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syndicated loans granted to South Korean chaebol firms before and after the chaebol

reform of the late nineties. Building on Holmstrom and Tirole (1997) and Sufi (2007),

we argue that when a firm is granted a syndicated loan the lead bank retains a large share

of the loan to commit to monitoring the borrower. We find evidence that the institutional

arrangements of chaebols - especially the bailout protection offered by the South Korean

government - diluted lenders’ incentives to monitor chaebol firms. However, after the

reform dismantled the chaebol safety net in the late nineties, banks stepped up their

monitoring effort. The results further suggest that these effects were more pronounced

for chaebol firms with stronger internal governance.
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1 Introduction

The institutional environment of a country and the performance of its credit market are tied to

each other. The quality of laws and policies shapes incentives and constraints of firms and lenders

and, hence, their behavior in credit transactions. One prominent feature of the credit market

that institutions allegedly affect is lenders’ monitoring of borrowers. This monitoring activity is a

fundamental role of financial intermediaries: by disciplining borrowers, financial intermediaries can

channel funds towards efficient projects and mitigate firms’ misbehavior (Diamond, 1984; Holmstrom

and Tirole, 1997; Sufi, 2007).

The impact that institutions have on the discipline exerted by creditors is perceived as an acute

problem in emerging economies. For example, to ease the growth of the corporate sector, the

governments of emerging economies frequently adopt bailout policies that protect large corporations

or business conglomerates from failure. This safety net is blamed for diluting lenders’ incentives

to monitor firms (see, e.g., Vives, 2006). In emerging economies, lenders’ monitoring can also be

inhibited by lack of good quality information, for example due to poor accounting rules. In turn,

lenders’ inadequate monitoring can nurture firms’ inefficiency, such as excessive risk taking. Indeed,
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scholars and policy-makers maintain that a cost of bailout policies is that they weaken market

discipline and distort credit allocation (OECD, 2000).1

The objective of this paper is to shed new light on the impact of institutions on the monitoring

role of the credit market in emerging economies. We study the experience of South Korean business

conglomerates (chaebols), an ideal testing ground for our purposes. Before 1997, the institutional en-

vironment in which chaebol firms operated sharply differed from that of non-chaebol ones. Distressed

chaebol firms were protected by a safety net consisting of an implicit government bailout policy and

a system of cross-debt payment guarantees among chaebol affiliates. Furthermore, chaebol firms had

lower accounting transparency than non-chaebol ones. These institutional arrangements allegedly

discouraged lenders from monitoring and disciplining chaebol firms (Lim, Haggard and Kim, 2003;

Nam, Kang and Kim, 1999). Following the economic crisis that hit South Korea between the end

of 1997 and the beginning of 1998, this institutional environment was subject to a policy shock,

the reform enacted by the South Korean government under the external pressure of the IMF and

the World Bank. The government prohibited cross-debt guarantees among chaebol affiliates and

abandoned its bailout policy by letting some chaebols go bankrupt. Moreover, it adopted drastic

measures to step up the transparency of chaebols, thus making available to lenders more instruments

to monitor chaebol firms.

We investigate the impact that the institutional arrangements of chaebols and their reform had

on banks’ monitoring. There is a consensus in the literature that creditors’ monitoring incentives

can be inferred from the design of credit contracts (see, e.g., Sufi, 2007). Building on this premise,

we match detailed information on chaebols and their reform with rich contract-level data from

the Korean syndicated loan market, as well as borrower specific information. The syndicated loan

market is ideally suited to study lenders’ monitoring activity. A syndicated loan is extended by

a group of banks to a borrower. In a syndication, a borrower designates a lead arranger, who

then turns to potential participant lenders for a co-financing of the loan; in return for arranging and

managing the loan, the lead arranger receives a fee from the borrowing firm. Through the relationship

established with the borrower, the lead arranger is in a privileged position to investigate and monitor

it. However, its costly monitoring effort cannot be observed by the other members of the syndicate.

Therefore, to ascertain its commitment to monitor and induce other lenders to join the syndication,

the lead arranger must retain a large stake in the loan and, hence, a strong interest in the borrower’s

1A broad body of literature investigates the role of financial market development for resource allocation and

economic growth (see, e.g., Rajan and Zingales, 1998; Beck, Levine and Loayza, 2000). Levine (1999) finds that

investor protection and legal enforcement favor economic growth.
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performance (Holmstrom and Tirole, 1997; Sufi, 2007). Thus, the structure of a syndicated loan

- meant as the loan share of the lead arranger(s) and the concentration of the loan - offers rich

information on creditors’ monitoring incentives.2

The empirical results reveal that, after controlling for a variety of firm and contract characteristics

and for aggregate effects, the concentration of syndicated loans granted to chaebol firms was lower

than that of loans granted to non-chaebol ones and that after the chaebol reform the difference

in loan concentration narrowed. This is consistent with our null hypothesis that the safety net

generated by the government bailout policy and the chaebol cross-debt guarantees, together with

the lack of accurate accounting information, diluted lenders’ incentive to monitor chaebol firms.

When the reform dismantled the safety net and fostered chaebol transparency, lenders perceived the

need and the possibility to step up their monitoring effort and started to form more concentrated

syndicates to provide lead arrangers with monitoring incentives. These results are confirmed when

we employ an alternative measure of creditors’ monitoring intensity, the participation of foreign

lenders to the arrangement of syndicated deals. In emerging economies, foreign banks are allegedly

tougher monitors than local banks because they can rely on more accurate assessment techniques

and are less subject to political pressure (Kroszner, 1998; Giannetti and Ongena, 2009). We then

delve deeper into the data to disentangle the channels through which the institutional environment

affected creditors’ monitoring. First of all, the results are primarily driven by the top five chaebols

and only to a lesser degree by smaller, less influential chaebols. Since the “big five” were the chaebols

most protected by the bailout policy, this points to a role of the government bailout policy in shaping

creditors’ monitoring. Second, we find that the larger the equity stake of domestic banks in chaebol

firms, the lower lenders’ monitoring and that this effect vanished after the reform. This matches

the idea that state controlled domestic banks acted as a channel for bailout execution: until the

bailout policy was dismantled, their presence in the ranks of shareholders reassured creditors that

the government would intervene in the event of borrower distress. Third, the results point to a role

of chaebol cross-debt guarantees in depressing lenders’ monitoring. For instance, lenders’ monitoring

was somewhat weaker when the financial conditions of a firm were less correlated with the financial

conditions of the other members of its chaebol, that is, when a firm could more easily receive support

from its chaebol in case of distress.

For most of the empirical analysis, we treat the agency problems that lenders’ monitoring can

2Syndicated loans are a very important source of firm financing in emerging and developed economies. Later in

the analysis, we shall provide evidence on this for the Asia-Pacific region.
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mitigate as a black box. In the last part, we take a preliminary step towards investigating this issue

and examine the interaction between creditors and shareholders inside chaebols. We obtain some

evidence that in chaebol firms with poorer incentives for controlling shareholders - as reflected in

a larger gap between control and cash flow rights - creditors’ monitoring was stronger. When the

reform improved internal governance mechanisms and the accountability of controlling shareholders,

this effect weakened.

The rest of the paper unfolds as follows. In Section 2, we relate the analysis to the prior

literature. Section 3 describes the institutional environment. Section 4 outlines testable hypotheses

on the impact of chaebol affiliation and reform on the structure of syndicated loans. In Section 5,

we provide details on the data. Section 6 presents the core tests and results. In that section, we also

argue that our results cannot be rationalized by competing theories on the determinants of syndicate

structure. In Section 7, we subject the results to a variety of robustness exercises. In that section,

we also extend the empirical analysis to evaluate the impact of chaebol institutional arrangements

on lending standards, such as the size, maturity and collateralization of syndicated deals. Section 8

concludes.

2 Prior Literature

This study is related to two strands of empirical literature. The first strand investigates the de-

terminants of financial contracts. In this strand, the most closely related papers examine lenders’

monitoring incentives in the context of syndicated loans. Employing data on syndicated loans to

U.S. firms, Sufi (2007) finds that firms’ informational opaqueness shapes the structure of debt agree-

ments. While insightful for examining such issues, studies on Anglo-Saxon economies are of limited

help for discerning how institutions prevalent in emerging economies, such as government bailout

policies, affect monitoring and discipline in the credit market (Vives, 2006; Schneider and Tornell,

2004).3 Another set of studies in this literature explore the impact of laws and institutions on

financial contracts. La Porta, Lopez-de-Silanes, Shleifer and Vishny (1997) demonstrate that coun-

tries with better investor protection and legal enforcement have larger and more efficient capital

markets. Giannetti (2003) documents that in countries with better creditor protection firms that

3Rajan and Zingales (2003) stress the importance of informational transparency for investors and creditors. La

Porta et al. (1998) argue that accounting standards play a critical role in corporate governance by informing investors

and rendering contracts more verifiable. Baek, Kang and Park (2004) find that during the East Asian crisis higher

disclosure quality was associated with better stock price performance.
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invest in intangible assets obtain loans more easily. Focusing on equity holdings, La Porta, Lopez-

de-Silanes, Shleifer and Vishny (1998) find that stronger investor protection encourages investors

to hold smaller equity positions. Qian and Strahan (2007) document the role of country-level legal

factors, especially creditor protection, in shaping credit contract terms, such as interest rates and

loan maturity. Esty and Megginson (2003) use data on project finance loans and investigate how

cross-country differences in creditor rights and legal enforcement affect the structure of syndicates.

These studies focus on a set of institutions different from ours. In our country study, in fact, we

primarily seek to understand whether, for a given court system and legal framework, the policies of

protection of business groups adopted by the government (such as bailouts and favorable regulatory

treatment) distort financial contracting and creditors’ monitoring. Furthermore, a country analysis,

in conjunction with the natural experiment offered by the chaebol reform of the late nineties, can

help mitigate the measurement and endogeneity issues that affect cross-country empirical settings.

For example, in such settings it is hard to control for country specific laws that can affect credit

market decisions.

The second related line of research investigates the performance of business groups in financial

markets. Bae, Kang and Kim (2002) test whether chaebol firms benefit from acquisitions or whether

such acquisitions just allow controlling shareholders to increase their wealth by increasing the value

of other group members (“tunneling”). Hoshi, Kashyap and Scharfstein (1990) present evidence that

the investment of firms affiliated to Japanese business groups (keiretsus) is less sensitive to cash flow

than that of stand alone firms. They interpret this as evidence that the monitoring performed by

main banks within keiretsus mitigates information problems. Business conglomerates of developing

countries are an interesting object of research because governments’ industrial policy guarantees them

a special treatment in the event of distress. A target of our paper is to understand the implications

that this has for the monitoring role of the credit market. Moreover, while until recently bailouts

have been sporadic in developed economies, during the 2008-2009 crisis the governments of the

United States and of other developed countries have rescued several business groups. Thus, our

study can also yield insights into the consequences that these bailouts will have on the discipline

role of the credit market in advanced economies.

3 Institutional Background

This section describes the institutional arrangements of chaebols that can shape creditors’ monitoring
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incentives and the structure of credit contracts.

3.0.1 The Pre-reform Scenario

In South Korea, big business groups, chaebols, are owned and controlled by the founder or his

family successor and are typically aligned with the government (Choi and Cowing, 1999).4 A chaebol

comprises many subsidiary firms (typically around 30-50) which operate in different industries under

the same name (e.g., Samsung, LG Electronics, Hyundai Motor Co.). The South Korean antitrust

regulator, the Korean Fair Trade Commission (KFTC), annually defines chaebol affiliates as those

for which “either one person, his relatives, or a company controlled by him own more than 30% of

issued shares or substantially affect the management (such as appointing its officers) (Chang, 2003)”.

Chaebols have frequently been classified into two categories: the “big five” (Tier1), that is the five

chaebols with the largest book asset value, and the smaller chaebols (Tier2) (Youngmo, 1999). In

fact, the government treatment of these two classes of chaebols has been quite different, with the

bailout policy primarily protecting the top five chaebols (in line with the “too big to fail” doctrine).

Chaebols were created during the military dictatorship of the 1960s. In the 1970s, they became

the key partners of the South Korean government in promoting economic development. The govern-

ment, a major stockholder in national commercial banks, channelled banks’ credit to chaebol firms

to promote strategic sectors (e.g., heavy, chemical, and export-driven industries). In the 1980s and

1990s, chaebols further expanded their activity into a broad range of industries, from commodities

to high tech, from manufacturing to the third sector.

Two institutional arrangements of chaebols are especially relevant for understanding creditors’

monitoring incentives. The first is the safety net that protected them. To shield chaebols from the

risk of failure, the Korean government supported them with an implicit bailout policy (Lim, Haggard

and Kim, 2003). When a chaebol was in distress, the government intervened by asking domestic,

state-controlled banks to write off bad loans.5 Large chaebol firms in distress received subsidized

loans and capital injections through domestic banks during the 1972 debt crisis (August 1972 Emer-

gency Decree), the 1979-1981 restructuring of heavy and chemical industries triggered by the second

oil shock, and the 1984-1988 wave of business insolvencies. Even in the absence of a bailout, chaebol

firms could lobby the Bank Supervisory Board (formerly the Financial Supervisory Commission) for

4 In 1995, chaebols accounted for about 16% of the South Korean GDP, 41% of manufacturing GDP, 5% of employ-

ment, 50% of exports, and 14% of total commercial bank loans. The top five chaebols alone accounted for roughly

10% of the GDP, over 40% of exports and a third of manufacturing GDP.
5 In 1984, the government let a nonviable chaebol (Kukjae) go bankrupt but this was an isolated episode.
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a favorable treatment by creditors (Chiu and Joh, 2004). The government bailout policy was com-

plemented by the network of cross-debt payment guarantees among chaebol subsidiaries, whereby

members of a chaebol used their equity to secure the loans granted to other members of the same

chaebol. A second key characteristic of chaebols was the lack of reliable accounting information.

Besides having access to internal capital markets, thanks to the support of the government, chaebol

firms could easily obtain bank loans.6 Hence, they did not need to release accurate information to

outside investors to attract financing. The interlocking shareholdings and related party transactions

among chaebol firms further inhibited lenders’ acquisition of information.

3.0.2 The Post-reform Scenario

In the second part of 1997 and the first part of 1998, a severe, albeit relatively short, crisis hit South

Korea. When the crisis broke out, the government asked the IMF for an emergency loan. The IMF

provided assistance conditional on a reform of the chaebols that restored market discipline. A first

step of the reform consisted of dismantling the safety net that protected chaebols. In 1997, the

government let six chaebols (Hanbo, Sammi, Jinro, KIA, Haitai, and New Core) go bankrupt, a

sort followed in 1999 by Daewoo. Moreover, the biggest chaebol, Hyundai, was split into Hyundai

Motor Vehicle Co. and Hyundai group while the sixth largest chaebol, Ssangyong, and several

chaebol affiliates engaged in bank-led workout programs. The decision of the government to let

some chaebols go bankrupt or undergo massive restructurings was integrated by the introduction of

tougher rules for corporate reorganizations. The amendments to Korea’s Commercial Code (sang-

bup) introduced in February 1998 established strict time limits for in-court reorganizations and

strengthened the power of creditors and the reliance on experts in such reorganizations (OECD,

2000). In conjunction with the lifting of the government bailout policy, in 1998 and 1999 the reform

also removed cross-debt guarantees among chaebol subsidiaries.7

A second pillar of the reform of chaebols was the improvement in their accounting transparency.

To foster the ability of investors to monitor them, beginning in fiscal year 1999 the Korean Financial

Supervisory Service requested chaebols to report combined financial statements of all affiliated firms

(kyulhapjaemujepyo system) rather than consolidated financial statements and to follow international

accounting principles, including quarterly reporting.8 Moreover, from that time onwards, external

6Shin and Park (1999) find that the investment of chaebol firms is significantly affected by the cash flow of other

members of their chaebol.
7The total value of guaranteed loans was 269 trillion won in April 1998, 98 in April 1999, 43 in December 1999,

zero in March 2000 (Shin and Chang, 2003).
8A combined financial statement brings together assets, liabilities, net worth, and operating figures of two or more
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auditors and accounting officers were to face harsher punishments if they misreported or falsified

financial statements.

