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Abstract

Purpose - The purpose of this study is to analyze the relationship between the issuance amount of
subordinated bonds and firm value, aiming to determine how subordinated bonds are evaluated in
the capital market.

Design/methodology/approach - To achieve the research objective, this study empirically analyzes all
samples of domestic listed insurers that have issued subordinated bonds. Through such empirical
analysis, the study aims to confirm the value relevance of the recognized debt and examine how
subordinated bonds are reflected in the firm valuation of insurers.

Findings - The research finding indicates that subordinated bonds issued by insurers, despite being
recognized as debt, did not show a significant relation with firm value. This result suggests a
divergence from the typical characteristics of debt, reflecting the distinct evaluation of debt
recognized through the issuance of subordinated bonds(subordinated debt) and general debt in the
capital market. In this regard, additional investigation into the value relevance by categorizing debt
into general debt and subordinated debt revealed a significant difference in the value relevance of
the two types of debt.

Research implications or Originality - These research findings indicate that the market evaluation of
subordinated debt takes into consideration the economic attributes of the subordinated debt.
Furthermore, this evaluation is interpreted to account for the regulatory consideration that recognizes
subordinated debt as available capital for supervisory purpose.
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Table 1. Hibrid Securities and Subordinated Bonds

Hibrid Securities Subordinated Bonds
Maturity 30 years or more (Permanent) 5 years or more
Interest (Dividend) Payment Discretionary Obligatory
Accounting Treatments Equity (Equity Instruments) Liabilities (Debt Securities)

Contingent (Amortization or Conversion upon Specific Conditions)
Unconditional (No Amortization or Conversion Conditions)
Regularitory Capital Tier Tier 1 Capital or Tier 2 Capital

Amortization / Conversion

Subordinate to Subordinated

Repayment Priority Bonds

Subordinate to Deposits and General Bonds

Source: Bank of Korea (2023).
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Fig. 1. Outstanding Issuance of Capital Securities by Domestic Financial Institutions
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Table 2. Sample Selection

Sample Selection Criteria # of samples (firm-quater)
All Samples from Domestic Listed Insurers 611
Samples of Reinsurers (47)
Pre-listing Samples (13)
Post-listing Samples (22)
Samples without Issuance of Subordinated Bonds (265)
Final Samples 264
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1. 71&E5AEA

2 A7 MR ARE o iEEe] 7S A% (Table 3) 3 2t

Table 3. Descriptive Statistics

Classification Mean STD MIN Median MAX
MV 0.0556 0.0387 0.0109 0.0426 0.2050
TA 1.0266 0.0315 0.9569 1.0226 1.2197
BV 0.0756 0.0257 0.0112 0.0712 0.1461

GBL 0.9317 0.0404 0.8627 0.9266 1.0964
SB 0.0193 0.0082 0.0032 0.0194 0.0476
ADV 0.0949 0.0268 0.0473 0.0886 0.1579
PL 0.0019 0.0021 -0.0066 0.0017 0.0087
Loss 0.1212 0.3270 0.0000 0.0000 1.0000
SIZE 30.5409 0.7426 28.8250 30.4689 32.4947
IND 0.8523 0.3555 0.0000 1.0000 1.0000

Definitions of Variables are the same as equation (1) and (4).
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Table 4. Pearson Correlation

Classification MV TA BV GBL SB ADV PL Loss SIZE IND
MV 1.000
TA 0.247™ 1.000
BV 0.634™ 0.010 1.000

GBL -0.241™" 0.748™ -0.624™" 1.000

SB 0.145™ 0113 -0017 -0.103" 1.000

ADV 0652 0.044 0.953™ -0.629™ 0.288™" 1.000

PL 0596 0.057 0408 -0.268™ 0.263™" 0.471™" 1.000

Loss -0.185"" 0042 -0.192™ 0.170™ -0.073™ -0.206 -0.583™" 1.000

SIZE 0.051 -0.474™ 0.414™ -0591™ -0.200™ 0.336™ 0.162"" -0.191™ 1.000

IND 0386 0.275™ 0.200™ -0.026 0563 0.362™ 0.219™ -0.009 -0.456"" 1.000
Notes: 1. Definitions of Variables are the same as equation (1) and (4).

2. p: 7"<0.01, <0.05 and "<0.10.

(Table 4) o] 4930 £H Azl 2w, /177 HrIAFOIZEIE Asld BE SPuL $4u
o 1SS el ARAE A ASE et 2 @] SRS Tl Asn)e
1A (MVISHE e ()9 FBE Holx glo] A uage] 9es PAIsa ek, 7Iet
HUFETe] JURAE AABH, FAL, AN I, QU Asks JeAol 4 ge
Uhebstan, A% AHADY), 7145019 (PL), 4172010 IND)He oH+)e] 4718 el
Jor], T n](Loss), 7| ATFRETISIZE)SHE ¥ &()e] 4RaAZE Sl Aow ehgeh

BiApaah 2olkzololo] £, SARTINAFE FEAAY WAL Wol ¥ 5 Y, £2E
She W e, ATl 2% SR 28e A 8 AFedel Si-g Uehl A, A

