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<Table 1> Variable Definition

This table defines various variables used in

this research

Variables Variable Definitions
Applied = 1 if a firm applied for credit, 0 otherwise
Dependent = 1 if a firm applied for credit and it was
R Approved .
variable approved, 0 otherwise
Loan Rate %, Interest rate on the latest loan
Number of banks Number of bank relationships at firm level
Relationship Main bank’s debt share  Firm’s debt share with the main bank
Lending o . in years, Length of relationship between a firm
Relationship duration . .
and its main bank
InSale In(Sales)
Tangible asset Tangible asset/Total assets
Leverage Total liabilities/Total assets
InFage In(Firm age in years)
Sales growth (Sales, —Sales, | )/Sales, _,
Firm o ROA Net income/Total assets
Characteristics
Cash Cash and cash equivalents/Total assets
R&D R&D expenditure/Sales
. = 1 if a firm's credit rating is BBB— or higher,
Low Risk .
0 otherwise
E— — - e Bt
High Risk 1if a .flrms credit rating is B+ or below, 0
otherwise
Y30 = 1 if CEO is under 30s, 0 otherwise
CEO . Y60 = 1 if CEO is over 60s, 0 otherwise
Characteristics
Female = 1 if CEO is female, 0 otherwise
HHI Herfindahl—Hirschman Index, The concentration

of bank branches in the province

Credit Market =
Characteristics ~ MSA

1 if a firm is located in metropolitan area of
Seoul, Incheon, and Gyeonggi Province, 0
otherwise

InGDP In(gross regional domestic product)

Credit Loan =

1 if a loan is unsecured, 0 otherwise

Loan
Characteristics  Policy Fund Loan

1 if a loan is government loan program for
business, 0 otherwise
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&5 A2 (Credit Approval Equation)
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<Table 2> the number of sample firms

Needed for a loan Applied for a loan
(N=3615) (N=3,143)

Discouraged Applied Approved Denied

472 3,143 2,840 303
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<Table 3> Descriptive statistics for discouraged, applied, approved, and denied Firms

Data consist of 3,615 firms that responded they need for additional loan in the 2016 and
2017 Survey of Korea Small Business Finance. We use Wilcoxon rank sum test which is
a nonparametric approach to test mean difference between two sample groups. All variables
are defined in <Table 1>. #, *x =** indicate statistical significance at the 10%, 5%, and
1% levels, respectively.

Discouraged Applied Denied Applied

(N=472) (N=3,143) (N=303) (N=2,840) Wilcoxon 2

(1 (2) (3) (4) M-2) -4
Relationship Lending
Number of banks 1.584 2.090 2.490 2.049 —8.210™ 5.506"
Main bank’s debt share 0.795 0.763 0.717 0.767 3.182""  —3.347™
Relationship duration 9.380 10.147 8.609 10.311  —1.754"  —4.087"™
Firm Characteristics
InSale 7.276 8.334 7.981 8.372 —12.625"" —3.594""
Tangible asset 0.347 0.367 0.352 0.369  —1.538 —1.288
Leverage 0.683 0.627 0.696 0.620 3.235™ 4.956""
InFage 2.254 2.370 2.271 2.380 —2.871"" -1.813
Sales growth -0.168  —0.021 0.014  —0.024 —3.354 1.117
ROA 0.041 0.039 0.029 0.040  —0.556 —1.259
Cash 0.070 0.073 0.040 0.077 —1.796"  —6.331""
R&D 0.003 0.008 0.005 0.009 —5.725 —-2.703
Low Risk 0.059 0.206 0.043 0.224 —7.641"" —7.399"
High Risk 0.443 0.336 0.512 0.317 4.536™ 6.805"
CEO Characteristics
Y30 0.051 0.050 0.066 0.048 0.083 1.349
Y60 0.288 0.286 0.218 0.294 0.080 —2.776™
Female 0.172 0.121 0.155 0.118 3.0577 1.9017
Credit Market Characteristics
HHI 0.199 0.187 0.190 0.187 1.883"  —0.049
MSA 0.517 0.517 0.601 0.508  —0.003 3.064
InGDP 10.292 10.300 10.325 10.297  —0.472 1.564

o9l <Table 4>+ AE ESW/AL RS Yehlth EAEELS
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<Table 4> Sample distribution of loan approval and denial by industry

This table shows sample distribution of loan approval and denial by industry. Data consist
of 3,615 firms that responded they need for additional loan in the 2016 and 2017 Survey
of Korea Small Business Finance.