4 Theoretical Hypotheses

In this section, we discuss the theoretical hypotheses. We start with the baseline hypotheses on the

impact of chaebol affiliation and chaebol reform on the structure of syndicated loans.

4.1 Baseline Hypotheses

Scholars and policy-makers conjecture that the safety net offered by the government bailout policy

and the chaebol cross-debt guarantees diluted lenders’ incentive to monitor and discipline chaebol

firms (see, e.g., Vives, 2006; Schneider and Tornell, 2004; Lim, Haggard and Kim, 2003; Nam,

Kang and Kim, 1999). Creditors’ monitoring of chaebols would have been further deterred by the

opaqueness of the accounts and the lack of adequate disclosures (Min, 2007). In turn, the poor

discipline imposed by creditors would have been a cause of the low profitability of chaebol firms

during the early 1990s. After 1997, the scenario changed radically. The government repeatedly

restrained from bailing out chaebol firms and removed cross-debt guarantees so from that time

onwards creditors should have had stronger incentives to monitor. In addition, creditors started to

have better tools to monitor chaebol firms, thanks to the introduction of chaebol combined financial

statements and more demanding accounting requirements.

Building on the theoretical analysis in Holmstrom and Tirole (1997) and the empirical analysis

in Sufi (2007), we use the concentration of syndicated loans as a proxy for creditors’ monitoring

incentives. Holmstrom and Tirole (1997) show that a lender has a stronger incentive to monitor a

borrowing firm when it invests more of its own money in the firm and, hence, has more to lose in the

event of its default. Applying this intuition, Sufi (2007) examines the impact of firms’ informational

transparency on creditors’ monitoring by looking at the concentration of syndicated loans (e.g., the

loan share held by lead arrangers). Using loan concentration as a proxy for lenders’ monitoring

incentives, we can then state the following hypothesis.

Hypothesis 1: The safety net that protected chaebols and the lack of accounting information diluted

companies affiliated to a chaebol. Unlike consolidated financial statements (that include financial information on

subsidiaries only), combined financial statements cover all firms within a chaebol that are de facto under the control

of the same shareholders.
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creditors’ incentive to monitor chaebol firms. The loans to chaebol affiliated firms were less concentrated

than those to non-chaebol firms but after the reform the difference in loan concentration narrowed.

In line with the “too big to fail” doctrine, the bailout policy of the South Korean government

especially protected the top five chaebols, which were viewed as being of systemic importance for the

Korean corporate sector (OECD, 2000). Therefore, if the safety net generated by the bailout policy

had a role in creditors’ monitoring, less intense monitoring was needed for the “big five” chaebols

but the need for monitoring them rose disproportionately after the reform.

Hypothesis 2: If the safety net generated by the government bailout policy affected creditors’ moni-

toring, Tier1 chaebol firms were granted less concentrated loans than other firms. After the reform, the

difference in loan concentration narrowed.

Although our preferred approach to studying creditors’ monitoring incentives focuses on the

structure of syndicates, we can complement this approach with a second test that looks at the

composition of syndicates. Multinational banks operating in emerging economies can count on

better technologies and personnel than local banks for processing “hard” information on borrowers,

such as accounting information (Detragiache, Tressel and Gupta, 2008). Moreover, foreign banks

are less connected with firms’ management and less subject to political pressures, which can make

them more independent monitors (Kroszner, 1998; Giannetti and Ongena, 2009).

Based on these arguments, we expect that the presence of foreign lead arrangers in a syndication

signals more rigorous monitoring. We can thus revisit the predictions on creditors’ monitoring

using the presence of foreign lead arrangers rather than the syndicate concentration as a proxy for

monitoring intensity.

Hypothesis 3: Foreign banks acted as lead arrangers less for chaebol firms than for non-chaebol ones.

After the reform, their role in arranging loans for the two groups of firms became more similar.

4.2 Other Hypotheses

We now turn to the channels through which we expect that chaebol institutional arrangements

impacted syndicated deals. Faccio, Masulis and McConnell (2006) argue that when state controlled

institutions hold equity positions in distressed firms, the government has a stronger incentive to bail

them out. Indeed, the domestic banks most exposed to the default of the borrower could pressure

the government for a bailout. In addition, the presence of such institutions in the ranks of the firm’s

shareholders could ease the execution of a bailout. In fact, when a chaebol firm was on the verge of
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bankruptcy, the government could bail it out through the domestic banks that were stakeholders of

the firm in question (see, e.g., the rescue package in the 1972 Emergency Decree). We then expect

that before the reform the presence of domestic banks among chaebol firms’ shareholders reassured

creditors that the government would intervene in the event of borrower distress. Therefore, if the

safety net generated by the government bailout policy affected creditors’ monitoring, less intense

monitoring was needed for these firms, but the need for monitoring them rose after the reform.

Hypothesis 4: If the safety net generated by the government bailout policy affected creditors’ moni-

toring, chaebol firms in which domestic banks had a larger equity stake were granted less concentrated

loans than other firms. After the reform, the gap in loan concentration narrowed.

Together with the government bailout policy, the second pillar of the safety net that protected

chaebols was the system of cross-debt payment guarantees among chaebol affiliates. This leads to

the next hypothesis.

Hypothesis 5: If the safety net generated by chaebol cross-debt guarantees affected creditors’ mon-

itoring, firms that could count on more support by their chaebols were granted less concentrated loans.

After the reform, loan concentration increased relatively more for these firms.

We will discuss proxies for the financial protection offered by chaebol cross-debt guarantees later

in the analysis. Finally, a last important point is that internal governance controls and creditors’

monitoring can be substitutes in ameliorating agency problems within firms. We thus expect that

chaebol firms with weaker internal governance were monitored more intensely by creditors and

that the interplay between creditors’ monitoring and internal governance controls changed after the

chaebol reform. We shall elaborate on these arguments.

5 Data and Measurement

Before delving into the data and the measurement of the variables, it is useful to form an idea about

the Korean syndicated loan market.

5.1 Preliminary Observations

Figure I plots the total volume of syndicated loans granted in South Korea in each year between 1992

to 2007 (the data are from various issues of the Securities Statistics and Syndicated Loans of the

Bank for International Settlements). In the left panel, we compare it with the volume of syndicated
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loans in the whole Asian Pacific region, in the right panel with the volume of syndicated loans in the

single countries of the region. The Korean syndicated loan market was very active from 1994 to 1997

(averaging about eight billion U.S. dollars per year). When the crisis occurred in 1997, the volume

of syndicated loans dropped dramatically. After the crisis, the market began to expand again and

in 2005 it reached the pre-crisis level. In 2007, the volume of loans experienced a considerable rise

(about 70%) relative to the previous year level. As Figure I makes clear, the pattern of activity of

the Korean syndicated loan market is similar to that of the other countries of the region, though on

a larger scale.

5.2 Data Description

We draw the data for our empirical analysis from six sources: the Loan Pricing Corporation’s

DealScan database compiled by Reuters; the KISLINE data providing system operated by Korea

Information Services Inc., a major Korean credit rating company; the database on chaebol affili-

ation of the Korean Fair Trade Commission (KFTC); the analysis of chaebols by Lee (2005); the

DART system, an electronic disclosure system run by the Korean Financial Supervision Service;

and the Compustat Global Financial Services file. We obtain our sample of syndicated loans from

DealScan,9 which contains detailed information on terms, lead arrangers, and participant lenders

of the syndicated contracts. The original sample includes 4,692 syndicated loans granted from July

1990 through September 2007 to firms located in Korea. For the 1990-1992 period there are only a

small number of loans (16) in the dataset and for some of these loans we lack information on their

characteristics. Thus, we drop these observations. After excluding financial firms (SIC codes 60-64)

and government agencies (SIC codes 91-99), there remain 2,686 loans. We also exclude deals that

do not have lead arrangers, bilateral loans, and loans granted to firms not identified in the KISLINE

dataset. We then use the KISLINE data bank to match loans with the characteristics of borrowing

firms (except for data on firms’ ownership structure which we obtain separately from the staff of

KISLINE). KISLINE is the largest and most comprehensive data bank in Korea in terms of infor-

mation on firms (including their financing and governance) and business groups. We hand-match

the syndicated loans in DealScan with the firm-level data in KISLINE based on firm names and

industry classification codes. A problem we face in this matching procedure is that in the aftermath

9DealScan registers loans at the origination. League tables ranking the major providers of loans are used for

marketing purposes in the syndicated loan market. Therefore, as also noted by Ivashina (2008), it is in the interest of

lenders to report these data.
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of the crisis a number of firms went through various kinds of restructuring and, in the process, some

changed name. DealScan sometimes refers to the old names of borrowing firms so that we have

to trace the history of firms that changed name. For this purpose, we checked history profiles on

firms’ websites. Usually, a website reports the date in which a firm changed name and information

about when it merged or was split (if it did). To double check the identification and obtain some

missing information, we integrate the websites with the KISLINE’s firm profile and the DART sys-

tem, which allows companies to submit disclosures online. The firms for which neither the websites

nor KISLINE’s firm profile nor the DART system provide enough information for identification are

dropped from the sample. After the whole data cleanup, we are left with 1,626 loans granted to 242

non-financial firms.

In order to identify chaebol affiliation, we use the KFTC database and the analysis by Lee (2005).

The KFTC database presents the firms affiliated to chaebols from 2001. For the years prior to 2001,

we identify chaebol affiliated firms by referring to Lee (2005). Furthermore, for the purposes of

this paper, we do not classify the privatized POSCO, KT&G and KT groups as chaebols because,

although since 2001 they have been classified as such, their equity ownership is dispersed and no

individual person or family controls the conglomerate. As anticipated, in our analysis we classify

the top five chaebols for book value of assets as Tier1 chaebols and the lower ranked chaebols as

Tier2 chaebols. The key reason for this distinction is that the government bailout policy especially

protected the “big five” (see, e.g., OECD, 2000). Thus, we expect that the effect of the bailout policy

on the structure of credit contracts was especially strong for firms affiliated to these chaebols.

In the robustness analysis, we also employ lender specific variables. For the data on domestic

banks, we rely on KISLINE (with the exception of the Korean Development Bank for which we

resort to Compustat files because KISLINE does not provide information for the early 1990s). For

the data on foreign banks, we use the Compustat Global Financial Services file.

5.3 Measurement

A critical step in the empirical analysis is the identification of the lead arrangers of the syndicated

loans. We use two approaches. The first is borrowed from Ivashina (2009) who, following in turn the

Standard & Poor’s definition, identifies lenders using the titles in a syndicated loan. The administra-

tive agent is defined as the lead arranger. If the syndication does not have an administrative agent,

the lender(s) acting as book runner, lead arranger, lead bank, lead manager, agent, or arranger is

(are) defined as the lead arranger(s). The second approach follows Sufi (2007). DealScan’s cus-
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tom report feature lists two lender categories under the headings of “Lenders-Lead Arranger” and

“Lenders-All Lenders”. Following Sufi (2007), we treat lenders as lead arrangers if they are classified

under the heading of “Lenders-Lead Arranger” and as participants if they are classified under the

heading of “Lenders-All Lenders” but not under the heading of “Lenders-Lead Arranger”. In this

paper, we mainly rely on the approach of Ivashina (2009) while we use the categorization of Sufi

(2007) as a robustness check. The results obtained with the two measures are virtually identical.

To measure the concentration of a loan, we construct two variables: the percentage share of

the loan held by the lead arranger(s) (hereafter, lead share); and the Herfindahl-Hirschmann index

(herfindahl), calculated using the shares of the loan of the syndicate members. The Herfindahl index

is computed as the sum of the squared individual shares of the loan and ranges from zero to 10,000,

with 10,000 being its value when a lender retains 100% of the loan. In our sample, the correlation

between the two measures of concentration is 0.9665. In some tests, we also experiment with the

number of lead arrangers and the number of participant lenders as further (less precise) proxies for

loan concentration. The dummy variables chaebol, Tier1 chaebol and Tier2 chaebol take the value

of one when a firm belongs to a chaebol, a Tier1 chaebol, and a Tier2 chaebol respectively, and zero

otherwise. To capture the effect of the chaebol reform, we construct a binary variable, reform, which

takes the value of one if the loan was originated after 1997 and zero if it was originated prior to

1998. Scholars and policy-makers agree in identifying 1998 as the year in which the government laid

out and implemented the key steps of the reform (see, e.g., OECD, 2000; Krueger and Yoo, 2002).

However, the reader could remain concerned that some minor aspects of the reform were carried

out in 1999 and that the change in the institutional environment could have had lagged effects on

lenders’ behavior. For this reason, in the robustness section we also report results obtained allowing

for a transition between the pre-reform and the post-reform period. The variable foreign arranger

is a dummy taking the value of one if the lead arrangers of the loan are foreign, zero otherwise. In

constructing this variable we have to account for the fact that some foreign banks (e.g., SC First Bank

and Korea Exchange Bank) had operated as domestic banks before being acquired by foreigners.

We classify such banks as domestic because their management, and allegedly their practices, did not

change significantly after the transfer of ownership.

Turning to firm specific characteristics, the literature has identified three main determinants of

creditors’ monitoring. The first is the amount of public information available on the firm. The larger

the amount of public information, the lower the need for lenders to monitor the business. Following

prior studies (e.g., Petersen and Rajan, 1994), we use age and size as proxies for the informational
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transparency of a firm. Old firms have a better established track record so that more information is

publicly available; large firms receive more attention by analysts and the financial press. We compute

the age of a firm as the number of days from its inception to the loan origination date. We use

various measures of firm size. We experiment with the total assets and gross sales of the firm (both

expressed in trillions of South Korean won) and with the number of employees in the year in which

the loan starts. The results are uniform across the three measures and, henceforth, we concentrate

on total assets. The literature also underscores the importance of the ex-ante quality and riskiness

of a firm in determining lenders’ monitoring: the lower the quality and the higher the riskiness,

the more intense monitoring needs to be. We measure quality with the profitability of the firm, as

given by the (net) income/total assets ratio. We instead measure riskiness with the leverage ratio

(total liabilities to total assets): leverage is often employed to forecast the probability of default of

a firm. Finally, the literature emphasizes that the higher the value of the liquid, pledgeable returns

of a firm, the lower the need for creditors to monitor (Holmstrom and Tirole, 1997). We thus insert

the ratio working capital/total assets to capture liquidity, where working capital is computed as

the difference between current assets and current liabilities. Moreover, we enlist the ratio tangible

assets/total assets to control for asset tangibility. Another important aspect we are interested in

capturing is the ownership structure of a firm. KISLINE lists the names of firm shareholders, their

percentage equity shares, and their relationships to the firm. The variable domestic bank equity

measures the percentage of equity held by domestic banks in the firm. We also construct the two

measures proposed by Joh (2003), ownership concentration and control ownership gap. More details

on these measures will be provided later in the analysis. We also include sector dummies to control

for industry attributes and year dummies to control for macroeconomic effects.

Finally, in the empirical analysis we employ a number of contract specific characteristics. These

include the size of the loan (in millions of U.S. dollars), its maturity (in days), as well as whether

the loan is secured or not. We also insert dummies for the purpose of the loan.10

5.4 Sample Properties

Table I presents sample summary statistics broken down into loan, firm and chaebol characteristics.

Our dataset records more loans originated after the reform than before it (1027 versus 591, treating

1998 as the first year of the post-reform period). This stems from the differences in the number of

10Possible purposes of a loan are: general corporate purposes/working capital, takeovers and acquisitions, leveraged

buyout, debt repayment/capital expenditure, other.

