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AA71l wlal P wgten FAF Aol

FEAA Festith. a2l

714l

Fr1de Toeitete 2RA BYsge B

O

ASHOIT ®I35A H4ZE 20064 8Y

F9% Aold i A-HEY URAY 23k8 vepd.

W AYFRETGE Ao 1 Hol7h 1% 7
AA frelstgic.

AN FARA TY7IPel A AYFR
PR Add Rt o AAY AR 2
%SL o ¢ 9t} o 2

?34 gz

4718 He

A o] Aslo 2 B7s}
7h 4R% AARes 23 AgldA
o &
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o
A
BT

&

2 Ao EAL Chemmanur & Fulghieri
(1994)%} Diamond(1994)¢] °]&# A#E =
W7ol A &3t 7]?3-4 AT Al A9 &
AG&o] 23d7isdel At FAAazRE Ago v
A Ggs AFHez BAsed o AA,
Chemmanur & Fulghieri®] 28< #3337 9
g EAnygoz A (1)& At

Pr(SHRAA) = g+, (ATFEAHT) +

+ gzﬂi(%—zilt"‘;—?,-)ﬁ-e (1)

o2

LellA 7190l
—‘7’4}17} Ze AT Az 84 °] 7194
Aol vX e 9gE gotstr] H AF
2 Bk ALY A TS
(Johnson(1997), Esho et al.
Mihov(2003) 'cT]. TZ}OU
ARtel FdE A
T AT Az At ?i‘i‘.-fi—
(Berlin & Loeys(1988)]. @A,
E5E Y FAL e AT Az
A& Aoj2E ~3§TZHE‘41_ 3
%] 7betAl "ok Tk
o g dedlez 742 FYA
LIQUI 7} o]zt A& (COVERAGE) £ A%
gt LIQUIE #3AE FAe2 Y §hol
B} COVERAGEE 9ol #7134u g He

Mo,

o

. oM.
& e oo

S
N
-
>4

N
- -
9

O
H

J%Jz

o] %
a}

°l

ZH

AL 8.

Z(EBITD)S olatH] &g o AAikgt}
LIQUIE 3% oA,

QY8ET F(+)o]
SB

252 AREALE] B

COVERAGE® #°] &
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Lo
=

nlo Y,

UJelez, o ¥ies 25 AddEy
()9 BAE BY Aoz o3t
&4, Diamond(1994)= &3P 2 FAE
o BAGEE AHEr] M LT Bx
Zed g ZAEHAE T nHsfopEE Hol
e, ol AAs A8ty F A £
23E AA9

oy -] jﬂ

H F

1x

Pr(&3 7408 = g, + g, (AT ™)
+ By (BARES)
+ By (EAAExBA A &)
+ g4ﬁi(%ﬂl%-’ﬁi)+e (2)
Pr(e3 a4 de) = g+, (A 24 0F)
+ By (A F)
+ 8y (22

2}7] &)

AT ) +e (3)

Wy x5

A

& AolH & Ztett AA,
23t Slt}h. Diamond® FHUZ AN
Ao AFe ujx= FQa golo] FTtH 2
(2)elA BH fye BT e H+)9 Fs
27 2 Aolth dAMEL nEFA(2002)9]
AFZANE HIgoR sl PAMES AT
AN &L A2 E AN, AFxE 2% T AT
A oAtAA e SlolM F87 A4S AR oY

&5, FAAGFA Y ade] FANES

4 (2 )“ L74]/‘1]%
&

mlm

&g nxez e A Fde A
< g ofeE Lot ot #Hed nFA
(2002)2 sl APETR S MEAEE o] &ty

AUSoi T &35 M4 20064 88



ALY dEX2A ol 8rted Mt oY
AE ENsgt. BAAT, A& gHdS
FAA e 7 2HE Aoz Jehgen, 34
A5 tia e Aeste] WAAES At
At a2l FALSF] F()Y Afde 022
Axetat zeu A 7199 Asdde FHs
5 2A8E 45T 4 glo] SAANA Y A
AgAEol & FHAE AERE AHEIgT. #5
o] A% 1996~2001 B HAAEL FALS
o] 199 ol A= 16%, 199 279 4+
E 28%clth. wetd E drA dAdE ¥y
(MT) & HA A Ee] o] 194de 238 4
+ 28%, 1944 mwte) A o #&
7 AddE 09 @& 7
8, 4 (2% 4 ()L AFZAYUF 9o =
w#ste 3t Diamond(1994)9] &
g Ak ste 7199
Sl B}t & ALd F US2 "]*}5}5’. A7
o, AFZAUS oo TAGRE ¥ A
#lsl DEFAULT ¥sE F7Hos mﬁfﬁk ]
b e 38971 7178 5 7190
A, stel 2 AR E B AT AxRAHE Al
w3 71ge 19 #E zZbn urAE 09 @ %
£t Diamond® #AEIVE 2 7GLYFE Q5
Az 7138 AvsFe %@E—‘?iﬂ% Aed g
Fo] ¥t gk o8
24 M9 DEFAULTMTE ﬂﬁzﬂ'r/}.
AR, 2 (3)E Eabaset BArlsle] A5k
= olth. Diamonde] W=d dg3E
At Farel e dadAed o
FAGE] g4 F gt o 3

O

g aEstn
=2
m

ox
L 8
o

He=AT} 7|1ge] FapMEs:

%-r%7li ez

FEi7h kA =AgA R vl e £2718 74
ASde ginte AF AzH9 71¥E
7i°] sigAste, o] Fde g 8%
dx st A% Az 7138 AT
PEa7t FAFARGE Bl L3R f
gx FAg. o4 29, dFsF YH
njegje] FA713 7 Fod AR} & B-‘?—
XHEW frelaith. ol & 4 EHs7] Ad 4
324 ¥ DEFAULTMBVE za@th 9
714, MBVE AG-357H] vle2 A 3
FAX A A71ARe] B E AR F A
AR ARZIANE B #E A AR R
ire] ZREY, J1de) FAEE dehlle o

o

i = rfr nllo el

rlo

ol
ou

T RCHE :.: WL o o

i:l

__.,

gRgold. 2201 o5 AEAE WEE Lg%
A AERET H(H)e BAS 5Y Aoz Ay
gt

oldol Al HEol A (2)¢ A (3)& 4 ()#H
Blwdt W] 2343 (model specification)oll 0]
A Apolg HolAwh FAe FAHo] FAHFH
o EPFa| Atolel] zbelzk glom ol @ Aozt
NF2A A AFE 2F8nz e 4971
o} FANE] JFS vA F dFe UEdde
A E 71202 Ao]7} gl
2 d3e 2RYE Fs] g A
(incremental approach)-& AH&-@th ©]& 93
A 2R e AR E7E ohe A xe ¥
AP AU ARE AHEET. diiRe MIgd
:rLb A 2R e AAEE AMggoEH 2
A, w28 AR, FHARY & FEH
%‘“75‘0}71 st BARS 2tn Q¥ £ o

