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ABSTRACT

We investigate the impact of family firms on the cost of borrowing in East Asia. We find consistent
evidence that family firms pay significantly higher loan spreads than nonfamily firms. This effect
is stronger in environments with weaker investor protection. Furthermore, covenants help reduce
the cost of debt while collateral is embedded in relatively riskier borrowers. We also find that
small, highly leveraged borrowers pay higher loan spreads, while they are lower for firms with
more tangible assets and lower probability of default risk. Our results survive several robustness
checks related to family firm classification and endogeneity issues.
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l. INTRODUCTION

While extend literature has focused on the effects of family control on firms from the
perspective of shareholders (Dawson et al., 2018, Villalonga and Amit, 2006)3, the influence of
family control from the perspective of creditors is scarce (Murro and Peruzzi, 2019, Aslan and
Kumar, 2012), despite the fact that financial institutions provide the majority of external financing
in most economies across the world (Demirgiic-Kunt and Levine, 2004). This is even more
important in East Asia where banking plays an important role across Asia’s financial systems. It
is reported that bank financing covers by far the largest share of corporate financing in emerging
Asia, accounting for 123.6% of corporate financing (as a percentage of GDP) in the region in 2018.
Asia’s cross-border bank credit continues to soar from $849 billion in 2013 to $1,029 billion in

2018 (The Asian Economic Integration Report, 2019-2020).

Theories provide competing predictions on the relationship between family ownership and the
cost of debt. On the one hand, resource — based view which considers family as a source of
competitive advantage, argues that firm — creditor agency conflict is less severe in family firms.
Family firms with long-term survivorship and reputational concerns are less likely to strategically
default. Founding families with large block holdings and undiversified investments have a lower
preference for risky high-growth investments (Carney, 2005), which is in alignment with creditors’
interests (Anderson et al., 2012). In addition, family firms are able to nurture long — lasting
relationships with banks (Cucculelli et al., 2019, Ellul et al., 2007), which mitigates asymmetric

information issues. These lead to a lower cost of debt for family firms.

3 Along with empirical literature dealing with the impact of family on dividend policy (Briano-Turrent et al., 2020)
or corporate governance mechanisms such as board turnover (Gonzalez et al., 2019).
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On the other hand, cultural theory suggests that strong family values may generate
disadvantages for family firms in the borrower-creditor relationship. Family owners may prefer to
maximize their utility rather than firm value. The entrenchment effect from family management
may lead to higher opacity (Murro and Peruzzi, 2019), which increases information asymmetry
problems. Furthermore, a high ownership concentration in family firms may lead to increased
expropriation risk of minor shareholders. These are negatively perceived by creditors (Aslan and

Kumar, 2012). Hence, family firms may suffer a higher cost of debt relative to nonfamily firms.

Empirical studies show that the relationship between the cost of debt and family ownership
depends on various settings, at the country level and/or institutional level. Lin et al. (2011) who
study the cost of borrowing in 22 counties argue that excess control rights in family firms, which
facilitates moral hazard, will increase monitoring costs and credit risk. They find that family firms
suffer a higher cost of debt compared to nonfamily firms. Similarly, Gao et al. (2020) find that
Chinese listed family firms have higher bond-yield spread due to risk of expropriation and
financial reporting quality. Boubakri and Ghouma (2010) provide similar results in an international
context. In contrast, Anderson et al. (2003) find that family firms in S&P 500 are associated with
a lower cost of debt since family firms concerns about survival and reputation help reduce agency
conflicts with creditors. In line with Anderson et al. (2003), Swanpitak et al. (2020) find that family
firms in Thailand have a lower cost of debt compared to nonfamily firms, which is a result of
fostering and nurturing the strong and trustworthy relationships with creditors. It is argued that the

relationship between the cost of debt and family ownership may depend on the institutional setting.

East Asia is an important arena for considering the context for family business for several

reasons. First, family firms occupy the commanding heights of capitalism in East Asia, the world’s



most dynamic and emerging region. Over half of the largest business groups in many East Asian
countries are controlled by families; top 15 families control assets worth approximately 84% of
GDP in Hong Kong, with corresponding figures of 76% in Malaysia, 48% in Singapore and 47%
in the Philippines (The Economist 2015). In Korea, top 20 families control the huge conglomerates

or chaebols that account for 60% of the country’s stock market value.

Second, East Asia is a more family — oriented region than West, with a more active role of
family in business. Scholars have long-portrayed that East Asia is peculiar to Europe and North
America with extended family co-residence and “strong” family ties (Goode, 1963, Reher, 2004).
Carney and Gedajlovic (2002) show a compelling case that organizing principles in the Asian
region differ significantly from “orthodox Western practice”. In addition, the Asian business
landscape is also characterized by the informal nature of stakeholder relations, which is different

from Western business view.

Finally, the contextual environment in East Asia is unique for studying family firms. The
region is particularly revealing of a convergence — divergence ambiguity (Steier, 2009). Whilst
globalizing, it is still persisting in unique institutional contexts. While generally the formal
institutional environment in this region is weak and arm-length market driven factors are deficient,
countries within the region are at varying stages of institutional development, leading the role of
family in voiding the shortcomings of markets. In addition, while there are some similarities across
nations within the region, each country possesses its own unique history, culture, and socio-
political environment (Sharma and Chua, 2013). Especially, religions which shape cultural values

and influence individual behaviors, are diverse in this region (Dinh and Calabro, 2019).



Indeed, some specific features of family firms can be fostered stronger while others mitigated
depending on the institutional environment in which family firms operate. Studying family firms
in cross East Asian countries in the context of both formal and informal institutions contributes to
a better understanding of family firms in East Asia. In weak legal and institutional environments
where commitment mechanisms for avoiding moral hazard problems are less credible, we expect
that the family firms characteristics such as preference for private interest of control (Burkart et
al., 2003), incentives to expropriate minority shareholders (Djankov et al., 2008, Jensen and
Meckling, 1976, Claessens et al., 2002), and management entrenchment (Chen et al., 2014) may

be amplified.

Besides, given that religion in East Asia is very influential within society (Cohen and Varnum,
2016), we expect that the risk of opportunistic behaviors caused by family may be reduced due to
the influence of religiosity. Religiosity can directly enhance business ethics and constrain
opportunistic behaviors in business contracting and financial reporting (McGuire et al., 2012).
Chen et al. (2016) show that religious social norms represent a mechanism for reducing costly
agency conflicts, leading to a lower cost of debt. Motivated by Dinh and Calabro (2019), we take

into account religion in investigating the impact of family ownership on the cost of debt.

We focus on the impact of family involvement on the cost of debt in East Asia including South
Korea, Taiwan, Indonesia, Malaysia, Singapore, Philippines, Thailand, and Hong Kong®*. Our data
spans from 2000 to 2017 and covers more than 1,200 large bank loans. The main findings indicate

that family firms bear a higher cost of debt than nonfamily firms. The impact of family firms on

4 We acknowledge that Hong Kong is a special administrative region rather than a country, but to preserve the
continuity of the discussion we refer to it as a country (Carney and Child, 2013).



the external financing cost is stronger in weaker institutional environments. The covenants help
reduce the cost of debt while collateral is embedded in relatively riskier borrowers. We also find
that small, highly leveraged borrowers pay higher loan spreads, while they are lower for firms with

more tangible assets and lower probability of default risk.

Our paper contributes to family business and finance literature in different ways. First, we
enrich family business literature by adding new lens of Asian family firms to Western skew in our
current knowledge about these firms (Sharma and Chua, 2013). There has been a Western slant in
the current literature on family enterprises, observed that 73% of family business research focuses
on North American and European family enterprises (De Massis et al., 2012). Therefore, it is worth
to have more understanding contextual nuances on the Eastern region to contribute to new
knowledge about family firms around the world. This is important since family firms are not only
the dominant but also a long-lasting organizational form in East Asia, the world’s fastest — growing
area (Claessens et al., 2000, Carney and Child, 2013, The Economist 2015), but the number of
studies on ‘Asian’ family firms is still limited (De Massis et al., 2012, Sharma and Chua, 2013).
In addition, the contextual environment in East Asia is unique, revealing of a convergence —
divergence paradox (Steier, 2009). It is globalizing, whilst still persisting unique institutional
contexts. Therefore, studying family firms in East Asia contribute to the generality of knowledge

about family business around the world.

