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Abstract 

Family Control, Foreign Investors, and the Cost 

of Corporate Borrowing 

 

Joon-Hyuk (Simon) Vincent 

Business School 

Seoul National University 

 

This paper examines whether family CEOs in Korea have an effect on the cost of borrowing. 

Specifically, we aim to see whether or not the excess control rights that many of these family 

members hold has an adverse effect on the cost of borrowing, thus lowering shareholder firm 

value. We compare this to the effect of foreign ownership both as a direct effect on the price 

of debt and as an interacting variable between family CEOs and interest rates. We obtained 

loan data for 385 syndicated loan contracts in South Korea issued between 1996 and 2011. 

The results turned out marginally significant for the positive effect of family CEOs on the 

cost of borrowing, and significant for the negative effect for foreign ownership on the cost of 

borrowing. The interacting effect was not supported. 

Key Words:  Corporate Governance, Family Ownership, Foreign Block Investors, 

Ownership-Control Disparity, Cost of Debt, Syndicated Loans, 
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1. Introduction 

Corporate governance has been the cornerstone of dealing with the classic agency conflict, as 

laid out by Jensen and Meckling (1976). The main principle-agent problem occurs due to the 

differing interests of mangers (agents) and shareholders (principals). While this quandary has 

proven to be a problem for widely held companies, it has since come to light that many 

publically traded firms around the world are controlled by a single dominant shareholder who 

often acts as an single owner-manager (La Porta et al, 1999). In this context, a new problem 

may arise. The previous principal-agent agency problem is less of an issue because in some 

instances, agents and principals can be one and the same. The new conflict that arises is one 

that is primarily between general “minority” investors and large controlling investors, with 

the latter often enjoying a disproportionate amount of control in proportion to their 

shareholdings. The effect is amplified in environments where weaker corporate governance 

enables individuals or entities to effectively control an entire corporation despite only holding 

a small percentage of the shares. This is achieved through complex systems of ownership 

such as cross-holdings, pyramids, and different classes of shares. 

The new agency problem, as laid out by Shleifer and Vishney (1997), is the conflict between 

the minority owners of the firm and the ones who control it. If there is a discrepancy between 

ownership and control, as explained in Lin et al (2011), it should theoretically make it harder 

for firms to be able to find external finance. This is because the larger controlling 

shareholders are free to be able to manoeuvre the firm into their favour, sometimes at the 

expense of minority shareholders. An example of this is the diversion of cash-flows, away 

from firms where they have less ownership, into ones where they have more (one form of 

“tunnelling”) (Johnson, La Porta, Lopez-de-Silanes, and Shleifer (2000)). Other such forms 

of expropriation and moral hazards become more possible the greater the discrepancy 

between the control and the ownership of a firm. 
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If expropriation were to occur within a company, it would lose value for the following 

reasons. Firstly, it should theoretically be harder to find external financing, thus it would not 

be able to grow as much as its competitors who are able to find the capital. And secondly, if 

assets are stripped away from a company through tunnelling, its capital base will be reduced, 

increasing the costs of financial distress and bankruptcy. As Lin et al (2011) explained, 

“[h]olding cash flow rights constant, greater control rights may provide extra risk-taking 

incentives to controlling shareholders because they may be able to use their effective control 

rights to divert the upside gains for private benefits while leaving the costs of failure to 

creditors.” (Lin et al, 2001, pp2). This problem should theoretically drive up the cost of debt. 

However, while many studies have followed on from La Porta and colleagues’ body work on 

corporate governance to ascertain the effect that a strong or weak corporate governance 

environment has on the performance of a firm, or the share price, much fewer studies have 

looked at the debt side of the equation. Furthermore, while this group of studies predict and 

empirically show a decrease in value due to this expropriation of minority shareholders, there 

have been a much lower number of studies looking at how this decrease in value is occurring. 

This paper seeks to look at the empirical evidence of how a significant discrepancy between 

control and ownership can lead to riskier behaviour from a firm, which in turn leads to a 

higher cost of debt. Specifically, we look at how having a CEO that is related to the 

controlling family of a group can affect the price of borrowing. We choose the family CEO 

variable because, as we discuss below, they are notorious for having control over firms that 

are much higher in excess of their shareholdings. We make the conjecture that this is one of 

the mechanisms through which a weaker level of corporate governance can result in lower 

valuations in companies, as predicted by La Porta et al. The sample is taken from Korean 

domiciles syndicated loan borrowers, and we hand collect detailed information on 385 bank 

loan contracts. The sample is taken from Korea because it provides a unique business 
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environment where a handful of families are able to gain disproportionate control over 

several large business groups. We thus compare the effect of a family CEO, who can enjoy 

this disproportionate control, on the cost of borrowing. Our time period for the study is from 

1996 to 2011. 

We only look at the private syndicated loan market as it is one of the largest sources of 

external finance in the world. We collect specific loan details, such as size of loan, maturity, 

and other factors, and compare it with borrower details, such as identity, credit rating, and 

financial information. We also look at how the price of a loan is affected by foreign 

ownership. Theoretically, foreign ownership, and specifically foreign block holders, should 

act as a monitor for risky behaviour and moral hazards. The presence of a second block-

holder should reduce the influence of ownership structure, as it should weaken the ability for 

controlling owners to act solely on their behalf.  In this regard, foreign owners should be 

positively associated with the price of borrowing.  

After running an OLS regression model, our predictions were significantly supported. Both 

family CEOs and foreign ownership were shown to affect the price of borrowing. However, 

testing for the interaction effect between the two variables proved to be insignificant. Taken 

together, our results provide further evidence that family CEOs in Korea have incentive to 

take on riskier projects, as well as possibly take part in morally hazardous activities such as 

tunnelling and expropriation of minority shareholders. These activities will increase the costs 

and risks faced by banks when lending money to these companies, and will thus increase the 

cost of borrowing for these companies. This is one of the avenues through which value is 

destroyed in a weaker corporate governance environment. This study contributes in this line 

of research by providing empirical evidence on how this value is being destroyed, as well as 

contributing to the relatively rarer studies on the effects of ownership and control on debt. 
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The remainder of this paper is structured as follows; section 2 covers the theoretical 

framework of the model, in section 3 we build the hypotheses. Section 4 looks at the sample, 

section 5 the method, and section 6 the results. Finally in section 7, we conclude and provide 

a discussion and possible future research. 

