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Leverage 0,47

Loan/Asset | 0223 -0.151

HHLoan/Asset | 0.481 0.023 -0.226

Loan/Deposit | 0.330 -0.069 0.366 -0.269

NondepositRatio | 0.3  0.136  0.071 -0.041 0843

NPL/Loan 0018 035 0093 0014 -0.172 -0.29%

Provision/Loan | 0.197  0.021 0101 0.119 -0.019 -0.185 0.7%

NoninterestRatio | 0.272 -0.024 -0.198 0302 0.0 0107 -0.109 -0.073
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InAsset (t-1) 0.6437*** 0.6661***|  0.7341*** 0.7411***
(0.1038) (0.1121) (0.1079) (0.1128)
Leverage (t-1) -0.0187** -0.0228***| -0.0205***| -0.0230***
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Determinants of the Value-added of the
Korean Banking Industry

Joon Mo Kwon™ - Kunhong Kim** - Young Sik Kim™**

Abstract

This study empirically investigated the determinants of the
value—added of Korean banks, considering that the changes in the
internal and external environment since the global financial crisis
have tended to reduce the profitability of the Korean banking
industry. Since the value-added can be decomposed into income
statement components, we considered the characteristics and
trends of the following items that could directly affect the
value-added: market interest rate, total asset value, leverage
ratio, relative weight of loan assets, composition of loan assets,
funding structure, proportion of non-performing loans, income
structure, and the number of branches. Fixed-effects model of
panel data was used in our investigation. According to the
estimation result, soundness of the loan turned out to be the most
important factor that determined the value-added. It is expected
that, if the proportion of the non-performing loan is reduced to half
of the current level, value-added of the domestic banks will be

increased by the maximum of 19%. Macroeconomic variables such

* Economist, Bank of Korea, e-mail: jmkwon@bok.or.kr. The views
expressed herein are those of the author and do not necessarily reflect
the official views of the Bank of Korea.

** Corresponding Author, Associate Professor, Department of Economics,
Hallym Uuniversity, e-mail: kimku@hallym.ac.kr

*** Professor, School of Economics, Seoul National University, e-mail:
kimy@snu.ac.kr
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as GDP growth rate and the policy interest rate were also
important. It was also found that the increase in the total value of
assets could have positive effect on the value-added. However, the
effect of the total value of assets on the value-added is considered
to be small because it is accompanied by the rise in the leverage
ratio. Finally, the structure of bank income also affected
value-added. It was found that the value-added was positively

related to the relative weight of non-interest income.

KRF Classification: B030602

Key Words: Korean banking industry, determinants of value-
added, soundness of bank loans, fixed-effects
model, panel data
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