Second, we contribute to family firms literature by studying the impact of family firms from
the perspective of creditors in East Asia, given that Asian banks have been emerging lenders to
the region in recent years beside traditional lenders from the United Kingdom, the United States,

and the European Union (Nguyen et al., 2021). This is consistent with the efforts of East Asian



countries to promote intra — regional financial integration starting with the Chiang Mai Initiative
in 2000, the Asian Bond Markets Initiative in 2003, and culminating with the formation of the
ASEAN Economic Community in 2015. The share of Asian banks rose from 16% in 2007 to 25%

in 2018 (Nguyen et al., 2021).

Third, following the growing area of finance literature which suggests that culture plays an
important role in financial outcomes, and motivated by Dinh and Calabro (2019), we take into
account the context of diverse religions in East Asia due to the significant divergent and influence
of religion in this society (Cohen and VVarnum, 2016), e.g. Islam (Indonesia, Malaysia), Buddhism
(Thailand, Taiwan) and Christianity (Philippines). Indeed, religious orientation is a common
informal institution considered in credits markets (Chui et al., 2016). Dinh and Calabro (2019)
argue that studying family business in Asia should look further into the religious elements since
family firms have great incentives in pursuing socioemotional wealth (SEW) (Gémez-Mejia et al.,
2007, Jiang et al., 2015) and religion may serve as a key driver of SEW. Extending the
investigation of family firms with institutional contexts to countries with contrasting religions help
provide better understandings of family firms (Soleimanof et al., 2018). To the best of our
knowledge, this is the first cross-country study on family firms in East Asia that investigates the
effect of family ownership on the cost of debt in the context of joint effect of formal and informal

institutions.

The rest of the paper is structured as follows. Section 2 reviews the literature and proposes
hypotheses. Section 3 presents data and methodology. Section 4 discusses the results. Section 5

provides the conclusion.

1. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT



2.1 Low shareholders-creditors agency cost in family

From the point of view of the resource based framework, the unique features of family firms
align with the interest of creditors (Barney, 1991). When creditors perceive greater goal alignment
with shareholders, the cost of debt could be lower (Anderson et al., 2003). Family owners as block
holding and undiversified investors are less likely to pursue risky investments, reducing the risk
of asset substitution for creditors (Carney, 2005). In addition, with objectives of transgenerational
continuity, family reputation (Berrone et al., 2010) and social capital (Arregle et al., 2007), family
firms should comply more with debt commitments. Furthermore, considering a family firm as a
galaxy to pass to next generations, family members provide “patient capital” to firms (Bertrand
and Schoar, 2006), reducing the risk of default for creditors. Managers in family firms usually
affiliated with founding families are less likely to overinvest compared to managers with myopic
view of nonfamily firms. In addition, family firms can enjoy a lower cost of debt which benefits
from the long — lasting closer relationship with creditors (Cucculelli et al., 2019). The impact of
family involvement on business positively perceived by creditors could lead to a lower cost of debt

for family firms.

2.2 High shareholders — creditors agency cost in family

In contrast with a positive view of family involvement, the cultural theory suggests a higher
shareholder — creditor agency cost in family firms. This leads to a higher cost of debt for family
firms. Family firms have a preference for private interest of control (Burkart et al., 2003) and
capacity of expropriating minority shareholders and outside investors’ wealth (Djankov et al.,
2008, Jensen and Meckling, 1976, Claessens et al., 2002), particularly in countries with weak

investor protection (Ellul et al., 2007, Djankov et al., 2008, Lins et al., 2013). Anderson et al.



(2009) and Chen et al. (2014) find that family firms are more opaque than nonfamily firms. Family
language provides an ideal environment for informational asymmetry. The greater the asymmetry
of information, the more founding families can enhance their private wealth (Lang et al., 2004).
More opaque information prevents outside investors from investing and increases the cost of
external finance (Anderson et al., 2009, Ma et al., 2017, Myers and Majluf, 1984, Ferri and Murro,
2015). Furthermore, with private interest of control, family firms have more motivations for
entrenchment and nepotism (Friedman et al., 2003, Pérez-Gonzalez, 2006). Entrenchment theory
suggests a negative relationship between firm performance and founding family ownership
(Anderson et al., 2009, Claessens et al., 2002). In addition, the ownership concentration and
dominant position of controlling families provide incentives and capacity to expropriate minority
shareholders (Djankov et al., 2008, Jensen and Meckling, 1976), leading to poorer performance of
family firms. These are negatively perceived by creditors, causing a higher cost of external finance

for family firms (Ferri and Murro, 2015, Berger and Udell, 2006).

2.3 Hypothesis development

Firms exhibit different behaviors when operating in different social environments (Hilary and
Hui, 2009), and family firms are no exceptions. In addition, family firms’ behaviors are influenced
by multiple institutional logics (Aparicio et al., 2017). We argue that family firms need to seek the
fit between business activities and the different conflicting institutional logics such as the state —
or religions — based logics. On the one hand, with weak legal and institutional environments of
East Asia, we argue that creditors bear higher risk when lending to family firms. The likelihood of
minority shareholder wealth expropriation is high in a family firm due to weaker protection of

investor right (Claessens et al., 2002, Villalonga and Amit, 2006). Creditors may face corporate



credit risk caused by tunneling and manipulation by dominant shareholders in debt restructuring
process (John et al., 2003, Gilson, 2005, Jiang et al., 2010). In addition, the opacity caused by the
entrenchment effect from family management increases information asymmetry problems (Murro
and Peruzzi, 2019, Ma et al., 2017); as a result, creditors face more asymmetical information when
dealing with family firms (Anderson et al., 2009, Chen et al., 2008). These are negatively perceived
by creditors (Aslan and Kumar, 2012), and may lead to increased cost of debt for family firms

relative to nonfamily firms.

On the other hand, family firms are likely to produce less risk of opportunistic behaviors
derived from family management due to religious influence. Theoretically, the religiosity is likely
to positively associate with higher ethical standards and can play a key social role to constrain
opportunistic behaviors of managers (Weaver and Agle, 2002, McGuire et al., 2012, Grullon et
al., 2009). The higher ethical standards and strong self-discipline may mitigate the risk of engaging
in fraudulent activities that jeoperdize the wealth of the debt holders (McGuire et al., 2012). In
addition, many studies find a positive relationship between religiosity and risk aversion (Miller
and Hoffmann, 1995, Dehejia et al., 2007). Risk aversion and long-term survivorship of family
firms may reduce likelihood of investing in risky projects, which is aligned with creditors’ interest.

This reduces the agency costs between creditors and family firms.

However, while it is thoroughly agreed that the weak legal and institutional environments in
East Asia motivate family to be more active to take advantages of the shortcomings of the
institution frictions, the empirical evidence on reducing unethical behaves of firms due to religious
concerns is not clear (Van Buren 111 et al., 2020, Vitell, 2009). Soleimanof et al. (2018) illustrate

that family business assigns “different weights for different logics across different circumstances”

10



(p.10). We argue that family firms’ behaviors to fit the state — logic, formal institutions, are likely
to be convergent, meanwhile their behaviors to fit the religion — based seem being divergent. The
explanation is that while laws are equally effective to all firms and organizations, ethical norms
are more specific to the circumstance faced by their members (Sinclair, 1993) or depend on the
deductive analogy (Mansour et al., 2015). Therefore, we argue that in the multiple or even
conflicting logics, creditors with conservative perspectives are likely to skew the negative impacts
of family involvement which are fostered in weak investor protection institutions. We hypothesize

that:

Hypothesis 1: family firms suffer a higher cost of debt than nonfamily firms.

1. METHODOLOGY

In this section, we describe data collection, main variables, and model specification.

3.1 Data collection

First, we use ultimate beneficial ownership data from Carney and Child (2013). The data set
provides the ultimate ownership of the largest 1386 publicly — traded firms (in terms of capital
capitalization) in 9 East Asian countries including Japan, South Korea, Taiwan, HongKong,
Singapore, Malaysia, Indonesia, the Philippines, and Thailand.® We exclude all Japanese
corporations to avoid outlier effects as Japanese firms are distinctive from the rest of the firms in

East Asia.® Then, we exclude financial institutions to follow the current literature (Lin et al., 2011,

5> Carney and Child (2013) investigate the ultimate ownership of the largest 200 publicly-traded firms (in terms of
market capitalization) from each of the countries’ respective stock exchanges at the end of the calendar year 2008.

6 Having widely dispersed ownership structures, the separation of ownership and management is more important in
Japanese firms than in East Asian economies (Claessen et al., 2002). The largest shareholdings in Japanese firms are
widely held by financial institutions, which is very different from many economies in the region. More importantly,
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Maetal., 2017). The number of firms after excluded reduces to 919 firms. We obtain and calculate
additional information about these firms from Thomson Reuters DataStream Advance on firm

characteristics, such as firm size, profitability, tangibility, etc.