A g elgste] AT 22T 25 P Ao, P A9E olelAE thE A7EH 2
Astg olgtelol & Zolth,

FEAAA] A%, RHEA] ATYRES PAR FASE FRolnE Paje] Ayt £4L
B W, 71 Frelg 2] FEAS T Aol Btk AARE, (Table 4) o] 242}
£ AWEAGBLZE 7197 thalA] frolat S09] ARSI Ao Uekdth e, F49)
AR Aol /G A Frolat el FRHE e Aoz vebrth, olefd dvke
AR 1WA BN FESAAE ) ol AR S8 T Ao AT Ay

o] E&g e Zlolet @ 4 k. T, o]eld £ Ak BAMFE] Z A Ve S

Al

£>\‘—ﬂoﬁ4}

R Jo oo
m NI LN
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P whe HolF s Aolune, Ho AHed PR 39EA o] AdE
1:}

JRR A SYRFEIE Ee o] e B AlAlska ik
o

i A|}A] o2 Thedt
a3t FPshr|=

SkH, (Table 4) 2] 73
olHat A thx344 (multicollinearity) 417} WAIE = glomz ol g 2vke I 38}
Heltt, ol tiairs AT 2aE AAE wl, BB AAFVIFE 3 AES 7|2 g

> rgﬂ c,>~

5. ST

2 AT 7P (DS AAgstr] fIg 378 AR (Table 5) ol AASFTh, A€ E447=
5192 (o] FAdAelt}, § FAEAe] =, 2P FeHo HF(Modified R=753,
F-Value=16.40, VIFY] Hgk 6.112)8 Ao 2 AetEc),

Table 5. Result for Regression Analysis (1)
Classification Standa_rdized Standard Error t Value Significance VIF
Coefficient
Intercept -0.208 0.089 -2.350 " 0.020 0.000
ADV 0.825 0.074 11.190 ™ <.0001 3.964
SB -0.206 0.234 -0.880 0.380 2.436
PL 8.170 1.440 5.670 ™ <.0001 3.486
Loss 0.017 0.005 3.640™ 0.000 2.081
SIZE 0.006 0.003 2050 0.041 6.112
IND 0.001 0.005 0.110 0.910 3.179
Quarter dummy Included

Notes: 1. Dependent Variable: Market Capitalization.
2. Variable definitions are the same as equation (1) and (4).
. Model Summary: R?=.802, Modified R?=.753, F-Value=16.40, Significance=.000.
p: ""<0.01, 7<0.05 and "<0.10.
. The Standard Error shown in the table represents the white’s heteroskedasticity consistent
standards errors, and T-statistics are measured by the white’s heteroskedasticity consistent
standards errors.

S )

(Table 5)oll AAE EMAAE 2HEARHADV)H £7]5=0]9](PL)o] 71 A7HA(MV)E A Hste
frol#el HEE Yehgov, SR A33d viel theAl FoHolR| gk MR UEp
oo wpel T AH Ao ZFHFEAo] Jvhe AT (DL A9 & glo).

ol Ao TEAHo] AFAR FAZ BAEHE FEAS 1T ul, AEAPY ForpEol
FAAEE FA7E obd AR o2 FAEs Aol ks A Ul AL olyA|Yl, dukyoz
Hﬂ A ()] 7hx#Age] HolA] ¢kal oz Byl dvkdoz 7};<1L sxgg T A=
RAolghs A F2 ¢ A g, thet, 23ke] o] AYATE Tl HEzl feiuEke] AEA]
75128 *J'(funCUonal fixation)o] Y= AL st F$, T-’FHZH;‘J«] A=A &4do] 7w
A, 2 A, FoAl ZpxEAA o] YERA e Aoz didd = Qi)

A3}7] 1,]5} 3| HEA A9} Vuong(1989)9] A7 (Table 6) ol AAIEHITt,. &
AL A2 (99 3)e] S vwsle FHo= B 5 Qvh, 3|ARA Ao wad, 3|92
()9} (3)¢] ™ E(adi.R® 715) 242+ 0.74587 0.75802.84 3]72] (3)e] A o] v At} 374
Q2 F¢ xﬂ?ié FAZ 7she 7197 iR ela, 3]AH A (3)L Ao e Hrt R
vz, o9} e AE AEAFNA ZEAAL BAV} obd AR o2 5T 7hEAo] ks AS
Yepdith, ey, o]2jdk A Aol BAF R folEhA] YRS Vuong(1989)2] AL 53l gl
2 Ay AASAZE(Vuong’s z)o] 0.858% At&E o], 10% FFolXME L xpo|7} HJ3kA] egte}.

