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Abstract This paper examines the effects of dominating large shareholders and foreign blockholders on credit
ratings. An effective governance mechanism is expected to lead to higher credit ratings through its impact on
default risk of the firm. Our results show that dominating large shareholders have an adverse impact on credit
ratings of domestic firms on the level of its statistical significance.

Foreign shareholders are positively associated with credit ratings, contributing to the higher credit worthness of
domestic firms.
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[Table 1] Descriptive statistics

Var Obs Avg | Std Dev| Min Max
Rate 6,857 5.18 1.88 1.00 10.00
Foreign | 5150 | 1084 | 1509 | 001 | 9335
(%)
(L;; 6,765 | 167.15 | 77398 | 094 [40,990.72
0
IntCov 6,687 |10360,929.40 | 711,912,745 | -9,217,214.88 | 57,959,646,942
ROA 6,846 3.86 31.41 | -292.86 | 2,357.53
(%)
MKBK | 6,213 10.42 31.76 0.02 540.00
Ass?ts 6,848 1,190,675 4,488,255 97.9 107,179,010
(mil)
Currnt
6,847 | 238.12 |1,959.23| 0.69 148,670.27
(%)
CFDStd | 3,256 12.73 50.54 0.04 590.52
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[Table 2] Pearson correlation matrix

Var | Foreign| CS ROA | Lev |IntCov |Curmt | Size | Rate | MKBK
Foreign
-0.039
S | 000
0057 | 0017
ROA | 000y | 020
Loy | 10037 |-0046 -0.051
Y1 ©000) | ©01) | (0.00)
IniCoy | 0049 |-0.007| 0.004 |-0.002
V| 0.00) | 058 | 0.73) | 0.84)
Curmg | 0.044 |-0.006| 0.004 |-0012 |-0.0005
u ©0.06) | (©.61) | 0.72) | 0.32) | 0.96)
Sige | 0302 [-0089 | 0011 |-0.002 | -0002 | -001
¢ 000) | ©00) | 033) | ©83)| 084 |©26)
Rate | 0541 | 0008 | 0405 |-0.193| 0.075 | 0.076 |04
4 ©000) | 077 | ©00) | (©.00) | ©.00) | (0.00) |0.00)

MKBK | 0297 | 0010 | 0057 |-0.034| 0029 | 0.004 |0.189 0.305
0.00) | (0.14) | 0.00) | (0.00) | 0.02) | ©.74) | (0.00)| (©.00)
RSt | 0907 | 0003 |-0.0005 | -0018 | 0.059 | 0.090 | 0.022|0.056| 0.043

©0.72) | 0.84) | 0.97) | (0.30) | (0.00) | (0.00) |(0.20)|0.08)| (0.01)
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[Table 3] The effects of dominating large shareholders
and foreign blockholders on the Korean firms’
credit ratings - Ordered Probit Regression

Model
Est. Coefficient Value
Var Sign (P-value)
Model 1 Model 2 Model 3
-0.016 -0.060
s ) (0.69) (0.225)
Foreien . 1.463 1.456
g (<.0001)** | (<.0001)**
Lev ] -0.091 -0.107 -0.107
¢ (<.0001)** | (<.0001)** | (<.0001)**
IntCov . 0.00034 0.00033 0.00033
(0.0047)** | (0.0091)** | (0.0082)**
5.925 6.114 6.152
ROA * (<.0001)** | (<.0001)** | (<.0001)**
0.0062 0.0054 0.0054
MKBK * (<.0001)** | (<.0001)** | (<.0001)**
. 0.031 -0.038 -0.040
Size +
(0.017)% (0.032)* (0.025)%
Curmt R 0.362 0.416 0.415
u (<.0001)** | (<.0001)** | (<.0001)**
0.00075 0.00091 0.00091
CFDS ) (0.044)* (0.026)* (0.026)*
Wald X 1,282.9 1,255.5 1,255.3
P 0.000 0.000 0.000
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[Table 4] The effects of dominating large shareholders
and foreign blockholders on the Korean firms’
credit ratings - 2SLS

Est. Coefficient Value
Var Sign (P-value)
Model 1 Model 2 Model 3
-0.081 -0.030
s (0.187) (0.606)
Foreign . 8.693 7.178
(<.0001)** | (<.0001)**
Lev -0.133 -0.156 -0.115
(<.0001)** | (<.0001)** | (<.0001)**
IntCov N 0.00033 0.00041 0.00026
(0.022)* (0.047)* (0.093)
7.482 8.385 6.779
ROA * (<.0001)** | (<.0001)** | (<.0001)**
0.0075 0.0131 0.0027
MKBK * (<.0001)** | (0.019)* (0.033)*
Size N 0.037 0.474 -0.327
(0.039)* (0.269) (<.0001)**
Curmt . 0.539 0.672 0.428
(<.0001)** | (<.0001)** | (<.0001)**
0.0010 0.0011 0.0010
CFDS (0.030)* (0.093) (0.050)*
F Value 121.35 71.66 216.30
Pr>F 0.000 0.000 0.000
Mtz S4HaeE KIS A1887H5511 Rate2 A, 7144185
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