14



years and in the volume of activity of the Korean syndicated loan market between the two periods

(as Figure I makes evident). Tier1 chaebol firms are the most active borrowers (637 deals) followed

by non-chaebol ones (581 deals) and Tier2 chaebol firms (400 deals). These figures reflect the size

of the five largest chaebols. The average loan counts about 6.5 lenders, 3.4 lead arrangers and

3.1 participant lenders. Compared with the U.S. syndicated loans examined by Sufi (2007) for the

1992-2003 period, the number of lead arrangers is twice as large whereas the number of participant

lenders is almost half. For 1,023 loans, we know the shares held by the members of the syndicate. The

average share held by the lead arranger(s) is 25.8% and the average value of the Herfindahl index for

the loan shares is 3233. The statistics for a firm are computed as the average across the loans granted

to the firm. The mean age of a firm is about 22 years and its average number of employees is 3,645.

The average total assets amount to 2.5 trillion South Korean won (1.98 billion U.S. dollars at the

end-of-2000 exchange rate). The mean leverage ratio is 0.63, a high figure compared with the mean

leverage ratio of 0.34 of the U.S. firms examined by Sufi (2007). This reflects the large amount of

debt accumulated by Korean firms before the crisis (OECD, 2000). Turning to loan characteristics,

the most common loan purpose is general corporate purposes/working capital followed by debt

repayment/capital expenditure. The average size of a loan is 302 million dollars and the average

maturity is about six months (the corresponding figures for the U.S. loans investigated by Sufi, 2007,

are 364 million dollars and about three months). Roughly 22% of the loans are secured.

Table II also investigates differences between chaebol and non-chaebol firms. Let us first consider

the structure of syndicated loans. Tier1 chaebol firms have the lowest loan concentration, whether

this is measured by the total share kept by the lead arranger(s) or the Herfindahl index. For Tier1

and Tier2 chaebol firms, loan concentration significantly rises from the pre- to the post-reform period

while for non-chaebol firms loan concentration is roughly the same in the two periods (the Wilcoxon

test is not significant at conventional levels). The average number of lenders in syndicated loans to

Tier1 chaebol firms is 7.6 which is larger than that in loans to Tier2 chaebol or non-chaebol firms

(5.6 and 6 respectively). Such a difference is more pronounced before the reform. The number of

lead arrangers is the largest for Tier1 chaebol firms both on average and in each of the two sub-

periods. This is also true for the number of participant lenders, although for Tier1 chaebol firms the

number of participants exhibits a decline after the reform. All in all, inspection of the unconditional

means suggests that loan concentration tends to be lower for chaebol (especially Tier1 chaebol) firms

than for non-chaebol ones but that the difference narrows after the chaebol reform. Turning briefly

to firm characteristics, Tier2 chaebol firms are the oldest and non-chaebol firms are the youngest.
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Looking at employees and total assets, Tier1 chaebol firms are the largest while Tier2 chaebol and

non-chaebol firms have similar size. The leverage ratio does not vary much across the three groups

but it significantly declines after the reform, especially for Tier1 and Tier2 chaebol firms.11

6 Empirical Tests and Results

In this section, we discuss the empirical models and our core findings. We start with the baseline

results and then disentangle the channels through which chaebols impact the structure of syndicates.

6.1 Chaebols and Syndicate Structure

The baseline model we estimate is

 = +  + 1 + 2 · Reform + + 0
 +  (1)

The dependent variable is a measure of the structure of syndicated loan  granted to firm  in year

, such as the total share retained by the lead arranger(s) and the Herfindahl-Hirschmann index

for the loan shares. The key right-hand-side variables of interest are chaebol and its interaction

term with reform: the coefficients 1 and 2 measure how “chaebol affiliation” and “affiliation after

the reform” affect the structure of the loan. In the analysis, we also differentiate between Tier1

and Tier2 chaebol firms (replacing chaebol with Tier1 chaebol and Tier2 chaebol). In the richest

specification, the vector  of firm-level control variables include (the natural logarithm of) firm

total assets, the leverage ratio, the ratio of income to total assets, (the natural log of) firm age, the

ratios of tangible assets to total assets and working capital to total assets, and industry dummies.

The vector  0
 of contract-level control variables comprise (the natural logs of) loan maturity and

loan amount, and dummies for the loan purpose and for whether the loan is secured or not. We

also insert the time (year) dummies  to control for macroeconomic conditions that affect all firms.

Finally, throughout the analysis, we use robust standard errors clustered at the firm level.

As discussed earlier, our main hypothesis is that the safety net generated by the government

bailout policy and the chaebol cross-debt guarantees, together with the poor quality information

available on chaebols, diluted lenders’ incentives to monitor chaebol firms. Under this hypothesis,

the impact of chaebol affiliation on loan concentration, as captured by the coefficient 1, should

be negative. As for the coefficient 2 on the interaction term, this reflects the impact that the

11Looking at loan characteristics, on average the loans to non-chaebol and Tier2 chaebol firms were larger, of longer

maturity, and more frequently secured than those to Tier1 chaebol firms.
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chaebol reform had on the structure of syndicated loans granted to chaebol firms and, hence, on

lead arrangers’ incentive to monitor such firms. We expect 2 to be positive, reflecting an increase

in creditors’ monitoring effort after the safety net was dismantled and the quality of accounting

information on chaebols improved.

Table III displays the results of the baseline model. In Panel A, regression (1), we use the

Herfindahl index as the dependent variable. The estimated coefficient on chaebol is negative while

the coefficient on the interaction term is positive, with the coefficients being statistically significant

at the 10% and 5% level, respectively. The magnitude of the impact appears to be sizeable: the

affiliation to a chaebol reduces the Herfindahl index by 516.9, that is approximately 16% at the

sample mean. When we add a battery of firms’ characteristics, as in regressions (2)-(4), and loan

attributes (regression (4)) the signs and significance of the coefficients do not change.12 In Panel

B, we use the loan share of the lead arrangers as a measure of loan concentration. The results are

confirmed: for example, in the most parsimonious specification of regression (5) chaebol affiliation

results in a lower loan share of the lead arrangers by approximately 22% at the sample mean. Overall,

the estimates support our main hypothesis that the safety net that protected chaebols and the lack

of good quality information deterred creditors’ monitoring of chaebol firms and that after the reform

creditors had stronger monitoring incentives. The results for firm-level controls are also in line with

expectations. In regressions (2) and (3), the negative coefficient on (log)assets indicates that as

firm size expands loan concentration declines. This suggests that higher informational transparency

of firms, as reflected in a larger business size, requires less intense monitoring and, hence, lower

borrowing concentration. The coefficient on leverage is positive and statistically different from zero.

As for the coefficient on income to total assets, this is negative and also significant (at the 1% level).

These findings are consistent with the conjecture that worse firm financial conditions, as reflected

in a higher leverage and a lower profitability, call for more intense monitoring and higher borrowing

concentration. In Panels C and D of Table III, we reestimate the regressions differentiating between

Tier1 and Tier2 chaebol firms. The estimates reveal that the effect of chaebol affiliation and of

the policy reform on loan concentration are pronounced for Tier1 chaebol firms. For Tier2 chaebol

firms, the impact of chaebol affiliation is instead weaker and seldom significant. However, after the

reform the affiliation to a Tier2 chaebol appears to have a positive and statistically significant effect

on loan concentration.

Panel A in Table IV tabulates the point estimates obtained focusing on the number of lead

12Clearly, in regression (4) including loan characteristics may be the source of an endogeneity problem.
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arrangers. The estimated coefficient 1 in regression (4) turns out to be positive and significantly

distinct from zero at the 5% level of confidence. The sign of 1 reads the same way as in the

regressions in Table III. The regressions in Panel C offer some evidence that Tier1 chaebol affiliation

positively affects the number of lead arrangers (while Tier2 chaebol affiliation appears to have no

impact).13 As columns (2)-(3) illustrate, the coefficient on firm assets is statistically different from

zero at the 5% level, suggesting that as firm size increases more lead arrangers join the deal. Size

also appears to explain most of the variation in the number of participant lenders.

The stronger economic and statistical significance of the results for 1  point to a role

of the government bailout policy in shaping creditors’ monitoring incentives. In fact, the bailout

policy targeted the “big five” chaebols because of their systemic importance in production and

employment (OECD, 2000; Nam, Kang and Kim, 1999; Jang, 2001). The finding that the effect

for Tier2 chaebol firms is weaker can signal that for smaller chaebols there were lower expectations

of bailouts and, hence, lenders’ monitoring was somewhat stronger (and, in turn, the effect of the

reform weaker).

6.2 Chaebols and Foreign Banks

It is often argued that in emerging economies foreign banks are less subject to political pressure and,

hence, are tougher monitors than local banks (Kroszner, 1998; Giannetti and Ongena, 2009). More-

over, internationally active financial institutions (e.g., multinational banks) employ better trained

loan officers, a more advanced information technology and more accurate risk assessment techniques.

Thus, if our main hypothesis is valid we would expect that the role of foreign banks as lead arrangers

was weaker for chaebol than for non-chaebol firms and that it strengthened after the reform. To

test these predictions, we estimate the following regression

(  = 1) = Φ(+  + 1+

2 · Reform + +
0
 + )

(2)

where   is a binary variable that takes the value of one if the lead arrangers of loan

 are foreign banks, and zero otherwise, while  and 
0
 are the vectors of firm- and contract-level

control variables already incorporated in equation (1).

In Table I, we report summary statistics for the involvement of foreign banks in syndicate for-

mation: the percentage of loans that have foreign lead arrangers is 20%. In Table V, we present the

13 In an unreported table, we also reestimate the regressions by constraining the coefficients on Tier2 chaebol and

non-chaebol firms to be the same. The results carry through.
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results obtained using a probit model (the results of a linear probability model are essentially the

same). In line with our hypothesis, chaebol affiliation reduces the probability that foreign lenders act

as lead arrangers. Moreover, the regressions provide some evidence that, after the reform, for Tier1

chaebol firms the probability increased. As for the control variables, firm size and (to a lower extent)

profitability positively affect the probability that the lead arrangers are foreign banks. The result

for size perhaps reflects the fact that foreign lenders are more skilled at monitoring large businesses.

For example, Detragiache, Tressel and Gupta (2008) show that foreign banks are relatively better

at interpreting “hard” information than “soft” information, and big firms typically have richer hard

information (e.g., credit reports and ratings) than small ones.

As a robustness check, we redefine   as a binary variable that takes the value

of one if the lead arranger is unique and is a foreign bank, zero otherwise. The estimates, reported

in Panel B of Table V, confirm the previous findings.

6.3 The Role of the Safety Net

The tests that follow aim at further disentangling the role of the chaebol safety net in influencing

creditors’ monitoring.

6.3.1 Domestic Banks’ Equity and Political Connections

While Korean banks were privatized in 1981-1983, the Government continued to influence credit

allocation through the appointment of bank CEOs and the approval of bank CEO appointments

(Youngmo, 1999; Joh, 2003). Top bank managers often had short-term appointments (around three

years), which meant that they only needed to prop up failing firms for a few years to avoid loan

defaults during their tenure (Chiu and Joh, 2004). The pressure on the government to rescue troubled

chaebol firms is likely to have been particularly strong when domestic banks controlled by the

government held an equity stake in the firms (Faccio, Masulis and McConnell, 2006). Additionally,

the main channel through which the government could carry out bailouts was the intervention of

domestic banks. These arguments suggest that creditors’ expectation of a bailout should have been

higher - and, correspondingly, their incentive to monitor chaebol firms lower - when domestic banks

held a larger equity stake in the firms. To verify this hypothesis, in Table VI we reestimate the

regressions by inserting the percentage equity share of domestic banks, its interactions with the

chaebol, Tier1 chaebol and Tier2 chaebol dummies, as well as the triple interactions with the reform

dummy.
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The results in columns (1)-(3) strongly suggest that the equity stake of domestic banks negatively

impacts the concentration of syndicated loans granted to chaebol firms before the reform. Moreover,

as shown by the triple interaction for Tier1 chaebol in columns (7)-(12), this effect weakened after the

reform. This is in line with our hypothesis. A stronger presence of domestic banks in firm ownership

would have raised the chances of a government bailout, reducing the need for monitoring. However,

after the reform the probability of a government bailout declined, shutting down the channel through

which domestic banks could support distressed firms. To double check the presence of an “equity

participation” channel, we consider other entities whose equity participation may affect lenders’

monitoring incentives, such as the central and provincial governments. The results (non-tabulated

to conserve space) are similar but weaker than those obtained in the regressions where domestic

banks’ equity is considered.

Following Faccio, Masulis and McConnell (2006), in additional tests (Table XI, Panel D) we also

consider the informal political connections of chaebols as a channel alternative to domestic banks’

equity participation in offering protections to chaebol firms. We construct the measure of political

connection as a binary variable that takes the value of one if at least one of the equity holders of

the chaebol (equity share ≥ 1%) was a member of the National Assembly of Korea in the year of
origination of the loan. However, the estimated coefficient on this indicator is not significant.

6.3.2 Intra-Chaebol Effects

The previous tests suggest that the government bailout policy shaped creditors’ monitoring. We

now attempt to isolate the role (if any) of the chaebol cross-debt guarantees, the second pillar of the

chaebol safety net. With this objective, we allow the coefficients on  and the interaction term

with the  dummy to vary according to key characteristics of the chaebol a firm belongs to

(if any). Building on Shleifer and Vishny (1992) and related literature, our preferred way to capture

the role of cross-debt guarantees among chaebol affiliates is to look at the correlation between the

financial conditions of a firm and those of the other members of its chaebol. When this correlation

is high, the firm will tend to encounter distress when other firms of the chaebol are also in trouble

(i.e., the chaebol will have less diversified activities). This will erode the protection offered by the

chaebol cross-debt guarantees, requiring more intense monitoring by creditors. We compute the

correlation between the net income to total assets ratio of the firm and that of the other affiliates

of its chaebol. The results (reported in Table VII, Panel B) indeed provide weak evidence that

before the chaebol reform dismantled cross-debt guarantees, the firms whose income comoved more
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with that of their chaebol received more concentrated (monitored) loans. A second, more simplistic

way to capture intra-chaebol effects is to look at the impact of chaebol leverage (defined as the

ratio of the total sum of liabilities to the total sum of assets of a chaebol affiliates). In Table

VII, Panel A, we find a significantly negative effect of chaebol leverage on loan concentration and

the coefficient on the interaction with the  dummy indicates that this effect weakened after

the reform. One interpretation for the impact of chaebol leverage is that this is picking up the

positive impact that the debt capacity of the chaebol has on the safety of the borrowing firm (thus,

requiring lower monitoring by creditors). In turn, the coefficient on the interaction term suggests

that, by removing the system of cross-debt guarantees, the chaebol reform may have led lenders to

pay less attention to the debt capacity of the chaebols and more to that of the individual borrowers.

All in all, though non-conclusive, the findings thus point to a role of chaebol cross-guarantees in

creditors’ monitoring: in the pre-reform period, the financial conditions of the chaebol would have

been factored in determining lenders’ monitoring effort; after the reform banned cross-debt payment

practices, this effect might have vanished.

6.4 Internal Governance in Chaebols

Thus far, we have left the interaction between creditors and firm shareholders in the background. We

now turn to examine this interaction, possibly shedding light on the corporate governance issues that

creditors’ monitoring can ameliorate. In South Korea, large shareholders (typically the firm founders

or they families) control firms even if they own little equity in them (Joh, 2003). This occurs because

ownership is dispersed and institutional investors do not scrutinize firms effectively. In the case of

chaebols, the divergence between control and ownership rights is exacerbated by pyramid structures

and cross-shareholdings among firms. The corporate governance literature stresses that when con-

trol rights are larger than ownership rights, inefficiencies can arise because controlling shareholders

benefit from expropriating firm resources (such as pursuing private benefits at the expense of other

stakeholders) but suffer only in part from the costs of expropriation (Shleifer and Vishny, 1997).14

By reducing the divergence between control and ownership rights, a concentrated ownership may

help align the incentives of large shareholders with those of other stakeholders (Claessens, Djankov,

Fan and Lang, 2002).

14The abuse of controlling shareholders may take various forms, such as cash flow appropriation or asset stripping

(La Porta et al., 1998). Bae, Kang and Kim (2002) find that while minority shareholders of a chaebol affiliated firm

making an acquisition lose, on average the controlling shareholder benefits because the acquisition enhances the value

of other firms in the chaebol.
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On the ground of these arguments, and in line with recent work by Lin, Ma, Malatesta and Xuan

(2011), one can wonder whether creditors’ monitoring responds to the (lack of) internal mechanisms

of control of large shareholders, as proxied by an appropriate measure of ownership concentration.

