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Financial stability refers to a condition in which the financial system
works smoothly with all of its key components satisfactorily performing
their roles: financial institutions carrying out their financial intermediary
functions, market participants maintaining a high level of confidence in
their financial market, and the financial infrastructure being well developed.
Financial stability is regarded as one of the policy goals that must be
achieved, together with price stability and economic growth, for the realization of sustainable economic development. Policy authorities around
the world thus devote great efforts to achieving financial stability.
As part of its conduct of macropudential policies, the Bank of Korea has
been publishing the Financial Stability Report on a biannual basis since
2003, analyzing and assessing the potential risks inherent in the Korean
financial system and suggesting related policy challenges.
Notably, under the revised Bank of Korea Act of 2011 (Article 96), the
Bank of Korea is obliged to draw up a Financial Stability Report and
submit and report it to the Korean National Assembly at least two times
each year.
The Bank of Korea is devoting its best efforts to qualitative improvement
of the Financial Stability Report. This report takes the potential risks to
financial stability highlighted until May 2019 as the objects of its analysis.
It is hoped that this Financial Stability Report will help financial market
participants, regulators and policymakers to recognize the risk factors
inherent in the financial system at an early stage, and deal with them
appropiately.

Contents

[ Financial Stability Overview ]

1

[ Financial Stability Situation ]

21

I. Credit Markets

23

1. Credit Leverage

23

2. Household Credit

25

3. Corporate Credit

41

II. Asset Markets

45

1. Bond Markets

45

2. Stock Markets

50

3. Real Estate Markets

52

III. Financial Institutions

56

1. Banks

56

2. Non-Bank Financial Institutions

66

3. Interconnectedness

69

IV. Capital Flows

74

Contents

[ Resilience of Financial System ]

83

I. Financial Institutions

85

1. Banks

85

2. Non-Bank Financial Institutions

89

II. External Payment Capacity

96

III. Financial Market Infrastructures

100

[ Analysis of Financial Stability Issues ]

105

I. Assessment of Financial Institution Resilience
Against Domestic and External Shocks

107

II. Assessment of Recent Corporate Repayment
Capacities in Line with Changes in Business Conditions

116

III. Guaranteed Household Loan Market and Potential Risks

127

List of
Boxes

[ Financial Stability Overview ]

Box 1. A
 ssessment of Financial Vulnerability of
Korea using Growth-at-Risk Approach

15

[ Financial Stability Situation ]

Box 2. High-risk Households at Risk (HaR)
in Terms of Debt and Implications

30

Box 3. Recent Lending to Self-employed Business Owners
and Soundness Assessment

36

Box 4. Background to Recent Narrowing of
Corporate Bond Credit Spreads

48

Box 5. Overseas Operations of Domestic
Banks and Implications

61

Box 6. Overseas CLO invesetment by
Domestic Institutional Investors

78

[ Resilience of Financial System ]

Box 7. Securities Companies’ Exposure to Debt Guarantees
and Potential Risks

92

Financial Stability
Overview

Executive Summary

by housing market stabilization measures and
strengthened loan screening by financial insti-

The Korean financial system has remained

gage loans is continuing to slow, while the pace

stable on the whole. However, attention must

of growth in other loans including unsecured

be paid to the recent heightening of volatility

loans has fallen significantly. The debt servicing

in the financial and foreign exchange markets,

capacities of households are generally solid at

influenced by the escalation of the US-China

present, but the loan delinquency rate has re-

trade dispute and concerns about a slowdown

cently been on the rise, especially for loans from

in global economic growth, and to the slight

non-bank financial institutions. Corporate credit

deteriorating of corporate financial soundness.

has continued its trend of growth as loans have

Growth in household debt has been slowing, but

increased steadily and net issuance of corporate

the debt level is still high. The Financial Stability

bonds has expanded. By company size, the rate

Index (FSI), showing overall financial system con-

of growth in lending to SMEs has declined, due

ditions, stood at 8.1 in May 2019 (preliminary),

mainly to strengthened lending standards for

slightly above the lower bound of the warning

sole proprietors, and lending to large enterpris-

stage range (8.0-22.0).

es has been showing a trend of slight increase.
Corporate financial soundness is generally favorable, but the debt servicing capacities of cor-

Financial Stability Index (FSI)1)2)

porations could weaken in the future, influenced
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60

50

50

40

40

30

30

by any deterioration in business conditions or
sluggishness in exports.

Crisis stage
20
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20
Warning stage
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In the asset markets, volatility has expanded,
due to the reemergence of concerns about the
US-China trade dispute from May this year onward. While long-term market interest rates have
fallen, mainly on concerns about the global economic slowdown and on the maintenance of ac-
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commodative monetary policy stances in major

Notes: 1) A composite index (0-100) calculated by standardizing 20

countries, their volatility has expanded slightly.

monthly real and financial sector indicators related to finan-

Stock prices had continued to rise entering this

cial stability. The warning and crisis stage thresholds are set
at 8 and 22 respectively, using the “noise-to-signal ratio”

year, before plunging from May onward, owing

method.

to sluggish domestic economic indicators and

2) Preliminary figures for April and May 2019.
Source: Bank of Korea.

the escalation of the US-China trade dispute.
In the housing market, purchase prices have

A look at the financial stability conditions by

continued to fall both in the Seoul Metropolitan

sector shows, first, that in the credit markets

area and in other areas, under the influence of

the private credit-to-nominal GDP ratio has

government measures. Leasehold deposit and

continued to increase. The rate of increase in

monthly rental prices have remained on a de-

household credit has been falling, influenced

cline, centering around the Seoul Metropolitan
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tutions. By type of loan, growth in home mort-

3

4

area, in line with an increase in new housing

external conditions, especially in vulnerable sec-

supply.

tors. In this regard, it is necessary to strengthen
risk management to prepare against any in-

With regard to financial institutions, the asset

crease in corporate credit risk, while maintaining

soundness of commercial banks has improved,

the rate of household debt growth at a low level.

and their profitability has also remained solid.

As there is a possibility that financial and foreign

Non-bank financial institutions’ soundness has

exchange market volatility could increase de-

generally been favorable, while asset quality and

pending on how global trade negotiations pro-

profitability in some sectors has deteriorated

ceed going forward, it is important to enhance

somewhat.

the capacity to respond to changes in the markets. The Bank of Korea, while strengthening its

Foreigners’ portfolio investment in domestic

monitoring of overall conditions that affect the

markets has recorded a net inflow, mainly in

stability of Korea’s financial system, intends to

bond investment. Although the likelihood of any

also closely assess the resilience of the financial

sudden outflows of foreign investment is not

sector as a whole, through use of its integrated

large in view of Korea’s economic fundamentals,

stress test model.

there is a possibility that capital flow volatility
could expand, depending on changes in external conditions.
The financial system’s resilience, i.e. its capacity
to withstand domestic and external shocks, has
remained at a sound level. Capital adequacy
ratios at both banks and non-bank financial institutions have greatly exceeded the regulatory
standards, and banks’ liquidity conditions have
also improved. Under a stress scenario assuming double shocks–a worsening of global trade
disputes and a decline in domestic housing
prices–Korean financial institutions were found
to be capable of withstanding losses from such
shocks. With regard to the nation’s external payment capacity, the official foreign reserves have
declined slightly, but net external assets have
increased with the short-term external debt ratio
remaining at a low level.
The Korean financial system is showing stability
overall, as detailed above, but it should be noted
that financial system stability could be undermined depending on changes in domestic and

Financial Stability Situation

2 The pace of increase in household credit has
been slowing greatly, driven by loans by non-

Ⅰ. Credit Markets

debt (household credit statistics basis) rose
by 4.9% year on year to 1,540.0 trillion won at
the end of the first quarter of 2019. By type of

1 The private credit-to-nominal GDP ratio, an

financial institution, the rate of growth in loans

indicator of the level of private sector leverage,

by banks remained within the 7% range, while

has continued on an upward trend in 2019.

that in loans by NBFIs fell sharply to stand at
0.9%. By loan type, the rates of growth in home

The private credit-to-nominal GDP ratio stood

mortgage loans and other loans both have fallen

at 189.1% at the end of the first quarter of this

greatly since the second half of 2018.

year, up 1.4%p from the end of last year. By sector, the household credit-to-nominal GDP ratio

Households’ debt service burdens have in-

amounted to 91.9% at the end of the first quarter

creased somewhat despite the slowdown in

of this year, unchanged from the end of last year,

debt growth, as they have nevertheless out-

as household credit growth slowed. Meanwhile,

paced the growth in income and financial as-

the corresponding ratio for the corporate sector

sets. The household debt-to-disposable income

inched up to 97.2%, an increase of 1.5%p from

ratio stood at 158.1% (estimated) at the end of

the end of last year.

the first quarter of 2019, a year-on-year increase
of 1.9%p. The financial liabilities-to-financial

Private credit1)-to-nominal GDP2) ratio and gap3)
Long-term trend (LHS)
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of this year.
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Although households’ credit risk remains low, it
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should be noted that the recent delinquency rate
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Notes: 1) Estimated figures for Q1 2019.
2) Sum of seasonally adjusted nominal GDPs in quarter concerned and immediately preceding three quarters (figures
after 2000 reflect the initial result of the 2015 benchmark
revision of the Korean National Accounts).
3) Difference between private credit-to-nominal GDP ratio and
its long-term trend.
Source: Bank of Korea.

2.1%p from the same period last year (46.0%) to
48.1% (estimated) at the end of the first quarter

Ratio (LHS)

Gap (RHS)
(%)

assets ratio (flow of funds statistics basis) rose

is showing an upward movement, particularly at
NBFIs.
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bank financial institutions (NBFIs). Household

5

6

Corporate financial soundness has worsened

Household credit1)

somewhat, particularly among SMEs. The over-

Amount (LHS)

Household debt-to-disposable

all corporate debt ratio (debt / equity) decreased

Rate of increase (RHS)2)

income ratio (LHS)3)

to 75.3% at the end of 2018 thanks to capital

Financial liabilities-to-financial
assets ratio (RHS)4)
(trillion won)

(%)
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(%)
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ous year. The interest coverage ratio (operating
income / interest expenses) stood at 8.8 during

55

140

50

120

45

more significant for SMEs (3.5  2.0).

40

Going forward, given the deteriorating business

2018, showing a fall for the first time since 2015.
By company size, while the interest coverage

6
500

remained unchanged from the end of the previ-

160

9
1,000

expansion efforts, but the debt ratio of SMEs

ratio of large enterprises showed only a marginal decrease (9.7  9.2), the decline was much

100
Q1 15

Q1 17

Q1 19e)

Notes: 1) Household credit statistics basis.
2) Year-on-year basis.
3) D isposable incomes reflect the initial result of the 2015
benchmark revision of the Korean National Accounts (disposable income for Q1 2019 is estimated using the average
of the household disposable income-to-gross national
income ratios for the immediately preceding three years).
4) B ased on flow of funds statistics; estimated figure for Q1

conditions owing to the recent intensification
of the US-China trade dispute and to the slowdown in the global and domestic economies,
the debt repayment capacities of corporations
should be monitored carefully for any signs of
weakening.

2019.
Source: Bank of Korea.

Corporate financial
soundness

Corporate credit

3 Corporate credit has continued to increase,

Corporate loan growth (LHS)1)

Debt ratio (LHS)3)

as corporate loans have grown steadily and the

Net corporate bond issuance

Interest coverage ratio (RHS)4)

net issuance of corporate bonds has expanded.

(RHS)2)

The corporate loans by deposit-taking banks
recorded a year-on-year increase of 4.8% to
reach 842.5 trillion won at the end of the first
quarter of 2019. By company size, in the case of
large enterprises, the rate of loan growth shifted
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to positive territory in the fourth quarter of 2018.
The rate of growth in lending to SMEs has con-
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last year, led by loans to sole proprietors. The
net issuance of corporate bonds stood at 6.3
trillion won in the first quarter of this year, the
highest since the third quarter of 2012.
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Notes: 1) Based on deposit-taking banks; year-on-year.
2) During the quarter.
3) Debt / Equity; end-period basis.
4) Operating income / Interest expenses.
Sources: B ank of Korea, Korea Securities Depository, KIS-Value,
banks' business reports.

Ⅱ. Asset Markets

Corporate bond credit spreads,1) and spread
across credit ratings

7

Corporate bonds (A-) - Treasury bonds (LHS)
Corporate bonds (AA-) - Treasury bonds (RHS)

first half of 2019, along with interest rates in the
US and other major countries, brought down by

(bp)

(bp)
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concerns about deceleration of global growth
and the accommodative monetary policy stances of major countries.

Korean and US Treasury bond yields
Treasury bond (3-yr) yield volatility1)
Treasury bond (3-yr) yield
Treasury bond (10-yr) yield
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Note: 1) 3-year maturity basis.
Source: Korea Financial Investment Association.

2 Stock prices fluctuated this year depending
on developments on the US-China trade dispute. Since May, stock price volatility has sharply
increased with concerns over the trade dispute
returning in force.
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Stock price and stock price volatility indices

Note: 1) Daily volatility calculated using exponential weighted moving
KOSPI (LHS)

average (EWMA) method.

V-KOSPI (RHS)1)

Sources: Korea Financial Investment Association, Bloomberg.
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Corporate bond credit spreads have narrowed
considerably both for prime and sub-prime
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bonds, due mainly to growing investment demand driven by the relative attractiveness of corporate bond interest rates amid accommodative
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financial conditions.
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Note: 1) Volatility index calculated based on prices for options on
KOSPI200 index.
Source: KOSCOM.
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Corporate bonds (A-) - Corporate bonds (AA-) (LHS)

1 Treasury bond yields trended lower in the

8

As corporate earnings slowed, the price-earn-

as Ulsan and Gyeongnam. Leasehold deposit

ings ratio (PER), showing the level of a firm’s

and monthly rental prices have remained on a

stock price relative to its profit, increased to

decline, centering around the Seoul Metropoli-

10.58 at the end of May to exceed its long-term

tan area, in line with an increase in new housing

average (9.21 since 2001). The price-to-book

supply. The volume of housing sales transac-

value ratio (PBR), showing a firm’s stock price

tions contracted both in the Seoul Metropolitan

level relative to its liquidation value, stood at 0.82,

area and in the other parts of the country as

falling below the long-term average (1.09).

purchase sentiment weakened.

The PER and PBR of listed stocks in Korea are
still lower than the corresponding ratios in other

Rates of increase in
housing sales prices1)

major countries.

Housing sales transaction
volumes

Nationwide

Seoul Metropolitan area

Seoul Metropolitan area

Other areas

Other areas
(%)

PER1) and PBR2)
PER (LHS)

(%)

(10,000 units) (10,000 units)
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Long-term average of PBR (Jan 2001-May 2019, RHS) 1.09
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Long-term average of PER
(Jan 2001-May 2019, LHS) 9.21
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Notes: 1) MSCI basis (12-month forward).
2) KOSPI basis.
Sources: Bloomberg, Thomson Reuters.

3 Housing purchase prices continued on a
downward trend due mainly to the Housing Market Stabilization Measures (the 9.13 Measures)
by the government. By region, prices have
entered downward territory in the Seoul Metropolitan area since the beginning of this year,
as housing purchase sentiment was weakened
by the government’s measures to tame overheated housing markets. As for other regions,
the price decline has been concentrated mainly
in areas experiencing economic slumps such

Sources: Korea Appraisal Board, Ministry of Land, Infrastructure and
Transport.

Ⅲ. Financial Institutions

2 The financial soundness of NBFIs has remained at an adequate level, but there has been

1 The financial soundness of commercial banks

itability in some sectors. NBFIs’ assets totaled

has remained satisfactory entering 2019. Com-

2,680 trillion won at the end of the first quarter

mercial banks’ total assets increased 7.1% on

of 2019, representing a year-on-year increase of

a year-on-year basis to 1,673 trillion won at the

8.2%.

end of the first quarter of 2019.
Asset soundness has varied across NBFI secCommercial banks’ asset soundness has been

tors depending on their business conditions. The

solid, with their substandard-or-below loan ra-

delinquency rate and the substandard-or-below

tios remaining at low levels in the 0.5% range.

loan ratio on loans by mutual credit coopera-

However, the ratio has been hovering in the 1%

tives showed increases, which were particularly

range for regional banks as a result of a down-

marked in areas experiencing downturns in

turn in major regional industries.

major industries. The same has been seen in
credit-specialized financial companies by in-

Profitability has fallen slightly this year. In the first

creased delinquencies on cash advances and

quarter of this year, the return on assets (ROA)

card loans. In contrast, the asset soundness of

was 0.64% (annualized), down by 0.10%p from

insurance companies and mutual savings banks

that (0.74%) in the same period of last year. How-

has improved.

ever this has mainly been a result of temporary
factors, including a rise in selling, general and

NBFIs’ profitability has mostly declined across

administrative expenses incurred by voluntary

all financial sectors this year. The ROAs of cred-

retirement schemes, while net interest income

it-specialized financial companies and mutual

has been on the rise and loan loss expenses

savings banks, in particular, decreased to a larg-

have remained at a low level.

er extent, owing to lowered merchant service
fees and a decrease in the share of high-interest

Commercial bank asset soundness and profitability
Return on assets1)
Substandard-or-below loan ratio2)
Net interest margin1)
(%)

(%)

2.5

2.5

2.0

2.0

1.5

1.5

1.0

1.0

0.5

0.5

0.0

0.0
Q1 15

Q1 16

Q1 17

Q1 18

Notes: 1) Accumulated quarterly incomes annualized.
2) End-period basis.
Sources: Commercial banks' business reports.

Q1 19

rate loans, respectively.
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slight deterioration in asset soundness and prof-

9

10

NBFI substandard-orbelow loan ratios1)

NBFI returns on assets
(ROAs)2)

The results of an analysis based on mutual
transaction data suggest that the levels of default contagion and concentration risks across

Insurance cos. (LHS)

Insurance cos.

Mutual credit cooperatives (LHS)

Mutual credit cooperatives

financial sectors were similar to those at the end

Credit-specialized financial cos.

Securities cos.

(LHS)

Credit-specialized financial cos.

of previous year. However, the risk of default

Mutual savings banks (RHS)

Mutual savings banks

(%)

(%)

(%)

contagion within the banking sector increased
(%)

4

20

4

4

3

15

3

3

2
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2

2

slightly.

Amounts of mutual
transactions among
financial institutions1)

Proportions of mutual
transactions across
sectors1)2)

Total mutual transactions (LHS)

Within banking sector

Proportion in total assets (RHS)

Between banks and NBFIs
Among NBFIs

1
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0
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Q1 17

0
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Notes: 1) End-period basis.
2) Accumulated quarterly incomes annualized.
Sources: Financial institutions' business reports.

3 Financial institutions’ interconnectedness

1,400
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20

through their raising and management of funds
expanded. The volume of mutual transactions
among financial institutions recorded 2,346 tril-
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0
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lion won at the end of 2018, representing a year-

Notes: 1) End-period basis (flow of funds statistics).

on-year increase of 10.7%. The share of mutual

Source: Bank of Korea.

transactions in the total assets of the overall
financial sector also increased 1.2%p from the
end of the previous year to 31.5%.
Looking at the proportions across financial sectors, the share of transactions among NBFIs in
total mutual transactions climbed by 1.0%p year
on year to stand at 59.7% at the end of 2018.
During the same period, the share of transactions between banks and NBFIs stood at 36.3%
and that of transactions among banks came to
4.0%, falling by 0.9%p and 0.2%p, respectively,
from a year earlier.

16

17

2) Proportions in total amount of mutual transactions.
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Ⅳ. Capital Flows

Changes in foreigners’
domestic portfolio
investment1)

investment recorded a net inflow of 4.5 billion
dollars and bond investment 4.4 billion dollars.
Stock investment continued to flow in between
January and April but then flowed out in May in

Stocks

Bonds

(100 million dollars)
70 120

35

35

0

0

There were outflows of bond investment early
this year, centered around profit taking by pri-

Total
(100 million dollars)

70

line with the weakening of investment sentiment
by concerns about the US-China trade dispute.

11

-35

-35

120

90

90

60

60

30

30

0

0

vate investors, but inflows were seen again from
March. The volume of bond investment inflows
expanded particularly in May, on the back of
growing bond purchases at low prices supported by currency depreciation.
Although the likelihood of any sudden outflows
of foreign investment is not large in view of Korea’s economic fundamentals, the possibility
remains of increased volatility in capital flows
depending on developments in the US-China
trade dispute.
Overseas portfolio investment by residents has
been steadily on the rise, although the rate of
increase has slowed somewhat due to concerns
over the global economic slowdown. The overseas portfolio investment by residents during the
January to April 2019 period stood at 22.9 billion
dollars, less than that during the same period in
the year before (27.7 billion dollars).

-70
Jan.18

Jul

Jan.19

-70 -30
May
Jan.18

Jul

Jan.19

Notes: 1) A “+” means net inflow, and a “-” net outflow.
2) A “+” means net investment, and a “-” net withdrawal.
Source: Bank of Korea.

-30
Apr
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From January to May 2019, foreigners’ stock

Changes in residents’
overseas portfolio
investment2)

12

Resilience of Financial System
Ⅰ. Financial Institutions

Commercial bank
liquidity coverage ratios
(LCRs)2)3)

Commercial bank
total capital ratios1)
(%)

(%)

(%)

(%)

28

28 600

600

24

24

500

500

400

400

1 Commercial banks’ resilience has remained
sound overall in 2019 as well.

20

Commercial banks’ total capital ratio under

16

Average

20
300

Basel III, indicative of banks’ loss absorption capacities, stood at 15.84% at the end of the first
quarter of 2019, virtually unchanged from the
same period of last year. The Common Equity
Tier 1 capital ratio of banks (13.20%) showed

300
Average

16
200

12

12

100

2019 regulatory standard (10.5%)
8
Q1 15

Q1 17

8
Q1 19

200
100
2019 regulatory standard (100%)

0
Q1 15

Q1 17

0
Q1 19

Notes: 1) Shaded area indicates distribution of individual banks’ total
capital ratios.

a year-on-year decrease of 0.17%p due to an

2) High-quality liquid assets / Total net cash outflows over next

increase in the distribution of cash dividends by

3) S haded area indicates distribution of individual banks’

some banks.

30 calendar days.
LCRs, and deep shaded area indicates distributions with
Internet-only banks excluded.
Sources: Commercial banks' business reports.

Banks’ liquidity coverage ratio (LCR), measuring
the ability to respond to sudden net outflows

2 The resilience of NBFIs has been maintained

of funds, stood at 109.6% at the end of the

at a satisfactory level, with their capital adequa-

first quarter of 2019, a year-on-year increase of

cy ratios largely exceeding the supervisory stan-

3.8%p.

dards for most sectors.

Commercial banks are expected to maintain

Life insurance companies’ risk-based capital

their sound resilience going forward as well,

ratio increased to 285.4% at the end of the first

but they should continue their efforts to expand

quarter of 2019 from 258.2% at the same period

capital, Common Equity Tier 1 capital in partic-

last year, due to recapitalization and other fac-

ular, in preparation for heightening uncertainties

tors in preparation for introduction of the mark-

at home and abroad.

to-market evaluation of insurance liabilities by
IFRS 17. The BIS capital ratio of mutual savings
banks rose to 14.5% at the end of the first quarter of 2019 from 14.1% at the same period last
year, due to increases in retained earnings. The
capital adequacy ratios of mutual credit cooperatives and credit-specialized financial companies
far exceeded the supervisory standards to stand
at 8.1% and 19.2%, respectively, at the end of
the first quarter of this year. Securities companies’ net capital ratio, however, fell from 582.9%

to 527.5% on the increases in corporate finance

Ⅱ. External Payment Capacity
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and guarantees for real estate project financing
Korea’s external payment capacity has remained
It will be necessary for NBFIs to expand their

satisfactory.

capital buffers, as profitability has recently been
falling in most sectors and credit risks may

Amid a steady increase in net external assets,

increase centering around loans and PF guar-

the ratio of external debt relative to nominal GDP

antees, depending on future regional economic

has remained at a stable level. Although the

and real estate market conditions.

official foreign reserves at the end of May 2019
recorded 402.0 billion dollars, having decreased
slightly from the end of last year, the ratio of

NBFI capital adequacy ratios1)2)
Q1 18

Q2 18

Q4 18

Q1 19

short-term external debt relative to official foreign reserves still remains low.

Q3 18

(%)

(%)

25

750

20

600

15

450

10

300

5

150

0

0
Mutual credit Credit-specialized Mutual
Life insurance
cooperatives
financial cos. savings banks
cos.
(LHS)
(LHS)
(LHS)
(RHS)

Securities
cos.
(RHS)

Short-term external
External debt-to-nominal
debt-to-official foreign
1)
GDP ratio
reserves ratio1)
Net external assets (LHS)

Short-term external debt (LHS)

E xternal debt / Nominal GDP

Short-term external debt /

(RHS)

Official foreign reserves (RHS)

(100 million dollars)

(%)

(100 million dollars)

6,000

31 1,600

5,000

29 1,400

50

40
4,000

27 1,200

3,000

25 1,000

Notes: 1) M utual credit cooperatives' net capital ratio (supervisory
standard 2%; 4% for MG community credit cooperatives

(%)

30

and 5% for NongHyup), credit-specialized financial companies' adjusted capital ratio (7%; 8% for credit card companies), mutual savings banks' BIS capital ratio (7%; 8% for
banks with total assets of 1 trillion won or more), insurance
companies' risk-based capital ratio (100%), securities companies' net capital ratio (100%).
2) The dotted lines show the supervisory standards.
Sources: Financial institutions' business reports.

2,000
Q1 15

Q1 17

23
Q1 19

Note: 1) End-quarter basis.
Source: Bank of Korea.

800
Q1 15

Q1 17

20
Q1 19
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(PF) at large securities companies.
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Ⅲ. Financial Market
Infrastructures

will be necessary, since a steady increase in
settlement amount is expected given ongoing
changes in the payment and settlement environment driven by Fintech innovation.

The major payment and settlement systems
including BOK-Wire+ have been operated
smoothly, with settlement risks managed stably

Retail payment and
foreign exchange
settlement systems

Large-value payment
system

amid a steady increase in the amount of settlement.
The rate of maximum intraday overdraft cap

Average maximum net debit

concentration at around

cap utilization rate 3)

closing time (LHS)1)

Proportion of foreign

P
 roportion of payment orders in

exchange settlements made

queue for settlement (RHS)2)

utilization and the proportion of payment orders in queue for settlement, both of which

P
 roportion of settlement

(trillion won)

using CLS system4)5)

(%)

80

(%)
8

(%)

90

90

80

80

70

70

60

60

50

50

are monitored as indicators of the settlement
liquidity of participants in the nation’s large-value
payment system, BOK-Wire+, were maintained

70

6

60

at generally stable levels of 21.2% and 4.2%,
respectively, during the first quarter of 2019. Of

4
50

the total settlement volume, the portion settled
at near the closing time (16:00-17:30) was 59.8%
during the first quarter of this year, showing little
change from the 60.2% recorded in the previous
year.

2

40

30

0
Q1 15

Q1 17

Q1 19

40

40
Q1 15

Q1 17

Q1 19

Notes: 1) A mount of settlement processed after 16:00 / Total settlement amount.
2) A mount of payment orders in queue for settlement / Total

The net debit cap utilization rates, showing settlement risks related to the retail payment systems operated by Korea Financial Telecommunications & Clearings Institute, have also been
managed at low levels.

settlement amount (excluding payment orders in queue for
liquidity savings).
3) S imple average of daily maximum net debit cap utilization
rates (unsettled net debits / net debit caps) of participants
during the quarter.
4) Proportions in total CLS eligible FX transactions (trade date
basis) of those settled through CLS (continuous linked settlement) system (settlement date basis).
5) Transactions done by domestic banks and foreign banks’

Meanwhile, among all foreign exchange settlements made through the foreign exchange
settlement systems, the share of those handled
by the CLS payment-versus-payment system,
which reduces settlement risk effectively through
the settlement of foreign exchange transactions
without any time lag, increased to 84.4% in the
first quarter of 2019.
Going forward, continuing efforts to ensure the
stability of the payment and settlement systems

branches.
Source: Bank of Korea.

Figure 1. Concept of GaR1)2)

Box 1.
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Assessments of Financial Vulnerability of
Korea using Growth-at-Risk Approach
Interest in financial vulnerability, a potential risk in
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0.8
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0.6

0.4
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the financial sector, has been growing since the
global financial crisis. The IMF and major central banks have been emphasizing that financial
vulnerability amplifies and prolongs the negative
impacts of domestic and external shocks on

5%

0.0

↑

-1.5
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Notes: 1) Hypothetical probability distribution for the understanding of
GaR.

the real economy. Inspired by research findings
1)

2) T he X-axis represents the GDP growth rate, and the Y-axis

that highlight macro-financial linkages, the IMF

represents the probability density.

has recently proposed Growth-at-Risk (the maximum expected rate of decline in GDP; “GaR”

The detailed method for calculating GaR is as

hereafter) approach in which financial vulnerabil-

follows: First, the impacts of current financial

ity is measured by GDP losses due to domestic

conditions on the future GDP growth rate are

and external shocks. This paper assesses the

estimated by quantile regression.5)

2)

financial vulnerability of Korea using this GaR
approach.3)

Financial conditions refers to the overall macro-financial environment closely related to the

Concept and analysis method of GaR

4)

real economy. In particular, this paper categorizes financial conditions into the Financial Market

GaR refers to the GDP growth rate that corre-

Conditions Indicator6) and the Credit Indicator.

sponds to the bottom 5th percentile of possible

The former is calculated by extracting common

future GDP growth rates given current financial

factors from the volatility of various financial

conditions (Figure 1). It also can be interpreted

market variables, while the latter uses the private

as the downside risks to GDP implied by current

credit-to-nominal GDP ratio gap.7)

financial vulnerabilities.
1) Generally, changes in financial conditions, such as looser lending conditions, rising asset prices, and higher risk appetite, are known to be the main drivers of financial vulnerability.
2) The IMF’s October 2017 Global Financial Stability Report (GFSR) introduced the GaR approach and compared the
GaR characteristics of advanced and emerging market economies. The recent IMF FSAPs have also been using the
same approach to assess financial vulnerabilities of member countries.
3) The Bank of Canada and the Bank of Japan have also released the results of financial vulnerability assessments using the GaR approach in their respective financial stability reports.
4) For details concerning the concept and calculation of GaR, refer to Adrian, Boyarchenko, and Giannone (AER, 2019)
and the IMF October 2017 GFSR.
5) A general linear regression (OLS) estimates the average effects of explanatory variables on a dependent variable,
while a quantile regression estimates the effects of explanatory variables on the conditional quantiles of the dependent variable.
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Figure 2. Trends of estimated GDP growth rate distribution
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Once the quantile GDP growth rates are estimated from the quantile regression, the probability

Calculation results of GaR

distribution of the future GDP growth rate can be
derived.9) The GaR value is equivalent to the bot-

Figure 2 shows the time series of probability dis-

tom 5th percentile GDP growth rate. This means

tributions of the four-quarter-ahead GDP growth

that there is a 5% chance of the future GDP

rate in Korea, derived from the estimated quan-

growth rate being lower than the GaR value.

tile regression equation (1).10) The analysis period

6) The Financial Market Conditions Indicator uses the TVP-FAVAR model of Koop and Korobilis (2014) to extract common factors from the volatility of various financial market variables. It identifies macro-financial interactions varying
over time given macroeconomic conditions controlled, which makes it distinct from the Bank of Korea’s Financial
Conditions Index (FCI) in terms of methodology. It is also different from the Financial Stability Index (FSI), which
shows conditions of the overall financial system.

refers to financial variables (17 variables including the term spread, stock returns, and VIX),
ables (GDP growth rate, inflation), and

, real sector vari-

, the Financial Market Conditions Indicator used in this paper.

7) In accordance with the common methodology, we use the private credit-to-nominal GDP ratio gap, though household debt accounts for a large part of Korea’s problems. The private credit-to-nominal GDP ratio gap is calculated
by subtracting the long-term trend from the ratio.
8) The GDP growth rate used in this paper is the moving average of the real GDP growth rate on a quarter-on-quarter
basis over the h period.
9) The quantile estimates for the GDP growth rate are fitted to the skewed- t distribution to derive the probability distribution of the future GDP growth rate.
10) A simple comparison of results from the estimated distribution and the standard GDP outlook is inappropriate because they differ in terms of analysis purpose and methodology. The purpose of the GaR approach is to measure
financial vulnerability in terms of GDP loss, using a few explanatory variables, such as the previous GDP growth
rate and financial conditions. Meanwhile, the purpose of the GDP outlook is to estimate the overall economic
growth path more accurately, taking full consideration of macroeconomic conditions such as consumption, investment, and external conditions. In other words, we need to take the different information implied by the two results
into account and should not interpret the result of the GaR approach in the same way as the GDP outlook.
11) The GDP time series using reference year 2015 (from Q1 2000 to Q1 2019) have been released, but in order to
include the foreign currency crisis period in the analysis, the GDP time series using reference year 2010 (from Q1
1991 to Q4 2018) are used.

is from the first quarter of 1991 through to the
fourth quarter of 2018,11) and the distributions of

Figure 3. Trend of GaR1) in Korea
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tions was very large until the early 2000s when
the changes in the GDP growth rate were very

Figure 3 is a time series of GaR values derived
from the distributions of the estimated future
GDP growth rate. It can be assessed that the
lower GaR is, the higher financial vulnerability
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Note: 1) Four-quarter-ahead forecasts for the 5th percentile of future
GDP growth rate distribution.

becomes. Financial vulnerability in Korea increased gradually before the foreign currency

Relationship between financial conditions

crisis and the global financial crisis (a decline in

and GaR

GaR). Also, despite a rapid recovery in the GDP
growth rate, the trend of increase in financial

The Financial Market Conditions Indicator and

vulnerability (decline in GaR) lasted for one to

the Credit Indicator have different impacts on

two years following the occurrence of the crises.

GaR.12) Figure 4 shows the regression coefficient

This reflects heightened uncertainties in the

estimates from equation (1), over the forecasting

economy in post-crisis periods. From 2012 on,

horizons ( h ) from the 1st to 12th quarters.13)

GaR has not deviated greatly from the -0.6% to
-0.3% range, remaining stable.

The estimated coefficients of the Financial
Market Conditions Indicator14) are positive (+) in
the time horizon between the first and second
quarter, while becoming negative (-) from the
third quarter on. This means the more accommodative financial conditions, the higher GaR,
and thus financial vulnerability tends to decrease
in the short term but increase in the medium to

12) This means that the Financial Market Conditions Indicator and the Credit Indicator have predictive powers for future
GaR, but it does not necessarily mean that there are definite cause and effect relationships either between GaR
and the Financial Market Conditions Indicator or between GaR and the Credit Indicator.
13) These estimates are the estimated marginal effects of changes in financial conditions on the bottom 5% (GaR) of
the future GDP growth rate distribution. They do not signify the impacts on the total distribution of the GDP growth
rate or the median value.
14) A higher Financial Market Conditions Indicator means more accommodative financial conditions.
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the future GDP growth rate have been changed

long term. Meanwhile, the estimated coefficients
18

of the Credit Indicator are negative in most time

Figure 5. Comparison of GaR depending on whether
financial conditions are considered1)2)

horizons. In this regard, credit expansion tends

Considering GDP growth rate only

to increase financial vulnerability and has the
largest impacts on GaR in the fourth quarter in

Considering both GDP growth rate and financial conditions
0.20

0.20

particular.
0.16

Figure 4. Changes1) of estimated coefficients,2)
by forecasting horizon
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Assessments of financial vulnerability
and their implications

11

Notes: 1) T he X-axis represents the forecasting horizon (quarter), and
the Y-axis represents estimated coefficients.
2) Indicating changes in GaR response for one unit change in
each index. The value of quantile q is 0.05.

