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Abstract This paper investigates the impact of corporate governance structure on the firm's debt costs under different
governance environments. We find that after the 2008 banking crisis, family firms with controlling shareholders
benefit from lower debt cost through the strong control rights of dominating large shareholders, compared with the
firms with diversified minority-shareholders. Foreign investors are related statistically to the higher cost of debt.
Before the 2008 banking crisis, cash flows and growth potentials are positively associated with the firm's cost of
debt.
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Table 1. Summary statistics

AHS3H]g-el

Var Family firms (203) Non-family firms (414)
Obs Avg Std Dev |Obs Avg Std Dev

Debt 4,603 0.079 0.39 3,311 |0.130 1.27
LarS 5,337 |36.416 14.69 3,344 |13.586 |4.08
Foreign |4,596 |10.634 15.20 3,080 [10.378 [14.016
Lev 5301 |141.676 |646.06 [3,641 |168.886 |663.35
Size 5,327 |26.422 1.45 3,705 |26.420 |1.64
Beta 5,261 |0.704 0.45 3,607 |0.746 0.99
MKBK (4,977 |13.755 |43.34 3411 |14.682 |52.45
Currnt 5326 |3.207 21.71 3,705 |2.346 25.76

[Note] This table provides the basis descriptive statistics of sample
variables for 617 firms listed on the Korean Stock Exchange from
the period 2000 to 2014 for 15 years. The sample variables are
defined as follows. Debt is a proxy variable for borrowing cost or
debt cost and a borrowed cost of capital, calculated by [Total
banking costs/Average debts paying interest]x100x(1-effective tax
rate). LarS is a proportion of shares held by controlling large
shareholders. Foreign is a proportion of shares held by foreign
investors. Lev is a financial leverage and defined as Total
debts/Total equity. Size indicates firm size and is calculated by log
of Total assets, that is, Size=In(Assets). Beta is a market risk index,
showing how an individual stock' return changes in relation to a
change in the basic rate of return. MKBK is a proportion, which is
defined as market value of common stock/book value of common
stock. Currnt is a proportion of liquidity assets, defined as liquid
asset over total assets.
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Table 2. Pearson correlation matrix

- Hyp : Under Rho = 0, Prob > |[r|
Var | Debt | LarS |Foreign| Lev Size | Beta | MKBK
Debt
-0.021
LarS 1 0.06)
Forei 0.026 | 0.032
S 0.02) | (0.004)
-0.004 | -0.005 | -0.048
Lev
(0.66) | (0.61) |(<.0001)
Size -0.005 | -0.050 | 0.443 0.011
(0.61) |(<.0001)|(<.0001)| (0.26)
Beta -0.003 | -0.019 | 0.032 0.044 0.138
(0.76) | (0.07) | (0.004) | (<.0001) | (<.0001)
MKBK 0.022 | -0.001 | 0268 | -0.032 0.235 |0.020
(0.05) | (0.89) |(<.0001)| (0.003) | (<.0001) |(0.06)
Curmt 0.032 | 0.031 0.011 -0.016 -0.025 _0'700 0.002
(0.004)| (0.003) | (030) | (0.12) | (0.01) 045) (0.79)

(Note) This table presents Pearson correlation matrix for research
variables used in the analysis.
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Table 3. Pooled OLS for the sample before the 2008
banking crisis

Dep Var :
Debtl = log(Borrowing costs/risk-free rate)
Var
C;ztff' Esrﬁr t-val Prot VIF

LarS -0.0004  0.0007  -0.59 0.55 1.01
Foreign  0.0005 0.0007  0.66 0.51 1.44
Lev -59E-7  .00001*  -0.05 0.96 1.00%
Size -0.0004 0.008 0.05 0.95 1.58
Beta -0.020 0.03 0.67 0.50 111
MKBK 0.001 0.0003 350 0.0005" L11
Curmt 0.033 0.006 477  <0001" 1.09

Int 0.050 0.21 0.24 0.81 0
FVal 6.16 Pr >F <..0001
R-Sq 0.0135 Adj-R 0.0113
];\; 1.660 1;\; <0001

(Note) This table shows the empirical test results on the effects of
corporate governance on the borrowing costs. Statistics in the table
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includes coefficient estimates and t-values. * indicates the significance
level of 5%. ** indicates the significance level of 1%.