(Unit: EA., %) Discouraged  Applied Denied  Approved Rejection

rate(%)

(1) (2) (3) (4) (3)/(2)
Manufacturing 246 1,797 154 1,643 8.6
Construction 41 183 23 160 12.6
Wholesale/Retail 35 212 20 192 9.4
Transportation 23 146 22 124 15.1
Accommodation/Food 10 100 9 91 9.0
Information/Communication 32 193 15 178 7.8
Real estate 3 43 5 38 11.6
Professional/Scientific 16 161 8 153 5.0
Business facilities/Rental 16 60 7 53 11.7
Education 10 41 10 31 24.4
Human health/Social work 3 58 5 53 8.6
Arts/Sports/Recreation 15 65 11 54 16.9
Repair/Others 22 84 14 70 16.7
2 Al 472 3,143 303 2,840 9.6

<Table 5> #ATE W I+ AHAAE BT ‘}l‘jr | il

oA thEA &3 =(Number of banks)$} 57 2&-3
share) Alolol] =& AATAAE Ho|al o, o] A
Uz W] AuAeE G4 B4 ol XA A4 *3%‘;6}91@.

21) Fo gFont washy Seel wesh, Mo, ol A, UAEs 5
22) 7o dFoeE FANA $99, BAY, FAEE9Y, LY, 29, 9PY 5
23) 78 QFORE Vg4, Ak, B, AN, AEFRY, A 19 5



<Table 5> Correlations among the variables of relationship lending

This table shows the correlations among the variables of relationship lending. Number of
banks is the number of bank relationships at the firm level. Main bank’s debt share is firm's
debt share with the main bank. Relationship duration is the length of relationship between
a firm and its main bank. P—values are reported in the parentheses.

Number of banks Main bank’s debt share
—0.458
. , . 1
Main bank’s debt share (0.000)
. . . 0.074 0.001
Relationship duration (0.000) (0.959)

=P-719 WAE Yehls W5 diEAU2E (Number of banks),
(Main bank’s debt share), 7 #-&8 A&7]7H Relationship
duration) < frolst AuE Bolx] gt} o= Cenni et al.(2015)25)9} FY g
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<Table 6> Credit constraint and relationship lending

This table shows the results from bivariate probit selection model of applying and being
approved for a loan. The dependent variable Applied is a binary variable equal to one if the
firm applied for credit and zero if the firm did not apply because it feared rejection. Approvea
takes on a value of one if the firm applied for and was approved credit and a value of zero
if the firm applied for and was denied credit. All variables are defined in <Table 1>. The
regressions include industry dummies. Robust standard errors are reported in parentheses.
# #% k%% Indicate statistical significance at the 10%, 5%, and 1% levels, respectively.

Model 1 Model 2
Applied Approved Applied Approved
(N=3,615) (N=3,143) (N=3,615) (N=3,143)
Coff SE Coff SE Coff SE Coff SE
Relationship Lending
Number of banks 0.034 (0.045) —0.117"7(0.032)
Main bank’s debt share 0.033 (0.200)  0.672""(0.205)

Relationship duration 0.002 (0.006)  0.012" (0.007)  0.001 (0.006)  0.015™ (0.008)
Firm Characteristics

InSale 0.036 (0.040)  0.077° (0.041) 0.027 (0.040)  0.028 (0.040)
Tangible asset 0.027 (0.175)  0.157 (0.173) —0.051 (0.179)  0.106 (0.185)
Leverage —-0.333" (0.184) —0.277 (0.215) —0.242 (0.182) —0.201 (0.221)
InFage —-0.19777(0.063) —0.085 (0.076) —0.225""(0.063) —0.086 (0.074)
Sales growth 0.29877(0.091) —0.209 (0.161)  0.327™(0.092) —0.276" (0.132)
ROA —-0.533 (0.367)  0.507 (0.537) —0.417 (0.385)  0.463 (0.518)
Cash 0.116 (0.467)  1.977™ (0.829) —0.202 (0.436)  2.0017"(0.715)
R&D 46927 (1.971) 2196 (1.954)  4.470™ (1.897)  1.654 (1.900)
Low Risk 0.248" (0.138)  0.404™(0.143)  0.297™ (0.136)  0.539"7(0.152)
High Risk —-0.46677(0.094) —0.357""(0.108) —0.439"" (0.092) —0.261" (0.110)
CEO Characteristics