e AgRgle] ASAHLR o] Fojx|e ARl

il

3) Houston & James( 1996 )9} Johnson{1997) % HAFNZE *de) Adzlg & AM-she Aol 24He (measurement bias)E &

g 23 e e I

AUSAT H36A MdT 20064 8Y

WA A 2R
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rlide EFEAA AdYds &7t Az
o ME Agxe IR HIEFS AHEFoEH
7199 FALd dig AR HE FEA
2 7% UHEsho et al.(2001)]). ¥Hdel, SRS
‘ﬂ% AR =W, RAFHE EwshA Y
T Ue ¥ ofe AYAHe] AAH o]
e 71954 Wt of| #AT SleA A
T Ut voprt FA7E gle 7199 29AH
g E4olv Fajzg Fud SAE Hwsle

T 7} A Denis & Mihov(2003)].

Y, & ihid J[N —l

ARz FFRANLY 2 £48, AU S F
= H & (flotation costs)¥ Fo]

Aok, FHEA den] fo] FEREL WYt
ot Welx] @e uu|Eo] A Wi
(Bhagat & Frost(1986), Smith(1986), Blackwell &
Kidwell(1988), Easterwood & Kadapakkam(1991)
T), AT A Aol 2o ARV Exjg
o} X3 Carey et al (1993)0l] uh2@ 32 Hx) kel
2 7197t 19 2 g 2 iR 1Y
ol Al H]*‘l@_ﬂ«] 347} e

o] FEAK o] 2l 212 A% Zho|n. [SIZE
PAAREE A2 AYS F39 AP2
A% goloh. oF WeE gARALY Luy
(+)9] BAZ B Aoz q4dT

o2 mlm rlr

3.3.2 A BH&

HEH AL 7199 AdFAd gl
AA7)E sttel gglo] Hh ARRR
FASEA dEAEG Y710 #IF F88 ALA
HEE AU gs5sted £ dded
(Ramakrishnan & Thakor(1984), Fama(1985),
Boyd & Prescott(1986) 5, ol S EAE AL
Al HE AEHdAY ez Qe ZEnds @&
T Ues Ut FEu L] g fERLE
dd FA g 2kake] RFHAHRESD S v vl
A% ©](EAR)E AH&-&T}H Krishnaswami et
al.(1999)]. RESI(td)«= t-11d Bt 98 34
TIdE ARE AHESld ARRFS FHS A
doizl ziate]l BEUAR, 7|YEA4A HR o
g vty AxE EFste Wgoltt, FHEH|OA
o] AEFE FUE Aty WHFAHL & FolBZ,
LA A EFHE FH(+)Y AAE

H4g 2

A &A=

RESI= =

7Hd Folt. EAR(td) S frEldh AFRF R o
g ERreA t+1d FeolddM td F%
Folge AHT FE td FE UFo] AdE
o AR EA dEde FARA dEEg 78‘
+Hol slenz v Ao hF Ao] ¥

T AEAEE 23 e 7I9YTE AN ZHEU}
E 2PRAE Bl Ave 22T Mol =
%, freld AR B2 7I9EsE g v
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HPE2An olgde RAjME: 23

SA7IE BHez

HEugg stollA F5e AR T ojgdEe
2 Qg AtgAY faRAEA G 2 =Y
o] EA)7F Asit (Jensen & Meckling (1976),
Myers(1977)), ol& AYAF = G A
oy ol e fEAE AU7IHY &% g
APREA dExte] AR £ -8 2 ASAY
ANEES FaA &ekd 4 Atk (Diamond(1984,
1991)). 2t olfre &R A5 Lfrdol o

| AFH] Aol FHFAHAA B 5 e
-‘?*%‘%i}-‘i‘xﬂﬂ Zo] 57 dgolth. A=, telEA ]
| =29 71 dEAy #AEEe] o #

_!2

Aol o]2 Qlal] #& oAgE EFetn 23 3

FAE ol&atA €t
g o] BAlE 71“4 74713
il

Ze A E dgge 2 297 do] A
7191g diglv] 88 £4 F U&S YA 19
o} 732EA (hold-up problem 7} ENG

. A8 LgRA o -)e #A
g Ed S 31‘4[Ra1an(1992) Diamond
993), Houston & James(1996)). °]x& 4
A8 g LR Adgge] B o] &
©.% &9 Diamond(1991)& TARAA A HT
& e Y7199 Hie| =84 do] Al
FEske 48g Fdste AR dEAe A
25¢ g ¢ sda FAGY. F& d#S
723 719 (reputation-building firm)& H#&3
(reputation effects) 2 st &8} 744 §lof &
S| :"—Z*“XH)\V}OHH Ags 228 5 A "ot
2 dte A9 4132 FAiE)

o EHE\} ERFE AR-FRIHA] 8E(MBV) &
A {Johnson (1997), Krishnaswami et al.
(1999), Esho et a/.(2001), Denis & Mihov
(2003)). 971M, MBVE At AAAMANE 2
Abe] AR R U g FAAY] ARIEA
A AR ARRE AR & AR
AG7HE HE §E Ate AR R o
Bt o] WMo 2y AdEEe AA=
eivtn stk AY7I9Y Had dig o
F2E 7|99% (AGE) T FAEH(INVEST)
S AGE= Ai71dY dyd=ie of
FAYRY AAdT 1292749 A2 £39

—~
o

>

u

i

h
—_

g s A8 Gl $AE pul gl @b A0z o] 348 Wi 4R 1 7 AR, A
E2 HEY B} S 2. A} A2 A9 B Sl Y Bl i 27 395 2 2t 2e)

%‘3% F A o 73 FFEL H ) CHATMANPYIE

AdE EZ}OE 71%etnzt sk ALFARAE 2 At o

gA 437187t & 7]‘{3%_3-?—‘—’7 SHA gt T APAE olsidFe] ¢ & Aojmr 431\-‘?:-1]-1-1115 Az3icta s

6) Anderson & Makhua 1999)eliM A7) 3e TAE-A € 2354 &) 247 ol ()T ()9 FAE By o9 g,
Johnson(1997)2 437137} F2 %4 o2t fo6lA] e ()9 BAES, 23949 J&rohs F2l 2(-)9 AAE Hadld
t}. Hoshi et al.(1993) ﬂ]*i? 27713 e AR dEEE FolF BAE B 1 A kot AgAS 7199 A= 4139 28