To track for the change in the type of ownership structure, we use M&As data from Bloomberg
for the period 2000 to 2017. Firm-year observations of those firms that are targets in M&ASs

transactions for which we cannot determine ultimate ownership after M&A.

We next check the Dealscan database for available loan contract information in the 8 countries
from 2000 to 2017. Dealscan provides deal-level data in each year, and various terms of the loans
at origination, such as the loan spread, the maturity of the loan, the size of the loan, and the purpose
of the loan. We use bank loans denominated in local currencies or either U.S. dollars, then convert

the local currencies into U.S. dollars based on the exchange rate provided by Dealscan.

Finally, we merge data on loan contracts from Dealscan with ultimate ownership data of firms
from Carney and Child (2013). We end up with 1,463 loan contracts during period from 2000 to

2017.

3.2 Variables

Loan spread

To gauge the cost of debt, we use the natural logarithm of loan spread’. Using natural logarithm

help mitigate the effect of skewness in the data, following prior literature (Lin et al., 2011, Chava

financial institutions and their affiliated firms often cooperate to influence the governance of corporations, which is
difficult to capture using formal ownership data.
" Detailed definitions for all the variables used in the paper are provided in Appendix 1.
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etal., 2009, Graham et al., 2008). Specifically, we use all-in-drawn spread measured in basis points
over the London Interbank Offered Rate (LIBOR). This is LIBOR equivalent on a loan plus

origination fees. Thus, it provides an all-inclusive measure of loan pricing at origination (Bharath

etal., 2011).
Family firm

Family firm is our main explanatory variable of interest. Chua et al. (1999) define a family
firm based on the involvement of family in ownership and governance and a vision of how the

firm benefits the family, with these benefits potentially passing to the next generations:

“[A family firm is] governed and/or managed with the intention to shape and
pursue the vision of the business held by a dominant coalition controlled by
members of the same family or a small number of families in a manner that is

potentially sustainable across generations of the family or families”

(Chuaetal., 1999, p. 25)

Using Chua et al. (1999) definition of a family firm, O'Boyle et al. (2012) found that many
scholars distinguish family firms from others based on the dimensions of ownership and

governance, management, succession, and employment.

We follow one of the most common approaches to distinguish a family firm from others based

on ownership (Claessens et al., 2000, Carney and Child, 2013, O'Boyle et al., 2012, Porta et al.,
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1999, Faccio and Lang, 2000). A firm is defined as a family firm if family members represent the

largest number of voting shareholders and hold at least 20 percent of ownership®.

Control variables

We control for a variety of factors that might affect loan pricing. These factors include

borrower characteristics, loan characteristics, and country-level factors.

Firm-specific characteristics: We control for borrower size, leverage, profitability, asset
tangibility, Q, and default risk. The current literature has shown that small firms face more
informational asymmetry on the credit markets due to their opacity. As a result, smaller firms
should suffer from higher loan spreads, other things equal (Ferri and Murro, 2015, Guiso and
Minetti, 2010, Petersen and Rajan, 1994). Hence, we control for Firm_size, measured as the natural
logarithm of total asset, following Petersen and Rajan (1994). Next, consistent with previous
studies, we expect that profitable and low-leverage firms have lower loan spreads because they
have lower probabilities of default (Lin et al., 2011, Murro and Peruzzi, 2019, Ferri and Murro,
2015, Chava et al., 2009). Thus, we include Profitability, measured by earnings before interest,
tax, depreciation and amortization (EBITDA) over total assets and Leverage, measured as total
debt divided by the sum of total debt and market value of equity. We control for Tangibility,
measured by property, plant and equipment (PPE) over total assets. Tangible assets are often used
as pledgeable assets as it has more value than intangible assets in financial distress (Almeida and
Campello, 2007, Murro and Peruzzi, 2019), helping creditors to have high recovery values in
default states. Consequently, creditors may offer lower spreads on loans for firms which have a

high level of tangible assets (Lin et al., 2011, Kim et al., 2011, Zou and Adams, 2008). Following

8 We use the cut-off value of 10 percent of ownership for robustness checks.
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Linetal. (2011), we control for the market-to-book ratio or Q, measured as total assets minus book
value of equity plus market value of equity divided by total assets, as a proxy for additional value
that is left to creditors in default states (Graham et al., 2008). Finally, we proxy of default risk with

the Altman Z-score (Altman, 2005) which is negatively associated with default risk®.

Loan-specific characteristics!®: Strahan (1999) finds that creditors often provide smaller,
secured by collateral, covenants, and short maturity loans to borrowers that exhibit larger
information asymmetry. We control for Loan_size, measured as natural logarithm of loan amount
since banks may achieve the economies of scale. If so, the loan size should have negative
relationship with the loan spreads. We control for loan maturity since the higher credit risk is
associated with longer maturities. We also use dummy variables to control for the purpose of loans
(working capital or general corporate purpose, refinancing, capital expenditures, acquisition,
commercial paper backup, and others). We use dummy variables to control for covenant and
collateral since these terms are often used in loan agreements to monitor borrowers and protect
creditors (Strahan, 1999). Finally, we use prior relationship dummy variable to control for the
relationship between firms and creditors as lending relationship helps reduce information

asymmetry through information gathered over time (Berger and Udell, 1995, Bharath et al., 2011).

Country-level factors: Existing literature shows that institutional environment should have an
impact on the shareholder — debtholder agency conflicts (Ellul et al., 2007, Claessens et al., 2000,
Durnev and Kim, 2005). Qian and Strahan (2007) argue that stronger creditor protection provide

greater bargaining power and ability to take control of firms and force repayment in case of

® Prior studies that use the Altman Z-score as a measure of default risk include Chava et al. (2009), Aslan and Kumar
(2012), and D’ Aurizio et al. (2015).

10 These variables are frequently used by prior empirical works on bank loan pricing Chava et al. (2009), Aslan and
Kurmar (2012), Graham et al. (2008) Hoffmann and Kleimeier (2019).
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default; in turn, creditors face less risk, and reduce the cost of debt. Among institutional
environment factors, we control for creditor rights as legal creditor protection is the most important
determinant of the quality of contracting environment between shareholder and creditor (Qian and
Strahan, 2007, Bae and Goyal, 2009, Godlewski, 2020). We also controlled for GDP per capita
which is a proxy of the economic development degree. Porta et al. (1998) show that laws and their

enforcement vary across country as a function of GDP per capita.

In addition, prior research has shown that firms’ behaviors are also influenced by religion -
based logics (Zhao and Lounsbury, 2016, Thornton et al., 2012). We take into account the diversity
of religions in the region. Therefore, we control for different religions including Buddhism,
Catholic and Islam by using dummy variables. Buddhism equals 1 if more than 50 percent of
population of a country follows Buddhism, otherwise 0!, Catholic equals 1 if more than 50 percent
of population of a country follows Catholic, otherwise 0. Islam equals 1 if more than 50 percent

of population of a country follows Islam, otherwise 0.

3.3 Model

We use ordinary least square regressions to investigate the effect of family firms on the cost of
debt. In model 1 (Egl), we exclude non pricing loan characteristics — namely, loan size, maturity,

loan purpose, secured, and covenant etc. — since they influence loan prices differently from other

11 Except for Taiwan which has a proportion of population following Buddhism and Taoism at 35.3% and Taoist
33.2%, respectively. Buddhism and Taoism share common value and beliefs with strong emphases on collectivism
and familial interests (Lee et al. 1994). Chang (2012) find that Buddhism and Taoism religions have significant
positive effects on strong family ties for all married individuals in Taiwan. Therefore, we consider people following
Buddhism and Taoism in Taiwan as one group.
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control variables (Aslan and Kumar, 2012). In Model 2 (Eq2), we include important non pricing

loan characteristics variables.

Loan_spread = f(Family_firm, Borrower characteristics, country - level factors) (Eql)

Loan_spread = f(Family_firm, Borrower characteristics, Loan characteristics,

Country — level factors) (Eq2)

In Eq. (1) and Eq. (2), the dependent variable is the natural logarithm of the loan spread. The
main explanatory variable of interest is family firm. Borrower variables are observed in the year
before loan signing (Francis et al., 2012). We control for country — level variables in all models.
We include annual year dummies and industry fixed effects in all regressions. Robust standard

errors are clustered at the firm level (Petersen, 2009).

IV. RESULTS

4.1 Descriptive and univariate results

Table 1 reports the number of firms which have bank loans versus firms which do not use bank
loans for the full sample and for each country. Among 919 non — financial firms from ownership
dataset of Carney and Child (2013), we report 28.9% of firms use bank financing, indicating that

firms may face financial constraints to access to bank financing®?.

