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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 macroprudential 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 the qualitative improvement of the Financial Stability Report. This report takes the potential
risks to financial stability highlighted until November 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
appropriately.
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Financial Stability
Overview

Executive Summary

was similar to that of last year. Growth in household credit has continued to slow, influenced by

The Korean financial system has remained

market and on household loans. In particular,

stable on the whole. However, household and

household loans by non-bank financial insti-

corporate financial soundness has deteriorated

tutions have declined slightly, and the pace of

somewhat, led by vulnerable sectors, in line with

growth in other loans including unsecured loans

the slowing of domestic and overseas economic

has fallen significantly. However, the soundness

growth and heightened volatility in the financial

of household debt has deteriorated somewhat

and foreign exchange markets, influenced by

as the debt-servicing burden of households

external developments such as the US-China

remains high and the loan delinquency rate has

trade dispute. The Financial Stability Index (FSI),

been on the rise, especially for loans from non-

showing overall financial system conditions,

bank financial institutions. Corporate credit has

has been below the warning stage (8.0), on the

seen its growth accelerate as corporate loans

back of financial market stability in line with the

have increased steadily and net issuance of cor-

expectations for progress in the US-China trade

porate bonds has expanded. Corporate financial

negotiations from September onward.

soundness has been undermined as growth
and profitability have declined, affected by a
deterioration of business conditions, and inter-

Financial Stability Index (FSI)1)2)

est payment capacities have weakened. If the
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domestic and global economic slowdowns are
prolonged, there is a possibility that corporate

Crisis stage
20

20
Warning stage
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credit risk could increase.
In the asset markets, the bond and stock markets have shown high volatility. Upward pressure
on housing market prices has strengthened
gradually. The volatility of long-term market interest rates has increased greatly as the rates

0
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p

hit a record low in mid-August but rebounded

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

rapidly afterward. The corporate bond credit

monthly real and financial sector indicators related to finan-

spread narrowed entering this year, but has wid-

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

ened considerably since June, influenced by the

method.

weakening attractiveness of corporate bond in-

2) Preliminary figures for October and November 2019.
Source: Bank of Korea.

terest rates. Stock prices have fluctuated greatly
depending on the developments in the US-China

A look at financial stability conditions by sector

trade dispute. Housing sales prices shifted to an

shows, first, that in the credit markets the private

increase in September centering on the Seoul

credit-to-nominal GDP ratio has continued its

Metropolitan area, and the extent of increase has

trend of growth, as the nominal GDP growth

since been expanding. Housing sales prices in

rate fell while the growth rate of private credit

other regions also have rebounded recently.
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the strengthening of regulations on the housing

3

4

With regard to financial institutions, the finan-

The Korean financial system is showing stability

cial soundness of commercial banks has been

overall, as detailed above, but it should be noted

favorable with accelerating asset growth and

that financial system stability could be under-

improved asset soundness. However, their prof-

mined, especially in vulnerable sectors, in line

itability has declined slightly due to a decrease

with any slowing of growth in the domestic and

of the net interest margin caused by falling inter-

overseas economies or growing uncertainties in

est rates. The financial soundness of non-bank

the global financial markets. In particular, close

financial institutions has generally been favorable

monitoring of some vulnerable households and

as well, but their profitability has declined slightly

corporations is needed as there are concerns

and asset soundness in some sectors has dete-

that their debt servicing capacities could be un-

riorated.

dermined. It is necessary to watch closely for the
possibility that intensified search-for-yield amid

Foreigners’ portfolio investment in domestic

low-for-long interest rates could lead to funds

markets generally recorded inflows between

flowing into real estate and high-risk assets and

January and July, but has generally flowed out

financial imbalances accumulating. The Bank

since August due to persistent uncertainties

of Korea, while remaining vigilant about diverse

about the US-China trade dispute and concerns

potential risks, intends to continuously examine

over economic slowdowns in major countries.

financial system stability.

Although the likelihood of any sudden outflows
of foreign investment is not large in view of Korea’s economic fundamentals, there is a possibility that capital flow volatility could expand if
global investor sentiment worsens due to changes in the domestic and external environments.
The financial system’s resilience, i.e. its capacity
to withstand domestic and external shocks, has
remained solid. Capital adequacy ratios at both
banks and non-bank financial institutions have
greatly exceeded the regulatory standards, and
banks’ liquidity conditions have also generally
improved. Under a stress scenario assuming
multiple shocks in the real and financial sectors—an economic slowdown and financial market instability both caused by an escalation of
the trade dispute—Korean financial institutions
were found to be capable of withstanding losses
from such shocks. With regard to the nation’s
external payment capacity, net external assets
and the official foreign reserves hit their highest
levels, and the short-term external debt ratio
was similar to the normal year average.

Financial Stability Situation

Household debt (household credit statistics
basis) rose by 3.9% year on year to 1,572.7

I. Credit Markets

2019. By type of financial institution, the rate
of growth in loans by banks has remained
within the 7% range, while that in loans by

1 The private credit-to-nominal GDP ratio,

NBFIs has turned to negative (-1.1% in the

an indicator of the level of private sector

third quarter of 2019). By loan type, home

leverage, has continued on an upward trend

mortgage loans and other loans have both

in 2019.

maintained relatively low growth rates since
the fourth quarter of 2018.

The private credit-to-nominal GDP ratio
stood at 194.5% (estimated) at the end of

Despite the slowdown in household debt

the third quarter of 2019, up 8.2%p from the

growth, households’ debt service burdens

same period of last year. This is attributable

have remained high amid sluggish income

to a fall in nominal GDP growth even though

conditions. The household debt-to-dispos-

the growth of private credit was similar to

able income ratio stood at 160.3% (estimat-

that of last year.

ed) at the end of the third quarter of 2019,
a year-on-year increase of 2.9%p from the
same period of last year (157.4%). The finan-

Private credit1)-to-nominal GDP2) ratio

cial liabilities-to-financial assets ratio (flow

Private credit / Nominal GDP (LHS)

of funds statistics basis) stood at 47.3%

Private credit growth rate (RHS)3)

(estimated) at the end of the third quarter of

Nominal GDP growth rate (RHS)3)
(%)

2019, up from 46.7% a year earlier.

