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Abstract

Internal Capital Market and Pecking Order Theory of
Korean Chaebol Business Group

ek ckok

Min Geu Jung™*, Seoung Jin Moon™**, and Byoung Gon Kim

This study examines the impact of the internal capital market within Chaebol business
group on the capital structure decision making of affiliated firms during the period from 2004
to 2021. The sample comprises 2,301 firms (firm-year observations) listed on the Korea Exchange,
including both the KOSPI and KOSDAQ markets. Utilizing panel data regression analysis,
the findings reveal that Korean Chaebol firms prefer internal financing over external financing.
The internal capital market within Chaebol firms influences affiliated firms’ capital structure
decision making, reducing reliance on debt-based funding. Additionally, when facing funding
shortages, Chaebol firms issue net debt externally; however, internal cash flow generation
decreases net debt issuance. The presence of an internal capital market, formed by affiliated
firms, mitigates funding shortages, reducing net debt issuance. Overall, Korean Chaebol firms

tend to follow the Pecking Order Theory in their capital structure decision making.

Key words: Chaebol Business Group, Internal Capital Market, Pecking Order Theory, Capital
Structure, Panel Data Regression Analysis
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