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Abstract

The debt of SOEs and moral hazard:

quantifying subsidies from government guarantee

Hansoo Choi - Changmin Lee

Using credit ratings for Korea’s SOEs (State Owned Enterprises), we
identify and then quantify implicit subsidies from government support for
SOEs,

Market's expectations of a bailout for SOEs are embedded in the credit
ratings for bonds issued by SOEs. These expectations leads to moral
hazard of SOEs, translated into the inefficient level of the debt of SOEs in
our context,

We calculate funding cost advantages for 35 key SOEs when they
issued bonds between 2007 and 2015, We find that the SOEs benefit the
funding advantage of KW 15 million when issuing bonds of KW 10
billion per year.

These results are strongly robust after controlling for the type and the
characteristics of the SOEs.

In this paper, we also propose several policy recommendations aimed
at addressing moral hazard induced. The key idea of these
recommendations is that the government induces SOEs to internalize the

cost of debt financing,
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