Debt is a proxy variable for borrowing cost or debt cost and a
borrowed cost of capital, calculated by [Total banking costs/Average
debts paying interest]x100x(1-effective tax rate). Dependant variable
Debtl is defined as the value taking a natural log of borrowed cost
over risk-free rate, a proxy variable for credit risk premium. LarS is
a proportion of shares held by controlling large sharecholders. Foreign
is a proportion of shares held by foreign investors. Lev is a financial
leverage and defined as Total debts/Total equity. Size indicates firm
size and is calculated by log of Total assets, that is, Size=In(Assets).
Beta is a market risk index, showing how an individual stock' return
changes in relation to a change in the basic rate of return. MKBK is
a proportion, which is defined as market value of common stock/book
value of common stock. Currnt is a proportion of liquidity assets,
defined as liquid asset over total assets.

Table 4. Two-Way Fixed-Effects and Random_Effects
estimation for the sample before the 2008
banking crisis

Dep Var :

Debtl = log(Borrowing costs/risk-free rate)
Fixed-Effects Model Random-Effects Model
(Mixed) (GLM)

Coeff. Std t-val Coeff. Std t-val
Est Error (P>t) Est Error  (P>t)

Var

LarS  -0.00043 .0007 (8 5559) -0.0005 .0007 ('8 Zg)
Foreign 0.00052 .0007 (8:2?) 0.00048 .0007 (gzgg)
Lev  -5.9E-7 .00001 (8 ;)65) -15E-8 .0001 ('8 '9091)
Size  0.00043 0.008 (gig; 0.0016  0.008 (gég)
Beta  -0.0201  0.03 (8 '5607) -0.033  0.031 (52087)
MKBK  0.0012  0.0003 5 (')f)g; 0.0012 0003 (3"?)::)
Curmt  0.033  0.006 (i'g g 01 ) 0.0327  0.006 (j"g g;)

Int  0.0508 0212 (gé?) 0.0745 0214 (gé;

(Note) This table shows the empirical test results on the effects of
corporate governance on the borrowing costs. Statistics in the table
includes coefficient estimates and t-values. * indicates the
significance level of 5%. ** indicates the significance level of 1%.
Debt is a proxy variable for borrowing cost or debt cost and a
borrowed cost of capital, calculated by [Total banking costs/Average
debts paying interest]x100x(1-effective tax rate). Dependant variable
Debtl is defined as the value taking a natural log of borrowed cost
over risk-free rate, a proxy variable for credit risk premium. LarS is
a proportion of shares held by controlling large shareholders. Foreign
is a proportion of shares held by foreign investors. Lev is a financial
leverage and defined as Total debts/Total equity. Size indicates firm
size and is calculated by log of Total assets, that is, Size=In(Assets).
Beta is a market risk index, showing how an individual stock' return
changes in relation to a change in the basic rate of return. MKBK is
a proportion, which is defined as market value of common
stock/book value of common stock. Curmnt is a proportion of
liquidity assets, defined as liquid asset over total assets.
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Table 5. Pooled OLS for the sample after the 2008
banking crisis

Dep Var :
Var Debtl = log(Borrowing costs/risk-free rate)
Coeff. Est  Std Error  t-val Pr>t VIF
LarS -0.0025 0.0014 -1.83 0.06" 1.00
Foreign  0.0036  0.0018 1.93 0.05" 1.40
Lev -2E-6 .00008* -0.03 0.97 1.04*
Size -0.023 0.016 -1.40 0.16 1.46
Beta 0.005 0.043 0.11 0.90 1.06
MKBK 0.0001 0.0003 0.47 0.64 1.10
Currnt 0.007 0.007 0.97 0.33 1.03
Int 0.734 0.430 1.71 0.08 0
FVal 1.31 Pr >F 0.24
R-Sq 0.0027 Adj-R 0.0006
DW Stat 1.961 Pr < DW 0.113
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(Note) This table shows the empirical test results on the effects of
corporate governance on the borrowing costs. Statistics in the table
includes coefficient estimates and t-values. * indicates the significance
level of 5%. ** indicates the significance level of 1%.