1A ge s 3
2 A
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weba], AZAG A EEAANAE AR oR stk Ao digk S gloh
Table 6. Result of Vuong(1989)’s Test
Equation (2) Equation (3)
ostiaton | Soel Gowe  w oo e wr
Intercept -0.163 -1.73" 0.000 -0.249 277 0.000
BV 0.765 11.34™ 3.398 - - -
ADV - - - 0816 10.57 3.904
PL 9.096 6177 3.090 8.036 5.6™ 3414
LOSS 0.018 3727 2.075 0.017 3.66™ 2.081
SIZE 0.005 157 6.038 0.007 241 5.346
IND 0.010 275 2.047 -0.002 -0.43 2.639
Quarter dummy Included
F-value 16.13™ 16,72
adj. R-square 0.7458 0.7580
Vuong(1989)’s z 0.858

Notes: 1. Dependent Variable: Market Capitalization.
2. Variable definitions are the same as equation (1) and (4).
3. p: 7<0.01, "<0.05 and "<0.10.
4. T-statistics are measured by the white’s heteroskedasticity consistent standards errors.

(Table 7) & B@SALe] HAE AWRAGLB)SH T AASB) L2 T3] Pkl 7HH B
o Aol7k QEAE AN U AN (D)e] FHAT oI,

Table 7. Result for Regression Analysis (2)

Classification Standa_r(_;hzed Standard Error t Value Significance VIF
Coefficient

Intercept -0.364 0.130 -2.790* 0.006 0.000

TA 0.926 0.107 8.680 " <.0001 6.763

GLB -0.811 0.071 -11.420" <.0001 9.044

SB -0.225 0.206 -1.090 0.275 2.439

PL 7.950 1.452 5.470 <.0001 3515

LOSS 0.017 0.005 3.650 0.000 2.082

SIZE 0.007 0.003 2450 0.015 6.235

IND 0.001 0.005 0.230 0.821 3.183
Quarter dummy Included

Notes: 1. Dependent Variable: Market Capitalization.
2. Variable definitions are the same as equation (1) and (4).
. Model Summary: R?=.807, Modified R?=.758, F-Value=16.54, Significance=.000.
p: ""<0.01, 7<0.05 and <0.10.
. The Standard Error shown in the table represents the white’s heteroskedasticity consistent
standards errors, and T-statistics are measured by the white’s heteroskedasticity consistent
standards errors.
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S goleks, dols Feddde o RAe dira)s sty e tn Jes
o 5 gl aEa B Ao ol A Aozt 4& A : 2
F-7AA <9 A= (Table 8) 3 2t}

Table 8. Result of F-test
Variables to be compared F Value Significance
GLB vs SB 6.41 0.0121

Notes: Variable definitions are the same as equation (1) and (4).

(Table 8)o W=w, AukRA(GLB)SH FaAASB)] HHAF 7+ Aol YeAE F-PAH
A3}, 5% FelgzolA Aol Qthe B4 A%E L 4 AT wWepA ARAG) A7 Bl
oA FedARe Qukndel e BAem gum 74 4 3/ .
S RE AZEA A9E W, RAPL 2 FedARe 1 AAE fe1 71
FAAo A o] gl Ao FHAL e, dvkRAels thed Brpna szm% Aol
ol A o] RAH B4 ARA B4 BT /AL ] b, o] T 71A EAo]

1

A2 AZE A7 719716 Feldel e AR Rl Ao M 5 it

V. A&

B E=Roal BN HT 1 wgeo] %%4 WolA| 1 Q= Feae] shxwEA 6] el
AEHow BAE. TR YA YAow wyHo], BHs|Ate] AEAUE LA FA
s GE=olAwt, 1 BAE 2o Hash Apie] F7h AZol1, AFoed] e HEEAY A
Geli] AFeAR oz QAE & Qi FRolch. olo] me AEAFNA BASIA Ofe A HAA
T

QAR olgA mels=AE RSk, B Avel va Helshd vhewt 2,
AR, FAAA A7 ANBRAE A 2ol vhehel BAG A3t oA AABAYE
A7 g Aoz UEhdrh oleld BAe FelAe] ARG FAZ A4E A mi
Aoz <148 AlAel] vl Selsr] Slak BAlolgl, $AAIE F+) EE 0 F o Ygow
= ABEAe] felahA @ Aem vehaeh. oldd AR} YRt olft FeglATe] 24
S43 ARA 4ol BAEe] 917l WEel Aoz H4w,
0, 3 A el 19 atd e gHosd, SIS I8 IR Plede § s

A, Azte) HARFo| e ARdel EARoR feold Aolrt YA s e,
% 71 WA F s SRV AR B el n the st FaslAne AR
oz el Fhwaelh, B, T Arhwatte] AWdaols folaiA ok Ao e,

olelgt A3 ek ol 4] 3 WAl RH A} ek olfisl thax e Ao e, &,
FEAAEE FAR TR St AR o g | sk # o] A whE vERd A9 R
a4 ek,

olig F 7hA BH AT oAUl ARA $4E 71 Aow PhETs FHE ¥ 5 g,
o AT E] G BAHE QuEAQ) RAFEAADE AT FA)SIE TG AL
S9lAe] 714 5 Qs Alsie ARk ohth. o] BT ¢ gl BAo] Al WAl Bajolglon,
M Uzl AEshs 77k Bgs FeslAe] Agsks 71drkA BHude BAHL
Folat zold gt

oleldt ATE FUSHY, FEANADEL ARAF 3 EE ARl F40] T Zaslo] ol

MU Mz dor
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