[Insert Table 1 here]

12 However, it is worth noticing that Lozano and Yaman (2020) find that family firms seem to be financially less
constrained in Europe.
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Table 2 reports univariate results for firm characteristics between two groups (firms using bank
financing vs. firms not using bank financing) for all firms, and by firm status (family vs. nonfamily
firms). Compared to firms which do not use bank financing, firms which use bank financing are
larger and have more tangible assets with a statistically significant difference at the 1% level (Panel
A). Larger firms have less asymmetric information and more tangible assets which are usually
pledged as collateral (Almeida and Campello, 2007, Murro and Peruzzi, 2019). Hence, creditors
face less risk when dealing with these firms. In addition, firms with access to bank loans have
lower growth opportunity. Interestingly, there is no difference in Altman Z — score between the
two groups. Firms which use bank financing have a negligibly lower average ROA than firms
which do not use bank financing (10.76% vs. 11.19%). The former group has a higher leverage
ratio (29.99% vs. 20.77%). We report similar results for the univariate tests for firms with bank
loans versus firms that do not borrow from banks among family firms and among nonfamily firms
only in Panels B and C, respectively. Among family firms, firms with bank borrowings are larger
and have more tangibility. They also have a higher level of debt. The results are similar among
nonfamily firms. We report that among nonfamily firms, firms that use bank financing have even

better Altman Z — score.

[Insert Table 2 here]

Table 3 reports univariate results for firm characteristics between firms with bank loans versus
firms without bank loans for each country. Results show that banks consistently prefer firms which
are large and have more tangible assets across countries in our sample. Firms with bank loans have
higher leverage ratio across countries. In some countries, firms which do not use bank financing

have even better Altman Z — score than firms which use bank financing.
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[Insert Table 3 here]

We now turn to analyze the sample of all firms using bank financing, which is our main

interest.

Table 4 presents descriptive statistics and univariate results for firm characteristics at the time
bank loans are conducted for all borrowers, and by family versus nonfamily business borrowers.
Panel A reports that the borrowers are large and profitable (averages at $5.3 billion and 11%). The
mean of the leverage ratio is 32%. The firms in the sample have substantial tangible assets (mean
tangibility ratio of 46%). The mean of market-to-book assets ratio is 1.3. The average Altman Z-
score is about 5.32, suggesting that borrowers have relatively low default risk. Family firms are
significantly profitable, have more growth opportunities and have better Altman Z-score than
nonfamily firms. For example, family firms have a higher EBITDA to total assets (13% vs. 10%),
and higher market to book ratio (1.47 vs. 1.26). These differences between the two borrower
groups are statistically significant at the 1% level. Panel B reports the differences in firm
characteristics by family vs. nonfamily business borrowers in each country. The differences in firm

characteristics between two groups vary from country to country.

[Insert Table 4 here]

In our sample, more than 78% of loans are for nonfamily firms (Fig. 1). Fig. 2 shows that
family firms pay on average a spread of around 150 bps, while nonfamily firms pay around 100
bps. We remark that family firms pay a higher spread most of the time covered by the time span
of the sample. Family firms pay a higher loan spread in most of the countries of the sample (except

for Taiwan and South Korea).
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[Insert Figure 1 here]

[Insert Figure 2 here]

Fig. 3 shows non pricing loan terms by firm status. Compared to nonfamily firms, family firm
loans are much less secured (14% vs. 37%) and have much less covenants attached (11% vs. 32%).
The general corporate purpose is the most frequent loan purpose among family firms (37%), while
debt refinancing is the most frequent purpose among nonfamily firms (44%). Furthermore, 41%

of family firm loans are relationship loans while this percentage equals 62% for nonfamily firms.

[Insert Figure 3 here]

Table 5 shows mean, standard deviation and t-test for loan price. For all firms, the average loan
spread is about 117 points with a large standard deviation (Panel A). Compared to nonfamily firms,
the univariate results indicate that family firms pay a larger cost (156 pts vs. 106 pts) with a
statistically significant difference at the 1% level. Panel B reports descriptive statistics and
univariate results for key loan characteristics. The average loan size is about 199 million USD.
The average loan maturity is about 57 months with substantial variation. About 57% of loans are
relationship based. We notice that loans for family firms are larger (although the difference is not
statistically significant) with shorter maturity (although the difference is economically small). 41%
of loans among family firms’ loans are relationship based, while for nonfamily firms it is about
61%. We also remark that loans among family firms are less secured (15% vs. 37%) and have less

covenants (10% vs. 31%). These differences are significant at the 1% level.

[Insert Table 5 here]
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Appendix 2 presents the correlation matrix of the variables used in the models. Regarding the
correlations between the explanatory variables, there is no high correlation among them since there
is no correlation coefficient larger than 0.6. Therefore, it is unlikely that we have multicollinearity

problems across these variables.

4.2 Regression results

Our univariate tests in Table 5 provide preliminary evidence that the cost of debt of family
firms is significantly higher than for nonfamily firms. However, these univariate tests do not take
into account potentially significant differences in loan and borrower characteristics between the
family firms and nonfamily firms. We use multivariate tests to better understand how family firm

status affects the cost of debt.

Table 6 reports the main results. Column 1 reports that the coefficient of Family firm is
positive and statistically significant at 1 percent level, which indicates that family firms have a
higher cost of debt than nonfamily firms. Comparing the results with Model 2, we find that
controlling for other loan characteristics reduces only marginally the positive impact of family

control on loan prices (Column 2).

We also find that the effects of firm size and Altman’s Z-score on the loan price are negative
and significant. These results are in line with previous studies (Lin et al., 2011, Chava et al., 2009,
Hoffmann and Kleimeier, 2019). In addition, the effect of the tangibility on the loan spread is
negative and significant at conventional levels, which is consistent with other studies (Lin et al.,

2011, Francis et al., 2012). The market-to-book ratios are negatively related to loan prices and
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significantly after controlling for nonprice loan characteristics, implying that creditors value high

growth firms (Francis et al., 2012).

Turning to the effect of loan characteristics on the loan spread in Model 2 (Column 2), we find
that loans with covenants have lower loan spreads, suggesting that covenants help to reduce the
potential conflicts of interest between firms and creditors and protect creditors against potential
expropriation risks (Cremers et al., 2007). Secured loans have a higher loan price at the
conventional level, which is consistent with the theoretical prediction that banks will require higher
collateral when lending to relatively high-risk borrowers (Chava et al., 2009, Berger and Udell,
1990). We find that larger loan contracts have lower loan spreads, which is in line with Lin et al.
(2011). The loan maturity has no effect on loan spreads. Our results indicate that borrowers do not

gain benefits from lending relationship.

We also report the impact of country — level factors on the cost of debt in table 6 in both
models. The coefficients of Creditor_right are negative and significant at the level of 1%. The
results indicate that stronger creditor right protection helps to reduce the cost of debt since creditors
face less risk of opportunistic behaviors from lenders. We observe a divergent impact of religions
on the cost of debt. While the coefficients for Buddhism are negative, the coefficients for Islam are
positive. We can provide some explanations for these results following the hierarchical vs non-
hierarchical religious organization. For instance Islam creates vertical bonds of obligations in
society that do not encourage horizontal ties between people and may discourage trust (Putnam,
1993, Porta et al., 1996); while general trust is likely to be higher in non-hierarchical religions like

Buddhism that promote a sense of individualized responsibility (Bjgrnskov, 2007). In turn, higher
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trust reduce loan spreads when a country’s formal institutions are weak (Alvarez-Botas and

Gonzalez, 2021).

[Insert Table 6 here]

4.3 Robustness checks

So far we have documented that family firms have a higher cost of debt compared to nonfamily

firms. In this section we conduct a range of robustness checks of our results.

Alternative proxy for family firm variable

The prior empirical studies on family business have shown a variety of ways to define family
firms (Prencipe et al., 2014, O'Boyle et al., 2012, Herndndez-Linares et al., 2017). We
acknowledge that results may be different corresponding to family firm classification. To examine
whether our results are robust to the alternative proxy for a family firm, all firms in our sample are
reclassified at the threshold of 10 percent ownership. A firm is classified as a family firm if the
ultimate largest voting shareholder that holds equal or more than 10 percent of ownership is a
family. Then, we rerun all model specifications in our analysis. We report the results of these
regressions in Table 7. The results are strongly consistent. Our results so far firmly suggest that

family firms have a higher cost of debt irrespective of the family firm classification.

