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Abstract This study analyzes determinants of bond returns in terms of systematic risk versus idiosyncratic risk by
examining relationship among those factors. First we examined the cross-sectional determinants of corporate bond
returns with Korean bond market data from 2001 to 2014. This paper uses term factor and default factor for
systematic risk, and duration factor and credit rating factor for idiosyncratic risk. The empirical result shows that
systematic risk can explain cross-sectional differences of bond returns rather than idiosyncratic risk which is the
same result in advanced markets(US or Europe). This result is different from the previous Korean studies which
showed that idiosyncratic risk is more important than systematic risk in Korean bond market. The reason for the
different result may be the longer sample period which includes the most recent period. It is insisted that Korean
bond market is getting more synchronized with the advanced bond market. In conclusion, this empirical result
implies that Korean bond portfolio managers should focus on systematic risk, which is contrary to current system
in Korean asset management industry.
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Table 1. Sample data

Freau Ratio
ency
total sample 13997 100.0%
sample before 20014 35 0.3%
sample with maturity less than 24 months 2805 20.0%
sample without consecutive 24 monthly 2708 19.3%
data
Total 8449 60.4%
THS, Table 2= #4]0] o]-&¥ 3|Apx <] Alqpdrad
5 A=l g1 2&sFEE e xolvh 2000
o) 25 A7 A8 TR 2 g e
AARE 2008l HAE FE97] o]F = el W
@ BBBrolate] F71%5e] XA B A5} 343
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Table 2. Bond offerings by year and grade

BBB|BBB|BBB

AAA| AA+ | AAO | AA-| A+ | AO | A- +lol - BHA
2013 | 0O 8 0 0 0 0,0]0]0)0 8
2012|1281 323 | 88 | 176 | 226 |103|63 |37 | 10| 0 | 1154
2011|260 | 606 | 168 | 197 | 172 |111| 44 | 36| 18| 2 | 1614
2010 |2457| 94 | 377 | 100 | 236 |112| 60 | 40 | 21| 5 | 1102
2009 | 46| 35 | 323 | 79 | 167 |112|47 15| 9| 1 | 834
2008 | 47 | 15 | 255 | 34 | 87 |48 |55]19| 13| 3 | 576
2007 | 34| 4 | 46 | 88 | 71 | 56|76 |57 |39| 13| 484
2006 | 24 | O 57 | 89 | 89 |31 |36|46|43 |37 |452
2005129 | 10 | 15 | 57 | 8 | 76|72 |55|53| 34| 487
2004 | 24 14 | 42 | 134 | 39| 51 | 69 | 63 | 46 | 483
2003 | 29 44 | 156 | 56 | 22| 26|21 | 33| 21 | 409

4

54

1

1
2002 | 29| 5 | 105]| 38 | 57 |21 |19 |3 52 | 407
2001 | 15| 9 | 8 | 82 | 26 | 6338 |28 38 | 439

A | 722 [ 1111 | 1578 | 1138 | 1407 | 794 | 587 | 460 | 400 | 252 | 8449
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Table 3. Descriptive data for factors

Mean (%) D es\:.(:;’/o) Min(%) Max(%)

TERM 0.08 0.84 -2.50 3.95
DEF 0.01 0.63 -4.49 2.95
LQ 0.78 0.26 0.33 1.83
INF 0.24 0.09 007 0.48
GDP 0.33 0.31 -1.29 1.07

TERM DEF LIQ INF GDP
TERM 1.000
DEF -0.337 1.000
LQ 0.067 0.107 1.000
INF 0.096 -0.125 0.269 1.000
GDP -0.236 0.354 0.143 -0.173 1.000
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Table 4. Result of Fama—Macbeth model for bond beta

TYPE FREQ| INT | DEF |TERM| LIQ | INF | GDP | RSQ

DEF. |PARM|8449 |0412(0641/ 0339 | . | . _ loae
TERM| ¢ (7.05)(2.77), (2.90)

DEF, |PARM| 8449 |0.198(0.631| 0.341 |0.283| . . losss
TERM,

uq, | t (050((2.73)| 2.91) | (0.76)

DEF, |PARM| 8449 |0301(0623| 0336 | . |0157| . |09
TERM,

INF |t (161|267 295)| . |©071)

DEF, |PARM| 8449 |0.423(0.625| 0.321 -0.060 | 0.395
TERM,

GDP | t (3.14)(2.74) 2.73) (-0.08)

T%';E PARM| 8449 |0.257|0.597 | 0.333 | 0.320|-032| -0.040 | 0.464
L'gg;‘f' t (0.40) (2.65)| (2.82) | (0.63)| (0.33)| (-0.05)
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o] gith= AL Holal Ut} T default beta, term beta
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Table 5. Regression result of monthly excess returns
on beta and idiosyncratic risk