And, most important for our analysis, whether this is especially true inside chaebols and how this

changed after the chaebol reform. To address these questions, we use the two measures of internal

governance proposed by Joh (2003). The first is  , defined as the sum of

the largest equity shares of the firm, excluding institutional shareholders (financial institutions and

non-financial corporations), foreign owners, government, and employment stock ownership stakes.

The rationale for including only large personal holdings is that before the 1999 revision of the South

Korean Commercial Law institutional investors could not exercise full voting rights (for instance,

the “shadow voting” rule forbade financial institutions from voting on firm decisions).15 As a second

(inverse) metric of internal governance controls we use the   , defined as the

difference between the total equity holdings of the top shareholders and  .

When constructing   and   , we experiment both using

the top ten and the top eight shareholders. The results (untabulated to conserve space) suggest that

ownership concentration negatively affects loan concentration (  or ), with the

coefficients significant at the 10% or 1% level. Moreover, these effects weaken after the chaebol

reform. The evidence is however less clear when we insert    rather than

  in the regressions: the coefficients are positive and statistically significant

only when we consider the top eight shareholders.

Next, we turn to the role of chaebol affiliation before and after the reform. After controlling

for   or   , the results for  and its interac-

tion with  carry through (see Table VIII). Whether the stronger misalignment between

control and ownership rights inside chaebols had repercussions on creditors’ monitoring is then

tested by interacting  with the two governance indices. The interaction between  and

  is significantly negative in various specifications (Table IX). This suggests

that the stronger misalignment between ownership rights and control rights inside chaebols called for

more intense creditors’ monitoring. To put it differently, although chaebol affiliation reduced cred-

itors’ monitoring intensity, inside chaebols creditors reacted to weaker internal governance controls

15Using a large sample of South Korean firms observed over the 1993-1997 period, Joh (2003) finds that the largest

shareholder of a publicly traded firm (and her family) owned about 31.7% of shares on average while controlling

shareholders of privately held firms owned 49.5% of shares on average. Claessens et al. (2000) report that frequently

the largest and controlling shareholder or the members of her family are among the top executives.
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by monitoring more. The finding that after the reform the impact of ownership concentration on the

structure of credit contracts appears to weaken could reflect the fact that the reform strengthened

creditors’ rights and mitigated corporate governance problems (Shin and Chang, 2003). In fact, the

South Korean government took several actions to curb the power of controlling shareholders, such

as lifting the limitation on the voting rights of institutional investors, introducing a system of class

action, and improving the accountability of directors (e.g., through the appointment of individuals

from outside the companies to the boards of directors). The reform thus rendered the rights of all

stakeholders, including creditors, better secured.

As pointed out by Lin, Ma, Malatesta and Xuan (2011), one could be concerned about po-

tential endogeneity issues: for example, unobservable firm specific characteristics might jointly de-

termine the ownership and syndicate structures. Following Laeven and Levine (2009) and Lin et

al. (2011), to deal with possible endogeneity issues, we instrument   and

   with the initial industry average ownership concentration and control own-

ership gap. In fact, it is unlikely that the ownership structure of an industry directly affects the

structure of any particular syndicated loan except through a borrower’s ownership structure. To com-

pute the initial industry averages, we use data for 1996 since in that year there were enough loans to

construct plausible averages for all industries. In the first stage regression for   ,

the coefficient of the instrumental variable is significant. In the second stage regression, the coef-

ficient of    is still significant in the pre-reform period although it tends to

lose significance in the post-reform period. By contrary, the instrument does not turn out to be

significant in the first stage regression for  .

6.5 Monitoring or Diversification?

We have interpreted the results in light of theories on creditors’ monitoring, such as Holmstrom and

Tirole (1997) and Diamond (1984). The main competing explanation for the structure of syndicates

hinges on the diversification motive: lead arrangers could choose to syndicate out a loan to a larger

number of participants to spread the risk of default. For example, Qian and Strahan (2007) find

evidence of such a behavior in countries where the protection of creditors is worse. We contend that

our results cannot be rationalized by the diversification motive. In fact, the safety net generated by

the government bailout policy and the cross-debt guarantees mitigated the risk suffered by lenders

- indeed, we believe this is why creditors’ monitoring incentives should have been diluted. If the

diversification story held, we would then expect that before the reform lenders diversified loans less,
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and that the need for diversification rose after the safety net was dismantled. This is the opposite

of what we find in the data.

7 Further Tests

We check the robustness of our results with various tests. We then extend the analysis to study the

impact of chaebol institutional arrangements on lending standards (loan size, maturity and collateral

requirements).

7.1 Robustness

We perform a variety of robustness tests (selected results are displayed in Table X while others are

not tabulated to conserve space). First, we reestimate all the regressions by partitioning the sample

between the pre- and the post-reform period rather than interacting the  indicator variable

with the  dummy. The results carry through (details available upon request). A second

robustness check consists of allowing for a transition phase between the pre- and the post-reform

period to account for the progressive implementation of some minor aspects of the chaebol reform.

The estimates obtained treating 1998 and 1999 as a transition period read the same way as those

discussed so far: the effect of the reform appears to be concentrated in the post-transition period (see

Table X, Panel A). A third robustness exercise consists of controlling for lenders’ characteristics. In

fact, a growing body of theoretical literature predicts that lenders’ financial conditions could influence

their monitoring decisions (see, e.g., Tirole, 2005, for a review). We construct two variables, the ratios

  and  , to gauge the lead arrangers’ liquidity and capitalization

(if there is more than one lead arranger, here we treat the one with the largest portion of the loan as

the lead arranger). Because information on these items is only available for a subset of our sample,

in this specification we suffer a substantial loss of observations. The (untabulated) results are robust

to the inclusion of these variables; moreover, lenders’ liquidity and capitalization have no significant

impact on loan concentration. Next, we reestimate all the regressions using the definition of lead

arranger(s) of Sufi (2007), obtaining virtually identical results.

A further robustness check consists of controlling for geographical location. In our setting, this

does not constitute a major issue as most firms in South Korea are headquartered in the area of Seoul

and operate in the whole country and, in addition, economic conditions are similar across regions.

Nevertheless, to assuage possible concerns, we experiment by inserting a dummy that takes the
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value of one if the firm is located in the capital city area, zero otherwise. The (unreported) results

remain largely unaltered and the geographical dummy turns out to be statistically insignificant.

In a supplementary test, we experiment with an alternative measure of concentration proposed by

Hannan (1997) which is computed by subtracting the inverse of the number of lenders from the

Herfindahl-Hirschmann index. This measure partly mitigates the impact of the number of lenders

on the Herfindahl index and, hence, better reflects loan share asymmetries for a given number of

lenders (see, e.g., Ongena, Tumer-Alkan and Von Westernhagen, 2010, for a discussion). The results

carry through when we replace the Herfindahl index with this dependent variable (see Panel B

of Table X). In an additional test (reported in Panel C of the table), we reestimate the baseline

regressions using a fractional response model. This is considered an alternative to OLS when, as in

our case, the dependent variable is a fractional response, that is, it ranges between zero and one.

The results remain essentially unchanged with this approach. In a last robustness check, we control

for the reputation of the lead arrangers of the loan. In fact, less reputable banks could have more

incentives to shirk on their monitoring activity. Following Sufi (2007), we proxy a bank’s reputation

with a dummy that takes the value of one if the bank is one of the top ten lead arrangers according

to the league table for Korea compiled by Dealogic and Thomson Financial. The inclusion of this

variable does not alter the results.

7.2 Other Loan Characteristics

We have primarily focused on the structure of syndicated loans. A related research question that

can enrich our understanding of lenders’ behavior is whether the institutional environment affects

other loan features. The DealScan database provides information on three further attributes of

syndicated loans: maturity, size, and whether the loan is secured or not. The collateralization

of loans is a means alternative to monitoring by which creditors protect themselves from firms’

misbehavior (Holmstrom and Tirole, 1997). Moreover, Rajan and Winton (1995) show that long-

term loans coupled with covenants increase a bank’s incentive to monitor by decreasing the bank’s

return if it does not monitor.

Table XI reports the results obtained using maturity, size and an indicator for whether the loan

is secured or not as dependent variables. The affiliation of firms to Tier1 and Tier2 chaebols tends to

shorten loans but the reform weakens this effect for Tier2 chaebols (columns 7 and 8). Leverage and

the ratio of income to total assets shorten the maturity of loans, while the tangible to total assets

and working capital to total assets ratios lengthen it. The latter two findings may signal that firms
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with more collateralizable assets and more liquid returns can afford long-term credit. Turning to

loan size, the estimates imply no significant differences between chaebol firms and non-chaebol ones

and also suggest that the size of loans granted to chaebol firms has not changed after the reform.

Similarly, the extent to which loans are secured is unaffected by chaebol affiliation while its main

determinants appear to be firm size, leverage and asset tangibility. In particular, firms with larger

assets seemingly obtain loans with lower collateral requirements, perhaps because of their higher

informational transparency. This is also the case for less levered businesses, probably reflecting the

fact that firms less exposed to default risk need to post less collateral.

Overall, building on the theory of Rajan and Winton (1995), a possible interpretation of these

additional tests is that short-term loans with little incentives to monitor were more widespread

until the bailout policy and the chaebol cross-debt guarantees were dismantled. After the reform,

long-term loans with covenants were more frequently used because they could provide lenders with

stronger incentives to monitor. Clearly, since in our sample we do not have data on covenants, we

cannot further test this conjecture.

8 Conclusion

This paper studies the impact of the institutional environment on the structure of credit contracts

using the South Korean syndicated loan market as an empirical laboratory. As demonstrated by

prior literature, the structure of loans can yield important insights into lenders’ effort in monitoring

and disciplining borrowers. A central result of the analysis is that, controlling for firm and contract

specific characteristics and for macroeconomic effects, chaebol firms tend to be granted less con-

centrated loans than non-chaebol ones and that this difference narrowed after the chaebol reform

enacted in the late nineties. These results suggest that prior to the reform the safety net generated

by the government bailout policy and the chaebol cross-debt guarantees diluted creditors’ incentives

to monitor chaebol firms. When the chaebol reform removed bailout and cross-debt guarantees,

creditors stepped up their monitoring effort. In further tests, we have explored the governance

problem that creditors’ monitoring is supposed to mitigate. We have obtained some evidence that

lenders monitored chaebol firms with better internal governance less intensely. Moreover, the reform

of corporate governance and the consequent improvement of the internal discipline of controlling

shareholders complemented the increase in creditors’ monitoring.

The analysis leaves interesting questions open for future research. In emerging economies, it is
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crucial to understand how the reforms of different aspects of corporate governance interact one with

another. In this paper, we have made a first step in this direction. However, more work is needed

to understand the interplay among creditors, institutional investors and minority shareholders in

providing proper incentives for an efficient firm management.
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Variable Description Source

1. Firm Characteristics

  Age Days from the firm's establishment to the date of origination of the loan Dealscan and KISLINE

  Total assets Borrower's total assets at the end of the year prior to the syndication arrangement KISLINE

  Gross sales Borrower's gross sales at the end of the year prior to the syndication arrangement KISLINE

  EBITDA Borrower's earnings before interest, tax, depreciation and amortization at the end of the year prior to the syndication
arrangement KISLINE

  Number of employees Total number of employees of the borrower at the end of the year prior to the syndication arrangement KISLINE

  Tangibles to total assets Ratio of tangible assets to total assets at the end of the year prior to the syndication arrangement KISLINE

  Working capital to total assets (Current assets - current liabilities) / Total assets at the end of the year prior to the syndication arrangement KISLINE

  Leverage ratio Total debt / Total assets at the end of the year prior to the syndication arrangement KISLINE

  Income to assets Net Income (excluding extraordinary items) / Total assets at the end of the year prior to the syndication arrangement KISLINE

2. Corporate Governance
  Ownership concentration Total equity stake of the top ten (or eight) "personal" shareholders KISLINE

  Control gap Total equity stake of the top ten (or eight) shareholders minus "ownership concentration" KISLINE

3. Chaebol Characteristics

  Total assets Sum of total assets of the firms affiliated with the same chaebol at the end of the year prior to the syndication arrangement KISLINE

  Leverage ratio Sum of total liabilities to sum of total assets of the firms that belong to the same chaebol at the end of the year prior to the 
syndication arrangement KISLINE

  Income correlation
Correlation between a firm's income(t) / total assets(t-1) ratio and its chaebol's income(t) / total assets(t-1) ratio (excluding
the firm in question). Consistent series for the ratios are available from 1987 in KISLINE and thus the correlation is
calculated over the 1987-2006 period

KISLINE

  Cash flow correlation
Correlation between a firm's sum of income(t) and depreciation(t) / total assets(t-1) ratio, and its chaebol's sum of
income(t) and depreciation(t) / total assets(t-1) ratio (excluding the firm in question). Consistent series for the ratios are
available from 1987 in KISLINE and thus the correlation is calculated over the 1987-2006 period

  Income/Total assets Sum of income(t) to sum of total assets(t-1) of the firms that belong to the same chaebol at the end of the year prior to the
syndication arrangement KISLINE

  Tangible assets/Total assets Sum of tangible assets to sum of total assets of the firms that belong to the same chaebol at the end of the year prior to the
syndication arrangement KISLINE

4. Banks' and Institutions' Equity Participation
  Bank equity (%) Total share of equity held by domestic banks KIS*

  Institution equity (%) Total share of equity held by institutional investors (excluding domestic banks' shares) KIS*

  Political connection
Dummy variable that takes on the value of one if one of the firm's shareholders (equity ownership >1%) was a member of
the National Assembly of Korea in the year in which the loan was syndicated. There were 6 firms (71 Obs.) that were
politically connected in the sample and that were chaebol (SsangYong, Hyundai and Hyundai Heavy Industries) affiliated

KIS* and 
www.assemblykorea.gov

5. Syndicated Loan Characteristics

  Loan amount Loan amount (in US dollars) Dealscan

  Maturity Loan maturity (in days) Dealscan

  Secured Dummy that takes on the value of one if the loan is secured, zero otherwise Dealscan

6. Chaebol Identification
  Chaebol Dummy that takes on the value of one if the firm is affiliated to a chaebol, zero otherwise KFTC and Kim(2005)

  Tier1 chaebol Dummy that takes on the value of one if the firm is affiliated to a top 5 chaebol, zero otherwise KFTC and Kim(2005)

  Tier2 chaebol Dummy that takes on the value of one if the firm is affiliated to a chaebol ranked 6-30, zero otherwise KFTC and Kim(2005)
* Data were provided by KIS (Korea Information Service) staff 

       Appendix.  Variables and Sources



Figure I. Volume of Syndicated Loans in Korea and Asia-Pacific Countries
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Num. Obs. Mean S.D. 25th 50th 75th 90th

Firm Characteristics 
  Age (days) 242 7923 6341 1949 7307 12275 16394
  Employment  242 3645 7410 284 1453 3229 8073
  Total assets (trillions KRW) 242 2.5 5.0 0.2 0.9 2.8 7.0
  Gross sales (trillions KRW) 242 2.1 3.8 0.2 0.8 2.0 5.1
  Leverage ratio 242 0.63 0.25 0.52 0.66 0.77 0.86
  Income to total assets 242 0.02 0.09 0.00 0.02 0.05 0.08
  Working capital to total assets 242 0.02 0.25 -0.12 -0.01 0.11 0.29
  Tangible assets/Total assets 242 0.46 0.26 0.24 0.46 0.65 0.82

Corporate Governance (ownership)
  Ownership concentration 213 15.5 24.8 0.0 3.6 21.3 47.2
  Control ownership gap 213 43.6 35.5 13.7 34.0 77.8 100.0