[Insert Table 7 here]

Endogeneity
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There may be a potential endogeneity problem in our study. Our study is safe from simultaneity
since loan spreads are likely to be determined by competitive forces in the market and by the
creditors; hence, it is not very likely that the loan spreads would affect corporate ownership and
control (Lin et al., 2011). However, our results may be biased due to the presence of omitted
variables that affect both loan spread and family firm status. To further address the endogeneity
issue, we apply a two-stage instrumental variable estimation. We follow Wooldridge (2010) for
models that have binary endogenous explanatory variable. In the first step, we estimate a binary
response model by maximum likelihood; in the second step, we use the obtained fitted probability
as an instrument. Wooldridge (2010) shows that this approach generates consistent coefficients, as

well as correct standard errors.

We use the trust level in family as an instrumental variable for family firm. A good
instrumental variable is expected to be correlated with family firm status, but unlikely to have
direct impact on loan spread. Banfield (1967) finds that there is a potential trade-off between the
trust among kinship networks and trust in society at large. He finds that “amoral familism” is one
of the main reasons that affect the structure of a firm. Similarly, Fukuyama (1995) find that in a
society where people are taught to trust only their family networks, they are also taught to distrust
people outside the family. Sundaramurthy (2008) show that the existence of family firms are not
purely based on economic optimization, but instead the outcome of trust. Therefore, we expect an
association between the trust level in family and family firm status. Furthermore, Alvarez-Botas
and Gonzélez (2021) find that trust in general has no direct impact on the cost of bank loans.

Therefore, we expect that trust level in family is less likely to have direct impact on loan spread.
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First, we run a probit model that includes the trust level in family and all explanatory variables
used in our main model to obtain fitted probability for family firm. Second, we run IV estimation
with instrumental variable which is fitted probability. Follow Alesina and Giuliano (2010), we
measure the trust in the family based on the following question in the World Value Survey: "Could
you tell me how much you trust your family?", where the answer could take the following values:
"Trust them completely” (5), "Trust them a little” (4), "Neither trust or distrust them" (3), "Do not

trust them very much” (2), and "Do not trust them at all" (1).

Table 8 reports results of probit model estimation, the first-stage and second-stage of IV 2SLS
regressions in columns 1, 2 and 3, respectively. Column 1 shows that the coefficient of
Trustinfamily is negative and significant at the 1% level. Family firms in our sample are large
publicly traded, while the high level of trust in family is considered as a competitive advantage for
family businesses in the early stages (Sundaramurthy, 2008). Our results are supported by Steier
(2001) who claims that “what was once a very resilient trust is replaced by an atmosphere of

fragile trust,” and unfortunately, this saga is a recurring theme in many family businesses.

Column 2 presents the results of first-stage regression of IV 2SLS estimation. We conduct two
tests that provide support for our choice of instrument and report the results in the bottom of
Column 2 in Table 8. We use the Durbin-Wu-Hausman (DWH) chi-squared test to test whether
family firm is endogenous. The null hypothesis is that family firm is exogenous with respect to
loan spread and the rejection of this hypothesis implies that family firm is indeed endogenous and
validates the IV approach. To test whether our instrument is relevant, we calculate the Cragg-
Donald statistic, which is 26.06 and is higher than the 11.04 critical value reported by Stock and

Yogo (2005). This implies that our instrument for family firm is not weak.
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Column 2 of Table 8 show the regression results from the second stage. The coefficient of
Family_firm is positive and statistically significant at the 1% level, suggesting that family firms

suffer a higher cost of debt than nonfamily firms, reinforcing our earlier findings.

[Insert Table 8 here]

Additional control variables

In our sample, family firms bear a higher cost of debt than nonfamily firms in most countries,
except for Taiwan and Korea. To test whether a higher cost of debt family firms pay is due to firm
status (family firm vs. nonfamily firm) or primary derived from weak creditor right protection, we
include an interaction term of Family_firm and Creditor_right in the model. If the higher cost of
debt is primary due to weak creditor rights’ protection, we expect an insignificant coefficient of
Family_firm and a negative and significant coefficient of the interaction term. Column 1 of Table
9 shows that the coefficient of Family firm is positive and significant at 1 percent level. The
coefficient of Family_firm is even larger than without including the interaction term. The results
indicate that family firms pay a higher cost of debt than nonfamily firms due to firm status. The
coefficient of interaction term is negative and significant at 1 percent level, suggesting that the

impact of family firms on the cost of debt is stronger in the weaker institutional environments.

Our results in Table 6 (Column 2) show that loans with covenants have lower loan spreads.
This implies there may be a trade-off between covenants and loan spread. In our sample, only 10%
of loans to family firms have covenants contrasting with 31% of loans to nonfamily firms. One
concern is whether the higher debt financing costs of family firms substitutes for covenants

requirement. To investigate the net effect of family firms on the cost of debt, we include the
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interaction term between family firm and a dummy equal to one if there is no covenants
requirement. If not having covenants requirement is the driving force of the higher cost of debt
family firms suffer, the coefficient of Family_firm would be insignificant and the coefficient of
the interaction term would be significantly positive, implying that family firms pay a higher loan
spread due the absence of covenants, not due to family firm status. Column 2 of Table 9 shows
that the coefficient of the interaction term is negative and significant at 1%, indicating that loans
signed by family firms without covenants even have a lower loan spread than with covenants. The
coefficient of Family_firm after including interaction term is larger. The results show that the
presence of covenants is not a trade-off of a higher cost for the flexibility that family firms may
intentionally choose. Hence, our results indicate that family firms face a higher cost of debt is

robust.

Our results in Table 6 (Column 2) also indicate that secured loans have higher loan spreads. In
our sample, family firms have less secured loans'® than nonfamily firm (15% versus 37%
respectively). To investigate whether the positive relationship between family firms and the cost
of debt may be driven by the presence of collateral, we include an interaction term between
Family_firm and Secured variables. If collateral is the driving force of the higher cost of debt for
family firms, the interaction term would be significantly positive. However, Column 3 shows that

the interaction term is insignificant, indicating that the impact of family ownership on loan spread

13 In investigating the impact of family firm status on the loan spread, we focus on the dynamic loan characteristics
that creditors and borrowers can bargain, such as covenants and secured, rather than loan purpose since loan purpose
is the primal factor on which borrowers stick and that creditors are unable to ask for change. We still, however, check
whether the positive relationship between family firms and the cost of debt may be driven by the loan purpose since
in our sample, family firms borrow most for the general corporate purpose (37%), while nonfamily firms borrow most
for debt refinancing purpose (44%). We include an interaction term between family firm and corporate purpose
dummy variables in the model. Our results show that the loan general corporate purpose has no impact on the
relationship between family firms and loan spread.
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is not moderated by collateral. The impact of family ownership status on the cost of debt is

confirmed.

Finally, since our timespan covers the financial crisis period, one can wonder if the effect of
family firms on the cost of debt might be overstated. Bernanke et al. (1996) find that adverse
shocks in financial markets may amplify the intrinsic cost of agency conflicts in the relationship
between borrowers and creditors, affecting some types of borrowers disproportionately. Prior
literature shows that family firms would move out of equilibrium in a way that magnifies either
the benefits or the costs of family control in the financial crisis (D'Aurizio et al., 2015, Lins et al.,
2013). Based on previous studies, we determine financial crisis period that is from 2008 to 2009
(Lins et al., 2013, Aldamen et al., 2020). To achieve the reliability of analysis, we add an
interaction term between family firm dummy and crisis dummy. Column 4 reports that the
coefficient of the interaction term is insignificant, suggesting that including external financial

shocks does not overstate the effect of family firm on the cost of debt.

[Insert Table 9 here]

V. CONCLUSION

Given the limited number of studies on family business in East Asia, we investigate the impact
of family firms on the cost of debt in East Asia during the period from 2000 to 2017.
Acknowledging that family firms are influenced by multiple factors, we consider the impact of
family firms on the cost of debt financing in the context of formal and informal institutions. We
find consistent evidence that family firms pay a significant higher cost of debt (loan spreads).

Family firms pay even higher cost of debt in weak institutional environments. We document that
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stronger creditor protection legal helps reduce the cost of debt, while religions have divergent
impact on the cost of debt. We further find that loan spreads are higher for firms with small size
and high leverage. On the other hand, we report that loan spreads are lower for firms with more
tangible assets and low default risk. Furthermore, covenants help reduce the cost of debt while
collateral is embedded in relatively riskier borrowers. Overall, our results highlight the impact of
family firms on the cost of debt. Our results survive several robustness checks related to

endogeneity and heteroskedasticity issues, and family firm classification.

We Dbelieve that our study enriches family business literature by adding “Asian” family firms
to Western slant in the current literature on family enterprises, contributing to the knowledge about

family firms around the world.