Y30 —-0.001 (0.208)  0.030 (0.201) —0.001 (0.201)  0.080 (0.212)
Y60 0.075 (0.092) 0.164" (0.093) 0.112 (0.092)  0.150 (0.099)
Female —-0.009 (0.137) —0.148 (0.124) —0.006 (0.136) —0.192 (0.130)
Credit Market Characteristics

HHI —0.111 (0.421) —0.401 (0.386) —0.477 (0.403) —0.259 (0.401)
MSA 0.040 (0.089) —0.192" (0.094)  0.022 (0.089) —0.274""(0.092)
InGDP 0.302 (0.184) —0.192 (0.203) 0.388™ (0.182) —0.373" (0.192)
Instrumental Variable

Pre_Loan 0.0857(0.022) 0.120™ (0.023)

A 0.764 (0.869) 0.193 (0.668)
Constant -1.912 (1.890) 3.163 (2.248) —2.854 (1.908)  4.698 (2.064)
Industry dummy Included Included Included Included

rho(p) 0.561 (0.341) 0.133  (0.782)




%

FAH2 A 7]7HRelationship duration)= AlGFtE 522 4
Btk S8 QRVIgel] AA VA dHe) v AE Bl 7193
AdHAE B85 drk L AAolA S o a8 0R ¥ B JRE T
a1, 1 A3 ARFH 888 Yt Boot and Thakor, 1994, Pertersen and Rajan,
1994). mgk 2ol oJsf H2% FRALS A7t whe} 74x]7F Fobxinh T1EfA
olg]al A= Al ogfo] A7tE AHSF njLo ek Baro g s AlF &l

ro

Al

A

i

:Od

ins)

S

A Fol7] wEog %O]Iﬂﬁ}. Xﬂ%?}é%%(Low Risk) % &= Fogh o9

loﬂf\ﬁﬁ RS °E94 AE Hola, By 204 frof gk ¥AE HolA Fdrt ol

19 Eet e SHE Afolddl AEg o] WAE Bk Levenson and
Willard(2000), Chakravarty and Yilmazer(2009) 52 <+4¥9l= tha o]t}
TES AlRAEE A2 qrRe] VIgEe] deiMwt F8F wAlekal eklARE,
Syl M= Fa7Ige] A arEel Adaglel Al&Aokl AEAl ‘B%%-%

Aabeith 71999 HREE S AT = e 3 AH(Tangible asset), AEEE
=48 4 9le ’“OW(ROA) g ] A (Leverage) W = ol dAlE EOW
jabdAe] 7198 Ao F= oEsHA H=,

=591
O R
71449l AEEE 71909 B WEk n o] ohjet AWA ASENS SHehe
Z

A0l7] Wgol o) Zhzte] Washs fola WAL Ve 9 Ao FSAT,
AP oI5 S ol k). dee] LANDFET HAg HHAL| 2

26) Green(2005)% “t&2 Fslo] oj#} o&o]th(Lending is an art, not a science)” 2kl SFHA,
Fa71900] EAA Al e3o] FQ3A K 5C(Capacity, Capital, Collateral, Credit,
Chartacer) & a1#slelal sF3ith



7Ie} 8R1o= = CEO A#o] 604 o3l 7|92 diEsdd Fos 49

rent) & A, ol F471¢0] Aol BT ) NES FuF F Y= A5HE

SistA Itk 3 4= i (Cenni et al., 2015).

