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Country Effect on Financial Structure of Foreign
Firms Operating in Korea

Ki-Hyun Kim*
Abstract

This paper investigates country influence on capital structure of foreign manufacturing
firms operating in Korea. Prior studies have examined factors that affect the debt ratio for
domestic firms: however, the effect of country norms on capital structure of foreign firms
in Korea have not been tested. This paper uses multiple regression analyses to find
factors that influence capital structure of such foreign firms as U.S. and .Japanese
subsidiaries operating in Korea. Using sample of 295 firms, this paper finds following
results. (1) U.S. subsidiaries have lower debt ratios than Japanese subsidiaries, indicating
that home country norms affect capital structure of these foreign subsidiaries operating in
Korea, (2) debt ratios of both U.S. and Japanese subsidiaries are negatively related to the
degree of foreign equity share, (3) size and profitability are important factors to explain
debt ratios of Japanese subsidiaries, (4) industry effects on capital structure are not
found in both U.S. and Japanese subsidiaries in Korea.
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