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A Study on the Dynamic Factors of Bank’s Discretionary
Loan Loss Provisions

Kang, Seungsoo* / Yoo, Jane™*

In this study, we estimate discretionary loan-loss provisions by excluding the part explained by
bad loan of banks and analyze how the discretionary loan-loss provisions are dynamically related
to other variables of bank-management and macroeconomic indicators, We use the panel Vector
Autoregressive (panel VAR) model by using 11 commercial banks’ quarterly data from the first
quarter of 2007 to the third quarter of 2020, According to our empirical analysis, discretionary
loan-loss provisions showed their strong autocorrelation with data 1-quarter ago, The provisions
are positively correlated with non profit loan, and negatively related with the BIS-based equity
reserves, The results from this dynamical system confirmed the relationship between discretionary
loan-loss provisions, bank management and macroeconomic indicators, suggesting supervisory
guidelines of banking industiries, which have focused on the expected degree of default for
controlling the provisions, This study contributes to developing the relevant methodology in
empirical analysis on accounting variables by suggesting panel VAR model in dealing with

endogenous variables that are also dynamically related,

Key words _ Loan—loss provisions, Discretionary Loan Loss provisions, VAR, Bank Management Indicators

* Analyst, Financial Enginnering center, Korea Asset Pricing (First Author)
** Professor, Dept, of Financial Engineering, Ajou University (Corresponding Author)
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1) HE7H - i a0 THIZ0| ERISITE ol CHSE Tl ZEZDI0|H, 2%2| RlS-Z0IA BE HaS0| HRIHEE 7(12t6t
= % sole 4 9,



96 | GRET=E 20224 H24H MI3S

@) AN Y
e VAR HHE 7 MPES AR R AUUAE 2T ARE YOI U 2 AaiE 4
o

A3 PAIE A A SR Fo] U @2 AIRRE AAsH Hok 24 A7 A = Sl ol
!

AAA 2] AA WS BIC, AIC(Akaike Information Criteria), QIC(Hannan—Quinn
information Criterion)2] Al 7}A] 7|&o|A EAHE T2 O E Hadlst= A ARt} dy
Azt gt 7 R 7|50 FAEE offel Zom BICS QIC F 71A9] 7|Eo] 1Rt disto] AlY
AE SAFS Aok $A2 A4 Aol wet AFA diEsEat 23 BIAEY] FEA A
AE #7817 s AR S| Hapot ok A} AL HpE 53 45 Ak

(& 6) MEAIRL HY Z

o
hry
H

PPN BIC AC QiC
1 —560.28* —26.65 —235.56*
2 —445,59 —18.69 —185.81
3 —357.77 =3r.77* —163.11
4 —240.03 —26.57 —110.14

(3) TeHA At A
upxje} Axle] Ao W 7k TRIA RS AHetole A3 he GE Do P-ValueR
ANt A% g AYNDLLP] 2 28 AGAE e “F%0) Wit A% W
R0l A A9 Selo] R 1] folEol 712131 Rk Al 383 sk o
o} ol B AR A tiega Agoe] WAl AAEE
TAZ WA Aolth. Uoprt ol mjghe) 4

DLLP BIS NIM PCratio NPL
DLLP - 0.000 0.000 0.000 0.000
BIS 0.000 - 0.237 0.000 0.399
NIM 0.463 0.663 - 0.000 0.025
PCratio 0.756 0.618 0.000 - 0.346
NPL 0.000 0.000 0.000 0.000 -

1) DLLP = {2 chaSea Mol £87h BS = BIS7|E A7| XH2 MZE, NIM= &= 0|Xt OFEIE, PCratio = X[H|&, NPL =
1 olst oAl Hlg



1. 7{A| HIE|RX|4+HDSE(VECM) 2E 24

Aol ARE-El VAR 232 1170 2382) WA Q] 34| AEE s dlofE] Fej= o853t ol
tlsto] 2 Aol 23 A1 S AAIARL 1A dlole 24 At vjuE F&f & A9 BYS A5
Bk 0|2 Slstel SAATISH FHUENo| AT FA HolES eSO, dolee] B4
A WE @ 23 e VECM(Vector Error Correction Model)S 4-&6Fo] 2415199}