A9 dEEE FAF 49 BAE B

HASAL x35H ®M4E 200644 8Y
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(B 2) ¥ 59y
A 3

LIQUI TR A/ FAA
COVERAGE EBITD(3 %01 +27H 7)) /o] 28] &
DEFAULT 1998~2000d &<t FAAAA B0 7192 1, YHAI= 0
MT HedAaAZH ol o] 199E 273ld 28%. 199 vl 16%, ()9 #E 719 0%
SIZE Ln(ZAte] 447H4)

ISIZE Ln(FA¢dd 472 299 AYHE)
RESI t-1d 71 B¢ ARREE FHs] 42 9 FUE A £2THA

EAR (Feold(t+1)-F2eold(td)}/F7Hd)

MBV (ZAATY] ARIPA-AZ| AL BRI + A7 2HE ] A7)/ (FARYe 27
AGE Ln(HE9ER -1d9% 27419 i)

INVEST t-14% AR 719159 A&5Fe] FASE o4 B+ 1, UHAE= 0

LEVERAGE A/ FAL

CHAEBOL 300 AN 1, A= 0
o}, INVESTL fEMALe AAALE 7|F0 5 7HA
28 As 290149 WMM Z1gel 59 A&
N }%% BBBY AsH) ol Afe 1 Smith(1986)& 371A4171¢ (regulated firms) 45
o @2 2t Y= 09 %k% e gudigo]  AEARE Fiéld Agd 2¥se HwTF 2o
th olE Wast 2R MYsES &(-)9 # APE 5-2) o %ﬁi% #AA 2y A9E A £E
AS BY Ao Adr. Aolgtn F43}. Smith & Watts(1992) % 4l

£ WA %L‘_ 719 (unregulated firms) ¥ g oj
3.3.4 #9A AFANGe FFe AddA S FaFae e
T8A o] _,_;q] 7F ZAE JtsAde] Aga F4

el Hal Tz R gl met sldel A @k o) Ashel med, AFANGYSE 7
dejo] 9Fe wg & Jom2, oF FAN] A AL dATeRH 2do Ao
g $AES BAMSE TFBTHDenis & U FoAo] Zo{E ) glow, oo we
Mihov(2003)). 71Z9] A72%E Hel, Raple  olF Jlde eqAucke FARAE A4 7}
% 2idE JolE QBE BAE veFm YAE  FAl E
AT e BANE S vlAE e FEA7] 71T B FAs BAHS T A
8% €& ¢ 4 At FAMS(LEVERAGE) ¢ 28¥ + Ue A2 A¥as 459 Aot
€ FHAE FALLE YE ol U 25 ZIdEA ] s e dEzAH
1048 BYBoIT xi35A M4x 200641 8¢



i

of g AAgE BelA 3
A= A9 YTz 01] htel A
o A4 & o olgE Wz A T
BIAFRETS 2 AWIHE g FAxD
g7 AYrge ePAduEE 238 wole
frelo2 Zgdvte FA% AT EF(1999)).
aev FE971 71k B AdE e Pz
A WA A973gel F8 ALY F3AF
BEd g FA7E U AF5HA o FolA &
PEANME AR AT B S Zstsol A7
AdFE Aoz ePR4g Jg8 {9l
Zol FEU. o2d =9E ugezr #=T
%o A7 7199 FAAH A
A7l 9 digsrz AEcn)(CHAEBOL) &
AHg-gitt. CHAEBOLS A5i7isde] 30th Aol
s 1, a2 99 Ase 09 #E Ze gei
.

& 979 e PAs] Ad AMed A
F 3 FAMse AR SAPE (F 2
Aot Sl

ol

=} O
q4g¢Z %

e
==
20
_T_

_4

2220 7I°‘-1 FHMY: T

P R

BHWIE S4e2

V. dEEN 2

XH “‘5371%14 A% A3t oo g 2
0171475‘ 2#4E BaFa Yo AojdRd e B3IH
FA4E Mgt 33 2 W-3EY URAAS
HastAt.

FARY HATAg 2917198 A2 SET
dd WeE ANEY, AR WA ¥
1 ojRpEAduge] £ JIULdFE dFAEEE
FoozH TR IAbY Zgoles Y]
Brp 2PRAS AdE Aoz dEnn. zold
g Az, FAgte] A E fo@ Aol Hol
A gkont oA EL 5% FEAM fAT

F(+)el @%e v 129 o2ATYE @
AREAREe] BLFE odd AR
egnie Hes Aoz Yehg)

] &5 gEste] AuEd, SRR 49l
o] FARA w7l vja) 7AFRI} A
Bhgtom I Aole BF 1% FEAA
gyt AYFRE 10% o)ati N BF o

7) dul¥ige] gid N125AE U9 ANEE dedt 2ok edRA YUY ol FRS bR 2R T Aeldy A

INVEST$ CHAEBOL ¥%e 1% FFolA fd (-

29 )2}‘&“&74] EXolMz INVESTS CHAEBOL ¥4% 2% BANK #e(SHAE Adsid 19 @2 23
ZoH #8 &
FAEA L) f{] 7+ 2Jo|AA T ABBA BMME DEFAULT W4E A
FY3 A9 E Jehileh mel FAFEel e A48T

€ 2YE 3% 09 @2 e uees 1% 5
FH+)9 ”44741 Bk 2854 A719 o
2lgt vhmA] ou]EL(INVEST, CHAEBOL) &
LS AR FEF MY 719018 2e 33Y %H
3 A Ecke AR Az 7138 ArdFe 2%

BYUE T Ni3sA H4s 20064 8Y

)$ B9on DEFAULT ¥Fe 1% ¢

ZoA] f9I% ()9 Y5
723 )
(-9 #AE EHn DEFAULT ¥%< 1% 5894 %9]’?}

#& i 1ﬂ’£7l?j‘?:l*f=

AASE & 4 ot EF i ;]A}z}]zjol] 27t 71ge
2AE Bl AFE 29SS ¢ F Ut
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(E 3) 28 Ae|n SHLH Yarielo] HSH 54

