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Abstract This study examined the impact of Government-ownership of banks on the firm size using South Korean
data. The impact of Government ownership of banks as both the largest lender of government banks and the bank
loan dependency of firms on government-ownership bank were measured. Empirical models considering endogenous
problems and various effects of firm size were developed. All results in this paper showed that government-ownership
of the main banks might have a relationship with the smaller firms. In addition, the bank loan dependency of firms
on government-ownership banks might have effects on the firm size. A higher loan dependency of firms on
government-owned banks resulted in smaller firms. This study used micro firm level data to analyze, from several
perspectives, the relationship between government-owned banks and firm size. The existing studies go as far as
inferring the effects of government-owned banks showing theoretical evidence, performing surveys, or using
international comparison data. This study is differentiated from existing studies in that it analyzed in a direct manner
the effects of the government-owned banks on both the firm size. This study provides insights into the privatization
of government-owned banks.
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[Table 2] Definition of Variables

Variable Definition Expe-cted
Sign
Dependent Firm Size(Size) Logarithm of main bank's book
Variable value of total assets
Relggizlr?sgwﬂ%iﬂl A dummy  variable
. b equals 1 if largest bank| Negative
Government-own |.
is government owned (-)
ed Bank bank, 0 otherwise.
(Gov_Main) & '
Government  |Government bank loan Negative
Bank’s loan ratio |divided by total bank %ﬁ)
(Gov_Loan)  |loan
Independent | Preceding Year's )
Relationship with f:qu s 1l largest Negative
N is  government owned
Government-own bank in preceding year, 0 e
od Bank otherwisi e
(Gov_Main_Last) ’
Preceding Year's |Government bank loan
Government  |divided by total bank| Negative
Bank’s loan ratio |loan (=)
(Gov_Loan_Last) |in Preceding Year
Return on Assets
(ROA) Net Income/Total Assets
Equity .
Ratiol Capital) Equity/Total Assets
Sale Growth |Change of Sale/Sale of Preceding
(Growth) year
Control Risk Interest Expense/Sale
Vari Foreien Foreigner's ownership divided by
—able ae total ownership
Tan tangible asset/total asset
The standard deviation of the
Vol operating income(scaled by sale)
during the previous 5 years
Industry A dummy variable equals 1 if it
Dummy(Ins)  |belongs to the industry, 0 otherwise.
Instrument | Main Bank’s |Net Income of Main Bank/ Total
Variable |ROA (Bank_Roa)|Assets of Main Bank

4898



ARaf 230 AN 1Y 2o B

)

o F4A5 5

B,

v_Main_Last

HGo

3 A wA o

o =
o

I\
xr
i
Klo
<

=
-

o)
=

187

Aol

1

=

v_Main
=

F(Go

H] 3t 71} FaLeh

1A 7137t

RIlye)
3k

AR 23 FAH AR
o

3 FAY B o
72535}

ol FEolA o F3

o}

A 7199
o] 244
A}

g

o9

=
=

SIEEE

H

Table 39] (Panel A)$} 2
I

ol 7]

o
1=
)

L

o

o

J3k S8 B 5o 7199 qrreke

ek

°

7 o ARAG

SRR B
[Table 3] Result of Analysis
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Note: ##x #k * denote 19, 5%, 10% levels of significance, respectively.
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