AR AA 2P O] W= oF FollM ARE tlolE 9t FUSHA AFA diEEE T, BIS7IE A
AR AYE, eolAlE, A HlE, aAolst oAl HlES ARSIt W 717k &/ ARG
HE H 2007 LE7)15E 20219 = 4271704 o8& AREslth, @9l A4 A vjA] wid
glolBeh= Bt =, AA AL FA| HlolEoA= AFE] tEsE e AlQle s HaolA] Thelto]

ZABLE, olo] FRA AHS AFSLOD, T AL A SFANH FRAE) ZAE FHelshrt,

(& 8) 2 7A| H 2L HY 21t

Ha Il nf2tH| e S A 5% R2l+E SHZ
0 80 103.380 68520

1 89 41257 47210

2 % 10.403 20,680
3
4
5

101 7.006 15.410
104 0.3838 3.76
105 - -




98 | GRATF=E 2022 M24H HI3E
o|%, AR} AAS st on HPAAL At |2} Hef A QIC BIC 7]
11,3532} —40,698% 7V HZ o] BAS A AL Shelsioiet, webd g o] BRA
T ARl 3 AJAER VECM 232 AAste] #4125 Aol s w49 At
o] sl gom AFA tjEFdaol thste] T2 W74 (Cointegrating equation)¥} 1%2] 2]
oA 9 dHEAE Ade
(® 9) 28 HAI2E VECM £ Zutx
T2 cHESEE(-1) Az
TRIE HERAL —0.907"
o= oo™ [0142]
= 0.000
A SH .
Cans [0.002]
1) SRE WEAO| Fl4= M2FA thASEFO| AHEZH0] T Z&SKCorrection term)2| 28 &S LIEFHTY,
2) 0.1% R2UF0l| ThSte] ¥ 1% R2F0l| 5t **, 5% [eleZ0f thste *
(& 10) 28t& SHE Hrst BAM Al £ Aotm
Az
A taseE 0.00]
BIS7 | |.7 |X|’E xale _0518**
= = TEE [0.178]
. - —4,572+
«O|Xt OrElE [0.936]
PO, —0.419"**
_ - 3,601
17 olst oAl HIE [0.701]
= 0.516
pA S :
978 [0.000]
1) 0.1% FeZ0i CHsted ***, 1% FelZ0]| st **, 5% FelsZ0f thato] *
TAR PYAOIA 2 Wae] ARE (E 10T gov] T A4S 24Y At 3 How
ECT(Error Correction Term, @&} 274 &7} =0 djj 412 ofef 2] 4] (2)x} P,

ECT,_, =1.000* DLLP, _,

—0.419* PCratio, _, —3.601* NPL, _ |

ADLLP, = 0.0003 — 0.907* ECT,_, (3)

—0.518*BIS,_ | —4.572* NIM, _,

—0.516 (2)



1) DLLP= A% ti&sea A9 49, BiSe BIS7IE A7] A2 29E, NIM2 & oJAd&, PCratiow
A HE, NPLE 314 o]s} o4l vl&

ADLLP, = 0.0003 — 0.907* ECT,_, (3)

ERF A(2)9} (& 9) 9] AIE of-gshd A(3) T2 FA AFH ESTTT e Hstel Wit ¥
A& 7 5 ok VECMS| 544 sl dAl= A7) 71olH, Al 27100 247t exfof disto] of
91%HE 7gste] A4Sl FAI= st

Aol Ho} AES Tl 23] AAAQ] HF 7IEM & AR A9 BIS7|E A7 IARE AEeS A
2 diEsgaol tsto] oFef Fae vikinh, E3E aolst Al BlEe] Frole 59 FF= niA= A
= Blekiet. sig Ak Al wifd Hlojelof A Slet Alek= o AAUS BRIE = A

VECM %A VAREF v7A 2 324 245 Sl e g fEsda] A2 ahef st
£ A5+ Ao 229 1%71—‘?151 i}%%kol EolEe FHIE Hol 1 2= AEgho] 022 U7
+ Utk ol oA VAREF Q| S A A HiESda
Astee 3 vt 4ee Hdh 1