2. Background and Literature Review 

2.1. Corporate Governance in Korea and East Asia 

Following the Asian Economic crisis in 1997-1998, a particular keen eye was cast onto the 

corporate governing practices in the region. This coincided with the now prominent treatise 

from Rafeal La Porta et al, who theorized on the importance of law, along with its 

accompanying enforcement, in the development of financial markets. After a plethora of 

studies on the matter, and with the power of hindsight, a catalogue of mistakes where noted 

that led up to the crisis. Indeed, following La Porta et al’s claim on the importance of the 

legal aspect of corporate governance, these countries were judged to have significantly 

weaker corporate mechanisms compared to more developed nations in Western Europe and 

Northern America, and thus many countries’ economic suffering was exacerbated due to the 

more rampant expropriation by controlling managers, leading to compounded losses. In short, 

the crisis was proven to have been aggravated by the region’s poor level of governance. 

(Johnson et al 2000a, Mitton 2000; Lemmon and Lins 2001). 

In their first paper, Shleifer and Vishny (1997) derived their research from the classic Jensen 

and Meckling (1976) notion of agency theory, following the “straightforward agency 

perspective” of separation of ownership and control (Shleifer and Vishny, 1997, p.738). Thus 

the focus is on understanding how investors can get managers to return their initial capital 

outlay. This is of paramount relevance in Asia due to the prominence of expropriation and 

self-dealing (Cheesman, 2001; Lague, 2001). The authors conclude that legal protection is the 
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principal force that keeps financiers from parting with their capital, since in the event of them 

not receiving it back, they have the mechanisms to force it back (e.g. through courts, etc.). In 

countries where this legal protection is lacking, a concentration of ownership is a possible 

remedy to compensate for the low protection, by more closely aligning the shareholders’ and 

managers’ interests. The disadvantage of this method, however, is that it can give a 

disproportionate amount of control to a single large owner, with the remaining minority 

owners at its mercy. This could lead to such negative phenomena such as expropriation and 

tunnelling.  

In a similar line of reasoning, in their subsequent paper, La Porta et al (1996) found evidence 

that a significant concentration of ownership may be a reflection of poor investor protection. 

More precisely, they found an inverse relationship between the level of legal protection to 

investors and ownership concentration. In Asia in particular, this concentration of ownership 

is dominated by family controlled businesses. This was further evidenced in Claessens et al 

2000, where it was shown that over half of all firms in the region, excluding Japan, are 

controlled by families. Unfortunately, there was also evidence of crony capitalism, with 

between 18% and 58% of all assets being controlled by the leading ten families in each 

country studied in the region. More relevant to this paper, out of the corporate governance 

enforcement variables measured in the region, Korea ranked only between 5th and 7th in each 

criterion out of 11 East Asian countries. 

Claessens et al 2000 established several ways in which ownership and control can be 

separated to benefit large shareholders. In particular, due to nearly two-thirds of firms being 

controlled by only a single shareholder, the separation of management from ownership is rare. 

In most cases, the top management is also largely controlled by the controlling shareholders, 

leading to a system where essentially a small minority of families directly control a large 

portion of a nation’s assets. This gives many of these elite families a far-reaching amount of 
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influence in politics and policy making, through government lobbies and special interest 

groups. According to Claessens et al (2000) “[c]oncentration of control might also have been 

a detriment to the evolution of the countries’ legal systems. […] [Leading to the] suppression 

of minority rights and holding back the institutional development of legal regulatory channels 

to enforce those rights”. 

The phenomenon could have wider repercussions throughout the region. The high level of 

conflict of interest could be detrimental to the development of modern financial markets. In 

particular, (Classens et al, 1999, p.22) discovered that a stronger emphasis on cash-flow 

rights, i.e. investor protection, led to a higher market valuation for the region. This confirms 

La Porta et al’s theories regarding investor protection and firm valuations. “[I]ts effect on 

financial markets, investor protection influences the real economy” (La Porta et al 2000, p16). 

Inversely, a bias on control-rights was shown to lead to a lower market valuation.  According 

to these authors, the dominant agency problem in the region is thus the risk of expropriation 

of minority shareholders by controlling shareholders, which is the majority of cases are 

founding family members. It is therefore hoped that a greater level of protection to these 

minority investors will facilitate financing, leading to a better allocation of resources in the 

classical economic sense, and thus a more prosperous economy. At firm level, the greater 

valuation under tougher corporate governance systems can be directly observed through 

companies listed on two different stock exchanges, particularly if the second is in the UK, US 

or Singapore. When a company lists in these stock exchanges, it must follow all the required 

corporate governance guidelines. The rise in stock value following listing, despite the heavy 

costs involved a second listing, is testament to the notion that tougher governance leads to 

better performance. 
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2.2. Family Ownership 

The ubiquitous and extensive control founding family members in Korea have over 

“Chaebols” remains a controversial issue. While they have had an important role in 

propelling Korea into economic prosperity, in the context of this research, they are seen in a 

very different light. As De Miguel et al (2004) demonstrated in their study on ownership 

structure, a concentration of ownership can have a positive effect on value since it helps solve 

the free riding problem. But this is only up to a certain point, after which a new agency 

problem can arise: one between the controlling owners and minority shareholders. This 

problem is at the heart of this research. Similarly to La Porta et al’s (1999) claim, many 

Korean corporations are characterised by family-shareholders who manage to control in 

excess of their equity holdings through a “hierarchical chain of ownership and participation 

in management.” (Chang, 2004). Through a complex system of cross-holdings and pyramids, 

while firms can remain legally dependent, they are ultimately tightly controlled by a single 

family. 

