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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

Ao g

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 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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3ol 8 2ol 61771 719 &l izl 2000 -5
2014\ 74A] 8] AAD ek 2ol B3 Pooled OLS
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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




FFAS & =B A6 A9B, 2015

(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.
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