_ﬁ_
e Hof tiESdao FEE A A5

Zto
= 2 =&l HA o= 74%4?4 E°‘E}

(3 3) VECM MEH th&SE3 oS 2ot

Forecast for dlp

0
O

! T T T T T
2021q3 2022q1 2022q3 2023q1 202393
[ ese c

forecast
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2. {4 VAR 2

o5 #7el7lole HesA) ek vhol

A AASE A S A W % 0 Skl o 34 28 Aol

EY;H@ X, y+u+e,  (4)
=1

i€{1,2,.., NLtE{1,2... T}

t

el Y= i s tA ) S Wgolth 2Eal o714 Y= A gibg ARkE L
njE] 2A4H $& Wit BYE Sl Y A Gis 4 ARRe] B EART E3 oA

of i 22 AAY Az} Ao ARE FAo| EFAA FARLE AT 5 ks 7%401
Tk, o2 Q1) Alxpol wE WAL A BASHAE AMa] FS A5t FE|E
ae BAsks d feleith B3 BE STk G 2 4 gl dEr wAE dAEE
Aol Agteict, T2|1 B APl 7|20 9y VAREFS o] 83 A ATS(EHEE, 1997), (HE
d-o A HhAT, 2012), (194942 3E, 2013)3 H UG AT A4S e

ol A AFzo] Al 2 5 24 A2 A4S S8 A4 ARES 12 o] nhe} 2 qigtojA

ot
K
ol
rlo
i)
o
19

AHE-El= VAR B2E2 VAR()EF 0|1l W5 37T A +21(5)3 2,

19) £HE(997)2 VARBHS o] §3f0] 887} 45 2718 AHgsle] 4E4E wol thet ASES 3
o4z s

d *“7‘(2012)E FEZHARY 7Y E 2E|a R0l FEAgl
7HE, FEZVAAS ST 2o A AA A A HE o] fetgict nxute g 7]
7P74]—rXH—4 SHA BAS L2467 Sl 3d VARE S F-getglon, AR AXEAA

VARG, FHANTIAR 7L glon] oS A AFREX] 9l BaWSE A AREE QTS



DLLP;, DLLP;,_, G
’ T
BIS; ; By - Bis BIS; ;4 Vi1 V14 dEaj
PCratio; |=1| ... oo ... PCratio; ;1| | ... ... ... Crebt € ¢ (5)
NIM Bs1 - Bss| | NIM it—1 V51 - Vo4 Termt
NPL,, NPL;, !

i€{1,2,...,11},t={1,2...55}

1) DLLP = A%4 thedehd Ao 347k, BIS = BIS7|% 27 Z}i XYE, NIM= = 0% u}2&, PCratio =
FAHE, NPL = 127 o|s} o4l H|&, Gr = BAAE, dEx = Yge] 2R, Creb = A8AZHE, Term
= 72tazd s

AeFA tfesdait 23 H YA 47HR] 9] F 5709 feR o] FojMQlom, 471x] 8] AAZA| A
st mygolnt, A4=o] B84 FHI WA SAIE flste] VARGl ths)
(General Method of Moment(GMM)) %= A8 Hat 2HL(FOD)H41& AME-3}o]

=S|

]

Y fo
oZ

rE

4>

i

=

i &

2. 2 VARZ Y =3 Znt

g VARE 53 AT diEssa Addel digt seia dA ) digt 45 24 23t sjde Al
Alghet, 24 At A=A diegda YA DLLP)O] tiste] 1A} 24 9] 27| A4l (A e
e AYH(-1)2 BIS7IE A7) A2 27 vl&(BIS), 224 olst o4l Hl&(NPL)of| thaf A2 5
A RS Holw 24 A7t $AX SR Foulsitt, ojof ek Hie= vyddE AR 5o g
A=), =9 AHaA ), ¥ FBaA(+H)ole), =3 FA 2 23 LIYAFS theliA = 1412 A
O] DLLP7} W7 A4 0.2 foju]eh sl dS A, 49 e Ak (E 1)) A=lekdid.

