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< Abstract >

The role of private equity in the evolving financial system

This study aims to conceptualize private equity as a new
financial intermediary channel, and to confirm the efficiency of
private equity’s financial intermediary role through economic

performance achieved by portfolio companies.

To better observe what kind of economic efficiency private
equity creates by serving the innate function of financial
intermediation that provides venture capital to the real economy,
this study views private equity from the standpoint of financial
intermediation. In a broad sense, private equity takes the form of
indirect finance and has some things in common with mutual
funds. But its singularity is derived from its position, lying in
between relationship banking and market finance. Private equity
carries a market finance aspect by investing in securities, while its
post-investment ~ management that enables relation-specific
adjustments between investors and portfolio companies works like
a loan agreement in relationship banking. Such “hybrid” financial
intermediation contains the merits of both market finance and
relationship banking, and thus serves to enhance the efficiency of

financial intermediation.

From the perspective of the real economy, private equity is

directly connected to the provision of venture capital. Private equity

- Xii -




provides the real economy with much-needed venture capital that
invests in non-listed shares of growth capital and shares of mid-
to long-term projects over long investment horizons. Therefore, an
analysis on financial performance of the portfolio companies in
which private equity firms invest will provide a glimpse on
whether private equity raises corporate values, provides capital to
the real economy, and serves to play a financial intermediary role

efficiently or not.

The existing literate on the economic impacts of private equity
proves that private equity is positive for profitability of
innovative investments, efficiency of business processes, etc. Also,
it is not negative for employment: Although a slight decline in
employment is observed after private equity participation, its
overall impact on employment is positive from the perspective of

the labor market dynamics where new jobs replace existing jobs.

This study examines economic performance of listed companies
invested by Korea's private equity funds (Korean PEFs). After the
participation of Korean PEFs, the portfolio companies showed
some changes: On average, their investments increased, debt ratios
fell, employment shrank, and productivity rose. Although those
trends are statistically insignificant and thereby have little
economic significance, it is hard to conclude that Korean PEFs’

ten years of history was all bad for corporate growth.

For Korean PEFs to pursue long-term growth of portfolio

companies just as private equity firms do in developed countries,

- Xxiii -




Korea needs policies to implement prudential frameworks and
facilitate PEFs. In order to strike a balance between the two
somewhat conflicting policies, Korea’s regulatory philosophy
should shift away from direct regulation that undermines
dynamics toward indirect regulation that pursues prudential
frameworks without compromising dynamics. Fortunately, Korea’s
plan to reform PEFs in 2014 appears to be in line with the
direction, and thus viewed as more helpful to shape a sound,

active market than any other policies released in the past.

An overhaul of market infrastructure is the last remaining
challenge. More specifically, improvements are necessary, e.g.,
improving valuation and verification schemes for private equity
assets, and developing a private equity benchmark index for
higher market transparency and predictability. Given Korean PEFs’
investment strategy of holding illiquid assets for a long period to
reap liquidity premiums, another policy action necessary is to
establish a secondary market that meets the liquidity demand
arising from the mismatch between portfolio firms’ maturity and

PEFs’ investment horizon.
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(91 %)

1975 | 1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010 | 2013

o & 216 | 212 | 244 | 222 151 | 13.0| 135 | 150 | 144
A4 7.5 7.1 89| 109 | 105 7.5 91| 108 8.2
Z 2 137 139 | 114 ] 124 | 195| 237 | 177 | 16.7| 200
HFEdHc 09| 07| 20| 32| 55| 79| 78| 85| 104
Security credit 0.1 0.3 0.5 0.4 0.6 1.3 1.3 1.3 1.2
2y 39| 30| 24| 25| 25| 24| 23| 21| 19
AF 243 | 229 | 262 | 278 | 295| 287 | 286 | 31.1| 294
EAA & 269 | 299 | 230| 191 | 154 | 145| 182 | 128 | 132
71 e AM2E 10| 11 13| 16| 14| 11 13 15| 13
FF gAMLt 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100
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<E ll-4> o|= 7| EE2 B FMH(FE&s A M=)
(29 %)