Chaebol Characteristics 
  Total assets (trillions KRW) 37 13.2 14.4 3.9 6.3 16.5 43.6
  Leverage 37 0.69 0.14 0.59 0.69 0.78 0.85
  Income (billions KRW) 37 926 1390 189 307 867 3440
  Income correlation 37 0.09 0.29 -0.14 0.08 0.28 0.51
  Income/Total assets 37 0.06 0.03 0.04 0.06 0.08 0.09
  Tangible assets/Total assets 37 0.41 0.12 0.34 0.41 0.49 0.56

 Banks' and Institutions' Equity Participation
   Domestic Bank equity (%) 231 1.66 6.10 0.00 0.00 0.00 5.66
   Domestic Institution equity (%) 231 3.57 11.34 0.00 0.00 1.39 7.97

Syndicated Loan Characteristics 
  Loan amount ($M) 1618 302 2,550 40 100 237 500
  Maturity (days) 1406 2264 9885 1073 1106 2543 4383
  Secured (dummy) 1626 0.22 0.41
Syndicate Structure 
  Total number of lenders 1608 6.5 5.3 3 5 9 14
  Total number of lead arrangers* 1608 3.4 3.1 1 2 4 7
  Total number of participant lenders* 1608 3.1 4.1 0 2 5 8
  Total share held by lead arrangers* 1023 25.8 20.2 10.2 20.0 35.6 50.0
  Concentration of syndicate (Herfindahl) 1023 3233.5 2372.5 1448.0 2504.5 5000.0 5000.0

   Loans having only foreign lead arrangers*(dummy) 1608 0.20 0.40

   Loans having a single foreign lead arranger*(dummy) 1608 0.11 0.32

Industry Composition (SIC 1 digit code)
  Mining, construction, agriculture (0, 1) 1608 0.09 0.28
  Manufacturing (2, 3) 1608 0.51 0.50
  Transp., Comm., Gas and Electricity (4) 1608 0.32 0.47
  Trade (5) 1608 0.06 0.23
  Real estate (6) 1608 0.01 0.09
  Services (7, 8) 1608 0.01 0.11

Purpose of Loan Indicator
  General corporate purposes/Working capital 1608 0.63 0.48
  Takeovers and acquisitions 1608 0.05 0.21
  LBO/MBO 1608 0.04 0.19
  Debt repayment/capital expenditure 1608 0.17 0.37
  Other 1608 0.12 0.32

Regional Indicator
   Capital city 1608 0.71 0.45
   Other 1608 0.29 0.45
*  Lead arrangers identified according to Standard & Poor's

This table presents summary statistics for the sample of 1,626 syndicated loan deals representing 242 firms from July 1992 to September 2007. Statistics for firm and chaebol
characteristics are calculated at the firm level and chaebol level, respectively. Statistics for deal characteristics are calculated at the deal level.

Table I.   Summary Statistics for Syndicated Loan Deals 



   Total

Sub-total Pre-reform Post-reform t-test**

Test of 
Difference
(p-value), 
Wilcoxon 

Sub-total Pre-reform Post-reform t-test

Test of 
Difference
(p-value), 
Wilcoxon 

Sub-total Pre-reform Post-reform t-test

Test of 
Differenc

e
(p-value), 

 
Firm Characteristics (N=Num. of firms) (N=60) (N=37) (N=49) (N=74) (N=32) (N=57) (N=151) (N=36) (N=115)
  Age (days) 242 7923[6341]  9097[5537]  9741[4497] 9589[5675] 0.8934 1.0000 11084[6687] 11735[6430] 10718[6856] 0.4940 0.5158 7269[6406] 8284[4735] 6977[6799] 0.2690 0.0541
  Employment  242 3645[7410]  7773[11701] 9748[12854]  7582[11850] 0.4310 0.2038 3541[4678] 4098[5336] 3215[4268] 0.4074 0.2058 3014[7440] 5595[11737] 2217[5311] 0.0201 0.0016
  Total assets (trillions KRW) 242 2.5[5.0]  4.3[4.4] 4.0[3.8] 5.7[ 6.6] 0.1821 0.4299 2.6[2.5] 2.1[2.0] 2.8[2.7] 0.1787 0.1795 2.68[7.27] 3.16[8.0] 2.53[7.06] 0.6522 0.2832
  Gross sales (trillions KRW) 242 2.1[3.8]  4.6[6.1] 4.0[4.9] 6.6[9.0] 0.1150 0.3049 2.1[2.5] 1.3[1.3] 2.4[2.9] 0.0378 0.0463 1.60[3.23] 1.25[2.37] 1.73[3.49] 0.4487 0.3850
  Leverage ratio 242  0.63[0.25]  0.65[0.19]  0.73[0.14]  0.62[0.19] 0.0017 0.0001  0.67[0.18] 0.80[0.13]  0.60[0.17] 0.0000 0.0000 0.62[0.33]  0.69[0.19]  0.60[0.34] 0.1391 0.0258
  Income to total assets 242  0.02[0.09]  0.03[0 .06] 0.02[0.02]  0.04[0.07] 0.1195 0.2407  0.03[0.05]   0.01[0.03]  0.03[0.06] 0.0884 0.0175  -0.00[0.15]  0.02[0.040]  -0.01[0.17] 0.3467 0.7472
  Working capital to total assets 242 0.02[0.25] -0.03[0.16]  -0.00[0.17] -0.05[0.12] 0.0988 0.1615 -0.05[0.19] -0.09[0.12] -0.03[0.22] 0.2125 0.2113 0.04[0.29] 0.07[ 0.18]  0.03[ 0.31] 0.5244 0.1996
  Tangible assets/Total assets 242 0.46[0.26] 0.41[0.22]  0.40[0.19] 0.42[0.24] 0.5722 0.6221 0.45[0.21] 0.51[0.22] 0.42[0.19] 0.0471 0.0310 0.48[0.28]  0.45[ 0.23]  0.49[ 0.29] 0.4455 0.3529

Corporate Governance (ownership)

  Ownership concentration 213 15.5[24.8]  4.38[7.40]  7.18[12.15]  3.50[4.35] 0.0608 0.5527  12.38[15.80] 11.82[10.52] 13.23[17.62] 0.6831 0.6162  20.90[29.96]  17.30[15.33]  21.16[32.62] 0.5327 0.3509
  Difference between control rights 
   and ownership rights

213  43.6[35.5] 47.79[29.22]  31.27[23.01] 50.20[30.06] 0.0027 0.0038  40.78[32.33] 29.77[31.31]  43.91[31.91] 0.0513 0.0325 41.82[39.00] 30.07[33.29]  45.66[39.45] 0.0526 0.0895

Chaebol Characteristics
(N=Num. of  chaebols)

(N=32) (N=16) (N=27)    

  Total assets (trillions KRW) 37 13.2[14.4]  38.2[12.1]  32.6[12.2]  53.3[18.7] 0.0346 0.0633  7.2[5.0]  5.8[3.5] 7.8[5.7] 0.2112 0.3209 .. .. .. .. ..
  Leverage 37 0.69[0.14]  0.68[0.07]  0.76[0.04]  0.60[0.10] 0.0033 0.0066  0.70[0.15] 0.82[0.07]  0.66[0.18] 0.0020 0.0001 .. .. .. .. ..
  Income (billions KRW) 37 926[1390]  2910[1920]  2240[1280]  3970[2820] 0.1703 0.1531 394[388]  246[144] 432[433] 0.0792 0.2335 .. .. .. .. ..
  Income correlation 37 0.09[0.29] 0.07[0.28]  0.02[0.25] 0.07[0.30] 0.7515 0.7751  0.09[0.31]  0.14[0.31]  0.04[0.30] 0.3142 0.3027 .. .. .. .. ..
  Income/Total assets 37 0.06[0.03]  0.07[0.03] 0.07[0.04]  0.07[0.04] 0.8408 1.0000 0.05[0.02]  0.05[0.02] 0.05[0.03] 0.2869 0.1594 .. .. .. .. ..
  Tangible assets/Total assets 37 0.41[0.12]  0.41[0.08] 0.38[0.06]  0.42[0.07] 0.3272 0.3173 0.42[0.13]  0.40[0.11]  0.42[0.13] 0.6036 0.5905 .. .. .. .. ..

Banks' and Institutions' Equity Participation (N=77) (N=37) (N=67) (N=80) (N=34) (N=62) (N=145) (N= 71) (N=121)
   Domestic Bank equity (%) 231 1.66[6.10]  0.85[3.83] 1.51[5.15]  0.33[2.16] 0.0496 0.0002  1.09[4.06]  0.84[3.31]  1.28[4.51] 0.2443 0.7206  3.1[8.77] 5.18[10.1]  2.42[8.26] 0.0019 0.0001
   Central or provincial government equity (%) 231 3.57[11.34] 2.00[4.37] 1.69[3.88]  2.48[5.26] 0.4450 0.2590 2.54[5.48]  0.54[1.22] 3.58[6.66] 0.0126 0.0272  4.51[14.26] 0.81[2.47] 5.41[15.75] 0.0879 0.1568

Syndicated Loan Characteristics 
(N=Num. of  loans)

(N=637) (N=311) (N=326) (N=400) (N=166) (N=234) (N=581) (N=114) (N=467)

  Loan amount ($M) 1618 302[2550] 157[221] 89[97.9] 222[282] 0.0000 0.0000 370[406] 70[99] 583[5300] 0.2137 0.0000 413[2590] 79.4[89.5] 494[2890] 0.1258 0.0000
  Maturity (days) 1406 2264[9885]  1724[1557]  1966[1583]  1485[1494] 0.0002 0.0000 2954[19572] 4357[28861] 1766[1372] 0.2196 0.2557 2395[2486]  2861[3803]  2262[1940] 0.0258 0.0261
  Secured (dummy) 1626 0.22[0.41] 0.18[0.38] 0.23[0.42] 0.13[0.34] 0.0019 0.0020 0.25[0.43]  0.36[0.48]  0.17[0.37] 0.0000 0.0000  0.25[0.43] 0.24[0.43] 0.25[0.43] 0.8478 0.8476

Syndicate Structure 

  Total number of lenders 1608  6.5[5.2] 7.6[6.1] 9.4[6.9]  5.8[4.6] 0.0000 0.0000 5.6[4.1]  6.5[4.4] 4.9[3.8] 0.0001 0.0000  6.0[4.3] 6.7[5.2]  5.8[4.0] 0.0849 0.1589
  Total number of lead arrangers* 1608 3.4[3.1] 4.0[3.6]  4.8[4.3] 3.2[2.3] 0.0000 0.0012 3.2[2.9]  4.0[3.4] 2.6[2.2] 0.0000 0.0000  3.0[2.6] 3.3[3.3]  2.9[2.4] 0.1287 0.5695
  Total number of participant lenders* 1608  3.1[3.9] 3.6[4.4] 4.6[4.9]  2.7[3.7] 0.0000 0.0000 2.4[3.0] 2.5[3.0] 2.4[2.9] 0.5312 0.5781 3.1[3.9]  3.3[4.5] 3.0[3.7] 0.3795 0.4336
  Total share held by lead arrangers* 1023 25.8[20.2] 22.5[19.1] 17.7[15.0] 28.5[21.9] 0.0000 0.0000 28.8[20.3] 23.1[18.2] 34.1[20.9] 0.0000 0.0000  27.8[20.9] 27.5[20.5] 27.8[21.1] 0.9063 0.9805
  Concentration of syndicate (Herfindahl) 1023 3233.5[2372.5] 2856.7[2309.5] 2435.0[2177.8] 3396.3[2366.0] 0.0000 0.0000  3595.8[2414.6] 2955.1[2267.6] 4183.8[2403.0] 0.0000 0.0000 3439.7[2350.5] 3305.8[2437.7] 3490.7[2320.5] 0.5553 0.3238
  Loans having only foreign lead arrangers*(dummy) 1608 0.20[0.40] 0.20[0.40] 0.15[0.36] 0.24[0.43] 0.0035 0.0035 0.12[0.33] 0.08[0.27] 0.16[0.37] 0.0212 0.0215 0.25[0.43] 0.37[0.49] 0.21[0.41] 0.0001 0.0002
  Loans having a single foreign lead arranger*(dummy) 1608 0.11[0.32] 0.10[0.30] 0.10[0.31] 0.09[0.29] 0.6705 0.6705 0.09[0.28] 0.07[0.25] 0.11[0.31] 0.1589 0.1589 0.15[0.36] 0.32[0.47] 0.10[0.30] 0.0001 0.0001
*  Lead arrangers identified according to Standard & Poor's
** H0 : No difference

Tier2 Chaebol

Num.
Obs.

Tier1 Chaebol

 Table II.  Summary Statistics for Syndicated Loan Deals By Chaebols

Non-chaebol

This table presents summary statistics for the sample of 1,626 syndicated loan deals representing 242 firms from July 1992 to September 2007. Statistics for firm and for chaebol characteristics are calculated at the firm level and chaebol level, respectively. Statistics for deal characteristics are
calculated at the deal level. "Pre-reform" and "Post-reform" are defined according to whether the "active year" of the loan precedes 1998. Chaebol affiliation is identified according to the KFTC and to Lee (2005). 



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)
Chaebol -516.91* -505.77* -468.18 -589.06* -5.67** -4.71 -4.85* -4.94**

(297.92) (295.07) (293.75) (306.17) (2.69) (2.99) (2.93) (2.42)
Chaebol * Reform 840.85** 1,181.47*** 1,119.31*** 856.81*** 9.05*** 8.73** 7.63** 3.56

(331.10) (338.43) (321.10) (321.77) (3.42) (3.78) (3.52) (3.12)
Tier1 chaebol -613.87* -547.62* -513.03 -600.73* -7.14*** -6.17** -6.54** -6.00**

(320.78) (317.43) (315.18) (319.04) (2.69) (2.98) (2.89) (2.38)
Tier1 chaebol * Reform 644.70* 1,001.41** 972.37*** 655.41* 7.89** 7.44* 6.81* 2.16

(380.16) (388.03) (371.29) (355.23) (3.68) (4.07) (3.82) (3.26)
Tier2 chaebol -324.28 -424.87 -395.60 -574.66* -2.92 -2.08 -2.07 -3.08

(338.59) (327.18) (331.91) (333.86) (3.16) (3.27) (3.23) (2.67)
Tier2 chaebol * Reform 991.69** 1,311.45*** 1,245.64*** 1,047.17*** 9.38** 8.63** 7.36** 4.07

(393.70) (398.94) (398.45) (397.27) (3.78) (3.96) (3.71) (3.57)
Log(assets) -197.54*** -219.62*** -70.17 -1.05* -1.36** 0.57 -184.70*** -200.98*** -61.92 -0.84 -1.03 0.69

(59.30) (61.99) (63.27) (0.63) (0.65) (0.64) (59.51) (62.84) (62.86) (0.62) (0.66) (0.61)
Leverage 1,108.10** 1,123.46** 368.52 -0.97 -4.30 -8.96* 1,027.66** 1,095.79* 302.77 -2.49 -5.01 -10.21**

(494.03) (560.05) (520.57) (4.63) (5.04) (4.72) (499.07) (569.45) (533.25) (4.46) (4.79) (4.57)
Income/Total assets -3,026.16*** -3,134.84*** -3,685.86*** 8.38 9.54 0.10 -3,003.43*** -3,120.81*** -3,649.28*** 8.74 9.74 0.61

(959.14) (1037.66) (977.72) (13.57) (13.95) (12.80) (916.89) (1007.59) (932.26) (12.83) (13.50) (12.14)
Log(age) 145.43* 1.40 120.51 1.00

(85.10) (1.05) (89.68) (1.08)

Table III.  Chaebols and Syndicated Loan Structure

This table reports coefficient estimates from regressions relating the syndicated loan structure to chaebol affiliation. The dependent variables are the Herfindahl-Hirschman index for loan shares in Panel A and Panel C, the total share of the loan held by
the lead arranger(s) in Panel B and Panel D. The regressions are estimated by ordinary least squares (OLS). Chaebol is a dummy that takes on the value of one if the firm is affiliated to a chaebol, and zero otherwise. Tier1 chaebol is a dummy that takes
on the value of one if the firm is affiliated to a top five chaebol, and zero otherwise. Tier2 chaebol is a dummy that takes on the value of one if the firm is affiliated to a non-top five chaebol, and zero otherwise. Chaebol affiliation is identified according
to the Korea Fair Trade Commission (KFTC) and Lee (2005). Reform is a dummy that takes on the value of one if the start date of the loan is after 1997, and zero otherwise. Log(assets) is the logarithm of the firm total assets measured in thousands of
South Korean Won. Leverage is the ratio of total liabilities to total assets. Income/Total assets is the ratio of net income to total assets. Log(age) is the logarithm of the number of days since the inception of the firm. Tangible assets/Total assets is the
ratio of tangible assets to total assets. Working capital is the difference between current assets and current liabilities. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan amount) is the logarithm of the loan size in US dollars.
Secured is a dummy that takes on the value of one if the loan is secured, and zero otherwise.  Numbers in parentheses denote robust standard errors clustered at the firm level. ***, **, and * indicate statistically significant at the 1%, 5%, and 10% level. 