Financial vulnerability in Korea measured by
GaR has remained stable from 2012 on, as we
can see from Figure 3. The four-quarter-ahead
forecasts of future GDP growth rate distribu-

In a GaR analysis, the question of whether to

tions, estimated from each quarter-end between

consider financial conditions has huge impacts

Q1 2018 and Q4 2018, show GaR is declining.

on the GaR estimation results. For instance,

The greater possibility of the GDP growth rate

Figure 5 compares two tail distributions of the

remaining in a relatively low range indicates

future GDP growth rate in Q3 2018: one that

financial vulnerability is increasing somewhat

considers both the GDP growth rate and fi-

as shown in Figure 6. This is partially due to

nancial conditions in Q3 2017, and the other

continued accommodative financial conditions

that considers only the GDP growth rate. GaR

and steady credit growth. It also implies that we

estimated with the GDP growth rate alone was

should pay attention to the impacts on the real

-0.01%, higher than the -0.52% figure when

economy of changes in financial conditions, as

financial conditions were also considered. This

well as of those in the macro environment.

means that if financial conditions are not considered, the downside risks to GDP can be underestimated.

Figure 6. Quarterly estimation of GDP growth
rate distribution and GaR1)2)
Q2 19
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Q4 19
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The Bank of Korea is planning to improve and
supplement the aforementioned GaR approach,
and to use it for the assessment of financial
vulnerability in Korea. In particular, the drivers of
changes in financial vulnerability will be analyzed
in detail, for instance by calculating the contributions of each component of financial condition
indicators. In addition, the Bank hopes this approach will enhance the validity of the financial
sector stress testing scenarios, which are designed on a regular basis.15)

15) < Analysis of Financial Stability Issues> 「I. Assessment of Financial Institution Resilience Against Domestic and
External Shocks」 (page 107) of this report applies the HaR (House Prices-at-Risk) approach, similar to GaR, to the
housing market in designing a scenario of a decline in housing prices under stress conditions.
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I. Credit Markets

Figure Ⅰ-1. Map of changes in credit market
conditions
H2 2018 analyzed

The private credit-to-nominal GDP ratio,1) an

H1 2019 analyzed

Private credit-to-nominal GDP gap1)

indicator of the level of private sector leverage,

Deterioration

has continued on an upward trend. By sector,
GDP has risen, the corresponding ratio for the

Corporate creditto-nominal
GDP gap1)

Household creditto-nominal GDP
gap1)

Improvement

household sector has remained unchanged
from the end of last year.
The pace of growth in household credit has
slowed sharply in recent months, due to the
tightening of loan screening by financial institutions and declining volume of housing sales.

Corporate debt ratio2)

Household debt-todisposable income1)

Notes: 1) E xtents of change as of end-Q1 2019 compared to end-Q3
2018 indexed.
2) E xtents of change as of end-2018 compared to end-June
2018 indexed.
Source: Bank of Korea.

The household debt burden has increased
somewhat as the growth of debt outpaces that

1. Credit Leverage

of income. Corporate credit has continued its
upward trend as loans increase and bonds
move into net issuance. In terms of corporate

Rise in private credit leverage

financial soundness, although companies’ debt
ratios have steadily dropped, their interest pay-

At the end of the first quarter of 2019, the

ment capacities have decreased slightly, affect-

private credit 2)-to-nominal GDP ratio stood

ed by slowing earnings growth (Figure I-1).

at 189.1% (estimated), 3) up 1.4%p from the
end of last year (187.7%). The gap measuring
the deviation of this ratio from its long-term
trend4) entered positive territory this year, after a gradual closing of the negative gap since
the second half of 2017, to stand at a modest
+0.7%p (Figure I-2).

1) The level of private sector leverage is assessed using a variety of financial and real economic indicators, such as the
rates of growth in private credit by sector, the debt repayment burdens of households and corporations, the level of
housing prices, and bank leverage. In this report we have described the level of private sector leverage based on the
private credit-to-nominal GDP ratio and gap, which are global common reference guides recommended by the Basel
Committee on Banking Supervision (“BCBS” hereafter; 2010) under the Bank for International Settlements (BIS).
2) BCBS (2010) broadly defines private credit as “all types of debt funds provided to households or non-financial corporations”. In accordance with this definition, we used the sum of household debt (private and government loans)
and corporate debt (private and government loans, securities other than shares) as reported in the flow of funds statistics.
3) Household and corporate credit based on the first quarter 2019 flow of funds statistics were estimated through a
linear regression model using the rate of household credit growth (based on the household credit statistics) and the
rate of increase in corporate credit by deposit-taking institutions as the explanatory variables.
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while the ratio of corporate credit-to-nominal
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Figure Ⅰ-2. Private credit1)-to-nominal GDP2) ratio
and gap3)
Long-term trend (LHS)

Ratio (LHS)
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Long-term trends (LHS)

Gap (RHS)
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Figure Ⅰ-3. Credit1)-to-nominal GDP2) ratios and
gaps,3) by sector
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Notes: 1) Estimated figures for Q1 2019.
2) Sum of seasonally adjusted nominal GDPs in quarter con-

Notes: 1) Estimated figures for Q1 2019.

cerned and in immediately preceding three quarters (figures

2) Sum of seasonally adjusted nominal GDPs in quarter con-

after 2000 reflect the initial result of the 2015 benchmark

cerned and in immediately preceding three quarters (figures

revision of the Korean National Accounts).

after 2000 reflect the initial result of the 2015 benchmark

3) Difference between private credit-to-nominal GDP ratio and
its long-term trend.
Source: Bank of Korea.

revision of the Korean National Accounts).
3) Differences between credit-to-nominal GDP ratios and their
long-term trends.
Source: Bank of Korea.

By sector, the household credit-to-nominal
GDP ratio amounted to 91.9% at the end of

Slowdown in private credit growth

the first quarter of 2019, unchanged from the
end of last year. The corresponding ratio for

Credit growth in the private sector slowed

the corporate sector inched up to 97.2%, an

in early 2019. At the end of the first quarter

increase of 1.5%p from the end of last year

of 2019, private credit recorded an increase

(95.7%) (Figure I-3).

of 5.8% (year-on-year, balance basis), down
0.5%p from the end of last year (6.3%). The
gap between the rate of private credit growth
and its long-term trend narrowed somewhat
from the end of last year (+1.0%p) to +0.5%p
(Figure I-4).

4) As financial deepening tends to cause the private credit-to-nominal GDP ratio to rise over a long period of time, the
private credit-to-nominal GDP gap, gauging the extent of the deviation of this ratio from its long-term trend, is widely
used as a common indicator for time series-based evaluation of systemic risks. Meanwhile, the BCBS (2010) recommends that, when estimating this ratio’s long-term trend figure via the HP filter technique (one-sided), the smoothing
parameter be 400,000. Considering that the Korean financial cycle is shorter than those of other major OECD countries, however, we have used a lower value (25,000) than the BCBS as the parameter in our HP filter for this report.

Figure Ⅰ-4. Private credit growth rate1) and gap2)
Long-term trend (LHS)

Growth rate (LHS)

Gap (RHS)
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Household debt growth has slowed steadily
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have increased slightly as debt growth outstrips growth in income and financial assets.
Although households’ credit risk still remains
low, it should be noted that the recent delinquency rate is showing an upward movement.

Continuous slowdown in household
credit growth

Notes: 1) Year-on-year basis; estimated figures for Q1 2019.
2) Difference between rate of credit growth (year-on-year) and
its long-term trend.

Household debt (household credit statistics
basis) rose by 4.9% year on year to 1,540.0 tril-

Source: Bank of Korea.

lion won at the end of the first quarter of 2019
Credit growth in the household and corporate

(Figure I-6).

sectors moved in opposite directions. While
credit growth in the household sector has
steadily slowed since 2017, the pace of cred-

Figure Ⅰ-6. Household credit1)

it growth in the corporate sector picked up

Balance (LHS)

starting in 2018 (Figure I-5).

Rate of increase (RHS)2)

(trillion won)
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Figure Ⅰ-5. Credit growth rates1) and gaps,2)
by sector
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since 2017 and has recently dropped below
5%. However, the debt burdens of households
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94

2. Household Credit

By type of financial institution, household
credit by banks stood at 718.7 trillion won at

Figure Ⅰ-7. Household credit,1) by financial sector

the end of the first quarter of 2019, a year-on-

<QoQ changes>

<YoY rates of increase>

year increase of 7.5%. In spite of the introduc26

Banks

tion of a debt service ratio (DSR)5) which had

Banks

Non-bank financial

Non-bank financial

a dampening effect on other loans including

institutions2)

institutions2)

unsecured loans, the rate of loan growth re-

Corporation, etc.

Korea Housing Finance

mained within the 7% range. On the other

(trillion won)

(trillion won)

(%)

hand, growth in household credit by non-

60

60

bank financial institutions (“NBFIs” hereafter)

50

50

slowed sharply. Household credit by NBFIs

40

40

totaled 580.0 trillion won at the end of the first

30

30

20

20

drop in home mortgage loans as a result of the

10

10

continuous tightening of household lending

0

0

quarter of 2019, a year-on-year increase of
only 0.9%. This is due mainly to the sizeable

regulations for NBFIs since 2017 (Figure I-7).
6)

-10
-10
Q1 15 Q1 16 Q1 17 Q1 18 Q1 19

(%)

16

16

12

12

8

8

4

4

0
0
Q1 15 Q1 16 Q1 17 Q1 18 Q1 19

Notes: 1) Household credit statistics basis (excluding sales credit).
2) Non-bank deposit-taking institutions and others (excluding
Korea Housing Finance Corporation, etc.).
Source: Bank of Korea.

By type of loan, home mortgage loans increased 4.6% year on year to 811.1 trillion
won at the end of the first quarter of 2019. Although the demand for housing-related loans
was lifted by growing volumes of leasehold
transactions7) and newly-constructed apartment supply, 8) deceleration in loan growth
continued as sales of existing housing fell,

5) In October 2018, the Financial Services Commission introduced a DSR for use by banks to evaluate a borrower’s
repayment capacity on all loans including unsecured loans. In the non-banking sector, after a pilot program in the
second half of 2018, the DSR was officially introduced on June 17, 2019.
6) A guideline on home mortgage loan screening, requiring the submission of objective income evidence and the application of amortizing repayments of loans for purchase of new housing, was sequentially implemented for mutual
credit cooperatives in 2017, and for mutual savings banks and credit-specialized financial companies in 2018. Moreover, the oversight of group loans by NBFIs was tightened starting in April 2017, and a new debt-to-income (DTI) ratio
was introduced in January 2018 for application across the financial sector.
7) In the first quarter of 2019, the volume of leasehold transactions climbed to 315,000 units (290,000 units in the first
quarter of 2018), the highest since 2011, on first quarter for each year basis. As a result, the balance of leasehold
deposit fund loans (based on loans by banks using their own funds) increased from 53.9 trillion won at the end of
the first quarter of 2018 to 77.5 trillion won at the end of the first quarter of 2019.

By credit rating of the borrower, the share of

Measures (the 9.13 Measures). Household

loans by borrowers with high-credit ratings

loans other than home mortgage loans in-

steadily increased. At the end of the first quar-

creased by 4.8% year on year to 640.8 trillion

ter of 2019, borrowers with high-credit ratings

won at the end of the first quarter of 2019,

accounted for 72.6% of all loans, an increase

extending the slowing trend that began in the

of 1.8%p from the end of last year. Meanwhile,

second half of 2018. This appears to be in part

borrowers with low-credit ratings accounted

due to the slowdown in the growth of unse-

for 5.7% of all loans, a decrease of 0.2%p from

cured loans following the introduction of the

the end of last year (Figure I-9).

DSR; such loans had previously experienced
accelerated growth after the tightening of
home mortgage loan underwriting standards

Figure Ⅰ-9. Shares1) in household loans, by
borrower credit rating2)

(Figure I-8).

Low-credit

Middle-credit

High-credit
(%)

Figure Ⅰ-8. Household credit,1) by loan type
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100

100

80

<QoQ Changes>

<YoY rates of increase2)>

80

Home mortgage loans3)

Home mortgage loans3)

60

60

Other loans 4)
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Q1 19

21.7
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12
0

8

0
0
Q1 15 Q1 16 Q1 17 Q1 18 Q1 19

16

65.7

8

0

Notes: 1) Loan amount basis.
2) H igh-credit (grades 1-3), middle-credit (grades 4-6),

4

4

0
0
Q1 15 Q1 16 Q1 17 Q1 18 Q1 19

Notes: 1) Household credit statistics basis (excluding sales credit).
2) YoY rates of increase in NBFIs’ home mortgage loans adju-

low-credit (grades 7-10).
Source: Bank of Korea (Consumer Credit Panel).

The share of fixed-rate and amortizing loans
in total home mortgage loans by banks also
increased steadily. At the end of 2018, the

sted in line with modifications in the loan balances that

shares of fixed-rate loans and amortizing

caused breaks in the time series after Q4 2015.

loans stood at 45.0% and 51.6%, up 0.5%p and

3) Home mortgage loans (of depository institutions, insurance
companies and credit-specialized financial companies),

1.8%p, respectively, on a year-on-year basis

loans extended by Korea Housing Finance Corporation and

(Figure I-10).

National Housing and Urban Fund, etc.
4) Loans secured by collateral other than housing, unsecured
loans, guaranteed loans, etc.
Sources: Bank of Korea, financial institutions’ business reports.

8) In the first quarter of 2019, the supplies of new housing in the Seoul Metropolitan area surged sharply to 66,000
units (up 23.7% on a year-on-year basis). The balance of group loans by banks accordingly jumped from 147 trillion
won at the end of the first quarter of 2018 to 164 trillion won at the end of the first quarter of 2019.
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driven by the Housing Market Stabilization

Figure Ⅰ-10. Proportions1) of fixed-rate and
amortizing loans
Amortizing

Figure Ⅰ-11. Household debt1)-to-disposable
income2) ratio
Ratio (LHS)

Fixed-rate

(%)
60

55.0

28
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43.0

40

44.5 45.0
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180

51.6

45.1
38.9

Rate of household debt increase (RHS)3)

Rate of disposable income increase (RHS)3)

(%)
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9
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100
Q1 15

Q1 16

Q1 17

0
Q1 19

Q1 18

Note: 1) The dotted lines indicate the target proportions.
Source: Financial Supervisory Service.

Notes: 1) Household credit statistics basis.
2) D isposable incomes reflect the initial result of the 2015
benchmark revision of the Korean National Accounts (disposable income for Q1 2019 is estimated using the average

Increase in household debt service
burdens

of the household disposable income-to-gross national
income ratios for the immediately preceding three years).
3) Year-on-year basis.
Source: Bank of Korea.

Households’ debt service burdens appear to
have increased despite the slowdown in debt
growth, as they have nevertheless outpaced

Figure Ⅰ-12. Financial liabilities-to-financial
assets ratio1)

the growth in income and financial assets.

Financial liabilities-to-financial assets ratio (LHS)

The household debt-to-disposable income

Rate of increase in assets (RHS)2)
Rate of increase in liabilities (RHS)2)

ratio (based on the household credit statistics)
stood at 158.1% (estimated) at the end of the

(%)

(%)

50

12

first quarter of 2019, a year-on-year increase
of 1.9%p. The ratio of financial liabilities to
financial assets (based on the flow of funds
statistics) rose 2.1%p from the same period of
last year (46.0%) to 48.1% (estimated)9) (Figure

48.1

48

10
8

46
6
44
4

I-11, Figure I-12).
42

2

40
Q1 15

Q1 16

Q1 17

Q1 18

0
Q1 19e)

Notes: 1) Flow of funds statistics basis.
2) Year-on-year basis (estimated figures for Q1 2019).
Source: Bank of Korea.

9) This is due to the slowdown in the growth of household assets such as deposits, insurance and pensions reserves,
coupled with losses in the value of equity securities (including mutual funds) caused by a drop in stock prices.

Delinquency rates on household loans have

increased, the share of borrowers with low

remained mostly low, but it should be noted

repayment capacities fell. The share of vul-

that upward movement has been observed

nerable borrowers with low income (bottom

since 2018, particularly on loans by NBFIs. At

30%) or low credit ratings (grades 7-10), who

the end of the first quarter of 2019, the rate of

furthermore have multiple loans,

dropped

delinquency on household loans by banks and

to 7.5% at the end of the first quarter of 2019

NBFIs stood at 0.29% and 1.83%, respectively,

from 7.7% at the end of last year. Their share

up 0.04%p and 0.27%p from a year earlier.

of the total amount of loans stood at 5.9%,

However, these rates are still well below those

representing a slight decrease from the end

for past years (2010-2017 average: 0.55% for

of last year (6.0%) (Figure I-13). The share of

banks, 2.96% for NBFIs) (Figure I-14).

10)

high-risk households at risk (HaR) with low
repayment capacity, based on income and
assets, in the total number of households and

Figure Ⅰ-14. Delinquency rates1) of household
loans extended by banks and NBFIs2)3)

total financial debt also fell. An analysis using

Bank household loans (LHS)

data from the Survey of Household Finances

NBFI household loans (LHS)
Bank home mortgage loans (RHS)

and Living Conditions found that the shares

NBFI home mortgage loans (RHS)

of high-risk HaR and their financial debts
stood at 2.7% and 5.4%, respectively, at the

(%)

(%)

2.0

4

1.5

3

1.0

2

0.5

1

end of March 2018, down from the same period a year earlier (2.9%, 5.7%).11)

Figure Ⅰ-13. Proportions of vulnerable borrowers
Number of borrowers basis

Loan amount basis

(%)

(%)
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10
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0
Q1 15

9

9

8

8

Q1 16

Q1 17

Q1 18

Q1 19

Notes: 1) Based on delinquencies of one month or longer (one day or
longer for mutual credit cooperatives and mutual savings
banks).

7.5

2) M utual savings banks, mutual credit cooperatives, insur-

7

ance companies, credit-specialized financial companies,

7

etc.
3) E xcluding insurance contract loans for insurance compa-

5.9

6

nies, and including card (excluding sales credit), installment

6

and lease assets for credit-specialized financial companies.
5

5
15

16

17

18

Sources: Financial institutions’ business reports.

Q1 19

Source: Bank of Korea (Consumer Credit Panel).

10) Borrowers with loans from three or more financial institutions.
11) For details concerning the results of the analysis of the current status and characteristics of high-risk HaR, refer to
<Box 2> 「High-risk Households at Risk (HaR) in Terms of Debt and Implications」 (page 30).
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Although households’ debt service burdens

(298,000 households)3) of total households with

Box 2.

financial debt as of end-March 2018 (“2018”
hereafter), down by 0.2%p from end-March
2017 (“2017” hereafter; 2.9%). The amount of

30

High-risk Households at Risk (HaR) in
Terms of Debt and Implications

financial debt held by these high-risk HaR made
up 5.4% (58.1 trillion won) of the total amount
of financial debt for 2018, down by 0.3%p from

Using the Survey of Household Finances and

2017 (5.7%).

Living Conditions, this paper looks into the
current status and characteristics of high-risk
households at risk (HaR) with vulnerable debt re-

Proportions1) of number of high-risk HaR and
their financial debt

payment abilities in terms of income and assets.

Proportion in total number of households (LHS)
Proportion in total financial debt (RHS)

In consideration of concerns about the recent
sluggishness of the domestic housing market

(%)

(%)

8

12

and slowdown in economic growth, the Bank
of Korea analyzes and draws implications from
the impacts of declines in housing prices and

6

9
-0.3%p

household income on households’ debt repay-

-0.2%p

4

ment abilities.

2.9

Current status of high-risk HaR

2

High-risk HaR refer to households with heavy

0

principal and interest repayment burdens
(DSR>40%) and with weak capacities to service
their debt through asset sales (DTA>100%).

1)

5.7

5.4

6

2.7
3

0
2017

2018

2017

2018

Note: 1) End-March basis; proportions in the total number of financially indebted households and total financial debt.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

According to the results of an analysis based on
the Survey of Household Finances and Living
Conditions,2) high-risk HaR accounted for 2.7%

1) DSR was calculated by dividing interest and principal payments by disposable income before interest expenses are
deducted. DTA was calculated by dividing total debt by appraised asset values (with the retrieval rate in consideration of asset-specific liquidity applied). DSR in this paper, meanwhile, is calculated based on the actual principal
and interest payments of households holding financial debt from the Survey of Household Finances and Living Conditions. It should be noted that the DSR used here is different from that used as an indicator by financial institutions
in accordance with guidelines on loan screening.
2) In December 2018 Statistics Korea revised the way it produces the statistic so that administrative data from the National Tax Service supplements survey data on income, expenditure and debt from 2017 onward. However, the data
on assets was not supplemented with administrative data due to legal restrictions. In this paper, survey data is used
for both debt and assets in the calculation of DTA (total debt / appraised asset values), since a combined use of data
on debt, which is administrative data, and data on assets, which is survey data, can lead to statistical distortions.
3) T he number of high-risk HaR refers to the national level converted from the raw survey data using the sample
weight.

The number of high-risk HaR and their financial
debt by income quintile decreased in the 1st and

Average interest burden1) of high-risk HaR, by
income quintile

5th quintile groups but increased in the 2nd-4th

(%, %p)

2017

2018

1st quintile2)

8.9

6.2

-2.7

2nd-5th quintile2)

5.9

5.5

-0.4

quintile groups.

Notes: 1) Interest payment to financial debt.

(10,000 households, trillion won, %)

Number of households

Financial debt

2) Average for the households in each income quintile.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

Rate of
Rate of
2017 2018
2017 2018
change
change
1st quintile

9.3

5.8

-38.3

4.8

3.4

-30.4

The 5th income quintile group showed a 24.1%

2nd quintile

7.9

8.5

8.6

7.7

9.3

20.8

year-on-year decrease in the number of high-

3rd quintile

6.0

6.9

15.8

7.8

11.8

50.0

risk HaR and a 14.1% decrease in their financial

4th quintile

4.3

5.1

20.6

13.2

14.7

11.5

debt. This seems attributable to the strength-

5th quintile

4.5

3.5

-24.1

22.2

19.1

-14.1

ened regulations on owners of multiple houses

Total

32.0

29.8

-6.8

55.7

58.1

4.3

and regulations for preventing speculation in

Note: 1) End-March basis; rate of increase is compared to previous
year.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

real estate.6) In the financial debt held by the 5th
quintile group, the proportion of loans for real
estate purchases with non-residential purposes
declined by 12.3%p year on year.

The 1st income quintile group exhibited a 38.3%
year-on-year decrease in the number of highrisk HaR and a 30.4% decrease in their financial

Proportion1) of loans to 5th income quintile
households for purchases of real estate with
non-residential purpose
(%, %p)

debt. This seems attributable to microfinance
support measures, such as the lowering of the
maximum interest rate by private money lenders4) and the write-offs of debt that has been extinguished by prescription.5) The average interest
repayment burden for the 1st quintile group is
found to have decreased significantly compared
with those for other groups.

Other households

High-risk HaR

2017

29.6

29.5

2018

31.8

17.2

Change

2.2

-12.3

Note: 1) Proportions in the total amount of collateralized loans and unsecured loans to 5th income quintile households categorized
as high-risk HaR or other households.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

4) The lowering of the maximum interest rate in March 2016 (34.9%  27.9%) is estimated to have taken effect with
a time lag. Following a cut in the maximum interest rate, it normally takes two to three years for loans with interest
rates exceeding the maximum interest rates to be cleared.
5) This refers to loans for which financial institutions have lost their claims due to a long period of arrears. As the government encouraged financial institutions to write these debt off, nationwide banks and other financial institutions
wrote off these debt worth 12.4 trillion won in 2017. As for high-risk HaR in the 1st income quintile group, unsecured
loans and credit card loans that are hard to collect due to a lack of collateral declined by 0.4 trillion won each compared with last year, and this seems to have been affected by the write-offs of debt that has been extinguished by
prescription.
6) In August 2017, the government lowered the LTV and DTI ratio ceilings applied to overheated areas and speculative
areas from 40-70% (differentiated according to housing type, loan maturity and collateral value) to 40%. The government also decided to lower the LTV and DTI ratios by an additional 10%p for prospective borrowers who belong to a
household with one or more existing home mortgage loans.
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Changes in number of high-risk HaR and their
financial debt,1) by income quintile

Change

Meanwhile, the debt repayment abilities of high-

Characteristics of high-risk HaR

risk HaR have slightly weakened. The median

32

DSR and DTA for these households have risen

Compared with non high-risk HaR (“other

(DSR 70.6  76.6, DTA 145.6  150.6). The

households” hereafter), high-risk HaR have the

proportion of financial debt held by the high-risk

following characteristics: First, the proportion

HaR with comparatively higher DSR and DTA

(46.3%) of high-risk HaR with greater assets (4th

has increased.

and 5th quintile groups in terms of assets) possessing rental real estate7) was higher than those
of other households (39.3%).

Distributions of high-risk HaR, by DSR·DTA
range1)2)
(%, %p)

2018
Number of
households

Debt3)

Compared to
previous year
Number of
Debt3)
households

40<DSR≤70

46.2

33.4

-3.3

-18.4

70<DSR≤100

24.1

29.8

9.2

17.4

DSR>100

29.7

36.8

-5.9

1.0

100<DTA≤150

49.7

56.4

-1.7

-17.6

150<DTA≤200

19.4

27.8

6.1

14.8

DTA>200

30.9

15.8

-4.4

2.8

Notes: 1) Shaded area indicates the groups for which the proportions
had risen compared to the previous year.
2) A
 nalyzed by classifying the groups with large changes in the
DSR·DTA distributions compared to the previous year.
3) Financial debt.

Proportions of the number of real estate landlord
households
(%)

Other
High-risk
households
HaR
Landlord

20.2

10.7

Non-landlord

79.8

89.3

High asset Landlord
bracket2)
Non-landlord

39.3

46.3

60.7

53.7

Total1)

Notes: 1) Proportions in the total number of households categorized
as high-risk HaR or other households.
2) Proportions in the number of households in the 4th and 5th
asset quintile groups categorized as high-risk HaR or other
households.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

Second, by work status, the proportion of financial debt held by the self-employed highrisk HaR was higher (52.2%) than those of other
households (35.3%). This was because financial
debt per self-employed, high-risk HaR were
much larger in volume (0.39 billion won) than
those of other households (0.08 billion won).8)

7) This refers to households with leasehold deposits and rents from housing (including apartments and multiple-unit
houses), residential buildings (including tenement houses), and shops in possession.
8) With respect to the proportion of self-employed households, there was only a small difference between high-risk
HaR (26.2%) and other households (23.6%).

Impacts of housing price decline and

Proportions1) of the number of households and
financial debt, by work status

income reduction
(%)

Proportion in total
Proportion in total
number of households
financial debt
Other
High-risk
Other
High-risk
households
HaR
households
HaR

A housing price decline and income reduction
can weaken households’ debt repayment abilities. With this in mind, individual households’

43.0

43.4

51.8

32.9

DSR and DTA were recalculated in a scenario

Non-regular

12.0

17.5

5.2

7.5

assuming a 15% decline in both housing prices

Self-employed

23.6

26.2

35.3

52.2

and disposable income,9) and based on these

Others

21.4

12.9

7.7

7.4

figures, changes in the proportions of high-risk

Note: 1) Proportions in the total numbers and financial debt of HaR or

HaR and their financial debt were estimated.

other households.
Sources: B ank of Korea·Statistics Korea (Survey of Household Fi-

The estimation results show that the propor-

nances and Living Conditions).

tion of high-risk HaR rose from 2.7% in 2018 to
Third, by loan repayment method, high-risk

5.7%, and the proportion of their financial debt

HaR exhibited a much larger proportion of inter-

grew from 5.4% to 13.1%. The proportion of

est-only repayments (45.0%) than other house-

high-risk HaR exhibited rapid growth not only in

holds (30.4%).

low-income and low-asset households but also
in high-income, high-asset, homeowner, and
regularly employed households. The proportion

Proportions1) of financial debt, by repayment
method

of financial debt held by high-risk HaR increased
(%)

Interest-only repayment
Partial principal
repayment on maturity
Installment repayment of
principal
Installment repayment of
principal and interest

Other
households

High-risk
HaR

30.4

45.0

20.0

17.7

10.1

11.5

33.5

20.2

6.0

5.6

Others

rapidly in high-income, high-asset, homeowner,
regularly employed, and self-employed households.

Note: 1) P roportions in the total amount of collateralized loans and
unsecured loans to high-risk HaR or other households.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

9) The scales of the shocks were determined in consideration of the rates of declines in housing prices (-13.1% from
November 1997 to November 1998) and disposable income (-12.9% in 1998, based on urban households) during
the 1997 currency crisis.
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Regular
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Changes in proportions1) of number of high-risk
HaR and their financial debt due to housing price
decline and income reduction

Changes in DSR·DTA of households moving into
the high-risk HaR group due to housing price
decline and income reduction1)2)
(%, %p)

(%, %p)

Number of
Amount of
households
financial debt
PostPostChange
Change
shock
shock

34
Total
Low-income
Income

Asset2)

2)

3.0

13.1

7.7

2.5

1.2

3.0

1.8

Middle-income

1.3

0.7

2.4

1.3

High-income

1.9

1.1

7.7

4.6

Low-asset

2.9

1.2

2.3

1.1

Middle-asset

1.1

0.6

1.9

0.9

High-asset

1.7

1.2

8.9

5.7

Owner occupancy

2.7

1.9

8.8

6.0

1.1

0.4

2.3

0.9

Monthly rental

1.5

0.5

1.2

0.4

Regular

2.6

1.4

5.3

3.6

Non-regular

0.8

0.4

1.1

0.7

Self-employed

1.5

0.8

5.7

2.8

Residence Leasehold
type
deposit

Work
status

5.7

Notes: 1) P roportions in the total number of financially indebted
households and total financial debt.
2) Low, middle, and high income (asset) groups indicate 1st2nd quintile, 3rd quintile, and 4th-5th quintile, respectively.

DSR

DTA

Baseline Adverse Baseline Adverse

Income

Asset

Total

20.2

46.1

100.1

109.1

Low-income

19.5

43.2

120.7

124.5

Middle-income

18.8

45.0

100.1

108.9

High-income

21.7

50.0

91.1

103.6

Low-asset

15.0

40.1

137.1

141.9

Middle-asset

21.5

53.2

86.5

100.1

High-asset

32.3

78.6

83.3

100.1

Notes: 1) Based on median in each group.
2) Shaded area indicates exceeding of high-risk threshold.
Source: Bank of Korea.

Implications
The analysis of the current status of high-risk
HaR and the impacts of housing price and disposable income declines on them produces the

Source: Bank of Korea.

following implications:

The transformation of low-income and low-asset

First, it should be noted that the debt repayment

households into high-risk HaR mostly arose from

abilities of high-risk HaR have been weakening.

the income reduction shock. On the other hand,

Although the proportion of high-risk HaR and

that of high-income and high-asset households

their financial debt have decreased year on year,

was due to both the housing price fall and in-

the debt repayment abilities of these households

come reduction shocks. The DTA of low-income

assessed by DSR and DTA have weakened.

and low-asset households that moved into the
high-risk HaR already exceeded its threshold

Second, efforts should be sustained to improve

even before the shocks, and their DSR also ex-

the quality of household debt.10) High-risk house-

ceeded its threshold after the shock. In contrast,

holds showed a higher proportion of interest-on-

the DSR and DTA of high-income and high-as-

ly repayments than other households. This

set households that transformed into high-risk

implies that this type of repayment can cause

HaR exceeded their thresholds after shocks

leverage to increase excessively and undermine

occurred.

the financial soundness of households.

10) The proportion of amortizing loans in the total home mortgage loans of the banking sector grew significantly from
7.7% at the end of 2011 to 51.6% at the end of 2018. The government plans to gradually increase the proportion of
amortizing loans to its goal of 55.0% by the end of 2019.

Third, the debt repayment abilities of high-risk
landlord HaR should be closely monitored. It
should be noted that the debt repayment abilities of high-risk landlord HaR could be weakened dramatically in the event of a plunge in
housing prices.

soundness of lending to self-employed households through debt restructuring and the
strengthening of loan screening based on borrowers’ debt repayment abilities. With a high
proportion of self-employed households categorized as high-risk HaR, it is estimated that
their financial debt would increase significantly
in the event of a decline in housing prices and a
fall in income. As sole proprietor loans maintain
their rapid growth, attention should be paid to
prevent an expansion of insolvencies of self-employed households.11)

11) For details concerning the results of the analysis of loans to the self-employed, refer to <Box 3> 「Recent Lending to
Self-employed Business Owners and Soundness Assessment」 (page 36).
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Fourth, efforts are needed to enhance the
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Current status of self-employed business

Box 3.

owner loans
As of the end of the first quarter of 2019, the
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Recent Lending to Self-employed
Business Owners1) and Soundness
Assessment

outstanding amount of self-employed business
owner loans (on an estimated basis) stood at
636.4 trillion won, a 12.1 trillion won increase
from the previous year-end (624.3 trillion won).

The government developed a loan credit

Out of this amount, sole proprietor loans ac-

screening guideline for sole proprietor loans,

counted for 413.3 trillion won, and household

which have been rapidly increasing, and applied

loans held by sole proprietor borrowers, 223.2

it to the banking sector first (in March 2018) and

trillion won. The rate of growth (year-on-year

also later to the non-banking sector (in October

basis) in self-employed business owner loans

2018). In reflection of this, growth in lending to

recorded 11.2% (12.4% for sole proprietor loans,

self-employed business owners has been also

9.0% for household loans) at the end of the first

slowing. However, there are growing concerns

quarter of 2019, down from the previous year-

about the soundness of these loans, as the

end (13.7%), affected by a slowdown in house-

delinquency rate for sole proprietor loans has

hold lending growth.

2)

been rising recently and business performances
of the self-employed have remained sluggish. In

The outstanding amount stood at 434.7 trillion

what follows, we look at the current sole propri-

won in the banking sector and 201.7 trillion won

etor and household loans held by self-employed

in the non-banking sector. The non-banking

business owners (“self-employed business own-

sector’s lending to self-employed business own-

er loans” hereafter) and their soundness and

ers, after having exhibited strong growth in 2016

draw some implications.

and 2017, has been slowing down since 2018
due mainly to the strengthening of regulations.

