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Abstract

Effect of Public Organization's Ethical Awareness
on Agency Costs

Kim, Duk-Soo

Department of Public Enterprise Policy
The Graduate School
of Public Administration

Seoul National University

Moral hazard and lax management of public institutions have
been continuously pointed out through annual parliamentary
audits or media. There is a vicious cycle In which reckless
business expansion and budget waste deteriorate the fiscal
soundness of public institutions without proper economic
feasibility, which is filled with taxpayers' money. The Board of
Audit and Inspection, the National Assembly, and academia have
proposed various alternatives for financial soundness
management of public institutions, and the government has
prepared various systems such as normalization measures,
preliminary feasibility study system, and budgeting and execution
guidelines for public enterprises and quasi-government
institutions. Nevertheless, the recent situation in which problems
such as illegal speculation wusing internal information, illegal
appropriation of budget, and private use continue can be seen as
a typical owner-agent problem caused by separation of ownership
and management. It i1s caused by information asymmetry between
the owner's government and the agent's workers, and the
owner's government wants to monitor the agent's behavior
thoroughly, but it is practically impossible and the agent's
workers focus more on their interests than the government's
essential role. Costs incurred in this relationship are called agent
costs, and there are residual losses incurred despite the
monitoring costs of the owner monitoring the agent, the
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confirmation costs of the agent proving his or her actions for
the owner, and the monitoring and confirmation costs.

In this study, in order to find a solution to this problem, the
effect of public organizations' ethical consciousness on agent
costs was empirically analyzed. It was intended to verify whether
the improvement of consciousness in the organization about
ethical management is appropriate as an alternative to solving
the owner-agent problem by reducing agent cost.

The subject of the study was 36 public companies with assets
of 2 trillion won or more and 50% or more of their own income
among all public institutions. As proxy variables for ethical
awareness, comprehensive, external, and internal integrity scores
announced annually by the Anti-Corruption and Civil Rights
Commission were used, and as indicators of agency cost, total
asset turnover, return on equity, and cost efficiency were used.

As a result of the analysis, it was possible to prove the
hypothesis that integrity increases the total asset turnover rate
and reduces agent costs. Institutions with high integrity faithfully
fulfill the public role assigned to each institution by increasing
the work efficiency and labor productivity of their members,
which leads to an increase in sales, resulting in an increase in
total asset turnover. The return on equity, another indicator
related to productivity, could not be associated with integrity.
The return on equity is calculated as net income compared to
equity capital, and in the case of public companies, even if sales
increase, losses accumulate due to utility rate regulations that
fall short of the government's cost. From the viewpoint of
cost-effectiveness, the hypothesis that integrity will reduce the
budget waste of work promotion costs, welfare costs, advertising
promotion costs, and consumption costs could not be proved.
Since the past, various government guidelines and monitoring
activities such as the Board of Audit and Inspection and the
National Assembly, which control the compilation and execution
of public institutions' budgets, have been relatively well managed.

As a result, public organizations' ethical consciousness plays a
clear role in reducing agent costs by improving work efficiency,
so it is necessary to establish an ethical management system in
the future and improve ethics through continuous education. It is
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necessary to establish a reasonable rate calculation system to
stably manage the loss prevention and financial soundness of
public enterprises, and to prepare a plan for operating public
institutions so that publicity and business feasibility can be
properly harmonized. In addition, as the effectiveness of
government guidelines for budget control by public institutions
has been proven to some extent, continuous efforts are required
to prevent inappropriate cost execution in the future.

keywords : public enterprise, ethics, integrity, agency cost
Student Number : 2021-23166
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