g A )dE Bl Ao Al FAEAEC] ol HEE 7RI o= e
il

AoR 7EE %iﬂﬁ A E:AA 4] B8 T4 Aol s o
shEo] o] Frkar siAE 5 Atk 2y A9 AlFT ek

A (sample selectin bias)7} EZAEHA gomen gEAA o7 u)
Atolell= B3 Sy Aol & 4= vk whEbA tiEdar|de] AR
S W T 2 A 71l Hls fEAE g8l o Erhar 7|

of»

o
£
Hr 12

WATEe] dETddl MAs S A7) A8l o]T AR (double

27) SARES] BAG rho(p)E B4 1014 0561, 28 20143 0.1338] 2h& /AR §o1544
skek. weha) Aegale] o Ajga Ashae] 9 A el AR} flov, wedeE
Hel7h EAEHA B2 vkt



selectivity model)= ©]-&3IIt}. o]FA eI R g o] FAHAA = v} 2k WA 271¢]
Aemg ] 4(2), (3)& o188t 5, By, p5 F48HL, oS o]g3le] A(8)9] A,
Ao 2 ARSI 183 WA 2015, 20169 Foll AlFilES whe $47)¢e) BRS
)& AU BAATE <Table 7>% 2th 23 1, 2& W= OLSE
Ao, By 3, 4= o|FAYRES o] &ste], AlE Y

A& FAste] A% Aafo|r2s). F Je] FA AR Afelol= 2 Aol 7} gldTh
WA AT ¥4 278 AHEH, dEAH23 4=(Number of banks) T
dEadet Fod & WAE B3tk oleld Ay vy AddAE
FASE 719 Ee] G238 7 ZIdEel vls) A xgel glol B 2 tiEeagd
A =] 8} (Petersen and Rajan, 1994; Berger and Udell,

1995). B3 104 A3 S=(Number of banks)9] 3714157} 0.067% st
ol A2 47t N S/ W vtk diewert 67bp SUHSHS ovWgith
FAY HEWS(Main bank’'s debt share)> thEwzlet o3 &9 #AE
BT o] &R S g3t Asete 7IdYTE FAUS A 2wl 7 v
YePS omjsitt. BE 204 F=AZY 2 tiEH|F(Main bank’s debt share)2]
3FAAS7E - 0.39401 22 FAHSY tER|Fol 10%pH SVt dEwds
3.9bp29 A kol ™ 100% AH)F TS Al EH 39.4bp O Wk FAYS 6§°ﬂ*1-4
AP FAAAEo] ALy vl AREH 73] grRE GolstA L,
g2 AdaA 719l vis) A ES ATl a3E 7RI 1A
AT omNE ] AAGIHE DA Hi, ole dEEE QlatE v 4
At Pertersen, 2004). 1jy} FA 23 A 7]7HRelationship duration)ell
daliAe diEad st 234E 2Ad = ok ol -7 TAlelA
A A e] otk AAe] o7k ¥ F28fthar g Cole(1998)°] 42}

N
)
e
&
2
o
rir
r>~
o
[-40
-
il
_\3
ﬂli
oy

SELES
AgHoz eq-713 WAL YHEES tE et A3kl Tabh o,
e @2 FAAANEANA FARLA) B4H JuE olgsfel WirhE

28) 23 3, 49] A_Applied, A_Approved= <Table 6>2] 28 1, 2014 F4H A9} pE o]-§3}o
747 AskE.
29) HEFHE 299E JEsiglon, HFS v W92 gEaiolch. kA v el
10991(10%p)% Z718hd &3 a% 0.0394%;)(—70.394/10)%1 Faas a1



.

[

A

=
T

% @ (hold-
up behaviour)©]