1975 | 1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010 | 2013
4 247 | 217 | 234 262 | 299 | 292| 313 | 406 | 450
= 27.7 | 237 | 259 283 | 21.7| 203 | 204 | 157 | 14.6
T8 162 | 177 | 145 | 132 | 146| 160| 152 | 132 | 125
Taxes payable 2.0 2.2 1.2 0.8 0.7 0.8 0.8 0.3 0.3
71 EREA) 293 | 347 | 350 | 315 331 | 33.6| 323 | 301 | 276
34 100 | 100 | 100| 100 | 100 | 100 | 100 | 100 | 100
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SM7s2 BE7E A (brokerage) 2t A4FH SH(asset transformation) <
sttt HEAZA 7SS SAAESE S} HAA S @917 Aulsf 7]
2 GARAZE AelES 953 JHH]&(information cost)S HFE
e T ARSI E SARNESDEAVE A AAASE AT
& =

i O

s

12 W9 WEt BUHEN§S FAFD 4542 FAFE

Matthews and Thompson(2008)2 Ths 47FA] 7|F& WE3she FAjo A4t
= B3 2834 a8 /M3AE AAsaL Adn AA, 5634k F
d 72 7ol REZEQ At AFHA G defge] 24d

olek &, =4, dwo wWrl= FEIAF BT ARG D7(short
term)o]ojof al™, A, F2jo] G Fito] F3uedo] ks (chequeable)©]
ofof 3, UlA, At e FErhestA gotob gHth(not transferable).



O 56309 2d3 ARA= 55570 23

= 2Po] o A4S

il gto] gth 4AARE THHS=

o) 2-= H 7 (Arrow-Debreu) AAo| A= Al A# (arm’s length contract)

& dAstE 23 F-8F7N(relational contract)e] &9} WS A5
ojok & tjel Tt

AF7HA 28 F5F/Ne]E2 2= Benston and Smith(1976)] A &

H| -8 (transaction costs)©|&, Diamod and Dybvig(1984)e] f5/dE 30|

£ (liquidity insurance), 18|31 AHEBIHAo]&H, oJ7]odl= Leland

and  Pyle(1977)Y  AEAYAHH A (information-sharing  coalitions),

Diamond(1984)%] 9] Y 7FA]o]&(delegated monitoring) F°] Utk 53]

AdA@r ol 28 e 224 Vel 2H 233 HE S50

B FEse F83 EAow odsta YtkFama, 1985

Nakamura, 1993).

AeH]-&-o] & (transaction costs)> A RIE&S FAS= BAHIE, J

2]
Ho 2¥8s §3 HeEe] A% Y= Aot ddHer AJ

2 AujAdS GRS FA4FH, WAt T BFSS}
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FEARPOIEL BARAR oA 2uASE v oA ¥
F f54 "o YUl Bast glom LA olg BAsY Fod
AAR A)5e FRABGE Rolth =, AHASES v dA) 2
A7 a0 tula] 95t §54 Epoo)S Aok s, olu
A 28 A0l AAFAN HH ABE) YA Fe B A2AA
o2 §54 L TA%E And Ldo] 454 FL FASE Aol
ulg GeAolA Bk v oY §54 EL AFIE LY e

Diamond and Dybvig(1983)= frsdXR o= A3t

ARAg )2 FAZZHAEY Y A U] AFIFARG
A[A7E H Be ARE 7ML dde 7Y AdllA et o= 7
Aoz =YA 3 o](moral hazard)9} <4 (adverse selection)S ©F7
st S8 HEaESS oIt &3 oS ARAYA EAE
g3stet=d 9o v Al 7HA s 83T

AR, a4zl A7A%S Tl FERHIUA ZAE d3th A7
13} 17“744 A= 7 3 01 ofF FA 7beotm 23}
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A, 4TA AGe B3 Ao AN + Qe AHH FRE AN
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ol § F& ARE AN EASe] Fdsw W B&HlH @ B
o oldl gAY PAE 48F F e Fo] edelth B F71H
Q1 Al wet Y FAUAN 47 ES 7] WFe] eqo] FA)
§ gue wF MY gnEA FAzedee] 4 H2dch oo
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Wensveen, 2003).

