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The impacts of Allowance for Doubtful Bank loans
on the cost of equity: an empirical study of Korean Banks
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Abstract The purpose of the study is to empirically investigate how the higher allowance ratio for bank loans affects
the cost of equity using Korean banks from 2002- 2015. First of all, we analyzed the impact of the higher allowance
ratio on the cost of equity for Korean banks. Secondly, from the perspective of governance structure, we analyzed
the existence of different impacts whether banks were affiliated with financial holding companies.

The results showed an increasing impact of higher allowance ratio on the cost of equity for Korean banks. Also, we found
these impacts differ whether the banks are affiliated with financial holding companies. The results indicate that the burden
of higher allowance ratios for bank loans may provide negative impacts on capital markets. The higher the allowance
ratio, which means the greater risk for banks, may help to increase the cost of equity concerning Korean banks.
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Table 2. The Relationship Allowance ratio for Bank loan

and Cost of Equity

oo} A7} ﬂ
2t 23 &
27| A & 7u
A% 2 2717t {9 ?‘5}711 723t
= .gfsg 7:10:19] Euﬂ/ﬂ 57]. o7y EH_{;_\_%%@
7kt eae] A7IA L G A S19)e]
A7} efshel= Ae® sjAEnk (A7 219
T} 2o ofol] wheh 28 BiESE A Y
71 AR AAA $18) el EAlshe &

7 et

og(:ll‘
oo X o &

>

L ro mL o2 o

rﬁo‘;’é‘&ﬁnu
N

=

Coem btam Table 3. Different Impacts of Allowance ratio for Bank
rein 0.065 0.111 loan on Cost of Equity By the Financial
(0.000) (0.000) Holding Companies
) -0.230™ 03917 coe bta
“ (0.000) (0.000) - 0.083 0.141
0.000 0.000 (0‘O7i1 (0'07*8*)*
roa 0.074 0.126
(0.146) 0.146) reln 0.000) 0.000)
-0.017"™ 0.029" -0.038" 0.065"
bis DmHreln
(0.002) (0.002) (0-08‘2 (0.0842*
1.846™ 0200™ las 0234 0397
mair (0.000) (0.000)
(0.000) (0.005) 0.000 0.000
gtdm Included rod (0.143) (0.143)
Constant Included bis 0.018™ -0.031™"
Within-R? 0.987 0.383 (0.001) 0.001)
i . 1.845 -0.201
ausman- mair
.001 .
{est(Chi2) 81.99 81.99 (0.001) (0.006)
qtdm Included
No. of Obs 524 524 Constant Included
Note: 1) *** #* * denote 1%, 5%, 10% levels of significance, Within-R® 0.988 0.388
respectively. Hausman-
2) The P-value of two-tail test is reported in parentheses. test(Chi2) 82.73 82.73
No. of Obs 524 524
3.3.2 II-’F-EIAI' _+__J__|\_ 01$0,|| [EI'E %30” EH%%% Note: 1) **%*, ’:*, 1* denote 1%, 5%, 10% levels of significance,
respectively.
Maial X17|XHEd| 2H7| X}o] 2) The P-value of two-tail test is reported in parentheses.
4 teTY AR 4 A AR SR A
= 7LELAd
AR 99 o EAHE Fo| WAL AFSA ARe 333 FIHEA
- £.3] SZvlAdn I z}7)AFE-B r= x Z
A ool mret felshl Wakshs Ag A% ¥ ) BeEAER &S AR SEE AA
e Ak G [Tabe 3} 00 A Bk & ARIA AN A7 el theFd Aol o
> S nx]= o ZAE 71k &]
) e P f(reln) ] FAAGRE F 5423} S v GO BAVE EAE 7R uiAsH] o
N RE %9]5‘;_} oke] Hz2 mol whd wAWs Hot & =2 e grgo] =& A7 AR 8-S
S 1_ - S uksli= 7o) o o Hp E °13
(DmH*reln)®] 4755 oF B4 25 403 2o 3 frdshE 3ol ofye}l & A|2HEN|E EARE 3
55 woln 9tk e UEFARNSE 4 A AE £ 9
o8)o] R|FIA} Ao ofd Ao L8 rliz o olgst A TAE SASH] HeME =TS
= 0]Qs > 2l mEe Hasi- 2
B AR A ARG Ao Fel@ Fe) oAk Ba F OTEFIWA HAEATH 2ES HEshs Aol v
s}, 1 Lajo] RFE A} ade] Ado)= o e Attt 2y dissd A ghlsdd 93-S nAdA 2}

249



S| Eersl=EA) Asd A5E, 2017

N

rlr

=)
o

X ol >
o 2 e o
—_ _E‘
2

o

B oHS o2 1 o X
e

o

U2 [Table 4
A7) A ) (=
oh B4 A7) 23 dEFETAHEES o]
G0l = A7) RHEH] ANAA 9187 %91?3 gl
A Fol #AE 7= Ao ® e &
&3 A7) 2] &

o1 &
A7 %) B

_,,_.

N
& w

] AAH A7) BAE 2]
A gol] ARLE HET BSOIE BUS 23S nol
=A% S 5 9k

Table 4. Lagged Rellationship between Allowance ratio

for Bank loan and Cost of Equity

coe bta
0.068" 0.115"
reln.;
(0.000) (0.000)
0245 0415
las
(0.000) (0.000)
0.000" 0.000"
roa
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bis
(0.002) (0.002)
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maitr
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qtdm Included
Constant Included
Within-R* 0.989 0.430
Hausman-
test(Chid) 94.57 94.57
No. of Obs 511 511

Note: 1) *** ** * denote 1%, 5%, 10% levels of significance,
respectively.
2) The P-value of two-tail test is reported in parentheses.
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