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ESG Activities and Costs of Debt Capital of Shipping Companies
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Abstract - This paper examines the impact of ESG activities of domestic shipping companies on the cost of debt. It is known that
companies With large information asymmetry tend to have high costs of debt. Corporate ESG activities have been identified as an eflective
means of reducing information asymmetry. By actively engaging in ESG activities, companies can lower the cost of debt by reducing
Information asymmetry. Therefore, this study aims to investigate whether these mechanisms, which have been observed in previous
studies, also apply to domestic shipping companies. Multiple regression analysis is conducted on KOSPI-listed shipping companies from
2010 to 2022, The cost of debt is set as the dependent variable, while the ESG rating is used as the explanatory variable. The analysis
reveals that companies with a high level of ESG activities generally have a lower cost of debt. However, it is important to note that ESG
activities of shipping companies do not seem to have a significant impact on their cost of debt. In fact, the level of ESG activities among
domestic shipping companies 1s not particularly high (Hong, 2024). Despite these findings, domestic shipping companies should still
strive for sustainable management to adapt to the rapidly changing business environment and meet the demands of the modern era. ESG
management is a representative method or achieving sustainability. Therefore, shipping companies should not only focus on reducing the
cost of debt but also on opening up the closed industry culture and communicating with capital market participants or sustainable growth.
It is crucial or these companies to listen to the voices of stakeholders and embrace a holistic approach to sustainability.
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Table 1 Descriptive statistics

Variables Mean Std. Median
COD 0.031 0.029 0.023
ESG 3.368 0.899 3.000

E 3.281 1.013 3.000
S 3.474 1.087 3.000
G 3.228 1.150 3.000
SIZE 21.409 1.161 21.450
LEV 0.662 0.173 0.710
ROA 0.012 0.093 0.023
CFO 0.067 0.084 0.075
GW 0.100 0.281 0.056
LOSS 0.281 0.453 0.000
Note : The variable definitions are described in equation (1).
Table 19l= ¥59] 7|2SA S 7I=stArh E‘r" ZpEH]
£ COD & 0031, &, 3.1%°|t}. St=ESG7I=olA 3
7het e w ESGY it 3368, ¥4 T EY Hie
3281, A3 55 S HtS 3474, AHlTFE 55 G HA
2 322801tk 7R SIZES) Hyt& 21409, FAu]&
LEVR] Hit2 0662, Aol dE ROAS B2 0.012,
AL FAFEE CFOQ Hite 0067, IEJHLE G2
HtS 0100, 271 gujdEg LOSSe] A2 0.2810]th
4.2 AR
Table 2 Pearson correlation coefficients
QOO0 |® |6 |6 |® ©® | @
) 0.042
©) 0.060 [ 0.786
@ 0.045 | 0622 | 0.542
® -0.087] 0.764 | 0.465 | 0.283
® 0.081 | 0.564 | 0.663 | 0.361 | 0.383
@ 0.308 [-0.154|-0.138| 0.156 |-0.331|-0.210
® -0.161] 0.035 | 0.052 {-0.004| 0.034 |-0.033|-0.59%
© -0.116] 0.247 | 0.260 | 0.243 | 0.203 | 0.163 |-0.557| 0.782
0) -0.203] 0.320 | 0.334 | 0.262 | 0.328 | 0.228 |-0.431] 0.434 | 0.539
) 0.358 | 0.005 | 0.059 | 0.015 |-0.091| 0.177 | 0.555 |-0.730|-0.633|-0.393
Note : W=COD, @=ESG, Q=E, ®=S, ©=G, ©=SIZE, @ZLEV, ®

=ROA, ©=CFO, W=GW, Q=LOSS ™, ™, and indicate
significance at p < 0.01, p < 0.05, and p < 0.10, respectively. The
variable definitions are described in equation (1).
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Table 4 Pooled OLS regression analysis for hypothesis test

Fo FuAA e Ao veukty FAm ] Ei1, 3 with shipping companies
Neede N5 7199 BelAR o] Erke dwgel
4.3 cheats A Variables Panel A | Panel B | Panel C | Panel D
—=ew ESG=ESG| ESG=E | ESG=S | ESG-G
Intercept 0.023 0.042 -0.006 -0.010
Table 3 T-test ESG(E,S,G)| 0006 | 0007 | 0001 | 0.003
Panel A Panel B SIZE -0.003 -0.004 -0.001 -0.001
DESG=0 | DESG-1| DE=0 DE=1 LEV 0.030 0.028 0.028 0.038
Mean of COD | 0.033 0.029 0.033 0.028 ROA 0.212™ 0.221™ 0.200™ 0.214™
difference 0.003 0.005 CFO 0.020 0.003 0.029 0.030
t-value 0.46 0.64 GW -0.016 -0.018 -0.010 -0.014
Panel C Panel D LOSS 0.0654"" 0.052"" 0.053"* 0.053"*
DS=0 DS=1 DG=0 DG=1 YD Included
Mean of COD | 0.032 0.030 0.034 0.028 F-value 1.77 1.78" 1.66" 1.69°
difference 0.002 0.005 Adj. K 0.207 0.209 0.183 0.189
t-value 0.33 0.74 Obs. 57
Note : COD=cost of debt, DESG=1 if ESG rating is higher than B, = * and " indicate significance at p < 0.01, p < 0.05, and p <

otherwise 0, DE=1 if E rating is higher than B, otherwise 0, DS=1
if S rating is higher than B, otherwise 0, DG=1 if G rating is
higher than B, otherwise 0.
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0.10, respectively. The variable definitions are described in equation
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Table 5 Pooled OLS regression analysis with non-shipping
companies
COD, = ,+ 3, ESG, + B,SIZE, + B, L EV, + 3,ROA,
+B,CFO, + B;GW, + 3,LOSS, + X YD+ XID+¢, A (1)
Variables Panel A | Panel B | Panel C | Panel D
ESG=ESG| ESG=E | ESG=S | ESG=G
Intercept 0.140™ 0.144™ 0.147 0.150""
ESG(E,S,G)| -0.005™ | -0.004™* | -0.003™* | -0.004***
SIZE -0.003" | -0.004"" | -0.004™ | -0.004""
LEV -0.030" | -0.029"" | -0.030"" | -0.031"*"
ROA -0.205"" | -0.205"" | -0.205™ | -0.202""
CFO 0.023 0.022 0.022 0.022
GW 0.002 0.001 0.002 0.001
LOSS 0.004 0.003 0.004 0.003
YD Included
1D Included
F-value 20.15" 19.88" 19.85" 20,07
Adj. R 0.078 0.077 0.077 0.077
Obs. 7,952

" indicate significance at p < 0.01. /D=Industry dummy variables.
Other variable definitions are described in equation (1).
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