s

i

-

L

oy
znomﬂ%
N % b
mﬂm mmwwmwﬂo,
) _t_ J
m.%v% M%M%M%ﬁ%w
=) < 7mﬂao7]1ﬂﬂ\MJﬂra,]
m% : eLTﬂul07kBJmMuoor_
Lﬂnﬁwquﬁwamm;mﬂ nm HoJDQ.mv =R mmﬁ Ea_nmo .
tmqlﬁ%.gx%_@@ o me_ﬂe T T
ma%%i?mﬂoﬂu J@%%d@%i = 9
.e.m O S orH.llﬁlD b= L!a
™ — i il X - —_— jan) Y o ol N~ o
1@d@mﬁ%ﬁao#,oq(}zno}%@
T R E 2 W Vowwga&%xﬂ.mx@l T
o o o W o J_,qu o ) s plo S m o o _QE o] st
ﬁagoyu%%mﬂﬂovﬂ@mr%@fr g% K - A
LL1LMaoﬁ0uﬂodo@7ou%mﬂﬂmwﬂri1r T =
Jo g %LW\7§&A lauﬂ]ﬁ71ﬁ ok T
oR 1_| ml\ \Drﬂ o LOL m OT o ‘Ele . _ZT._._ JD 0 A_I E_* ﬁE o o
L i s o om_m E E W = ©° ' T W 0SS op Mo o ol c%
5 (G ol o ) gy o 2 = o| = an g <E Y Pl %o
o ; of oF ] RO <7 Ay L M £ o HH X ur
B R ﬂorﬂﬂwngmiﬁTkwymﬂw@A
o T X o o = = =0 Y Jo oy WX %o o5 N °
— S~ n Q o) z T = B % K T = Nfo O] X ‘o8
%@ﬂo7guA dogﬂﬁ](fwuu%&mﬁlﬁlﬂ
wueH%ﬂﬂ%@%%ﬂ%mE}Li7§ﬂe
ﬂeeelaﬂu%;m%4nwalm}aﬂ—%zo_/x]oucug_ o =
uul,ﬂﬁﬂo %ﬂuilﬂmﬁ%oﬁmﬂ%ﬂALNEA]
1_|ﬁ T pl oTﬂrmllrMﬂuE] F oo = ! _a.a,h ﬂﬂrl 0
X i VmgwyofeﬁngmlxﬂoA_o
™ Mﬂﬂ%]dﬁOou]oﬂﬂulﬂAﬂFﬂﬂ%ea AT_ZE
jof OV 50 e © A= o o N Lf oy = L B o= n 5 M =
o W w3 B T EEC :m 4 = u M = " =
& A _abu%u%ﬁgo i o_uﬂﬂﬂ%R 7JA|¢|‘m1;o ocﬂimﬂl
B/ oF TR ] = w X0 ki 3 T - T AK - i
o o= xox B ho 4 JJo e < S = X Y o+ o XX
o ﬁﬁﬁﬂ%ﬂﬂ@%(.v}wenonﬁwrf
2 %i@@umﬂ : aﬂiTyl_E%ogi
0 xO }gadrmwgo Eoﬂ T o
11_% M eg._ o ~ " ~ Qn# —_ o — B B ) JE EME ;OL = Py
T T T g X o B o b N
)Aﬂkw_a .HH‘H_OI E7A:i~|mﬂE‘IXH.WWOtOJAH7OOy7
" Ly e ATHE_A g o )
%o A i = w2 = oy B T
X‘mﬂ,uu._ o ﬂ_rﬂ‘ly,:_|7_| o
u%%%@ﬂ% ?Kcﬂ%ﬂﬂo
L Wo,anﬁﬂ%d
00 gQ:A‘._ﬂnO]r_
o 5 F 5w &
ﬁF%_uﬂwoﬁo =
o ™ W
0

3ol A

Z27194 13

=

=z
T
L

o ot

A=
=3 b A
_Approved®] Al4Rt
1k 59 9-9]

iR

O]
pi

oju]
&=
=871 ¢ ko &
a1 3A



<Table 7> The determinants of the interest rate on the loan

This table shows the estimating results for the interest rate on the latest loan from a
double—selectivity model(Model 3, 4). We also provides OLS estimation results without
correcting for selection bias(Model 1, 2). The dependent variable is Loan Rate defined
as the interest rate on the latest loan. All variables are defined in <Table 1>. The
regressions include industry dummies. Robust standard errors are reported in parentheses.
# %% k% indicate statistical significance at the 10%, 5%, and 1% levels, respectively.

Model 1 Model 2 Model 3 Model 4
Loan Rate Loan Rate Loan Rate Loan Rate
(Single—Eq.) (Single—Eq.)  (Double Selection) (Double Selection)
(N=2,840) (N=2,840) (N=2,840) (N=2,840)

Coff SE Coff SE Coff SE Coff SE

Relationship Lending

Number of banks 0.0677(0.025) 0.057™ (0.026)

Main bank’s debt share —0.394" (0.180) —0.353" (0.172)
Relationship duration ~ 0.002 (0.005) 0.002 (0.004) 0.001 (0.005)  0.002 (0.005)
Loan Characteristics

Credit Loan 0.437°(0.076)  0.42777(0.076)  0.4257 (0.072)  0.419"7(0.073)
Policy Fund Loan —0.21477(0.067) —0.22777(0.069) —0.199"" (0.077) —0.205"7"(0.078)
Firm Characteristics

