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T 1) ©) 3) (4)
o 215110 202258 32.4764 234683
= (0.0172) (0.0147) (0.0021) (0.0058)
09742 -0.9280 13787 ~0.8887
log (A}AH)
(0.0221) (0.0261) (0.0050) 0.0277)
A 05822 0.1121 05829
(0.7714) (0.9584) (0.7730)
-2.8033 -1.1056 17212 16038
S
SIAH/EA (0.4971) 0.7771) (0.6609) (0.6769)
S 09174 0.7769 0.8060 ~0.0789
(0.8754) (0.8988) (0.8913) (0.9889)
] ) -0.4312 ~0.9030 07121
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Agency Problems in Banks and
the Efficiency of Restructuring
Distressed Firms

Sang Woo Lee* - Rae Soo Park™™

abstract

In this paper, we examine whether the poor performance of distressed firms where banks
take equity may occur due to agency problems in banks. By adopting the debt-equity swap,
the bank can effectively postpone the occurrence of bad loans form the failure of the dis-
tressed firm. As a result, firms with more debt will be more likely to obtain debt-equity
swap, regardless of their probabilities of revival. This is not because they are more profitable,
but because they have more debt and thus it poses greater risk to the bank.

We empirically look into these predictions with the data of 44 workout firms and find the
following results. First, debt-equity swap appears to be more applicable especially when the
distressed firms are large and when BIS of related banks is low. Specifically, the conditional
probability of ‘large firms' based on debt-equity swap is 65.52% and the conditional probability
of ‘bad banks’ based on debt-equity swap is 75.86%. Also, as predicted, the performance of
these debt-equity firms is poorer than that of non debt-equity firms. The conditional proba—
bility of ‘large firms' based on posterior failure is 84.62% and the conditional probability of
‘bad banks’ based on posterior failure is 84.62%. This is consistent with our predictions and is
also confirmed through results of the logit regression analysis. Second, when the restructuring
is led by ‘good banks’, the performance of equity-swap firms is superior to that of non equi-
ty-swap firms. This result is consistent with that of James (1995).

Hence, we can conclude that there may be some agency problems in restructuring dis—
tressed firm - especially when distressed firms are large and banks are bad. And these agency
problems can reconcile the difference between James results and Park, Lee, and Jang’s.

Keywords : Workout, Debt Restructuring, Debt-Equity Swap, Agency Problem
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