One key factor to consider in the case of this vast wedge between effective control by the 

family and cash-flow rights by the investors is their difference in risk preferences. According 

to Herman (1981), controlling shareholders in owner-controlled firms “will be more willing 

to take risks in the interest of higher average return on equity, will not be interested in growth 

per se, and will try to minimize expenses in the pursuit of maximum present value of the 

firm’s net worth.” In other words, when a majority owner who has a direct “hands-on” 

approach to management, for instance, by placing a family member as CEO, he or she has 

more incentive to have risky behaviour since they have more to gain from the upside, and 

importantly, less to lose should the project fail. Conversely, the opposite is also true. 

McEachern (1975) defines an “externally controlled” company as a firm that is run by 

professional managers, and while the owners will monitor the firm, they will not invest the 
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resources to keep track of day to day activities. Crucially, externally-controlled firms are 

shown to take fewer risks: 

“As a result of both the owner’s remoteness from the day-to-day operations of the externally 

controlled firms and his [her] abiding great interest in results, the manager of an externally 

controlled firm is likely to behave more conservatively than owner-managers or even 

managers in manager-controlled firms. The owner-manager is the least constrained 

manager. . . [because] he has the widest range for discretion and he is not likely to be 

displaced even if some of his gambles fail” (McEachern, 1975: 103). This conjecture is 

supported by Chaganti (1991) who identified that higher levels of family ownership, and 

ensuing control, correspond to higher corporate long-term debt-capital ratios 

In other words, these lines of research should predict the following relationships in the 

context of Korea. The first is that family controlled firms should be involved in more risky 

behaviour. But this risky behaviour could be curtailed by the presence of another strong 

stockholder, such as an institutional holder, or a foreign owner. Thomsen and Pederson (2000) 

demonstrated the importance of the identity of the owner, since this is likely to have 

importance consequents on its behaviour. While previous research has focused on the agency 

relationship between owners and managers; this paper supports the hypothesis that the 

identity of the owners is equally important, stating that “the key point is that the corporate 

strategy needs to fit the objectives of the dominant owner.” (Thomsen and Pederson (2000) 

pp690)  In particular, the paper identifies the different types of ownership, and that each 

one’s goal can vary widely. 

2.3. Agency Cost of Debt 

The agency cost of debt is often quoted, but much less frequently empirically examined 

within the literature. Crucially, to the best of this author’s knowledge, it has not been used in 
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the unique context of family ownership and control in Korea, and how this ultimately affects 

firm behaviour. It basically occurs due to the differing interests between bondholders and 

shareholders. The cost to bondholders occurs in the cases of excessive pay-outs to 

shareholders; by claim dilution due to subsequent issuance of debt of higher priority; by asset 

substitution involving a shift toward high risk projects that benefit shareholders (Jensen and 

Meckling, 1976); and by underinvesting when firms forego positive NPV projects if they 

affect debt seniority (Warga and Welch (1993)). 

CEOs generally have a prominent say on all aspects of a firm, from operational day to day 

activities, all the way up to investment and financial decisions of the firm. In the case of 

entrenched CEOs and managers, they will yield even more flexibility to be able pursue their 

own agendas, and in this manner they can threaten bondholder interests in a variety of ways. 

In particular, risky investment choices by entrenched managers can aim to increase the size of 

assets under their control, i.e. “empire building” (Jensen (1986, 1993) and Stulz (1990)) 

which can increase default risk.  In many respects, Korean Family CEOs are an extreme 

version of entrenched CEOs, due to the difficulty in getting rid of them should they fall out of 

favour with other shareholders. They can thus exploit their control over financial and 

investment policy to indulge in self-dealing which will reduce liquid assets and endanger 

debtors. This type of behaviour was especially prevalent during crisis periods, such as during 

the Asian financial crisis, when assets where transferred, or “tunnelled” out of the companies, 

away from the creditors. (Johnson et al. (2000b).” 

2.4. Syndicate Loans 

The private market for syndicated loans provides a suitable test bed for measuring the credit 

costs of firms. The market has been the dominant form of corporate financing globally for 

over 20 years (Ivashin, (2009), Demirguc-Kunt and Levine (2001) and Drucker and Puri 

(2006)). According to Nano, Smith and Sufi (2009), 80% of public firms in the U.S. use 



10 
 

private credit agreements, compared to only 15% of those using public debt, such as bonds, 

etc. Due to the difficulty involved in securing public finance in countries with weaker 

corporate governance, such as in Korea, this difference is likely to be even larger. 

Furthermore, the loan contracts typically come in a much smaller variety compared to their 

very diversified debt cousin in the public bond markets that come in a host of different 

flavours to suit the risk and requirements of a broad spectrum of investors. The vast majority 

of syndicated loan contracts use the London Interbank Offered Rate (Libor) as their 

benchmark for their floating rates of interest. Of the loans that do not use this rate, they 

usually use a similar rate such as EURIBOR, HIBOR, SIBOR, and TIBOR, representing 

Euro, Hong Kong, Singapore and Tokyo, respectively. There are also a minority of fixed rate 

notes, while these are excluded from the sample in this paper due to the difficulty in 

comparing the rates. Nevertheless, since the vast majority of loan interest rates are measured 

by the “spread” in basis points paid over an interbank lending rate, it allows us to compare 

the funding costs, controlling for other factors, in a very clear and observable way. 

The corporate governance literature has been dominated by cases inspired by La Port et al’s 

findings, with a plethora of studies investigating the effect of corporate governance on value 

and performance. These are mostly concerned with the equities side, which is only one side 

of the picture, since according to La Porta et al, a weak level of corporate governance should 

lead to a much higher degree of difficulty in obtaining external funding. In this study, the aim 

is to shed some light on the debt side of corporate governance. Furthermore, it should also 

give some clues as to how firms actually lose value when corporate governance is weak, 

another aspect missing in empirical studies within corporate governance. 

Foreign credit rating agencies such as Standard and Poor’s, Fitch, and Moody’s, have a 

typically low level of penetration in Korea, leading to a higher level of vetting during loan 

negotiations. Furthermore, since the loans are underwritten by the banks themselves, as 
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opposed to bond offerings, when the risk will fall onto the many bondholders, the banks will 

have a much larger incentive to measure the risk of non-repayment more accurately. This 

makes the level of interest paid on the loans not only a more accurate assessment of risk, it 

also mean that banks are in a prime seat to contribute to corporate governance in Korea. 