75 ] u:kin [ R R Axrg | Ho#
Hd A 23 AU7Y(n=577)
LIQUI 0.351 0.353 0.185 0.010 0.910
COVERAGE 1.833 0.996 5.899 -3.850 118.030
SIZE 19.180 18.969 1.414 15.900 24.620
ISIZE 17.172 17.014 1.622 8.700 22.870
RESI 0.045 0.042 0.012 0.020 0.080
EAR 2.961 0.011 29.910 ~87.990 585.720
MBY 1.188 1.063 0.490 0.460 6.550
AGE 3.411 3434 0.374 2.200 4.410
LEVERAGE 0.660 0.625 0.290 0.130 3.960
Hd B: FEZ A 29714 (n=514)% FEZ JA EE 71991E Fa719(n=673)
- 0.350 0.360 0.183 0.010 0.820
0.360 0.360 0.183 0.010 0.820
1.186 1.017 1.864 ~11.520 23.700
COVERAGE 1.230 1.004 1841 ~11.520 93.700
SIZE 19.987 19.904 1521 16.210 24.010
19.911 19.754 1.475 16.210 24.010
SizE 17.379 17.917 1,592 10.760 92.200
17.752 17.574 2.071 10.760 23.860
- 0.041 0.040 0.012 0.020 0.080
0.042 0.040 0.012 0.020 0.080
AR 1.235 0.005 16.536 -35.570 358.780
1.697 0.007 17.427 -35.570 358.780
BV 1.139 1.048 0.367 0.550 6.550
1,147 1.042 0.405 0.550 6.550
AGE 3.437 3.434 0.356 2.400 4.300
3.427 3434 0.363 9400 4.370
0.705 0.679 0.306 0.130 4630
LEVERAGE 0.703 0.680 0.287 0.130 4.630
Hd C: S5 AU FHAEA Fa1d T AER EA ) i 2ol AR
232 A490719 o SYPEA Y7 U FEF A wE
Hee FEZ A B 7191915 1Y
P Ao Z94 Aol Hi &l ZHF =]
LIQUI 20.701 ~0.808 ~0.897 70.979
COVERAGE 9.499** 0.097 9.357** 10,092
SIZE -9.044°** -8.990""* -8.943°** -9.070°**
ISIZE 2,116 1.825* -5.540°** 4,687
RESI 4,466 4.481"* 4.510% 4.579**
EAR 1.196 1.441 0.894 0.860
MBY 1.888" 0.991 1.584 1.405
AGE 1161 1,149 0.756 -0.621
| EVERAGE 9 451°* -4.096"** -2.606°** -4.438°**

=1 Ad B 95§58 %7 AR AT A7 FEE B TRIRH FEE I Ee 21908 TR
B 7125AE Lehd.
2) #AE B2 Aolol e 13k, FA% Aolel the W-HEY URRS 2@E YEhy,
3) ¢ e 22 1%, 5%, 10% S %9
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o FEZ 3ARY H‘BM‘QA 3% 0.560, &3
Ha 25i2e] o RS 3Ab) £ 7ol
#7199 4% 0.548% Hd i oy vy
Ae QAR e 33 By, dadd £4
A7RE B9, ozt g0l %3 7GRS A
ARt dom olg A FFHAF Am
AA7187 Fom FA|go| EE&4E 2PTA
g 53 Age 29 oz EAY. 53,
COVERAGEE BANK(F&WSEA 24EANE
Al 1, a2 e 09 #E P 5% #&
dAlA FAdT F(+)o BAE BN 7|EY
o] 2ATFI} d &t A ¥

Ak,

8) AYad ofd met FANY e o] Bebd & QeEE AP/ AR HAErIYgeR vvo] d¥F BAE AN E?Jcﬁ}‘ A7)

de AY, 7I9TE, AYTE,
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LYPRAE AHF Ao deht 2apdd el

ZUSAE H35A M4 200641 88

oA F 3F
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gl - g4z

(2 4) @ 7 duAls: 2R A7 of SHPA Yo
COVE LEVE
T LIQUI RAGE SIZE ISIZE RESI EAR MBV AGE RAGE BANK
LIQUI 0.008 | 0193 | 0.104 | 0.021 | -0.082 | -0.086 | 0.138 | 0.004 | -0.025
(0.782) | (0.000) | (0.000) | (0.459) | (0.004) | (0.002) | (0.000) | (0.880) | (0.370)
COVE | 0.003 -0.027 | -0.050 | -0.170 | -0.033 | 0.204 | -0.086 | -0.226 | 0.071
RAGE | (0.914) (0.349) | (0.074) | (0.000) | (0.243) | (0.000) | (0.002) | (0.000) | (0.012)
SIZE 0.19 | -0.030 0548 | -0.316 | 0.082 | -0.050 | 0.263 | 0.114 | -0.245
(0.000) | (0.319) (0.000) | (0.000) | (0.004) | (0.079) | (0.000) | (0.002) | (0.000)
ISIZE 0.129 | -0.057 | 0.560 -0.255 | 0.040 | -0.031 | 0.187 | 0.119 | -0.152
(0.000) | (0.060) | (0.000) (0.000) | (0.153) | (0.269) | (0.000) | (0.000) | (0.000)
RESI 0.017 | -0.162 | -0.344 | -0.272 0.040 | -0.019 | -0.087 | 0.297 | 0.127
(0.566) | (0.000) | (0.000) | (0.000) (0.155) | (0.513) | (0.002) | (0.000) | (0.000)
AR -0.080 | -0.030 | 0.079 | 0.037 | 0.047 -0.049 | 0.017 | 0.095 | 0.026
(0.008) | (0.324) | (0.009) | (0.227) | (0.124) (0.080) | (0.550) | (0.001) | (0.353)
MBY -0.105 | 0.191 | -0.080 | -0.045 | 0.002 | -0.049 -0.209 | -0.303 | 0.045
(0.001) | (0.000) | (0.008) | (0.134) | (0.935) | (0.107) (0.000) | (0.000) | (0.108)
AGE 0.156 | -0.080 | 0.275 | 0.192 | -0.112 | 0.032 | -0.204 0.038 | -0.021
(0.000) | (0.008) | (0.000) | (0.000) | (0.000) | €0.292) | (0.000) (0.179) | (0.449)
LEVE | 0.015 | -0.217 | 0.104 | 0.127 | 0.289 } 0.097 | -0.295 | 0.033 -0.074
RAGE | (0.629) | (0.000) | (0.001) | (0.000) | (0.000) | (0.001) | (0.000) | (0.274) (0.009)
BANK -0.021 | 0.072 | -0.265 | -0.064 | 0.134 | 0.035 | 0.056 | -0.035 | -0.074
(0.483) (0.017) (0.000) | (0.035) | (0.000) § (0.246) | (0.064) | (0.246) [ (0.014)
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MEZHD Jlgel FHME: BE

