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ABSTRACT

This study investigates whether dynamic loan loss provisioning is necessary in Korean
banking environments. Under the dynamic provisioning rule banks are required to accumulate
additional reserves to general and specific provisionings in preparation for expected loan losses
until maturity. This provisioning is most effective in the case that banks tend to recognize less
loan losses in the business upturns and/or in the periods of increasing profits. The empirical
study, however, shows that banks support procyclicality of loan loss privisioning and earning
smoothing behavior over profit fluctuations. These findings suggest that Korea would not
seriously need the introduction of dynamic loan loss provisioning. But this policy implication
does not seem robust in view that the recent experience shows the countercyclicality of loan
loss provisioning practices and negative correlation between earnings and provisioning after
financial restructuring was completed. This result is partly attributable to vigorous shareholder
activism because of high foreign ownership of most commercial banks. Once it is true that
bank management is more interested in short-term performances, current loan loss provisioning
would have attributes of impairing capital adequacy, hence strengthening loan loss provisiong
requirements.
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3. BEM Zn} HeEdE HPFe 471885 Ao
2 et GDP Z718He 1ef3t 3)
71 A7|GHMT HS A ARH(E 29 W)eIHE A5 F94
oA ¥ Ao YEpIA, e} A%
<3t 2>3= 1991AFE] 200437402 Al wEe} HuPiaeE e 3] (3E 2
o3 9 Ao AR vz ol A o (5)9} E)oIME A71ESH BFo
AIFE ASEA A9E Haska ok 0 2 10% oW felAe Beld F A
£ A9E A3 g3 2ok 34, 7V T AoNA FAE vl &
B 2> U&5T3 Mo ofst 4524(1991~2004H)
1) @) ©)] (4) () (6)
0.021 0.084* 0.071*
AGDP
(0.032) (0.047) (0.042)
LA 0.0120 0.00448 | -0.023
(0.013) (0.013) (0.015)
AL -0.00217 -0.010 -0.019
(0.010) (0.012) (0.012)
-0.179*** | -0.232*** | (0.011
CAP/A
(0.041) (0.064) (0.026)
0.005
Drstrl
(0.003)
0.017***
Dreg
(0.004)
0.013***
Dpfl
(0.005)
Adj-R? -0.003 -0.005 0.000 0.088 0.096 0.387
Akaike info criterion | -5.033 -5.024 -5.078 -5.170 -5.115 -5.489
Schwarz criterion -5.000 -4.990 -5.046 -5.138 -5.031 -5.356
F-statistic 0.389 0.054 1.069 21.417 6.223 18.712
F () ek EFQAO|I, *, *x, Fx 2zt 10%, 5%, 1%°] FFEeIA frel e v
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A4(2000~2004H)

[ — By |
1) 2) 3) 4) (5) (6)
A DP 0.408*** 0.473*** | 0.401** 0.413%** | (.632%**
(0.134) (0.145) (0.154) (0.155) (0.201)
0.380 0.525 0.824** 0.808** 0.906%**
EBTP/A
(0.448) (0.335) (0.345) (0.344) (0.302)
LA -0.098*** | -0.101*** | -0.068**
(0.030) (0.031) (0.030)
A -0.038* -0.035 -0.035
(0.021) (0.024) (0.029)
-0.361 -0.269 -0.177
CAP/A
(0.325) (0.326) (0.310)
-0.001 0.013**
Drstr2
(0.005) (0.005)
0.009* 0.010**
Dpf2
(0.005) (0.005)
D2002 0.020%
(0.008)
0.021%**
D2003
(0.007)
Adj-R2 0.111 -0.001 0.142 0.315 0.325 0.442
Akaike info criterion | -4.778 -4.579 -4.718 -4.889 -4.875 -5.040
Schwarz criterion -4.715 -4.512 -4.618 -4.686 -4.605 -4,703
F-statistic 9.983 0.918 6.298 6.797 5.324 6.544

Fi () e BEQAO|T, ¥, ¥, *r k7 10%, 5%, 19%9] el A FolgHe olul.

Aek AR, o] FAUF FAA Fn

28 AMAE AN thul thEulgo] o
E3YF AYAS 10 JudAE
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(E 4 HEEYS MU fFH ASE4(2000~200241)

(1) @) ©) (4) (%) (6)
0.492** 0.530*** | 0.532*** | 0.534*** | (.533***

AGDP
(0.022) (0.194) (0.146) (0.141) (0.148)
0.497 0.518 0.724 0.747 0.720

EBTP/A
(0.411) (0.421) (0.467) (0.472) (0.482)

LA -0.136%** | -0.131*** | -0.136***

(0.030) (0.040) (0.037)
AL -0.050 -0.051 -0.051
(0.033) (0.040) (0.037)
-0.006 -0.239 -0.000

CAP/A
(0.493) (0.588) (0.602)
Dof2 0.014** 0.014*
P (0.007) (0.007)
-0.003 -0.000

Dlocal
(0.010) (0.010)
Adj-R2 0.099 0.000 0.124 0.359 0.303 0.339
Akaike info criterion | -4.413 -4.247 -4.356 -4.564 -4.480 -4513
Schwarz criterion -4.331 -4.163 -4.229 -4.266 -4.181 -4.172
F-statistic 5.730 0.984 3.750 4,550 3.749 3.780

F(0) e EELACIR, K, K, s 242E 10%, 5%, 1%2] FEel A feldE <fn).
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(E 5 543 MU Cfst AZ24(2003~2004H)
&) @ ®) 0 5) (6)
-0.502** -0.693** | -0.944***| -0.938***| -0.933**
AGDP
(0.221) (0.282) (0.325) (0.317) (0.324)
1.029* 1.284** 0.843* 0.831* 0.875*
EBTP/A
(0.531) (0.500) (0.456) (0.424) (0.492)
LA -0.032** | -0.029** | -0.030**
(0.012) (0.013) (0.013)
AL -0.068** | -0.070** | -0.068**
(0.028) (0.027) (0.029)
-0.179 -0.184 -0.174
CAP/A
(0.293) (0.302) (0.304)
Dof2 0.001 0.001
P (0.003) (0.003)
-0.002 -0.002
Dlocal
(0.004) (0.004)
Adj-R2 0.066 0.058 0.199 0.388 0.389 0.357
Akaike info criterion | -5.922 -5.818 -5.945 -6.094 -6.096 -6.022
Schwarz criterion -5.828 -5.721 -5.799 -5.753 -5.755 -5.632
F-statistic 2.970 2.487 3.987 3.532 3.548 2.901

. ( ) ol _-':f.-:r_é_?_i]-o]_'lly * Rk ekl ZLzl 1006, 5%, 196 _)'1.“_“501])\1 PRSI
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