1) The Bank of Korea used its Consumer Credit Panel to identify borrowers of sole proprietor loans. Furthermore, in its
estimation of self-employed business owner loans, the Bank of Korea defined such loans as the combined total of
sole proprietor loans and household loans of these borrowers. For details concerning self-employed business owner
loans, refer to the December 2016 Financial Stability Report, <Box 4> 「Current Situation of Loans to Self-employed
Business Owners, and Their Soundness」 (page 32).
2) The major contents of the loan credit screening guideline with regard to sole proprietor loans are as follows.
Classification
Sole Proprietor Loan Credit Screening
Guidelines
Plans for improvement of RTI operation

Major contents
RTI

1)

Industrial sector concentration risk

New account basis, sustaining RTI of housing collateralized loans at 1.25 or over
and non-housing collateralized loans at 1.5 or over
Designation of at least three industries under management every year, and setting
maximum limits for total lending amount in respective industries

Abolition of escape clause to extend real estate leasing business loans falling standards of RTI

Note: 1) Real estate leasing business loans’ rent to interest (RTI) = Annual rental income / Annual interest expenses of the newly extended loans
and existing loans secured by the rental building.
Sources: Financial Services Commission, Financial Supervisory Service.

Self-employed business owner loan balance and
rate of increase1)

Changes in banks’ sole proprietor loans
since strengthening of regulations

Balance of self-employed business owner loans (LHS)
Rate of self-employed business owner loan increase (RHS)

The rate of growth in self-employed business

Rate of household loan2) increase (RHS)

owner loans is seen to have been slowing since

(trillion won)

(%)

1,000

18

13.7

14.4

624.3
600

15

13.7

549.2

636.4

12

11.2

480.2

7.6

9

422.5

etor loans. A recent examination of four nationwide banks’ extensions of sole proprietor loans
(from April 15, 2019 to May 21, 2019) shows that
newly extended loans amounted to a monthly
average of 4.1 trillion won since the implemen-

400
6

372.3
200

3

tation of regulations (from April 2018 to March
2019), a decrease (-0.4 trillion won, -9.3%) from
the pre-regulation period (an average of 4.5 tril-

0

0
14

15

16

17

18

Q1 19

lion won from April 2017 to March 2018).

Notes: 1) Year-on-year basis.
2) Household credit statistics basis.
Source: B ank of Korea (Consumer Credit Panel, household credit

Newly extended sole proprietor loans,1) by month

statistics).
(trillion won)

Self-employed business owner loan balance and
rate of increase,1) by financial sector

8
Implementation of sole proprietor
loan regulations

6

Balance of loans by banks (LHS)

(trillion won)

8

Monthly average 4.5 trillion won

6
Monthly average 4.1 trillion won

Balance of loans by non-banks (LHS)
Rate of increase in loans by banks (RHS)
Rate of increase in loans by non-banks (RHS)
(trillion won)

4

4

2

2

(%)

600

40

500
428.4

434.7

30
0

400
317.4
300 278.8

Apr.17

380.9
347.2

20

Oct

Apr.18

Oct

0
Mar.19

Note: 1) B ased on newly extended loans by four nationwide banks
during the period between April 2017 and March 2019.

195.9

200
133.0
100

201.7

Source: Bank of Korea.

168.3
10

105.1
93.5

0

0
14

15

16

17

Note: 1) Year-on-year basis.
Source: Bank of Korea (Consumer Credit Panel).

18

Q1 19

By industry, sole proprietor loans newly extended to the real estate leasing industry declined
significantly, due mainly to RTI regulations. Since
the implementation of the regulations, loans
extended to this industry decreased sharply
(monthly average of -0.4 trillion won, -18.0%),
while those to other industries remained at similar levels.
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13.5

800

the implementation of regulations on sole propri-

Delinquency rates1)2) of sole proprietor loans by
banks

Sole proprietor loans,1) by industry
Others

Real estate leasing industry

(trillion won)
4

Small and medium-sized corporation loans
4

Implementation of sole proprietor
loan regulations

38
3

2

Sole proprietor loans

(trillion won)

Monthly average 2.6 trillion won

Monthly average 2.6 trillion won

Monthly average 1.9 trillion won

Household loans
(%)

(%)

2.0

2.0

1.5

1.5

3

2
Monthly average 1.5 trillion won
1.0

1

1

0

0
Mar.19

1.0
0.71

0.5
Apr.17

Oct

Apr.18

Oct

0.38

0.5

0.29
Note: 1) B ased on newly extended loans by four nationwide banks

0.0

Source: Bank of Korea.

0.0
Q1 14

during the period between April 2017 and March 2019.

Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

Notes: 1) Based on delinquencies of one month or longer.
2) End-period balance basis.

Loan soundness and debt servicing

Sources: Domestic banks’ business reports.

capacities of self-employed business
owners

Delinquency rates1)2) of bank sole proprietor
loans, by industry

The delinquency rate for self-employed business
owner loans, which had remained low overall,
recently rose slightly. The delinquency rate of
banks’ sole proprietor loans stood at 0.38% as
of the end of March 2019, a slight increase from

Manufacturing

Wholesale & retail trade

Accommodation & food services

Real estate

(%)

(%)

1.0

1.0

0.8

0.8

the same period last year (0.33%) but lower than
that of small and medium-sized corporation
loans (0.71% at end-March 2019). By industry,
the delinquency rate of the manufacturing industry has gradually risen since 2015, while those

0.64
0.6

0.6
0.45

0.4

0.4
0.43

0.2

0.2
0.21

of the wholesale & retail trade, accommodation
& food service and real estate industries shifted
to increases in 2018 after having continually declined.

0.0

0.0
Q1 14

Q1 15

Q1 16

Q1 17

Q1 18

Notes: 1) Based on delinquencies of one month or longer.
2) End-period balance basis.
Sources: Domestic banks’ business reports.

Q1 19

Self-employed households’ debt servicing capacities in terms of income have weakened,

LTI1) and DSR2) of self-employed business owners3)
<LTI>

particularly in the wholesale & retail trade and
accommodation & food service industries,

2017

where business conditions have been sluggish
recently. The debt-to-income ratio (LTI) of the

(%)

500

500

400

397.2 392.1
400

& food service industries stood at 294.4% and
255.3%, respectively, in 2018, up by 55.0%p
and 33.2%p since 2017. This growth far outpaced that of self-employed households as
a whole. In addition, their debt service ratios
(DSRs) stood at 39.0% in 2018, a similar level to
that of last year, while the DSR of the wholesale

294.4

300

262.0
220.4 230.3

219.1

300
255.3

239.4

222.1

200

200

100

100

0

0
Total

& retail trade (31.8% in 2017  46.6% in 2018)

Manufacturing

and accommodation & food service (40.5% 

Wholesale &
retail trade

Accommodation
& food services

Real estate

<DSR>

48.4%) industries increased significantly.3)
2017

2018

(%)

(%)

80

80

60

60
48.4

46.6
40

40.5

39.7 39.0
34.7

32.2

49.9
39.0

40

31.8

20

20

0

0
Total

Manufacturing

Wholesale &
retail trade

Accommodation
& food services

Real estate

Notes: 1) Financial debt / Current income.
2) P rincipal and interest repayment volume / Disposable income.
3) Financially indebted households basis.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

Self-employed households’ debt servicing capacities in terms of assets have not changed
much. The total debt-to-total assets ratio and
3) When looking separately at interest and principal payments (numerator) and disposable income (denominator), the
real estate industry experienced a decline in interest and principal payments and a sharp increase in disposable
income. The wholesale & retail trade and accommodation & food service industries, however, saw huge increases in
interest and principal payments while their income did not show substantial growth.
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wholesale & retail trade and accommodation

2018

(%)

the financial debt-to-financial assets ratio of

Implications

these households stood at 28.4% and 103.4%,

40

respectively, in 2018, similar levels to those of

Self-employed business owner loans have re-

the previous year (28.3% and 101.9%). By in-

cently exhibited slowing growth owing chiefly to

dustry, however, the wholesale & retail trade and

the government’s strengthening of regulations,

accommodation & food service industries saw

but their soundness remains favorable overall

both rates increase year on year. The real estate

so far. However, the delinquency rate for these

industry saw its financial debt-to-financial assets

loans has been rising recently, particularly in

ratio rise while its total debt-to-total assets ratio

the wholesale & retail trade and accommoda-

declined.

tion & food service industries, where business
conditions have been relatively sluggish lately,
and debt servicing capacities in these industries

Total debt-to-total assets ratio and financial
debt-to-financial assets ratio of self-employed
households1)

have been weakening. Since self-employed
business owners may remain in a difficult situa-

<Total debt / Total assets>
2017

tion for some time due to economic conditions,

2018

defaults on self-employed business owner loans

(%)

(%)

40

40

could increase. To cope with this possibility, it is
necessary to preemptively strengthen manage-

32.2
30

28.3 28.4

26.7

29.8

28.9 29.4

29.8

26.7

27.7

30

20

20

10

10

0

0
Total

Manufacturing

Wholesale &
retail trade

Accommodation
& food services

Real estate

<Financial debt / Financial assets>
2017

2018

(%)

(%)

200

200
177.0
165.4

150

100

150

134.7
101.9 103.4

113.0

106.0

111.6
95.0

101.7

100

50

50

0

0
Total

Manufacturing

Wholesale &
retail trade

Accommodation
& food services

Real estate

Note: 1) Financially indebted households basis.
Sources: B ank of Korea·Statistics Korea (Survey of Household Finances and Living Conditions).

ment regarding the soundness of these loans.

3. Corporate Credit

second quarter of last year as the sole proprietor loan credit screening guidelines15) went
into effect. The rates of growth in loans to sole
proprietors16) and to small and medium-sized

to increase,12) as corporate loans have grown

corporations each dropped 0.7%p from the

steadily and the net issuance of corporate

end of last year to 7.9% and 4.0%, respectively

bonds has expanded. Corporate financial

(Figure I-15).

soundness has worsened somewhat, particularly among small and medium-sized
enterprises (SMEs). Going forward, given the

Figure Ⅰ-15. Corporate loans1) of deposit-taking
banks,2) by company size

deteriorating business conditions owing to the

Large enterprise loans (LHS)

recent intensification of the US-China trade

Rate of increase 4) (Large enterprises, RHS)
Rate of increase 4) (SMEs, RHS)

dispute and to the slowdown in the global and

Rate of increase 4) (Total, RHS)

domestic economies, the debt repayment capacities of corporations should be monitored
carefully for any signs of weakening.

Continuing trend of corporate credit
growth

SME loans (LHS)3)

(trillion won)

(%)

1,000

30

800

20

600
10
400

Although corporate loans by deposit-taking
banks

13)

recorded a year-on-year increase of

4.8% to reach 842.5 trillion won at the end of

0
Q1 15

the first quarter of 2019, the rate of increase
slowed slightly (down 0.5%p compared to the

0

200

Q1 17

Q1 18

-10
Q1 19

Notes: 1) E
 nd-period basis; excluding financial and insurance companies.

end of last year). By company size, in the case

2) Commercial banks, specialized banks and branches of foreign banks.

of large enterprises, the rate of loan growth

3) Including sole proprietor loans.

shifted to positive territory in the fourth quarter of 2018. The rate of growth in lending to

Q1 16

4) Year-on-year basis.
Sources: Banks’ business reports.

SMEs14) has continuously declined since the
12) In 2018, corporate credit increased 6.5% on the flow of funds statistics basis. The upward trend appears to be
continuing into this year (an estimated year-on-year increase of 6.7% at the end of the first quarter). However, due
to the limited availability of data, the ensuing discussion of changes in corporate credit is based on the volumes of
loans by deposit-taking banks and corporate bond issuance.
13) As of end-2018 deposit-taking banks’ corporate loans (Korean won basis, including trust loans) accounted for
about 70% of the loans extended to non-financial (including public) corporations recorded in the flow of funds statistics.
14) As of end-Q1 2019 loans to SMEs accounted for 81.1% (small and medium-sized corporations 43.2%, sole proprietors 37.8%) of total corporate lending by deposit-taking banks.
15) The guidelines, which introduced a rent-to-interest (RTI) ratio for loans to the real estate leasing industry and set
forth rules for managing concentration risk in various different business sectors, entered into effect in the banking
sector in March 2018.
16) As of end-Q1 2019 loans to sole proprietors totaled 318.9 trillion won, representing 46.7% of all loans to SMEs by
deposit-taking banks.
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The amount of corporate credit has continued

By banking sector, corporate loans by commer-

real estate industry, due in part to the tougher

cial banks increased by 5.9% on a year-on-year

loan screening rules for the real estate leasing

basis to 496.5 trillion won at the end of the

industry (Figure I-17).

first quarter of 2019. Corporate loans by speFigure Ⅰ-17. Growth rates of deposit-taking banks’
corporate loans,1)2) by industry
Q4 18
10

(%)

(%)
10

<Manufacturing>

0

0

Specialized banks (LHS)

Rate of increase 3) (commercial banks, RHS)

600
10
400

20

20

10

10

0

0

-30

-30 -10
Steel

15

30

-20

Electrical & electronics

800

30

-20

Petrochemicals

20

Mechanical equipment

(%)

Shipbuilding

(trillion won)

-10

5

200

40

-10

Rate of increase 3) (specialized banks, RHS)
1,000

<Non-manufacturing>

Wholesale & retail trade

-10

(%)

Accommodation & food services

Branches of foreign banks (LHS)

40

Real estate

Figure Ⅰ-16. Corporate loans1) of deposit-taking
banks,2) by banking sector
Commercial banks (LHS)

Q1 19

(%)

Transportation

shipbuilding industry17) (Figure I-16).

Shipping

won, due mainly to a reduction in loans to the

Information & communications

on-year gain of 2.6% to stand at 330.8 trillion

Construction

cialized banks recorded only a moderate year-

Automobiles

42

Notes: 1) Excluding shipping for transportation.
2) Year-on-year basis.

0
Q1 15

Q1 16

Q1 17

Q1 18

0
Q1 19

Sources: Banks’ business reports.

Notes: 1) End-period basis; excluding financial and insurance companies.
2) Commercial banks, specialized banks and branches of foreign banks.
3) Year-on-year basis.
Sources: Banks’ business reports.

Net issuance of corporate bonds increased
massively on the back of continuously strong
investment demand and a drop in issuance
costs. In the first quarter of 2019, net issuance

By industry, in manufacturing, the downward

totaled roughly 6.3 trillion won, the highest

trend continued in loans to the shipbuilding

since the third quarter of 2012. Entering this

and steel industries. In the electrical & elec-

year, net issuance also increased for bonds

tronics and petrochemical industries, the rate

rated A and below in addition to prime bonds

of loan growth shifted to a downtrend enter-

rated AA and above (Figure I-18).

ing this year. In the non-manufacturing sector, the rate of growth fell sharply in loans to
the information & communications industry.
The rate of growth also slowed in loans to the

17) With the restructuring in the shipbuilding industry drawing to an end, the balance of loans dropped due to loan
withdrawals and disposal of bad loans.

Figure Ⅰ-19. Corporate debt ratios,1) by company
size

Figure Ⅰ-18. Net corporate bond issuances1)
AA and above

A and below

Total

(trillion won)

Debt ratios (LHS)

(trillion won)

8

Proportions of firms with ratios above 200% (RHS)2)
8
6

4

4

2

2

0

0

-2

-2

-4

-4

-6

-6
Q1 19

(%)
<Total>

<Large enterprises>

<SMEs>

90

20

43

16
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6

(%)
120

12

Q1 15

Q1 16

Q1 17

Q1 18

Note: 1) Excluding issuance by financial holding companies.

60
8
30

4

0

0
14 15 16 17 18

14 15 16 17 18

Sources: Bank of Korea, Korea Securities Depository.

Notes: 1) Debt / Equity; end-period basis.

Declines in corporate debt ratios

Source: KIS-Value.

14 15 16 17 18

2) Including firms with negative net worths.

Corporate18) debt ratios (debt / equity) continuously dropped thanks to capital expansion

Deterioration in profitability

efforts. The overall debt ratio decreased from
the end of the previous year (76.7%) to 75.3%

Amid a slowdown in sales growth caused

at the end of 2018. The share of firms with ex-

partly by mediocre performances in key ex-

cessive debt (debt ratios above 200%) also fell

port industries,19) corporate profitability also

from the previous year (12.6%) to 11.3% at the

showed a decline. In 2018, the sales growth

end of 2018.

of firms dropped to 5.6% from 8.8% in 2017.
By company size, the sales growth of SMEs

By company size, while the debt ratio of SMEs

(13.0% in 2017 → 1.6% in 2018) fell more

remained mostly unchanged from the previous

sharply than that of large enterprises (8.7% →

year (56.2%), that of large enterprises recorded

5.7%). In terms of profitability, the operating

a slight drop (77.7% → 76.3%). The share of

income-to-sales ratio decreased to 7.8% in

firms with excessive debt decreased both for

2018 from 8.1% a year earlier (Table I-1). When

large enterprises (13.2% → 12.2%) and SMEs

excluding the electrical & electronics industry,

(12.0% → 10.3%) from the end of the previous

whose performance has been buoyed by the

year (Figure I-19).

semiconductor boom, the operating income-

18) The details that follow are from analysis of a total of 2,151 companies (excluding the financial and insurance industries) that submitted business reports for 2018 in accordance with the Financial Investment Services and Capital
Markets Act, including listed (1,835) and some unlisted (316) companies. Note that the companies subject to analysis differ from the sample companies in the Financial Statement Analysis.
19) While sales fell in shipbuilding (-24.9% in 2017 → -17.0% in 2018) and mechanical equipment (20.7% → -2.8%), slowdowns in sales growth were recorded in the electrical & electronics (20.1% → 5.4%) and steel (17.4% → 5.6%) industries. The volume of sales in shipbuilding has continuously dwindled since 2012.

to-sales ratio dropped to 4.6% from 5.6% a

ly increased since 2016, particularly among

year earlier.

SMEs20)21) (Figure I-20).

Table Ⅰ-1. Sales growth rates1) and operating income
-to-sales ratios,2) by company size

Figure Ⅰ-20. Corporate interest coverage ratios,1)
by company size
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(%)

Sales growth
rates
Large
enterprises
SMEs
Operating incometo-sales ratios
Large
enterprises
SMEs

14

15

16

-1.6

-4.5

-0.9

-1.8

-4.7

-1.2

17
8.8
8.7

Interest coverage ratios (LHS)

18

Interest coverage ratios (excluding electrical & electronics
industry, LHS)

5.6
5.7

3.1

4.4

7.2

13.0

1.6

4.5

5.6

6.5

8.1

7.8

4.5

5.7

6.6

8.2

7.9

4.2

5.0

4.6

4.9

3.6

Proportions of firms with ratios below 12) (RHS)
(times)
12

(%)
<Total>

<Large enterprises>

<SMEs>

60

9
40

Notes: 1) Year-on-year basis.

6
20

2) Operating income / Sales.

Source: KIS-Value.

3

Weakened interest payment capacities

0

0
14 15 16 17 18

The interest coverage ratio (operating income
/ interest expenses), measuring a company’s

14 15 16 17 18

14 15 16 17 18

Notes: 1) Operating income / Interest expenses.
2) Including firms recording operating losses.
Source: KIS-Value.

interest payment capacity, fell for the first time
since 2015 (9.4 in 2017 → 8.8 in 2018). If the

The business environment for corporations

electrical & electronics industry is excluded,

has rapidly deteriorated in recent months,

the interest coverage ratio dipped to 4.5, near-

impacted by the escalation of the US-China

ly as low as in 2015 (4.4).

trade dispute and the decelerations in global
and domestic growth.22) Even though the de-

By company size, while the interest cover-

linquency rate on corporate loans still remains

age ratio of large enterprises showed only a

low,23) it should be kept in mind that the fi-

marginal decline (9.7 → 9.2), the decline was

nancial soundness of companies could deteri-

much more significant for SMEs (3.5 → 2.0).

orate depending on their business conditions.

In addition, the proportion of firms whose
interest coverage ratio is below 1 has steadi20) In 2018, the share of firms with an interest coverage ratio below 1 stood at 35.7% (47.2% for SMEs), the highest level since 2010.
21) Concerning the impacts of the recent drop in the interest coverage ratio and changes in business conditions, refer
to <Analysis of Financial Stability Issues> 「II. Assessment of Recent Corporate Repayment Capacities in Line with
Changes in Business Conditions」 (page 116).
22) T he recent drop in corporate earnings reflects this development. In April 2019, the forward EPS (Earnings Per
Share), which estimates future corporate earnings, fell 23.5% from December 2018 (80.8) to 61.8 (based on 114
listed corporations included in MSCI) (Sources: Thomson Reuters, Bloomberg).
23) As of end-Q1 2019 the delinquency rate on corporate loans by deposit-taking banks stood at 0.61%, which is below the long-term average (0.79% for the period 2010-2017, based on simple year-end average).

1. Bond Markets

In the first half of 2019, Treasury bond yields

Treasury bond yields have fallen since the

trended lower, brought down by concerns

beginning of 2019, along with interest rates in

about deceleration of global growth and the

the US and other major countries. Corporate

accommodative monetary policy stances of

bond yields have sharply declined as well on

major countries. Credit spreads on corporate

continuously robust demand.

bonds narrowed considerably both for prime
and sub-prime bonds. Stock prices tumbled
as worries over the US-China trade dispute

Decline in long-term market interest
rates

resurfaced in May, with volatility also heightened.

Amid concerns about deceleration of global
growth and the slowdown of rate hikes by the

Housing purchase prices continued to trend

US Federal Reserve, Treasury bond yields con-

lower, reined in by the government’s measures.

tinuously trended lower, along with interest

By region, housing purchase prices in the Seoul

rates in major countries. Interest rate volatility,

Metropolitan area shifted to a downward tra-

after a steady decline since December 2018,

jectory early this year, while the downward

heightened slightly starting in March this year

trend of housing purchase prices continued in

(Figure Ⅱ-2). As of May 31, the Treasury bond

other regions, particularly in areas experienc-

(3-year) yield stood at 1.59%, which is below

ing economic slumps (Figure Ⅱ-1).

the Base Rate (Figure Ⅱ-3).

Figure Ⅱ-1. Map1) of changes in asset market
conditions

Figure Ⅱ-2. Korean and US Treasury bond yields

H2 2018 analyzed

Treasury bond (3-yr) yield volatility1)

H1 2019 analyzed

Treasury bond (3-yr) yield
Stock price volatility 2)

Treasury bond (10-yr) yield
US Treasury (10-yr) yield

Deterioration
Housing sales
volume volatility 3)

Interest rate
volatility 6)
Improvement

Housing sales price
volatility4)

Corporate bond credit
spreads 5)

Notes: 1) E xtents of change in December 2018-May 2019 period (De-

(%)

(%)

3.5

3.5

3.0

3.0

2.5

2.5

2.0

2.0

1.5

1.5

1.0

1.0

cember 2018-April 2019 period for housing sales volume)
compared to June-November 2018 period indexed.
2) V-KOSPI 200 basis.
3) Indexed monthly volatility of housing sales volume.
4) Indexed monthly volatility of housing sales price index.
5) Corporate bond yield (A-) - 3-yr Treasury bond yield, with its
extent of change as of end-May 2019 compared to end		 November 2018 indexed.
6) Daily volatility of 3-yr Treasury bond yield calculated using
exponential weighted moving average (EWMA) method.
Source: Bank of Korea.

0.5
Jan.17

Jul

Jan.18

Jul

Jan.19

0.5
May

Note: 1) Daily volatility calculated using exponential weighted moving
average (EWMA) method.
Sources: Korea Financial Investment Association, Bloomberg.
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Ⅱ. Asset Markets

Figure Ⅱ-3. Base Rate and Treasury bond yield
Treasury bond (3-yr) yield (LHS)

46

dropped more sharply for sub-prime bonds
(rated A and below) than for prime bonds (rat-

Base Rate (LHS)

Treasury bond (3-yr) yield - Base Rate (RHS)
(%)

By credit rating, starting in May, yields have

ed AA and above), causing spreads between

(bp)

8.0

300

6.0

200

4.0

100

credit ratings to narrow (Figure Ⅱ-5).
Figure Ⅱ-5. Corporate bond credit spreads,1) and
spread across credit ratings
Corporate bonds (A-) - Corporate bonds (AA-) (LHS)
Corporate bonds (A-) - Treasury bonds (LHS)
Corporate bonds (AA-) - Treasury bonds (RHS)
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Sources: Bank of Korea, Korea Financial Investment Association.

Narrowing of corporate bond credit
spreads
Corporate bond credit spreads have narrowed
considerably, as corporate bond yields have
fallen much more steeply than Treasury bond

Figure Ⅱ-4. Corporate bond and Treasury bond
yields1)

Jul

Jan.19

0
May

Note: 1) 3-year maturity basis.

As of the end of May 2019, credit spreads over
Treasury bond yields were below the long2001-May 2019) for both prime (27bp, AA-)

Corporate bonds (A-)
(%)

5.0

5.0

4.0

4.0

3.0

3.0

2.0

2.0

Jul

Jan.18

term median value (for the period January

Corporate bonds (AA-)

(%)

1.0
Jan.17

Jul

Source: Korea Financial Investment Association.

yields1) (Figure Ⅱ-4).

Treasury bond

90
Jan.17

Jan.18

Jul

Jan.19

and sub-prime (121bp, A-) bonds (Figure Ⅱ-6).

1.0
May

Note: 1) 3-year maturity basis.
Source: Korea Financial Investment Association.

1) For details concerning the narrowing of corporate bond credit spreads, refer to <Box 4> 「Background to Recent
Narrowing of Corporate Bond Credit Spreads」 (page 48).

Figure Ⅱ-6. Corporate bond credit spreads1)2)

Figure Ⅱ-7. Net corporate bond1) issuances2)

Corporate bonds (A-) - Treasury bonds

AA and above

Corporate bonds (AA-) - Treasury bonds

BBB and below

(bp)

(trillion won)

(bp)
600

500

500

400

400

300

300

0
01

100

Long-term median 48

06

11

16

0
May.19

Notes: 1) 3-year maturity basis.
2) Long-term median in January 2001-May 2019 period.
Source: Korea Financial Investment Association.

During the fourth quarter of last year, corporate
bonds moved into net redemption, as the volume of new issues fell in the days prior to the
year-end. However, since early this year, net issuance has increased substantially on the back
of high investment demand for both prime and
sub-prime corporate bonds (Figure Ⅱ-7).

3

2

2

1

1

0

0

-1

-1

200

Long-term median 133

100

(trillion won)

3

-2

-2
15

Q1 16

Q3

Q1 17

Q3

Q1 18

Q3

Q1 19

Notes: 1) Excluding issuance by financial holding companies.
2) Monthly average basis.
Sources: Bank of Korea, Korea Securities Depository.
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600

200

A

Background to narrowing

Box 4.

The recent narrowing of corporate bond credit
spreads has been attributable to the relative

48

attractiveness of corporate bond interest rates

Background to Recent Narrowing of
Corporate Bond Credit Spreads

amid ample market liquidity 2) due to the sustained accommodative financial conditions. With

Credit spreads of corporate bonds (3-year

market interest rates remaining on a downward

basis), both prime (rated AA and above) and

path this year, demand for corporate bonds with

sub-prime (rated A and below), have narrowed

relatively higher interest rates is seen to have

significantly this year.1) In what follows, we look

increased. This is reflected in the participation

at the background to the recent narrowing of

rate3) in the book building for corporate bonds

corporate bond credit spreads.

remaining at a high level this year despite a
sharp increase in issuance.

Changes in corporate bond credit spreads,1) by
credit rating
<Prime bonds>

AAA

AA-

<Sub-prime bonds>

A-

BBB-

(bp)

Changes in domestic bond funds1) and rate of
participation in the book building2) for corporate bonds
Changes in bond funds (LHS)

(bp)

10

Rate of participation in the book building for corporate bonds (RHS)

10

(trillion won)

(%)

5.0
0
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0

500
2.5

-10

400

-10
0.0

-20

300

-20

200
-2.5

-30

100

-30
H1 17

H2

H1 18

H2

Jan-May 19
-5.0

Note: 1) Comparison with the Treasury bond, 3-year maturity basis.
Source: Korea Financial Investment Association.

Jan.17

Jul

Jan.18

Jul

Jan.19

0
May

Notes: 1) Assets under management basis.
2) (Sum of the amounts offered by book building participants /
planned issue amounts) X 100 (no book building in December 2017).
Sources: B ank of Korea, Korea Financial Investment Association,
Financial Supervisory Service.

1) Corporate bond credit spreads hit record lows as of the end of May 2019 — AA- rated bonds (27bp) since May 11,
2015 (26bp) and A- rated ones (121bp) since September 11, 2013 (120bp).
2) Bond funds, in particular, grew at a much faster pace this year (+5.3 trillion won in the first half of 2018 → +4.2 trillion
won in the second half → +13.6 trillion won from January through May 2019), with their outstanding amount hitting a
record high (107.3 trillion won at the end of May 2019).
3) The rate of participation in the book building for corporate bonds (excluding those issued by financial holding companies) has steadily increased and hit a record high (569%) in April 2019 since the introduction of the book building
system (in April 2012).

Next, the US Federal Reserve, the ECB and oth-

slowing recently, credit concerns in the corpo-

er major central banks have maintained their ac-

rate bond markets have not shown significant

commodative policy stances. As a result, global

changes, affected largely by improvement in

financial markets this year have seen reduced

corporate financial soundness5) over the past

risk-off sentiment, increased capital flows into

few years.
49

corporate bond and EME stocks and bonds,

Assessment

major countries. This seems to have positively
4)

affected domestic corporate bond investment

In line with increased demand for corporate

sentiment.

bonds due to their relatively high interest rates
amid accommodative financial conditions, corporate bond credit spreads have gradually nar-

Changes in global funds and corporate bond1)
credit spreads of major countries

rowed this year as well and are below their longterm median value.

Changes in EMEs bond funds
Changes in EMEs stock funds
Changes in global corporate bond funds
(100 million dollars)

The narrowing of corporate bond credit spreads

(100 million dollars)

100

100

reduces corporate funding costs and works

50

50

positively to improve the corporate debt struc-

0

0

ture as short-term loans at high interest rates are

-50

-50

replaced with long-term corporate bonds at low

-100

-100

interest rates.

US corporate bond spreads

However, it should be noted that, if corporate

European corporate bond spreads
(bp)

(bp)

bond spreads narrow excessively due mainly to

200

200

150

150

investors’ search for yield in a low interest rate

100

100

environment, this can work to increase volatility

50

50

in the event of any changes in financial and eco-

0

nomic conditions.

0
Jan.18

Apr

Jul

Oct

Jan.19

Apr May

Note: 1) Investment grade basis.
Sources: EPFR, Bloomberg.

Finally, the sustained corporate financial soundness at a relatively favorable level also seems to
have supported the narrowing of credit spreads.
Although corporate performances have been

4) However, corporate bond credit spreads in major countries widened in May, as funds flowed out of EME stock and
bond funds and global corporate bond funds, affected by the escalation of the US-China trade dispute.
5) The debt ratio (debt / equity) of corporate bond issuing companies (based on 258 companies issuing publicly offered corporate bonds at the end of May 2019) fell from 97% at the end of 2013 to 85% at the end of 2018, and their
net interest coverage ratio (operating income / (interest expense - interest income)) rose from 5.8 to 9.7 over the
same period.
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and narrowed corporate bond credit spreads in

2. Stock Markets

The KOSPI200 volatility index (V-KOSPI) and
the VIX index, which moved lower entering
this year amid the easing of external risks,

50

In early 2019, stock prices fluctuated as the

resumed a rapid upward ascent in May on the

US-China trade dispute unfolded. Since May,

return of worries over the US-China trade

stock price volatility has rapidly increased with

dispute (Figure Ⅱ-9).

concerns over the trade dispute returning in
force. The price-earnings ratio (PER), showing
the level of a firm’s stock price relative to its

Figure Ⅱ-9. Stock price volatility indices1)2)

profit, is currently above the long-term average, but is still well below the corresponding

V-KOSPI

VIX

50

50

40

40

30

30

20

20

10

10

ratios in major countries.

Stock prices rise, then fall again
Entering this year, the KOSPI continuously
trended higher on suggestions of an adjustment to the US Federal Reserve’s pace of
monetary policy normalization and on expectations of progress in the US-China trade
negotiations. It then started to tumble in May,
owing to sluggish domestic economic indicators and to the resurgence of concerns over

Jan.17

Jul

Jan.18

Jul

Jan.19

0
May

Notes: 1) Volatility indices calculated using prices for options on KOSPI200 and S&P500 indices.
2) Rapid rise of V-KOSPI (30.4) on April 10, 2019, caused by
unusual call option transaction.
Sources: KOSCOM, Bloomberg.

the US-China trade dispute (Figure Ⅱ-8).

Increase in PER

Figure Ⅱ-8. KOSPI and global stock prices1)
KOSPI (LHS)

MSCI World (RHS)

MSCI Emerging Markets (RHS)

Dow Jones (RHS)

(Jan 4, 1980 = 100)

0

As corporate earnings slowed, the PER increased to 10.58 at the end of May to exceed its

(Jan 2, 2017 = 100)
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long-term average (9.21 for the period January
2001 to end-May 2019). The price-to-book
value ratio (PBR), showing a firm’s stock price
level relative to its liquidation value, stood at
0.82, falling below the long-term average (1.09
for the period January 2001 to end-May 2019).
Early this year the PBR showed a slight uptick
as stock prices rose, but resumed its downward trend in May (Figure Ⅱ-10).

1,800
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Jul
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Jul
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80
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Note: 1) B ased on Dow Jones for US, and MSCI for advanced and
emerging market countries.
Sources: KOSCOM, Bloomberg.

Figure Ⅱ-10. PER1) and PBR2)
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PBR (RHS)
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Long-term average of PBR (Jan 2001-May 2019, RHS) 1.09
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Long-term average of PER
(Jan 2001-May 2019, LHS) 9.21
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0.7
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Notes: 1) MSCI basis (12-month forward).
2) KOSPI basis.
Sources: Bloomberg, Thomson Reuters.

However, compared to major countries, the
PER and PBR are still lower than the corresponding ratios in both advanced and major
emerging market countries (Figure Ⅱ-11).
Figure Ⅱ-11. PERs1)2) and PBRs1) of major
countries
PER (LHS)

PBR (RHS)
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Notes: 1) End-May 2019 basis.
2) MSCI basis (12-month forward).
Sources: Bloomberg, Thomson Reuters.
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3. Real Estate Markets

Figure Ⅱ-12. Rates of increase1) in housing
purchase prices
Nationwide

Housing prices continued on a downward
52

trend due mainly to the Housing Market Sta-

Seoul Metropolitan area

Other areas

(%)

(%)

0.9

0.9

0.6

0.6

0.3

0.3

bilization Measures (the 9.13 Measures) by the
government. Housing purchase prices in the
Seoul Metropolitan area shifted to a downswing entering this year, while prices continued to trend lower in other areas, with sharper
declines seen in areas experiencing economic

0

0

slumps. Leasehold deposit and monthly rental
prices have shown continued trends of decline
centering on the Seoul Metropolitan area, owing to increases in the supply of new housing.