(%)
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Although households’ credit risk remains
low, it should be noted that the delinquen-

100
00
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08

12

16

-4
Q3 19

Notes: 1) Estimated figures for Q3 2019.
2) Sum of seasonally adjusted nominal GDPs in quarter concerned and in immediately preceding three quarters.
3) Year-on-year basis.
Source: Bank of Korea.

2 The pace of increase in household credit
has continued to slow, particularly for loans
by non-bank financial institutions (NBFIs).

cy rate has recently been showing upward
movement, particularly at NBFIs, rising by
0.38%p from the end of last year.
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trillion won at the end of the third quarter of

5

6

Corporate financial soundness has worsened

Household credit1)
Balance (LHS)

somewhat. The overall corporate debt ratio (debt
Rate of increase (RHS)

/ equity) increased slightly to 77.6% at the end

2)

(trillion won)

of June 2019 compared to the end of last year

(%)

2,000

16

(75.3%). The interest coverage ratio (operating

1,500

12

income / interest expenses) declined drastical-

1,000

8

ly in the first half of 2019 (9.0 in 2018 → 4.4 in

4

2019, first half basis) due to reduced profitability.

0

The interest coverage ratios of both large en-
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Household debt-to-disposable income ratio (LHS)3)
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terprises (9.4 → 4.6) and SMEs (2.9 → 1.3) fell
to about half the figures of the same period last

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

Q3 19

Notes: 1) Household credit statistics basis.

year.
Amid the weakening of corporate financial
soundness and of interest payment capacities,
corporate credit ratings have worsened, and
thus attention must be paid to the possibility of
expansion of corporate credit risks.

2) Year-on-year basis.
3) Disposable incomes for each quarter of 2019 are estimated
using the average of the household disposable income-togross national income ratios for the immediately preceding

Corporate financial
soundness

Corporate credit

three years.
4) B ased on the flow of funds statistics; estimated figure for
Q3 2019.
Source: Bank of Korea.

Rate of corporate loan

Debt ratio (LHS)2)

increase (LHS)1)

Interest coverage ratio

Net corporate bond

(RHS)3)

issuance (RHS)
(%)

3 Corporate credit has continued to increase,

(trillion won)

(%)
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as loans to small and medium-sized enterprises
(SMEs) have grown steadily and the net issuance of corporate bonds has expanded. Cor-

9
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5

10

porate loans recorded a year-on-year increase
of 8.5% to reach 1,153.0 trillion won at the end

6
80

of the third quarter of 2019, driven mainly by
loans from NBFIs. By company size (based on
deposit-taking banks), loans to large enterprises
declined compared to the same period of last
year while loans to SMEs continued to increase,

0

3

0
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-10 60
09 11

13 15 17 Q1 18 Q1 19 Q3

0
09 11 13 15 17 18 H1 H1
							 18 19

Notes: 1) Based on deposit-taking banks and non-bank financial insti-

led by loans to small and medium-sized corpo-

tutions (mutual credit cooperatives, mutual savings banks,

rations. The net issuance of corporate bonds

insurance companies, and credit-specialized financial com-

increased from last year (6.3 trillion won in 2018
→ 13.8 trillion won in the first to third quarters of
2019) due to favorable issuing conditions.

panies); year-on-year basis.
2) Debt / Equity; end-period basis.
3) Operating income / Interest expenses.
Sources: Korea Securities Depository, KIS-Value, financial institutions'
business reports.

II. Asset Markets

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

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

in mid-August, on the US-China trade dispute

Corporate bonds (AA-) - Treasury bonds (RHS)
(bp)

(bp)

(bp)
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tic and overseas economies. However, they
rebounded rapidly afterward as external conditions improved. In this process, interest rate
volatility has expanded greatly.

Korean and US Treasury bond yields
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Source: Korea Financial Investment Association.
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2 Stock prices and stock price volatility have
fluctuated, influenced mainly by developments in
the US-China trade dispute in the second half of
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Stock price and stock price volatility indices
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Note: 1) Daily volatility calculated using exponential weighted moving
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Sources: Korea Financial Investment Association, Bloomberg.

Corporate bond credit spreads, which had narrowed entering this year, have widened somewhat since June due to the burden of low interest rate levels and to sluggish inflows of bondtype funds. Since October, they have fluctuated
within a relatively narrow range.

800
07 09 11 13 15 17 19

Jan.18 Jul

Jan.19

Jul

0
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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 declined to a record low
and concerns about a slowdown in the domes-

7

The price-earnings ratio (PER), showing the

low the average of normal years in the first half

level of a firm’s stock price relative to its profit,

of this year, but has increased somewhat in the

increased to 11.70 as of the end of November

second half.

and remained above its long-term average (9.26
since 2001). The price-to-book value ratio (PBR),
showing a firm’s stock price level relative to its

Rates of increase in housing sales prices1) and
housing sales transaction volumes2)

liquidation value, stood at 0.81, below the long-

Nationwide

term average (1.08). The PER and PBR of listed
sponding ratios in other major economies.

PER1) and PBR2)
PER (LHS)

PBR (RHS)
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stocks in Korea are still lower than the corre-
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Long-term PER (LHS)3) 9.26
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Notes: 1) For 2017 and earlier, annual average of monthly growth; for
2018 onward, month-on-month increase.
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8

Notes: 1) MSCI basis (12-month forward).
2) KOSPI basis.
3) L ong-term average in the January 2001-November 2019
period.
Sources: Bloomberg, Thomson Reuters.

3 Housing sales prices shifted to an increase
entering September, supported by a rebound
in the Seoul Metropolitan area, and the extent
of the increase has been expanding. In other
regions, housing sales prices shifted to a rise
in November, led by metropolitan cities. In the
meantime, leasehold deposit prices rose in
October, and monthly rental prices have shifted
from a decline to no change recently. The volume of housing sales transactions was far be-

2) For 2017 and earlier, monthly average.
Sources: Korea Appraisal Board, Ministry of Land, Infrastructure and
Transport.

