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PBR and Solvency of Korean Banks and Insurance
Companies

The Price Book Value Ratio (PBR) has recently become a key metric in Korea’s
value-up initiatives. While banks and insurance companies are generally
considered to have book values close to market values, recent trends indicate
increasing volatility and a decline in PBRs for these financial institutions. This
study examines the factors affecting PBR for banks and insurance companies,

and assesses the implications of capital adequacy when PBR is low.

For banks, panel data analysis shows that capital buffers and dividend payout
ratios have a positive impact on PBR, while capital regulation and profitability
have no significant impact and non-performing loan ratio has a positive
impact. To improve PBR, banks may need to foster innovation for new revenue
streams and adopt flexible dividend policies to maintain dynamic capital
management. For insurance companies, rising interest rates were found to
improve PBR. The analysis suggests that with the full implementation of IFRS17,
profitability indicators are likely to become more important. However, the
increase in level 3 assets related to alternative investments did not show a

significant impact on PBR.

Finally, the recalculation of capital adequacy and solvency ratios using market
value adjusted PBR showed that most banks and insurance companies would not
meet the regulatory minimums by the end of 2023. Although lower
market-based solvency was not directly correlated with higher default

probabilities, this highlights the need to incorporate market-based measures



such as PBR into financial supervision to ensure both current stability and

future resilience.
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RPN 2 Z U] RS RAT B3 (1Y -9 2o] FHRF S}
FEIAF AI7EE oI ZASH= HIF0] 19853 40%OlA 2005 17%, 2020130
%2 A& Sttt A o2 UET ol B 3AL E5] AP EATAS] Feoll= =
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ROEE Aot Qlrt. (I9 M-2)9] &2 77he-23 9 A|lF234-S A| <5t 87 23
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HlE, SAEHEY] HA7]|20] gAF R 3P AS 747 #mEdloto] FAFOEA
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