J

(& 11) I VARZSHS Est SEfH Q0 EM Zn}

M esg= | B Ab| A = o[t R o ofst
Fiolol Mzg ohzig T Hig OiAl B2
T ciasg2 —0.183*** —0.212%** 0.032%** 0.612%** 0.051%*
Helot(—1) [0.045] [0.032] [0.007] [0.168] [0.008]
BIS X7| Xp= —0.248*** 0.679™** 0.007 —1,195** 0.009
HEE(-) [0.048] [0.036] [0.006] [0.191] [0.011]
0.116 —0.595 0.897*** —5.253*** 0.07*
¢ xlo . . . 0 o .
2= O|X} OFRIE(—1) [0.158] [0.137] [0.000] [0.642] [0.031]
A HI(-) —0.002 0.004 —0.007*** —0.013 0.003
B = [0.007] [0.008] [0.002] [0.033] [0.003]




102 | GRI®IT=Z 20221 K243 X3S

1 olst 0.786™** —0.657*** 0.087** 8.235%* 0.84***

OfAl HIE(-1) [0.151] [0.008] [0.019] [0.641] [0.034]
2R MxrE 0.109** 0.082 0.026*** —-0.675%* 0.033***
etliee® [0.039] [0.042] [0.006] [0.148] [0.008]

o - 0.035** -0.015* 0.004** 0.085 0.004**

2o|=k =N =1 . . . . 5
2] S8 X2 [0.035] [0.007] [0.001] [0.034] [0.002]
AR Amac 0.077 0.411%** —-0.02** 0.196* 0.031**
—e T [0.051] [0.052] [0.007] [0.216] [0.011]
I[7t A 0.638"** —0.222% 0.029* 1.855*** —-0.063*
[0.124] [0.09] [0.015] [0.439] [0.026]
1) B Ha0f st 55 H4-0 MH20)| hSt £ 740t ROUSE 01% $=0f TSI ™, 1% $=0 **, 5% & * 0|H 25
Qto| ZAk= EEXIO|CE, ()2 St 7[7H ARt tﬂ#% S5t

1A
lo

ol o] %zﬂ;ﬁ

42| H]&(PC ratio)2 =l |

2 o5t e )X

e 92

r{r i)

%= oA} vRE (NIM)2 1AL A9 A2 diEsds &
4

A%
A2 BT 4 gk, Tt ARA O Fug A AL AN ol

AGAEC] A heFTFe AF FEOR fAstE FFL HaAst, o Sof 3 A
A 3T Adde] F/RI0H WAle AYee Paska(-1 A 9| ¥A) ¥Ae] DLLP
7t st 1407

E 314 0|3} of4l u]go] xﬂam Shegua Aot gojuia oe] WA SelA A
Adek, FEsjoRt 4 7] the Aue £ agle] AAH 4
ok, #74 AG7} 0,786%4 02 17 o3} of4

18) PCratio®] 7% DLLP(-1)7} Z7}3o] whe} Znbka o]e]o)o B 7hAas}7] wlito] oko) Alm
PCratio®] 57}k DLLPO| |2 &2 FAH R gelshA] Zstgion Tefel] 2l
5k9lct (-0.002) &, PC Ratiot= A A diegda Aol w2 29049 23 vehlls $4542 Aot 1eut
NIMS DLLP(-1)9} EA|A 02 oFo] #4|(0,032%%%)2 Ho|il QoL}, DLLP°ﬂ gt NIM(-1)9] A7=(0.116)-> 117
13t oA E 22|l 4 Algoll e FAH R o5t Ayt IR oh=tt, ok AA| 23 GALE T s 9
o, 29 FE|¢ HE & 3l o|Fol A= NIMell thall Alga tisdgol dia o2y NIMol| g8k niicta 2yks
gk ol tha of o]
14) £852(2005)0l] w2 AR =2of| of5f HA A Ei= FAJAH O R theFgl o] JMIXPJ} Aeke] oYL 8l 2Hdh= 74
-7} Qlek, ol S8l 2a9] APAEL Wi AR R R T oSl iARE A £ olu]A] F 2AFl 7HAAE 5S¢
o AgFA AL olgal o] 24 sh= f<lo] Slrt

