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Abstract

A Study on Measuring the Integrated Risk of Domestic Banks
Using the Copula Function

Chang, Kyung-Chun” - Lee, Sang-Heon™ - Kim, Hyun-Seok ™

One of the representative prudential regulations is the capital regulation.
The current regulation and international criteria are just simply adding up the
market risk and credit risk. According to the portfolio theory due to
diversification effect the total risk is less than the summation of market and
credit risk.

This paper investigates to verify the existence of diversification effect in
measuring the integrated risk of financial firm by the copula function, which
is combine the different distribution maintain their propriety.

The result of the test shows that in measuring the integrated risk not only
the correlation and but also the proprieties of market and credit risk
distribution are very important. And the tail of risk distribution is important
when measuring the economic capital, especially the external impact to the
financial market.

This paper’s contribution is that the empirical evidence in considering the
relationship between market and credit risk the integrated risk is less than

sum of them.

Key Words : market risk, credit risk, integrated risk, copula function
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