Debt is a proxy variable for borrowing cost or debt cost and a
borrowed cost of capital, calculated by [Total banking costs/Average
debts paying interest]x100x(1-effective tax rate). Dependant variable
Debtl is defined as the value taking a natural log of borrowed cost
over risk-free rate, a proxy variable for credit risk premium. LarS is
a proportion of shares held by controlling large shareholders. Foreign
is a proportion of shares held by foreign investors. Lev is a financial
leverage and defined as Total debts/Total equity. Size indicates firm
size and is calculated by log of Total assets, that is, Size=In(Assets).
Beta is a market risk index, showing how an individual stock' return
changes in relation to a change in the basic rate of return. MKBK is
a proportion, which is defined as market value of common stock/book
value of common stock. Currnt is a proportion of liquidity assets,
defined as liquid asset over total assets.

Table 6. Two-Way Fixed-Effects and Random_Effects
estimation for the sample after the 2008
banking crisis

Dep Var :
Debtl = log(Borrowing costs/risk-free rate)
Fixed-Effects Model Random-Effects Model
(Mixed) (GLM)
Coeff. Std t-val Coeff. Std t-val
Est Error (P>t) Est Error  (P>t)

Var

LarS  -0.0025 0014 ;(1):32; -0.0026 0014 ((1)(8)2)
Foreign  0.0036 0018 (é_'gg;) 0.0035 0018 (é_'gg;)
Lev  -46E-6 00009 ('(())_ 9055) -7E-6  8E-5 ((())9039 )
Size  -0.023  0.016 ('(;_'fg) 00232 0.016 {(ifg)
Beta 00075  0.044 (gzég) 0012 0.044 ((1)%)
MKBK  0.00016 00003 (g:‘g) 0.00015 0003 (8:2;)
Curmt  0.0070  0.007 (gzi) 0.0068  0.007 (8??)
It 0734 0431 ((1):?(3)) 089 0.438 ((2):845&)

(Note) This table shows the empirical test results on the effects of
corporate governance on the borrowing costs. Statistics in the table
includes coefficient estimates and t-values. * indicates the significance
level of 5%. ** indicates the significance level of 1%.

Debt is a proxy variable for borrowing cost or debt cost and a
borrowed cost of capital, calculated by [Total banking costs/Average
debts paying interest] x100x(l-effective tax rate). Dependant variable
Debtl is defined as the value taking a natural log of borrowed cost
over risk-free rate, a proxy variable for credit risk premium. LarS is
a proportion of shares held by controlling large sharcholders. Foreign
is a proportion of shares held by foreign investors. Lev is a financial
leverage and defined as Total debts/Total equity. Size indicates firm
size and is calculated by log of Total assets, that is, Size=In(Assets).
Beta is a market risk index, showing how an individual stock' return
changes in relation to a change in the basic rate of return. MKBK is
a proportion, which is defined as market value of common stock/book
value of common stock. Curmt is a proportion of liquidity assets,
defined as liquid asset over total assets.

4. AE

s AplthEaeek o=el FARTE SR8
7199l hel]l EAE vaekEA, 719ge] Az 9
Ei7E el lnl8-2 SshAA AdHE-S #aAE 5 3
A0t AS 24S AAlskAth AudFFrt 73
Fe FHeks 7Y 284 & 7 2 9

¥ 398 493 71999l Yot

7] &4 5ol sl AAAEH ol LA slo] 1)

of YelQul g2 SehAZ S glrka FRTh ol

AL EASE 20T AAFERIE A

5 o]og 78 flo] AN FENFS Foln )

of helelge B FE duks 2 Qu
S GRG LE

Al o) A% RAE Aol w2, 20084 FE9)
7] ool AT ARg3t 59 FAR A RE
R CEE DUEE EEE DR e

© 2 YERstT ¥, 20084
T Ag2 AL 29 Fo4Q FAE Ko,
AT EAE glelngs 4

H|-& ZHaol] 27 71ode Ao 2 Wiy a8y, 589
7] o]F &=l FARF A&l H& 7Y

o] & Ao =E ey, ol A S Qe
o] 9=l B} VIS FAL
o7 Holt}

A7 s 548 Ul 7ETIdE
Aoz g B A, FHeks Aiatxe
(shareholders)ol| Al 4421 Jkg v X& A, 7]
o AAA 7125 slEAA A AAFE(bondholders) ol A