B
oy
o
o, iju
S
Howe
o o
T
o
0_.\.10
HJ|OL
o =
0 o
o 5
~NE
o




A e AE Bl ol & AR dis Ade] Fd s/lEek ofyzt 23)0) oF £7] Aol 73
ek FA AL EE AT diedEds Adde STH7IE 8oz s & o Qo Yot
A Aol 1 ofst of4l vl A diE e A=) Fo BAE AU e AL
(0.0517#%) 7 271 vl o] 317 o5} o4l HI&] At} shetofl tiaf AdAIM o2 QT2 dasd=

il
BN
oX
QL
uly

Qolog ZAgr} ¥

=
ox
o
o
2
e
=
(o3
©
=2
ot
i
)
rb
:
O
Al
)
o
12
1o
o
u)
iy
r o)
2l
iy
flo
o
©
-
>,
2)4:‘4‘
)
2
)
%
ne
o
=
i

w=obgt vjgsk] wzoldt, &, &
AFH o2 thesdas F7F A9 4= oot
npx|ete 2 BIS7]E 27| AR AYEBS)E AT disda Ao 9T 713= 2SI
o} o]22 07 S0 MY BIS 7|5 Tier 19] 27| AHE-S Tier2& Hglsl= Aolt), wjito]
239 BISY vl #ele di&gda Aol o F4HeRE FAgAQ gQlowA 288 4= 9l
o 52 dieFdael A5 ekt £E531H Arotof sk tiEEHlgS Tier 1 AH2og #5757
wizoll, BIS7IE A7) A2 AYES WA fesdaS B4 GAY 492 déegdas e 4
"ot sh= aglo] & 4= gl
ol= #19 (& 1A A AFA dEsTs A diek BIs7lE A7) A2 A-HE
(=0.248**)3} BIS7|& 27| A2 AFE] il AFA dEgTda HYH(-0.212%%)0] BF &
o WAE AU+ A& Tl ZT 4 Atk © Yo7k ARIMAS] 23] AIAE A 7S o
2E VAREF S B4, t=17]00 BIS7|E A7) AHE A Eo] F71sHH t7]9] A4 diEs3+w %
UM Zashal t7]9] A=k diagda AN Aas 41719 BIS7IE 7] A AYEY] 371
A5tk S AT daEFda AYHS NS o m sl BIS A7) A2 AYES A%

= .
0@ A%EHe 282 32 R Aol Atk

VAREG S| AR 2402 VAREY A 24, SAR 4, ks 24l didt 2aE

d£=(2003), AHg4=(2013),

>
>
r
£
>
o
S
1
flo
<
%
ko
ot
tlo
o
o
Shs
_|>~
=2
>
=)
o
ofN
fo
<t
-
ghs
o
)

15) 22 37 2011 EHE 20179 E7H) 7o) HoR WAL BHolA] £ olgH FH FEgolt R AW APSS
of ool WHThIE 43 4 Gk, 2 3 NPLE B8 290 49 £48S B B0 theddd AUES 2
A o B 4 9l
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i

ok b ol gak HA woltt, oA, (17 59 dlip:diip(5,5)($2 HslehE HH o] 3
of 2 A dhE T Helole] F7he 437} 357] U2 whes Th 008 Susks A4S Fel
o 2 girh ol Fanele F2o] qlufehe Beje] 7|2o) A teduE Ay 20 A2

2ol Ao 34 FRsste ART 45 GASIEE GE 1) O] 24 A ATkl shHzh gt

2213 A diESEe AdH e o] S4 o HH 17 ost o4l mlEo] A&AR] R

O

e\

T Ao F717} 5 A4HQ) 34 o]3h o4l 1]&o) —7}& olojxl= A Eakh, ol 23 7
Q7150|324 91Fe) ZPs Aol At tiE AASS AR 24 thE Aol & 4 Q= 27 olal o
Ao Bgal7] Hol AR gedad A9S B 0o B0o] Lot geduae Ao g