2.5 Block Holders and Foreign Ownership 

The existence of foreign investors is likely to act as a monitoring effect mitigating excess risk 

taking and/or moral hazards such as tunnelling and other such transfers of wealth. Foreign 

ownership started being slowly promoted from 1992 in Korea, but it was not until after the 

financial crisis in 1997-1998 that restrictions where further removed. Over the previous 

decade, at least a third of assets listed on the Korean stock exchange have been held in 

foreign hands, one of the highest levels in the world. The added monitoring effects of these 

outside investors could help making the existing governing mechanisms more effective. 

Owners with a significant amount of shares are able to potentially influence company 

behaviour through their voting rights, or simply by selling their shares, or not buying shares 

in companies that display weaker levels of corporate governance. 

3. Hypothesis Development 

A key characteristic the Korean economy is the dominant positions held by conglomerates, or 

chaebols. These entities are still mostly controlled by the founding families, who are typically 

in their second or third generations, and thus can be considered family businesses. A notable 

feature of these entities is the large discrepancy between cash-flow rights (to shareholders) 

and control-rights. This substantial wedge is caused in part due to a very liberal legal 

framework that enabled these companies to structure themselves through complex cross-

holdings and pyramids. This hierarchical chain of ownership allows the largest shareholder of 

these groups to be able control far in excess of their equity holdings, frequently enjoying 
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almost complete control of several entities across the group. According to one Korea Fair 

Trade commission survey (2008), controlling shareholders in the top 28 chaebol in Korea, on 

average, enjoyed in excess of 7 times more control than then their equity stakes should allow. 

This huge disparity between control and ownership has been shown to negatively affect firm 

value (Claessens et al, (2002) and Lemmon and Lins (2003)). This occurs in part due to the 

risk of expropriation, self-dealing and abuse of minority shareholders, which are all common 

in East Asia (Cheesman, 2001; Lague, 2001, Wilhem, 2001). 

One particular important by-product of this discrepancy between control and ownership is the 

entrenchment effect, which was empirically tested in East Asia by Claessens et al (2002).  

Entrenched managers can lead to a loss in firm value due to their ability to block “value 

enhancing take-overs” McConnell and Servaes (1990). If we define entrenchment as being 

attributed to managers if they can escape the clutches of a host of corporate governance 

mechanisms, such as board monitoring, threat of dismissal or takeover, and stock options and 

other incentive based compensation, then Korean family CEOs are highly entrenched in their 

companies. As discussed in section 2.3, this entrenchment will give them the incentive to 

make the firm behave in a riskier way due to the agency cost of debt. An entrenched family 

CEO with low cash-flow rights but high control will have incentive to seek out other projects, 

deviating from the classic shareholder wealth maximization, such as empire building, 

diversifying, and taking on projects with a higher risk. This behaviour can be attributed to the 

control-ownership discrepancy, which means that family CEOs will have far more to gain 

from the up side, should their projects work out, and far less to lose on the down side, should 

the projects go belly up. Furthermore, in the event of failure, assets can be transferred, 

through “tunnelling”, to different corporations also under the family’s control. The end result 

of this riskier behaviour should be reflected in the premiums that a firm will have to pay 

when it takes out a syndicated loan. 
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Hypothesis 1: If the CEO of a firm is a family member, the cost of borrowing will increase.  

A large proportion of foreign owners in Korea are consisted of block holders, often 

institutional holders. These have been shown to be effective monitors, and ultimately enhance 

firm value, using techniques such as selling their shares, M&A threats, and hostile takeovers 

(Mikkelson and Ruback, 1995; Shleifer and Vishny 1986). In many cases, Korean domestic 

investors are weaker monitors due to the interrelated nature of companies and workers, 

making other domestic block holders frequently affiliated with firms. Thus we can expect a 

greater degree of objectivity from foreign block holders, which should lead to both a greater 

value and a lower cost of borrowing. 

Hypothesis 2: There is a negative relationship between foreign ownership and cost of 

borrowing 

Finally, since both family CEOs and foreign owners are both expected to influence risk and 

monitoring, we can expect the variables to interact with each other. Specifically, we can 

expect a greater level of foreign ownership, and the monitoring it entails, to dampen the 

effect of a family CEO on risk and expropriation. 

Hypothesis 3: The higher cost of lending effect by the family CEO is moderated by a higher 

level of foreign ownership. 

4. Data 

4.1 Sample 

The sample construction process began by checking the Thomson Reuter’s Dealscan database 

for all deals issued where the borrower is domiciled in South Korea. Deals were collected 

from January 1996 onwards, as that is the period when the database started gathering data 

comprehensively outside the main US and European markets. The database has detailed 
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information on all the loan contracts, including borrower and lender information, deal and 

maturity dates, loan purpose, pricing, size, and syndicate size. Information for deals was 

collected between January 1996 and December 2011. For each individual loan, the borrower 

was reviewed, and only the loans that were issued by KOSPI listed companies where kept. 

After also filtering out the loans that have missing variables, we are left with 385 individual 

loan contracts from 80 unique borrowers.  Converted in US dollars, the total value of the 

loans stands at just over USD41billion.  Many of the loans were left out because they were 

issued by special purpose vehicles for project finance purposes, or were issued through 

smaller or off-shore subsidiaries that are not listed on the stock exchange. 

4.2 Dependent Variables 

Loan Spreads 

The measure used to quantify the price of debt is taken from the Dealscan database, which 

makes detailed loan terms available, including interest rate, size, purpose, etc. We use the all-

in-spread drawn as the measure of price of debt. It is measured in basis points, as a spread 

above the London Interbank Offered Rate (LIBOR) or equivalent. The all-in-spread rate is an 

all-inclusive measure of loan price as it also takes into account associated loan origination 

fees (Bharath, Dahiya, Saunders, and Srinivasan, 2011). We use a natural log over this data in 

order to avoid skewed data effects. 