Panel A: Herfindahl Panel B: Lead Share Panel C: Herfindahl Panel D: Lead Share

( ) ( ) ( ) ( )
Tangible assets/Total assets 192.28 -7.18 177.67 -7.70*

(449.85) (4.77) (449.92) (4.53)
Working capital/Total assets 447.16 -4.10 508.25 -2.72

(562.08) (6.00) (546.81) (5.75)
Log(loan maturity) -68.58 -0.07 -81.87 -0.15

(126.85) (1.12) (125.54) (1.10)
Log(loan amount) -693.71*** -6.83*** -689.17*** -6.72***

(85.57) (0.83) (85.51) (0.80)
Secured -31.55 0.98 -24.58 0.96

(240.43) (2.10) (242.57) (2.06)
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummies No No No Yes No No No Yes No No No Yes No No No Yes
Observations 1023 987 987 917 1023 987 987 917 1023 987 987 917 1023 987 987 917
R-squared 0.11 0.15 0.15 0.25 0.11 0.12 0.13 0.25 0.12 0.15 0.15 0.25 0.12 0.13 0.13 0.25



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)
Chaebol 0.98 0.79 0.92 1.13** 0.09 0.19 0.19 0.12

(0.70) (0.74) (0.69) (0.47) (0.63) (0.55) (0.53) (0.48)
Chaebol * Reform -0.84 -0.84 -0.79 -0.58 -0.48 -0.90 -0.76 -0.41

(0.65) (0.71) (0.69) (0.48) (0.64) (0.63) (0.61) (0.59)
Tier1 chaebol 1.25 1.06 1.23 1.34** 0.69 0.71 0.74 0.48

(0.79) (0.82) (0.76) (0.53) (0.66) (0.59) (0.56) (0.51)
Tier1 chaebol * Reform -0.76 -0.78 -0.79 -0.60 -0.88 -1.34* -1.25* -0.80

(0.75) (0.79) (0.76) (0.55) (0.75) (0.73) (0.70) (0.69)
Tier2 chaebol 0.50 0.29 0.36 0.76 -0.97 -0.78 -0.79 -0.55

(0.84) (0.85) (0.81) (0.56) (0.60) (0.53) (0.54) (0.51)
Tier2 chaebol * Reform -0.78 -0.68 -0.59 -0.41 0.33 0.02 0.19 0.31

(0.76) (0.81) (0.82) (0.57) (0.65) (0.64) (0.63) (0.58)
Log(assets) 0.15** 0.18** -0.08 0.24*** 0.31*** 0.05 0.13* 0.14 -0.09 0.22*** 0.27*** 0.04

(0.07) (0.09) (0.06) (0.07) (0.09) (0.08) (0.07) (0.09) (0.06) (0.07) (0.09) (0.08)
Leverage 1.15** 1.70*** 1.74*** -1.48 -1.09 -0.20 1.28*** 1.72*** 1.84*** -1.25 -0.97 -0.06

(0.50) (0.51) (0.59) (1.01) (1.04) (0.84) (0.49) (0.51) (0.60) (0.99) (1.03) (0.83)
Income/Total assets 1.10 0.85 3.11** -1.87 -1.82 0.04 0.82 0.60 2.94** -2.00 -1.91 -0.01

(1.57) (1.45) (1.38) (1.79) (1.81) (1.52) (1.52) (1.42) (1.32) (1.76) (1.75) (1.50)
Log(age) -0.08 -0.29 -0.02 -0.24

(0.15) (0.20) (0.16) (0.20)
Tangible assets/Total assets 1.41* 0.53 1.50** 0.70

(0.73) (0.88) (0.73) (0.87)
Working capital/Total assets 1.23* 0.18 0.99 -0.08

(0.72) (1.01) (0.70) (1.00)
Log(loan maturity) 0.11 -0.14 0.11 -0.15

(0.11) (0.14) (0.11) (0.14)
Log(loan amount) 1.09*** 1.33*** 1.07*** 1.31***

(0.19) (0.18) (0.19) (0.18)
Secured 0.89** -0.12 0.89** -0.07

(0.41) (0.35) (0.41) (0.34)
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummies No No No Yes No No No Yes No No No Yes No No No Yes
Observations 1608 1524 1524 1333 1608 1524 1524 1333 1608 1524 1524 1333 1608 1524 1524 1333
R-squared 0.08 0.10 0.10 0.27 0.11 0.14 0.15 0.26 0.09 0.10 0.11 0.27 0.12 0.15 0.16 0.27

Table IV.  Chaebols and Syndicated Loan Structure (cont.)

This table reports coefficient estimates from regressions relating the syndicated loan structure to chaebol affiliation. The dependent variables are the number of lead arrangers in Panel A and Panel C, and the number of participant lenders in
Panel B and Panel D. The regressions are estimated by ordinary least squares (OLS). Chaebol is a dummy that takes on the value of one if the firm is affiliated to a chaebol, and zero otherwise. Tier1 chaebol is a dummy that takes on the value of
one if the firm is affiliated to a top five chaebol, and zero otherwise. Tier2 chaebol is a dummy that takes on the value of one if the firm is affiliated to a non-top five chaebol, and zero otherwise. Chaebol affiliation is identified according to the
Korea Fair Trade Commission (KFTC) and Lee (2005). Reform is a dummy that takes on the value of one if the start date of the loan is after 1997, and zero otherwise. Log(assets) is the logarithm of the firm total assets measured in thousands of
South Korean Won. Leverage is the ratio of total liabilities to total assets. Income/Total assets is the ratio of net income to total assets. Log(age) is the logarithm of the number of days since the inception of the firm. Tangible assets/Total assets
is the ratio of tangible assets to total assets. Working capital is the difference between current assets and current liabilities. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan amount) is the logarithm of the loan size
in US dollars. Secured is a dummy that takes on the value of one if the loan is secured, and zero otherwise. Numbers in parentheses denote robust standard errors clustered at the firm level. ***, **, and * indicate statistically significant at the
1%, 5%, and 10% level. 

Panel A: Num. of Lead Arrangers Panel B: Num. of Participant Lenders Panel C: Num. of Lead Arrangers Panel D: Num. of Participant Lenders



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
Chaebol -0.58** -0.60*** -0.73*** -0.74*** -0.71*** -0.77***

(0.23) (0.23) (0.22) (0.24) (0.24) (0.22)
Chaebol * Reform 0.38 0.39 0.41* 0.65** 0.62** 0.51*

(0.27) (0.27) (0.25) (0.31) (0.32) (0.28)
Tier1 chaebol -0.56** -0.58** -0.73*** -0.70*** -0.67** -0.74***

(0.25) (0.26) (0.24) (0.27) (0.27) (0.24)
Tier1 chaebol * Reform 0.56* 0.56* 0.55* 0.68* 0.65* 0.50

(0.31) (0.32) (0.30) (0.36) (0.37) (0.34)
Tier2 chaebol -0.63*** -0.65*** -0.73*** -0.84*** -0.80*** -0.86***

(0.24) (0.24) (0.26) (0.27) (0.27) (0.28)
Tier2 chaebol * Reform 0.17 0.16 0.19 0.65** 0.61** 0.56**

(0.27) (0.28) (0.26) (0.29) (0.30) (0.27)
Log(assets) 0.38*** 0.38*** 0.36*** 0.37*** 0.37*** 0.36*** 0.19*** 0.19*** 0.20*** 0.19*** 0.18*** 0.20***

(0.05) (0.05) (0.06) (0.05) (0.05) (0.06) (0.05) (0.06) (0.05) (0.05) (0.06) (0.05)
Leverage -1.25*** -1.30*** -0.89** -1.23*** -1.33*** -0.85** -0.41 -0.24 -0.26 -0.39 -0.25 -0.24

(0.38) (0.40) (0.41) (0.38) (0.40) (0.42) (0.44) (0.43) (0.46) (0.43) (0.43) (0.47)
Income/Total assets 2.39** 2.43** 2.94*** 2.01** 2.10* 2.69** -0.96 -1.18 -1.03 -1.07 -1.27 -1.10

(1.02) (1.09) (1.08) (1.02) (1.08) (1.09) (0.88) (0.78) (0.85) (0.87) (0.78) (0.85)
Log(age) -0.02 0.01 0.08 0.09

(0.06) (0.06) (0.09) (0.09)
Tangible assets/Total assets -0.24 -0.24 0.21 0.23

(0.28) (0.29) (0.31) (0.32)
Working capital/Total assets -0.13 -0.24 0.71* 0.65

(0.45) (0.46) (0.43) (0.44)
Log(loan maturity) 0.05 0.06 0.05 0.05

(0.07) (0.07) (0.08) (0.08)
Log(loan amount) 0.08 0.07 0.02 0.02

(0.06) (0.06) (0.07) (0.07)
Secured -0.04 -0.06 -0.30 -0.30

(0.19) (0.19) (0.20) (0.21)
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummies No No Yes No No Yes No No Yes No No Yes
Observations 1518 1518 1293 1518 1518 1293 1518 1518 1293 1518 1518 1293

Table V. Chaebols and Foreign Lenders

This table reports coefficient estimates from regressions relating foreign lenders' role in arranging syndicated loans to chaebol affiliation. Coefficients in regressions are estimated by
probit. The dependent variable in regression (1) to (6) is a dummy that takes on the value of one if the lead arrangers are foreign banks, zero otherwise. The dependent variable in
regressions (7) to (12) is a dummy that takes on the value of one if the lead arranger is a single, foreign bank, and zero otherwise. Chaebol is a dummy that takes on the value of one if
the firm is affiliated to a chaebol, and zero otherwise. Tier1 chaebol is a dummy that takes on the value of one if the firm is affiliated to a top five chaebol, and zero otherwise. Tier2
chaebol is a dummy that takes on the value of one if the firm is affiliated to a non-top five chaebol, and zero otherwise. Chaebol affiliation is identified according to the Korea Fair
Trade Commission (KFTC) and Lee (2005). Reform is a dummy that takes on the value of one if the start date of the loan is after 1997, and zero otherwise. Log(assets) is the
logarithm of the firm total assets measured in thousands of South Korean Won. Leverage is the ratio of total liabilities to total assets. Income/Total assets is the ratio of net income to
total assets. Log(age) is the logarithm of the number of days since the inception of the firm. Tangible assets/Total assets is the ratio of tangible assets to total assets. Working capital is
the difference between current assets and current liabilities. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan amount) is the logarithm of the loan size
in US dollars. Secured is a dummy that takes on the value of one if the loan is secured, and zero otherwise. Numbers in parentheses denote robust standard errors clustered at the firm
level. ***, **, and * indicate statistically significant at the 1%, 5%, and 10% level. 

Panel B: Single Foreign ArrangerPanel A: Foreign Lead Arrangers



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
Domestic Bank Equity 20.60 19.51 14.48 0.05 0.05 0.00 20.00 18.93 14.45 0.04 0.03 -0.01

(14.20) (13.96) (11.48) (0.11) (0.10) (0.10) (14.24) (14.09) (11.39) (0.11) (0.11) (0.10)
Domestic Bank Equity * Reform -29.46 -31.00 -20.63 -0.10 -0.15 -0.01 -30.16 -30.92 -21.65 -0.10 -0.15 -0.02

(21.39) (20.76) (24.90) (0.21) (0.21) (0.15) (21.05) (20.56) (24.38) (0.21) (0.21) (0.14)
Chaebol -359.63 -331.02 -488.39 -4.22 -4.37 -4.85*

(318.53) (322.43) (306.31) (3.39) (3.35) (2.81)
Chaebol * Reform 1,013.94*** 945.43*** 719.04** 8.04* 6.69 3.09

(380.97) (362.51) (329.66) (4.27) (4.05) (3.49)
Domestic Bank Equity * Chaebol -44.89** -43.66** -30.98* -0.20 -0.22 -0.10

(19.70) (19.09) (17.50) (0.20) (0.19) (0.20)
Domestic Bank Equity * Chaebol * Reform 57.48 62.52 62.68 0.35 0.47 0.43

(44.77) (44.66) (43.59) (0.41) (0.41) (0.37)
Tier1 chaebol -429.92 -405.13 -520.66 -6.00* -6.36* -6.11**

(342.06) (345.32) (322.50) (3.39) (3.31) (2.78)
Tier1 chaebol * Reform 815.62* 789.48* 519.45 6.61 5.79 1.70

(426.69) (409.07) (366.96) (4.47) (4.27) (3.57)
Domestic Bank Equity * Tier1 chaebol -34.31 -34.17 -22.51 -0.10 -0.16 -0.04

(22.52) (21.99) (21.90) (0.25) (0.23) (0.24)
Domestic Bank Equity * Tier1 chaebol * Reform 141.65** 139.82*** 112.47* 1.21** 1.35** 1.03*

(54.85) (52.32) (63.52) (0.55) (0.56) (0.62)
Tier2 chaebol -248.89 -228.41 -445.20 -1.40 -1.45 -2.83

(347.52) (355.77) (330.76) (3.63) (3.59) (2.99)
Tier2 chaebol * Reform 1,176.87*** 1,108.59*** 921.23** 8.35* 7.00* 3.89

(424.34) (423.91) (397.90) (4.47) (4.23) (3.99)
Domestic Bank Equity * Tier2 Chaebol -88.77*** -86.09*** -68.43*** -0.52** -0.47** -0.35

(24.48) (26.11) (21.00) (0.25) (0.23) (0.22)
Domestic Bank Equity * Tier2 Chaebol * Reform 56.59 61.86 69.59* 0.21 0.25 0.33

(45.64) (48.49) (39.29) (0.44) (0.44) (0.36)
Log(assets) -195.43*** -215.72*** -72.97 -1.03 -1.32** 0.56 -175.55*** -189.08*** -61.97 -0.74 -0.88 0.73

(60.25) (63.48) (63.44) (0.64) (0.66) (0.65) (60.14) (64.73) (63.20) (0.64) (0.68) (0.63)
Leverage 1,052.98** 1,069.52* 355.02 -1.35 -4.71 -9.18* 967.19* 1,032.53* 292.31 -2.98 -5.57 -10.50**

(505.97) (566.67) (530.14) (4.74) (5.13) (4.75) (513.38) (573.96) (543.96) (4.55) (4.84) (4.60)
Income/Total assets -3,034.49*** -3,130.01*** -3,639.93*** 8.45 9.79 0.47 -2,971.26*** -3,072.93*** -3,576.21*** 9.28 10.52 1.38

(970.98) (1052.67) (986.96) (13.66) (14.05) (12.86) (917.50) (1000.96) (931.90) (12.78) (13.41) (12.07)
Log(age) 146.69* 1.44 109.06 0.88

(86.85) (1.05) (93.20) (1.09)
Tangible assets/Total assets 147.76 -7.53 140.61 -8.09*

(445.31) (4.80) (442.03) (4.53)
Working capital/Total assets 460.56 -3.91 476.37 -2.81

(562.27) (6.05) (553.32) (5.81)
Log(loan maturity) -73.45 -0.09 -96.32 -0.24

(125.53) (1.12) (124.93) (1.10)
Log(loan amount) -686.09*** -6.81*** -673.66*** -6.63***

(86.35) (0.84) (86.36) (0.81)
Secured -52.19 0.89 -42.10 0.91

(240.63) (2.15) (241.99) (2.09)
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummies No No Yes No No Yes No No Yes No No Yes
Observations 987 987 917 987 987 917 987 987 917 987 987 917
R-squared 0.15 0.15 0.25 0.12 0.13 0.25 0.15 0.16 0.26 0.13 0.14 0.25

Table VI.  Domestic Bank Equity Participation

This table reports coefficient estimates from regressions relating the syndicated loan structure to chaebol affiliation and the role of domestic banks as shareholders of the borrowing firm. The dependent variables are the
Herfindahl-Hirschman index for loan shares in Panel A and Panel C, and the total share of the loan held by the lead arranger(s) in Panel B and Panel D. The regressions are estimated by ordinary least squares (OLS).
Domestic Bank Equity denotes the percentage equity share that domestic bank(s) hold in the borrowing firm. Chaebol is a dummy that takes on the value of one if the firm is affiliated to a chaebol, and zero otherwise.
Tier1 chaebol is a dummy that takes on the value of one if the firm is affiliated to a top five chaebol, and zero otherwise. Tier2 chaebol is a dummy that takes on the value of one if the firm is affiliated to a non-top five
chaebol, and zero otherwise. Chaebol affiliation is identified according to the Korea Fair Trade Commission (KFTC) and Lee (2005). Reform is a dummy that takes on the value of one if the start date of the loan is after
1997, and zero otherwise. Log(assets) is the logarithm of the firm total assets measured in thousands of South Korean Won. Leverage is the ratio of total liabilities to total assets. Income/Total assets is the ratio of net
income to total assets. Log(age) is the logarithm of the number of days since the inception of the firm. Tangible assets/Total assets is the ratio of tangible assets to total assets. Working capital is the difference between
current assets and current liabilities. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan amount) is the logarithm of the loan size in US dollars. Secured is a dummy that takes on the value of
one if the loan is secured, and zero otherwise.  Numbers in parentheses denote robust standard errors clustered at the firm level. ***, **, and * indicate statistically significant at the 1%, 5%, and 10% level.