A& SHez

(E 5) MIRA A T M=Ho| SxjMeloff o|x|= Astol| et ol=2HEN
LES AFEZ e ds) o BRI A e of FEZ A B 1Yol
3.047 3.008
Vgl
Y (0.042)** (0.024)**
0.419 0.170
LIQul * (0.350) (0.701)
B 0.102 0.090
COVERAGE (0,004~ (0,006
B 0.641 -0.326
SIZE (0.000)*** (0.000)***
0.455 0.091
ISIZE (0.000)*** (0.055)*
14.891 13.901
RESI * (0.040)** (0.033)**
0.011 0.007
EAR * (0.035)** (0.043)**
0.092 0.121
MBV " (0.601) (0.446)
B 0.437 0.366
AGE (0.046)** (0.061)"
B 0.624 0.551
INVEST (0.000)*** (0.001)***
o 10,709 0,579
LEVERAGE +/ (0.009)*** (0.028)**
B 0.205 0.229
CHAEBOL (0.314) (0.206)
A @ A 3 x3
FED 1091 1250
2 198.385""* 141,257
Pseudo R? 0.131 0.082
Z 1) ()¢re A gt patolnl 2 $EBl(likelihood ratio: LR)o g 73 EAZ . Pseudo R*¥ McFadden
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Me2AL J|del R FEHAIE BYe2

(E 6) ME2Z Al ®xie] EXg ¥ ZMEI7t FxiME ojXlE FZo 2ot O|FZREY

ta o oo e 44 0 593 S Eo
%¢ Qﬂ)g’l]j‘i o ET}H EH R3S ﬂ}‘]'xﬂ 7]%"1‘%
3A4 (1) 3AY (2) 344 (3) 3|AY (4)
i 4430 4321 3.679 3.405
eTe (0.005)*** (0.006)*** (0.007)*** (0.012)**
0.428 0.403 0.172 0.201
LIQUI * (0.350) (0.377) (0.699) (0.650)
- 0.105 0.105 0.094 0.091
COVERAGE (0004)*** (0004)*** (0004)*t* (0005)***
1.030 0.667
0.656 -9.546
DEFAULTMT - (0.725) (0.057)*
— ~ ~0.709 ~0.701 -0.353 -0.347
(0.000)*** (0.000)*** (0.000)*** (0.000)***
SIE _ 0.466 0.463 0.097 0.093
(0.000)*** (0.000)*** (0.044)* (0.052)*
8.725 9.558 10.826 12,662
RESI * (0.248) (0.201) (0.105) (0.055)*
AR ., 0.007 0.008 0.006 0.006
(0.133) (0.109) (0.062)* (0.071)*
0.139 0.126 0.130 0.134
MBV * (0.440) (0.482) (0.415) (0.340)
AGE - 0.442 0.442 0.373 0.373
(0.046)** (0.045)** (0.057)* (0.057)*
v -0.493 ~0.501 -0.505 -0.509
INVEST - (0.006)*** (0.005)*** (0.002)*** (0.002)***
o “1.081 1.051 -0.857 -0.698
LEVERAGE +/ (0.001)"** (0.001)*** (0.004)*** (0.013)**
B 0.131 ~0.142 -0.188 -0.208
CHAEBOL (0.529) (0.494) (0.304) (0.254)
Akl 2 degn g ¥3 B ¥
EEPS 1091 1250
e 216.365 213.533%** 148.977*** 143.597***
Pseudo R 0.143 0.142 0.086 0.083

1 ()% FEA5A dF pRroln

e 239 g +xY.
2) " Te 4 1%, 5%.

AASI T H35H M4z 20064 8Y
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10% &AM Fel
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$=¥) (likelihood ratio: LR) tiet AHSAFY. Pseudo R*E McFadden
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(B 7) MF2Z Al #xie| SHAY o ZME7} FHUH ojxle IFol| B3t o2 REN:
LEVERAGE 5~ (2| Al

2YHA o FEF A

LA of FEZ A =

e 71991&
A4 (1) 3A4 (2) 394 (3) A4 (4)
mm 4218 4149 5,391 3.208
eTe (0.007)*** (0.007)*** (0.010)*** (0.014)**
0.416 0.383 0.106 0.123
LIQUI (0.358) (0.394) (0.788) (0.756)
0.120 0.121 0.103 0.100
COVERAGE (0.001)*** (0.001)*** (0.000)*** (0.001)***
0.620 0.378
DEFAULT (0.026)** (0.091)*
1.899 -1.563
DEFAULT<MT (0.293) (0.213)
0.718 0.159
DEFAULT*MBV (0.006)*** (0.421)
sizE 0.714 0.706 0.361 -0.353
(0.000)*** (0.000)*** (0.000)*** (0.000)***
18 0.434 0.432 0.083 0.082
(0.000)*** (0.000)*** (0.058)* (0.059)*
- 4503 4.657 7511 9.272
(0.542) (0.522) (0.234) (0.134)
AR 0.007 0.008 0.006 0.006
(0.145) (0.093)* (0.069)* (0.071)*
VB 0.290 0.279 0.241 0.998
(0.104) (0.114) (0.114) (0.133)
AGE 0.476 0.475 0.409 0.402
(0.030)"* (0.030)** (0.030)** (0.033)**
0.473 10.482 0.476 -0.486
INVEST (0.008)*** (0.007)*** (0.002)*** (0.002)***
0.114 0.123 10.203 0.216
CHAEBOL (0.582) (0.550) (0.252) (0.222)
2 2 Axrn 3 gt ¥ ¥3
REwS 1091 1250
2 201.840*"* 199.025*** 138.295°** 135.972"**
Pseudo R? 0.134 0.132 0.080 0.079

F 1) ()2 FAASF 3 pgtolnl x22 +x8](likelihood ratio; LR) tid AR EA %Y. Pseudo R*E McFadden

R* v 1-L(A/LB)E ALE. 9714 L(3)} L(B,) & # A5gst 4
e 2o tjEt Sz

2) "t e A7 1%, 5%, 10% AN 9
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(# 8) SHFAMANE W7ksd &4 F olg=REY

N =954 O 283 3 Ee
s qas =A% o FES A 7150l
374 (1) 3A4 (2) A4 (3) 34 (4)
e 2.879 2.846 1442 1.273
e (0.118) (0.122) (0.351) (0.408)
0.704 0.688 0.321 0.365
LIQul * (0.187) (0.196) (0.485) (0.427)
B 0.096 0.097 0.059 0.051
COVERAGE (0.095)* (0.091)" (0.235) (0.298)
0.867 0.588
DEFAULT * (0.009)*** (0.026)**
1.350 2,568
DEFAULT-MT * (0.527) (0.069)*