4.3 Independent Variables 

Family CEO 

The independent variable is measured as a binary true or false, defined as whether or not a 

CEO is related to the controlling family. This was hand collected for each borrower, and for 

each year that a loan was issued. Information on the makeup of the top management teams, 

including CEO, can be found on the KISLINE website (http://www.kisline.com), which gives 
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details of the composition of the top management teams for each year. We only look at 

Chairman, President, and CEO positions to define “Family CEO”. And if there are more than 

one representative, we count the company as being controlled by a family CEO if any single 

one of those positions is held by a family member. 

Foreign Ownership 

This measure the total percentage of common shares held by foreign individuals or entities at 

the end of the year, as reported in the end of year report. 

4.4 Control Variables 

Maturity 

Defined as the length of time between the deal being activated to the repayment date, 

measured as the natural log of the total number of days. We use a natural log of this variable 

in order to avoid skewed data effects. 

Borrower Total Assets 

This is a natural log of total assets, measured in Korean Won, for the borrower in the year 

that the loan was taken out. We use a natural log of this variable in order to avoid skewed 

data effects. 

Borrower Profitability 

This is the total net income divided by the total assets of the borrower, in the year that the 

loan was taken out. 

Borrower Tangibility 

This variable represents the total tangible assets divided by total assets of the borrower, in the 

year that the loan was taken out. 
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Term Loan Dummy 

This is a dummy variable that equals one if the loan facility is a term loan, zero otherwise. 

Loan Size 

The is measure by taking a natural log of the loan tranche amount, measure in millions of US 

dollars (converted if issued in another currency on the deal date’s spot exchange rate). We 

use a natural log of this variable in order to avoid skewed data effects. 

Loan Purpose dummies 

These dummy variables measure the purpose of the loan, including if it was used for 

acquisitions, capital expenditures, and as working capital. 

5. Method 

5.1 Model Specifications 

For our analysis, we run the data through a simple multivariate ordinary least squares (OLS) 

regression, while also controlling for the years. The main empirical model is as follows: 

Log (loan spread) = f (Family CEO, borrower control variables, loan control variables, time 

effects) 

For hypothesis 2 and hypothesis 3, we use equivalent models. 

Log (loan spread) = f (Foreign Ownership, borrower control variables, loan control variables, 

time effects) 

Log (loan spread) = f (Family CEO x Foreign Ownership, borrower control variables, loan 

control variables, time effects) 
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The dependent variable of the equation one is the natural logarithm of the loan spread for a 

single bank loan. The key independent variable is a dummy variable, with 1 indicating that 

the borrowing firm has a family CEO at the time of taking out the loan. We detailed in the 

previous section the list of dependent, independent, and control variables used in the model. 

For the analysis, several other variables were also considered, but had to be omitted due to a 

large number of missing entries that would have made our sample size significantly smaller. 

One variable that was largely unavailable for most borrowers was the long-term credit ratings 

assigned by the leading credit ratings agencies such as Moody’s, Standard and Poor’s, and 

Fitch Ratings. These ratings agencies maintain a low penetration rate in South Korea, which 

leads the banks to have a greater role and responsibility in assessing the risk, and assigning an 

appropriate intereste rate according to the risk. The ratings are usually a close indicator of the 

loan spread, especially if they are deemed to be “investment grade” or not. Another factor 

with some of the borrowers was that they changed names, owners, and merged or divested, 

which also means that some of the financial information could not be traced for the correct 

periods for several issuers. For this reason, we leave out Tobin’s Q, and cash-flow volatility. 

Regarding loan characteristics, not all information was disclosed with many of the deals, 

especially due to the more relaxed regulatory standards. By comparison, in America for 

instance, more of the specific details of the structure of the loan have to be filed with the SEC, 

which makes studies there far more comprehensive. Specifically, important factors that were 

left out were whether or not the loan had covenants (and what these were), and whether or not 

collateral was used for the loans. Both of these usually have an impact on loan pricing. Since 

Dealscan is reputed to be one of the most comprehensive databases for this kind of data, 

much of which comes from Over-the-Counter OTC deals that are not fully disclosed, unless 

regulatory changes force the market participants to disclose the details, we are unlikely to be 

able to obtain this data anywhere else. 
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6. Results 

6.1 Descriptive Statistics 

Table 1 shows the general make-up of the loan, where 58% of the loans had a family CEO at 

the time of issue. The 385 loans issued in the time span studied came from 80 different 

borrowers, several of which had periods with and without a family CEO during our study. 

We only measured whether or not there was a family CEO at the time of issue. 

 

Table 1. General Sample Characteristics 

Total Loan Contracts 385 
Unique Borrowers 80 
Loans with Family CEO 224 
Loans  Without family CEO 161 
Average Number of Lenders 6.15 
Average Maturity 53.95 days 
Average Spread 112.19bps 
Average Size USD106.64m 
Total Amount USD41.05bn 

 

 

Table 2 summarizes the descriptive statistics of each variable in the 16 year period, from 

January 1996 to December 2011. It shows the means, standard deviations, and 

minimum/maximum values in our sample.  

Table 2. Descriptive Statistics 

Variable Obs Mean Std. Dev. Min Max 
Loan Spread (Logged) 385 1.936301 0.310393 0.69897 2.694605 
Family CEO  385 0.581818 0.493902 0 1 
Foreign Ownership 385 15.95377 14.22991 0 79.24 
Year 1996 385 0.207792 0.406255 0 1 
Year 1997 385 0.181818 0.386197 0 1 
Year 1998 385 0.007792 0.088043 0 1 
Year 1999 385 0.033766 0.180862 0 1 
Year 2000 385 0.025974 0.159265 0 1 
Year 2001 385 0.031169 0.174 0 1 
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Table 2. Descriptive Statistics (Continued) 

Variable Obs Mean Std. Dev. Min Max 
Year 2002 385 0.05974 0.237313 0 1 
Year 2003 385 0.046753 0.211385 0 1 
Year 2004 385 0.064935 0.246732 0 1 
Year 2005 385 0.096104 0.295117 0 1 
Year 2006 385 0.046753 0.211385 0 1 
Year 2007 385 0.187013 0.390429 0 1 
Year 2008 385 0.106494 0.30887 0 1 
Year 2009 385 0.012987 0.113366 0 1 
Year 2010 385 0.028571 0.166815 0 1 
Total Assets (logged) 385 12.60612 0.485001 11.09339 13.80719 
Profitability  385 0.022069 0.06045 -0.41066 0.199756 
Tangibility (logged) 385 0.460266 0.224564 0.007766 0.896614 
Loan Maturity (logged) 385 1.597225 0.353456 0.477121 2.394452 
Term Loan  385 0.646753 0.478601 0 1 
Loan Size (logged) 385 7.740789 0.486201 6.30103 9.146128 
Purpose of Deal: Acquisition 385 0.051948 0.222211 0 1 
Purpose of Deal: Capital- 
   expenditure 385 0.05974 0.237313 0 1 
Purpose of Deal: Working Capital 385 0.101299 0.302117 0 1 

 

Table 3 shows the pairwise correlation between all the variables used in the model. 

