantly contributes to our understanding by
demonstrating that ownership concentration’s impact on M&A performance, particularly
in cash-only payment conditions, defies simple linear characterization.

7.2. Endogeneity Issue

Despite this study’s consistent similar results across various subsamples, we acknowl-
edge that firms with differing ownership concentration levels may have unique characteris-
tics and investment opportunities. Potentially, these inherent differences could influence
the outcomes of this research. To mitigate this concern, we implement propensity score
matching in our analysis. Propensity score matching, proposed by Rosenbaum and Rubin
(1983), uses logistic regression to score and pair samples with similar characteristics. This
method allows for the analysis of the relationship between two variables within matched
samples, ensuring the observed relationship is not influenced by other factors.

We define our treatment group as firms with ownership concentrations ranging from
20% to 60% that opt for cash-only payments. Conversely, our control group comprises firms
outside this ownership concentration range and those not selecting cash-only payment
methods. In our matching process, we employ financial variables like size, leverage, book-
to-market ratio, price–cost margin (PCM), fixed asset ratio, sales growth, and return on
assets, alongside Mahalanobis distances within the same industry, as our matching criteria.
Matching precision is enhanced by utilizing the pooled estimate of common standard
deviations, facilitated by SAS’s “caliper = r” option, where “r” represents a multiple of the
pooled estimate. Following Austin [47], who suggests that setting “r = 0.2” could reduce
up to 99% of the bias associated with measured confounders, we adopt “caliper = 0.2”.

Table 9 presents the statistics for both the treatment and control groups post-matching,
revealing narrowed mean value differences across several variables, including block-
holder share, size, and PCM, indicating successful matching of observations that have
similar firm characteristics. This suggests that the matching process was effective in
creating comparable groups, which is crucial for drawing reliable inferences from the
subsequent analyses.
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Table 9. Statistics of matched samples.

Treatment Group
=(Cashonly and Ownership 20–60%)

Control Group
=Not (Cashonly and Ownership 20–60%) Differ. Mean

(Treat—Control)Raw
(n = 228)

Matched Sample
(n = 181)

Raw
(n = 614)

Matched Sample
(n = 181)

Mean Mean Std.
Dev. Median Mean Mean Std.

Dev. Median Raw Match

Foreigner (%) 7.918 7.620 12.907 1.390 6.667 5.626 9.168 1.240 1.251 1.994

Blockholder (%) 7.690 6.938 8.723 5.07 6.148 5.899 8.444 0 1.542 1.039

Size 25.454 25.459 1.855 24.943 25.311 25.364 1.496 25.074 0.143 0.095

Leverage 0.420 0.419 0.196 0.436 0.415 0.411 0.189 0.424 0.005 0.008

B/M_ratio 0.901 0.972 0.703 0.766 0.863 0.867 0.620 0.735 0.038 0.105

PCM −0.014 −0.013 0.219 0.037 −0.131 −0.018 0.214 0.035 0.117 0.005

Fixed_ratio 0.543 0.358 0.120 0.558 0.534 0.522 0.196 0.522 0.009 −0.164

Sales_grow 0.078 0.095 0.384 0.047 0.089 0.062 0.313 0.035 −0.011 0.033

Table 10 outlines the regression outcomes using these matched samples. The findings
in Columns (1)–(4) echo those from Table 6. Specifically, Column (2) shows a negative
coefficient of -0.0032 for the interaction variable (ownership concentration and cash-only
payment), which is statistically significant at the 1% level. This indicates that for firms
with high ownership concentrations, the preference for cash-only payments significantly
reduces announcement returns. Column (3) reports a positive and significant coefficient
for the interaction variable, suggesting that in some contexts, ownership concentration can
positively impact firm value, though the specific conditions are less clear. In Column (4),
the coefficient is nonsignificant, indicating no substantial effect in this specification.

Table 10. Regression results using matched samples.