TYPE FgE INT |DUR RZ“” DEF T’\EAR LIQ| INF |GDPRSQ
DUR, PQR 8449(0.2550.086/0.025| . | . | .| . | . o118
Ralng ™ 8440](1.07) (1,031 (0.19)
DEF, | PAR
TERM] M |3449|0:884/0095|-000/0590(03%9| . | . | . |0433
DUR |+ 440/(1.3)(1.31)| 001 |269)|3.06)
Rating t i : il .
DEF, | PAR
TERM | 34490:598|0.080| -85 0674|0330/ 0251 051 Q70 507
LQ,
INF,

GDP,| t |8449/(0.29){(0.56)|(-00H) |(2.64)((2.82)|(034) (09 (024 .
DUR,
Rating
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Table 6. Regression result of monthly excess returns Ago] dutd oz v R Avkal B o7 el A
on beta by offering size

sk QP FAES A AAZE Yo 9s
AAREE W T4 AR g 7Y 1he
A. Large Offering ~ _
Aol weh A4EE Ado] o wria & 4k E
TYPE FgE INT | DEF |TERM| LIQ | INF | GDP | RSQ s Felo| A A85Fe] e vl FaolAd
2= & T =0 [e3]
DEF, | 1y 4110|0405 | 0685 [0368| . | . | . |03 o Al tid tgte] ¥ =2 Ao Husin
TERMI a0/ 6.66)| @289 |92 . | . | . | .
DEF, | PAR 4110l 0.183| 0673 |0.370 0205 _ 0381 Table 7. Regression result of group portfghos n.qonthly
TERM, M excess returns on beta by offering size
LQ, | t |4110] 049|284 | 2983|073
DEF, |PAR | 4110| 0.300| 0676 |0365| . |00%9| . |0389 A. Large Offering
TERM,_M
INF | t |4110](159)| @77) |@95)| . |05 . . TEPFgE INTIDURIFatng DEFT:\EAR Y O
DEF, | PAR 4110/ 02| 0677 [0347| . | . |-0.118]0380 =
TERM DUR,|" ) (11002450078 0022 | . | . | . | . . o
GDP | t |4110/(3.20)| (2.85) |(2.73)| . .02 ] . i
DEF, | PAR Ratnd = Ui1d(0%)]0%)] ©.17)
TERM| M |*110)0326] 0680 | 0.35910.292/-0.553) -0.118 | 0.453 ?EE PQR41100.3540.091—0.0130.6470.367 o o
POl Jat10] 048 | 275 |279)|062) 0.18)| (020 | M,
, DUR,| t [4110(1.16)|(1.24) (-0.05) (2.70)(3.06)
Rating
DEF, |PAR
+ PAR41100.4730.070 ~0.034(0.6830.3590.305 -0.647 | ~0.187 0.
6. Smal Offerng —en |y 411004730070 -0.0340 5-0.647|-0.187|0.50
M,
TYPE FgE INT | DEF [TERM| LIQ | INF |GDP| RsQ hﬁ
op | 1 #1003 (064) (-0.17)| 274|280 (033) (-0.18)| (0.41)
DEF, |PARM| 4330 0418|0599 0314] . | . | . | 0347 GDP,
TERM| t |4339|(7.41)|266)|288)] . | . | . . F?;iié
DEF, |PARM|4339] 0213] 0501 | 0313 ]0271] . | . | 0389
TERM
Lo 1 |4%9](052)] (263290079 .
DEF, |PARM|4339] 0384 0573|0309 | . |0269] . | 0403 B. Small Offering
TERM,
|t |43%9)(163|258)|295) . [087)] . . TEPFgElNT DR Fating DEFT:\EAR Lol | cor ] Asa
DEF, |pARM| 4 415|0576|0207| . | . |29 o,
TERM, 339/ 0415105761 029 5 | 040 E{LaJt'i::{ P asasozs0og 0008| . | | .| .| . |
GDP | t [4339|(3.08)|(2.63)|72)| . | . |00 o Mlediehmozn T T T 1 1
DEF, -0.18 DEF,|PAR 053|031
TeR, [PARM| 4330 0.192 | 0518 | 0.309 0345 (0033 0475 DEF PARssagoaroron-0007 %9031 ||| o
MOt Jasao| 039 | 259) | 284 (065 049 009 iy
matn| 43300153 (138 (0.08) (250)(305)
g
Fgh ol2fdt 43l YT AT FFS ?E;' PQR43350.707 0.080-0.036/0685|0.3030:220 ~0.480|-0.173| 0.52
v F43817] & o, 285+, term beta, M,
default beta %5 4709] HRAFE T LA, 28] O
1 gEAuele A= euel 2 GDPHIE B& F7lek GDP t (4339(024](049)(-0.02) (254)(283|(036)(-0.01) (-0.08)
i DUR,
Z TN W] g3 AyEn 2Astuz) v Ratin
B4 A3 F 2§ wRA Feloldeld Aesw =S
22 Y 19 YFS BAA Ao glE Ao
2 WaE s 9ol AR A9 AWl ool Ats aofshwd ALzt T8 A
Tgogo] gFEIRe] A urh EAA soe g A9 A AuH2 AR, A 2] 9l
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