-0.3
Jan.17

Jul

Jan.18

Jul

Jan.19

-0.3
May

Note: 1) Compared to previous months.
Source: Korea Appraisal Board.

Decline in housing purchase prices
By administrative district, housing prices
Housing purchase prices fell 0.8% between

dropped by 0.9% in Seoul, with much of this

January and May 2019. By region, prices have

decline accounted for by the price drop in

entered downward territory in the Seoul

the Gangnam-4 districts2) where prices had

Metropolitan area since the beginning of this

risen sharply in 2018. As for other regions, in

year, affected by the government’s measures

places like Ulsan and Gyeongnam that have

to tame overheated housing markets. Outside

been affected by sluggishness in key local

the Seoul Metropolitan area, prices continued

industries, the downward trends from a year

on the downward trend begun a year earlier,

earlier persisted. However, in places such as

reflecting sluggish local economies. During

Jeonnam, Daejeon and Gwangju, prices edged

January to May 2019, housing purchase prices

up slightly from the end of last year due to lo-

dropped 0.9% and 0.7%, respectively, in the

cal factors, including the expectation of future

Seoul Metropolitan area and in other parts of

appreciation from residential renovation and

the country (Figure Ⅱ-12).

renewal projects (Figure Ⅱ-13).

2) Housing purchase prices in the Gangnam-4 districts (Gangnam-, Seocho-, Songpa- and Gangdong-gu) dropped
2.1% between January and May 2019 after jumping 7.6% in 2018, a rate significantly higher than that for Seoul as a
whole (6.2%).

Figure Ⅱ-13. Rates of increase1) in housing
purchase prices, by administrative district
Jan-May 2019

Figure Ⅱ-14. Housing sales transaction volumes
Seoul Metropolitan area

Jan-May 2018
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Source: Ministry of Land, Infrastructure and Transport.

Note: 1) Compared to ends of previous years.

Continuous downward trend in leasehold
deposit and monthly rental prices

Source: Korea Appraisal Board.

The volume of housing sales transactions

In the housing rental market, leasehold de-

contracted as purchase sentiment weakened

3)

posit and monthly rental prices continued on a

following the implementation of the govern-

downward trend, brought down by the grow-

ment’s housing market measures. Between

ing supply of new housing. Between January

January and April 2019, 202,000 housing units

and May 2019, leasehold deposit prices re-

were sold, significantly less than during the

corded a decrease of 1.4% and 1.0% compared

same period last year (305,000 units). By re-

to the last year-end in the Seoul Metropolitan

gion, the drop in the volume of housing sales

area and the rest of the country, respectively.

transactions was much more pronounced in

In particular, in the Seoul Metropolitan area,4)

the Seoul Metropolitan area, which saw a

which experienced a sharp increase in the

year-on-year decrease of 80,000 units, than

supply of new housing, the decline was steep-

in other parts of the country which together

er than during the same period of last year.

recorded a year-on-year decrease of 22,000

Monthly rental prices fell by 0.5% and 0.6%

units. However, starting in March, the volume

compared to the last year-end in the Seoul

of housing sales transactions picked up some-

Metropolitan area and elsewhere in the coun-

what both in the Seoul Metropolitan area and

try, respectively (Figure Ⅱ-15).

in the other parts of the country (Figure Ⅱ-14).
3) KB Real Estate’s Buyer Superiority Index, representing housing purchase sentiment, remained low at 23.9 in May
2019.
4) In the fourth quarter of 2018 and the first quarter of 2019, the average monthly supply of new apartments in the
Seoul Metropolitan area amounted to 23,000 units and 22,000 units, respectively, substantially more than in previous years (monthly average of 10,000 units for the period 2011-2017).
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Figure Ⅱ-15. Rates of increase1) in leasehold deposit
and monthly rental prices, by
administrative district
〈Leasehold deposits〉

Figure Ⅱ-16. Commercial real estate rental price
indices1) and vacancy rates
<Rental price indices>

〈Monthly rentals〉
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From January to April 2019, the volume of
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97

97

96

96
Q1 15

Q1 17

Q1 19

9

6
Q1 15

9

6
Q1 17

Q1 19

leasehold deposit and monthly rental transac-

Note: 1) Q4 2018 = 100; based on medium-sized to large shops.

tions5) amounted to 695,000 units, represent-

Source: Korea Appraisal Board.

ing a year-on-year increase of 7.6%. By region,
the volume of transactions reached 455,000

The volume of transactions in commercial

units and 240,000 units in the Seoul Metro-

real estate declined continuously. In the first

politan area and in the rest of the country,

quarter of 2019, the number of commercial

representing year-on-year increases of 7.2%

real estate transactions totaled 71,000 units,

and 8.3%, respectively.

representing a year-on-year decrease of 30.1%.
By region, the volume of transactions fell by

Decline in commercial real estate rental
prices

30.2% and 30.0% in the Seoul Metropolitan
area and in other parts of the country, respectively (Figure Ⅱ-17).

Rental prices for commercial real estate mostly
continued on a downward trend. By type of
property, rental prices for shops, which fell
0.3% in the second half of last year, slipped by
another 0.1% in the first quarter of this year.
Office rental prices, after dropping by 0.3% in
the second half of last year, remained mostly
unchanged this year. The vacancy rate has
been inching up for shops since the second
half of last year, while it fell slightly for offices, especially in the Seoul Metropolitan area
(Figure Ⅱ-16).

5) Based on the number of contracts with fixed dates.

Figure Ⅱ-17. Commercial real estate transaction
volumes
Seoul Metropolitan area

Figure Ⅱ-18. Real estate finance exposure1)
volumes2) and rate of increase

Other areas
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Source: Ministry of Land, Infrastructure and Transport.
Notes: 1) S um of (i) loans extended to households and real estate-related companies by financial institutions and credit

Growth in real estate finance exposures has
6)

slowed since 2016. As of the end of 2018, real
estate finance exposures amounted to 1,886.0
trillion won (preliminary), representing a
year-on-year increase of 5.3%. By sector, exposures to households stood at 1,007.9 trillion

guarantee institutions and (ii) real estate-related financial
investment products.
2) End-year basis. Preliminary figures for 2018.
3) Companies engaging in real estate business that are directly related to real estate market conditions (such as real estate leasing and supply businesses and the related service
businesses), and companies in the construction industry.
Source: Bank of Korea.

won at the end of 2018, corresponding to
53.5% of total exposures. Exposures to real estate-related companies and financial investors
amounted to 673.7 trillion won and 204.4 trillion won, corresponding to 35.7% and 10.8%
of total exposures, respectively (Figure Ⅱ-18).

6) Sum of (i) loans extended to households and real estate-related companies by financial institutions and credit guarantee institutions and (ii) real estate-related financial investment products. For details concerning real estate finance
exposures, refer to the June 2017 Financial Stability Report, <Box 3> 「Current Status of Real Estate Finance Exposures」 (page 44).
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Real estate-related companies (LHS)3)

Financial investors (LHS)

(10,000 units)

Ⅲ. Financial Institutions

Accelerated pace of asset growth
Commercial banks’ total assets (banking

1. Banks

account basis) have grown at an accelerated
pace. Total assets jumped 7.1% on a year-on-

56

year basis to 1,673 trillion won at the end of
T he f inancial soundness of commercial

the first quarter of 2019.

banks has remained satisfactor y. Asset
1)

soundness has been on a steady path of im-

By asset type, securities increased by 13.8%

provement thanks mainly to banks’ preemp-

on a year-on-year basis to account for a larg-

tive risk management practices. Nonetheless,

er share of total assets. 2) Since early 2019,

the substandard-or-below loan ratio has

banks have been beefing up their holdings

been comparatively high for regional banks,

of government bonds and other securities

reflecting the downturn in major regional

in response to the strengthening of the li-

industries. Profitability has fallen slightly due

quidity coverage ratio regulation and as a

to temporary factors such as voluntary retire-

way of boosting non-interest income. Loans

ment schemes, while net interest income has

increased by 7.4% on a year-on-year basis

been on the rise and loan loss expenses have

as the slowing growth in won-denominated

remained at a low level (Figure Ⅲ-1).

loans was offset by the rapid growth in other
segments, including foreign currency loans

Figure Ⅲ-1. Map of changes in commercial bank
financial soundness conditions
H2 2018 analyzed

H1 2019 analyzed

(Figure Ⅲ-2).

Figure Ⅲ-2. Commercial bank total assets1)

Growth1)
Deterioration

Loans (LHS)

Securities (LHS)

Cash and due from banks (LHS)
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funding conditions 4)
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Notes: 1) Rate of increase in total assets; extent of change in Q4 2018
- Q1 2019 compared to Q2 - Q3 2018 indexed.
2) Return on assets (ROA); extent of change in Q4 2018 - Q1
2019 compared to Q2 - Q3 2018 indexed.
3) S ubstandard-or-below loan ratio; extent of change at
end-Q1 2019 compared to end-Q3 2018 indexed.
4) CDS premia; extent of change in Q4 2018 - Q1 2019 compared to Q2 - Q3 2018 indexed.
Sources: Bank of Korea, commercial banks’ business reports.
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Notes: 1) End-period banking account balance basis.
2) Year-on-year basis.
Sources: Commercial banks’ business reports.

1) For the Financial Stability Report’s banking sector analysis, commercial banks (nationwide and regional banks) are
considered. Specialized banks (Korea Development Bank, Industrial Bank of Korea, Korea Eximbank, Nonghyup
Bank and Suhyup Bank), whose business models differ from those of commercial banks, are excluded. Internet-only
banks (K-Bank and Kakao Bank) are included among nationwide banks.
2) The share of securities in total assets edged up from 14.6% at the end of the first quarter of 2017 to 16.2% at the
end of the first quarter of 2019.

By borrower type, the rate of loan growth
(won-denominated loan basis) has slowed for

Figure Ⅲ-4. Commercial bank bad loans1) and
substandard-or-below loan ratio2)

both household and corporate loans. During

Bad loans - disposed (LHS)3)

Bad loans - new (LHS)

the first quarter of 2019, household and cor-

Commercial banks (RHS)

Nationwide banks (RHS)

Regional banks (RHS)

porate loans increased by 3.7 trillion and 8.2
trillion won, respectively, over the previous

(trillion won)

(%)

10

1.5

the same period of last year (+5.9 trillion won,

5

+9.3 trillion won) (Figure Ⅲ-3).

1.0
0

Figure Ⅲ-3. Changes1) in commercial bank loans2)
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-5

Households (LHS)
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Rate of increase in total loans (RHS)3)
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Notes: 1) During the period basis.
2) End-period basis.
3) Including those through loan withdrawals, loan loss write-

20

8

offs, loan sales, soundness reclassifications, debt restructurings, etc.
Sources: Commercial banks’ business reports.

10

4

By borrower type, the substandard-or-below
0

0

loan ratio has remained continuously low on
household loans, standing at 0.27% at the

-10
Q1 15

Q1 16

Q1 17

Q1 18

-4
Q1 19

Notes: 1) Compared to previous quarters.
2) Banking account won-denominated loan basis.
3) Year-on-year basis.
Sources: Commercial banks’ business reports.

end of the first quarter of 2019. The substandard-or-below loan ratio on corporate loans
was brought down to 0.99% as restructuring
of large enterprises in some vulnerable industries came to completion. The substandard-or-below loan ratio on SME loans has

Improvements in asset soundness

also continued on a downward path to stand
at 0.72% (Figure Ⅲ-5).

Commercial banks’ asset soundness has continued to improve thanks to a decrease in new
bad loans. The substandard-or-below loan ratio has been kept low, standing at 0.55% at the
end of the first quarter of 2019 (Figure Ⅲ-4).
However, the substandard-or-below loan ratio
has been hovering in the 1% range for regional banks as a result of a downturn in major
regional industries and a slowdown in the real
estate market.
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quarter, growing more slowly than during
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Generally satisfactory profitability

Figure Ⅲ-5. Commercial bank substandard-or
below loan ratios, by borrower type
Large enterprises

SMEs

Households

(%)

In 2019, commercial banks’ profitability was
slightly lowered by an increase in temporary

(%)

4

4

3

3

level overall.

2

2

In the first quarter of 2019, the return on as-
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factors such as selling, general and administrative expenses, but showed a satisfactory

sets (ROAs) dropped 0.10%p on a year-on1

1

year basis to 0.64% (annualized basis). The
structural profitability ratio, measuring banks’

0

0
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

capacity to generate profits in a sustainable
manner, also declined by 0.09%p on a year-

Sources: Commercial banks’ business reports.

on-year basis to 0.98% (annualized basis)
(Figure Ⅲ-7).

In major vulnerable industries, while the
3)

substandard-or-below loan ratio dropped in
the shipbuilding (end-Q1 2018 4.29% → end

Figure Ⅲ-7. Commercial bank profitability

Q-1 2019 3.46%) and steel (3.29% → 3.03%)

Return on Assets (LHS)1)2)
Structural profitability ratio (LHS)2)3)

industries, it inched up in the shipping (4.17%

Net interest margin (RHS)2)

→ 4.55%) and construction (3.25% → 3.78%)

(%)

industries (Figure Ⅲ-6).
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Figure Ⅲ-6. Commercial bank substandard-or below
loan ratios in major vulnerable industries1)
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Notes: 1) Loan loss reserves excluded.
2) Accumulated quarterly incomes annualized.
3) (Interest income + Fee income + Trust account income Operating expenses) / Total assets.
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Sources: Commercial banks’ business reports.
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Note: 1) Based on the Korean standard industrial classification, which
places shipbuilding under “manufacture of other transport
equipment” and steel under “manufacture of basic metals.”
Sources: Commercial banks’ business reports.

3) Refers to four of the five cycle-sensitive industries selected for restructuring (steel, petrochemicals, construction,
shipbuilding and shipping), excluding the petrochemical industry whose substandard-or-below loan ratio has significantly improved to stand at a healthy level currently.

Commercial banks’ net income for the first
quarter of 2019 amounted to 2.5 trillion won,

Favorable overseas foreign currency
funding conditions

representing a year-on-year decrease of 0.3
In 2019, commercial banks’ overseas foreign

net income, net interest income, which ac-

currency funding conditions remain favorable.

counts for an important share of operating

The spreads on banks’ long-term foreign cur-

income, rose by 0.3 trillion won from the same

rency borrowings have been mostly narrow-

period last year to 6.9 trillion won, boosted

ing since the second half of last year. On the

by increased loans. Loan loss expenses have

other hand, those on their short-term foreign

remained mostly unchanged from the same

currency borrowings started to widen in April

period a year earlier (0.3 trillion won), thanks

due to some banks increasing their short-term

to banks’ strengthened risk management.

borrowing in response to a drop in resident

Selling, general and administrative expenses

foreign currency deposits (Figure Ⅲ-9).

4)

increased by 0.5 trillion won from the same
period last year to 4.1 trillion won, due mainly
to voluntary retirement schemes carried out

Figure Ⅲ-9. Commercial bank short- and long-term
foreign currency borrowing spreads1)2)

by some banks (Figure Ⅲ-8).

Spread on long-term borrowings (LHS)
Spread on short-term borrowings (RHS)
(bp)

Figure Ⅲ-8. Commercial bank net income
composition1)2)
Interest income

Fee income

Securities-related income

Other income

Loan loss expenses3)
Selling, general and administrative expenses
Net income
(trillion won)

(trillion won)
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-6

-6
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-4
Jul
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Notes: 1) Borrowing spreads based on LIBOR (average of the spreads
borne by Kookmin, Shinhan, Woori and KEB Hana Banks
weighted by the amounts of their US dollar borrowings).
2) E xcluding borrowings between domestic financial institutions, inter-office borrowings (between head office and

-9
Q1 15

Q1 16

Q1 17

Q1 18

-9
Q1 19

foreign branches) and overnight (O/N) borrowings.
Source: Bank of Korea.

Notes: 1) Loan loss reserves excluded.
2) During the period basis.
3) Including bad debt expenses, net provisions transferred,
and profits and losses from loan sales and purchases.
Sources: Commercial banks’ business reports.

4) The growth in domestic banks’ interest income generated through foreign business entities has been also contributing to the upturn in profits. For details refer to <Box 5> 「Overseas Operations of Domestic Banks and Implications」
(page 61).
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trillion won. Among factors affecting banks’

Commercial banks’ CDS premia fell early
this year on the improved global investor
sentiment amid the continuation of monetary
easing in major countries. However, there has
60

been a slight increase since March due to the
US-North Korea summit ending with no deal
and the escalation in the US-China trade dispute (Figure Ⅲ-10).

Figure Ⅲ-10. Commercial bank1) CDS premia2)
Distribution for four major banks
Average of four major banks
(bp)

(bp)
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40
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Notes: 1) Based on Kookmin, Shinhan, Woori and KEB Hana Banks.
2) 5-year maturity basis.
Source: Markit.

Total assets of domestic
Domestic banks’ overseas
banks’ overseas
establishments
establishments

Box 5.
Overseas Operations of Domestic
Banks and Implications

Branch

Subsidiary (LHS)

Subsidiary

Branch (LHS)
Rate of total assets increase

61

(RHS)1)
(number)

(number)

(100 million dollars)

(%)

150 1,500

15

120

120 1,200

12

90

900

9

60

600

6

30

300

3

Domestic banks have continued to expand their
overseas operations to diversify their sources
of revenue under the sustained low interest rate
environment since the global financial crisis. This
paper looks into the current status of domestic

90
41

42

47

48

51

74
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60

banks’ overseas operations and draws some
implications.

44

30

62

65

69

61

13
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16

0

Current status of overseas business

0
17

18

0

0
13

14

15

16

17

18

Note: 1) Year-on-year basis.

As of end-2018, domestic banks operated 126
1)

Sources: Financial institutions’ business reports.

overseas establishments2) in 30 countries. The
volume of their assets totaled 114.81 billion dollars, accounting for 5.1% of total domestic bank
assets.
Although local branches (75 units) outnumber local subsidiaries (51 units), their total assets stand
at similar levels (59.05 billion dollars and 55.76
billion dollars, respectively). This is because the
volume of assets per local subsidiary (1.09 billion
dollars) exceeds that of branches (790 million
dollars).

1) As of end-2018, a total of 11 domestic banks (Woori, Shinhan, Kookmin, KEB Hana, Busan, Daegu, and Jeonbuk
Banks, as well as Industrial Bank of Korea, Nonghyup Bank, Korea Development Bank, and Korea Eximbank) were
operating overseas businesses.
2) Overseas establishments refer to local subsidiaries and branches established under plans developed in accordance
with Article 13 of the Banking Act and authorized by host countries, and do not include offices that do not have sales
functions. Although the type of an overseas establishment may be determined by the headquarters’ sales strategy,
another important factor is the local regulatory environment that might prohibit the establishment of local branches
or subsidiaries or limit the range of businesses.
Branch

Subsidiary

Main countries where
domestic banks have presence

Advanced countries in financial markets (United States, United Kingdom, Hong Kong,
Singapore, etc.)

EMEs (China, Indonesia, Vietnam, etc.)

Business strategy

Wholesale banking for domestic corporations
Only wholesale banking is allowed in some countries.

Concentrate on local retail banking

Funding instrument

Borrowings (can raise funds in international financial markets based on head office‘s
credit rating)

Deposits
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150

By region, the number of operations established
in advanced countries has stalled since 2014,
while operations in Asian emerging economies

Financing amounts of
Composition of financing
domestic banks’ overseas by establishment type and
establishments
funding instrument5)

(excluding China)3) have shown rapid growth,
led mainly by local subsidiaries.4) The assets of
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overseas establishments based in Asian EMEs
account for 21.1% of the total assets of overseas
establishments, up by 6.2%p from end of 2013.

Financing and management
Overseas establishments have been financed
mainly through deposits, which amount to 52.58

Deposits

Deposits

Equity1)

Borrowings from head office

Borrowings2)

Borrowings6)

Wholesale funding3)

Wholesale funding

Others 4)

Others
0.9

(100 million dollars)
1,500

1,500

1,200

1,200

900

900

600

600

300

300

billion dollars (45.8%), followed by borrowings
(25.4%) and equity (23.0%; for branches, borrowings from the head office).

(%)

7.4
26.8

Branch

33.3

31.6

Deposits

Equity

Borrowings
Wholesale funding
Others
0.6

0

0
13

14

15

16

17

18

For their financing, overseas establishments

(%)

2.6
17.0

14.0

Subsidiary

have made continuous efforts to increase retail

65.9

banking, gradually shifting away from borrowings 5) toward deposits, which increased from

Notes: 1) Including borrowings from head office for branches.

44.6% at the end of 2013 to 45.8% at the end

2) Including call money, excluding borrowings from head office.

of 2018. Deposits in Asian EMEs have grown

4) Provisions, other liabilities, etc.

23.2% on an annual average basis since 2014,

5) End-December of 2018 basis.

pushing up the proportion of deposits as a fi-

3) repos and bank bonds.

6) Excluding borrowings from head office.
Sources: Financial institutions’ business reports.

nancing source by 7.9%p from 38.7% at end2013.

As for asset management by these overseas
establishments, loans accounted for 62.8% of
their total assets, followed by cash and deposits
(14.1%) and securities (9.7%). The proportion of
securities has increased since 2014 as investment has risen, mainly led by operations in Asian
EMEs (including China).6)

3) Asian emerging economies include India, ASEAN countries, Kazakhstan, Uzbekistan, and Bangladesh.
4) Since December 2013, 7 of 11 newly established local subsidiaries in Asia were established through acquisitions of
local financial companies.
5) Borrowings of overseas establishments include borrowings from Korean and foreign financial institutions and call
money.
6) The rate of growth in securities between 2014 and 2018 was 18.8% (annual average basis), far exceeding the growth
rate of total assets (8.1%).

A breakdown between Korean and local bor-

85.8%, far exceeding domestic banks (53.7%).

rowers shows that local borrowers account for

This is because the overseas establishments

58.6%, up by 23.8%p from end-2013 (34.8%).

were founded to provide financial support to Ko-

This is a result of continuous localization efforts

rean companies operating overseas, and thus

made by domestic banks’ overseas establish-

their asset management has centered around

ments since 2014. By region, the share of Ko-

corporate loans. However, household loans have

rean borrowers (57.1%) was higher in advanced

recently shown rapid growth, as banks have

countries,7) while EMEs (excluding China) had a

expanded their businesses to local customers

higher share of local borrowers (61.8%). Com-

through acquisitions of local financial companies

pared to the end of 2013, however, lending to

(5.1% at end-2013 to 13.5% at end-2018).

local borrowers increased both in advanced
countries and EMEs.

Assets of domestic
banks’ overseas
establishments

Loan amounts,1) by
establishment and
borrower type

Cash and deposits

Corporations

Securities

Households

Loans

Others

Proportions of loans to Korean and local borrowers1)
Domestic corporations’ local enterprises
Domestic residents
Overseas Koreans and their enterprises

Others

Foreigners and foreign non-financial corporations

(100 million dollars)

(100 million dollars)

1,500

1,500 400

<Branch>

Foreign financial institutions, etc.

<Subsidiary>

400

(%)

(%)

100
1,200

1,200 320

80
900

900

240

600

<EMEs 3) >

80.3

160

61.8

57.1

60

160

42.9
40

300

300

80

0
13

14

15

16

17

0

18

38.2

80

40
26.5

19.7

20
0

80

73.5

240
60

600

100
<Advanced countries2) >

320

20

0
13

Note: 1) End-December of 2018 basis.
Sources: Financial institutions’ business reports.

18

13

18

0

0
13
18
<Korean>

13

18

<Local>

13
18
<Korean>

13

18

<Local>

Notes: 1) Sum of proportions of detailed items in loans to Korean and
local entities.
2) North America and European countries, excluding Japan.
3) EMEs excluding China.
Sources: Financial institutions’ business reports.

7) Overseas establishments in Japan had a higher proportion of lending to local entities, even from the early 2000s,
than those in other advanced countries. The share of local lending reached 88.4% afterwards, with their retail sales
expanding significantly through medium-interest rate loans and real estate mortgage loans by local subsidiaries.
Therefore, Japan was excluded from advanced countries in this analysis.
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By borrower type, corporate loans accounted for

Business soundness and operational risk

difficulty in complying with local laws and supervisory regulations, which differ by country, are

The net income of overseas establishments

increasing as regional diversification expands.

during 2018 was 980 million dollars, accounting
for 8.0% of the total net income (13.8 trillion won)
64

of domestic banks. Their return on assets (ROA)

Net income and ROAs of
overseas establishments

Substandard-or-below
loan ratios

was 0.88% in 2018, higher than the average of
domestic banks as a whole (0.56%). By region,
the ROA (1.56%) of establishments in Asian

Overseas establishments

Overseas establishments’

Domestic banks

ROA (RHS)

EMEs greatly exceeded the average of overseas establishments overall. This was because

Net income (LHS)

Domestic banks’ ROA (RHS)
(100 million dollars)

(%)

(%)

(%)

12

1.2 2.4

2.4

9

0.9 1.8

1.8

6

0.6 1.2

1.2

3

0.3 0.6

0.6

the net interest margin (3.03%) of overseas establishments in EMEs was higher than that of
establishments in advanced countries (1.27%),
where interest rates were lower.
The asset soundness of overseas establishments was found to be solid. Their substandard-or-below loan ratio was 0.60%, lower
than that of domestic banks (0.97%). By region,
establishments in Asian EMEs had a higher

0

0.0 0.0
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17

18

0.0
13

14

15

16

17
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Sources: Financial institutions’ business reports.

substandard-or-below loan ratio (0.77%) than
those in advanced countries (0.49%), owing to
insolvent local corporations. By establishment
type, the substandard-or-below loan ratio of local subsidiaries (0.90%) was higher than that of
branches (0.27%).
As indicators of business soundness are strongly synchronized8) between overseas establishments and domestic banks, the expected effect
of risk diversification by regional diversification
is unlikely to be great. In addition, operational
risks9) such as the imposition of fines or partial
business suspensions by local authorities due to

8) The correlation coefficients between domestic banks and their overseas establishments in terms of ROAs and the
substandard-or-below loan ratios between 2013 and 2018 were 0.73 and 0.82, respectively, showing strong positive
(+) correlation.
9) During 2017 and 2018, local authorities fined or partially suspended the businesses of some overseas establishments for reasons including anti-money laundering (AML) violations, failure to comply with reserve requirement ratios, and insufficient internal controls, such as delayed business reports or omission and errors therein.

Implications
Domestic banks have recently expanded their
overseas businesses, mainly in Asian EMEs,
while also continuing to localize their financing
and fund management. Although the operationincreased in the process, the potential risks
from the overseas business expansion are unlikely to be significant at the moment, given that
the overseas operations’ profitability and asset
soundness are higher than the overall domestic
average, and that their assets (5.1%) and net
income (8.0%) account for only small shares of
the respective totals.10)
As the structural profitability ratio of domestic banks is on a long-term downward trend,
banks are expected to continue to expand their
overseas businesses chiefly in EMEs. This requires close attention from the authorities. First,
overseas establishments in EMEs will need to
manage their asset soundness proactively, considering that they could be vulnerable to global
economic volatility as they are small in size and
highly dependent on external sectors. Given that
their lending to local borrowers is increasing,
they need to gather and utilize information systematically in their assessment of local borrowers’ credit risks. They should also make efforts
to minimize the operational risks from overseas
business expansion, through an accurate understanding of local regulations, cultures, and
practices.

10) In the case of major Japanese banking groups active in overseas business expansion, including SMFG and MUFG,
the operating margins of overseas establishments accounted for about 28-34% of the total operating margins of
the entire groups (fiscal year 2017 (from April 2017 to March 2018) basis).
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al risks of overseas establishments have slightly
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2. Non-Bank Financial
Institutions

cess of commercial banks’ (7.1%). On the other
hand, NBFIs’ share in total assets (5,541 trillion won) of the financial sector as a whole (all
banks 5) and NBFIs) dropped by 0.1%p from
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In 2019, amid sustained growth in assets, the

the same period last year (48.5) to 48.4% at the

financial soundness of non-bank financial

end of the first quarter of 2019 (Figure Ⅲ-12).

institutions ("NBFIs" hereafter) has remained
at an adequate level. However, the slight deterioration in asset soundness and profitability,
which is particularly marked among mutual

Figure Ⅲ-12. NBFI total assets
<Total asset amounts>

credit cooperatives and credit-specialized fi-

<Rates of total asset
growth>

nancial companies, warrants close monitoring

Insurance cos.

NBFI share (LHS)1)

(Figure Ⅲ-11).
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Figure Ⅲ-11. Map of changes in NBFI
financial soundness conditions
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(trillion won)

H1 2019 analyzed
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(trillion won)
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Notes: 1) Rate of increase in total assets; extent of change in Q4 2018

of NBFIs).
2) Year-on-year basis.
Sources: Financial institutions’ business reports.

- Q1 2019 compared to Q2 - Q3 2018 indexed.
2) D elinquency rate; extent of change at end-Q1 2019 compared to end-Q3 2018 indexed.
3) Return on assets (ROA); extent of change in Q4 2018 - Q1
2019 compared to Q2 - Q3 2018 indexed.
Sources: Financial institutions’ business reports.

By sector, mutual savings banks’ assets have
maintained a sharp upward trend, buoyed by
SME loans, to record a year-on-year increase
of 14.1% at the end of the first quarter of 2019.
Securities companies’ assets also grew at

Continuing trend of asset growth

a rapid rate (12.2%) on increased securities
holdings and loans. The assets of credit-spe-

At the end of the first quarter of 2019, NBFIs’

cialized financial companies and mutual cred-

assets totaled 2,680 trillion won, representing

it cooperatives expanded by 8.9% and 8.8% on

a year-on-year increase of 8.2%, a rate in ex-

a year-on-year basis, respectively. However,

5) Including specialized banks and domestic branches of foreign banks in addition to commercial banks.

insurance companies’ assets managed only a

0.13%p over the same period last year. The de-

comparatively modest year-on-year growth

linquency rate and the substandard-or-below

rate of 6.1% (Figure Ⅲ-13).

loan ratio of credit-specialized financial companies were lifted by 0.08%p and 0.10%p on a
year-on-year basis by increased delinquencies

Figure Ⅲ-13. NBFI rates of total asset growth,1)
by sector 2)
Securities cos.
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and 1.61%, respectively.
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ance companies dropped 0.22%p and 0.19%p
on a year-on-year basis to 0.30% and 0.26%,
respectively, at the end of the first quarter of
2019. The delinquency rate and the substandard-or-below loan ratio of mutual savings
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the substandard-or-below loan ratio of insur-

-5
Q1 15

Q1 17
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Notes: 1) Year-on-year basis.
2) Excluding accounts receivable for securities companies.

banks fell by 0.05%p and 0.07%p on a yearon-year basis to 4.47% and 5.21%, respectively
(Figure Ⅲ-14, Figure Ⅲ-15).

Figure Ⅲ-14. NBFI delinquency rates,1) by sector

Sources: Financial institutions’ business reports.
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The asset soundness of NBFIs has deteriorated somewhat, with both the delinquency
rate and the substandard-or-below loan ratio
increasing on loans by mutual credit cooperatives and credit-specialized financial companies.
T he del inquenc y rate a nd the substa ndard-or-below loan ratio on loans by mutual
credit cooperatives showed increases, which
were particularly marked in areas experiencing downturns in major industries. At the end
of the first quarter of 2019, the delinquency
rate and the substandard-or-below loan ratio of mutual credit cooperatives stood at
1.80% and 1.82%, respectively, up 0.44%p and

0

0
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

Notes: 1) Based on delinquencies of one month or longer (one day or
longer for mutual credit cooperatives and mutual savings
banks).
2) Excluding insurance contract loans.
3) Including card (excluding sales credit), installment and lease
assets.
Sources: Financial institutions’ business reports.
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Insurance cos.

on cash advances and card loans, to 1.82%

rate (February 2018), which caused the share

Figure Ⅲ-15. NBFI substandard-or-below
loan ratios, by sector
Insurance cos. (LHS)

of high-interest rate loans to decrease.8)

Mutual credit cooperatives (LHS)

In the first quarter of 2019, securities compa-

Credit-specialized financial cos. (LHS)
Mutual savings banks (RHS)

68

(%)

nies’ ROA dropped 0.15%p on a year-on-year

(%)

4

20

basis to 1.28%, brought down by a decrease
in commission incomes as a result of fall-

3

15

ing stock prices. Insurance companies’ ROA
slipped by 0.08%p to 0.68% on a year-on-year

2

10

basis as the net income of general insurance
companies decreased. The ROA of mutual

1

5

0

0
Q1 15

Q1 16

Q1 17

Q1 18

credit cooperatives declined by 0.07%p on a
year-on-year basis to 0.47% on increased loan
loss expenses (Figure Ⅲ-16, Figure Ⅲ-17).

Q1 19

Sources: Financial institutions’ business reports.

Figure Ⅲ-16. NBFI ROAs1)

Decline in profitability

Insurance cos.

Mutual credit cooperatives

Securities cos.

Credit-specialized financial cos.

Mutual savings banks

Since early 2019, NBFIs’ profitability has

(%)

(%)

mostly declined across all financial sectors.

4

4

In the first quarter of 2019, credit-specialized

3

3

2

2

1

1

financial companies’ return on assets ("ROA"
hereafter) stood at 1.51% (annualized rate basis, the same hereafter), representing a yearon-year decrease of 0.33%p. This decline
was due mainly to lowered merchant service
fees.6)7) During the same period, mutual savings banks’ ROA dropped 0.25%p on a yearon-year basis to 1.19% on slowed growth
in interest income following the downward

0

0
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

Note: 1) Accumulated quarterly incomes annualized.
Sources: Financial institutions’ business reports.

adjustment of the statutory maximum interest
6) Measures to lower credit card processing fees, including the broadening of eligibility for small and medium-sized
merchants’ discounts, went into effect in January 2019.
7) Another contributing factor was the reversal of loan loss reserves carried out in 2018 (76.6 billion won in Q1 2018),
which had the effect of inflating ROA for this period.
8) The share of high-interest rate (20% or more) loans (newly extended loan basis) by mutual savings banks decreased
from 67.6% at the end of 2017 to 39.8% at the end of 2018, as the statutory maximum interest rate was lowered and
additional loss provisions were set aside for high-interest rate loans. On-site audits by supervisory authorities also
contributed to this result..

3. Interconnectedness

Figure Ⅲ-17. NBFI net incomes1)
Insurance cos.

Mutual credit cooperatives

Securities cos.

Credit-specialized financial cos.

Mutual savings banks

All sectors

(trillion won)

Financial institutions’ interconnectedness
through their raising and management of

(trillion won)
8

6

6

4

4

2

2

0

0

funds expanded in 2018. The expanded volume of mutual transactions,9) driven by nonbank financial institutions ("NBFIs" hereafter), caused the proportion of total mutual
transactions relative to total financial sector
assets to rise. While the default contagion risk
among financial sectors maintained the level

-2
Q1 15

-2
Q1 16

Q1 17

Q1 18

of the end of the previous year, the risk among
banks rose slightly.

Q1 19

Note: 1) During the quarter basis.
Sources: Financial institutions’ business reports.