Panel A: Herfindahl Panel B: Lead Share Panel C: Herfindahl Panel D: Lead Share



Herfindahl Lead Share Herfindahl Lead Share Herfindahl Lead Share Herfindahl Lead Share
(1) (2) (3) (4) (5) (6) (7) (8)

Chaebol 1,617.91* -4.39 -614.35** -4.95**
(847.08) (9.13) (305.45) (2.44)

Chaebol * Reform -2,961.18*** -2.12 917.05*** 3.98
(1092.10) (11.54) (320.17) (3.15)

Chaebol * Chaebol variable -2,786.20*** -0.62 411.27 0.75
(1051.07) (11.42) (333.38) (2.18)

Chaebol * Chaebol variable * Reform 5,531.57*** 9.39 -898.49* -5.31
(1556.34) (15.92) (487.04) (4.45)

Tier1 chaebol 4,065.74* 18.26 -631.24** -6.07**
(2142.05) (20.79) (319.01) (2.42)

Tier1 chaebol * Reform -3,734.97* -17.96 653.25* 3.11
(2188.52) (26.47) (381.18) (3.39)

Tier1 chaebol * Chaebol variable -6,024.35** -31.35 701.71 -0.95
(2821.54) (27.15) (515.68) (2.34)

Tier1 chaebol * Chaebol variable * Reform 5,626.88* 24.33 -692.16 -4.78
(3048.98) (37.87) (762.39) (6.83)

Tier2 chaebol 1,681.03* -0.20 -565.68* -3.18
(901.29) (13.70) (330.33) (2.65)

Tier2 chaebol * Reform -3,387.34** -4.30 1,060.53*** 4.25
(1322.06) (16.10) (370.15) (3.56)

Tier2 chaebol * Chaebol variable -2,734.19** -3.57 248.36 2.22
(1087.08) (16.14) (420.20) (3.32)

Tier2 chaebol * Chaebol variable * Reform 6,207.46*** 12.23 -1,128.19* -3.99
(1908.52) (20.25) (640.71) (5.43)

Log(assets) -73.62 0.57 -78.96 0.62 -64.18 0.55 -58.41 0.69
(63.34) (0.64) (63.35) (0.61) (65.03) (0.64) (65.67) (0.63)

Leverage 320.72 -9.47* 345.20 -9.81** 367.92 -8.96* 296.18 -10.11**
(519.62) (4.81) (531.08) (4.65) (511.04) (4.66) (529.37) (4.55)

Income/Total assets -3,362.76*** 1.13 -3,322.19*** 1.19 -3,603.86*** 1.15 -3,691.30*** 1.97
(916.10) (12.65) (926.51) (12.17) (930.30) (12.35) (927.70) (11.58)

Log(loan maturity) -80.57 -0.07 -90.78 -0.21 -78.47 -0.12 -80.66 -0.24
(124.76) (1.13) (124.47) (1.11) (125.10) (1.12) (124.68) (1.13)

Log(loan amount) -701.43*** -6.87*** -697.89*** -6.75*** -687.76*** -6.79*** -691.38*** -6.64***
(83.84) (0.83) (84.46) (0.80) (85.52) (0.82) (85.01) (0.80)

Secured -24.07 0.91 5.62 1.14 -8.85 1.02 -8.03 1.05
(246.09) (2.11) (247.50) (2.08) (244.57) (2.12) (250.56) (2.10)

Year dummies Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummies Yes Yes Yes Yes Yes Yes Yes Yes
Observations 917 917 917 917 917 917 917 917
R-squared 0.26 0.25 0.27 0.25 0.25 0.25 0.26 0.25

Panel A. Chaebol Variable: Chaebol Leverage Panel B. Chaebol Variable: Chaebol Income Correlation

This table reports coefficient estimates from regressions relating the syndicated loan structure to chaebols' characteristics (chaebol leverage and income correlation). The dependent
variables are the Herfindahl-Hirschmanindex in the odd-numbered columns and the total share of the loan held by the lead arranger(s) in the even-numbered columns. The regressions
are estimated by ordinary least squares (OLS). Chaebol is a dummy that takes on the value of one if the firm is affiliated to a chaebol, and zero otherwise. Tier1 chaebol is a dummy
that takes on the value of one if the firm is affiliated to a top five chaebol, and zero otherwise. Tier2 chaebol is a dummy that takes on the value of one if the firm is affiliatedto a non-
top five chaebol, and zero otherwise. Chaebol affiliation is identified according to the Korea Fair Trade Commission (KFTC) and Lee (2005). Chaebol variable represents "Chaebol
leverage" and "Chaebol income correlation" in Panel A and B, respectively. Chaebol leverage is the ratio between the liabilitiesof the chaebol and its total assets. Chaebol income
correlation denotes the correlation between the borrower's income ratio (Income/Total Assets) and its affiliatedgroup's income ratio (excluding the borrower) since 1980. Reform is a
dummy that takes on the value of one if the start date of the loan is after 1997, and zero otherwise. Log(assets) is the logarithm of the firm total assets measured in thousands of South
Korean Won. Leverage is the ratio of total liabilitiesto total assets. Income/Total assets is the ratio of net income to total assets. Log(age) is the logarithm of the number of days since
the inception of the firm. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan amount) is the logarithm of the loan size in US dollars. Secured is a dummy
that takes on the value of one if the loan is secured, and zero otherwise. Numbers in parentheses denote robust standard errors clustered at the firm level. ***, **, and * indicate
statistically significant at the 1%, 5%, and 10% level. 

Table VII.  Intra-Chaebol Effects



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)
Governance -23.91*** -17.64*** -0.14* -0.10* -23.02*** -16.89*** -0.11* -0.08 7.30 7.23* 0.00 0.00 7.39 7.54* -0.01 0.00

(6.18) (6.17) (0.08) (0.06) (6.48) (6.42) (0.07) (0.05) (5.15) (4.37) (0.05) (0.04) (4.82) (4.20) (0.04) (0.03)
Governance * Reform 27.01*** 18.05** 0.19** 0.12 24.80*** 15.10** 0.15 0.09 -5.18 -3.37 0.05 0.07 -4.73 -2.66 0.07 0.08

(8.46) (8.09) (0.09) (0.08) (8.56) (7.64) (0.09) (0.08) (5.87) (5.71) (0.07) (0.05) (5.74) (5.64) (0.06) (0.05)
Chaebol -331.39 -617.13* -3.45 -4.85* -333.59 -619.53* -4.00 -5.45**

(308.94) (333.78) (3.35) (2.68) (319.43) (350.34) (3.34) (2.61)
Chaebol * Reform 952.56*** 880.63** 5.28 2.25 893.55*** 843.35** 5.43 2.63

(332.65) (345.20) (3.76) (3.34) (331.09) (351.69) (3.73) (3.24)
Tier1 chaebol -351.95 -638.64* -5.14 -5.89** -381.66 -658.22* -6.00* -6.74***

(320.52) (336.66) (3.30) (2.65) (345.15) (359.35) (3.30) (2.58)
Tier1 chaebol * Reform 851.34** 710.79* 5.12 1.47 760.42** 656.17* 5.07 1.63

(379.98) (389.28) (4.10) (3.61) (380.41) (396.41) (4.11) (3.44)
Tier2 chaebol -309.98 -595.52 -1.11 -3.27 -282.38 -591.50 -1.39 -3.73

(348.22) (366.40) (3.55) (2.90) (349.78) (369.79) (3.53) (2.83)
Tier2 chaebol * Reform 1,046.97*** 1,032.55** 4.63 2.25 1,027.34** 1,039.99** 5.20 3.14

(401.95) (403.54) (3.94) (3.73) (414.39) (407.85) (3.85) (3.62)
Log(assets) -234.70*** -76.65 -1.32* 0.70 -228.16*** -73.88 -1.06 0.79 -207.96*** -35.06 -1.30 0.96 -191.24*** -21.63 -0.96 1.14

(70.43) (80.25) (0.80) (0.76) (72.71) (81.42) (0.81) (0.76) (71.28) (85.17) (0.79) (0.76) (72.89) (84.22) (0.80) (0.75)
Leverage 454.23 52.27 -7.66 -10.82** 459.35 50.97 -8.21 -11.43** 431.12 32.50 -5.61 -9.05 418.28 -10.53 -6.22 -9.98*

(716.10) (711.00) (6.67) (5.44) (722.36) (726.17) (6.54) (5.47) (711.32) (702.91) (6.84) (5.63) (719.52) (717.74) (6.60) (5.59)
Income/Total assets -5,416.60*** -5,618.13*** -16.75 -24.64 -5,321.90*** -5,385.95*** -16.02 -22.40 -5,462.35***-5,721.82*** -14.81 -23.58 -5,421.49***-5,539.44*** -14.60 -21.47

(1823.30) (1706.59) (20.27) (15.93) (1819.00) (1686.42) (20.51) (16.13) (1845.04) (1738.73) (20.43) (16.21) (1842.31) (1725.73) (20.43) (16.42)
Log(age) 280.21*** 1.33 267.07** 0.98 306.66*** 1.72 288.16** 1.32

(105.69) (1.38) (108.22) (1.39) (112.10) (1.38) (110.77) (1.35)
Tangible assets/Total assets 373.09 -6.69 337.55 -7.67 105.68 -8.27 64.05 -9.10*

(541.89) (5.39) (538.41) (5.23) (567.26) (5.21) (561.23) (4.90)
Working capital/Total assets 592.16 -2.47 607.52 -1.35 650.89 -2.64 698.42 -1.26

(746.19) (7.16) (725.93) (6.99) (748.09) (6.96) (722.37) (6.71)
Log(loan maturity) -65.71 -0.51 -75.87 -0.53 -58.39 -0.50 -73.78 -0.58

(133.58) (1.14) (132.48) (1.14) (132.10) (1.13) (130.97) (1.12)
Log(loan amount) -614.23*** -6.57*** -612.90*** -6.50*** -634.21*** -6.78*** -632.87*** -6.71***

(98.50) (0.87) (98.81) (0.85) (101.42) (0.90) (100.56) (0.87)
Secured -143.00 1.22 -137.58 1.12 -241.11 0.95 -230.05 0.96

(277.82) (2.16) (280.79) (2.15) (269.23) (2.16) (271.48) (2.13)
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummies No Yes No Yes No Yes No Yes No Yes No Yes No Yes No Yes
Observations 910 841 910 841 910 841 910 841 910 841 910 841 910 841 910 841
R-squared 0.16 0.25 0.13 0.25 0.17 0.26 0.14 0.26 0.16 0.25 0.13 0.26 0.16 0.26 0.14 0.26

Panel A. Governance: Ownership Concentration Panel B. Governance: Control Gap
Herfindahl Lead Share Herfindahl Lead Share

Table VIII.  Internal and External Governance in Chaebols

Herfindahl Lead Share Herfindahl Lead Share

This table reports coefficient estimates from regressions relating the syndicated loan structure to chaebol affiliation controlling for internal governance. The dependent variables are the Herfindahl-Hirschman index for loan shares and the total share of the loan held by the
lead arranger(s). The regressions are estimated by ordinary least squares (OLS). Chaebol is a dummy that takes on the value of one if the firm is affiliated to a chaebol, and zero otherwise. Tier1 chaebol is a dummy that takes on the value of one if the firm is affiliated to a
top five chaebol, and zero otherwise. Tier2 chaebol is a dummy that takes on the value of one if the firm is affiliated to a non-top five chaebol, and zero otherwise. Chaebol affiliation is identified according to the Korea Fair Trade Commission (KFTC) and Lee (2005).
Governance represents ownership concentration in Panel A and the gap between control and ownership rights in Panel B. Reform is a dummy that takes on the value of one if the start date of the loan is after 1997, and zero otherwise. Log(assets) is the logarithm of the
firm total assets measured in thousands of South Korean Won. Leverage is the ratio of total liabilities to total assets. Income/Total assets is the ratio of net income to total assets. Log(age) is the logarithm of the number of days since the inception of the firm. Tangible
assets/Total assets is the ratio of tangible assets to total assets. Working capital is the difference between current assets and current liabilities. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan amount) is the logarithm of the loan size in US
dollars. Secured is a dummy that takes on the value of one if the loan is secured, and zero otherwise.  Numbers in parentheses denote robust standard errors clustered at the firm level. ***, **, and * indicate statistically significant at the 1%, 5%, and 10% level. 