Dependent
Variable
CAR(-5,5)

Full Sample Ownership Interval HH Index KZ Index

(1) (2) 20–60%
(3)

<20%
(4)

Low
(5)

High
(6)

Low
(7)

High
(8)

Intercept 0.2195
(0.179)

0.1350
(0.171)

0.0110
(0.211)

0.9356
(0.596)

0.2705
(0.314)

0.1711
(0.210)

0.1222
(0.234)

0.2331
(0.263)

Owner_share 0.0004
(0.001)

0.0019 *
(0.001)

0.0035
(0.002)

0.0119
(0.013)

−0.0006
(0.001)

0.0041 **
(0.002)

0.0018 *
(0.001)

0.0015
(0.002)

Cashonly −0.0231
(0.021)

0.0905 **
(0.039)

0.1810 **
(0.081)

0.4128
(0.270)

0.0424
(0.074)

0.1377 **
(0.054)

0.0653
(0.046)

0.1060
(0.067)

Owner_share
× Cashonly

−0.0032 ***
(0.001)

−0.0056 **
(0.002)

−0.0195
(0.015)

−0.0012
(0.002)

−0.0048 ***
(0.002)

−0.0023 **
(0.001)

−0.0034 *
(0.002)

Stockonly 0.0644 *
(0.039)

0.0689 *
(0.038)

0.0877 *
(0.046)

0.1328
(0.142)

0.0868 *
(0.051)

0.0240
(0.044)

0.0311
(0.037)

0.1054
(0.064)

Foreigner_share 0.0019 **
(0.001)

0.0017 **
(0.001)

0.0015
(0.001)

0.0113
(0.010)

0.0035 *
(0.002)

0.0015
(0.001)

0.0014
(0.001)

0.0041 **
(0.002)

Blockholders
share

−0.0005
(0.001)

−0.0007
(0.001)

−0.0006
(0.001)

−0.0047
(0.005)

0.0012
(0.002)

−0.0011
(0.001)

−0.001
(0.001)

−0.0011
(0.002)

Listed_target −0.0657 ***
(0.024)

−0.0635 **
(0.025)

−0.0564 *
(0.029)

−0.0769
(0.113)

0.0002
(0.043)

−0.0863 **
(0.036)

−0.0291
(0.025)

−0.1183 **
(0.048)

Relative_value 0.0661 **
(0.031)

0.0698 **
(0.031)

0.0508
(0.036)

0.1138
(0.021)

0.1235 ***
(0.033)

0.0661 *
(0.035)

0.0981 *
(0.054)

0.0558
(0.038)

Size −0.0072
(0.007)

−0.0063
(0.007)

−0.0036
(0.008)

−0.0456 *
(0.024)

−0.0086
(0.012)

−0.0104
(0.009)

−0.0033
(0.009)

−0.0138
(0.011)

Leverage 0.1076 **
(0.051)

0.1021 **
(0.049)

0.0967 *
(0.055)

0.0274
(0.146)

0.1116 *
(0.063)

0.1156
(0.077)

0.0188
(0.074)

0.1637 *
(0.094)



Sustainability 2024, 16, 4985 17 of 20

Table 10. Cont.

Dependent
Variable
CAR(-5,5)

Full Sample Ownership Interval HH Index KZ Index

(1) (2) 20–60%
(3)

<20%
(4)

Low
(5)

High
(6)

Low
(7)

High
(8)

B/M_ratio 0.0351 **
(0.015)

0.0352 **
(0.015)

0.0452 ***
(0.017)

−0.0186
(0.070)

0.0152
(0.020)

0.0421 **
(0.021)

0.0259
(0.026)

0.0455 *
(0.024)

PCM 0.0603
(0.046)

0.0674
(0.044)

0.0630
(0.062)

0.2317
(0.139)

0.0711
(0.045)

0.1329
(0.083)

−0.0519
(0.072)

0.1408 **
(0.062)

Fixed_ratio −0.0822 *
(0.048)

−0.0732
(0.048)

−0.0700
(0.057)

0.1087
(0.189)

−0.0892
(0.079)

−0.0750
(0.062)

−0.0835
(0.061)

−0.0116
(0.089)

Sales_grow 0.0322
(0.029)

0.0356
(0.029)

0.0404
(0.032)

−0.0608
(0.090)

0.0067
(0.043)

0.0497
(0.042)

0.0531
(0.047)

0.0518
(0.037)

Year fixed
effect YES YES YES YES YES YES YES YES

Industry fixed
effect YES YES YES YES YES YES YES YES

Adj. R2 0.141 0.156 0.115 0.030 0.268 0.139 0.144 0.095

N 362 362 299 47 145 217 195 167

Heteroscedasticity-consistent standard errors are reported in parentheses. ***, **, and * denote statistical signifi-
cance at the 1%, 5%, and 10% levels, respectively.