()] (1.2) (1.3) (1.4) (1.5

npl - npl npl - peratio npl - nim npl - bis npl - dilp
002 015 00064 o 002
0015 00044 -001 0015
014
.00 0002 -.002 00
0005 0551 0 -003 0005
0 04 -.0002+ - 004 [}
21 22 (2.3 (2.4) (2,5)
peratio - npl peratio : pcratio peratio : nim peratio : bis peratio : diip
0006 064 04 001 001
0004 044 00024 0005
0002 s 0 0
0 : e 0005
-.0002 0 -.0006 -.001 -001
@1 32 (3.3) B4 [ER)]
nim - npl nim : peratio nim : nim nim : bis nim - diip
0006 005 00124 0 001
0004 04 w 001+ _oo0s 0005
0008+ _001
-0002 - 005 ' 0
0006 -0015
0 01 00044 -002 -.0005
41 4.2) 43 4.4 435
bis - npl bis * peratio bis - nim bis - bis bis - diip
0002 o] 00024 006 0
0 00014 004 -0005
-.0054 04 002 -001
-2 -00014 . -0015
-.0004 014 - 0002 0 002
5.1 (5.2) (5.3 (5.4) (55
diip - npl dllp : peratio dlip - nim dlip - bis diip - dlip
0004 0054 00044 001 o
0002 " o3
0 o] 0002+
-.0002 -.001 0
04
-0004 - 005 -.002 005
0 5 10 0 5 10 0 5 10 0 5 10 0 5 10
- = o .
1) WS HASTT MM N ASTE MY 23U, BISS BSYIE Ab| KK MBS, NMS 2 OIXt DRIE, PCratios
SXHIE, NPL= I'_’é* O[5k o4 H'th:l'.
A - o AL . o A= = = > = | = o
2) 2L t.'_fsﬁTQI =AMo|Ct. oIS S0 (5,19 dipinpi2 XA RS FFHol| st S2{oil thsto] 278 ofst ol Hig
o| HkSg T LIEfH ZdOIEf
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AN FR9] dllp:bis(5,4)(F ot LEZ F WA e} bisidllp(4,5) (|95 oFA T+

2 2y, A geFgds dYdo] Frshd BIS7E Wshrh A1452¢1 S42 fAE
£ AL ERIT = Qi) Wi R BIS7H S7FetH Ala] dedds Ay Hshz 420 S4=7t
B 2SI 4 Atk (4.5) ol BIS7IE A7) ARt AYES A degda Aol disl &

gHoR 254 2219lE ofujgit,
EG VAREFL oiso] o] s tansse] whe-g Selst 5 glon, sy 19
A

SEES O 1N2ARF SO

term - npl term : pcratio term : nim term : bis term : dilp

2 & e

= o =2 N oW

o828
L @
5 B

5 10

-
@
5]
°
o
2
e
o
3
°
o
2
-

creb - npl creb : peratio creb - nim creb : bis creb - dilp

ar:npl gr: peratio qr : bis. qr: dip

05

o

=)
L

=)

=

5 10 5 10 5 10

=)

5 10

=
o
5]

1) Gr2 ZMEEE, db2 H28 23 2N, Creb2 MBAZYE, Term2 7|HAZY|E, DLLPE XA ST TN
Al BISE BS7|E A17| X2 HEE, NM= & O|X} OFEIE, PCratio= 4+X[H|&, NPL= 117 O[5t 0441 HIZ0|CH,



4

Babe] B uE AHo) B wid SAlelel tidt v Ws50) Jake 715 Wk shla
QTR (12 B AR dhgea A 217] 2410 thste] 23158 1043717 0,95
o4 0.8199] G 7HA, o2 Fal WAL 27| ApAle] 104K mlAIIA] A 2 GRS T RS
SHIT 4 glek 23 30 of3h of4l Hl&o] 24 Rkl AE 0,029) FaFE YA, 104K oA
0.139] obel v 2 2 2ol 4 gk, o) WM oRE A dliduel Ag

10| ShA] AN e} o] AR IRO] felo] Zsh Aeshe 2L Eaith Tt 4714el o

F= Hoke molle 1 olst oAl vl&e) IFH, = 239 T4 Aol diste] Ry X] 9 of F

Do

l

o, 2AAHFE 10A127HA] oF 0.039] &= VA= e TAUT. A2 vlEol ARt AFA i

F9 AYA(DLLPO] 44402 28 AEEo] JaF Zoht ol T st o 23 49

it

NP DLLP BIS NPL

2 0.952 0.032 0.02

4 0.91 0.036 0.052

DLLP 6 0.873 0.039 0.083
8 0.843 0.039 0.11

10 0.819 0.038 0.13

2 0.036 0.942 0.022

0.034 0.832 0129

BIS 6 0.033 0.712 0.243

0.032 0.618 0.329

10 0.031 0.55 0.387

0.025 0.000 0.954

0.019 0.001 0.951

NPL 6 0.017 0.002 0.943
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