) 0.988 0.268
DEFAULT-MBYV * (0.002)*** (0.234)
- B 0.682 -0.679 0.224 0.222

(0.000)*** (0.000)*** (0.008)*** (0.008)***
_— B 0.557 0.556 0.070 0.067
(0.000)*** (0.000)*** (0.184) (0.199)
11.101 11,192 10.298 11.940
RESI t (0.208) (0.201) (0.169) (0.107)
0.006 0.007 0.005 0.005
EAR + (0.195) (0.155) (0.134) (0.159)
0.025 -0.032 0.039 0.042
MBY * (0.911) (0.887) (0.843) (0.833)
AGE B 0.162 0.167 0.262 0.249
(0.524) (0.510) (0.232) (0.256)

T ) -0.304 -0.308 0.323 0.321

INVEST (0.134) (0.129) (0.073)* (0.074)*
‘ N -0.664 0.687 -0.335 0.188
LEVERAGE +/ (0.065)* (0.050)** (0.286) (0.534)
B 0.186 0.192 0.174 0.192
CHAEBOL (0.418) (0.402) (0.375) (0.326)
Ao} 9 - gn) ¥3 X3} A1 ¥3
FEwS 833 95
2 124.502*** 193.508"** 55.502*** 51.279%*
Pseudo R 0.108 0.107 0.043 0.039

F 1) ()2k2 FHA5 g pgols & $EH|(likelihood ratio: LR)O di@t ZAEAZEYI. Pseudo R*& McFadden
R¥In 1 —L(A/LB)E AR, 721 L(g)s L(gy) & A4zt A5ga) disg 2% 138 733 Ay ¥
gd 2o U 929,
2) v = AL 1%, 5%, 10% AN f9
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AN Rt oH(+)9 @& EA3, DEFAULTx
MBVE A4 (2)elA 1% FEAM el &
(H)9 FE 7M. o4 Age =Asi A
Ao BT 7geld F& FAVIHE e 3
AAANGE ¥ E FHRAANGA B2 5 3
T AT AZF A LPFAT ATAFE A
o Wi FAFAEGE LPFAHE HEF Ao
2 x4

39, Diamond(1991) & FAFAA 3 A&
F e 7199 #He] 239 #AE AR

TR, o] A FAFTANNZA 2T + de
7199 e 2PRAe dedol A &= A
oith, 2 & AARA dEAL FHRA O
ZAET AE499) lo] ARuiA ZAE d3t
ANAFE 48& Fdand, ARG HD
o] B7bsd 71994E AruUY FEe 44
Aoy, ojgjg F4& FTYetx AARE &4
oA Foletid RESI, EAR, AGE, INVEST 59
A7t FolskA gAY frelidel Bol 2ojal A
22 JEyith o Adte FHFHA Hol
Vs 71ge Addoz FEugA EAZE A4
s ot SR Ao g ool AfdsE ¢
Mgt & gl

A
o]

432 93N AREYTE

7o) wAdEe] U 2ge ode AFxY
4% 2R 4 go dEge ARz o
B340 ALZIPZE 27 Yed, olAF 7

24 40| BAAde] 9FE V1A 5 gop

53, £ Q7L LRRAZ ZE FALY 24
$ 53 gomz eqFye AL2YT2E B
@ 207} 90 OI% A4 AELE T34 o
W LT veY FA5E NF0E FA5E
2 2F(LALA 4271 F $95 oD
A 2F(eARA MGG 0 ol HIE
28 242 2890, 181 2 47 7129

R 2 LAAYTNES AR 3
Ra7) 99 AR B9 A¥ATEY 2ok
oA caAzdl B JuE AU
ena) QErlde J1gs e ¢ BAs 2
A 54l gene L9 HeEslde
d AdAoR eqwa 2wl %e 4 At
2 AR ¥R JFE vAE T
Aol E R ohlet eq= HR2A9 A
A ol edel A8ATEH] AL Wi €
ool A edosRH BE 4TS AU
eqnA 2Tt B I9L5T 239 LY
A 22 olalge A% & Uk ol
Ae a9 24 F AAes ATER
5o we s1gasl eanzel 39 540l
0§ Rolth 2ot ATEe] F4sd o
o] 2ajaie) ol Aol LRRA o2
152 edo] A4S BAFEE ZoTA S
f10] 74 483 o SI%e AAE A4
¢ 2Hoz ATATS BT 4ol ¥ A
olth. oleld Aol Bsch edvAl 92714
Ad4E COVERAGE, DEFAULT, DEFAULTx
MBY 59 W47 %98 F(+)9 &g 2 A
oz gt Whd, LAy JEwt e

O

ol

) (F 9ol sAEEY EAYe oplet AR e “531}‘%4:‘31
<§E 5yl A <§’£ TR BE 84S AT A3 o] A48 °1 @

T #80] 52 oz veht ddE Wt sttt

HAAEATL ®35A x4z 20064 89
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(£ 9) 2%3d Nexd7= &M * olFENEY

o P PR 4219 238 vl &Y
ST o 894 (1) 174 (2) 3944 (3) 194 (4)
o 5.086 5.014 3.856 5.875
e (0.060)* (0.059)* (0.079)* (0.077)*
0.689 0.631 0.590 0.585
LIQUI * (0.418) (0.451) (0.356) (0.359)
B 0.177 0.177 0.055 0.055
COVERAGE (0.062)* (0.059)* (0.151) (0.151)
1.176 1.034
DEFAULT * (0.006)*** (0.088)*
2.327 0.821
DEFAULTAMT * (0.427) (0.792)
DEFAULT*MBY 4 (010200;’) (8822)
SE B 1,091 1,070 10.402 -0.403
(0.000)*** (0.000)*** (0.003)*** (0.003)***
SIZE B 0.739 0.727 0.289 0.985
(0.000)*** (0.000)*** (0.008)*** (0.009)***
11.526 12.323 3.149 3.406
RESI * (0.361) (0.320) (0.779) (0.761)
0.037 0.038 0.005 0.004
EAR * (0.026)** (0.022)"* (0.321) (0.357)
0.418 -0.465 0.117 0.119
MBV * (0.346) (0.291) (0.584) (0.578)
AGE B 0.766 0.776 0.057 0.057
(0.028)"* (0.024)** (0.854) (0.853)
B 10.452 -0.461 0.684 0.683
INVEST (0.159) (0.147) (0.005)*** (0.005)***
B -0.997 -0.986 -1.862 1.818
LEVERAGE / 0.011)" (0.009)*** (0.008)"** (0.009)"**
B 0,023 10.034 0.247 10,249
CHAEBOL (0.950) (0.925) (0.375) (0.371)
A 2 Arrn) ¥ ¥ % ¥3
e 545 546
2 150.080"** 146.216°* 85.325%"* 85.320"*
Pseudo R? 0.200 0.195 0.113 0.113

F 1) ()eke FPA S g patols ¥ & $E4|(likelihood ratio: LR)o) g AP EAZY. Pseudo R*E McFadden
RPo|0} 1 —L(B)/L(B)E ANE. 7|1 L(#)S LB e 47 453 49dsE 2% 39 233 4430 2
3d 2ol dlg $E9.