InSale —0.082"7(0.026) —0.072""(0.024) —0.111""(0.037) —0.100""(0.037)
Tangible asset —0.297" (0.141) —0.243" (0.143) —0.364" (0.161) —0.306" (0.164)
Leverage 0.204 (0.191) 0.200 (0.204) 0.273 (0.191)  0.235 (0.192)
InFage 0.015 (0.047) 0.021 (0.047) 0.075 (0.067)  0.075 (0.067)
Sales growth —0.009 (0.095) —0.006 (0.071) —0.097 (0.114) —0.076 (0.114)
ROA 0.369 (0.317) 0.418 (0.343) 0.550 (0.396)  0.571 (0.407)
Cash —1.13177(0.281) —1.19077(0.283) —1.098" (0.387) —1.117"7(0.397)
R&D 0.078 (1.721) —0.421 (1.701) -1.189 (1.556) —1.511 (1.549)
Low Risk —0.28077(0.069) —0.2917"(0.073) —0.317"" (0.095) —0.335"7(0.098)
High Risk 0.3197°(0.090)  0.314™7(0.091)  0.468™ (0.120)  0.4317(0.111)
CEO Characteristics

Y30 0.088 (0.124) 0.057 (0.123) 0.056 (0.172)  0.032 (0.174)
Y60 0.065 (0.084) 0.072 (0.085) 0.050 (0.079)  0.054 (0.080)
Female 0.031 (0.118) 0.034 (0.121) 0.036 (0.125)  0.038 (0.126)
Credit Market Characteristics

HHI 0.901™ (0.387) 0.852” (0.387)  0.9717 (0.390)  1.022" (0.404)
MSA 0.082 (0.067) 0.083 (0.067) 0.074 (0.077)  0.085 (0.078)
InGDP 0.007 (0.176) 0.018 (0.176) —0.057 (0.165) —0.037 (0.168)
\_Applied —-1.180 (0.759) —0.969 (0.678)
)\ _Approved —-0.136™ (0.068) —0.137" (0.069)
Constant 3.676" (1.912) 3.9127 (1.930)  4.607™" (1.771)  4.675""(1.812)
Industry dummy Included Included Included Included

R? 0.092 0.092 0.093 0.092
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<Table 8> Determinants of credit constraints: Subsample

The models are identical to those reported in model 1, 2 of <Table 6> and model 3, 4 of
<Table 7>. Panel A reports the results for the sample split based on firm size, Panel B
for the sample split based on CEO gender, and Panels C, D, and E for the sample split based
on CEO age, credit market concentration, and industry, respectively. The dependent variable,
Applied is a binary variable equal to one if the firm applied for credit and zero if the firm
did not apply because it feared rejection. Approved takes on a value of one if the firm applied
for and was approved credit and a value of zero if the firm applied for and was denied credit.
Loan Rate is the interest rate on the latest loan. All variables are defined in <Table 1>.
The regressions include industry dummies. Robust standard errors are reported in
parentheses. *, =*x s indicate statistical significance at the 10%, 5%, and 1% levels,
respectively.

Panel A: by firm size

Small(non—audit firm) Medium(audit firm)

Applied Approved Loan Rate Applied Approved Loan Rate

Number of banks 0.167" —0.125"  —0.001 -0.027 -0.053" 0.094™
(0.072) (0.069) (0.037) (0.052) (0.032) (0.047)

Main bank’s debt share —0.186 0.845™ —0.015 0.626 0.342 —0.783"
(0.244) (0.260) (0.176) (0.405) (0.300) (0.424)

Relationship duration 0.000 0.013  =0.001 0.006 0.017" 0.006

(0.008) (0.011) (0.006) (0.009) (0.008) (0.010)
Panel B: by CEO gender

Male Female

Applied Approved Loan Rate Applied Approved Loan Rate

Number of banks 0.014 -0.111™  0.065" 0.231  —0.149 0.105
(0.042) (0.029) (0.027) (0.172) (0.119) (0.208)
Main bank’s debt share 0.089 0.760™  —0.511"" -0.209  —0.452 1.826°
(0.214) (0.217) (0.180) (0.872) (0.684) (0.921)
Relationship duration 0.013 0.015" 0.002 0.048™  —0.026 0.047

(0.009) (0.008) (0.005) (0.023) (0.027) (0.055)

