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<E 2> Y2k Ordered Probit At
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An Empirical Study on the Risk
Index of Korean Securities
Industry

Kook-Hyun Chang®

abstract

This paper calculates the Risk Index of Korean securities industry that summarizes the
information contained in seventeen financial indicators that represent risk categories such as
capital adequacy(C), asset quality(A), earnings(E), and liquidity(L) by using the NBER statisti—
cal methodology. For the validation of Risk Index, expected default frequency has been used,
and the result has been proved to be positive.

According to the compiled Risk Index, the level of risks of Korean securities industry has
been decreasing from the second quarter of 2003 to the first quarter of 2006 by 22 percent.
But the risk has been increasing during the periods from the first quarter of 2002 to the first
quarter of 2003 and from the first quarter of 2006 to the last quarter of 2006.
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