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A Study on Raising Capital of Korean Shipping
Companies and Empirical Test of Pecking Order
Theory

Jeong, Ah—-Reum

Department of Shipping Management
Graduate School of

Korea Maritime University

Abstract

This paper analyzed the capital costs and management characteristics of
capital funding methods of shipping companies, as there are a number of
differences between Korean shipping companies and general companies in terms
of the characteristics of sales or capital funding for acquiring ships. Among the
several detailed study areas on capital structure, this paper has attempted to
analyze the so-called “Pecking order theory.” Since the 1980s, a theory evolved
according to which there exists a certain priority when companies raise capital.
According to this theory, companies must first use internal finance and, when
they inevitably use external finance, they must utilize their debt first and
stocks become the final option.

This paper used the book value from 2003 to 2012 of 38 shippers registered
in the Ship Owner’s Association and the Data Analysis, Retrieval and Transfer

System (DART). Among these shippers, only 6 companies (Korea Line



Corporation, Hanjin Shipping, Hyundai Merchant Marine, Heung-A Shipping,
KSS Line, STX Pan Ocean) are listed and the remaining 32 companies are all
unlisted. Analysis of these companies was carried out based on the financial
statements, income statements and cash flow statements of these companies
through the audit reports and business reports acquired from the DART.

Regression analysis was performed by dividing the period as follows : (i)
entire period from 2003 to 2012 : (i1) from 2003 to 2007, the boom period of the
Korean shipping industry; and (iii) from 2008 to 2012, the recession. For the
purpose of this analysis, the ratio of D / A (debt / assets) was set as a
dependent variable, and the factors affecting the capital funding method were
set as the independent variables. Since the financial structure of Korean
shipping companies underwent significant changes as a result of the Lehman
Brothers crisis in 2008, the validity of the Pecking order theory was analyzed
by dividing the forms of capital funding based on the year 2008.

As a result, the regression coefficient of cash flow (CF / A), one of the
explanatory variables, consistently turned out to be a negative (-) figure. This
can be interpreted as a result that supports the Pecking order theory. In
addition, tangible fixed assets (FK / A) showed a positive (+) sign especially
in the period between 2003 and 2007, the boom period of shipping companies.
This shows that vessels played a significant role in debt financing. Lastly,
assets (A) consistently indicated a positive (+) sign and this can be interpreted
to follow the traditional capital structure theory. This indicates that the role of
assets as collateral for using debt is much greater than the role as an

information asymmetry. As shown in the studies of Jeon, Hyo—-chan (2003) and

_Vi_



Son, Seung-tae and Lee, Yun-gu (2007), due to several factors, the capital
funding forms of Korean shipping companies partially support certain theories
such as the Pecking order theory or static trade-off theory, instead of fully

supporting such theories.

- Vi -
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<FE 3-1> AlA 109 = A Bk d8

g A
S = 7
A5 ADWT
1 e 3,764 260,438
2 qB 4,108 229,942
3 = 4,090 160,905
4 =9 4,027 130,979
. 4= 1,608 79,704
(2010%d 1€ : 1,121) | (20109 1€ : 44,360)
6 =290 1,592 58,516
7 ArtEe 1177 47787
8 vt 982 46,963
9 ot 798 45,426
10 L= 959 42,208
2 YR SHYE 5 e-LI2IXIE, 2012, 12.(1,000G/T 0|4+ AMCH)
T3 7 FAGAA =95 AHEE AA 199+ Maersk Lineo &
585,198 TEU A5 &S Hirata o, favhet 54 Akl ghxlalo) @)
Fo] Z4zk MEEE 643439 TEU, 333,706 TEUZ AA 799 1795 AA 82
Ach12)
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<E 3-2> AHoIY AEF AF AA FLAAL £
= 9 A AL = TEU A&
1 Maersk Line 585 2,585,198 15.1
2 MSC 473 2,301,746 134
3 CMA/CGM 421 1,445,983 8.4
4 Evergreen Line 191 753,720 4.4
5 COSCO 161 729,541 4.3
6 Hapag-Lloyd 151 700,116 4.1
7 Hanjin Shipping 118 643,439 3.8
8 CSCL 145 606,180 35
9 APL 123 605,603 35
10 MOL 112 529,172 3.1
11 OOCL 93 477,492 2.8
12 NYK Line 100 431,082 2.5
13 Hamburg Sud. 100 410,583 2.4
14 Yang Ming Marine 85 372,662 2.2
15 K Line 70 357,364 2.1
16 ZIM Line 39 337,017 2.0
17 Hyundai M.M. 55 333,706 1.9
18 PIL 153 317,249 19
19 UASC 44 258,727 15
20 CSAV Group 53 253,838 15
21 Wan Hai Line 70 160,132 0.9
22 HDS Line 21 86,320 05
23 X-Press Feeders 54 71,820 04
24 Nile Dutch 31 63,176 0.4
25 SITC 64 67,227 0.4
A8 25AF Al 3,567 14,904,093 87
AA A 4,850 16,296,437 -

Xt : AXS-Alphaliner, 2013. 5.
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