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Abstract

A Study on Improving the Effectiveness of
Penalty Surcharges
- Focusing on the Penalty Surcharges Imposed
by the Fair Trade Commission -

Woo Hyun Chang, Hee Woo Kang

In this study, we empirically analyzed the economic effect of the
penalty surcharge which is one of the main policy measures of the Fair
Trade Commission in Korea, To this end, we digitalized the Fair Trade
Commission's resolution data to build a micro level database merged with
the enterprise data from KED.

According to the basic data analysis, the number of cases and the
amount of penalty surcharges are significantly smaller than the size of the
economy in order for the penalty to exert a proper deterrent on corporate
misconduct and to have an intended impact on the national economy
toward fair economy, We also found that the penalty surcharge / Sales
ratio was regressive according to the size of the company. In addition, in
the case of large corporations, it was observed that there are repetitive
violations, and the effectiveness of suppression by the penalty surcharges
seems skeptical,

We conducted the fixed-effect panel analysis, which controlled the
fixed-time effect and fixed-time effect, and the evidence of deterrence
from the penalty surcharges was only found in a short period of time
only in the case of small business owners who were fined more than

22% of average sales during the analysis period. On contrast, it was
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found that not only the large enterprises which are charged only 0.17% of
their sales but also small and medium-sized companies do not suffer
disadvantages in the short term as well as in the mid to long term,
Rather, it was even possible to confirm that abnormal operating profits
occurred when companies other than small business owners were
imposed on penalties, which could occur when the companies were not
caught for all violations happened.

In addition, as a result of the panel analysis of industry units that
controlled the fixed industry effect and fixed time effect, there was no
evidence that the amount of penalty surcharges affected the improvement
of market concentration indices such as CR3 and HHI, Therefore, it is
difficult to say that there is evidence that the penalty surcharges acted as
an effective tool for improving the market structure,

In short, there was no evidence that the Fair Trade Commission's
penalty surcharges contributed to the improvement of the fairness of
national economy, particularly by playing a preventive and deterrent role.
Rather, there is a possibility that the fines are undermining the people's
perception of fairness through regressive impositions and effects, This
unfair situation needs to be resolved or clarified quickly, as no matter
how clearly a certain company has committed a misconduct, if the
misconduct of another company was taken lighter, the company would
not accept the result as a fair outcome,

In addition to the empirical analysis, we also reviewed the Fair Trade
Commission's  performance management system, According to the
performance plan of the Fair Trade Commision, the performance
indicators related to the Fair Trade Commission's penalty surcharges were
mainly qualitative indicators or output indicators, As in terms of financial

performance management it is generally recommended to use quantitative

Abstract © 109



outcome indicators, considering that there are studies confirming that the
appropriate outcome indicators are available, the Fair Trade Commission's
financial performance management system, especially performance plans,
has room for improvement.

If competition authorities want to utilize the penalty surcharge system
from now on, it is necessary that it should design and operate the
penalty system more in name and reality,

For this end, even though the increase in the number of cases can be
also important, as there is a clear administrative limit to the increase in
the number of cases, it is necessary to validate the amount of penalty
surcharges imposed.

In addition, for the performance management and policy evaluation of
the Fair Trade Commission, it is necessary to establish and manage a
quantitative outcome indicators as to whether the intended result was

actually obtained,
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