=
= B dFe Fa, w2 ARe ATz 29

=2

>

R
o o
ok I

ft
oX,
02“:',
g‘g
2
~
=
St
r O
po)

o

N
N
2 @ o ofy

References

[1] La Porta, Rafael, Lopez-de-Silanes, Florencio, Shleifer,
Andrei, "Corporate ownership around the world", Journal
of Finance 54, pp471-518, 1999.
DOI: http://dx.doi.org/10.1111/0022-1082.00115

5834



719 A2zt 2Hhegol vXe 9F

(2]

(3]

(4]

(5]

(6]

(7]

(8]

(9]

[10]

Anderson, R., Mansi, S., Reeb, D.M., "Founding-family
ownership and the agency cost of debt". Journal of
Financial Economics 68, pp.263-285, 2003.

DOL: http://dx.doi.org/10.1016/S0304-405X(03)00067-9

Inderst, R., Mueller, H., "Ownership concentration,

monitoring, and the agency cost of debt", University of
Mannheim Working Paper, 2001.

Nam, Young-Ho, Moon, Sung-Joo, “A performance
comparison of family firms and non-family firms: Using
exchange-listed company data”, The Korean Journal of
Business Administration Vol. 20 No. 1, pp.237-264,
2007.

Pan, Hye-Jung, “Korean family firm's leverage and
performance,” Management Review Vol. 22 No. 2,, pp.
39-60, 2007.

Park, Se-Youl, Shin, Hyun-Han, Park, Kyung-Jin, “The
impacts of family firm's governance characteristics on
the firm value and performances,” Management Review
Vol. 25 No. 2, pp. 163-195, 2010.

Miller, Breton-Miller, Isabelle,
Richard H., Cannella Jr., Albert A., "Are family firms
really superior performers?",
Finance 81, pp.411-439, 2007.
DOI: http://dx.doi.org/10.1016/j.jcorpfin.2007.03.004
Villalonga, B., Amit, R., "How do family ownership,

Danny, Le Lester,

Journal of Corporate

management, and control affect firm value?", Journal of
Financial Economic 80, pp.385-417, 2006.

DOI: http://dx.doi.org/10.1016/j.jfineco.2004.12.005
Faccio, M.,, Lang, L.H.P., “The ultimate ownership of

Western European corporations", Journal of Financial
Economics 65, pp.365-395, 2002.

DOI: http://dx.doi.org/10.1016/S0304-405X(02)00146-0
Ang, J.S., R.A. Cole and J, Wuh Lin "Agency costs and
ownership structure", Journal of Finance 55, pp.81-106,
2000.

DOI: http://dx.doi.org/10.1111/0022-1082.00201

5835

ol
=}

i Al(aisik Gong) [H3]¥]

813} Skt
0198441 8¢

Qe AAL
© 19921 89 : W= Louisiana State

Univ. (BR), Ph.D.(7 % 8HatA)
*1995d 32 ~ &A : diydigte

et Fgngst wg

e 1981d 29 : ANETigtu Qoju
el





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /KOR <FEFFd5a5c0c1b41c0020c778c1c40020d488c9c8c7440020c5bbae300020c704d5740020ace0d574c0c1b3c4c7580020c774bbf8c9c0b97c0020c0acc6a9d558c5ec00200050004400460020bb38c11cb97c0020b9ccb4e4b824ba740020c7740020c124c815c7440020c0acc6a9d558c2edc2dcc624002e0020c7740020c124c815c7440020c0acc6a9d558c5ec0020b9ccb4e000200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /CHS <FEFF4f7f75288fd94e9b8bbe7f6e521b5efa76840020005000440046002065876863ff0c5c065305542b66f49ad8768456fe50cf52068fa87387ff0c4ee563d09ad8625353708d2891cf30028be5002000500044004600206587686353ef4ee54f7f752800200020004100630072006f00620061007400204e0e002000520065006100640065007200200035002e00300020548c66f49ad87248672c62535f003002>
    /CHT <FEFF4f7f752890194e9b8a2d5b9a5efa7acb76840020005000440046002065874ef65305542b8f039ad876845f7150cf89e367905ea6ff0c4fbf65bc63d066075217537054c18cea3002005000440046002065874ef653ef4ee54f7f75280020004100630072006f0062006100740020548c002000520065006100640065007200200035002e0030002053ca66f465b07248672c4f86958b555f3002>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