III. Financial Institutions

2 The financial soundness of NBFIs has generally remained favorable, but their profitability

1 The financial soundness of commercial banks

exhibited a decline in asset quality. NBFIs’ as-

has continued to be satisfactory overall.

sets increased by 8.0% year on year to total
2,789 trillion won at the end of the third quarter

Commercial banks’ assets totaled 1,754 trillion

of 2019.

won at the end of the third quarter, up by 8.4%
year on year, the fastest growth since the third

Asset soundness has varied across NBFI sec-

quarter of 2015 (8.5%). Loans exhibited slightly

tors. Mutual credit cooperatives, in particular,

slower growth, while securities holdings in-

have seen their delinquency rates and substan-

creased significantly.

dard-or-below loan ratios rising, as the volume
of overdue loans has expanded in areas where

Commercial banks’ asset soundness has con-

major industries and real estate markets have

tinued to improve, with their substandard-or-be-

been in slumps.

low loan ratio standing at 0.49%, the lowest
since 2000.

The profitabilities of all NBFI sectors have
dropped during the first through third quarters

Commercial banks’ profitability has worsened

this year. The ROAs of insurance companies,

from the previous year, however, due mainly to

in particular, exhibited a larger year-on-year de-

the narrowing of the spread between lending

crease than those of any other sector, owing to

and deposit rates. During the first through third

increased insurance business losses.

quarters of this year, commercial banks’ return
on assets (ROA) was 0.68% (annualized), down
by 0.04%p from that (0.72%) in the same period

NBFI substandardor-below loan ratios1)

of last year.

NBFI returns on assets
(ROAs)2)

Insurance cos. (LHS)
Mutual credit cooperatives (LHS)
Securities cos. (LHS)

Commercial bank asset soundness and profitability

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

Return on assets

1)

Substandard-or-below loan ratio2)

(%)

(%)

(%)

5

35
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30

4

28

4

20

3

21

3

10
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2

0

1
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1

-10

0
17 Q1 18 Q3 19

0

Net interest margin1)
(%)

(%)

3.0

3.0

2.5

2.5

2.0

2.0

1.5
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1.0

1.0

0.5

0.5

0.0

0.0
Q1 19 Q3

0
07

12

07

12

-20
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Notes: 1) End-period basis, excluding securities companies.
Q1 07

Q1 10

Q1 13

Q1 16

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

2) Accumulated quarterly incomes annualized.
Sources: Financial institutions' business reports.
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has decreased overall and some sectors have

9

3 Financial institutions’ interconnectedness
10

IV. Capital Flows

through their funding and operations expanded, centering around the banking sector. The
amount of mutual transactions among financial

From January to November 2019, foreigners’

institutions reached 2,629 trillion won at the end

stock investment recorded a net inflow of 1.3

of the second quarter of 2019, up by 14.0% year

billion dollars and bond investment 9.1 billion

on year. The share of mutual transactions in the

dollars. After a trend of inflows in the first half of

total assets of the overall financial sector rose to

this year, funds for stock investment have flowed

32.9%, 1.5%p higher than the same period last

out since August, influenced by the continued

year.

uncertainty about the US-China trade dispute
and concerns about the economic slowdowns

Looking at the proportions across financial sec-

in major countries. Following substantial out-

tors, the share of mutual transactions within the

flows of bond investment in January this year,

banking sector grew by 0.2%p year on year to

centering around private investment, there was

stand at 4.6%, and that of mutual transactions

a period of overall net inflows followed by a shift

among NBFIs by 0.9%p year on year to stand at

back to outflows since October.

60.0%. Meanwhile, that of mutual transactions
between banks and NBFIs came to 35.4%,

Considering the country’s economic fundamen-

down by 1.1%p.

tals, the possibility of any sudden outflows of
foreign investment is assessed not to be high.

Analyzing mutual transactions among financial

It should be kept in mind, however, that capi-

institutions, it appears that the concentration risk

tal flow volatility could increase, depending on

maintained a similar level, while the contagion

developments surrounding the US-China trade

risk across financial sectors rose.

dispute, concerns about domestic and overseas
economic slowdowns, and geopolitical risks in

Amounts of mutual
transactions among
financial institutions1)

some countries.

Proportions of mutual
transactions across
sectors1)2)

Domestic residents’ overseas portfolio investment has continued to increase, based on for-

Total mutual transactions (LHS)

Within banking sector

Proportion in total assets (RHS)

Between banks and NBFIs
Among NBFIs

(trillion won)

(%)

(%)

2,800

50 100

2,100

40

1,400

due to its current account surplus for example.

(%)
100

80

80

60

60

40

40

20

20
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700

20

0

10
14 15 16 17 18 18 3) 19 3)

0

0
14 15 16 17 18 18 3) 19 3)

Notes: 1) End-period basis (flow of funds statistics).
2) Proportions in total amount of mutual transactions.
3) Based on end-Q2 for each year.
Source: Bank of Korea.

eign currency liquidity that has flowed into Korea
The scale of increase from January to October
2019, however, fell by 6.6 billion dollars compared to that of the same period last year (58.5
billion dollars) to stand at 51.9 billion dollars.

Changes in foreigners’
domestic portfolio
investment1)

Bonds
(100 million dollars)

600

600 900

400

400

200

(100 million dollars)
900

600

600

300

300

0

-200

-200
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I. Financial Institutions
1 Commercial banks’ resilience has remained
sound overall.

200

0

-400
08

Total
(100 million dollars)

Commercial banks’ total capital ratio under
0

0

-400 -300
17 Q1 18 Q4 19 3)
08

Basel III, indicative of banks’ loss absorption capacities, stood at 15.96% at the end of the third

12

-300
17 Q1 18 Q4 19 3)

Notes: 1) A “+” means net inflow, and a “-” net outflow.

quarter of 2019, down by 0.16%p from the same
period of last year, and their Common Equity

2) A “+” means net investment, and a “-” net withdrawal.

Tier 1 capital ratio also showed a year-on-year

3) Changes in foreigners’ domestic portfolio investment for Q4

decrease of 0.15%p to stand at 13.32%. How-

2019 based on October-November; changes in residents’
overseas portfolio investment for Q4 2019 based on Octo-

ever, the total capital ratios and Common Equity

ber.