Accelerated growth in mutual
transactions
The volume of mutual transactions among
financial institutions recorded 2,346 trillion
won at the end of 2018, reflecting accelerated
growth of 10.7% since the end of 2017.10) The
share of mutual transactions in the total assets (7,443 trillion won, flow of funds statistics
basis) of the overall financial sector11) also
increased 1.2%p from the end of the previous
year (30.3%) to 31.5%.

9) For our estimations we used the results obtained from major questionnaires circulated for compiling the flow of
funds statistics, such as tables of financial asset and liability balances, cash and deposit statements, borrowings
statements and securities holding statements. We then classified the financial products involved into 48 types, including deposits, loans, and derivatives, and the institutions involved into 19 individual banks, 34 types of financial
institutions and 9 other sectors, and estimated the relevant amounts of mutual transactions. We in addition measured the cross-sectional risks stemming from interconnectedness using a variety of risk indicators. For details refer
to the December 2016 Financial Stability Report, <Analysis of Financial Stability Issues> 「III. Analysis of Banking
System Interconnectedness, and Measurement of Cross-sectional Systemic Risk」 (page 122).
10) The rate of year-on-year increase (%) in the amount of mutual transactions among financial institutions has been
rising: end-2016 5.8  end-2017 7.6  end-2018 10.7.
11) Including domestic banks, non-bank deposit-taking institutions, branches of foreign banks, securities companies,
insurance companies, trusts, and credit-specialized financial companies.
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8

70

Among the sub-categories of mutual trans-

By financial institution type, domestic banks,

actions in the financial sector– those among

trusts, securities companies and investment

banks, those between banks and NBFIs, and

funds accounted for important shares of mu-

those among NBFIs–the volume of transac-

tual transactions. The volumes of transactions

tions among NBFIs grew at the fastest rate

between domestic banks and trusts, between

from the end of the previous year, recording

insurance companies and investment funds,

growth of 12.6%. Transactions between banks

between securities companies and trusts, and

and NBFIs grew by 8.1%, and transactions

between domestic banks and securities com-

within the banking sector by 7.2%. As a result,

panies grew at particularly accelerated paces.

the share of transactions among NBFIs in total

At the end of 2018, the year-on-year increase

mutual transactions climbed from 58.7% at the

in the volume of transactions between domes-

end of 2017 to 59.7% at the end of 2018. During

tic banks and trusts was the highest at 27.4

the same period, the share of transactions

trillion won, followed by that between insur-

between banks and NBFIs fell from 37.2% to

ance companies and investment funds (20.5

36.3%, and that of transactions among banks

trillion won), between securities companies

from 4.2% to 4.0% (Figure Ⅲ-18).

and trusts (18.9 trillion won) and between
domestic banks and securities companies (14.5
trillion won) (Figure Ⅲ-19).

Figure Ⅲ-18. Current status of mutual transactions
among financial institutions and across
sectors
<Amounts of financial
institutions’ mutual
transactions1)>

<Proportions of mutual
transactions across
sectors1)2)>

Total mutual transactions (LHS)

Within banking sector

Proportion in total assets (RHS)

Between banks and NBFIs

Figure Ⅲ-19. Financial sector interconnectedness
map1)2)3)4)
Branches
of foreign
banks

Among NBFIs
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Notes: 1) ●
 indicate the four highest-ranked financial sectors in terms
of their mutual transaction volumes.
2) Interconnectedness map using network visualization anal-
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Notes: 1) End-period basis (flow of funds statistics).
2) Proportions in the total amount of mutual transactions.
Source: Bank of Korea.

ysis, with centrality, concentrations and line thicknesses all
proportional to the mutual transaction volumes.
3) “Trusts” refers to trust accounts of banks, securities and insurance companies; “Non-bank deposit-taking institutions”
to MG community credit cooperatives, credit unions, mutual
savings banks, etc.; and “Other financial sectors” to public
financial institutions, holding companies, the national federations of each non-bank deposit-taking institution, etc.
4) End-2018 basis.
Source: Bank of Korea.

If we look at the mutual transactions across
financial sectors based on the products in-

Figure Ⅲ-20. Domestic banking sector
interconnectedness map1)2)3)

volved, mutual transactions were carried out
mainly in deposits, bonds and stocks, whose
share in total transactions increased from a

71

year earlier. As of the end of 2018, the shares
actions between financial institutions rose by
0.4%p, 0.3%p and 1.0%p from a year earlier to
23.8%, 23.3% and 20.0%, respectively. On the
other hand, the shares of loans, RPs and derivatives in total mutual transactions generally
remained low (Table Ⅲ-1).

Notes: 1) Interconnectedness map using network visualization analysis, with centrality, concentrations and line thicknesses all
proportional to the mutual transaction volumes.
2) ○ indicate D-SIBs, and ● the seven highest-ranked banks

Table Ⅲ-1. Volumes of mutual transactions
among financial sectors, by product
(trillion won, %, %p)

Product

End-2017

End-2018

Amount Share (A) Amount Share (B)

in terms of their mutual transaction volumes.
3) End-2018 basis.
Source: Bank of Korea.

B-A

Deposits

495.7

23.4

558.0

23.8

0.4

Bonds

487.6

23.0

545.9

23.3

0.3

Stocks1)

402.5

19.0

469.2

20.0

1.0

Loans

106.2

5.0

123.4

5.3

0.3

RP

104.7

4.9

114.8

4.9

0.0

Derivatives

71.8

3.4

53.6

2.3

-1.1

Note: 1) Including investment fund shares, equity-linked securities

By product, bonds accounted for the highest
share of transactions among domestic banks,
amounting to 57.6%. Bonds also recorded the
highest rate of increase (6.9%p) over the end of
the previous year. The share of loans amounted to 20.9%, mostly unchanged from the end
of 2017 (Table Ⅲ-2).

(ELS), etc.
Source: Bank of Korea.

Table Ⅲ-2. Volumes of mutual transactions
among domestic banks, by product
(trillion won, %, %p)

The structure of interconnectedness among
domestic banks showed a higher degree of interconnectedness for some nationwide banks
and specialized banks (Figure Ⅲ-20).

Product

End-2017

End-2018

Amount Share (A) Amount Share (B)

B-A

Bonds

45.0

50.8

62.5

57.6

6.9

Loans

18.6

21.0

22.7

20.9

-0.1

Derivatives

8.1

9.1

4.2

3.8

-5.3

Deposits

3.8

4.3

5.1

4.7

0.4

Stocks

3.7

4.2

4.0

3.7

-0.5

Source: Bank of Korea.
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of deposits, bonds and stocks in total trans-

Slight rise in interbank default
contagion risks

Figure Ⅲ-21. Default contagion risks1)2)
<Across financial sectors> <Within banking sector>

The results of an analysis based on mutual
72

DebtRank

transaction data suggest that the levels of default contagion and concentration risks across

DebtRank (LHS)
N-B SRS (RHS)

0.5
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financial sectors were similar to those at the
end of 2017. However, the risk of default con-

0.06
0.3

0.04

0.2

0.2

(N-B SRS)13) and DebtRank,14) two default
contagion risk indicators that rise as the volume of mutual transactions becomes larger or

0.05

0.3
0.28 0.28

At the end of 2018, the Network-Based SRS

6.0
0.06

tagion within the banking sector increased
slightly.12)

0.08

3.27

4.0
3.43
2.0

0.02

0.1 0.00

0.1
14
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17
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as the structure of transactions becomes more

Notes: 1) End-period basis.

complex, remained at similar levels across

Source: Bank of Korea.

0.0
14

15

16

17

18

2) Excluding Internet-only banks.

financial sectors compared to the end of the
previous year. However their values for transactions among banks rose slightly from the

The Herfindahl-Hirschman Index (HHI)15) and

end of 2017 (Figure Ⅲ-21).

the Dependency Ratio,16) two concentration
risk indicators that tend to rise when there

12) This is due to the upswing in the volume of mutual transactions among banks, which increased to 95.0 trillion won
(3.88% of domestic banks’ total assets) in 2018 from 88.6 trillion won (3.83%) at the end of 2017.
13) The aggregate amount of the banking sector’s risk, appearing when the probability of default of a specific bank
expands through its exposures to mutual transactions with other banks, is defined as the square root of the bank’s
probability (%) of default multiplied by the amount (trillion won) of its mutual transactions with its transaction counterparties (Das, Sanjiv Ranjan. "Matrix Metrics: Network-Based Systemic Risk Scoring”, 2015). For example, if there
are only two banks in a banking system, N-B SRS =

, where P1 and P2 are the default proba-

bilities of bank 1 and bank 2, and E12 is the assets managed by bank 1 through bank 2.
14) As the simple average of the ratio, which is the aggregate losses appearing when a shock from the insolvency of an
individual sector (bank) spreads to its transaction counterparties through their mutual exposures, relative to total financial (banking) sector assets under management, a DebtRank of 0.05 means that losses following the insolvency
of an individual sector (bank) will on average give rise to a loss of 5% of total financial (banking) sector assets under
management (Battiston, Stefano, et al. "DebtRank: Too Central to Fail? Financial Networks, the Fed and Systemic
Risk”, 2012).
15) The HHI is the weighted average value of the summed squares of the individual sectors (banks)’ proportions of their
transactions with other sectors (banks), and indicates the level of dependence on a small number of transaction
counterparties. The shares of transactions and the weight were calculated based on fund management transactions.
16) The Dependency Ratio is the weighted average value of the individual sectors (banks)’ proportions of their transactions with the single sectors (banks) with which they have the largest amounts of transactions, and signifies the level of dependence on single transaction counterparties. The shares of transactions and the weight were calculated
based on fund management transactions.

is a high dependency on a small number of
counterparties or a single counterparty, were
mostly unchanged from the end of 2017, both
across financial sectors and within the banking sector (Figure Ⅲ-22).
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<Across financial sectors> <Within banking sector>
HHI (LHS)
Dependency Ratio (RHS)
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Notes: 1) End-period basis.
2) Excluding Internet-only banks.
Source: Bank of Korea.
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Figure Ⅲ-22. Concentration risks1)2)

Ⅳ. Capital Flows

However, in May, the net inflow to domestic
stocks shifted to an outflow amid a new escalation in the US-China trade dispute and

74

In 2019, the portfolio investment of foreign-

worries about slowing growth in the Korean

ers in both stocks and bonds has increased.

economy. In the bond market, after a net out-

Funds for stock investment continued to flow

flow of 3.2 billion dollars in January caused by

in between January and April but then flowed

profit taking, inflows resumed, drawn to the

out in May on concerns about the US-China

continuously attractive returns on domestic

trade dispute. There were outflows of bond in-

bonds2) and on an increased aversion to risky

vestment early this year, centered around pri-

assets. In May, the inflow volume increased

vate investment, but inflows were seen again

sharply (6.0 billion dollars), due to currency

from March. The volume of bond investment

depreciation and expanded arbitrage opportu-

inflows expanded particularly in May, on the

nities (Figure Ⅳ-1).

back of growing bond purchases at low prices
supported by currency depreciation.

Figure Ⅳ-1. Changes in foreigners’ domestic
portfolio investment1)

Overseas portfolio investment by residents
has been steadily on the rise, although the
rate of increase has slowed somewhat due to
concerns over the global economic slowdown
and the decrease in yields on overseas bonds.

Upward trend continues in foreigners’
domestic portfolio investment
From January to May 2019 there was a 9.0 billion dollar (stocks +4.5 billion dollars, bonds
+4.4 billion dollars) inflow of domestic portfolio investment by foreigners. Between Janu1)

Stocks

Bonds

Total

(100 million dollars)

(100 million dollars)

70

70

35

35

0

0

-35

-35

-70
Jan.17

Jul

Jan.18

Jul

Jan.19

-70
May

Note: 1) A “+” means net inflow, and a “-” net outflow.
Source: Bank of Korea.

ary and April, stock investment showed a net
inflow as investment sentiment improved on

By investor type, the stock investment was

expectations of a slowdown in the pace of in-

largely accounted for by private investment

terest rate increases by the US Federal Reserve

such as global funds. The bond market, which

and on expectations of an impending agree-

experienced an outflow of private investment

ment in the US-China trade negotiations.

from entities such as global banks early this

1) The stock investment considered includes exchange-traded and OTC transactions in KOSPI- and KOSDAQ-listed
stocks, as well as initial public offerings (IPOs) (but excludes ETFs, ELWs, ETNs, etc.), while bond investment is
based on exchange-traded and OTC transactions in listed bonds (reflecting repo transactions and the amounts
reaching maturity).
2) Although yields on domestic bonds remained at a low level, total returns calculated by taking into consideration the
won-dollar exchange rate and swap rates remain relatively attractive to foreign investors.

year, has seen an inflow again since March

As of the end of April 2019, the balance of

(Figure Ⅳ-2, Figure Ⅳ-3).

foreigners’ investment in stocks stood at 575.9
trillion won, representing 32.4% of total market capitalization, which is 1.1%p more than

Figure Ⅳ-2. Net foreigners’ stock investment
inflows,1) by investor type
Public funds (LHS)

at the end of last year (31.3%). The balance of
foreigners’ investment in bonds amounted to

Private funds (LHS)

Cumulative private funds (RHS)2)
(100 million dollars)

total balance of listed bonds, which is 0.3%p

(100 million dollars)

70

35

250

less than at the end of last year (6.6%).

150

Although the likelihood of any sudden out-

50
0
-50

flows of foreign investment is not large in
view of Korea’s economic fundamentals, the
possibility remains of increased volatility in
capital flows depending on developments in

-35

-150

-70
Jan.17

Jul

Jan.18

Jul

Jan.19

-250
May

Notes: 1) A “+” means net inflow, and a “-” net outflow.
2) Cumulative sums of monthly net inflows since January 2017.
Source: Bank of Korea.

Slowing growth in overseas portfolio
investment by residents

residents remains in a net investment position, although the volume of increase has

Private funds (LHS)

Cumulative public funds (RHS)

conditions in major countries.

In 2019, overseas portfolio investment by

Figure Ⅳ-3. Net foreigners’ bond investment
inflows,1) by investor type
Public funds (LHS)

the US-China trade dispute and economic

decreased somewhat. The overseas portfolio

2)

Cumulative private funds (RHS)2)
(100 million dollars)

investment by residents during the January to

(100 million dollars)

70

250

April 2019 period, at 22.9 billion dollars (15.0
billion dollars in stocks, 7.9 billion dollars in

150

35

50
0
-50

bonds), was 4.8 billion dollars less than that
(27.7 billion dollars) during the same period
in the year before (Figure Ⅳ-4). As of the end
of March 2019, residents’ overseas portfolio
investment balance was 498.4 billion dollars,

-35
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-70
Jan.17

Jul

Jan.18

Jul

Jan.19

-250
May

Notes: 1) A “+” means net inflow, and a “-” net outflow.
2) Cumulative sums of monthly net inflows since January 2017.
Source: Bank of Korea

with stocks recording 294.0 billion dollars and
bonds 204.4 billion dollars.
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112.0 trillion won, representing 6.3% of the

Cumulative public funds (RHS)2)
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Figure Ⅳ-4. Changes in residents’ overseas
portfolio investment1)
Stocks

Bonds

Figure Ⅳ-5. Net residents’ overseas stock
investment outflows, by investor type
General government1)

Total

(100 million dollars)
120

Deposit-taking corporations

Other financial corporations2)
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Note: 1) A “+” means net investment, and a “-” net withdrawal.
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Jul
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Source: Bank of Korea.
Notes: 1) National Pension Service (NPS), Korea Investment Corporation (KIC), etc.

By investor type, the increase in overseas

2) Insurance companies, asset management companies, etc.
Source: Bank of Korea.

stock investment was driven mainly by general government, such as the National Pension

Investment in overseas bonds is led mainly

Service and the Korea Investment Corporation

by other financial corporations, including

(Figure Ⅳ-5).

insurance companies. There has been a rapid
increase in investment in collateralized loan
obligations (CLOs) since 2016. However, domestic institutional investors’ share of CLOs
in their total balance of overseas bond holdings remains quite low at 2.8%3) (Figure Ⅳ-6).

3) For details concerning the current status of CLO investment by domestic institutional investors and risk factors, refer
to <Box 6> 「Overseas CLO investment by Domestic Institutional Investors」 (page 78).

Figure Ⅳ-6. Net residents’ overseas bond
investment outflows, by investor type
General government1)

Deposit-taking corporations

Other financial corporations2)
Non-financial corporations, etc.
(100 million dollars)

(100 million dollars)
60
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40

20

20

0

0

-20
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-20
Jul

Jan.18

Jul
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Notes: 1) National Pension Service (NPS), Korea Investment Corporation (KIC), etc.
2) Insurance companies, asset management companies, etc.
Source: Bank of Korea.

Going forward as well, it is expected that
residents’ overseas portfolio investment will
maintain its trend of increase. The National
Pension Service is currently expanding investment in overseas stocks following the finalization of its medium-term asset management
plan.4) Insurance companies are also expected
to increase their long-term overseas assets
ahead of the implementation of IFRS 17.5) Finally, assets under management at overseas
investment funds6) are steadily increasing.

4) The National Pension Service finalized its medium-term asset management plan in which investment in overseas
stocks will be increased to 20.0% of total assets at the end of 2019 from 17.7% at the end of 2018.
5) When the new IFRS 17 go into effect in 2022, the liabilities of insurance companies will be assessed at market value
instead of book value. To manage interest rate volatility risk caused by asset/liability mismatches, insurance companies are likely to increase their investments in overseas assets in the long run.
6) At the end of April 2019, the balance of overseas investment funds amounted to 147 trillion won (assets under management, as reported by the Korea Financial Investment Association), 27 trillion won more than the end-April 2018
balance of 120 trillion won (assets under management, reported by the Korea Financial Investment Association).
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60

management companies 1.4 billion dollars, while

Box 6.

78

Overseas CLO Investment by Domestic
Institutional Investors1)

deposit-taking banks had no CLO exposure.

Market size of US leveraged loans, CLO issuance
outstanding, and domestic FIs’ CLO investment
amount1)
Leveraged loan market (LHS)
CLO market (LHS)

The large increase in the volume of leveraged
loans2) since the global financial crisis, mainly in

Domestic FIs (RHS)

(billion dollars)

(100 million dollars)

1,500
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1,200

40

900

30
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300

10

the US, has also led to rapid growth of the collateralized loan obligation (CLO)3) market, which
uses the leveraged loans as underlying collateral. As CLOs have a similar structure to collateralized debt obligations (CDOs), which in the past
had sub-prime mortgage loans as underlying
assets, there are concerns that they could pose
strains in the financial market.4) In this paper,
we examine the current status of overseas CLO

0

0
13
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16

17

18

investment by domestic financial institutions and

Note: 1) Domestic FIs’ investment amount is as of end-January 2019.

the possible risks associated with it.

Sources: Bank of Korea, Bloomberg, JPMorgan, SIFMA.

Current status of investment

By type of interest rate, 56% of the CLOs held by
domestic FIs were fixed rate, 31% floating rate,

Overseas CLO investment by major domestic

and 13% others, showing a higher share of fixed

institutional investors (“domestic FIs” hereafter)

rate-based CLOs compared to those issued

grew four-fold, from 1.0 billion dollars at end-

in the US and the European markets (“market

2013 to 4.0 billion dollars at the end of January

CLOs” hereafter),5) which are mostly floating rate

2019.

(85%). This is primarily because insurance companies and other domestic FIs invest mostly in

Looking at the investment amount by financial

fixed-rate securities for asset / liability risk man-

sector as of the end of January 2019, insurance

agement purposes.

companies invested 2.3 billion dollars and asset
1) Institutional investors include insurance companies, asset management companies, securities companies, and deposit-taking banks.
2) Leveraged loans refer to secured senior loans to corporations having low credit ratings of below BBB for their operational and financial activities.
3) CLOs are securities backed by underlying collateral such as leveraged loans. They are divided into tranches which
include senior debt (AAA to AA-rated), mezzanine debt (A and below) and equity (unrated), with different priorities in
terms of principal and interest repayment.
4) CLOs are regarded as less likely to cause systemic risk than CDOs in the event of a financial crisis, as their investors
are mainly long-term institutional investors, as regulations have been tightened since the global financial crisis, and
as the use of derivatives and the ratio of resecuritization are low. For details refer to 「Leveraged lending」 (Bank of
England, Financial Stability Report, November 2018).
5) The analysis was conducted of 700 billion dollars worth of CLOs in dollars (600 billion dollars) and euros (100 billion
dollars) categorized as leveraged loan CLOs according to the Bloomberg standard.

By credit rating, the proportion of investment
grade CLOs was 90%, higher than that of mar-

Underlying assets quality1)

ket CLOs (82%). Among investment grade CLOs,

Market CLOs

the share of AAA-rated securities was 14%, far

(%)(%)

below that of market CLOs (59%). However, the
6)

15

Domestic FIs
(%)(%)
15 100

(p)(p)
100 90

90

79

shares of AA to BBB-rated securities were also
10

10
7.5

90

90

80

80

70

70

90

Proportions of investment, by credit rating
5
Market CLOs

5

Domestic FIs

(%)

(%)

80

80

0
Proportions of
CCC-rated loans

Investment grade
60

0

60

80

80 60
Proportions of
secured senior loans

60
Diversity score

Note: 1) M edian basis. The dotted lines show the general portfolio
constraints set in the CLO indenture to comply with relevant
regulations.

40

40

20

20

Risk factors

0

Senior debt and A-rated mezzanine debt

0
AAA
AA
A
BBB Speculative Ungraded
					
grade
Sources: Bank of Korea, Bloomberg.

Sources: Bank of Korea, Bloomberg.

tranches,8) which account for 76% of domestic
FIs’ CLO holdings, are deemed to be low-risk,
considering internal credit enhancement,9) risk

In terms of the underlying asset quality (median

management regarding collateral values and the

basis), domestic FI-held CLOs showed little dif-

interest payment capacities of the underlying

ference from market CLOs, satisfying the criteria

assets,10) and the frequency of past defaults.11)

7)

set for risk management.
6) This is primarily because AAA-rated CLO tranches have low returns when hedging costs are taken into account. The
yield of AAA-rated securities was 2.81%, after the FX risk was hedged, and taking into account the average yield of
AAA-rated dollar-denominated securities held by domestic FIs (4.05%) and the hedging cost (-1.24%, daily average of
3-month KRW/USD FX swap rates in January 2019). This is the result of an assumption that the investment was made
in January 2019, and the actual returns on investment were determined by the interest rates of AAA-rated tranches
and the FX hedging cost at the time of individual institutions’ investment.
7) The underlying asset quality can be assessed through the ratios of CCC-rated tranches, secured senior loans, and
diversity scores. The CCC-rated tranche ratio, which is the share of CCC-rated loans in the underlying collateral,
measures the credit risk of the underlying collateral. The secured senior loan ratio refers to the shares of secured
senior loans and cash in the underlying assets, an indicator of the capacity as a buffer against a credit event. The diversity score is a measure of the concentration risk in individual companies and industries included in the underlying
collateral pool. The higher the figure, the lower the concentration risk.
8) Mezzanine debt falls between senior debt and equity in terms of principal and interest repayment.
9) This refers to the ratio of the principal value of the lower-class tranche to the principal value of the overall tranches.
The higher this figure, the higher the share of the lower-class tranche that acts as a buffer against the loss of underlying assets.
10) Collateral values and interest payment capacities of the underlying assets are assessed every month. If they fail to
meet the criteria, the principal of subordinate tranches like equity is used to repay the principal of the senior tranche.
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higher than those of market CLOs.
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In contrast, the equity portions of CLOs are rel-

As high-risk equity investment gets high returns

atively high-risk tranches, as they are first in line

through dividends,13) investors can collect their

for losses in the event of credit risk. Domestic

investments within a relatively short period in

FIs’ investment in equity tranches is estimated

times of low credit risk. When large-scale losses

to be 0.4 billion dollars. Equity investment is

occur in the early stage of investment, however,

categorized into unrated investment (0.2 billion

the recovery of returns is difficult even if lever-

dollars) and investment through combination

aged loan prices rebound afterwards.

notes (“combo notes” hereafter) (0.2 billion dollars, estimated). Combo notes are resecuritized

Domestic FIs have recorded favorable perfor-

products of CLOs that combine the debt and

mances in their investment in equity tranches,

equity of an existing CLO.12)

with their cumulative dividend yield14) for purchases made in 2016 and 2017 reaching 27.6%
and 20.3% (estimated), respectively.

Example of CLO resecuritization
(combo notes)1)
Underlying
asset pool

Estimation of investment amount and cumulative
dividend yield1) of domestic FIs’ equity investment,2)
by vintage year

CLO

Libor+97bp

Class A
(AAA, 59%)

Libor+150bp

Class B
(AA, 13%)

Investment amount (LHS)

Leveraged
loans

Libor+200bp

Libor+295bp

Secured
subordinated loans
Cash

Libor+540bp
Residual cash flow

Class E
(BBB, 4%)

(%)

2.5

Class C
(A, 7%)
Class D
(A, 6%)

Cumulative dividend yield (RHS)

(100 million dollars)

120
100

2.0
Combo notes
(A)
AA 25%

80
1.5

A 55%
Equity 20%

Equity
(unrated, 11%)

Note: 1) Libor rate is 3-month basis. Figures in ( ) refer to proportions

60
1.1
40
0.5

20

of outstanding balance by credit rating and tranche.
Sources: Bank of Korea, Bloomberg, Moody’s.

0.0

0
12-13

15

16

17

18

Notes: 1) Sum of dividend and reinvestment income generated since
inception relative to initial equity investment.
2) Based on CLO equity held at end-January of 2019.
Sources: Bank of Korea, Bloomberg, Moody’s.

11) According to Moody’s, there were no impairments due to default of AAA to AA-rated CLO tranches in the US and
Europe between 1993 and 2017, and there was only one impairment of an A-rated CLO tranche during the same
period (Impairment and loss rates of US and European CLOs 1993-2017, June 2018).
12) The share of equity in combo notes held by domestic FIs (600 million dollars) is estimated to be 28% (estimated
through finding shares of each tranche in combo notes in credit rating reports).
13) According to Morgan Stanley, the annual average of the dividend yield (internal rate of return, median basis) of US
CLO equity tranches issued in 2013 was 14.8% between 2013 and 2018 (CLO tracker, January 2019).
14) The cumulative dividend yield is the ratio of dividends and reinvested earnings gained during the investment period
(from the initial date of investment to January 2019) to the equity tranche principal. The reinvested earnings were
assumed to be 1-month Libor. The higher the cumulative dividend yield, the larger the buffer against losses for individual investors.

Assessment
Although CLO investment by domestic FIs has
increased recently, it is not likely to pose risk to
the domestic financial market, as the share of
CLOs in overseas debt holdings15) is small (2.8%),
tutions.
However, given that CLOs have below-BBB-rated loans to low credit corporations (leveraged
loans) as underlying collateral, prices could drop
sharply, mainly for equity and mezzanine debt
tranches,16) if these corporations’ credit risk increases in line with a slowdown in global growth.
In this regard, financial institutions holding a
large amount of CLOs will need to pay attention
to the likelihood that their asset quality could
deteriorate as economic and financial conditions
change in major countries going forward.

15) This is the proportion of CLO holdings in gross overseas debt volume outstanding (142.8 billion dollars) held by
major institutional investors as of the end of 2018 (「FX securities investment by major institutional investors in 2018」,
February 27, 2019, Bank of Korea).
16) According to Citi (Global structured credit strategy, March 2013), US CLO credit spreads widened sharply to 40%p
for A-rated and 60%p for BBB-rated securities during the global financial crisis, although they had remained stable
at a level under 10%p before 2007.
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and the majority is long-term investment by insti-
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I. Financial Institutions

Sound loss absorption capacity
At the end of the first quarter of 2019, com-

1. Banks

mercial banks’ capital adequacy ratio (BIS
total capital ratio) stood at 15.84%, virtually
unchanged from the same period of last year
(15.83%). The Common Equity Tier 1 capital

sound overall in 2019 as well. With the to-

ratio of banks showed a year-on-year de-

tal capital ratio under Basel III, indicative of

crease of 0.17%p to 13.20%. The total capital

banks’ loss absorption capacities, substantially

ratio largely exceeded the regulatory standard

above the regulatory minimum requirement,

(10.5%, 11.5% for D-SIBs1)) for all banks (Fig-

the liquidity coverage ratio ("LCR" hereafter),

ure I-2).

measuring the ability to respond to sudden net
outflows of funds, has improved on a year-onyear basis.

Figure Ⅰ-2. Commercial bank Basel Ⅲ-basis
capital ratios1)2)3)4)
Total capital ratio

Commercial banks are expected to maintain

Common Equity Tier 1

their sound resilience going forward as well,

capital ratio

but they should continue their efforts to expand capital, and Common Equity Tier 1 capital in particular, in preparation for heightening

Total capital ratio (median)

Tier 1 capital ratio

(%)

(%)

(%)

(%)

28

28

28

28

24

24

24

24

20

20

20

20

16

16

16

16

12

12

12

12

8

8

8

uncertainties at home and abroad (Figure I-1).

Figure Ⅰ-1. Map of changes in commercial bank
resilience1)
H2 2018 analyzed

H1 2019 analyzed
Liquidity

3)

Regulatory standard for 2019 (10.5%)
Deterioration

Q1 15

Q1 17

Q1 19

8
Q1 15

Q1 17

Q1 19

Notes: 1) End-period basis.
2) From Q4 2016 Common Equity Tier 1 capital includes loan
Capital adequacy 2)

Improvement

Foreign currency
liquidity4)

loss reserves.
3) R egulatory standards: Common Equity Tier 1 capital ratio
7%, Tier 1 capital ratio 8.5%, and Total capital ratio 10.5%
(8%, 9.5% and 11.5% for D-SIBs, respectively).
4) Shaded area indicates distribution of individual banks’ total
capital ratios.

Leverage5)

Sources: Commercial banks’ business reports.

Notes: 1) E xtent of change in Q4 2018 - Q1 2019 period compared to
Q2 - Q3 2018 period indexed.
2) Total capital ratio under Basel Ⅲ.

Unlike the total capital ratio, the Common

3) Liquidity coverage ratio (LCR).

Equity Tier 1 capital ratio dropped, due to an

4) F oreign currency liquidity coverage ratio (Foreign currency LCR).

increase in the distribution of cash dividends

5) Leverage ratio.

by some banks, which reduced the gain in the

Source: Bank of Korea.

1) The domestic systemically important banks are Woori, Kookmin, KEB Hana, Shinhan, Jeju and Nonghyup Banks.
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Commercial banks’ resilience has remained

value of Common Equity Tier 1 capital relative
to risk-weighted assets in spite of growth in

Figure Ⅰ-4. Commercial bank leverage ratios1)2)3)

retained earnings2) (Figure I-3).

Average

Median

(%)

Figure Ⅰ-3. Commercial bank capital ratio
decomposition1)2)
Risk-weighted assets

Common Equity Tier 1 capital

Additional Tier 1 capital

Tier 2 capital

(trillion won)

86

(%)

15

15

12

12

9

9

6

6

(trillion won)

150

150

100

100

50

50

3

0

0
Q1 15

0

0

3

Regulatory standard for 2019 (3%)

Q1 16

Q1 17

Q1 18

Q1 19

Notes: 1) T ier 1 capital (Common Equity Tier 1 capital + Additional
Tier 1 capital) / Total exposure; end-period basis.

500

500

2) A uxiliary indicator until 2017, implemented as regulatory
standard from 2018.
3) Shaded area indicates distribution of individual banks’ lever-

1,000
Q1 15

1,000
Q1 16

Q1 17

Q1 18

Q1 19

age ratios (excluding Internet-only banks).
Sources: Commercial banks’ business reports.

Notes: 1) End-period basis.
2) From Q4 2016 Common Equity Tier 1 capital includes loan
loss reserves.

The results of a stress test5) indicate that com-

Sources: Commercial banks’ business reports.

mercial banks’ total capital ratio under Basel
III would remain in excess of the regulatory

At the end of the first quarter of 2019, com-

standard even if an intensification of global

mercial banks’ leverage ratio fell 0.11%p

trade disputes occurred concurrently with a

from the same period a year earlier (6.13%)

negative housing price shock. Nonetheless,

to 6.02%.4) However, the leverage ratio has

under the scenario, regional banks saw a rel-

remained significantly above the regulatory

atively large drop in their total capital ratio as

standard (3%) for all banks (Figure I-4).

credit losses increased, particularly on SME

3)

loans.

2) When banks whose Common Equity Tier 1 capital ratio fell as a result of increased cash dividends were excluded,
the same ratio for the rest of the banks showed an increase. Furthermore, the Common Equity Tier 1 capital ratio
substantially exceeded the regulatory standard (7%, 8% for D-SIBs) for all banks.
3) Leverage ratio = Tier 1 capital / Nominal total exposures (on and off-balance sheet items). The ratio, as a regulation
that aims to prevent the problem of crisis amplification owing to sudden, sharp deleveraging in emergencies by limiting excessive increases in banking sector leverage, is calculated on the basis of nominal total exposures, and because of this it also plays the role of supplementing the minimum capital adequacy regulation based on risk-weighted assets. The leverage ratio was announced as a supplementary indicator from Q1 2015, and introduced as a
regulation from 2018. It will not be applied to Internet-only banks until January 2020, however.
4) As commercial banks’ total assets grew, their total exposure (6.5%) increased faster than their Tier 1 capital (5.1%),
causing the leverage ratio to decline.
5) For details concerning the stress test, refer to <Analysis of Financial Stability Issues> 「I. Assessment of Financial Institution Resilience Against Domestic and External Shocks」 (page 107).

Improving liquidity response capacity

The foreign currency LCR8) was 118.9% (daily average balance of quarter-ending month

Banks’ LCR6) rose by 3.8%p to 109.6% (daily

basis) at the end of the first quarter of 2019,

average balance of quarter-ending month ba-

up by 4.2%p from the same period last year

sis) at the end of the first quarter of 2019 from

(114.6%). The foreign currency LCR was above

the same period last year (105.8%). This result

the regulatory standard (80%) for all banks

is due to the fact that banks increased the

(Figure I-6).

shares of retail deposits and other liabilities
with low runoff rates in their total funding,7)
at the same time as expanding their holdings

Figure Ⅰ-6. Commercial bank foreign currency
LCRs1)2)3)
Average

ernment bonds. Currently, the LCR is above
the regulatory standard (100%) for all banks
(Figure I-5).

Figure Ⅰ-5. Commercial bank LCRs1)2)3)
Average

Median

(%)

Median

(%)

(%)

600

600

500

500

400

400

300

300

200

200

(%)

600

600

100

100
Regulatory standard for 2019 (80%)

500

500

0
Q1 16

0
Q1 17

Q1 18

Q1 19

400

400

Notes: 1) High-quality liquid foreign currency assets / Total net cash

300

300

2) End-period basis until 2016, and daily average balance of

200

200

3) Shaded area indicates distribution of individual banks’ for-

100

100

outflows in foreign currency over next 30 calendar days.
quarter-ending month basis from 2017.
eign currency LCRs.
Regulatory standard for 2019 (100%)

0
Q1 15

Sources: Commercial banks’ business reports.

