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The effect of the largest shareholder’'s ownership
on stock price delay

Haeyoung Ryu* - Soo-Joon Chae**

—— | Abstract

This paper examines how the level of the largest shareholder's stake
affects the stock price delay. According to the entrenchment hypothesis,
large shareholders who can monitor management have a low need for
high-quality financial reporting and do not want to disclose bad news
related to the company to the outside. On the other hand, according to the
alignment hypothesis, the interests of large shareholders and minority
shareholders coincide as the ownership stake of large shareholders
increases. In this case, there is little incentive for large shareholders to
delay or conceal corporate information, thereby reducing information
asymmetry between inside and outside the company. In other words, the
level of equity holdings of large shareholders affects the quality of a
company's financial reporting and information disclosure policy. If the
quality of a company's financial reporting is lowered or bad news related
to the company is concealed by the incentives of major shareholders, the
stock price of the company will not reflect the company information in a
timely manner. As a result of regression analysis of KOSPI-listed
companies from 2012 to 2019, it was confirmed that the largest
shareholder's stake had a positive (+) relationship with the stock price
delay phenomenon. The results suggest that the larger the stake held by
the largest shareholder, the stronger the incentive for the largest
shareholder to pursue private interests, suggesting that agency problems
are highly likely to occur. In addition, as a result of analyzing the entire
sample by dividing it into chaebol companies and non-chaebol companies,
the positive relationship between the largest shareholder share and stock
price delay phenomenon was significant only in the non-chaebol samples.
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