Tier 1 capital ratios of all banks still exceeded

Source: Bank of Korea.

the regulatory standards.
Commercial banks’ liquidity coverage ratio (LCR),
measuring the ability to respond to sudden net
outflows of funds, stood at 109.1% at the end
of the third quarter of 2019, a year-on-year increase of 4.4%p.
Commercial banks are expected to maintain
their stable level of resilience going forward as
well, but they should prepare for the possibility
of a decline in profitability and of an increase in
credit risks of vulnerable borrowers.

11
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Stocks
(100 million dollars)

Resilience of Financial
System

Changes in residents’
overseas portfolio
investment2)

12

Commercial bank total
capital ratios1)
(%)

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

(%)

(%)
28 700

700

600

600

24

24
500

500

400

400

Average

20

16

16

300

100

100

Regulatory standard for 2019 (10.5%)4)
Q1 17

8
Q3 19

sectors.

NBFI capital adequacy ratios1)2)

200

12

8
Q1 15

soundness has been also worsening in some

300

Average

200
12

pand their capital buffers, as profitability has
recently been falling in most sectors and asset

(%)

28

20

NBFIs, however, will need to continuously ex-
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Notes: 1) Shaded area indicates distribution of individual banks’ total
capital ratios.
2) High-quality liquid assets / Total net cash outflows over next
30 calendar days.
3) S haded area indicates distribution of individual banks’
LCRs, and deep shaded area indicates distributions with
Internet-only banks excluded.
4) 8.0% for Internet-only banks.
Sources: Commercial banks' business reports.

2 The resilience of NBFIs has been maintained

0

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

Securities
cos.
(RHS)

at a satisfactory level, with their capital adequa-

Notes: 1) M utual credit cooperatives' net capital ratio (supervisory

cy ratios largely exceeding the supervisory stan-

and 5% for Nonghyup), credit-specialized financial compa-

dards for most sectors.

nies' adjusted capital ratio (7%; 8% for credit card compa-

standard 2%; 4% for MG community credit cooperatives

nies), mutual savings banks' BIS capital ratio (7%; 8% for
banks with total assets of 1 trillion won or more), insurance

Life insurance companies’ risk-based capital
ratio increased by 28.7%p to 300.8% at the
end of the third quarter of 2019 from 272.1%
at the same period last year, due mainly to the
increased gains from bond valuation in line with
the drop in market interest rates. The BIS capital
ratio of mutual savings banks also rose by 0.6%p
over the same period, from 14.5% to 15.1%. The
capital adequacy ratios of mutual credit cooperatives, credit-specialized financial companies
and securities companies maintained their levels
of the same period last year, far above the supervisory standards.

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.

II. External Payment Capacity

III. Financial Market
Infrastructures

satisfactory.

The major payment and settlement systems
including BOK-Wire+ have been operated

Amid a steady increase in net external assets,

smoothly, with settlement risks managed stably

the ratio of external debt relative to nominal GDP

amid a steady increase in the amount of settle-

has remained at a stable level. The official for-

ment, driven mainly by securities settlements by

eign reserves hit a historically high level at 407.5

financial institutions and electronic funds trans-

billion dollars at the end of November 2019. The

fers by general customers and companies.

ratio of short-term external debt relative to official
foreign reserves was 33.2% as of the end of the

The rate of maximum intraday overdraft cap

third quarter of 2019, maintaining a level similar

utilization and the proportion of payment orders

to the average of normal years (33.3% between

in queue for settlement, both of which are mon-

2012 and 2018).

itored as indicators of the settlement liquidity of
BOK-Wire+ participants in the nation's large-val-

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

E xternal debt / Nominal

Short-term external debt /

GDP (RHS)

Official foreign reserves (RHS)
(%)

(100 million dollars)
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25

400

0

20

0
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Note: 1) End-quarter basis.
Source: Bank of Korea.

The net debit cap utilization rates, showing
settlement risks related to the retail payment
systems operated by Korea Financial Telecom-

2,000

10

from the 59.8% recorded in the first quarter.

(%)

40

07

the third quarter of 2019. Of the total settlement
(16:00-17:30) was 58.6%, showing little change

60
3,000

levels of 20.5% and 4.3%, respectively, during
amount, the portion settled near the closing time

Net external assets in debt
instruments (LHS)

(100 million dollars)

ue payment system, were generally at stable

20

munications & Clearing Institute, have also been
managed at low levels.
Meanwhile, among all foreign exchange settlements made through the foreign exchange

0
07

10

13

16

Q3 19

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, fell slightly from 78.1% in
the first quarter to 76.3% in the third quarter of
2019. On an annual basis, however, it has continued to increase modestly.

Financial Stability Overview

Korea’s external payment capacity has remained

13

Going forward, continuing efforts to ensure the
14

stability of the payment and settlement systems
will be necessary, since the systems are expected to be increasingly complex and interconnected given ongoing changes in the payment and
settlement environment.

Retail payment and
foreign exchange
settlement systems

Large-value payment
system
Proportion of settlement

Average maximum net debit

	concentration at around

cap utilization rate 3)

closing time (LHS)1)

Proportion of foreign

Proportion of payment orders

currency settlements made

in queue for settlement (RHS)2)
(%)

using CLS system4)

(%)

80

(%)
8

70

6

60

(%)

90

90

80

80

70

70

60

60

50

50

4
50
2

40

30
Q1 12 Q1 14

Q1 16

0
Q1 18 Q3 19

40
Q1 12 Q1 14

Q1 16

40
Q1 18 Q3 19

Notes: 1) A mount of settlement processed after 16:00 / Total settlement amount.
2) Average ratio of the amount of participants’ payment orders
in queue for settlement / Total settlement amount (excluding
payment orders in queue for liquidity savings).
3) Simple 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 of those
settled through CLS system.
Source: Bank of Korea.
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I. Credit Markets
The private credit-to-nominal GDP ratio,1) an

Figure Ⅰ-1. Map of changes in credit market
conditions
H1 2019 analyzed

H2 2019 analyzed

Private credit-to-nominal GDP ratio1)

indicator of the level of private sector leverage,

Deterioration

has continued on an upward trend. This is
Interest coverage
ratio2)

GDP, as the rate of credit growth in the private

Improvement

Household financial
liabilities-to-financial
assets ratio1)

sector has remained mostly unchanged from
the previous year.
Corporate debt ratio3)

Household credit growth has steadily declined
as a result of the tightening of housing market

Household debt-todisposable income
ratio1)

Notes: 1) E xtents of change as of end-Q3 2019 compared to end-Q1
2019 indexed.

and household lending regulations. However,

2) E xtents of change in July 2018-June 2019 compared to

as growth of debt has outpaced that of in-

3) E xtents of change as of end-June 2019 compared to end-

come and financial assets, the debt burdens of
households have increased further.
Corporate credit has continued to expand

2018 indexed.
2018 indexed.
Source: Bank of Korea.