Panel C: by CEO age

Under 30s Over 60s
Applied Approved Loan Rate Applied Approved Loan Rate
Number of banks 0.171 0.082 0.224 -0.022 —0.120"" 0.041
(0.154) (0.147) (0.139) (0.043) (0.035) (0.070)
Main bank’s debt share 1.012 —2.062 —1.864™ 0.192 0.536" —0.954"
(1.317) (1.347) (0.839) (0.239) (0.235) (0.488)
Relationship duration 0.035 0.098™ 0.020 —0.005 0.022™ 0.009

(0.041) (0.047) (0.051) (0.006) (0.010) (0.013)




<Table 8> Determinants of credit constraints: Subsample(continued)

Panel D: by credit market concentration

Low Concentration High Concentration
(below median HHI) (above median HHI)
Applied Approved Loan Rate Applied  Approved Loan Rate
Number of banks 0.078  —0.154™"  0.026 0.015  —0.134™  0.109”
(0.060) (0.035) (0.027) (0.053)  (0.048)  (0.049)
Main bank’s debt share  (.249 0.452 —0.204 -0.238 0.518" —0.406
(0.312) (0.275) (0.188) (0.278)  (0.241)  (0.320)
Relationship duration 0.013 0.012 0.000 -0.010 0.014 0.005

(0.009) (0.010) (0.005) (0.009)  (0.012)  (0.011)

Panel E: by Industry

Manufacturing Non—Manufacturing

Applied  Approved Loan Rate Applied  Approved Loan Rate

Number of banks 0.007 -0.152"" 0.069” 0.039  =0.027 0.028
(0.044) (0.032) (0.034) (0.068)  (0.050)  (0.036)

Main bank’s debt share (284 0.645™ —=0.370 —0.479 0.166  —0.367
(0.255) (0.267) (0.241) (0.359)  (0.264)  (0.238)

Relationship duration 0.003 0.022" 0.009 -0.000  —0.004  —0.019"

(0.007) (0.009) (0.007) (0.010)  (0.011)  (0.008)
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<Abstract>

Do Relationship Lending Alleviates
Credit Constraints? Evidence from

Korea SME Credit Markets

Soo—Young Hang* - Jung—Jin Lee** - Yong—duck Kim***

As of the end of 2019, the total bank's SME outstanding loan amount
was 716.7 trillion won in Korea. The annual growth rate of SME loan is 8.8%
since 2000. Despite the rapid increase of credit supply for SMEs, about 15.5%
of loans applied to banks are denied, and this number is on the rise every
year. This suggest that the supply of credits for SMEs does not meet the
demand of credit for SMEs. As a result, it seems that SMEs do not receive
adequate credits they want from banks.

The purpose of this study is to investigate the role of relationship lending
in alleviating credit constraints or lowering the interest rate on the firm's new
loans. We test this implication in our paper using a robust sample selection
methodology. The data consist of 3,615 firms that responded they need for
additional loan in the the 2016 and 2017 TSurvey of Korea Small Business
Financey . We measure the strength of the bank—firm relationship across three
dimensions: the number of banks, the debt share held by the main bank, the
duration with the main bank. We include as control variables with financial
characteristics, CEO characteristics, and credit market characteristics. Using
survey—based data, our results indicate that relationships does not matter in
a borrower’s decision whether to apply for a loan. The possibility of applying
for a loan seems to be related not because of the bank—firm relationship but
because of the firm's demand for a loan. But the relationship lending variable
have a significant effect on the probability of being approve. the stronger the
bank—firm relationship is, the higher the likelihood that the loan is approved.
This means that the closer the bank—{firm relationship is to ease effectively
credit constraints. Also relationships with bank appear to be important in
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determining the loan rate associated with the approved loan. SMEs with close
relationships seem able to obtain credit at lower rates. As a result, it does
not exist hold—up behavior in which the main bank exploits its information
monopoly to increase the interest rate on new loans, but rather work the
benefits of relationship lending in the Korean SME credit market.

The policy implications are as follows. In order to solve the information
asymmetry peculiar to SMEs and to improve the financial accessibility of SMEs,
relationship lending that accumulates soft information through close
relationships between bank and borrower can be appropriate as a stable
financing tool for SMEs.

Keywords : Credit Constraint, Relationship Lending, Bank—Firm Relationship,
SME Credit Market, Hold—up Behavior.
JEL Classification: G32