2) 7 e AL 1%, 5%, 10% FFAM §9
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3!

7199 A% Aoz 2yRARTYE FA
A

A2 A8Y 750l Fob ARTATE] ¥
dol A& e olg Aoz dgan.
2R (E O ANH] ek ey

2 o

A #7149 44 COVERAGE ®¥+7F 10%
Sz fel@ B9 @S Holn got 23
2 W@ ASE R e H(+)

o ¢ 2tk DEFAULTS DEFAULT*MBV
Mgl SR A27de Zee BF 1% 7

FolA Fg FH(+)9 %ki 12‘19_4 =
Mg Aee BF 10% FEIA s
o #oj/do] Wkt ol @ﬂré —%sgﬂﬂ AEL7t
e 7I99sE FEA7IR AT 239 AFE
Aozie o a4 9% WS
& ol 233 24T d2

Yol EAktAE 4% ol &+ 9 =
golstazt ske &Y A< WwFsL Ut

st
433 dERAAY AdE ARG #4

AAAY Ao FU7190] 2 2
Z S, 9ol 5% 5 AE 229 o
2o $35lo) Yt} 22

*l °ﬂ AHEE

FAreE
]

igel RN SBH/E BH2R

(2003)]. °ldl & A& o T 7S Ao
A5 ulelA (mutually exclusive) A€ol 7
gd 79e gz FRNe ANagg”
I Ae (E 1009 AAE Qo 2AE 29
o] @%‘9} = i}°17¥ des & & U o
A4 ( )alA CHAEBOL #&7F 9%
(-9 %k'a—s qu AL QL5 2P RT=
TARAE B $AE 2dste AR e

H, AFAA BN dFsE dst At
TR ?91’391 AHBA et B FAY
o] @ebd 4 itk e Diamond?] o84 X
s A% 0}7} 8 48492l DEFAULT*
MBV Bl+E 2o TEAZAT. 22iv A
7190 #A FAE A3 @AY Agzredies
A REAHE AEE £ U= e 47 A7IE
9t o BAE Aetetd tEFAAY 7|
A Aelgt EEel disl DEFAULTXMBV dial
DISTRESS*MBV ¥4& ¥3AA £4& dAlst
Atk o714, DISTRESSE o} FHAEE 7]E2

2 A7 ol 3dte d3EF (el +3t
TPz /E AR gl 94 wteld 19 @&
< 23 FAFE 2Fs 09 #E e drd
o|t}. Diamond® FANE d25E el o
go FAE7 &) FBAAE RV &

#4252 gt Uy dA Ao s TAgR T ‘31

Al
e Bt £ 71de FAFAEGE AT
Az 718E ATdFe LPRAS A9
522 DISTRESSXMBVE %(+)9 &< 2 A
olth, ¥XZE (E 11 AAE Sl

6) (X 9ol Aol  zjolr} glo} 28R ol FRZ SAL] Ao g FAATTHE AASAT
7) F7H802 AANAE AR sl thF2AEM (multinomial logit analysis)® AAIE3oY Ate (B 1003 A7k 9K

o & 4% BN derAdY g

FEZ HA 2A7Igiol vlel folshll 71ROt Am vl wigd oleje] Zle

222 A Bzt 719 E € AN BAZIE F-20 AXNH gIE.

ZYEAT H35A HM4%E 20064 8Y
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(R 10) CISM=7|Y Aol & Fafo] SHAY o YRy} £l ojxle I8

= oA} 2y o FRF 3ALA L5 o FEF JAH TE 7gole
=T FEFAY () AN @) AR Q) | ARN @) AR (5) FAA (6)
o 5.023 8.568 8.550 8.321 10.072 9.782
T (0.006)**  (0.000)***  (0.000)***| (0.000)***  (0.000)*** (0.000)*"*
LiquI .\ 0.603 0.925 0.896 0.669 0.917 0.880
(0377 (0.183)  (0.197) | (0.244) (0.119  (0.130)
) 0.188 0.200 0.201 0.139 0.147 0.144
COVERAGE (0003 (0.003)™*  (0.003**| (0.000)™**  (0.000)™* (0.000)***
1749 1535
DEFAULT * (0.000)"*" (0.000)***
2.286 2,584
DEFAULT-MT * (0.431) (0.240)
1.928 1313
SUE | -0.738 0857  -0.852 | -0.594 -0.689 -0.680
(0.000)***  (0.000)™* (0.000)***| (0.008)***  (0.008)***  (0.000)***
S B 0.405 0.409 0.405 0.037 0.048 0.040
(0.000)***  (0.000"**  (0.000)***|  (0.588) (0.533)  (0.588)
RESL ) 15320 0.602 1.368 18.703 9.807 11.387
‘ (0.126)  (0.955)  (0.898) | (0.042*  (0.324)  (0.242)
AR N 0.043 0.042 0.043 0.009 0.006 0.006
(0.002°™*  (0.005)*** (0.004)**| (0.368) (0.391)  (0.407)
\BY . 0.166 0.305 0.282 0.231 0.324 0.324
(0577 (0330 (0.370) | (0.365)  (0216)  (0.214)
AGE B 0.443 0.483 0.489 0.510 0.590 0.625
(0.145)  (0.118)  (0.113) | (0.079)°  (0.050)  (0.036)**
1311 1220 1214 1.434 11.366 -1.365
INVEST Tl 00000 (0.000**  (0.000)***|  (0.000)***  (0.000)***  (0.000)***
PR EERLE 1748 -1.756 10.902 1578 1423
LEVERAGE L0010 0.000™ (0,000 (0,016 (0.008)*  (0.007)*
0,344 0216 0217 -0.699 0,548 -0.600
CHAEBOL - (0.260)  (0.492)  (0.488) | (0.022™  (0.083)*  (0.056)"
A 2 dAxdn T3 3 E3 3 ¥3 =3
EESS 660 663
. 233.762°%  262.867°** 259.505°** | 246.090"*  265.137***  261.073"**
Pseudo R 0.257 0.289 0.286 0.272 0.293 0.288

F 1) ()% FHASA dE ptely 22 $E8|(likelihood ratio; LR)o} 3 HAEAZY. Pseudo R*E McFadden
R¥IM 1-L(R/L(B)E AXNE. o7l LA L(B,) & A7 44gst d9iss

e 2y b $=9.