1. Credit Leverage

with increases in SME loans and net issuance of corporate bonds. Corporate financial
soundness has worsened as the overall debt

Continuous rise in private sector leverage

ratio has edged higher amid a downturn in
profitability and weakening interest payment

At the end of the third quarter of 2019, the

capacities.

private credit2)-to-nominal GDP ratio stood at
194.5% (estimated),3) up by 8.2%p on a yearon-year basis. After having stayed within the
180% range since 2015, the ratio entered into
a clear upward trend in 2018. This trend is
due mainly to the slowing growth of nominal GDP, rather than any increase in private

1) The level of private sector leverage is assessed using a variety of financial and real economic indicators, such as the
rates of private credit growth 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, which is the global common reference guide recommended by the Basel
Committee on Banking Supervision (“BCBS” hereafter; 2010) under the Bank for International Settlements (BIS).
2) The BCBS (2010) broadly defines private credit as “all types of debt funds provided to households and 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 third 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.

Financial Stability Situation Ⅰ. Credit Markets 1. Credit Leverage

due mainly to the slowing growth of nominal

17

credit growth. While the rate of private cred-

gests that this change was mainly the result of

it growth (year-on-year balance basis) has

a change in the contribution of nominal GDP,

consistently hovered around 6% since 2018,

rather than that of private credit4) (Figure Ⅰ-3).

the growth rate of nominal GDP (year-on18

year basis) has declined from 5.1% in the first
quarter of 2018 to 1.4% in the third quarter of

Figure Ⅰ-3. Contributions to changes in private
credit1)-to-nominal GDP2) ratios

2019 (Figure Ⅰ-2).

Contribution of private credit (A)
Contribution of nominal GDP (B)
Changes in private credit-to-nominal GDP (A+B)3)

Figure Ⅰ-2. Private credit1)-to-nominal GDP2) ratio

(%p)

(%p)
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Notes: 1) Estimated figures for Q3 2019.
2) Sum of seasonally adjusted nominal GDPs in quarter concerned and in immediately preceding three quarters.
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3) Year-on-year basis.
Source: Bank of Korea.

Notes: 1) Estimated figures for Q3 2019.
2) S
 um of seasonally adjusted nominal GDPs in quarter concerned and in immediately preceding three quarters.
3) Year-on-year basis.
Source: Bank of Korea.

Slowdown in household credit growth,
acceleration in corporate credit growth
Although total private credit (flow of funds

As for the respective contributions of private

statistics basis) has grown at a stable rate of

credit and nominal GDP to the change in the

around 6% since 2018, household credit and

private credit-to-nominal GDP ratio, the ratio

corporate credit have moved in different di-

showed a sharper year-on-year increase at the

rections. While household credit, recording

end of the third quarter (8.2%p) compared to

a year-on-year increase of 3.8% at the end

the same time last year (4.1%p), which sug-

of the third quarter 2019, has continued on

4) During this period, while the contribution of private credit was stable, hovering within the 11%p range, that of nominal
GDP changed sharply from -6.3%p to -2.6%p.
5) Based on the Composite Index of Business Indicators by Statistics Korea, there have been four contraction phases
since 2000 (August 2000-July 2001, December 2002-April 2005, January 2008-February 2009, and August
2011-March 2013). Statistics Korea also set September 2017 as the tentative peak of the 11th business cycle (“Results of the 10th Revision of the Composite Index of Business Indicators and the Recent Business Cycle Reference
Dates,” September 20, 2019).

a decelerating trend begun in 2017 (10.0% at

2. Household Credit

the end of the first quarter of 2017), the rate
of growth in corporate credit, increasing by
The rate of household debt growth has con-

has gradually accelerated (1.1% at the end of

tinuously slowed since 2017, as a result of the

the first quarter of 2017). As a result, the rate

tightening of housing market regulations and

of corporate credit growth started to outpace

household lending standards, to slip below 4%

that of household credit growth from 2019. By

entering the second half of 2019. However, as

5)

business cycle phase, household credit has

growth of debt still outpaces that of income

shown, in recent years, a tendency to move

and financial assets, households’ debt burden

procyclically, increasing during the expansion

appears to have further increased. Household

phase and decreasing during the contraction

debt remains generally sound, but it should

phase. However, the movement of corporate

be noted that delinquency rates have shown a

credit has shown no discernible pattern.

sustained upward trend since 2018, particularly in loans by non-bank financial institutions

The household credit-to-nominal GDP ratio

(“NBFIs” hereafter).

increased by 2.2%p year on year to 93.4% at
the end of the third quarter of 2019, while the
corresponding ratio for the corporate sector

Continuous slowdown in household
credit growth

jumped 6.0%p to 101.1% during the same period (Figure Ⅰ-4).

At the end of the third quarter of 2019, Korea’s
household debt (household credit statistics
basis) amounted to 1,572.7 trillion won, repre-

Figure Ⅰ-4. Credit growth rates and creditto-nominal GDP ratios,1)2) by sector

senting a year-on-year increase of 3.9%. This
is the lowest level since the second quarter of

Private credit growth rate

2004 (2.7%) (Figure Ⅰ-5).
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Corporate credit growth rate
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Figure Ⅰ-5. Household credit1)
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Notes: 1) Year-on-year basis; estimated figures for Q3 2019.
2) S haded area indicates contraction period of Composite
Index of Business Indicators.
Source: Bank of Korea.
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Notes: 1) Household credit statistics basis.
2) Year-on-year basis.
Source: Bank of Korea.
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7.3% year on year during the same period,

By type of financial institution, household
loans by banks stood at 750.7 trillion won at