0
Q1 16

Q1 17

Q1 18

Q1 19

Notes: 1) High-quality liquid assets / Total net cash outflows over next
30 calendar days.
2) End-period basis until 2016, and daily average balance of
quarter-ending month basis from 2017.
3) S haded area indicates distribution of individual banks’
LCRs, and deep shaded area indicates distribution with
Internet-only banks excluded.
Sources: Commercial banks’ business reports.

6) Liquidity coverage ratio = Stock of High-quality liquid assets / Total net cash outflows over next 30 calendar days.
7) From July 2017 the tightening of the criteria to be qualified as operational deposits had the effect of increasing
banks’ net cash outflows, causing their LCR to drop. However, the increase in net cash outflows later slowed as the
share of retail deposits and other types of liabilities to which a lower runoff rate (5% and less) is applied expanded.
8) Although not a requirement under the Basel III framework, the foreign currency LCR was adopted in Korea as an
official liquidity standard effective as of January 2017 to ensure that the supply of foreign currencies in the real economic sector would remain stable even in a stress situation. The standard applies to most domestic banks with the
exceptions of Korea Eximbank, Internet-only banks and some regional banks (Gwangju Bank and Jeju Bank) whose
foreign currency liabilities are small. The regulatory minimum was raised incrementally starting in 2017, with the fully
phased-in level (80% for commercial banks) becoming effective in 2019.
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of high-quality liquid assets including gov-
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Banks’ net stable funding ratio (NSFR),9) measuring the long-term stability of the funding
profile, stood at 112.1% at the end of the first
quarter of 2019, in excess of the regulatory
standard (100%) for all banks (Table I-1).
Table Ⅰ-1. Commercial bank net stable funding
ratios (NSFRs)1)
(%)

Average

Median

Q1 18

113.9

111.2

Q2

112.6

Q3

112.4

Q4

113.0

111.9

106.4

127.9

Q1 19

112.1

111.2

106.8

131.5

88

Minimum Maximum
104.5

127.7

111.3

104.4

123.5

110.5

103.2

124.1

Note: 1) End-period basis, excluding Internet-only banks.
Sources: Financial institutions’ business reports.

9) The NSFR (Total amount of stable funding available / Total amount of stable funding required) was introduced to restrict banks’ excessive reliance on short-term wholesale funding by requiring that they fund certain portions of their
operating assets with stable liabilities and capital. The NSFR was introduced for domestic banks from January 2018,
and will be applied to Internet-only banks from January 2020.

2. Non-Bank Financial
Institutions

Generally satisfactory resilience
At the end of the first quarter of 2019, life
insurance companies’ risk-based capital
("RBC" hereafter) ratio,10) an indicator of loss

tions ("NBFIs" hereafter) has been maintained

absorption capacities, increased by 27.2%p

at a satisfactory level, with their capital ade-

to 285.4%11) from the same period last year

quacy ratios largely exceeding the supervisory

(258.2%) on recapitalization12) among other

standards. While the capital adequacy ratio

factors. The RBC ratios of all life insurance

has improved for life insurance companies

companies were above the supervisory stan-

thanks to recapitalization, it has remained

dard (100%) (Figure I-8).

unchanged for mutual credit cooperatives
from the same period a year earlier. Securities
companies’ net capital ratio dropped on the

Figure Ⅰ-8. Life insurance company risk-based
capital (RBC) ratios1)

increases in corporate finance and debt guar-

Average

antees, but remains largely in excess of the

Median

(%)

(%)

supervisory standard (Figure I-7).

600

600

Figure Ⅰ-7. Map of changes in NBFI resilience1)

400

400

200

200

H2 2018 analyzed
Provision coverage
ratio

H1 2019 analyzed
Capital adequacy
ratio

Insurance cos.

Mutual savings banks

Mutual credit cooperatives
Supervisory standard (100%)
0
Q1 15
Improvement

Credit-specialized
financial cos.

0
Q1 16

Q1 17

Q1 18

Q1 19

Securities cos.
Note: 1) A mount of available capital / Amount of required capital;
shaded area indicates distribution of individual companies’
Credit-specialized
financial cos.

Mutual credit
cooperatives
Deterioration

RBC ratios.
Sources: Financial institutions’ business reports.

Mutual savings banks

Note: 1) E xtents of change at end-Q1 2019 compared to end-Q3
2018 indexed.
Sources: Financial institutions’ business reports.

In the case of mutual credit cooperatives, their
net capital ratio stood at 8.1% at the end of the
first quarter of 2019, similar to the same period last year. However, the provision coverage
ratio dropped 5.5%p from the previous year
(134.6%) to 129.1%.

10) T he RBC ratio is the amount of available capital divided by required capital. Required capital, the denominator
here, is calculated by measuring the total amount of insurance risk, interest rate risk, credit risk, market risk and
operational risk.
11) At the end of the first quarter of 2019, the RBC ratio of general insurance companies was 252.1%, having increased
by 18.4%p on a year-on-year basis.
12) For details refer to the December 2018 Financial Stability Report, <Box 6> 「Current Situation of Recapitalizations of
Life Insurance Firms」 (page 81).
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The resilience of non-bank financial institu-

At the end of the first quarter of 2019, the BIS

7.0%p on a year-on-year basis to stand at

capital ratio of mutual savings banks stood at

290.6% at the end of the first quarter of 2019

14.5%, an increase of 0.4%p from the same pe-

(Figure I-10).

riod last year (14.1%). The provision coverage
ratio increased by 3.1%p from the same period
last year (91.8%) to 94.9% on the increase in

Figure Ⅰ-10. Credit-specialized financial
company resilience indicators

provisions against assets classified as normal

Provision coverage ratio (LHS)1)

and precautionary (Figure I-9).

Adjusted capital ratio (RHS)2)
(%)

90

Figure Ⅰ-9. Mutual credit cooperative and mutual
savings bank resilience indicators
Mutual credit cooperative

M
 utual credit cooperative net

provision coverage ratio (LHS)1)
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M
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Supervisory standards for adjusted capital ratio
of credit-specialized financial companies (7-8%)
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5
0

Q1 15

Q1 16
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Q1 19

Notes: 1) Loan loss provisions / Substandard-or-below loans.

5

60
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30

20

10
140

(%)

320

10
Mutual savings bank
supervisory standards (7-8%)
Mutual credit cooperative
supervisory standards (2-5%)

0

dard 7% (credit card companies 8%).
Sources: Financial institutions’ business reports.
5

At the end of the first quarter of 2019, the net
0

Q1 15

Q1 17

2) Adjusted capital / Adjusted total assets; supervisory stan-

Q1 19

Notes: 1) Loan loss provisions / Substandard-or-below loans.
2) S upervisory standard 2% (4% for MG community credit
cooperatives, 5% for Nonghyup).
3) C apital / Risk-weighted assets; supervisory standard 7%
(8% for institutions with assets of more than 1 trillion won).
Sources: Financial institutions’ business reports.

capital ratio of securities companies stood at
527.5%, having fallen 55.4%p from the same
period last year (582.9%). This result is due
mainly to the increase in corporate finance,
especially among large securities companies,
in the forms of loans and purchase of private
placement bonds. For all companies, however,

The adjusted capital ratio of credit-specialized

the net capital ratio was greatly in excess of

financial companies stood at 19.2% at the end

the supervisory standard (100%). On the other

of the first quarter of 2019, representing a de-

hand, the sharp surge seen last year in debt

crease of 0.2%p from the same period last year

guarantees, particularly on real estate project

(19.4%). However, the adjusted capital ratio

financing, could have a negative impact on se-

has stayed well above the supervisory stan-

curities companies’ capital adequacy depend-

dards (7-8%) for all credit-specialized finan-

ing on the future conditions of the real estate

cial companies. Credit-specialized financial

market13) (Figure I-11).

companies’ provision coverage ratio dropped

13) For details refer to <Box 7> 「Securities Companies’ Exposure to Debt Guarantees and Potential Risks」 (page 92).

Figure Ⅰ-11. Securities company resilience
indicators
Net operating capital (LHS)
Capital adequacy ratio (RHS)1)
(trillion won)

(%)

50

750
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Supervisory standard 150%
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0
Q1 15

150

0
Q1 16

Q1 17
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Q1 19

Note: 1) B efore 2016: Net operating capital ratio; supervisory standard 150%, Since 2016: Net capital ratio; supervisory standard 100%.
Sources: Financial institutions’ business reports.

A stress test which assumed the intensification of global trade disputes concurrent with a
negative housing price shock in Korea found
that capital adequacy ratios remained above
regulatory standards for most sectors.14)

14) For details concerning the stress test, refer to <Analysis of Financial Stability Issues> 「I. Assessment of Financial
Institution Resilience Against Domestic and External Shocks」 (page 107).
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Box 7.

Debt guarantees by securities companies1)
Credit enhancements, including purchase commitments (LHS)
Liquidity facilities, including purchase guarantees (LHS)
Debt guarantee-to-capital ratio (RHS)

Securities Companies’ Exposure to
Debt Guarantees and Potential Risks

60

The total volume of debt guarantees1) extended

45

(trillion won)

(%)
80

60
38.2

by securities companies showed a sharp in92

crease in 2018 centering on those related to real

28.0

30

40

estate project financing (PF). This trend could
work to deteriorate the capital adequacy of

15

20

securities companies during a downturn in the
real estate market. Hence, this paper reviews
the current situation regarding securities com-

0

0
09

10

11

12

13

14

15

panies’ debt guarantee exposures, particularly

Note: 1) End-period balance basis.

surrounding real estate PF, and potential risks

Sources: Financial institutions’ business reports.

16

17

18

related to them.
By type of underlying assets, the volume of debt

Current status of debt guarantees

guarantees related to real estate PF grew by
50.8% (6.6 trillion won), from 13.0 trillion won at

Securities companies’ exposure to debt guaran-

the end of 2017 to 19.6 trillion won3) at the end

tees2) rose by 36.4% (10.2 trillion won), from 28.0

of 2018, accounting for more than half (51.4%)

trillion won at the end of 2017 to 38.2 trillion won

of securities companies’ total exposure to debt

at the end of 2018. As a result, the debt guaran-

guarantees. By transaction type, the volume

tee-to-capital ratio increased during the same

of credit enhancement guarantees, with which

period by 13.6%p, from 52.7% to 66.3%.

securities companies assume the default risks,
grew by 54.2% (11.0 trillion won) during the same
period, from 20.3 trillion won to 31.3 trillion won,
driving the overall growth of debt guarantees.

1) Off-balance sheet items that are converted into liabilities upon outbreak of certain events like default. Some of the
examples include credit enhancements (purchase commitments and loan commitments) and liquidity facilities (purchase guarantees).
2) While until the mid-2000s it was more common for construction companies to enhance credit by providing guarantees for real estate PF, after the global financial crisis credit enhancement was increasingly carried out by securities
companies’ debt guarantees due to concerns over downgrades of construction companies’ credit ratings.
3) When including all other real estate-related debt guarantees such as construction payment loan guarantees in addition to real estate PF guarantees, the total volume amounts to 24.1 trillion won.

of the total debt guarantees of securities com-

Debt guarantees,1) by underlying asset and
transaction type

panies, growing from 20.0 trillion won among
seven companies at the end of 2017 to 30.2 tril-

Real estate PF (LHS)

Credit enhancements (LHS)

Others (LHS)

Liquidity facilities (LHS)

lion won among eight companies at the end of

Proportion of credit

2018.

2)

Proportion of real estate PF
(RHS)

enhancements (RHS)

(trillion won)

(%)

(trillion won)

(%)

50

55

50

90

40

50

40

80

Debt guarantees,1) by securities company size2)
Real estate PF (LHS)
19.6
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13.0
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18.6

14.9
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35
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30

0

20.3

17

18

70

93

60
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Medium-size

Small

(trillion won) (%)

(trillion won) (%)

(trillion won) (%)

40

80 40

80

12

80

30

40 30

40

9

40

20

0

0

6

0

10

-40 10

-40

3

-40

-80

0

50
7.7

0

Others (LHS)

Rates of increase (RHS)3)

6.9
40

17

18

Notes: 1) End-period balance basis.

20

2) Loans, corporate bonds, etc.
Sources: Financial institutions’ business reports.

As the real estate market began picking up after
2017 centering on the Seoul Metropolitan area,
demand for debt guarantees related to real es-

0

-80
17

18

0
17

18

-80
17

18

Notes: 1) End-period balance basis.

tate PF rose, while securities companies sought

2) L arge companies are comprehensive financial investment

to enhance their profitability by increasing their

businesses under the Financial Investment Services and

exposures to credit enhancement guarantees,

won). For other securities companies, medium-sized com-

a high-yield instrument. By security company

panies are those with equity capital of 0.5 to 3 trillion won,

4)

size, the volume of debt guarantees expanded
more among large companies (equity capital

Capital Markets Act (equity capital of more than 3 trillion

and small ones are those with equity capital below 0.5 trillion won.
3) Compared to previous year-end.
Sources: Financial institutions’ business reports.

of more than 3 trillion won), many of which had
recapitalized5) in an attempt to acquire a license
for mega-investment bank business, and less
among small and medium-sized companies.
The volume of debt guarantees extended by
large securities companies accounted for 79.2%

4) By securities companies’ business type, the commission fee rate of credit enhancement guarantees (payment guarantees, purchase commitments) was the highest with 2-4% per guaranteed value, followed by liquidity facility guarantees (purchase guarantees) at 0.1-0.5%, and IPO and corporate bond issuance at around 1% of acquisition value
(basic commission fee basis) and 0.1-0.3%, respectively (based on monitoring of three securities companies as of
May 2019).
5) The total capital of large securities companies grew by 3.8 trillion won, from 33.1 trillion won as of the end of 2016 to
36.9 trillion won as of the end of 2018.
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In the case where the quality of underlying as-

Potential risks

sets subject to the debt guarantee deteriorates,
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As the growth in volume of debt guarantees

resulting in payment obligations by securities

extended by securities companies was primar-

companies, it could lead to a decline in the net

ily driven by credit enhancement agreements

capital ratio,8) an indicator of capital adequacy of

related to real estate PF, securities companies’

such companies. If the delinquency rate9) of the

credit risks could escalate during a downturn in

real estate PF loans soars to the level seen after

the real estate market. Cash flows of real estate

the global financial crisis, with a high share of

projects are largely affected by project perfor-

real estate PF loans by the non-banking sector

mance, including sales rate. It is noteworthy that

becoming insolvent, it was calculated that the

5.9% of the residential and commercial real es-

net capital ratio of securities companies would

tate PF guaranteed by securities companies at

decline by 74.0%p.

6)

present are located in areas where the average
sales rate stands below 60%.7)

Estimated drop in net capital ratio
Reference time (Q4 18)

Proportions of real estate PF-related debt
guarantees,1) by usage
<Proportions
by usage2)>

Applying the delinquency rate of 19.8%
(%)

<Proportions by sales rate of
business place3)>
(%)

Industrial
14.8%
Commercial
28.6%

1,200

Average sales rate
0.4

26.5

1,500
1,169.4

1,200
943.5

below 60% 60-80% 80% and more Subtotal
1.7

(%)

1,500

900

900

28.6

547.4

600
420.1
(%)

Residential
56.6%

50.6

294.0 292.0

300

Average sales rate
1.8

600

300

Supervisory standard

below 60% 60-80% 80% and more Subtotal
4.2

473.4

367.9

0

0
Large

Medium-size

Small

56.6

All securities
companies

Sources: Financial institutions’ business reports.
Notes: 1) B OK estimates using three credit rating agencies’ data,
accounting for 63.3% of total real estate PF-related debt
guarantees of securities companies.
2) End-March of 2019 balance basis.
3) Classifying into below 60%, 60-80%, and 80% and more by
average sales rate of each region.
Sources: Financial institutions’ business reports, Korea Credit Information Services, credit rating agencies, Real Estate 114.

6) Residential and commercial real estate PF guarantees form 85.2% of total real estate PF-related guarantees as of
the end of March 2019.
7) In order to accurately assess the possibility of real estate projects becoming insolvent, it is important to have relevant data such as the sales rate of each project site, project progress rate and detailed information about the builder.
Due to limitations of data, a rough estimation of the risk level was calculated for this paper using the average sales
rate of the area where each project is located.
8) For calculating the net capital ratio, which is the capital adequacy indicator for securities companies, debt guarantees are classified as credit risk (guaranteed value x each counterparty risk) but if a payment obligation is created,
due for example to delinquency, the debt guarantee is deducted from the capital, possibly further reducing the net
capital ratio.

Implications
Since securities companies’ substandard-or-below loan ratio related to debt guarantees remains
low at 0.41% (0.05% for real estate PF-related
guarantees) as of the end of 2018, debt guarantee-related credit risks are not assessed to
be posing a significant impact on the business
soundness of the sector as of yet. In addition,
the net capital ratio of securities companies
(100%) at 547.4% as of the end of 2018, and
thus the shock absorption capacity is also evaluated to be sound.
Nevertheless, the growth in debt guarantees
was mainly driven by those related to credit enhancements for real estate PF. Therefore, this
could work as a factor deteriorating capital adequacy of securities companies, depending on
the changes in the real estate market. It would
be necessary to reflect major changes taking
place in the real estate market when assessing
overall risks related to securities companies’ exposures to debt guarantees.10)

9) For calculating the subrogation amount for guarantees, a delinquency rate of 19.8% was used, which was the delinquency rate of the non-banking sector (insurance companies, mutual savings banks and credit-specialized financial
companies) real estate PF loans at the end of 2010, immediately before the restructuring of mutual savings banks,
which had become troubled due to real estate PF loans going bad, began in full force between 2011 and 2013.
10) T he supervisory authorities are currently working to devise measures for managing the soundness of the
non-banking sector’s exposures to real estate PF, including securities companies’ debt guarantees related to real
estate PF. Refer to the press release titled “Holding of the Second Committee on Macroprudential Analysis” issued
by the Financial Services Commission on May 17, 2019.
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Ⅱ. External Payment Capacity

Figure Ⅱ-2. Net external assets in debt
instruments1)
Net external assets in debt instruments

Korea’s external payment capacity has mostly

External assets

remained satisfactory. Amid a steady increase

(100 million dollars)

in net external assets, the ratio of external
debt relative to nominal GDP has remained

External debt
(100 million dollars)

10,000

10,000

8,000

8,000

6,000

6,000

4,000

4,000

2,000

2,000

low, below 30%. Although the official foreign
96

reserves at the end of May 2019 recorded 402.0
billion dollars, having decreased by 1.7 billion
dollars from the end of last year, the ratio of
short-term external debt relative to official foreign reserves still remains low (Figure Ⅱ-1).

0

0
Q1 15

Figure Ⅱ-1. Map of changes in external payment
capacity indicators
H2 2018 analyzed

Q1 16

Q1 17

Q1 18

Q1 19

Note: 1) End-quarter balance basis.
Source: Bank of Korea.

H1 2019 analyzed

External assets at the end of the first quarter

Net external assets in debt instruments1)

of 2019 were 914.8 billion dollars, representing

Deterioration

a year-on-year increase of 2.3% (+20.4 billion
dollars).

External debt /
Nominal GDP 1)

Improvement

Short-term
external debt /
Official foreign
reserves1)

A look at the changes (+6.7 billion dollars) in
external assets in debt instruments during the
first quarter of this year, by sector, finds that

Official foreign reserves2)

those of the general government and the cen-

Notes: 1) E xtent of change as of end-Q1 2019 compared to end-Q3

tral bank increased by 0.8 billion dollars and

2018 indexed.
2) E xtent of change as of end-May 2019 compared to end-November 2018 indexed.
Source: Bank of Korea.

1.6 billion dollars, respectively. The external
assets in debt instruments of the other sectors
increased by 7.0 billion dollars, due mainly to
overseas debt securities investment by institu-

Steady growth in net external assets in
debt instruments

tional investors. On the other hand, those of
deposit-taking corporations fell by 2.7 billion
dollars (Figure Ⅱ-3).

At the end of the first quarter of 2019, Korea’s
net external assets in debt instruments (external
assets - external debt) amounted to 474.2 billion
dollars, representing a year-on-year increase of
1.4% (+6.8 billion dollars) (Figure Ⅱ-2).

Figure Ⅱ-3. Changes in external assets in
debt instruments, by sector
Q2 18

Q3 18

Q4 18

(100 million dollars)

Figure Ⅱ-4. Changes in external debt, by sector
Q2 18

Q1 19

200

200

100

Q3 18

Q4 18

(100 million dollars)

(100 million dollars)

Q1 19
(100 million dollars)

100

100

50

50

0

0

100
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0

0

-100

-100
General
government

Central
bank

Deposit-taking
corporations

Other sectors1)

-50

-100

-100
General
government

Central
bank

Deposit-taking
corporations

Other sectors1)

Note: 1) Including other financial corporations (securities companies,

Note: 1) Including other financial corporations (securities companies,

asset management companies, insurance companies, etc.)

asset management companies, insurance companies, etc.)

and non-financial corporations.

and non-financial corporations.

Source: Bank of Korea.

Source: Bank of Korea.

At the end of the first quarter of 2019, Korea’s

The external debt-to-nominal GDP ratio was

external debt totaled 440.6 billion dollars,

25.8% at the end of the first quarter of 2019,

representing a year-on-year increase of 3.2%

mostly unchanged from the same period a

(+13.6 billion dollars).

year earlier (25.6%). On the other hand, the
share of short-term external debt in total ex-

With regard to the changes (-0.01 billion dol-

ternal debt increased slightly from the same

lars) in external debt during the first quarter

period last year (28.2%) to 29.4%. Meanwhile,

of this year in the different sectors, those of

the share of short-term external assets in to-

the general government and the central bank

tal external assets recorded a modest decline

decreased by 1.4 billion dollars and 1.9 bil-

from the same period last year (64.6%) to

lion dollars, respectively, due mainly to the

62.6% (Figure Ⅱ-5).

reduced volume of investment in domestic
bonds by foreigners. The external debt of the
other sectors dropped by 2.4 billion dollars.
Meanwhile, the external debt of deposit-taking corporations rose by 5.7 billion dollars, as
a result of the increase in short-term foreign
currency borrowing by branches of foreign
banks (Figure Ⅱ-4).
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Figure Ⅱ-5. Proportions1) of short-term external
debt and assets in debt instruments

Figure Ⅱ-6. Balance of and changes in official
foreign reserves1)

External debt / Nominal GDP (LHS)

Amount (LHS)

Short-term external debt / Total external debt (LHS)
Short-term assets / Total external assets in debt instruments (RHS)
(%)

Change (RHS)

(100 million dollars)

(100 million dollars)

4,200

80

(%)

50

90
3,900
40

40

80

3,600

98
0
3,300
30

70

3,000
Jan.17
20

60
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

Jul

Jan.18

Jul

-40
May

Jan.19

Note: 1) Amounts at the month-ends, changes during the months.
Source: Bank of Korea.

Note: 1) End-quarter basis.
Source: Bank of Korea.

Looking at the composition of the official foreign reserves as of end-May 2019, the majority

Slight decrease in official foreign
reserves after record high

were accounted for by securities (93.5%) and
deposits (3.9%). Most of the securities were
made up of highly-liquid safe assets such as

At the end of May 2019, the official foreign

government bonds, government agency bonds

reserves recorded 402.0 billion dollars, having

and asset-backed securities (Figure Ⅱ-7).

decreased by 1.7 billion dollars since the end
of 2018. After reaching a record high of 405.5
billion dollars at the end of January this year,

Figure Ⅱ-7. Composition1) of official foreign
reserves

the official foreign reserves registered a slight

Securities

decline. This decline was a result mainly of
declines in the US dollar conversion values of
foreign currency assets denominated in other
currencies such as the euro and the yen, due
to the recent trend of US dollar appreciation

Deposits

Others2)

(%)
100

(%)
2.6
3.6

2.5
5.0

2.5
5.3

2.6
3.4

2.6
3.9

100

80

80

60

60

(Figure Ⅱ-6).

93.8

92.5

92.2

94.0

93.5

40

40

20

20

0

0
15

16

Notes: 1) End-period basis.
2) Gold, SDRs, etc.
Source: Bank of Korea.

17

18

May.19

The ratio of short-term external debt relative
to the official foreign reserves was 31.9% at
the end of the first quarter of 2019, slightly
higher than that (30.4%) in the same period
the year before but still maintaining a level
below its normal-year average (2012-2018:
33.3%) (Figure Ⅱ-8).
Figure Ⅱ-8. Short-term external debt-to-official
foreign reserves ratio1)

Short-term external debt / Official foreign reserves (RHS)
(100 million dollars)

(%)

1,600

50

1,400
40

(Short-term external debt /
Official foreign reserves)
2012-18 average: 33.3%

1,200

30
1,000

800

20
Q1 15

Q1 16

Note: 1) End-quarter basis.
Source: Bank of Korea.

Q1 17

Q1 18

Q1 19
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Ⅲ. Financial Market
Infrastructures
The major payment and settlement systems

showing little change from the 60.2% recorded in the previous year (Figure Ⅲ-1).

Figure Ⅲ-1. Risk indicators related to BOK-Wire+

including BOK-Wire+ have been operated

Proportion of settlement concentration at around closing time (LHS)1)
Maximum intraday overdraft cap utilization rate (LHS)2)

smoothly, with settlement risks managed sta-

Proportion of payment orders in queue for settlement (RHS)3)

bly amid a steady increase in the amount of
100

settlement, driven mainly by securities settle-

(%)

(%)

80

8

60

6

40

4

20

2

ments by financial institutions and electronic
funds transfers by general customers and
companies. Going forward, continuing efforts
to ensure the stability of the payment and
settlement systems will be necessary, since a
steady increase in settlement amount is expected given ongoing changes in the payment
and settlement environment driven by Fintech
innovation.

0

0
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

Notes: 1) A mount of settlement processed after 16:00 / Total settle-

BOK-Wire+

ment amount.
2) D aily average rate of maximum utilization of participants'
intraday overdraft caps.

During the first quarter of 2019, the daily
average amount of settlement through BOKWire+, which provides final settlement of
1)

3) Average ratio of the amount of participants’ payment orders
in queue for settlement / Total settlement amount (excluding
payment orders in queue for liquidity savings).
Source: Bank of Korea.

mutual obligations among financial institutions, totaled 350.3 trillion won, maintaining

Meanwhile, after the two cases when BOK-

its upward trend, while the related settlement

Wire+ operating hours were extended in the

risks were managed stably.

first quarter of last year, due for example to
participant institutions’ computer system fail-

The rate of maximum intraday overdraft cap

ures, there were no cases for four consecutive

utilization and the Proportion of payment

quarters (Figure Ⅲ-2).

orders in queue for settlement, both of which
are monitored as indicators of the settlement
liquidity of BOK-Wire+ participants, were
maintained at low levels of 21.2% and 4.2%,
respectively, during this period. Of the total
settlement volume, the portion settled at near
the closing time (16:00-17:30) was 59.8%,

1) Based on transfers of won-denominated funds, with transactions related to Treasury funds through the Treasury
Network included.

cautionary level (70%) 23 times, a modest in-

Figure Ⅲ-2. Extension of BOK-Wire+ operating
hours

crease from the previous quarter (21 times),
which is explained by a greater demand for

Number of extensions (LHS)

funds transfers related to subscriptions in

Average duration of extension (RHS)

1)

(times)

(minutes)

4

200

3

150

Figure Ⅲ-3. Net debit cap utilization rate
Number of occurrences of net debit cap utilization rates

2

2

public offerings (Figure Ⅲ-3).

100

Average maximum net debit cap utilization rate (RHS)1)

1
1

1

(times)

1

50

0

0
Q1 15

Q1 17

Q1 18

60

30

0

0
Q1 16

(%)

35

Q1 19

Note: 1) Total duration of extension / Number of extensions during the

55

25
20

50

quarter.
Source: Bank of Korea.

15
10

Retail payment systems
In the first quarter of 2019, the daily average
volume of settlement through the retail payment systems, operated by Korea Financial
Telecommunications & Clearings Institute,

45

5
0
Q1 15

40
Q1 16

Q1 17

Q1 18

Q1 19

Note: 1) S imple average of daily maximum net debit cap utilization
rates (unsettled net debits / net debit caps) of participants
during the quarter.
Source: Bank of Korea.

maintained a level similar to that of the same
period last year (67.0 trillion won) at 67.2 tril-

Securities settlement systems

lion won.
Settlement risks have also been managed
Retail payment system-related risks were

stably in the securities settlement systems op-

managed at low levels. The average maximum

erated by the Korea Exchange and the Korea

net debit cap2) utilization rate of institutions

Securities Depository, amid a steady increase

participating in net settlements fell slightly

in the amount of settlement. During the first

to 51.4% in the first quarter of 2019 from the

quarter of 2019, the daily average amount of

previous quarter (51.7%). During this period,

settlement rose modestly from the previous

net debit cap utilization rates exceeded the

quarter (173.3 trillion to 176.0 trillion). This

2) In the retail payment systems, including the CD Network System, the Interbank Remittance System and the Electronic Banking System, the transaction payees are paid immediately but the subsequent credits and debits among
financial institutions are settled on the following business day at the designated time (11:00) through BOK-Wire+,
resulting in the provision of credit between financial institutions. To control these net settlement-related risks in the
retail payment systems, the Bank of Korea requires that participants independently establish ceilings (net debit caps)
on their own unsettled net debit positions.
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exceeding 70% (LHS)

result is explained mainly by a substantial increase in transactions in collective investment

Figure Ⅲ-4. Shares1) of FOP settlement

securities which largely offset the decrease in

OTC bonds (LHS)2)

financial derivative transactions.

Inter-institutional repos (RHS)

(%)

(%)

4

20

3

15

2

10

1

5

During the first quarter of 2019, settlements
of transactions in exchange-traded stocks
and exchange-traded government bonds and
102

transactions in over-the-counter (OTC) stocks
by institutional investors were all completed prior to their respective deadlines (16:00,
17:00, and 16:50) (Table Ⅲ-1).

0

0
Q1 15

Table Ⅲ-1. Proportions of securities settlement
completed after the deadline

Penalty
deadline1)

Proportions of payments (%)
2018
Q1

Q2

Q1 17

Q1 18

Q1 19

Notes: 1) Proportion in total settlement amount (of OTC bonds and inter-institutional repos) of settlements not processed through
DvP (delivery-versus-payment) System.

2019
Q3

Q4

Q1

-

0.1010

-

Exchange-traded
16:00
stocks
Exchange-traded
17:00
government bonds
Institutional investors
16:50 0.4772 0.0018
for OTC stocks

Q1 16

-

-

-

-

0.0074

-

Note: 1) Deadlines after which settlement delay penalties imposed.
Source: Bank of Korea.

2) B ased on final settlement after deduction of linked settlements.
Source: Korea Securities Depository.

Foreign currency settlement systems3)
The daily average amount of transactions
settled through the foreign exchange PvP
settlement system operated by CLS Bank (the
CLS system)4) continuously increased after the

Among OTC bonds and inter-institutional

fourth quarter of 2016 to amount to 67.7 bil-

repo transactions, the proportions settled on

lion dollars in the first quarter of 2019.

a free-of-payment (FOP) basis rather than
through the securities payment-versus-pay-

The share in total foreign exchange settlement

ment (PvP) systems during the first period of

of that carried out on a PvP basis via the CLS

this year maintained low levels of 1.2% and

system has continued its trend of increase,

5.6%, respectively (Figure Ⅲ-4).

standing at 84.4%. Settlement risks related to

3) Foreign exchange settlements are conducted through the interbank correspondent network, the PvP settlement
system operated by CLS Bank, and the domestic foreign currency funds transfer systems. In this report we focus on
foreign exchange PvP settlements routed through the CLS System, in which the settlement amounts can be accurately determined.
4) To address time differences between countries, which are a fundamental cause of foreign exchange settlement risk,
CLS (Continuous Linked Settlement) Bank settles most transactions during a designated settlement period (07:0012:00 CET). In continuous linked settlement the actual funds transfers (payments) are linked and processed within
this settlement period, between the accounts of settlement member banks and CLS Bank held with the central
banks issuing the currencies concerned. At present the CLS PvP system is connected to the large-value payment
systems (including BOK-Wire+) run by the central banks issuing the 18 CLS settlement currencies.

foreign exchange transactions therefore have
lessened commensurately (Figure Ⅲ-5).
Figure Ⅲ-5. Settlement amount1) and proportion2)3)
made through the CLS system
CLS settlement amount (LHS)
Proportion of CLS settlement (RHS)
(billion dollars)

(%)

80

100

80

60

40
40
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20

0
Q1 15

0
Q1 16

Q1 17

Q1 18

Q1 19

Notes: 1) Daily average during the quarter.
2) Proportion in total CLS eligible FX transactions (trade date
basis) of those settled through CLS system (settlement date
basis).
3) Transactions done by domestic banks and foreign banks’
branches.
Source: Bank of Korea.
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I. Assessment of Financial
Institution Resilience
Against Domestic and
External Shocks

2. S
 pillover Channels and
Scenarios of Domestic and
External Risk Factors
A. Spillover channels

1. Background
2. Spillover Channels and Scenarios of

An escalation of trade tensions around the

Domestic and External Risk Factors

globe and lower housing prices in Korea could

3. Assessment of Financial Institution
Resilience

affect the financial system via the real economy by, for example, causing contractions

4. Overall Assessment

in exports and construction investment. If
trade tensions intensify, growth in the related
economies like the US and China is expected
to slow. Given that these countries account
for a high share of Korea’s exports, sales will
decline for companies that export to these

An escalation of global trade conflicts and

countries, resulting in a deterioration in those

lower housing prices in Korea could negatively

firms’ financial soundness and a reduction

affect the real economy and financial markets,

in their employees’ income. This would, in

possibly leading to a deterioration in the capi-

turn, worsen the debt service capacities of the

tal adequacy of financial institutions.

household and corporate sectors, and possibly

1)

result in a deterioration in the asset quality of
This paper reviews financial institution resil-

financial institutions.

ience against macroeconomic and financial
shocks such as intensified trade conflicts and

In addition, a decline in housing prices would

a decline in housing prices, using the Systemic

cause the collateral value to decline, which

Risk Assessment Model for Macroprudential

could worsen the debt service capacity of

Policy (SAMP), which was developed last

households and reduce construction invest-

year to enable stress testing of all of the finan-

ment and the profitability of construction

cial sectors, encompassing not only the bank-

firms. This could heighten credit risks for both

ing but also the non-banking sectors.

the household and corporate sectors, thereby

2)

1) The US criticized China for showing an uncooperative attitude at the trade negotiation held on May 5, 2019 and announced its decision to implement a higher tariff (10%  25%) on 200 billion dollars worth of Chinese imports effective from May 10. In response to this, China announced on May 13 that it would counter the US measures by raising
its tariff (5–10%  5–25%) on 60 billion dollars worth of US imports effective from June 1. In response to China’s
retaliatory measure, the US announced on May 13 that it is initiating a formal procedure for implementing a tariff of
25% on 325 billion dollars worth of Chinese imports.
2) The Bank of Korea developed a Systemic Risk Assessment Model for Macroprudential Policy for the banking sector
in October 2012, and a Non-bank Financial Institution Stress Test Model in June 2018, and integrated the two models in December 2018 to set up a stress test model encompassing all of the financial sectors. The Bank of Korea
referred to the model as the “Extensive Stress Test Model” (Ex-ST model) in its 2018 Financial Stability Report, but
has decided to call it ”SAMP” henceforth.
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1. Background

107

causing the capital adequacy of financial insti-

B. Stress test scenarios

tutions to worsen.
For the stress testing scenarios, we assumed

108

The real economy, however, is not the only

an unlikely situation where the two key risks

channel through which the aforementioned

of escalated trade tensions and lower housing

domestic and external risks would spread.

prices occur simultaneously. The reference

These risks could also weaken the sentiments

time used for the stress testing was the end

of both domestic and foreign investors, result-

of 2018, assuming the scenario shocks would

ing in heightened volatility in the financial

continue from the second quarter of 2019

and foreign exchange markets through, for

until the end of 2020.3) For each scenario, the

example, a decline in stock prices, an increase

macro-scenario module of SAMP is used to

in corporate bond credit spreads and a depre-

estimate the future paths of the major macro-

ciation of the won, thereby negatively affect-

economic and financial variables4) that affect

ing the asset soundness and capital adequacy

financial institutions’ profits and losses, capi-

of financial institutions.

tal, amounts of risk-weighted assets, etc.5)

Figure Ⅰ-1. Major channels through which escalation
of trade conflict and decrease in domestic
housing price shocks are transmitted
Domestic and
external shocks

Domestic real
economy and
financial
market

Financial
system

(Baseline scenario)
The baseline scenario for the future growth
path of the global and Korean economies

Escalation of trade conflict

Domestic housing price decline

Export contraction
Outflows of foreign capital

Decrease in collateral values
Housing market slowdown

Volatilities of
exchange rates,
stock prices, and
credit spreads

Income reduction

Deterioration in
household debt
servicing capacity

Decrease in
construction
investment

Increase in
external debt
Decrease in asset
values

Increase in
delinquency rates
Decrease in asset
values

Increase in
financially
destressed
households

Deterioration in
construction firms’
profitability

Increase in financial institution
capital losses
Deterioration in capital adequacy

Financial system
instability

Increase in corporate
and household credit
risks

was set with reference to the Bank of Korea’s
Economic Outlook (April 2019) and the IMF’s
World Economic Outlook (April 2019).