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)
Ownership concentration 11.38 5.22 0.84 -17.05 0.24 0.22 0.15 0.08

(15.33) (15.13) (15.50) (16.31) (0.17) (0.18) (0.19) (0.16)
Ownership concentration * Reform -8.67 -4.53 -1.36 14.84 -0.24 -0.21 -0.17 -0.12

(17.11) (17.05) (17.55) (16.98) (0.19) (0.20) (0.20) (0.17)
Chaebol -188.39 -67.13 -11.07 -610.29 -0.40 1.20 0.32 -2.40 -1,058.84** -871.82* -802.69* -1,040.87** -7.18 -5.34 -5.67 -7.18

(391.72) (393.87) (379.58) (450.22) (2.87) (3.45) (3.56) (2.82) (425.84) (474.23) (471.68) (428.58) (4.65) (5.32) (5.37) (4.47)
Chaebol * Reform 396.83 602.41 541.75 805.71* -0.34 -0.17 -0.14 -1.75 1,672.37*** 1,766.73*** 1,831.07*** 1,333.37** 16.08** 15.78** 15.14** 9.84

(432.77) (407.98) (394.89) (438.11) (4.18) (4.44) (4.13) (3.71) (588.22) (586.42) (564.18) (524.77) (6.51) (6.87) (6.72) (6.05)
Ownership concentration * Chaebol -33.95* -31.14* -29.12* -0.70 -0.43** -0.42** -0.34 -0.22

(17.38) (16.98) (17.50) (18.72) (0.19) (0.20) (0.21) (0.18)
Ownership concentration * Chaebol * Reform 44.71* 40.11* 38.69* 7.40 0.61*** 0.58*** 0.51** 0.37*

(22.70) (21.59) (22.21) (22.99) (0.21) (0.22) (0.23) (0.20)
Control ownership gap -5.38 -6.89 -3.34 -2.30 -0.07 -0.07 -0.04 -0.04

(6.25) (7.56) (7.42) (6.27) (0.09) (0.10) (0.10) (0.09)
Control ownership gap * Reform 8.64 9.71 11.59 7.29 0.20* 0.20* 0.20* 0.18*

(9.12) (9.12) (8.91) (8.02) (0.11) (0.11) (0.11) (0.10)
Control ownership gap * Chaebol 16.76** 14.66 14.42 13.09 0.06 0.04 0.05 0.05

(8.05) (9.73) (9.49) (8.19) (0.10) (0.11) (0.11) (0.09)
Control ownership gap * Chaebol * Reform -24.07** -21.57* -25.02** -14.71 -0.24* -0.22 -0.23* -0.17

(11.48) (11.92) (11.61) (11.21) (0.13) (0.14) (0.14) (0.12)
Log(assets) -182.61** -229.27*** -79.12 -0.98 -1.28 0.72 -170.19** -205.34*** -24.99 -1.15 -1.39* 0.98

(72.64) (70.63) (80.78) (0.78) (0.80) (0.78) (79.25) (73.32) (87.78) (0.79) (0.78) (0.76)
Leverage 502.43 508.00 87.27 -4.88 -6.68 -10.45* 467.98 530.86 -55.59 -0.56 -2.86 -8.30

(741.02) (732.16) (719.73) (6.78) (6.68) (5.52) (706.01) (705.25) (704.44) (7.26) (6.94) (5.75)
Income/Total assets -5,027.23*** -5,325.65*** -5,473.33*** -15.00 -14.63 -21.93 -4,811.18*** -5,379.98*** -5,832.86*** -7.94 -10.70 -19.81

(1662.40) (1824.98) (1700.73) (20.23) (20.36) (15.91) (1616.86) (1841.06) (1748.36) (19.95) (20.03) (16.20)
Log(age) 268.45** 1.20 335.25*** 2.22*

(106.31) (1.35) (111.20) (1.32)
Tangible assets/Total assets 465.31 -5.61 197.87 -6.28

(558.69) (5.33) (537.73) (4.60)
Working capital/Total assets 606.58 -2.19 752.70 -1.18

(745.69) (7.03) (737.24) (6.40)
Log(loan maturity) -70.60 -0.68 -62.84 -0.55

(133.66) (1.13) (131.66) (1.13)
Log(loan amount) -612.97*** -6.54*** -636.10*** -6.76***

(98.63) (0.87) (102.16) (0.88)
Secured -132.50 1.96 -230.71 1.05

(288.83) (2.26) (271.36) (2.12)
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummies No No No Yes No No No Yes No No No Yes No No No Yes
Observations 912 910 910 841 912 910 910 841 912 910 910 841 912 910 910 841
R-squared 0.13 0.16 0.17 0.26 0.13 0.14 0.14 0.26 0.13 0.15 0.16 0.25 0.13 0.14 0.14 0.26

Table IX.  Internal and External Governance in Chaebols (cont.)

This table reports coefficient estimates from regressions relating the syndicated loan structure to internal governance controls, proxied by ownership concentration and by (a measure of) the gap between control and ownership rights. The dependent variables are the
Herfindahl-Hirschman index for loan shares in Panel A and Panel C, the total share of the loan held by the lead arranger(s) in Panel B and Panel D. The regressions are estimated by ordinary least squares (OLS). Chaebol is a dummy that takes on the value of one if the
firm is affiliated to a chaebol, and zero otherwise. Tier1 chaebol is a dummy that takes on the value of one if the firm is affiliated to a top five chaebol, and zero otherwise. Tier2 chaebol is a dummy that takes on the value of one if the firm is affiliated to a non-top five
chaebol, and zero otherwise. Chaebol affiliation is identified according to the Korea Fair Trade Commission (KFTC) and Lee (2005). Reform is a dummy that takes on the value of one if the start date of the loan is after 1997, and zero otherwise. Log(assets) is the
logarithm of the firm total assets measured in thousands of South Korean Won. Leverage is the ratio of total liabilities to total assets. Income/Total assets is the ratio of net income to total assets. Log(age) is the logarithm of the number of days since the inception of the
firm. Tangible assets/Total assets is the ratio of tangible assets to total assets. Working capital is the difference between current assets and current liabilities. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan amount) is the logarithm of the
loan size in US dollars. Secured is a dummy that takes on the value of one if the loan is secured, and zero otherwise. Numbers in parentheses denote robust standard errors clustered at the firm level. ***, **, and * indicate statistically significant at the 1%, 5%, and 10% 
level. 

Panel A: Herfindahl Panel B: Lead Share Panel C: Herfindahl Panel D: Lead Share



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)
Chaebol -445.84 -569.29* -4.76 -4.88** -0.04* -0.05* -0.24* -0.31** -0.27* -0.30** -503.48* -631.28** -4.65 -5.04**

(290.67) (296.88) (2.94) (2.42) (0.02) (0.03) (0.14) (0.15) (0.15) (0.13) (297.20) (308.80) (2.92) (2.43)
Chaebol * Time dummy -1,747.06* -2059.32 -3.71 -4.95 0.06** 0.06** 0.53*** 0.45*** 0.41** 0.24 1,157.14*** 895.64*** 7.30** 3.48

(1016.55) (1455.35) (6.00) (6.94) (0.02) (0.02) (0.15) (0.15) (0.18) (0.16) (331.36) (331.24) (3.53) (3.15)
Chaebol * Post-transition 1,199.78*** 955.03*** 7.94** 3.84

(318.58) (325.76) (3.57) (3.21)
Chaeobol * Political connection 204.77 256.60 -0.93 1.16

(270.31) (247.66) (2.02) (1.96)
Chaebol * Political connection * Reform -190.08 -71.15 6.53 7.28

(480.33) (448.34) (7.27) (6.76)
Log(assets) -239.26*** -92.32 -1.44** 0.50 0.00 0.00 -0.10*** -0.03 -0.07** 0.03 -220.94*** -74.44 -1.38** 0.51

(57.98) (57.14) (0.66) (0.65) 0.00 0.00 (0.03) (0.03) (0.03) (0.03) (62.20) (63.90) (0.65) (0.64)
Leverage 1,194.99** 433.18 -4.02 -8.77* 0.10** 0.09** 0.54** 0.20 -0.21 -0.49** 1,151.95** 386.02 -4.48 -9.10*

(549.46) (518.04) (5.05) (4.72) (0.04) (0.04) (0.25) (0.25) (0.25) (0.25) (560.49) (524.37) (5.02) (4.71)
Income/Total assets -3,103.29*** -3,659.10*** 9.66 0.17 -0.26*** -0.20*** -1.38*** -1.73*** 0.47 -0.07 -3,137.53*** -3,676.97*** 10.08 0.76

(1044.14) (976.64) (14.00) (12.82) (0.07) (0.06) (0.51) (0.51) (0.67) (0.67) (1048.13) (981.41) (13.90) (12.76)
Log(age) 141.70* 1.39 0.00 0.07* 0.07 145.49* 1.41

(84.64) (1.05) (0.01) (0.04) (0.05) (85.29) (1.05)
Tangible assets/Total assets 158.47 -7.31 0.09*** 0.10 -0.36 202.85 -7.21

(453.13) (4.78) (0.03) (0.20) (0.23) (448.59) (4.77)
Working capital/Total assets 437.76 -4.14 0.07* 0.18 -0.21 478.13 -4.12

(561.78) (6.00) (0.04) (0.25) (0.29) (561.86) (6.05)
Log(maturity) -85.01 -0.11 0.00 -0.04 -0.01 -64.87 0.00

(125.93) (1.12) (0.01) (0.06) (0.06) (127.09) (1.12)
Log(loan amount) -691.74*** -6.83*** 0.01** -0.34*** -0.37*** -693.72*** -6.85***

(85.51) (0.83) (0.01) (0.04) (0.05) (85.97) (0.83)
Secured 16.39 1.12 -0.01 0.00 0.05 -52.14 0.82

(231.30) (2.09) (0.02) (0.11) (0.12) (244.76) (2.11)
Intercept 4,431.71*** 16,296.36*** 40.54*** 134.80*** -0.08 -0.14 -0.72 5.04*** -0.71 4.52*** 3,990.72*** 15,799.47*** 39.34*** 134.46***

(1314.73) (1789.26) (14.76) (17.87) (0.10) (0.13) (0.64) (0.95) (0.76) (0.98) (1407.99) (1933.46) (14.74) (17.95)
Year dummy Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummy Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Loan purpose dummy No Yes No Yes No Yes No Yes No Yes No Yes No Yes
Observations 987 917 987 917 987 917 987 917 987 917 987 917 987 917
R-squared 0.15 0.26 0.13 0.25 0.11 0.11 - - - - 0.15 0.25 0.13 0.25

Table X
Robustness Tests

This table reports estimates of four robust exercises. Panel A presents regressions in which we interact "Chaebol" with "Transition" and "Post-transition". "Transition" is a dummy which takes on the value of one if loan origination occurs in 1998 or 1999, and
zero otherwise. "Post-transition" is a dummy which takes on the value of one if loan origination occurs after 1999, and zero otherwise. The dependent variables are the Herfindahl-Hirschman index for loan shares and the total share of the loan held by the lead
arranger(s). The interaction variable "Chaebol*Time dummy" represents "Chaebol * Transition" in Panel A while in the other panels it is the interaction of "Chaebol" with "Reform". "Reform" is a dummy that takes on the value of one is the start date of the loan
is after 1997, and zero otherwise. The regressions are estimated by ordinary least squares (OLS). Panel B shows regressions that use a measure of concentration alternative to the Herfindahl-Hirschman index. The alternative dependent variable is constructed
according to the formula (Herfindahl–Hirschman Index/10000-1/N) where N is the number of lenders. The regressions are estimated by ordinary least squares (OLS). Panel C reports estimation results of regressions which are estimated by fractional logit
model. Panel D presents regressions relating the structure of loans to the political influence of the firm. "Political connection" is a dummy that takes on the value of one when one of the shareholders of the chaebol affiliated firms (ownership share larger than
1%) is a member of the National Assembly of Korea in the year of loan origination. There are 122 obervations in which there is a political connection (the chaebols are SsangYong, Hyundai, and Hyundai Heavy Industries). The regressions are estimated by
ordinary least squares (OLS). Chaebol is a dummy that takes on the value of one if the firm is affiliated to a chaebol, and zero otherwise. Chaebol affiliation is identified according to the Korea Fair Trade Commission (KFTC) and Lee (2005). Log(assets) is the
logarithm of the firm total assets measured in thousands of South Korean Won. Leverage is the ratio of total liabilities to total assets. Income/Total assets is the ratio of net income to total assets. Log(age) is the logarithm of the number of days since the
inception of the firm. Tangible assets/Total assets is the ratio of tangible assets to total assets. Working capital is the difference between current assets and current liabilities. Log(loan maturity) is the logarithm of the maturity of the loan in days. Log(loan
amount) is the logarithm of the loan size in US dollars. "Secured" is a dummy that takes on the value of one if the loan is secured, and zero otherwise. Numbers in parentheses denote robust standard errors controlling for firm cluster effects. ***, **, and *
indicate statistically significant at the 1%, 5%, and 10% level.

Panel A Panel B Panel C Panel D
 Lead Share  Herfindahl  Lead Share New concentration index Herfindahl  Lead Share Herfindahl



(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
Chaebol -0.39*** -0.35*** -0.10 -0.05 -0.04 0.09

(0.13) (0.12) (0.17) (0.16) (0.46) (0.40)
Chaebol * Reform 0.31** 0.33** -0.28 -0.22 0.06 0.08

(0.14) (0.13) (0.24) (0.22) (0.50) (0.49)
Tier1 chaebol -0.34** -0.29** 0.01 0.08 -0.07 0.12

(0.14) (0.12) (0.19) (0.17) (0.50) (0.44)
Tier1 chaebol * Reform 0.20 0.22 -0.33 -0.31 0.15 0.09

(0.16) (0.15) (0.26) (0.24) (0.56) (0.53)
Tier2 chaebol -0.48*** -0.45*** -0.30 -0.29 0.00 0.05

(0.16) (0.15) (0.21) (0.20) (0.51) (0.46)
Tier2 chaebol * Reform 0.47*** 0.50*** -0.14 -0.03 -0.04 0.08

(0.16) (0.16) (0.28) (0.26) (0.57) (0.57)
Log(assets) -0.01 0.00 0.22*** 0.24*** -0.20*** -0.24*** -0.01 0.00 0.21*** 0.23*** -0.20*** -0.24***

(0.02) (0.02) (0.03) (0.04) (0.05) (0.06) (0.02) (0.02) (0.03) (0.03) (0.05) (0.05)
Leverage -0.49** -0.28 -0.64** -0.35 0.94** 1.05** -0.48** -0.27 -0.59** -0.33 0.93** 1.05**

(0.19) (0.20) (0.29) (0.29) (0.43) (0.44) (0.19) (0.20) (0.29) (0.29) (0.43) (0.45)
Income/Total assets -0.68** -0.75** -2.59*** -2.63*** -0.55 -0.86 -0.64** -0.71** -2.63*** -2.66*** -0.57 -0.88

(0.31) (0.29) (0.82) (0.77) (0.85) (0.80) (0.31) (0.28) (0.82) (0.76) (0.86) (0.81)
Log(age) -0.03 -0.13** 0.06 -0.03 -0.12* 0.06

(0.03) (0.06) (0.10) (0.03) (0.06) (0.10)
Tangible assets/Total assets 0.48*** 0.84*** 1.49*** 0.50*** 0.88*** 1.49***

(0.17) (0.32) (0.30) (0.17) (0.31) (0.32)
Working capital/Total assets 0.41** 0.36 0.35 0.39* 0.28 0.32

(0.21) (0.36) (0.51) (0.20) (0.35) (0.51)
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 1338 1338 1531 1531 1532 1532 1338 1338 1531 1531 1532 1532
R-squared 0.17 0.18 0.34 0.37 - - 0.17 0.19 0.35 0.37 - -

Table XI.  Loan Characteristics and Chaebols

This table presents coefficient estimates from regressions which relate chaebol affiliation to loan characteristics. The dependent variables are Maturity (the maturity of the loan in days), Loan
Amount (the loan size in US dollars), and Secured (a dummy that takes on the value of one if the loan is secured, zero otherwise). Coefficients in columns (1)-(4) and (7)-(10) are estimated
by ordinary least squares (OLS), those in columns (5)-(6) and (11)-(12) by probit. Chaebol is a dummy that takes on the value of one if the firm is affiliated to a chaebol, and zero otherwise.
Tier1 chaebol is a dummy that takes on the value of one if the firm is affiliated to a top five chaebol, and zero otherwise. Tier2 chaebol is a dummy that takes on the value of one if the firm is
affiliated to a non-top five chaebol, and zero otherwise. Chaebol affiliation is identified according to the Korea Fair Trade Commission (KFTC) and Lee (2005). Reform is a dummy that takes
on the value of one if the start date of the loan is after 1997, and zero otherwise. Log(assets) is the logarithm of the firm total assets measured in thousands of South Korean Won. Leverage is
the ratio of total liabilities to total assets. Income/Total assets is the ratio of net income to total assets. Log(age) is the logarithm of the number of days since the inception of the firm. Tangible 
assets/Total assets is the ratio of tangible assets to total assets. Working capital is the difference between current assets and current liabilities. Log(loan maturity) is the logarithm of the
maturity of the loan in days. Log(loan amount) is the logarithm of the loan size in US dollars. Secured is a dummy that takes on the value of one if the loan is secured, and zero otherwise.
Numbers in parentheses denote robust standard errors clustered at the firm level. ***, **, and * indicate statistically significant at the 1%, 5%, and 10% level.

Maturity Loan Amount Secured Maturity Loan Amount Secured
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