This study has some limitations that need to be acknowledged. East Asia is an ideal context
for our study; however, the number of firms which can be chased the ultimate ownership use bank
financing is not large, implicating that firms may turn to the alternative sources of financing. There
remains a need to collect more data to study the impact of family firms on the alternative debt
financing which would contribute to the generalizability of our findings. Moreover, family
businesses are not a homogenous group, and therefore, future research should identify different
types of family businesses. Finally, empirical examination of the relationship between the cost of

equity and family ownership in East Asia offers an exciting avenue for further research.
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Appendix 1: Definition of variables and sources

Variables Definition Source
Dependent variable
Loan_spread Natural logarithm of the loan spread. Loan spread is the all-in-drawn spread, Dealscan
defined as the amount the borrower pays in basis points over LIBOR or LIBOR
equivalent for the drawn portion of the loan facility
Borrower characteristics
Family firm Equals to 1 if the largest shareholder who holds at least 20% of ownership isa Carney (2013)
family or individual, O otherwise.
Firm_size Natural logarithm of total assets in thousands of $US. DataStream
Leverage Ratio of total debt (long-term plus short-term debt) to market value of a firm. DataStream
Market value of a firm is defined by market value of equity plus book value of
total debt.
Profitability Ratio of earnings before interest, tax, depreciation and amortization (EBITDA) DataStream
over total assets
Tangibility Ratio of net property, plant, and equipment (PPE) over to total assets DataStream
Q Q is defined by total assets minus book value of equity plus market value of equity DataStream
divided by total assets.
Altman_Zscore We apply the Z-score model developed by Altman (2005) for the emerging Author’s
market as follows: calculation
Altman_Zscore =6.56*X1 + 3.26*X2 + 6.72*X3 +1.05*X4+3.25
Where:
X1 = Working Capital/Total Assets;
X2 = Retained Earnings/Total Assets;
X3 = Earnings before Interest and Taxes/Total Assets;
X4 = hook value of equity/total liabilities.
Loan characteristics
Loan_size Natural logarithm of a loan facility amount, measured in millions of US dollars Dealscan
Loan_maturity Natural logarithm of the numbers of months from the intercept day to expired day Dealscan
of a loan facility
Loan_purp. Dummy variables for loan purposes, including corporate purpose/working capital Dealscan
purpose, refinancing purpose, acquisition purpose, capital expenditure purpose,
backup line purpose, and others
Secured Equals to 1 if a loan is secured, 0 otherwise Dealscan
Covenant Equals to 1 if a loan contract contains financial covenants, 0 otherwise Dealscan
Prior_rel Equals to 1 if a firm has the past loan signed with the same creditor within 5 years,

and 0 otherwise

Country level variable

Creditor rights

An index aggregating creditor rights, following Porta et al. (1998). A score of one
is assigned when each of the following rights of secured lenders is defined in laws
and regulations: First, there are restrictions, such as creditor consent or minimum
dividends, for a debtor to file for reorganization. Second, secured creditors are able
to seize their collateral after the reorganization petition is approved, i.e. there is no
"automatic stay" or "asset freeze." Third, secured creditors are paid first out of the
proceeds of liquidating a bankrupt firm, as opposed to other creditors such as
government or workers. Finally, if management does not retain administration of

Djankov et al.
(2007)
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its property pending the resolution of the reorganization. The index ranges from
0 (weak creditor rights) to 4 (strong creditor rights)*.

GDPpercapita Gross domestic product per capita World bank
Buddhism Equals to 1 if more than 50 percent of population of a country follows Buddhism; Central
otherwise 0%, Intelligence
Agency
Catholic Equals to 1 if more than 50 percent of population of a country follows Catholicism;  Central
otherwise 0. Intelligence
Agency
Islam Equals to 1 if more than 50 percent of population of a country follows Islam; Central
otherwise 0. Intelligence
Agency
Trustinfamily Trust level in family is the average score of all individual respondents in each WVS

country for the question:

"Could you tell me how much you trust your family?"
"Trust them completely" — 5 scores;

"Trust them a little" — 4 scores;

"Neither trust or distrust them" — 3 scores;
"Do not trust them very much" — 2 scores;
"Do not trust them at all" — 1 score.

akrwdPE

14 The La Porta et al. (1996) measure of creditor rights is available for a single cross section of countries (year 1995).
The Djankov et al. (2007) and the La Porta et al. (1996) measures are highly correlated. However, Djankov et al.
(2007) improves on the La Porta et al.(1996) measure by providing a time series of this variable.
15 Except for Taiwan which has proportion of population follow Buddhism and Taoism are 35.3% and Taoist 33.2%,
respectively. Buddhism and Taoism share common value and beliefs with strong emphases on collectivism and
familial interests (Lee et al. 1994). Chang (2012) find that Buddhism and Taoism religions have significantly positive
related. Therefore, we consider people follow Buddhism and Taoism in Taiwan as one group.
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Appendix 2: Correlation matrix

Loan_spr

Loan_maturi

ead Loan_size ty Secured Covernant Prior_rel Firm_size Leverage Profitability Q
Loan_spread 1.000
Loan_size -0.086** 1.000
Loan_maturity -0.087** 0.015 1.000
Secured -0.001 0.050 0.171%** 1.000
Covernant -0.090**  0.017 0.029 0.115%** 1.000
Prior_rel -0.116***  0.019 0.045 0.116%** 0.226*** 1.000
Firm_size -0.083**  0.450*** -0.076** -0.108*** -0.052 0.081** 1.000
Leverage 0.083** -0.125%=** 0.097*** 0.027 -0.099*** 0.161*** 0.112%** 1.000
Profitability 0.004 0.119*** -0.024 -0.086** -0.023 -0.066* -0.084** -0.368*** 1.000
Q 0.006 0.059* -0.061* -0.084** -0.025 -0.126*** -0.173*** -0.503*** 0.464%** 1.000
Tangibility -0.087**  0.046 0.188*** 0.052 -0.165*** 0.022 0.151*** 0.375%** 0.085** -0.109***
Altman_Zscore -0.032 -0.023 0.027 -0.092** 0.065* -0.081** -0.254*** -0.533*** 0.502%** 0.396%**
Creditor_right -0.010 0.107*** -0.092%*** -0.208*** -0.242%** -0.239*** 0.237*** 0.017 -0.035 -0.081**
GDPpercapita -0.163***  0.103*** -0.072* -0.025 0.114*** 0.075** 0.187*** -0.027 -0.193*** -0.185***
Buddhism -0.352***  -0.075** 0.075** 0.300*** 0.359*** 0.310*** -0.231*** -0.054 -0.176*** -0.065*
Catholic 0.209***  -0.001 0.006 -0.109*** -0.074** -0.016 0.009 0.031 0.068* 0.018
Islam 0.287***  0.018 -0.031 -0.055* -0.111%** -0.191*** -0.164*** -0.096*** 0.255%** 0.308***
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Appendix 2 (Cont.): Correlation matrix

Tangibility
EM_score
Creditor_right
GDPpercapita
Buddhism
Catholic

Islam

Tangibility
1.000
-0.359***
0.039
-0.184*=**
-0.168***
0.055*

0.060*

Altman_Zscore

1.000
-0.040
-0.025
0.002
0.027

0.164***

Creditor_right

1.000
0.584%%
-0.473%%x
-0.472%%%

-0.020

GDPpercapita

1.000
0.209***
-0.451***

-0.480***

Buddhism

1.000

-0.315%**

-0.371***

Catholic

1.000

-0.067*

Islam

1.000
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Table 1: Firms which use bank financing by country

Firms use Firms do not use

Total firms bank financing bank financing
919 266 653
(100%) (28.9%) (72.1%)

HKG 106 23 83

IDN 100 26 74

KOR 146 55 91

MYS 125 29 96

PHL 73 16 57

SGP 106 25 81

THA 118 27 91

TWN 145 65 80
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Table 2:

This table reports univariate results of firm characteristics between firms which use bank
financing vs. firms which do not use bank financing for all firms, and by firm status (family firms
vs. nonfamily firms)