3) The actual value was used for the macroeconomic and financial variables for the first quarter of 2019.
4) Consists of four macroeconomic variables (economic growth rate, inflation rate, housing prices fluctuation rate and
unemployment rate), seven financial variables (exchange rate, stock prices, credit growth rate, call rate, CD rate, and
corporate bond and Treasury bond rates), and two overseas variables (global economic growth rate and international oil prices).
5) For details refer to the December 2018 Financial Stability Report, <Analysis of Financial Stability Issues> 「I. Results
of Extensive Stress Test Model Development」 (page 95).

maximum level of tariffs, while reflecting the

Figure Ⅰ-2. Baseline scenario
<World GDP growth rate1)>
(%)

<Korea’s GDP growth rate1)>

(%)

4.0

market power of each product category.7) Ac-

(%)

3.6

rate of global tariffs increased significantly

(%)

4.0 4.0

4.0

3.5 3.5

3.5

3.0

3.0 3.0

3.0
2.7

2.5

We assumed based on the WTO analysis that,

2.6

2.5 2.5

2.5
2.5

2.0

2.0 2.0
19

2.0% and 3.3% respectively in 2022, compared
to the WTO’s baseline scenario.8)

3.3

18

from 3.1% to 25.6%, and the annual real GDP
growth of the world and of Korea declined by

3.6

3.5

cording to the WTO’s estimation, the average

20

2.0
18

19

20

if trade conflicts escalate, global and domestic
annual GDP would decrease by 2.0% and 3.3%
per year respectively, in 2019 and 2020, compared to the baseline scenario of this paper.

Sources: Bank of Korea (April 2019), IMF (April 2019).

(Scenario of escalated trade conflicts)
The scenario about global and Korean GDP
growth slowdowns caused by escalated trade
conflicts was set based on analysis6) performed
by the World Trade Organization (WTO). The
WTO had estimated the tariff rates under
the worst case scenario in which all countries participating in global trade impose the
6) Bekkers and Teh, “Potential Economic Effects of a Global Trade Conflict”, WTO Working Paper, 2019.
7) In addition to the WTO, major organizations like the IMF and Bloomberg have analyzed the impact of intensified trade
conflicts on the global and major economies. The IMF set up scenarios comprising five stages of trade conflicts to
forecast the GDP paths of the global and major economies. The most severe scenario (stage 5) assumed a 25%
tariff implemented on all of imports from the US to China and vice versa, tariffs of 25% on US automobiles and auto
parts and retaliatory tariffs imposed by other countries, a contraction in investment by companies due to weaker
sentiment and a deterioration in funding conditions for the corporate sector. Under this scenario, the IMF forecasted
the annual GDP of the world, the US, China and Korea to decline as much as by 0.8% (2020), 1.0% (2020), 1.6%
(2019) and 0.9% (2020) respectively, compared to 2017 levels. Bloomberg, on the other hand, assumed three stages
of trade conflicts for its scenario, and provided GDP outlooks for the global and major economies (May 2019). The
most severe scenario (stage 3) assumed the imposition of a 25% tariff on all imports from the US to China and vice
versa, and 10% declines in stock prices in the US and China. Under this scenario, Bloomberg forecasted the GDP of
the world, the US, China and Korea to decline by 0.6%, 0.9%, 0.7% and 0.2% respectively in Q2 2021, compared to
those of Q3 2018. In order to assume an exceptional situation, we have used for this paper the scenarios generated
by the WTO, which assumed shocks that are more severe than the other two organizations. For details refer to 「Scenario Box 2. Global Trade Tensions」 (p.33) of IMF’s World Economic Outlook (October 2018), 「3. The Evolving Role
of Trade in Asia: Opening a New Chapter」 (p.7) of IMF’s Asia and Pacific Regional Economic Outlook (October 2018)
and 「The US-China Trade War’s Global Economic Impact」 of Bloomberg’s economic analysis (May 2019).
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Note: 1) Annual real GDP growth rate basis.
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(Scenario of housing price decline)

Figure Ⅰ-3. Real GDP under escalation of trade
conflict scenario
<World GDP1)>

Since the size of a downward shock to housing

<Korea’s GDP1)>

prices can differ depending on macro-finanBaseline

Scenario

112

107.0

108

112 112

112

108 108

108

cial conditions, when setting the magnitude
of the shock it was necessary to consider the
macro-financial situation at the testing point
rather than selecting a historical scenario. For

105.2
103.3

104

105.0

104 104

this paper, the rate of housing price decline for
104

102.5

the scenario was determined using the House

101.7
100.0

Prices-at-Risk method (“HaR” hereafter),9)

100.0

101.3

100

100 100

which calculates the downside risks to hous-

100
99.1

110

96

96
18

19

20

ing prices.

96

96
18

19

20

The bottom 1% of the HaR value of housing

Note: 1) Annual real GDP indexed to 100 in 2018.

prices was set as the level of shock occurring

Sources: B ank of Korea (April 2019), IMF (April 2019), WTO (April
2019).

during the stress testing horizon. Under this
shock, housing prices fall by 15.6% compared
to their level at the end of 2018.10)

8) Based on the analysis, the tariff rates imposed on or applied to countries varied from one country to another, due to
the differing levels of market dominance a country has for each product. It was assessed that the US would impose
high tariffs (58.8%) on imports, as the country has strong market dominance in many products. Korea, on the other
hand, does not have high market dominance, and thus was found to be subjected to 28.9% tariffs on its exports
while imposing 13.3% tariffs on imports. The scenario on tariff rates used for the WTO analysis is as follows:
Tariff shock scenario analyzed by WTO1)
(%)
Country

Tariff shocks in trade conflict

Initial tariffs
Faced as exporter

Applied to importer

Faced as exporter

ASEAN

2.40

2.28

23.93

Applied to importer
11.62

China

4.43

3.67

31.01

28.07
14.72

EU

1.62

0.69

9.21

Japan

4.34

1.91

31.94

29.10

Korea

3.75

5.54

28.89

13.34

United States

2.94

1.22

22.32

58.76

Average

3.09

3.09

25.57

25.57

Note: 1) Country level tariffs are calculated as traded-weighted averages.

9) HaR refers to the maximum expected rate of decline in future housing prices that could occur under current macro-financial conditions, and it can be understood as the downside risk to housing prices involved in the current
macro-financial conditions. For this paper, macro-financial conditions were measured using indicators generated
by extracting common factors driving changes in various financial market variables, such as the Financial Market
Conditions Indicator, the private credit-to-nominal GDP ratio gap, housing prices / GDP per capita, and the real GDP
growth rate. The process for calculating HaR is as follows: First, the impact of the current macro-financial conditions
and housing price fluctuation rate on the average housing price fluctuation rate over horizon h is estimated using the
quantile regression model below:

3. Assessment of Financial
Institution Resilience

Figure Ⅰ-4. Housing price1) decline scenario
110

110

100.0

100

100

90.1

90

90

A. Stress test method and targets
We estimated the change in the capital adequacy ratio11) of each financial sector by

84.4
80

80

70

70

calculating the first-round and contagion
losses under the aforementioned scenarios for
each financial sector. The first-round losses

Reference time

End-2019

End-2020

Note: 1) Average nationwide housing price indexed to 100 at end2018.

of financial institutions include credit losses
caused by an increase in default rates; market
profits and losses driven by changes in asset
change rates; and business profits and losses12)
by sector due to macroeconomic and financial
shocks. The contagion losses, on the other
hand, consist of credit losses due to transmit-



is the average housing price fluctuation rate over the time horizon h, q is the quantile, and Xt is the factors

determining housing prices during t, such as the Financial Market Conditions Indicator, the private credit-to-nominal
GDP ratio gap, housing prices / GDP per capital, and the real GDP growth rate. The Financial Market Conditions
Indicator is the common factor driving changes in the financial market variables, and was calculated with Koop and
Korobilis’ (2014) TVP-FAVAR. The private credit-to-nominal GDP ratio gap was calculated by deducting the long-term
trend from the private credit-to-nominal GDP ratio. For this paper, the distributions of future housing prices were estimated using the estimates from the quantile regression, and the quantile-q of the housing price distributions is the
q-quantile HaR. For details refer to 「Chapter 2. Downside Risks to House Prices」 (p.61) of the April 2019 IMF GFSR.
10) The housing price level declined by as much as 12.9% (on a quarterly basis) during the currency crisis between Q3
1997 and the end of 1998.
11) The regulatory standard for the capital ratio of each financial sector is calculated as follows:
Regulatory capital adequacy ratios, by financial sector
Sector

Capital adequacy ratio

Banks
Insurance cos.

Supervisory standard

Numerator

Denominator

Total capital ratio

Total capital

Risk-weighted assets

RBC ratio

Available capital

Required capital

100%

10.5% (D-SIB 11.5%)

Mutual credit cooperatives

Net capital ratio

Equity + Loan loss provisions

Total assets + Loan loss
provisions

Credit unions, Suhyup, the NFCF 2%
MG community credit cooperatives 4%,
Nonghyup 5%

Mutual savings banks

Capital ratio

Capital

Risk-weighted assets

Total assets of 1 trillion won or more 8%
Total assets below 1 trillion won 7%

Securities cos.

NCR

Credit card cos.

Adjusted capital ratio

Net operating capital - Gross risk Required maintenance equity
Adjusted capital

Adjusted total assets

100%
8%

Sources: Supervisory regulations of each financial sector.

12) This includes, depending on the sector, interest income, profits and losses from insurance premiums, and profits
and losses from securities or card fee income.
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prices such as interest rates, stock prices or ex-

111

ted risks, and losses on asset disposals. The

B. Stress test results

former is generated as distressed financial institutions fail to repay their liabilities to other

It was found that if housing prices decline

financial institutions, and the latter is caused

simultaneously with an escalation of trade

by fire sales aimed at securing liquidity as dis-

conflicts, the capital adequacy ratios of most

tressed financial institutions withdraw their

of the financial sectors would drop rapidly but

funds.13)

remain above the regulatory standards.15) The
sharpest decline was seen in insurance com-

112

The scope of financial institutions subject to

panies, with the capital ratio decreasing from

the stress testing covers 206 financial institu-

261.2% at the end of 2018 to as low as 156.5%

tions from 6 financial sectors, comprising 17

(-104.7%p) during the stress testing horizon.

banks, 53 insurance companies, 44 securities

Looking at the decrease rate compared to

companies, 5 mutual credit cooperatives, 79

the end of 2018, which was considered due

mutual savings banks and 8 credit card com-

to the differences in calculating the capital

panies.14)

ratio of each sector, it was found that the ratio
dropped most rapidly among insurance com-

Figure Ⅰ-5. S
 tructure of Extensive Stress Test
Model
Macro-risk factor scenario
module
• Estimate future paths of
macroeconomic and financial
variables, by scenario

• E stimate contagion losses
through credit and liquidity risk
channels

curities companies (-179.4%p, -30.0%), mutual
savings banks (-3.1%p, -21.9%), and banks

Macroeconomic and
financial shocks

(-2.9%p, -18.5%).
Financial institution profit and
loss module

First-round losses

Inter-institution / inter-sector
risk transmission module

panies with a 40.1% decrease, followed by se-

Risk
transmission

• Estimate credit losses, market
profits and losses, business
profits and losses by sector,
etc.
• Calculate amounts of capital
and capital ratios after shocks

A look at the stress test results by subgroup
within each financial sector showed that capital ratios dropped more rapidly in regional
banks than in nationwide banks for the banking sector, and more rapidly in large securities

Contagion losses

companies than in small and medium-sized
Capital ratios by
institution / sector

Multi-period analysis module

securities companies for securities companies.

• Dynamically estimate
profits and losses, capital, risk
amounts, etc., on quarterly
basis, by repeating test

The insurance sector showed similar rates
of decline in both life and general insurance
companies.

13) For details concerning estimation method, refer to the December 2018 Financial Stability Report, <Analysis of Financial Stability Issues> 「I. Results of Extensive Stress Test Model Development」 (page 95).
14) By sector, the banking sector comprises 6 nationwide banks, 6 regional banks and 5 specialized banks; insurance
companies comprise 29 life insurance companies and 24 general insurance companies; and securities companies
consist of 5 large securities companies (equity amounting to 4 trillion won or more) and 39 small and medium-sized
companies.
15) Each sector’s capital ratio declined to the lowest level and then rebounded slightly during the stress testing horizon.
This is in line with the trajectories of global and Korean GDP growth, which also picked up after hitting their lowest
levels during the period.

Figure Ⅰ-6. Results of stress tests (deposit-taking
institutions)1)
Reference time2)

<BIS capital
ratio>

<Net capital
ratio>

20

15

panies, the major factor was the sharp rise in

(%)
<BIS total capital ratio>

25

20
15.9

15.4

15.8
14.2

13.1

12.5

ital ratios were found to differ from sector to
sector.16) In the insurance and securities com-

Lowest point

(%)
25

The key drivers behind the deteriorated cap-

14.3

15

market loss (-106.9%p and -128.2%p respectively) which was driven mainly by increased
corporate bond yields and lower stock prices.
The change in asset prices was caused by a
sharp rise in credit spreads and by a plunge in

11.2

10

8.4

10
7.7

stock prices, particularly among exporting and
construction firms.

5

5

0

0
Banks

(Nationwide)

(Regional)

Mutual
Mutual credit
savings banks cooperatives

The key factor that drove the weakening of
capital ratios for banks, mutual credit cooperatives and mutual savings banks (-1.2%p,

for banks, 7-8% for mutual savings banks, and 2-5% for

-0.5%p and -3.5%p respectively) was a rise in

mutual credit cooperatives).

credit losses caused by higher default rates,

2) End-2018 basis.

while the major driver for credit card compaFigure Ⅰ-7. R
 esults of stress tests (insurance/
securities/credit card companies)1)2)
Reference time 3)

<NCR>

1344.0

<Adjusted

capital
ratio>

803.0

800
598.7

600

22.9
419.3

400

156.5

40

32

16

8

146.4

0

0
Insurance
cos.

(Life)

companies (-6.6%p).

al banks fell faster than that of nationwide
banks, due to a sharp increase in credit losses

242.5
163.0

insurance companies (-1.6%p), and securities

By subgroup, the capital ratio of region-

18.0

442.1

stitutions mainly occurred in banks (-0.6%p),

24

338.7
271.2

261.2
200

by transmission of losses among financial in-

(%)
<RBC ratio>

commission fees caused by economic slowdown. Meanwhile, contagion losses triggered

Lowest point

(%)
1,000

nies (-3.1%p) was a reduction in credit card

(General) Securities (Large)
cos.

(Small)

Credit
card cos.

Notes: 1) Left axis for insurance and securities companies; right axis
for credit card companies.
2) T he dotted lines show the regulatory standards (100% for
insurance companies, 100% for securities companies, 8%

on SME loans. Large securities companies,
on the other hand, saw a faster rise in losses
compared to small and medium-sized companies, driven mainly by the high ratio of securities exposures and lending to required capital
(denominator of NCR).

for credit card companies).
3) End-2018 basis.

Although the average capital ratio stood above
the regulatory standard in all of the sectors,
the ratios of certain individual financial institutions in the banking, mutual savings bank,
insurance and securities sectors were found to
fall below the standard.
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Notes: 1) T he dotted lines show the regulatory standards (10.5-11.5%
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4. Overall Assessment

Figure Ⅰ-8. Capital ratio distributions,1)2)3) by
financial sector
Maximum

Median

Minimum

(%)

Korea’s financial system was assessed to be

(%)

30

29.9

728.5

27.6

800

cial sectors remaining above the regulatory
600

585.1
20

standards under the exceptional but plausible
scenario of experiencing simultaneous shocks:

15.8

15.5
13.2

13.0
10

11.9

8.5

400
313.4

3.9

2.5

200

0
Banks

Mutual
credit
cooperatives

Mutual
savings
banks 4)

Credit card Insurance
cos.
cos.4)5)

All that said, caution is required regarding
89.3

0.0

an economic slowdown due to escalated trade
conflicts, and a decline in housing prices.

11.6

8.3
179.8
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resilient, with the capital ratios of all finan-

0
Securities
cos.4)

the possibility that a few individual financial
institutions from some financial sectors could
see their capital ratios falling below the regu-

Notes: 1) Left axis for banks, mutual credit cooperatives, mutual savings banks and credit card companies; right axis for insur-

latory standards.

ance companies and securities companies.
2) B ased on the point when the capital ratio of each sector
reached its lowest during the test period.

tion to the fact that non-bank financial insti-

3) The dotted lines show the regulatory standards.
4) Markings of maximum values display 95th percentile value,
due to space constraints.

In particular, it is important to pay close attentutions such as insurance and securities companies, which hold large amounts of mark-to-

5) Minimum of 0 indicates negative net worth.

market securities, would be more affected by
a hike in credit spreads and a decline in stock
16) The result of factor analysis on the changes in the capital ratio of each financial sector is as follows:
Results1) of factor analysis on changes in capital ratios, by financial sector
(%p)
Sector

Change in total ratio

Contagion losses

Other profit and loss

-2.9

-1.2

-0.4

-0.1

-0.6

-0.6

(Nationwide)

-1.7

-0.4

-0.3

-0.1

-0.6

-0.3

(Regional)

-2.7

-1.4

-0.1

-0.1

-0.7

-0.4

-104.7

-10.8

-106.9

-14.3

-1.6

28.9

-108.2

-11.6

-125.0

-6.5

-1.1

36.0
17.5

Banks

Insurance cos.
(Life)
(General)

Credit losses

Market profit and loss2) Business profit and loss3)

-96.1

-9.3

-72.9

-29.0

-2.4

-179.4

-34.4

-128.2

-19.2

-6.6

9.0

(Large4))

-541.0

-99.8

-422.0

-43.5

-22.3

46.6

(Small and medium-size)

-103.4

-23.4

-76.2

-17.2

-3.3

16.7

-0.7

-0.5

-0.1

-0.0

-0.0

-0.1

Mutual savings banks

-3.1

-3.5

-0.3

0.0

-0.0

0.7

Credit card cos.

-4.9

-1.8

-0.7

-3.1

-0.0

0.7

Securities cos.

Mutual credit cooperatives

Notes: 1) Red figures indicate the main factors behind the declines in capital ratios by sector.
2) “Market profit and loss” includes valuation gains and losses on available-for-sale securities.
3) “Business profit and loss” indicates insurance profits and losses for insurance companies, commission fee profits and losses for securities companies and credit card companies, and interest income for mutual credit cooperatives and mutual savings banks.
4) Indicates mega-investment banks with equity of 4 trillion won or more.

prices. We need to be cautious that, as financial sectors are becoming increasingly interconnected, losses of the non-banking sectors
could spread to the banking sector.
We also need to keep in mind that the actual
impact of the shocks could be even larger in
reality than the stress test results in this paper,
given that the stress test model cannot consider all aspects of the real economy due to its
complexity.
It is crucial that we continue to closely monitor
major domestic and external risk factors, such
in housing prices, and thoroughly review the
channels through which risks could spread.
In addition, financial institutions with relatively low capital ratios need to make efforts
to enhance their risk management and shock
absorption capacities during normal times,
considering that they could be more severly
affected by shocks than other financial institutions.
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as an escalation of trade conflicts and decline
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Ⅱ. Assessment of Recent
Corporate Repayment
Capacities in Line with
Changes in Business
Conditions

(21,213 corporations as of 2018),1) we examined
their recent business conditions and changes
in their repayment capacities by reviewing
their interest coverage ratios,2) and elaborated
the effects of future changes in business conditions on corporate debt repayment capacities.

1. Background
2. Recent Changes in Business Conditions
3. Corporate Debt Repayment Capacities
4. Effects of Changes in Business

2. Recent Changes in Business
Conditions

Conditions Going Forward
116

5. Implications
Since the second half of last year, corporations’
business conditions have been worsening. The

1. Background

rate of growth in corporate sales stood at 2.7%
in 2018, a sharp fall from the previous year
(7.4%). Notably, the rate of increase in sales of

Firms have faced challenging business con-

SMEs dropped from 7.3% in 2017 to -0.1% in

ditions, owing to the escalating trade dispute

2018. By industry, the major manufacturing

between the US and China and the deceler-

industries such as shipbuilding, automobiles,

ation of global economic growth. This could

steel and mechanical equipment witnessed

lead to a decline in corporate operating per-

large declines in sales growth, resulting from

formance and thus negatively affect corporate

sluggish exports and falling facilities and con-

debt repayment capacities.

struction investments. 3) This year, the trend
of weak corporate performance seems to have

Therefore, with respect to the corporations

become more severe, especially among export

that publicly disclose their annual financial

industries.4)

statements and are subject to external audit
1) To faithfully reflect overall corporate business conditions and changes in corporate debt repayment capacities, the
Bank of Korea analyzed the incorporated enterprises (excluding those in unsuitable industries such as financial and
insurance companies) that receive external audits and publicly disclose annual business reports in accordance with
the 「Act on External Audit of Stock Companies, Etc」. In 2018, we selected the enterprises (preliminary), for which we
were able to gather data as of the end of April 2019. It should be noted that the sample enterprises differ from the
firms that are assessed for financial soundness in this report (I. Credit Markets - 3. Corporate credit) (2,151 firms who
publish their business reports in accordance with the 「Financial Investment Services And Capital Markets Act」) and
differ also from those analyzed for Financial Statement Analysis (based on annual advance estimates).
2) The interest coverage ratio (operating income / interest expenses) is a representative indicator for corporate debt repayment capacity, used to determine how easily a company can pay its interest expenses on loans (including bonds
issued) with its earnings.
3) Declines in facilities and construction investments in downstream industries seem to have had negative impacts on
the sales of manufacturing sectors, including mechanical equipment and steel.
4) E xports between January and May for 2019 (customs clearance basis) of major export industries declined by 7.8%,
compared to the same period from a year earlier.

Figure Ⅱ-2. Corporate operating income-to-sales
ratios1)

Figure Ⅱ-1. Rates of corporate sales growth1)
<By company size>

<By industry2)>

<By company size>

<By industry>

Total

2016

Total

2016

Total (excluding electrical &

2017

Total (excluding electrical &

2017

electronics)

2018

electronics)

2018

Large enterprises

Large enterprises

SMEs

SMEs

(%)

(%)

(%)

(%)

(%)

(%)

(%)

(%)

30

30

40

40

12

12

30

30

20

20

20

20

9

9

20

20

10

10

0

0

6

6

10

10
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10

12

14

16

-20

3

-10 -40

-40

0

18

10

12

14

16

3

0

0

-10

18

0

-10
Shipbuilding
Electrical & electronics
Automobiles
Steel
Mechanical equipment
Petrochemicals
Construction
Real estate
Wholesale & retail trade
Accommodation & food services
Transportation
Shipping

-10

-20

Shipbuilding
Electrical & electronics
Automobiles
Steel
Mechanical equipment
Petrochemicals
Construction
Real estate
Wholesale & retail trade
Accommodation & food services
Transportation
Shipping

0

Notes: 1) Year-on-year basis.
2) Excluding shipping for transportation (the same hereafter).

Note: 1) Operating income / Sales.

Sources: Bank of Korea, KIS-Value.

Sources: Bank of Korea, KIS-Value.

The operating income-to-sales ratio (operating

Meanwhile, the debt ratio (debt / equity) has

income / sales), which shows profitability, de-

dropped both in large enterprises and SMEs,

clined slightly last year (7.4% in 2017 → 7.0%

underpinned by the gains in retained income

in 2018). When excluding the electrical & elec-

in line with the improved profitability to date

tronics industry, the ratio fell to the level seen

and by the restructuring6) of vulnerable indus-

in 2015 at 5.2%. In particular, the ratios in

tries. Given the recent decline in profitability,

major manufacturing industries, including the

however, the trend of debt ratio improvement

automobile (2.7% → 2.0%), steel (6.2% →5.8%),

is unlikely to last.7)

mechanical equipment (7.0% → 5.5%) and petrochemical (8.9% → 6.3%) sectors, have fallen
since 2017 due to the deceleration in sales
growth and the rise in operating costs.5)
5) Meanwhile, the operating income-to-sales ratio of the non-manufacturing industry fell sharply, especially in transportation (8.2% → 5.1%) and shipping (3.8% → 2.6%).
6) Efforts to improve the debt ratio in five vulnerable industries including shipbuilding, shipping, petrochemicals, steel
and construction have been strengthened since 2015.
7) The contribution of capital (including retained income) to the decline in the debt ratio was scaled back in 2018.

Analysis of Financial Stability Issues Ⅱ. Assessment of Recent Corporate Repayment Capacities in Line with Changes in Business Conditions

0

including the automobile (4.3 → 3.2), mechan-

Table Ⅱ-1. Debt ratios,1) by company size
(%)

Total
Large
enterprises
SMEs

14

15

16

17

18

109.2

102.7

97.0

91.6

87.2

94.7

90.3

85.4

80.3

77.5

196.4

172.3

157.1

150.7

139.2

ical equipment (5.5 → 3.9) and petrochemical
(15.0 → 11.6) sectors. In the non-manufacturing industry, the transportation (2.3 → 1.3),
wholesale & retail trade (5.6 → 5.0) and real
estate (3.0 → 2.6) sectors saw declines in the
ratios from the previous year.

Note: 1) Debt / Equity; end-period basis.
Sources: Bank of Korea, KIS-Value.

Figure Ⅱ-3. Corporate interest coverage ratios1)

Such changes in business conditions have

<By company size>

negatively affected corporate debt repayment
amine corporate debt repayment capacities

for its change.

3. Corporate Debt Repayment
Capacities

2016

SMEs

2017

Total

2018

T
 otal (excluding electrical &

through the interest coverage ratio (operating
income / interest expenses) trends and factors

Large enterprises

electronics)
(times)

(times)

(times)

(times)

10

10

35

8

8

15

15

6

6

10

10

4

4

5

5

2

2

0

0

0

-5

-5

30.1 34.3

35

A. Interest coverage ratio trends
0

In line with the recent changes in corporate

10

12

14

16

18

business conditions, the interest coverage ratio has declined overall. The corporate interest
coverage ratio stood at 5.9 in 2018, down from
the previous year (6.3). In particular, if the
electrical & electronics industry is excluded,
the interest coverage ratio was 3.9, the lowest
level since 2015 (3.5).
By company size, large enterprises’ interest
coverage ratio in 2018 showed a high level
of 7.5, but it amounted to a mere 4.6 if the
electrical & electronics industry is excluded.
SMEs’ ratio remained at around 2.5. By industry, the ratios recorded sharp falls in 2018
in the export-oriented manufacturing sectors,

Shipbuilding
Electrical & electronics
Automobiles
Steel
Mechanical equipment
Petrochemicals
Construction
Real estate
Wholesale & retail trade
Accommodation & food services
Transportation
Shipping
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capacities. In the following section, we ex-

<By industry>

Note: 1) Operating income / Interest expenses.
Sources: Bank of Korea, KIS-Value.

As interest coverage ratios decrease, the proportion of corporations having difficulties

Figure Ⅱ-4. Distributions of corporations, by
interest coverage ratio range

paying their interest expenses with operating

<Total and by company size>

<By industry1)>

income has risen. The share of firms with
Below 1

ratios below 18) increased by 2.4%p from the

1 and above - below 2

2 and above - below 3

previous year to stand at 32.1% in 2018.9)

(%)

with a ratio below 1 is high among SMEs
(34.0%). By industry, those with a ratio below

(%)

(%)

100 100

100

80

80

80

80

60

60

60

60

40

40

40

40

20

20

20

20
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100

By company size,10) the proportion of firms

3 and above

(%)

shipbuilding (54.9%), shipping (39.8%), real
estate (42.7%) and accommodation & food
services (57.7%) sectors. As for the shipbuilding and accommodation & food services industries in particular, the proportions of firms
with a ratio below 1 far exceed the overall

0
16 17 18 16 17 18 16 17 18
(Total)

(Large
enterprises)

(SMEs)

average (32.1%).

Shipbuilding
Electrical & electronics
Automobiles
Steel
Mechanical equipment
Petrochemicals
Construction
Real estate
Wholesale & retail trade
Accommodation & food services
Transportation
Shipping

1 are concentrated in the automobile (37.8%),

Note: 1) 2018 basis.
Sources: Bank of Korea, KIS-Value.

Along with this, the proportion of firms recording an interest coverage ratio below 1 for
two or more consecutive years has increased.
As of 2018, the share of firms with a ratio below 1 for two consecutive years amounted to
20.4%, and that of those with a ratio below 1
for three consecutive years reached 14.1%, up
by 1.4%p and 0.4%p, respectively, from a year
earlier.11)

8) Given that an interest coverage ratio below 1 means that it is hard for companies to pay back interest expenses with
the income earned from operating activity, their debt repayment capacities are judged to be low. Those with a ratio
below 1 are distributed (72.8% as of 2018) mainly in the low-credit ratings section (NICE Information Service credit
ratings of grade 7-10).
9) This is the highest since 2010 (26.9%).
10) As for large enterprises, the proportion of firms with an interest coverage ratio below 1 amounted to 23.6% (as of
2018).

Meanwhile, looking at the characteristics of

Figure Ⅱ-5. P
 roportions of firms with interest
coverage ratios below 11)

firms that enter and exit the category, those

<Two consecutive <Three consecutive
years>
years>

<Total>
Total

Large enterprises

(%)(%)

ing income to total assets is below 1%) or vulnerable financial structures (i.e., the ratio of

SMEs

(%)(%)

with low profitability (i.e., the ratio of operat-

total debt to total assets is 80% and over) have

(%)(%)

40

40 40

40 40

40

30

30 30

30 30

30

20

20 20

20 20

20

10

10

10

10 10

10

0

0

high entry rates. Meanwhile, those with high
profitability or favorable financial structures
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0
10 12 14 16 18

0
10 12 14 16 18

0

were likely to exit from the category.

Figure Ⅱ-6. Entry1)/exit2) rates into/from firms
with interest coverage ratios below 1

Entry rate

0
10 12 14 16 18

Note: 1) Firms with interest coverage ratios remaining below 1 for one,

<By operating income and
debt level3)>

<Trends>

(%)

Exit rate
(%)

(%)

40

40 100

30

30

<Operating
income>

two, and three consecutive years, respectively.
Sources: Bank of Korea, KIS-Value.

Exit rate

At the same time, the number of firms that fell

20

Entry rate

10

10

among the firms with deteriorating profitability. Meanwhile, the number of firms exiting
the category has been on the decline. In fact,
the entry rate12) went up from 14.9% in 2016 to
19.2% in 2018, but the exit rate declined from
32.6% to 26.9% during the same period. If this
trend continues, the number of firms staying
in the category for a long time is likely to increase.

0

0
12

14

16

<Total debt >

100

80

80

60

60

40

40

20

20

20

into the category of those with an interest coverage ratio below 1 has increased since 2017

(%)

18

0
Below 1 1-2

2-3 3 and
above

0
Below 60-80 80-100 100 and
60
above

Notes: 1) Proportions of firms with interest coverage ratios having fallen below 1 in relevant years among those with ratios 1 and
above in previous years.
2) Proportions of firms with interest coverage ratios having increased to 1 and above in relevant years among those with
ratios below 1 in previous years.
3) Operating income and total debt are proportions compared
to total assets in 2018.
Sources: Bank of Korea, KIS-Value.

11) The reason why the proportion increased relatively little is that it takes more than one to two years for changes in
corporate business conditions to be reflected in an interest coverage ratio below 1 lasting for two or three consecutive years. Meanwhile, firms with a ratio below 1 for more than two consecutive years are likely to maintain the
level going forward. In fact, among those with a ratio below 1 for two and three consecutive years in 2017, the ratio
remained below 1 for 78.3% and 82.6% of such corporations, respectively, in 2018.
12) The entry rate means the proportion of firms whose interest coverage ratio fell below 1 in the relevant years among
those with a ratio of 1 and above in previous years, and the exit rate means the proportion of firms whose interest
coverage ratio increased to 1 and above in the relevant years among those with a ratio below 1 in previous years.

B. Factors behind changes in interest
coverage ratio

coverage ratio.15) Meanwhile, with the exception of the electrical & electronics sector,16)
corporate profitability started to fall in 2017,

The debt servicing ability of a corporation is

leading to a decline in the interest coverage

affected by a mixture of factors, including the

ratio, and ROA’s contribution as a negative

firm’s ability to create profit (profitability), its

factor expanded last year. In export industries

asset & liability structure (leverage) and its

such as the automobile, mechanical equip-

financing expenses (borrowing cost). Con-

ment, petrochemical and shipbuilding sectors,

sidering this, we have analyzed the interest

pronounced negative effects appeared in 2018

coverage ratio by breaking it down into three

due to dropping profitability.

factors13): profitability (operating income / total
Leverage contributed to the heightening of the

erage borrowing costs (interest expense / total

interest coverage ratio as it continued to de-

debt). Profitability (ROA) acts as a positive

cline thanks to the improvements in corporate

factor which increases the interest coverage

financial structures. The trend continued even

ratio, while leverage and average borrowing

in 2018 but leverage’s contribution fell. This

costs act as negative factors which decrease

is attributable to the facts that leverage had

the interest coverage ratio. Below, we examine

already reached a low point, especially in the

changes in the interest coverage ratio from the

automobile, steel, mechanical equipment and

perspective of the three factors and calculate

electrical & electronics sectors, and that there

each factor’s contribution.

was less room for additional reductions in

14)

leverage for most sectors due to falling profitFirst, profitability (ROA) contributed to a sig-

ability.17)

nificant rise in the interest coverage ratio as it
continually improved between 2015 and 2017.