Importantly, the table shows that, without controlling for other variables, the interested rate 

spread has a negative correlation with the presence of a family CEO. In other words, family 

CEOs will pay, on average, a lower level of interest. However, this is not indicative of the 

overall result since it does not take into account the other factors in loan pricing. We 

implemented a diagnostic of variance inflation factor (VIF) to check for multicollinearity, 

and the results were below the threshold. 
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Table 3. Correlation Matrix 

Variable 1 2 3 4 5 6 7 8 9 10 11 12 13 14 

1. Cost of Borrowing (logged) 1 

2. Family CEO -0.143 1 

3. Foreign Ownership 0.008 -0.19 1 

4. Year 1996 -0.395 0.214 -0.221 1 

5. Year 1997 -0.264 0.195 -0.232 -0.241 1 

6. Year 1998 0.138 0.075 -0.01 -0.045 -0.042 1 

7. Year 1999 0.217 0.013 -0.042 -0.096 -0.088 -0.017 1 

8. Year 2000 0.071 -0.126 0.1 -0.084 -0.077 -0.014 -0.031 1 

9. Year 2001 0.099 -0.06 0.06 -0.092 -0.085 -0.016 -0.034 -0.029 1 

10. Year 2002 0.052 -0.075 0.1 -0.129 -0.119 -0.022 -0.047 -0.041 -0.045 1 

11. Year 2003 0.084 -0.161 0.071 -0.113 -0.104 -0.02 -0.041 -0.036 -0.04 -0.056 1 

12. Year 2004 0.147 -0.054 0.119 -0.135 -0.124 -0.023 -0.049 -0.043 -0.047 -0.066 -0.058 1 

13. Year 2005 0.178 -0.152 0.122 -0.167 -0.154 -0.029 -0.061 -0.053 -0.058 -0.082 -0.072 -0.086 1 

14. Year 2006 -0.074 0.038 0.163 -0.113 -0.104 -0.02 -0.041 -0.036 -0.04 -0.056 -0.049 -0.058 -0.072 1 

15. Year 2007 0.157 -0.08 0.043 -0.246 -0.226 -0.043 -0.09 -0.078 -0.086 -0.121 -0.106 -0.126 -0.156 -0.106 

16. Year 2008 0.294 -0.049 0.047 -0.177 -0.163 -0.031 -0.065 -0.056 -0.062 -0.087 -0.076 -0.091 -0.113 -0.076 

17. Year 2009 0.188 -0.135 0.09 -0.059 -0.054 -0.01 -0.021 -0.019 -0.021 -0.029 -0.025 0.435 -0.037 -0.025 

18. Year 2010 0.24 -0.013 0.062 -0.088 -0.081 -0.015 -0.032 -0.028 -0.031 -0.043 -0.038 -0.045 -0.056 -0.038 

19. Total Assets (logged) -0.214 0.015 0.331 -0.008 0.043 0.004 0.085 0.033 0.048 -0.032 -0.062 0.014 -0.206 -0.121 

20. Profitability  0.133 -0.235 0.229 -0.231 -0.251 0.003 -0.008 -0.21 -0.1 0.013 0.085 0.235 0.213 0.099 

21. Tangibility (logged) -0.148 0.246 0.045 0.218 -0.036 -0.03 -0.05 0.002 -0.076 -0.002 -0.076 0.043 -0.063 0.037 

22. Loan Maturity (logged) 0.095 0.09 -0.038 0.011 -0.049 -0.047 -0.074 -0.116 -0.114 0.002 -0.054 -0.075 0.052 0.148 

23. Term Loan  -0.039 0.09 -0.064 0.191 0.109 0.065 -0.133 0.018 -0.149 -0.135 -0.017 -0.048 -0.017 0.009 

24. Loan Size (logged) 0.116 -0.131 0.243 -0.184 -0.271 -0.048 0.028 0.049 -0.001 0.032 -0.05 0.037 0.033 0.056 

25. Purpose of Deal: Acquisition 0.296 -0.134 -0.006 -0.12 -0.08 -0.021 -0.044 -0.038 -0.042 -0.059 -0.052 -0.014 0.281 -0.052 

26. Purpose of Deal: Capital Expenditure -0.038 -0.164 0.122 -0.021 -0.005 -0.022 -0.047 -0.041 -0.045 -0.017 -0.056 -0.022 -0.045 0.048 

27. Purpose of Deal: Working Capital 0.046 0.005 0.08 -0.087 0.043 0.166 0.033 0.053 0.088 0.024 -0.074 0.051 -0.051 0.007 
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Table 3. Correlation Matrix (Continued) 