2) AR 25354 A

19909t o] A8 E8e EHE AYsts 3 VA 552 AR
TAE S3tstEle AYAY] o] FEste= slolth Diamond(1991)=
2 A7 H #AHE (reputational  capital) S S EFE AYAL] FAZ
EAE gt HJHZ 5 7|FFH R &gshA] deve A
AFFFAE JAASA ol Fruitd EA7F ¢std =
t}. Z22]31 Holmstrom and Tirole(1997) X}FYA7F A7 AHES =3
o2 JLEAZE 2U F don o2 T AgAFxES

& Utk Bt}

N o

T
=

L s

o ¥ o

olN
N
)
>
i)

AZAFEL S71 dist Bop 22 AFE 19809 M&A E&
A72 ARAZS AH7 s =29 SolAd S F Uuh AEAAY]

AR, ARAGS HPA & & (managerial discipline)E F3 =
5 288 At Aolth Jensen(1993) YA ES F3)
19801t ©]%-9] ¢leEo] APAr AEFoAE Qs wopxl 7Y A
FEES AEAFS T3 A HxHA AtElE Jrrso ol 719
Aol el A2 7HAE FEeHA Xstal 7)€ FE 9 o

Z(value redistribution)st= 3§ 9] 2 A U(Shleifer and Summer, 1988), 73
FAkel ARE Ay ente] Adel= 7Hd(hubris hypothesis)(Roll,



1986) = FEetA te 4ol AdATEaTdE AFTHES Uiy
AR Qs HAS WHREAS lass AAY & A IFsA%
Zo] =} tiQtA ]l A2 (governance system)he H-S ZFEgE Ao|th

(Jensen, 1986).

=4, 7149 JRAF(informativeness) EF}o|th. Ao} 43
ARIGEAES 7T 7Y ARAIGo| 22X 7149 AREATL 7
A FIA o= olojd & itk 2y Allen(1993)2 AFEA]F
o

N

O

< JHAAIado] oy AYAVE dE F e FUHE ARE AT
sty H=540=2 Hrstal )tk Holmstrom and Tirole(1993)% AR

s
A% 4ol Z1sie] WAl R vl AR AL F g F7HH

3toZ A 7199 AFBE =2vta FAst3 9t} Allen and

¢

[}
Gale(1998) FAAIE 9] o] @ 2Rl (heterogeneous) 7IHHE 7Hg3sta &3
Aol =31 Hrlrled #HE FXALYFE A|AARFERE] 2yPAF=
gy 7GR E =oled €S Holx b

valuation)slal 1A &
=] AFAE AEHS] GOl 12w
S WiE S AR} FAAZE A BT (information loop)©= Al &rma

T8 273 75 °]th(Boot and Thakor, 1997).
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<E II-6> 22Y A5 AU HSES DHRLY

2 AlA T Hl 55

AUM AUM(%)" AUM(%)"
BlackRock 3,791.6 55.8 442
Vanguard 2,215.2 95.9 41
SSGA 2,086.2 29.2 70.8
Fidelity 1,888.3 76.1 23.9
PIMCO 1,624.3 64.9 35.1
J.P. Morgan 1,426.4 52.0 48.0
Capital Research 1,045.6 100.0 0.0
GSAM 854.0 39.6 60.4
Franklin 781.8 79.0 21.0
UBS 634.2 1.9 98.1

F 1) 20129% 7|E
2) A AA AUM tiH] v 5
At&: P&l, OFR

) AmA=e AdH =

AIRAES] FRE olFEly] YA E AIRFEE $95tE 83
AH(management company)®] W& 87, ATz, BFATWA, 7]1E
2

AkxFE olsld Bast Aok ARAE A4 FAR) FAATS
o o

ATk AFA Alote] AlA AR Qo] e} £AA ghe] A FET} 9
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(%1 9)
FAF H(A) FA+ %(B) Z}o] (B-A)
FA714(0) 494.4 4105 -83.9(p=0.471)
SA714(D) 493.6 545.4 51.8(p=0.725)
Z}o](C-D) 0.8(p=0.995) -134.9(p=0.263)
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(29 9)
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A 719 (D) 5.90 5.80 -0.10(p=0.855)
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