Firms use Firms do not use

bank financing  bank financing T-test
Panel A: All firms
Firm_size 1451 12.79 (-74.89)***
Leverage 29.98 20.75 (-37.88)***
Profitability 10.75 11.22 (3.88)***
Q 1.36 1.51 (11.66)***
Tangibility 42.07 36.02 (-19.48)***
Altman_Zscore 5.39 6.19 -1.8
Panel B: Family firms
Firm_size 14.5 12.59 (-45.58)***
Leverage 32.06 22.93 (-19.41)***
Profitability 10.99 10.26 (-3.33)***
Q 1.39 1.4 -0.46
Tangibility 44.49 38.22 (-10.76)***
Altman_Zscore 4.93 4.9 (-0.03)
Panel C: Nonfamily firms
Firm_size 14.51 12.96 (-50.80)***
Leverage 29.01 18.87 (-32.94)***
Profitability 10.54 12.19 (10.44)%>x
Q 1.34 1.6 (16.57)***
Tangibility 41.15 34.32 (-16.92)***
Altman_Zscore 5.56 7.07 (3.45)***
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Table 3:

This table reports univariate results of firm characteristic between two groups: firms use bank financing vs. firms that do use bank financing by country

Firms do Firms do Firms do Firms do

Firmsuse notuse Firms not use Firms not use Firms not use

bank bank use bank  bank use bank  bank use bank  bank

financing  financing  T-test financing financing  T-test financing  financing  T-test financing  financing  T-test

HKG PHL KOR THA
Firm_size 15.05 13.06 (-22.14)*** 14.23 11.64 (-24.51)*** 15.63 13.87 (-35.68)*** 13.99 12.41 (-17.09)***
Leverage 27.65 20.3 (-9.39)*** 36.06 21.96 (-11.97)*** 36.85 22.18 (-25.37)*** 28.55 23.66 (-4.52)***
Profitability 9.37 6.07 (-8.90)*** 12.52 9.24 (-6.24)*** 9.87 11.18 (5.52)*** 15.29 13.27 (-3.93)***
Q 1.39 1.16 (-7.59)*** 1.58 1.46 (-1.80) 1.08 1.51 (15.34)*** 1.7 1.56 (-3.07)**
Tangibility 37.41 28.99 (-8.42)**=* 43.94 385 (-3.69)*** 44.63 35.07 (-16.04)*** 445 40.53 (-3.10)**
Altman_Zscore 6.32 9.99 (4.10)*** 3.77 -0.9 (-0.40) 4.48 6.51 (14.59)*** 6.08 8.75 -1.88

IDN SGP MYS TWN
Firm_size 13.75 12.35 (-23.40)*** 13.93 12.44 (-21.98)*** 14.1 12.98 (-16.57)*** 14.26 13.32 (-21.93)***
Leverage 30.24 24.19 (-6.40)*** 23.12 19.31 (-5.64)*** 31.27 19.59 (-14.05)*** 27.55 11.36 (-31.19)***
Profitability 14.12 13.77 (-0.73) 10.65 9.1 (-3.89)*** 9.47 12.26 (6.24)*** 10.07 15.02 (22.41)***
Q 1.75 1.64 (-2.51)* 1.58 1.45 (-3.04)** 1.27 1.48 (3.91)*** 13 1.96 (27.69)***
Tangibility 48.1 40.2 (-7.83)*** 39.02 33.44 (-5.02)*** 47.8 39.6 (-6.38)*** 39.55 27.22 (-16.97)***
Altman_Zscore 4,55 -0.39 (-0.60) 5.73 1.69 (-0.64) 6.11 9.01 (6.15)*** 5.96 9.07 (25.94)***
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Table 4:

This table reports descriptive and univariate results for firm characteristics by family firms vs. nonfamily firms for full sample and for each country

Panel A: Full sample

Full sample Family firms Nonfamily firms
Mean SD Max Min Mean SD Mean SD T-test
Firm_size 14.77 1.26 18.47 7.66 14.89 1.44 14.73 1.21 (-1.88)
Leverage 3241 17.74 83.23 0 31.77 17.71 32.58 17.75 -0.68
Profitability 11.06 8.37 68.14 -38.62 13.22 7.87 10.5 8.4 (-4.88)***
Q 1.3 0.78 11.98 0.43 1.47 0.95 1.26 0.73 (-4.02)***
Tangibility 0.46 0.22 0.98 0.01 0.47 0.19 0.45 0.22 (-1.22)
Altman_Zscore 5.32 221 17.41 -8.14 5.69 2.41 5.22 2.15 (-3.18)**
Total_assets 5.34E+09 8.39E+09 1.05E+10 2.12E+06 7.56E+09 1.37E+09 4.76E+09 6.18E+09 (-5.09)***
Panel B: By country
Family Nonfamily Family Nonfamily Family Nonfamily Family  Nonfamily
firm firm T-test firm firm T-test firm firm T-test firm firm T-test
HKG KOR PHL THA
Firm_size 15.11 15 (-0.78) 15.98 15.4 (-8.67)*** 13.95 15.21 (5.34)*** 13.45 14.26 (8.68)***
Leverage 23.83 30.13 (4.87)*** 34.88 38.09 (3.89)*** 36.32 34.38 (-1.08) 26.99 30.19 (2.19)*
Profitability 11.32 8.12 (-7.58)*** 11.13 9.02 (-7.06)*** 11.68 16.36 (4.05)*** 14.13 15.12 -1.34
Q 1.49 1.33 (-2.62)** 1.09 1.06 (-2.08)* 1.62 1.39 (-2.19)* 1.79 1.58 (-2.55)*
Tangibility 35.57 38.62 -1.77 40.85 47.7 (6.59)*** 41.87 53.48 (4.51)*** 54.39 39.11 (-5.40)***
Altman_Zscore 8.35 5.05 (-11.62)*** 4.59 441 (-2.43)* 3.14 5.23 (2.51)* 5.84 6.07 -1.17
IDN MYS SGP TWN
Firm_size 13.53 13.9 (5.87)*** 14.08 14.18 -0.68 12.82 14.48 (13.00)*** 14.32 14.26 (-0.56)
Leverage 33.74 26.3 (-6.15)*** 30.76 30.97 -0.15 30.14 19.46 (-8.84)*** 31.07 27.37 (-2.50)*
Profitability 10.76 17.35 (9.60)*** 10.8 8.74 (-4.84)*** 9.82 10.7 -1.11 7.98 10.17 (4.10)***
Q 1.61 1.83 (3.30)** 1.37 1.21 (-4.17)*** 1.29 1.7 (6.40)*** 1.35 13 (-1.36)
Tangibility 50.52 4491 (-3.10)** 47.24 48.69 -0.6 49.37 34.17 (-7.45)*** 45.32 39.24 (-3.13)**
Altman_Zscore 2.51 6.1 (5.89)*** 7.06 5.38 (-7.32)*** 6.25 5.28 (-5.09)*** 5.37 5.99 (3.44)***
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Table 5: Descriptive statistics for loan characteristics by firm status

Full sample Family firms Nonfamily firms
Mean SD Max Min Mean SD Mean SD T-test
Panel A: Loan price
All_in_drawn 117.20  88.30 700.00 2.00 156.99  114.83  106.20  75.88 (-9.33)***
Loan_spread 4.54 0.66 6.55 0.69 4.79 0.77 4.47 0.60 (-7.63)***

Panel B: Loan characteristics

Facility amount ~ 1.99e+08 3.86e+08 6.00e+09  0.00 1.74e+08 4.01e+08 2.06e+08 3.82e+08 -1.31

Maturity (months) 57.60  29.44  240.00 1.00 5431 3077 5850  29.01  (2.23)*
Loan_size 1843 114 22.52 1330 1834  1.08 1845  1.16 -1.51
Loan_maturity 3,92 0.55 5.48 0.00 3.84 0.60 3.95 0.54 (3.17)**
Secured 0.32 0.47 1.00 0.00 0.15 0.35 0.37 0.48 (7.66)%**
Covernant 0.27 0.44 1.00 0.00 0.10 0.30 0.31 0.46 (7.71)%**
Prior_rel 0.57 0.49 1.00 0.00 0.41 0.49 0.62 0.49 (6.64)***
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Table 6:

This table reports results of ordinary least square (OLS) regressions. The dependent variable is natural logarithm
of all in drawn spread. A family firm is defined as a firm in which the largest shareholder who holds at least 20%
of ownership is a family or individual. Variables are described in Appendix 1. Dummy variables for loan purpose,
industry fixed effect and year fixed effect are included in the models but not reported. Numbers in the parentheses
are standard errors clustered at the firm level. ***, ** * denote statistical significance at the 1%, 5%, and 10%
levels, respectively.