Figure Ⅰ-6. Household credit,1) by financial sector

the end of the third quarter of 2019, up by 7.9%

QoQ changes

on a year-on-year basis. Although the tight20

Banks

ening of lending standards, including the introduction of a debt service ratio (DSR), has
6)

Banks

Non-bank financial

Non-bank financial

institutions2)

institutions2)

Korea Housing Finance

helped to bring down the rate of loan growth
below the level during the loan surge period

YoY rates of increase

Corporation, etc.
(trillion won)

(trillion won)
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60

has nevertheless steadily remained in the high
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7% range, due to continued strong demand

40
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for loans related to leasehold deposits7) and
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0
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(2015-2016, average growth rate of 9.2%), it

newly-constructed apartment supply. On
the other hand, growth in household loans
by NBFIs has sharply slowed to drift into
negative territory entering the second half of
2019 (-1.1% at the end of the third quarter of
2019). At the end of the third quarter of 2019,
household loans by NBFIs stood at 575.8 trillion won, a decrease by 6.2 trillion won from
the same period of the previous year (582.0

-10
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Q3 19
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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.

trillion won). This is mainly attributable to
the slump in regional housing markets amid a

By type of loan, home mortgage loans totaled

continuous tightening trend of household loan

830.3 trillion won at the end of the third quar-

regulations (Figure Ⅰ-6).

ter of 2019, increasing by 4.3% year on year,
and household loans other than home mortgage loans amounted to 651.3 trillion won, corresponding to a year-on-year increase of 3.1%.
Successive rounds of regulatory tightening,
from the Housing Market Stabilization Measures (the 9.13 Measures) to the introduction
of the DSR and its expanded implementation,
helped to bring down the rate of loan growth
below 5% entering this year (Figure Ⅰ-7).

6) In October 2018, the Financial Services Commission introduced a DSR for use by banks to evaluate a borrower’s repayment capacity based on income, on all loans. In the non-banking sector, after a pilot program conducted sector
by sector, starting in July 2018, the DSR was officially introduced in mid-June 2019.
7) The balance of leasehold deposit fund loans (based on loans by banks using their own funds) jumped from 71.5 trillion won at the end of 2018 to 90.3 trillion won at the end of the third quarter of 2019.

older increased to 18.1% at the end of the third

Figure Ⅰ-7. Household credit,1)2) by loan type

quarter of 2019 from 17.6% at the end of last

QoQ Changes

YoY rates of increase

Home mortgage loans3)

Home mortgage loans3)

Other loans 4)
(trillion won)

year, continuing the upward trend begun in
20148) (Figure Ⅰ-9).
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Figure Ⅰ-8. Shares1) in household loans, by
borrower credit rating and income level
By credit rating2)
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Notes: 1) Household credit statistics basis (excluding sales credit).
2) NBFIs’ home mortgage loans adjusted in line with modifications in the loan balances.
3) Home mortgage loans (of depository institutions, insurance
companies and credit-specialized financial companies),
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28.8 27.2

loans extended by Korea Housing Finance Corporation and
National Housing and Urban Fund, etc.
4) Loans secured by collateral other than housing, unsecured
loans, guaranteed loans, etc.
Source: Bank of Korea
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Notes: 1) Loan amount basis.
2) High credit rating (grades 1-3), middle credit rating (grades
4-6), low credit rating (grades 7-10).

Looking at the characteristics of different
types of borrowers, loans to high-income or

3) H igh-income (top 30%), middle-income (30-70%), low-income (bottom 30%).
Source: Bank of Korea (Consumer Credit Panel).

high-credit rating borrowers accounted for
over 60-70% of all loans. At the end of the
third quarter of 2019, the share of loans to
borrowers with high credit ratings (grades
1-3) stood at 74.3%, up 3.5%p from the end
of the previous year. On the other hand, the
share of loans to high-income borrowers (top
30%) dropped 1.5%p to 62.9% from the end of
last year (Figure Ⅰ-8). By age group, the share
of loans to older borrowers aged 60 years and
8) For details concerning the results of the analysis, refer to <Analysis of Financial Stability Issues> 「I. Assessment of
Household Debt by Age Group」 (page 107).
9) With the 20 trillion won mortgage refinancing program, the government tried to improve the structure of household
loans by switching floating-rate, interest-only mortgages to fixed-rate, amortized ones at lower interest rates. The
program is also expected to reduce the amount of household debt and the interest repayment burden of borrowers.
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Figure Ⅰ-9. Shares1) in household loans, by age
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In spite of the slowing growth of household
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debt, the overall debt service burdens for
households have increased as growth of debt
has outpaced that of income and financial
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assets. The household debt-to-disposable income ratio (based on the household credit sta-

22
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14
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tistics) stood at 160.3% (estimated) at the end
of the third quarter of 2019, up by 2.9%p over
the same period of the previous year (157.4%)
(Figure Ⅰ-11). Meanwhile, the ratio of financial liabilities to financial assets (based on the

Note: 1) Loan amount basis.

flow of funds statistics) also inched higher to

Source: Bank of Korea (Consumer Credit Panel).

47.3% (estimated) at the end of the third quarter from the same period a year earlier (46.7%)
The structure of household loans has also im-

to exceed the 2015-2018 average (45.6%) (Fig-

proved, with the share of fixed-rate and amor-

ure Ⅰ-12).

tizing home mortgage loans by banks steadily
increasing. Meanwhile, the September 2019
rollout of a mortgage refinancing program9)

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

for borrowers meeting certain requirements

Ratio (LHS)

has made attaining the year-end target goal

Rate of increase in household debt (RHS)3)
Rate of increase in disposable income (RHS)3)

set by the government (48.0% and 55.0%, respectively) much more feasible (Figure Ⅰ-10).
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Note: 1) The dotted lines indicate the target proportions.
Source: Financial Supervisory Service.
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Source: Bank of Korea.

Figure Ⅰ-13. D
 elinquency rates1) of household
loans extended by banks and
NBFIs2)3)

Figure Ⅰ-12. Financial liabilities-to-financial
assets ratio1)
Ratio (LHS)
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2019).
2) Year-on-year basis.
Source: Bank of Korea.