Average borrowing costs contributed to the

However, eroded profitability since the start

rise in the interest coverage ratio as costs

of 2018 has started to push down the interest

dwindled due to a drop in market interest

13) The US Fed’s IFDP Working Paper (July 2018) and the BOJ’s financial stability report (October 2018) and Working
Paper (2019-J-3, March 2019) decomposed the interest coverage ratio in the same way we do to analyze corporate
debt servicing capacities.
14) We broke down the interest coverage ratio (operating income / interest expenses) into profitability (operating income / total assets), leverage (total debt / total assets) and average borrowing costs (interest expenses / total debt)
and calculated each factor’s contribution to changes (from a year earlier) of the ratio.

… (Decomposition formula of interest coverage ratio)
15) T
 he share of firms whose contribution of profitability to the interest coverage ratio was negative (-) increased (50.9%
in 2016 → 56.0% in 2018). The proportion of firms whose contribution of profitability was negative (-) among those
whose ratio dropped in 2018 stood at 88.5%.
16) The share of electrical & electronic companies in the operating income of the total firms subject to external audit
expanded (29.4% in 2017 → 37.5% in 2018), greatly affecting the interest coverage ratio.
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asset), leverage (total debt / total asset) and av-

rates and narrowing credit spreads. Last year,

ity enhancement to date. Meanwhile, declines

however, average corporate borrowing costs

in average borrowing costs and in leverage

went up in most industries, driven by a rise in

made relatively large contributions to the rise

lending rates, thereby having negative effects

in the interest coverage ratio for SMEs as their

on the interest coverage ratio.

profitability improvement remained low. As
profitability contracted and average borrowing

Meanwhile, looking at the accumulative con-

costs increased in 2018, however, the interest

tributions by factor over the three years after

coverage ratios for both large enterprises and

2015, the contribution of profitability was the

SMEs declined.

18)

highest, followed by those of average borrowing costs and leverage.
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Figure Ⅱ-8. C
 ontributions to changes in interest
coverage ratios, by company size
<Large enterprises>

Figure Ⅱ-7. C
 ontributions to changes in interest
coverage ratios1)

Profitability (ROA)

<Excluding electrical &
electronics>

<Total>

Leverage

Leverage

Average borrowing costs
Changes in interest coverage ratios
(times)

Profitability (ROA)

<SMEs>

(times)

(times)

3

3

3

2

2

2

1

1

1

0

0

0

-1

-1

(times)
3

Average borrowing costs
Changes in interest coverage ratios
(times)

(times)

(times)

(times)

1.5

1.5

1.5

1.5

1.0

1.0

1.0

1.0
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-1
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-1

Sources: Bank of Korea, KIS-Value.
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Note: 1) C ontributions of profitability (operating income / total asset),
leverage (total debt / total asset) and average borrowing costs
(interest expense / total debt) to changes in interest coverage
ratios compared to previous year (the same hereafter).
Sources: Bank of Korea, KIS-Value.

By company size, large enterprises’ interest
coverage ratio surged thanks to the profitabil17) Industries such as the steel, petrochemical and mechanical equipment sectors witnessed rises, albeit modest, in
their leverage in 2018.
18) When the interest coverage ratio increased (3.0) between 2015 and 2017, contributions of profitability, leverage and
average borrowing costs were 2.0, 0.3, and 0.7, respectively (accumulative basis). When the ratio declined (-0.5) in
2018, the contributions of these factors were -0.4, 0.1, and -0.2, respectively.

4. Effects of Changes in
Business Conditions Going
Forward

decline by 3% on average21) based on corporate
performances in 2018. To be specific, given
that changes in external conditions such as the
escalation of the US-China trade dispute could
have negative effects particularly on corpora-

A. Changes in business conditions

tions in export industries,22) the shocks are differentiated: sales of corporations in the major

The escalation of the US-China trade tensions,

export industries decrease by 6% and sales of

deceleration in global growth rate and oth-

companies in other sectors fall by 1%.23)

er changes in corporate business conditions
Based on the scenario above, we estimated the

performance. The rate of growth in corporate

effects that a fall in sales has on the interest

sales substantially declined in 2018 compared

coverage ratio through changes in operating

to the previous year, and this trend appears to

income.24)25) We also examined how the pro-

be intensifying this year.19)

portion of firms with low debt servicing capacity under such sales shocks changes and to

Such changes in performances negatively af-

what extent the proportion of credit to these

fect profitability, leverage and average borrow-

firms changes.

ing costs, and thus put downward pressures
on the interest coverage ratio. Sluggish sales
could lead to a decline in operating income.

B. Impacts on corporate debt
repayment capacity

In this case, a corporation could borrow more
and increase its leverage, and its borrowing

The analysis results show that as corporate

costs could increase as the spread widens in

operating income declined under the sales

line with a rise in credit risks.

shocks, firms’ interest coverage ratios also
fell as a whole. In particular, the proportion

I n th is paper, we have presu med sa les

of firms with an interest coverage ratio below

shocks

1, signifying low debt servicing capacity, in-

20)

that could be triggered by such

changes in business conditions, and analyzed

creased by a large extent.

the effects they could have on corporate debt

Under the sales shocks, the corporate interest

repayment capacity.

coverage ratio fell to 5.1 from 5.9 in 2018. 26)
However, this ratio is still high compared to

To this end, the assumption for sales shocks

the period between 2013 and 2015 (3.2 to 4.0),

we set is that all corporations’ sales figures

when business conditions were very sluggish

19) Based on listed companies (684 firms), sales fell by 2.6% during the first quarter of 2019, compared to the same
period of the previous year (source: KRX).
20) Corporate sales have been stagnant recently, but the markets expect them to gradually recover after the second
half of this year and expect the rate of growth in annual sales to maintain a modest positive level (May 2019, based
on 356 listed companies, source: DataGuide). However, the paper assumes continued stress conditions of lagging
sales through the end of this year.
21) The rate of sales growth (-2.6%) of listed firms during the first quarter of 2019 and the lowest sales growth rate (-2.4%
in 2015) of the firms subject to external audit since the global financial crisis were taken into consideration.
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are negatively affecting corporate operating

following the global financial crisis. By com-

The proportion of firms with an interest cov-

pany size, the interest coverage ratio fell from

erage ratio below 1 expanded from 32.1% to

7.5 to 6.6 for large enterprises and from 2.5 to

37.5% in 2018 under the sales shocks. Along

2.2 for SMEs.

with this, the share of those recording a ratio

27)

below 1 for two consecutive years also inFigure Ⅱ-9. Interest coverage ratios under sales
shock scenario1)

ing a ratio below 1 for two consecutive years
edged up from 20.4% to 21.9% and the share

<By company size>

<Total>

creased. In 2018, the share of firms maintain-

of those recording a ratio below 1 for three
After sales shock
(times)

(times)

(times)

consecutive years increased from 14.1% to

(times)

10

10

10

10

8

8

8

8
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6

6

6

4

4

4

Large enterprises

6

14.9%.28)
Figure Ⅱ-10. Proportions of firms with interest
coverage ratios below 1 under
sales shock scenario1)
After sales shock
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Note: 1) A ssuming -3% of sales growth compared to 2018 (-6% for
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major export industries and -1% for others).
Sources: Bank of Korea, KIS-Value.
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Note: 1) Assuming -3% sales growth compared to 2018 (-6% for major export industries and -1% for others).
Sources: Bank of Korea, KIS-Value.

22) In this paper, we referred to the top 13 export products (91.0% of the total amount of goods exports in 2018) and
categorized electrical & electronics, automobiles, shipbuilding, steel, petrochemicals and mechanical equipment as
major export industries.
23) The rates of sales growth in 2015, which recorded the lowest figures since the global financial crisis, were -5.8%
for companies from major export industries and 0.1% for other industry firms.
24) By applying the rate of each respective industry’s fixed expenses (average between 2015 and 2017, based on Financial Statement Analysis), we calculated the operating income when the sales declined and estimated the interest coverage ratio based on this.
25) In this analysis, we focused on analyzing the effects of changes in operating income on corporate debt repayment
capacities when corporate performance worsens. Given that changes in leverage and average borrowing costs
need additional assumptions, we did not reflect such changes for the sake of simplicity of the analysis.
26) Apart from the electrical & electronics industries, the interest coverage ratio declined from 3.9 to 3.5 in 2018 when
a sales shock took place.

By industry, the proportion of firms with a ra-

The share of credit to firms with a ratio be-

tio below 1 surged in export industries includ-

low 1 expanded from 32.1% to 38.6% in 2018,

ing steel (29.2% → 49.4%) and automobiles

staying below the level (40.4%) of 2014. Mean-

(37.8% → 52.8%). In other sectors, the propor-

while, the proportion of credit to those with a

tion increased relatively greatly in wholesale

ratio remaining below 1 for two or more con-

& retail trade (21.9% → 27.0%) and transpor-

secutive years increased only slightly.

tation (33.9% → 38.3%).
Figure Ⅱ-11. Proportions1) of firms with interest
coverage ratios below 1 under sales
shock scenario,2) by industry
2018

Figure Ⅱ-12. Proportions1) of credit to firms with
interest coverage ratios below 1
under sales shock scenario2)
After sales shock
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After sales shock
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Mechanical equipment
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Shipbuilding

0
Electrical & electronics
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Notes: 1) Proportions of firms with interest coverage ratios below 1 in
individual industries.

Notes: 1) Proportions of credit to firms with interest coverage ratios
below 1 among total credit to all companies subject to external audits.
2) A ssuming -3% sales growth compared to 2018 (-6% for
major export industries and -1% for others).
Sources: B ank of Korea, KIS-Value, Korea Credit Information Services.

5. Implications

2) A ssuming -3% sales growth compared to 2018 (-6% for
major export industries and -1% for others).
Sources: B ank of Korea, KIS-Value, Korea Credit Information Services.

Corporate business conditions have become
difficult in line with recent developments at
home and abroad, negatively impacting corporate debt repayment capacities. In partic-

27) By industry, while the interest coverage ratio fell sharply in major export sectors such as electrical & electronics (34.3
→ 29.8), petrochemicals (11.6 → 9.6), automobiles (3.2 → 1.8), and shipbuilding (0.0 → -0.6), the ratio declined modestly in the wholesale & retail trade (5.0 → 4.4) and accommodation & food services (1.2 → 1.0) sectors.
28) The share of firms with an interest coverage ratio below 1 for two or more consecutive years did not grow relatively
greatly. This is attributable primarily to the fact that we set the period of sales shock at 1 year. If the given shocks
are prolonged, the number of companies entering the category of firms with a ratio below 1 is expected to increase, and the number of firms that cannot exit the category and remain there for two or more consecutive years
will go up.
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ular, the proportion of firms with an interest

Uncertainties about future business conditions

coverage ratio below 1, implying that they

are high for major exporting corporations.

have relatively weak debt repayment capaci-

Therefore, it is necessary to thoroughly mon-

ties, has been on a steady rise. Amid this, the

itor changes in corporate business conditions

share of firms maintaining a ratio below 1 for

and frequently incorporate the monitoring

a prolonged period of time increased last year.

findings into credit risk assessments.

Under these circumstances, as corporate debt

Through this process, credit risks of corpo-

repayment capacities weaken on the whole

rations with low debt repayment capacities

owing to the escalation of the US-China trade

need to be curtailed by strengthening their

conflict and slowdown in global growth, the

credit management. However, we need to

proportion of firms with weak debt repayment

distinguish those whose repayment abilities

capacities could expand further. The analysis

are hard to improve structurally31) from those

of a scenario assuming the largest sales shocks

whose abilities to pay back are weakened tem-

since the global financial crisis shows that the

porarily,32) and the relevant authorities should

proportion of firms with an interest coverage

toughen the former’s risk management and

ratio below 1 surged to 37.5%. Given the de-

continue to support credit supply for the latter

linquency rate level,

the effects on the finan-

so that they can continue operating. Along

cial sector are likely to be limited for now, but

with this, loss absorption capacities need to be

they could expand if business sluggishness

enhanced through a greater expansion in loan

lasts, depending on future global economic

loss provisions and continued recapitalization.

29)

conditions and changes in trade conditions.
In this sense, financial institutions need to
manage corporate credit risks preemptively.
First, it is necessary to enhance the accuracy
of corporate credit risk assessments by evaluating debt repayment capacities30) in overall
consideration of economic conditions and
prospects of industrial business conditions.

29) As of the end of March 2019, the delinquency rate on corporate loans reached 0.61% (based on deposit-taking
banks), hovering below the levels seen between 2013 and 2015 (0.92% on average) when business conditions were
sluggish. When there are shocks to sales, the share of credit (38.6%) to the firms with an interest coverage ratio
below 1 is estimated to stay below the 2014 level (40.4%).
30) Financial institutions need to thoroughly assess corporate debt repayment capacities, taking into overall consideration not only their current business conditions and financial statuses, but also the business conditions, competitive environment and operating cash flow prospects of the industries that the companies belong to.
31) Refers to highly leveraged firms with low levels of profitability.
32) Among the firms with an interest coverage ratio below 1, those with relatively favorable profitability and low leverage
have higher chances of their ratio increasing to 1 and above depending on developments in business conditions.
Among those with a ratio below 1, the proportion of firms whose debt repayment capacities improved to a ratio of
1 and above in line with profitability improvement and reduction in leverage stood at 61.1% (average of 2016-2018).

Ⅲ. Guaranteed Household
Loan Market and
Potential Risks

cordingly, there has been a consistent need to
monitor the guaranteed household loan market and its risks. In particular, in order for the
guaranteed loan market to function smoothly,
CGIs’ financial soundness should be secured.

1. Background

Therefore we need to closely examine not only

2. Current Status of Guaranteed

the general trend of guaranteed household

Household Loans
3. Financial Soundness of Credit
Guarantee Institutions

loans but also the business conditions of CGIs.
This paper will examine the current status of
guaranteed household loans and the financial
soundness of CGIs.

1. Background

2. C
 urrent Status of Guaranteed
Household Loans

The guaranteed loan market is a market in
which financial institutions lend based on a

A. Loan volume

letter of guarantee issued by one of the Credit
Guarantee Institutions (“CGIs” hereafter)

T he outstanding amount of g uaranteed

as collateral. Unlike collateralized loans and

household loans reached 166.3 trillion won

unsecured loans, not only financial insti-

at the end of March 2019, up by 122.1 trillion

tutions but also CGIs act as loan providers.

won compared to the end of 2013 (44.2 trillion

Financial institutions extend loans, but trans-

won). The extent of increase in guaranteed

fer the credit risks of these loans to CGIs. In

household loans accounted for 34.7% of the

exchange for receiving guarantee fees, CGIs

increase in all household loans (+352.1 trillion

provide guarantees on loans to borrowers, and

won). A look at the loans by financial sector

if loans go bad, they implement subrogation

(end-March 2019) shows that domestic banks

for financial institutions.

extended 153.8 trillion won in guaranteed

1)

household loans, accounting for 92.5% of the
In the domestic household loan market, guar-

total, and the share of other institutions is

anteed loans have increased rapidly since 2014,

small.3)

which has dramatically pushed up their share
in total household loans (6.0% at the end of
2013 → 15.3% at the end of March 2019).2) Ac-

1) By collateral, loans are divided into guaranteed, collateralized and unsecured loans.
2) In the corporate loan market, the proportion of guaranteed loans has maintained a steady level (10.3% at the end of
2013 → 10.6% at the end of 2018, based on domestic banks).
3) The following part of this paper will mainly discuss the guaranteed loans of five domestic banks (Kookmin, Shinhan,
Woori, KEB Hana, and Nonghyup Bank). They account for 82.8% of the guaranteed household loans of domestic
banks (as of the end of March 2019).
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4. Implications

As of the end of March 2019, the guaranteed

Figure Ⅲ-1. Household loans, by collateral

household loans of five domestic banks to-

<Balance,1) by financial
sector>

<Balance>

compared to the end of 2013. Looking at the

Guaranteed loans (LHS)

Banks

increase by usage,4) real estate-related lending

Collateralized loans (LHS)

Non-banks

makes up a very high share (+85.2 trillion

Unsecured loans (LHS)

won, 85.4%), comprising loans for leasehold

P
 roportion of guaranteed
loans (RHS)
(trillion won)
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taled 127.3 trillion won, up by 99.8 trillion won

(%)

(trillion won)

deposit funds (+53.9 trillion won, 53.9%)
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and housing purchases (+31.3 trillion won,
31.4%). 5) By CGI, Korea Housing & Urban
Guarantee Corporation (+47.4 trillion won),
Housing Finance Credit Guarantee Fund
(+27.0 trillion won),6) and Seoul Guarantee
Insurance (+24.9 trillion won) extend most of

0
Guaranteed Collateralized Unsecured

Note: 1) End-March 2019 basis.
Sources: Financial institutions’ business reports.

the guaranteed household loans. These three
institutions7) handle guarantees on loans for
intermediate payments and leasehold deposit
funds.
This is attributable mainly to dramatic increases in demand for real estate-related guarantees, stemming for example from the revitalized new housing sales market8) and hikes in

4) By usage, guaranteed household loans are divided into leasehold deposit fund loans, housing purchase loans, and
other loans. Loans for intermediate payments and relocation are categorized as housing purchase loans, and auto
loans and living expense loans are included in the other loan category.
5) Aside from this, other loans such as auto loans (+5.1 trillion won) increased by 14.6 trillion won.
6) T he accounting of the Korea Housing Finance Corporation for securitization business, and of Housing Finance
Credit Guarantee Fund shall be managed separately (Korea Housing Finance Corporation Act, Article 49).
7) The following is an overview of these institutions:
Overview of major credit guarantee institutions for household loans
(end-2018, trillion won)

Guarantee balance

Korea Housing & Urban Guarantee Corporation

Housing Finance Credit Guarantee Fund

Seoul Guarantee Insurance
310.5

382.9

77.5

Total assets

7.2

7.8

8.0

Equity

5.5

7.3

4.2

Guarantees for housing completion
Guarantees for housing purchase

Credit guarantees related to real estate for
ordinary people, and small and
medium-size construction firms

Comprehensive guarantee insurance

Loans for housing purchase
Leasehold deposit fund loans

Loans for housing purchase
Leasehold deposit fund loans

Leasehold deposit fund loans
Other loans

Main business
Household loans being
guaranteed

Sources: Data obtained from individual credit guarantee institutions.

8) Quantities of nationwide new apartment sales increased from an annual average of 242,000 units between 2009
and 2013 to an annual average of 386,000 units between 2014 and 2018.

leasehold deposit prices. In particular, it seems

B. Loan interest rates

that demand for leasehold deposit fund loans
has been on a continuous rise, due to relaxed

The low interest rates on guaranteed house-

requirements for guarantees and a high guar-

hold loans have driven the increase in lending.

antee ceiling (80% of lease deposit).

From 2014 to March 2019, the lending rate of

9)

10)

guaranteed household loans (including guarFigure Ⅲ-2. Guaranteed household loan balance

antee fees, based on weighted average interest
rates on newly extended loans) was 3.33%,

<By credit guarantee
institution>

higher than that of collateralized loans (3.20%)

Housing purchase

Korea Housing Finance

(3.63%). In particular, the rate on leasehold

Leasehold deposit

Corporation

Others

Korea Housing & Urban

deposit fund loans has been below the rate on

<By usage>

and lower than that of unsecured loans

collateralized loans since 2017.

Guarantee Corporation
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Seoul Guarantee Insurance
Others
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Figure Ⅲ-3. Household loan interest rate1)
<Household loans,
by collateral>
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Sources: Five domestic banks.

It appears that banks had greater incentives

<Guaranteed loans,
by usage>

(%)
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4
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3

3

3
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2
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2

1
18 Mar.19

1

to extend guaranteed household loans on the
supply side as well, because banks can transfer credit risks of loans to CGIs, and the lower
risk weights applied to guaranteed household
loans can contribute to improving banks’ cap-

1
14

15

16

17

14

15

16

17

1
18 Mar.19

Note: 1) Weighted average based on newly extended loans. Interest
rate of guaranteed loans includes guarantee fees.
Sources: Five domestic banks.

ital adequacy ratios.11)

9) Limits on guarantee requirements such as the number of houses held and income levels went into effect from October 15, 2018.
10) In the first quarter of 2019, the rate of increase in housing purchase loans recorded a negative figure (-2.5%, yearon-year) while that of leasehold deposit fund loans remained at a high level (36.9%).
11) For guaranteed loans, risk weights are calculated based on the credit ratings of CGIs, not borrowers. Therefore,
declines in risk weights have the effect of reducing the amount of risk-weighted assets.
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(trillion won)
140

As with collateralized loans, the interest rates
on guaranteed household loans by borrower

C. B orrower characteristics and loan
soundness

credit rating (including guarantee fees, based
on weighted average interest rates on newly

A look at the borrower composition of guar-

extended loans in 2018) maintained almost

anteed household loans (balance basis, end-

the same levels regardless of borrower credit

2018) shows that high-credit borrowers

rating (rate differential between grade 1 and

(grades 1-3) account for a large part (77.9%),

7 (%p): guaranteed loans 0.45, collateralized

which is similar to other household loans.

loans 0.13, unsecured loans 3.24).

In the

However the proportion of high-credit bor-

case of other loans (such as auto loans) among

rowers in other loans (68.3%), such as auto

guaranteed household loans, there is a rel-

loans, is relatively lower than in housing

atively clear rate differential based on credit

purchase loans (81.2%) and leasehold deposit

rating. However, the rate applied to middle-

fund loans (78.5%).

12)
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and low-credit borrowers (4.30%, grade 4 and
below) is far lower than that on unsecured
loans (4.89%).

Figure Ⅲ-5. Proportions of household loans,1)
by credit rating
<Household loans,
by collateral>

Figure Ⅲ-4. Household loan interest rate,1)
by credit rating
<Household loans,
by collateral>

<Guaranteed loans,
by usage>
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Note: 1) End-2018 basis.

Note: 1) N ewly extended loans during 2018 basis. Interest rate of
guaranteed loans includes guarantee fees.
Sources: Five domestic banks.

Sources: Five domestic banks.

The soundness of guaranteed household loans
is at a favorable level. The delinquency rate of
guaranteed household loans as of the end of
March 2019 is 0.19%, lower than that of total

12) For housing purchase loans, including loans for intermediate payments, interest rates and guarantee fees are not
differentiated based on individual credit ratings. In addition, for some leasehold deposit fund loans, there is a slight
differentiation based on individual credit ratings by product. In the meantime, the guaranteed loan rate is slightly
higher for low-credit customers. This is because customers with low-credit ratings are unlikely to enjoy prime rate
benefits, and they also have a large share of auto loans with relatively higher interest rates.

household loans (0.27%). The subrogation rate

in 2018), but their delinquency rate is very

(amount subrogated during the period / loan

high (2.37% at end-2018, unsecured loans

balance at end-period) is 0.18% in the first

1.58%).

quarter of 2019 (annualized quarterly performance), below the average between 2014 and
2018 (0.41%).

13)

However, the delinquency rate

Figure Ⅲ-7. Household loan delinquency rates,1)
by credit rating

and the subrogation rate have shown modest
increases since 2017 and 2018, respectively.

Figure Ⅲ-6. Household loan delinquency rates1)
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<Auto loans and
unsecured loans>
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Note: 1) Based on delinquencies of one month or longer.
Sources: Five domestic banks.

The delinquency rates of guaranteed household loans (at end-2018) were similar to those
of collateralized loans in all credit ratings,
and below those of unsecured loans. For auto
loans among other loans, the interest rate
applied to middle- and low-credit rating borrowers (4.37%) is significantly lower than that
of unsecured loans (4.89%, based on weighted
average interest rates on newly extended loans

13) The delinquency rates of housing purchase loans and leasehold deposit fund loans maintain low levels at 0.11%
and 0.13%, respectively, and the subrogation rates at 0.01% and 0.17%, respectively, while the delinquency rate
and the subrogation rate of other loans are relatively high at 0.55% and 0.67%, respectively.
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Collateralized

(%)

3. F
 inancial Soundness of Credit
Guarantee Institutions

the subrogation rate increased, led by other
loans like auto loans, and the gap between the
guarantee fee rate and the subrogation rate
approached zero in 2018.

In the following section, we review the financial soundness of CGIs, which play an
important role in the guaranteed household

Figure Ⅲ-8. Guarantee fee rate and subrogation
rate of credit guarantee institutions

loan market. If CGIs are not financially sound,
market are inevitable. Delays in subrogation

Guarantee fee rate

can threaten banks’ business soundness or
hinder the smooth provision of guarantees.

14)

132

Guarantee fee rate

- Subrogation rate

- Subrogation rate

Guarantee fee rate

Guarantee fee rate

Subrogation rate

In consideration of these aspects, we looked at
the financial soundness of three major CGIs

<Household loan
guarantees>

<All guarantees>

negative impacts on the guaranteed loan

(outstanding balance basis)
Subrogation rate
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in terms of their profitability and loss absorption capacities, and conducted stress tests on
the amount of institutions’ capital shortfalls in
cases of shocks.

A. Profitability

0

0

0

0

A look at the difference between the guarantee fee rate (balance basis) and the subrogation rate,15) which are the two main factors determining the profitability of CGIs, shows that

-0.2

-0.2 -0.2
14

15

16

17
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-0.2
14

15
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17

18

Sources: D ata obtained from individual credit guarantee institutions
and five domestic banks.

the guarantee fee rate maintained a steady
level while the subrogation rate16) continued
to decline, meaning that CGIs enjoy favorable
conditions for generating profits. However,
if limited to household loan guarantees,17)

14) In the case of Korea Housing & Urban Guarantee Corporation and Housing Finance Credit Guarantee Fund, the
guarantee multiplier (guarantee balance / equity, regulatory standard: 50 times or less and 30 times or less, respectively) is subject to regulation. As for Seoul Guarantee Insurance, the risk-based capital ratio (available capital
/ required capital, 100% or more) is subject to regulation. If these institutions do not meet the regulatory standard,
they are required to recapitalize or reduce their guarantee balances.
15) The main activities of CGIs are to provide guarantees based on guarantee fees, and subrogate in the event of defaults on guaranteed loans. Therefore, the difference between the guarantee revenue and the subrogation amount
is a key factor in determining the profitability of CGIs.
16) In order to calculate Seoul Guarantee Insurance’s subrogation rate, we used the amount of insurance payments
instead of the subrogation amount.
17) The guarantee balance of the three CGIs on household loans is estimated to be around 20% of total guarantee balances (end of 2018).

B. Loss absorption capacities18)

Figure Ⅲ-9. Loss absorption capacity indicators1)
of credit guarantee institutions

The amount of equity19) increased dramatical-
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ly from 11.8 trillion won at the end of 2013 to
16.4 trillion won in 2018. This is attributable
to continuous increases in guarantee revenues
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Note: 1) Average of three credit guarantee institutions.
Sources: Data obtained from individual credit guarantee institutions.

of guaranteed liabilities (average of three
institutions)21) declined from 4.9% to 4.1%,
as equity increased at a slower pace than the

C. Stress test

outstanding amount of guaranteed liabilities
did.

In the following section, we estimated the
CGIs’ capital shortfalls (2019-2021)22) following
changes in the subrogation rate (the amount
of subrogation payments during period / the
outstanding amount of guaranteed liabilities
at the end of previous period 23)), in consid-

18) Loss absorption capacities of CGIs are decided by how much capital CGIs secure relative to the loss (subrogation
amount). However, as CGIs redeem some subrogated receivables by exercising the right to indemnity, the actual
losses of CGIs can be smaller than the subrogation amount.
19) In the following, the equity of the Housing Finance Credit Guarantee Fund means basic assets (voluntary reserves
excluded from net assets, used as a criteria to set guarantee ceiling of the whole fund).
20) This figure has declined somewhat since 2017 as the amount of subrogation payments increased, led by guarantees of leasehold deposit returns.
21) As Korea Housing & Urban Guarantee Corporation uses unsecured guarantee balance instead of guarantee balance to set the guarantee multiplier, this analysis uses unsecured guarantee balance to calculate the amount of
equity relative to guarantee balance.
22) If the guarantee multiplier of each CGI (guarantee balance / equity, the risk-based capital ratio in the case of Seoul
Guarantee Insurance) does not meet the regulatory criteria, the CGI concerned is assumed to have a capital shortfall.
23) As the financial soundness of CGI is affected not only by the subrogation rate of guaranteed household loans but
also by the subrogation rate of all guarantees, this stress test sets the subrogation rate on all guarantee balances
as a criterion. In addition, considering that there is a time leg between guarantee provision and subrogation, the
subrogation rate is defined differently from the previous cases (the amount of subrogation payments during period
/ the outstanding amount of guaranteed liabilities at the end of period)

Analysis of Financial Stability Issues Ⅲ. Guaranteed Household Loan Market and Potential Risks

to 32.0 times. 20) However, the ratio of the
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eration of dramatic increases in guaranteed

4. Implications

household loans and rising delinquency rates.
By using the average subrogation rate of each

134

CGI between 2007 and 2018 and the standard

The expansion of guaranteed household loans

deviation, we set three scenarios for the sub-

contributes to the residential security of or-

rogation rate value between 2019 and 2021: ①

dinary people, through smooth provisions

baseline, ② adverse and ③ severely adverse.24)

of loans for housing purchase and leasehold

We then looked at the changes in equity

deposit funds. The soundness of guaranteed

amount by scenario, considering recent trends

household loans is also generally favorable,

in other factors such as guarantee fee reve-

and the business soundness of CGIs has im-

nues, contributions by financial institutions,

proved compared to the past. Thus, it is judged

amount of recovered claims, revenue from

that the guaranteed household loan market

asset management, and general expenses. We

has limited risks from the financial stability

found that capital shortfalls did not occur in

perspective.

scenario ①, while capital shortfalls did arise
in scenarios ② and ③. The amount of the

However, we need to be mindful that the rap-

capital shortfall in scenario ③ amounted to 3.7

id increase in guaranteed household loans has

trillion won. In other words, if shocks are not

acted as a factor behind the buildup of house-

large, CGIs may be able to endure them, but

hold debt 26) amid relaxed lending and guar-

if shocks are large,

antee requirements and low lending rates.

25)

CGIs could suffer from

capital shortfalls.

We need to pay special attention to the fact
that the concentration of credit on guaranteed
household loans restricts the fund supply to

Table Ⅲ-1. Estimated amount of credit
guarantee institutions’ capital
shortfalls, by subrogation rate

other productive sectors, which could undermine the effective allocation of credit resourc(trillion won)

Scenario

2019

2020

2021

① Baseline

-

-

-

② Adverse

-

0.6

0.8

0.6

1.5

1.5

③ Severly adverse

es. In this regard, it is necessary to limit the
use of guaranteed household loans to their
original purpose, which is to support ordinary
borrowers with real demand.27)

24) In scenario ①, the subrogation rate is the average subrogation rate between 2007 and 2018. In scenario ②, it
means the average + 1 × standard deviation, and in scenario ③ the average + 2 × standard deviation. The average
subrogation rate of the three CGIs is 0.63% in scenario ①, 1.11% in scenario ②, and 1.60% in scenario ③.
25) T he subrogation rate (1.60%) in scenario ③ is slightly lower than the average of the maximum subrogation rate
(1.95%) of each CGI between 2007 and 2018.
26) A mid slowing growth in household debt, guaranteed loans have led the credit supply to the household sector.
Among the increase in household loans extended by domestic banks, the proportion of guaranteed loans has
maintained a high share (45.7% in 2017, 52.8% in 2018, 46.2% in the first quarter of 2019).
27) The government has been taking measures to limit the provision of guarantees. The Comprehensive Measures for
Household Debt Management (October 24, 2017) lowered the guarantee ceiling and ratio on loans for intermediate
payments. The Housing Market Stabilization Measures (September 13, 2018) strengthened the public guarantee
requirements for leasehold deposit fund loans (prohibiting public guarantees for people who own two or more
houses).

Attention needs to be paid to the fact that

but there are some cases where loan defaults

guaranteed loans can be vulnerable to a sud-

have increased because of excessive incentives

den change in the housing market, as their

for borrowing.32) Therefore, it is judged neces-

growth has centered around real estate-relat-

sary to strengthen preemptive examinations

ed loans. In particular, it seems necessary to

to prevent similar cases from happening.33)

review the risk management system, including the guarantee ceiling,28) interest rate and
guarantee fee rates,29) as credit risks related to
leasehold deposit fund loans can increase in
line with the recent declines in leasehold deposit prices.30) CGIs also need to continuously
build up their loss absorption capacities in
preparation against exceptional shocks occurring in the housing market.

ties (MBSs)31) that triggered the global financial crisis, the excessive extension of guaranteed loans could not only undermine the risk
management capabilities of banks, but also
lower individuals’ incentives to manage their
credit. All of this would negatively affect the
maintenance of financial system stability and
financial consumer protection. In the case of
domestic guaranteed household loans, the
proportion of non-prime borrowers is not high

28) For leasehold deposit fund loans, 80% of the leasehold deposit is guaranteed, but apartments in some regions
saw their leasehold deposit prices plunge by more than 20% (From January 2018 to March 2019, Geoje -26.9%,
Ulsan Bukgu -20.2%, Korea Appraisal Board).
29) C
 urrently, interest rates and guarantee fee rates are not differentiated by individual credit rating in leasehold deposit
fund loans, but if there are more borrowers having difficulties in getting back their deposits because of plunges
in leasehold deposit prices, borrowers’ credit ratings may have more impacts on the soundness of the loan concerned.
30) By using the stress test, we estimated the amount of CGIs’ lack of capital (2019-2021) following changes in the
subrogation rate (assuming that subrogation rate of other guarantees maintained the average level between 2007
and 2018) of leasehold deposit-related guarantees (guarantees on leasehold deposit fund loans and leasehold deposit returns). If the subrogation rate maintains the 2018 level, CGIs could suffer from capital shortfalls in 2021.
31) In the case of the US, the failure of MBSs, issued by securitization of sub-prime mortgage loans with payments
guaranteed, was a major contributing factor in the financial crisis.
32) As mentioned earlier, auto loans have lower lending rates than unsecured loans for borrowers with middle- and
low-credit ratings, but recorded higher delinquency rates.
33) Banks have implemented measures to strengthen lending soundness by restricting the loan ceiling to a level not
higher than the annual income of borrowers, in preparation against increases in auto loan defaults (May 2019).
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As in the case of the mortgage-backed securi-
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