Journal of the Korea Academia-Industrial http://dx.doi.org/10.5762/KAIS.2013.14.1.143
cooperation Society
Vol. 14, No. 1 pp. 143-147, 2013

el | AEAAS 7 GAMTFET ZJulGel) WAL JF

The impacts of foreign institutional investors and governance
mechanism on the cost of debt

Choong-hwan Kim"

'College of Industrial Science, Kongju National University

=)

o Qe AR AU B G 9N SRl el 2 A 24t
ok AE thE Aulze] tE ulgel G 1) Slaf, AhREE AEE 71EoB A% % °
w0 IR, 2 A\UREOR LRslel ARLAS AASlHT LHAT, A UFEN oIt e 7
A Sfstal SAA7E 719 AUelgol e ke Aol AU getorh i UFE 2 7
I 95el BAt 71999 AHelRlgE A gl g

0] Ao] ot ol bae] ofsl AuelAs A1 A elelg e o EHEIOJ bl

E
MUy
e

3T

= 2 H 2 Fo

A

Hj
o] Z718laL ZHAA 747t shetsle] AgRT AulE F7H= olojdA S Qirke A
qog, o7l EAAE AF AFE 2 /YN A dERs # Ax ZAlsln
A oNAA meslel Fad dehe R 4 ks Ae wolzth

o 0150 i

Abstract This paper examines the impact of corporate governance structure on the cost of debt. Total sample
is divided into the small sample, the medium sample and the large sample of equity concentration, based on
the equity ownership of large sharecholders. Our regression results show that foreign investors are not associated
with the cost of debt in the small and medium samples of equity ownership, whereas foreign investors are
significantly associated with the reduction in the cost of debt in the large sample of equity concentration.
Academic implications of our findings are that as the ownership of dominating shareholders rises, they seek
their private interests of perks causing an increase in agency costs and a decrease in firm's economic value,
thus expanding borrowing costs. Practical business implications are that foreign investors may alleviate agency
problem of dominating large shareholders in the firm through monitoring activities, thus enhancing the
efficiency of business decision-makings.
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[Table 1] Descriptive statistics
Var Obs Avg Std Dev Min Max
Debt
9 . 1.
%) 6,687 597 5.38 0 51.48
Focign | 5150 | 1084 15.09 0.01 9335
(%)
CFlow | 6,847 | 0.053 0.089 275 0.68
?;: 6,765 167.15 773.98 0.94 4099072
IntCov | 6,687 | 1036092040 | 711.912.745 | 921721488 | 57.959.646.942
MKBK 6,213 10.42 31.76 0.02 540.00
Assets(Th) | 6,848 | 1190675 | 4488255 97.9 107.179010
Currnt(%) | 6,847 238.12 1.959.23 0.69 148.670.27
CEDStd | 3,256 1273 50.54 0.04 500.52
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[Table 2] The effects of foreign institutional investors and
corporate governance on the cost of debt

Dep. Var : Debt (Borrowing Costs)
Low Medium High
Ownership Ownership Ownership
Variable Concentration Concentration | Concentration
(Largest (Largest (Largest
Shareholder Shareholder Shareholder
Ownership Ownership Ownership >
< 5%) 5%-25%) 25%)
Foreign 0.013 -0.025 -0.044
(0.44) (0.11) (<.0001)**
-0.067 0.035 -0.029
CFlow (0.128) (0.39) 0.23)
Lev 0.0070 0.0041 0.0113
(0.014)* 0.12) (<.0001)**
IntCov -0.000051 -0.00012 -0.0000066
(0.38) (0.015)* (0.13)
0.000024 0.00013 -0.000016
MKBK (0.48) (0.0067)** (0.78)
Size 0.00013 0.0049 0.0015
(0.92) (0.0014)** (0.107)
Curmt -0.0013 0.0043 0.0072
(0.53) (0.08) (<.0001)**
-0.0000033 0.00011 0.000046
CFDStd 0.91) (0.0056)** (0.046)*
Obs 413 517 1,175
Adj. R’ 0.053 0.091 0.088
F value 2.36 4.06 7.71
(0.001) (<.0001) (<.0001)
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