Notes: 1) Based on delinquencies of one month and longer (one day
and longer for mutual credit cooperatives and mutual savings banks).
2) M utual savings banks, mutual credit cooperatives, insurance companies, credit-specialized financial companies,

As the household debt service burden continues to build up, there have recently been signs
of an uptick in the loan delinquency rate, particularly on loans by NBFIs. At the end of the
third quarter of 2019, the rate of delinquency
on household loans by banks and NBFIs stood
at 0.29% and 1.93%, respectively; although
still well below the long-term average (20102017 average: 0.55% for banks, 2.96% for
NBFIs), these have increased by 0.03%p and
0.38%p when compared to the end of last year
(0.26%, 1.55%) (Figure Ⅰ-13).

etc.
3) E xcluding insurance contract loans for insurance companies, and including card (excluding sales credit), installment
and lease assets for credit-specialized financial companies.
Sources: Financial institutions’ business reports.
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(%)

23

However, the share of vulnerable borrowers
with a comparatively low debt repayment
capacity fell. Among total household borrowers, the share of vulnerable borrowers with a
24

low income (bottom 30%) or low credit rating
(grades 7-10), who furthermore have multiple
loans, decreased to 7.2% at the end of the third
quarter compared to the end of last year (7.7%).
Their share of the total amount of household
loans also dropped slightly from the end of
the previous year (6.0%, 86.9 trillion won) to
5.8% (86.4 trillion won) (Figure Ⅰ-14).

Figure Ⅰ-14. Proportions of vulnerable borrowers
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Loan amount basis
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tion industries (6.1%, 5.3%, and 2.2%, respec-

Box 1.

tively), while it was higher in the food service and
retail trade industries (16.0% and 13.2%, respectively).
25
Loans to low-income self-employed business
owners
Proportion2) within
industry

Amount1)

The growth of self-employed business owner
(“SEBO” hereafter) loans has slowed due to

Low-income SEBOs (LHS)

government regulations,2) and loan soundness

Other SEBOs (LHS)
Proportion of low-income SEBOs (loan amount basis, RHS)

remains favorable overall. However, low-income
3)

Proportion of low-income SEBOs (number of borrowers basis, RHS)

SEBOs4) have small business size and weaker
capacity to cope with business downturns.
Therefore, their loan quality is likely to deteriorate

(trillion won)

(%)

1,000

20
16.0

15

15

13.2

20
618.9

600

soundness of loans to low-income SEBOs.

10

10

8.7
7.7

400

Current status of low-income SEBO loans

(%)

23.6

800

rapidly during times of economic slowdown. In
what follows, we look at the current status and

(%)
30 20

7.7

10

6.1

5.3
5

200

5
2.2

(23.6% of borrowers) to SEBOs (670.6 trillion
won to 1.883 million borrowers). The share of
low-income SEBO loans was lower in industries

0
Food services

million borrowers), representing 7.7% of all loans

0
Real estate leasing

18 Q3 19

Retail trade

17

Accommodation

16

Wholesale trade

0
15

Total

SEBO loans stood at 51.8 trillion won (0.445

51.8
0

Manufacturing

As of the end of September 2019, low-income

Notes: 1) End-period balance basis.
2) End-September 2019 balance basis.
Source: Bank of Korea (Consumer Credit Panel).

with larger-scale businesses, such as the real
estate leasing, manufacturing, and accommoda-

1) The Bank of Korea used its Consumer Credit Panel to identify borrowers of sole proprietor loans. Furthermore, in its
estimation of SEBO loans, the Bank of Korea defined such loans as the combined total of the sole proprietor loans
and household loans of these borrowers. Accordingly, lending to SEBOs who hold household loans but no sole proprietor loans was not included.
2) T he Sole Proprietor Loan Credit Screening Guidelines, which aim to set loan limits by industry and introduce a
rent-to-interest (RTI) ratio for real estate leasing businesses, were released on March 26, 2018, and the Measure for
the Support and Management of Self-employed Business Owner Loans, designed to control the concentration of
lending to specific sectors, was published on December 24, 2018.
3) For details refer to the June 2019 Financial Stability Report, <Box 3> 「Recent Lending to Self-employed Business
Owners and Soundness Assessment」 (page 36).
4) This article defines low-income SEBOs as those with annual income of 30 million won and less. However, SEBOs
whose loans exceeded 500 million won (accounting for 9.7% of all SEBOs with income of 30 million won and less,
based on the number of borrowers) were excluded because they are presumed to hold significant property assets.
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Recent Lending to Low-income
Self-employed Business Owners1) and
Soundness Assessment

million won). By industry, the per-capita amount

nual average of 18.9% during 2015 and 2016,

of loans was 190 million won for real estate leas-

exceeding the growth rate of loans to non-low-

ing, 160 million won for accommodation, 130

income SEBOs (“other SEBOs” hereafter) during

million won for manufacturing, 120 million won

the same period (11.5%). Even since 2017, when

for wholesale trade, 100 million won for retail

regulations on household loans were strength-

trade, and 80 million won for food services.

ened, low-income SEBO loans have maintained
a high level of growth, driven by sole proprietor
loans. However, since the introduction of the

Per-capita amount of low-income self-employed
business owner loans

Sole Proprietor Loan Credit Screening Guide-

Trends1)

lines in March 2018, the growth rate has de-

Total SEBOs

creased significantly. As of the end of Septem-

Low-income SEBOs

ber 2019, the growth rate recorded 12.1% over

Other SEBOs

the same period of the previous year, slightly exceeding the growth rate of loans to other SEBOs

By industry2)

(100 million won)

(100 million won)

6

(100 million won)
6

3

4

2

(100 million won)
3

(9.9%).
4.3
4

3.6

Loans to low-income self-employed business
owners, by loan type1)2)
Low-income SEBOs

1.9 2
1.6
1.3
1.2

2

Other SEBOs

2

1

0
Q3 19

0

1.2
1.0

1

0.8

1.2
Sole proprietor loans

30

30 30

30

20

20 20

20

0
Q1 15		Q1 17		

0
Food services

40

Real estate leasing

40 40

Retail trade

(%)

40

Accommodation

(%)

Wholesale trade

(%)

Total

Household loans
(%)

Manufacturing

26

Low-income SEBO loans increased by an an-

Notes: 1) End-period balance basis.

12.8
10

2) End-September 2019 balance basis.
Source: Bank of Korea (Consumer Credit Panel).