Model 1 Model 2
1) @)
Family_firm 0.125%** 0.109**
(0.042) (0.042)
Firm_size -0.117*** -0.093***
(0.014) (0.016)
Leverage 0.004*** 0.003***
(0.001) (0.001)
Profitability 0.004 0.006**
(0.003) (0.003)
Q -0.036 -0.050**
(0.024) (0.023)
Tangibility -0.279%** -0.260**
(0.102) (0.105)
Altman_Zscore -0.019* -0.020**
(0.010) (0.010)
Loan_size -0.045***
(0.016)
Loan_maturity 0.024
(0.030)
Covenant -0.224***
(0.038)
Secured 0.090***
(0.033)
Prior_rel -0.050
(0.036)
Creditor_right -0.537*** -0.514%**
(0.107) (0.109)
GDPpercapita 0.000*** 0.000***
(0.000) (0.000)
Buddhism -1.034%** -0.976***
(0.120) (0.124)
Catholic -0.279 -0.220
(0.212) (0.221)
Islam 0.399*** 0.358***
(0.117) (0.120)
Intercept 7.863*** 9.017***
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(0.508)

(0.350)
Loan purpose control No Yes
Industry fixed effect Yes Yes
Year fixed effect Yes Yes
Obs. 1278 1252
Adj.R2 0.430 0.460
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Table 7:

This table reports results of ordinary least square (OLS) regressions. The dependent variable is natural
logarithm of all in drawn spread. A family firm is defined as a firm in which the largest shareholder who
holds at least 10% of ownership is a family or individual. Variables are described in Appendix 1. Dummy
variables for loan purpose, industry fixed effect and year fixed effect are included in the models but not
reported. Numbers in the parentheses are standard errors clustered at the firm level. ***, ** * denote
statistical significance at the 1%, 5%, and 10% levels, respectively.

Model 1 Model 2
() 3]
Family_firm 0.131%** 0.123***
(0.037) (0.037)
Firm_size -0.145%** -0.126***
(0.015) (0.018)
Leverage 0.002** 0.002*
(0.001) (0.001)
Profitability 0.004 0.005*
(0.003) (0.003)
Q -0.052** -0.071***
(0.024) (0.024)
Tangibility -0.119 -0.067
(0.104) (0.108)
Altman_Zscore -0.012 -0.010
(0.009) (0.010)
Loan_size -0.030*
(0.017)
Loan_maturity 0.029
(0.032)
Covenant -0.231***
(0.038)
Secured 0.084**
(0.033)
Prior_rel -0.062
(0.039)
Creditor_right -0.524%** -0.479***
(0.112) (0.112)
GDPpercapita 0.000*** 0.000**
(0.000) (0.000)
Buddhism -1.069*** -0.977***
(0.117) (0.116)
Catholic -0.553*** -0.454**
(0.185) (0.189)
Islam -0.156 -0.316**
(0.147) (0.146)
Intercept 8.044*** 8.644***
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(0.406)

(0.380)
Loan purpose control No Yes
Industry fixed effect Yes Yes
Year fixed effect Yes Yes
Obs. 1220 1196
Adj.R2 0.420 0.450
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Table 8:

This table reports results of probit model in Column 1, and instrumental variable two-stage least square
(IV 2SLS) in columns 2 and 3. We investigate the impact of family firms on the cost of debt for a sample
of over 1,200 syndicated loans from eight East Asian countries during the period from 2000 to 2017. The
cut-off level of ownership is 20%. A family firm is defined as a firm in which the largest shareholder who
holds at least 20% of ownership is a family or individual. The dependent variable is natural logarithm of
all in drawn spread. Fitted_Pro_FF is the fitted probability of a family firm from probit model. Dummy
variables for loan purpose, industry fixed effect and year fixed effect are included in the models but not
reported. Numbers in the parentheses are standard errors clustered at the firm level. *** ** * denote
statistical significance at the 1%, 5%, and 10% levels, respectively.

Probit Model First — stage IV Second - stage 1V
Dependent variable: Dependent variable: Dependent variable:
Family firm Family firm Loan_spread
@) ) 3)
Family_firm 0.764***
(0.287)
Trustinfamily -17.808***
(6.189)
Fitted Pro_FF 0.910***
0.178
Firm_size 0.080* 0.002 -0.103***
(0.048) (0.012) (0.017)
Leverage 0.001 0.000 0.003**
(0.004) (0.001) (0.001)
Profitability -0.008 -0.000 0.006**
(0.008) (0.002) (0.003)
Q 0.044 0.002 -0.063**
(0.070) (0.018) (0.027)
Tangibility -0.533* -0.015 -0.161
(0.283) (-0.65) (0.119)
Altman_Zscore 0.054 0.002 -0.025**
(0.033) (0.005) (0.010)
Loan_size -0.035 .001 -0.038**
(0.049) (0.010) (0.017)
Loan_maturity 0.000 -0.000 0.025
(0.082) (-0.021) (0.033)
Secured -0.492*** -0.001 -0.174***
(0.122) (-0.022) (0.043)
Covenant -0.447*** -0.009 0.137%**
(0.148) (0.030) (0.038)
Prior_rel 0.005 0.0001 -0.044
(0.107) (0.026) (0.040)
Creditor_right 0.059 -0.019 -0.516***
(0.248) (0.074) (0.112)
GDPpercapita -0.000*** 0.000 0.000***

46



(0.000) (0.000) (0.000)
Buddhism -0.546* -0.036 -0.877***
(0.281) (0.086) (0.140)
Catholic 0.435 -0.032 -0.294
(0.477) (0.150) (0.237)
Islam -0.067 0.009 0.216
(0.380) (0.092) (0.135)
Intercept 14.197%** 0.021 7.837%**
(5.444) (0.284) (0.437)
Loan purpose
control Yes Yes Yes
Industry fixed effect Yes Yes Yes
Year fixed effect Yes Yes Yes
Obs. 1250 1250 1250
Adj.R2 0.240 0.340
Durbin-Wu-
Hausman
(DWH)(p_value) 0.014
Cragg-Donald 26.06
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Table 9:

This table reports results of ordinary least square (OLS) regressions. The dependent variable is natural
logarithm of all in drawn spread. A family firm is defined as a firm in which the largest shareholder who
holds at least 20% of ownership is a family or individual. Variables are described in Appendix 1. Dummy
variables for loan purpose, industry fixed effect and year fixed effect are included in the models but not
reported. Numbers in the parentheses are standard errors clustered at the firm level. ***, ** * denote
statistical significance at the 1%, 5%, and 10% levels, respectively.

() 2 @) (4)
Family_Own 0.478*** 0.387*** 0.100** 0.101**
(0.137) (0.094) (0.046) (0.046)
FF_Creditorright -0.149***
(0.055)
FF_nocovenant -0.321***
(0.101)
FF_secured 0.059
(0.109)
FF_crisis 0.046
(0.120)
Firm_size -0.093*** -0.094*** -0.093*** -0.093***
(0.016) (0.016) (0.016) (0.016)
Leverage 0.003*** 0.003*** 0.003*** 0.003***
(0.001) (0.001) (0.001) (0.001)
Profitability 0.006** 0.006** 0.006** 0.006**
(0.003) (0.003) (0.003) (0.003)
Q -0.053** -0.055** -0.050** -0.050**
(0.023) (0.023) (0.023) (0.023)
Tangibility -0.248** -0.286*** -0.256** -0.260**
(0.105) (0.105) (0.106) (0.105)
Altman_Zscore -0.020* -0.021** -0.020** -0.020**
(0.010) (0.010) (0.010) (0.010)
Loan_size -0.041** -0.044*** -0.045*** -0.045***
(0.016) (0.016) (0.016) (0.016)
Loan_maturity 0.026 0.023 0.025 0.024
(0.030) (0.030) (0.030) (0.030)
Covenant -0.223*** -0.223*** -0.223***
(0.037) (0.038) (0.038)
Nocovenant 0.266***
(0.039)
Secured 0.097*** 0.095*** 0.084** 0.089***
(0.033) (0.033) (0.034) (0.033)
Prior_rel -0.046 -0.049 -0.049 -0.050
(0.036) (0.036) (0.036) (0.036)
Creditor_right -0.474%** -0.507*** -0.517*** -0.513***
(0.112) (0.108) (0.110) (0.110)
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GDPpercapita 0.000*** 0.000*** 0.000*** 0.000***
0.000 0.000 0.000 0.000
Buddhism -0.980*** -0.966*** -0.981*** -0.974***
(0.124) (0.123) (0.125) (0.124)
Catholic -0.293 -0.238 -0.224 -0.215
(0.219) (0.218) (0.221) (0.221)
Islam 0.322*** 0.357*** 0.353*** 0.360***
(0.119) (0.120) (0.120) (0.120)
Crisis 0.118
(0.097)
Intercept 8.819*** 8.324*** 9.026*** 9.019***
(0.515) (0.521) (0.508) (0.508)
Obs. 1252 1252 1252 1252
Adj.R2 0.470 0.470 0.460 0.460
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