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Sensitivity to External Shocks and Firm's Performance Growth:
Based on Profit Efficiency of Korean Hotels

o%ql)

— » ABSTRACT

Since people prone to dislike risk, a firm's performance sensitivity or stability to an external factor
can be a research question. External shocks such as an economic boom or depression can affect
every firm. If there are differences in sensitivity to external shocks due to a firm's internal factors,
external shocks can affect the firms performance measure such as profit efficiency because
efficiency is a relative measure. This study measure the sensitivity to business cycle in profit
efficiency of business cycle of Korean hotels and compare them to hotels' performance growth. To
control the sensitivity, time series data representing external shocks with firm—specific coefficients
is included based on the model of Cornwell, Schmidt and Sickles (1990). The reason for using
the profit function model is that there is a possibility that the external shock can reflects both
the demand shock and the supply shock. The Analysis shows that there is significant negative
correlation between the sensitivity to business cycle and Compounded Annual Growth Rate of profit
efficiency; that is, a trade—off relationship is observed which is between stability and performance

growth. (Stability V.S. Performance growth which way is better)
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