Table 7 highlights that the negative joint effect of ownership concentration and cash-
only payments on announcement returns is more pronounced when corporate control
mechanisms are weaker. This is further corroborated in Column (6) of Table 10, where the
interaction variable’s coefficient is −0.0048 and significant at the 1% level, underscoring the
pronounced effects amid competitive market threats. This suggests that weak governance
exacerbates the negative impacts of ownership concentration and cash-only payments on
firm value.

Moreover, Table 8 identifies the adverse effects of ownership concentration and cash-
only payments on financially constrained firms. This is reiterated in Columns (7) and (8) of
Table 10, where the interaction variable coefficients are significantly negative, with a larger
coefficient value in Column (8) than in Column (7), indicating greater financial constraints
in the former. This demonstrates that financially constrained firms are more negatively
impacted by ownership concentration and cash-only payment preferences, highlighting
the compounded risk of financial distress under these conditions.

In conclusion, the propensity score matching analysis validates the main findings
discussed in Section 6, demonstrating consistency across matched samples and reinforcing
the study’s robustness against potential endogeneity concerns. The coefficients indicate that
ownership concentration combined with cash-only payments generally reduces firm value,
especially in contexts of weak governance and financial constraints. This underscores the
importance of considering ownership structure and payment method in M&A transactions
to mitigate adverse outcomes.

8. Conclusions

This study explores the multifaceted impact of ownership concentration on M&As,
emphasizing that owners prioritizing control often prefer cash transactions, which can
intensify PP conflicts and harm corporate value, especially in financially constrained
firms. Our empirical findings reveal that high ownership concentration combined with
cash-only payments significantly reduces M&A announcement returns, particularly when
corporate governance is weak and financial constraints are present. Effective governance
structures, ethical decision-making processes, and responsible business practices are crucial
for mitigating these adverse effects and fostering sustainable M&A performance.

Our research highlights the importance of stakeholder scrutiny, particularly by mi-
nority shareholders and creditors, to ensure cash payment decisions align with the firm’s
financial health and long-term sustainability rather than private interests. The study also
underscores the significant role of robust governance mechanisms in reducing agency costs
and supporting sustainable M&A outcomes.
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In Korea’s unique corporate governance landscape during the 2000s, we observed
significant insights into the dynamics of PP conflicts. While this study focuses on Ko-
rea, the implications extend to both developed and emerging markets. Future research
should investigate how PP conflicts during M&As impact corporate value across various
governance frameworks and market conditions. Additionally, studies should examine
specific mechanisms through which major shareholders influence M&A transactions and
how robust governance practices can mitigate these effects.

In summary, this study highlights the need for balanced ownership structures and
effective oversight in M&A strategies to ensure long-term corporate value and stability.
Future research directions include exploring the universality of these findings in different
contexts and identifying actionable insights for policy-making and strategic management,
with a focus on sustainable innovation and ethical governance.
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Appendix A

Variables Description

CARad, CARm
Short- or long-term cumulative abnormal returns surrounding an
M&A announcement date. This return is estimated using the adjusted
market model: CARad (or market model: CARm)

Owner_share Common equity shares of the largest shareholders and their special
relations, such as family

Cashonly Equals 1 if the M&A payment method is cash-only and 0 otherwise
Stockonly Equals 1 if the M&A payment method is stock only and 0 otherwise
Foreigner_share Foreigners’ common equity shares over total shares

Blockholders share Other blockholders’ common equity shares, not including the largest
shareholder and their special relations, over total shares

Size The natural log of market capitalization
Leverage Total debt/total assets
B/M ratio Total assets/(book value of equity + market value of equity)
PCM (Sales—cost of sales—general and administrative expenses)/sales
Fixed ratio Fixed assets/total assets
Sales_grow Net income/total assets
Listed_target Equals 1 if the target is a listed firm and 0 otherwise
Relative_value Transaction value of an M&A/bidder’s total assets
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