Variable 15 16 17 18 19 20 21 22 23 24 25 26 27 

1. Cost of Borrowing (logged) 

2. Family CEO 

3. Foreign Ownership 

4. Year 1996 

5. Year 1997 

6. Year 1998 

7. Year 1999 

8. Year 2000 

9. Year 2001 

10. Year 2002 

11. Year 2003 

12. Year 2004 

13. Year 2005 

14. Year 2006 

15. Year 2007 1 

16. Year 2008 0.72 1 

17. Year 2009 -0.055 -0.04 1 

18. Year 2010 0.358 0.497 -0.02 1 

19. Total Assets (logged) 0.184 0.241 0.124 0.102 1 

20. Profitability  0.196 0.042 0.088 0.052 -0.135 1 

21. Tangibility (logged) -0.053 0.081 -0.026 0.043 0.143 -0.227 1 

22. Loan Maturity (logged) 0.14 0.137 -0.102 0.032 -0.074 0.122 0.196 1 

23. Term Loan  -0.064 0.009 -0.059 0.029 0.066 -0.08 0.169 0.158 1 

24. Loan Size (logged) 0.338 0.228 0.128 0.147 0.316 0.15 0.051 0.217 -0.117 1 

25. Purpose of Deal: Acquisition 0.158 -0.081 0.077 -0.04 -0.229 0.201 -0.286 0.03 0.002 0.214 1 

26. Purpose of Deal: Capital Expenditure 0.16 0.197 0.068 0.023 0.146 0.073 -0.022 0.045 0.072 0.073 -0.059 1 

27. Purpose of Deal: Working Capital -0.029 0.024 0.038 -0.058 0.136 -0.031 -0.15 -0.18 -0.04 -0.043 -0.079 -0.085 1 
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6.2 Empirical Results 

Table 4 shows the results for our analysis of the effect of family CEOs on loan pricing. The 

dependent variable is the “drawn all-in-spread” at the time of loan origination. The results 

show that family CEOs have a statistically and economically significant impact on the price 

of syndicated loans. In other words, banks that lend these syndicated loans charge a penalty 

on family CEO due to a combination of behaviours. This higher level of interest confirms the 

conjecture that family CEOs will behave in a riskier way due to entrenchment and the agency 

cost of debt. Model 2 confirms hypothesis 1 as moderately significant below the 10% level. 

Table 4. Impact of Family CEO and Foreign Ownership on Loan Pricing 

   
Variables Model 1  Model 2 Model 3 Model 4 
Year 1996 -1.037*** -1.055*** -1.112*** -1.112*** 
 (-7.734) (-7.864) (-8.193) (-8.167) 
 
Year 1997 -0.910*** -0.929*** -0.985*** -0.985*** 
 (-7.093) (-7.232) (-7.574) (-7.557) 
 
Year 1998 -0.021 -0.028 -0.039 -0.039 
 (-0.504) (-0.669) (-0.921) (-0.919) 
 
Year 1999 -0.054 -0.059 -0.086 -0.086 
 (-0.820) (-0.911) (-1.298) (-1.296) 
 
Year 2000 -0.193** -0.188** -0.195** -0.195** 
 (-3.239) (-3.166) (-3.300) (-3.290) 
 
Year 2001 -0.171** -0.172** -0.186** -0.187** 
 (-2.696) (-2.719) (-2.946) (-2.927) 
 
Year 2002 -0.342*** -0.344*** -0.361*** -0.361*** 
 (-4.229) (-4.265) (-4.480) (-4.458) 
 
Year 2003 -0.272*** -0.270*** -0.285*** -0.285*** 
 (-3.720) (-3.693) (-3.906) (-3.897) 
 
Year 2004 -0.327*** -0.335*** -0.356*** -0.356*** 
 (-3.812) (-3.909) (-4.152) (-4.117) 
 
Year 2005 -0.454*** -0.455*** -0.474*** -0.474*** 
 (-4.597) (-4.626) (-4.828) (-4.819) 
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Table 4. Impact of Family CEO and Foreign Ownership on Loan Pricing (continued) 

     
Variables Model 1 Model 2 Model 3 Model 4 
Year 2006 -0.457*** -0.465*** -0.471*** -0.471*** 
 (-6.234) (-6.350) (-6.463) (-6.412) 
 
Year 2007 -0.886*** -0.898*** -0.943*** -0.943*** 
 (-6.736) (-6.834) (-7.138) (-7.114) 
 
Year 2007 0.434*** 0.436*** 0.429*** 0.429*** 
 (8.325) (8.391) (8.290) (8.269) 
 
Year 2009 0.184*** 0.190*** 0.187*** 0.187*** 
 (5.158) (5.320) (5.275) (5.248) 
 
Year 2010 0.137*** 0.136*** 0.142*** 0.142*** 
 (3.750) (3.742) (3.921) (3.914) 
 
Total Assets 
(logged) 

-0.223*** 
(-5.724) 

-0.222*** 
(-5.728) 

-0.183*** 
(-4.307) 

-0.183*** 
(-4.301) 

 
Profitability  -0.102** -0.094* -0.077* -0.077+ 
 (-2.622) (-2.406) (-1.969) (-1.959) 
 
Tangibility 
(logged) 

-0.009 
(-0.256) 

-0.019 
(-0.506) 

-0.008 
(-0.206) 

-0.008 
(-0.203) 

 
Term Loan  0.082* 0.082* 0.079* 0.079* 
 (2.374) (2.405) (2.316) (2.306) 
 
Loan Size (logged) -0.105* -0.103* -0.106** -0.106* 
 (-2.574) (-2.534) (-2.622) (-2.571) 
 
Loan Maturity 
(logged) 

0.155*** 
(4.383) 

0.151*** 
(4.271) 

0.147*** 
(4.194) 

0.147*** 
(4.159) 

 
Purpose of Deal: 
Acquisition 

0.301*** 
(7.775) 

0.302*** 
(7.839) 

0.308*** 
(8.022) 

0.308*** 
(8.002) 

 
Purpose of Deal: 
Capital 
Expenditure 

-0.012 
(-0.364) 

-0.002 
(-0.071) 

0.005 
(0.155) 

0.005 
(0.156) 

 
Purpose of Deal: 
Working Capital 

0.050 
(1.493) 

0.049 
(1.473) 

0.054 
(1.616) 

0.054 
(1.614) 
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 Table 4. Impact of Family CEO and Foreign Ownership on Loan Pricing (continued) 

     
Variables Model 1 Model 2 Model 3 Model 4 
Family CEO  0.061+ 0.058 0.057 
  (1.705) (1.620) (1.089) 
 
Foreign Ownership   -0.089* -0.089+ 
   (-2.271) (-1.874) 
 
Family CEO x 
Foreign Ownership 

   0.001 
(0.014) 

     
Observations 385 385 385 385 
R2 0.651 0.654 0.659 0.659 
Adjusted R2 0.628 0.630 0.634 0.633 