2) e A7 1%, 5%, 10% #EAA 9
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HeIZn 7ige SN SEHIE FHeR

(E11) 83550 FAD(8le| ATUAD} FajMEol ojxls A

s . 235A o TEZ Ak E=
oaH DH=
s s EARA O 72T AN Nl
A4 (1) gAA (2) A4 (3) 3AY (4)
4o 5.808 8.242 8.181 9.780
A (0.002)*** (0.000)*** (0.000)*** (0.000)***
0.508 0.742 0.664 0.926
LIQUI * (0.349) (0.189) (0.276) (0.152)
B 0.215 0.236 0.183 0.191
COVERAGE (0001)*** (0000)*** (0003)*** (0004)i**
1.940 1.328
0.337 0.340 0.417 0.422
DISTRESS<MBV * 0.077)° (0.085)° (0.039)"" (0.048)**
SE B 0.713 -0.826 -0.599 -0.692
(0.000)°** (0.000)*** (0.003)*** (0.000)***
B B 0.420 0.423 0.043 0.049
(0.000)*** (0.000)"** (0.593) (0.575)
RES| . 12.118 -3.360 14.363 5.759
‘ (0.204) (0.745) (0.162) (0.605)
0.041 0.041 0009 0.007
EAR - (0.002)*** (0.003)"** (0.215) (0.325)
BV . 0.050 0.180 0.112 0.232
| (0.866) (0.561) (0.704) (0.447)
AGE B 0.270 0.341 0.542 0.647
(0.329) (0.228) 0.071)* (0.044)**
1,276 1,198 -1.372 -1.305
INVEST B (0.000)*** (0.000)*** (0.000)*** (0.000)***
) 0.983 -1.625 0.843 1,408
LEVERAGE +/ (0.015)** (0.006)*** (0.052)* (0.009)***
, B 0.435 -0.269 0.744 0.624
CHAEBOL (0.130) (0.371) (0.035)** (0.094)*
A9 2 dxgn| 3 ¥ ¥ 3
EES 660 663
2 921,066 952.447"** 951.019°*  268.494°**
Pseudo R? 0.243 0.278 0.277 0.297

21D () FAA5A Ug pgolm e %M (likelihood ratio: LR)ol 3t AHEAZY. Pseudo R?E McFadden
RPolv) 1—-L(A/LB)E ANE. a7 L(8)s L(8,) e 47 35dn AuHHsE 25 I8 237 45yt 2

e 23 gid $59.

2) o e AR 1%, 5%, 10% TEeA o

HASATR 5357 Hag 20064 8Y
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2 4
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Financial Distress and Debt Choice:
Evidence from the Korean Financial Crisis*

Hyunsoo Byun** - Seckchin Kim***

Abstract

Many studies regarding a firm's capital structure focus on the optimal leverage decision.
Considering that debt financing is the predominant source of new external funds, however,
it may be more relevant to explore the debt structure than the capital structure. According
to previous theoretical studies, the benefits of bank debt financing include alleviation of
adverse selection and moral hazard problem through information production and monitoring
activities and the efficiency of renegotiation and liquidation in financial distress. The costs
of bank debt financing include monitoring costs, suboptimal liquidation problems, soft-
budget constraint problems, and hold-up problems induced by information monopoly of
banks. These theories suggest that a firm considers the tradeoff between the benefits and
costs of bank debt financing relative to public debt financing.

Allowing for the bank-centered financial system of Korea, this study investigates the debt
structure of Korean firms. What are determinants of their debt choice between bank debt
and public debt? What are the benefits and costs of bank debt financing? Given that many
Korean firms faced financial distress during the financial crisis (1998-2000 period), how
financial distress affected their debt choice?

In this paper, we examine the association between financial distress and Korean firms'
debt choice by focusing on the financial crisis period. Chemmanur and Fulghieri (1994)
show that firms with higher probability of financial distress borrow loans from banks, which
have greater reputations for flexibility in dealing with firms in financial distress than public
lenders, even though the equilibrium interest rate on bank loan is higher. Diamond (1994)
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** Associate Economist, KDB Research Institute, Korea Development Bank
*** Professor, School of Business Administration, Kyungpook National University
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also argues theoretically that the control role of debt determines the debt structure.
According to the model, firms that default but have access to viable investment projects
choose bank debt over public debt, because banks can restructure out of court the firms.
These explanations suggest that our study focusing on the financial crisis period offers us a
unique opportunity to empirically test two theoretical models and investigate the effect of
financial distress on a firm's debt choice.

We use a sample of 1,250 firm-year observations that consist of Korean firms borrowing
their new debt from banks and public lenders during the financial crisis after the IMF bailout.
We obtain stock prices and returns data from the Korea Securities Research Institute-Stock
Database (KSRI-SD) and financial statements data from the Korea Investors Service-Financial
Analysis System (KIS-FAS). Since the data on loan portfolio of banks are not available in
Korea, we get the data on new borrowings of firms from the annual reports presented by Data
Analysis, Retrieval and Transfer System (DART) of Financial Supervisory Service (FSS).
Unlike previous domestic studies examining the proportion of public and private debt in a
firm's existing debt mix, we use an incremental approach by examining new debt issues. Both
binary and multinomial logit analyses are used for our empirical model estimation.

The main results are as follows. First, inconsistent with Chemmanur and Fulghieri's
prediction, we find that firms with higher coverage ratios are more likely to choose bank
debt over public debt. This behavior becomes distinct for firms that place greater reliance on
bank debt. This result means that since banks as well as borrowing firms experienced
financial difficulties during the financial crisis, firms with close bank relationship assumed
the costs of bank debt financing. This suggests that the benefits of bank debt financing are
diluted by negative externality of bank relationship, e.g., the reduction of loan size, the
avoidance of additional loan, and others.

Second, in support of the Diamond's argument that the control role of debt differs between
bank and public debt, we find that the likelihood of choosing bank debt over public debt is
higher for firms with lower correlation between cash flows and future investment
opportunities. No significant effect of marginal tax rate on debt choice is found.

The combined results indicate that if banks are exposed to external shocks such as financial
crises, the potential benefits of flexible debt renegotiation that banks can offer firms in
financial distress are restricted by the incentives of banks reducing their insolvent loans. As a
result, our results provide additional empirical evidence on the costs of bank debt financing.

Key words: financial crisis, financial distress, debt choice, bank debt, public debt
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