Standardized beta coefficients; t statistics in parentheses 
+ p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001 
 
 

7. Discussion and Conclusion 

The paper examined the consequence of having a CEO that is related to the controlling 

family of a business group as heading one of its companies. In particular, the paper focuses 

on the how this affects the price of debt, as well as looking at how foreign block holders 

effect the price of debt both as an independent variable and a moderating variable. We 

examine only syndicated loan contracts that were issued by borrowers who are based in South 

Korea, and listed on the major Kospi index. The conjecture is made that family CEOs are 

harder to remove, and therefore have the liberty to take greater risks. Due to the somewhat 

unique business environment in South Korea, family CEOs are able to enjoy far greater 

control over companies than their family holdings should allow. This is achieved through 

cross-holdings and pyramid ownership structures. Because of these phenomena, we infer that 

family CEOs are incentivized to take on greater risks, as they have more to gain from the 

upside, and should their gambles fail, are higher proportion of the cost could be placed onto 

creditors. Consistent evidence was found for this hypothesis; in the period between 1996 and 
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2011, while controlling for other loan pricing factors, we found that family CEOs are 

associated with a higher cost of financing. 

While controlling for the effect of the CEOs on the agency cost of debt is theoretically 

ambiguous, the literature generally predicts that they should, as controlling shareholders who 

have more control than ownership, have an effect on the cost of debt. However, there have 

been very few empirical studies examining this relationship with the price debt, especially in 

South Korea. 

The study found a statistically significant with family CEOs and a higher price of debt. The 

results also confirm that foreign blockholders have a positive impact on the price of debt. 

However, no interacting effects were found between the two variables. Nevertheless, our 

main conjecture is supported, that is, that family CEOs will behave in a riskier way and drive 

up the price of debt.  

The result indicates that banks are efficient in pricing the agency cost of debt, which appears 

to be greater for firms who have family CEOs. This also suggests that banks could play a 

greater role in corporate governance and monitoring mechanisms in South Korea. Due to the 

historically low market penetration of established global rating agencies such as Moody’s, 

Fithch, and Stand and Poor’s ratings, banks will be under greater pressure to perform their 

own due diligence. Because banks act as underwriters, the risk will also be greater for them, 

as they are not simple market makers.  

Limitations and further research. 

This study contributes to the corporate governance literature in Korea, especially providing a 

rare empirical study that covers the debt markets, and specifically, the syndicated loan market. 
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One limitation of the paper in particular is the data available for the South Korea syndicated 

loan market. While the most comprehensive database was used (Dealscan), the Korean 

lending market still remains in relative unregulated secrecy. The reason is that borrowers and 

lenders are under less pressure from regulators to disclose the details of the deals. For this 

reason, much of the information that was available could have been at the discretion of the 

parties involved. Some of the missing data could be problematic as it has the potential to 

affect the results. The particular problematic missing variables are the covenant data, and 

whether or not the loan uses collateral. Both of these usually have an impact on the price of a 

loan. Therefore, there is an opportunity to carry out a similar study in a different context 

where the loan data is more comprehensive.  

In the time span took in the paper (1996-2011), the Korean economic environment has also 

undergone some huge transformations, which means that the relative composition of 

companies, and their owners, has been fairly volatile in the period. For this reason, there was 

also missing borrower information that we had to leave out of our sample. We had to take a 

relatively long timeframe in order to make the result statistically viable and significant. 

However, there were two financial crises in the period. One particular avenue of further study 

could be to look at the behaviour of firms during these crises. Do firms act more irrationally 

and take on more risk during crisis periods and/or do CEOs behave in more morally 

hazardous ways, by “tunnelling” assets outside of the firm and other forms of expropriation? 
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이 논문은 한국의 가족 경영자가 기업 부채비용에 미치는 영향에 대해 

연구하였다. 특히, 다수의 가족 경영자들이 갖고 있는 과잉 통제권이 기업의 

부채비용을 상승시키는 역효과를 가져와 기업과 주주가치를 저하시키는지에 

대하여 중점적으로 알아보았다. 이를 위해서 외국 자본의 소유와 부채비용의 

직접적인 연관성과, 가족경영자와 기업 이자비율 간의 상호변수를 통하여 둘을 

비교하였다. 기업 부채 자료는 1996 년부터 2011 년 사이 한국에서 발행된 385 개 

신디케이티드론 (Syndicated loan) 자료를 사용했다. 그 결과 가족 경영자가 

기업의 부채비용과 미미하게 양의 상관관계를 보였고, 외국 자본의 소유와 

기업의 부채비용은 유의미한 음의 상관관계를 보였다. 상호작용은 없는 것으로 

간주했다.  

 

주요 용어: 기업지배구조, 가족경영, 외국인 대량 지분 투자자, 소유-지배 괴리도, 

부채비용, 신디케이티드론 

 

학번:2010-24042 

 


	1. Introduction
	2. Background and Literature Review
	2.1. Corporate Governance in Korea and East Asia
	2.2. Family Ownership
	2.3. Agency Cost of Debt
	2.4. Syndicate Loans
	2.5 Block Holders and Foreign Ownership

	3. Hypothesis Development
	4. Data
	4.1 Sample
	4.2 Dependent Variables
	4.3 Independent Variables
	4.4 Control Variables

	5. Method
	5.1 Model Specifications

	6. Results
	6.1 Descriptive Statistics
	6.2 Empirical Results

	7. Discussion and Conclusion


<startpage>6
1. Introduction 1
2. Background and Literature Review 4
 2.1. Corporate Governance in Korea and East Asia 4
 2.2. Family Ownership 7
 2.3. Agency Cost of Debt 8
 2.4. Syndicate Loans 9
 2.5 Block Holders and Foreign Ownership 11
3. Hypothesis Development 11
4. Data 13
 4.1 Sample 13
 4.2 Dependent Variables 14
 4.3 Independent Variables 14
 4.4 Control Variables 15
5. Method 16
 5.1 Model Specifications 16
6. Results 18
 6.1 Descriptive Statistics 18
 6.2 Empirical Results 22
7. Discussion and Conclusion 24
</body>