11.5

11.5 10 10

10

Soundness of low-income SEBO loans

6.8
0
Q1 15		Q1 17		

0
Q3 19

0
Q1 15		Q1 17		

0
Q3 19

Notes: 1) Year-on-year rates of increase (end-period balance basis).

As of the end of September 2019, the share of
loans to low-credit borrowers in all low-income

2) T he red dotted lines indicate points when the regulation on

SEBO loans was 6.8%, which is significantly

household loans was strengthened; the black dotted lines

higher than that of loans to other SEBOs (3.5%).

indicate points when the regulation on sole proprietor loans
was strengthened.
Source: Bank of Korea (Consumer Credit Panel).

By industry, the shares of loans to low-credit
borrowers in the food service and manufacturing
industries were relatively high (8.9% and 8.1%,

The per-capita amount of low-income SEBO
loans amounted to 120 million won, which is less
than one-third that of loans to other SEBOs (430

respectively).

Proportions of loans from high interest rate
creditors1)

Proportions of low-credit1) borrowers
Trends2)

By industry3)

Trends2)

Total SEBOs

Total SEBOs

Low-income SEBOs

Low-income SEBOs

Other SEBOs

9

2

3

5.3

Food services

Real estate leasing

Retail trade

Notes: 1) Credit grades 7-10.

3

0
Q1 15		Q1 17		

10

0
Q3 19

8.1

7.6

6
5

5

3.5

0

0
Food services

4

0
Accommodation

0
Wholesale trade

0
Q3 19

Total

Q1 15		Q1 17		

Manufacturing

0

1.2

12.3

10
6

4.7
2

15

13.5
12.9

9

6

5

3.5

15

Real estate leasing

5.7 5.5
5.2

6
4

3.7

20

12.4

6.8
5

12

8

6.8
10

(%)

12.4
12

8.1

8

(%)
15 20

10
8.9

15

10

(%)

Retail trade

10
15

(%)
15

Accommodation

12

Wholesale trade

20 12

27

Other SEBOs

(%)

Notes: 1) M utual savings banks, credit-specialized financial compa-

2) End-period balance basis.

nies, and private money lenders basis.

3) End-September 2019 balance basis.

2) End-period balance basis.

Source: Bank of Korea (Consumer Credit Panel).

3) End-September 2019 balance basis.
Source: Bank of Korea (Consumer Credit Panel).

Loans extended by the sector of financial insti-

The share of loans to delinquent borrowers,

tutions that charge high interest rates (mutual

signifying potentially bad loans,6) was 4.1% of

savings banks, credit-specialized financial com-

low-income SEBOs, showing a rise since late

panies, and private money lenders) accounted

2018. This is much higher than the share of

for 12.4% of all low-income SEBO loans, which

loans to delinquent borrowers for other SEBOs

is 2.6 times that of loans to other SEBOs (4.7%).

(2.2%). Notably, the share of loans to long-term

By industry, the share of the wholesale trade

delinquent (90 days and longer) borrowers has

industry was the highest at 13.5%, followed by

climbed steadily since 2017, with the shares of

the retail trade (12.9%) and food service (12.3%)

such loans in the accommodation (5.5%) and

industries.

food service (5.4%) industries reaching a higher

5)

level relative to other industries.

5) As of the end of September 2019, the average interest rates of household loans for SEBOs by different sectors of financial institutions were calculated based on the Consumer Credit Panel (sum of interest paid in the preceding oneyear period divided by the loan balance at the end of September 2018). The calculation results provided the average
interest rates for banks (3.6%) and non-banks (5.2%) (Nonghyup/Suhyup (4.6%), MG community credit cooperatives
(4.1%), mutual savings banks (10.5%), and credit-specialized financial companies (9.8%)).
6) This refers to the percentage of all loans to borrowers who defaulted on any of their loans. For delinquent borrowers,
non-delinquent loans also run the risk of souring later, and thus all loans of delinquent borrowers need to be added.
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20

(%)

Total

(%)

Manufacturing

(%)

By industry3)

Proportions of delinquent borrowers1)
Trends2)3)

Interest-to-income ratios1)
Average interest-toincome ratios

By industry4)

Low-income SEBOs

Total SEBOs

Other SEBOs

28

(%)

(%)

(%)

Low-income SEBOs

(%)

(%)

8

8

8

8

40

6

6

6

6

30

4

20

Proportions of borrowers
with ratio of 100% and above

(%)

Other SEBOs

(%)

(%)

40 20

20

30 15

15

20 10

10

31.9
5.5 5.4

30.9

4.7
4.1
4

4

4

4.1
3.0

6.5

2.7

2.2
2

2

23.9

2

2

10

0

0

10

5

5.9

0.9

Food services

3.9

Real estate leasing

Retail trade

0
Accommodation

0
Q3 19

Wholesale trade

Q1 15		Q1 17		

Total

0

Manufacturing

1.0

5

Notes: 1) For household loans, based on delinquencies of 5 business
days and longer; for sole proprietor loans, based on delin-

Q1 15		Q1 17		

0
Q3 19

0
Q1 15		Q1 17		

0
Q3 19

Note: 1) Annual interest repayment amount / Income.
Source: Bank of Korea (Consumer Credit Panel, staff calculations).

Assessment

quencies of 10 calendar days and longer.
2) End-period balance basis.
3) T he dotted lines indicate proportions of long-term (90 days
and longer) delinquent borrowers.
4) End-September 2019 balance basis.
Source: Bank of Korea (Consumer Credit Panel).

With the government providing support for
vulnerable borrowers, the percentages of
high-interest-rate loans and low-credit borrowers among low-income SEBO loans declined,
showing improvements in several loan quality

Meanwhile, as of the end of September 2019,

indicators. Nevertheless, compared to other SE-

the ratio of interest to income7) for low-income

BOs, the share of delinquent borrowers among

SEBOs stood at 23.9%, which is below that of

low-income SEBO loans remains high, and the

other SEBOs (31.9%). Moreover, the percentage

percentage of loans to long-term delinquent

of borrowers with an interest-to-income ratio of

borrowers has recently been soaring. Moreover,

100% and over was 3.9%, which is also below

the interest-to-income ratio is also picking up,

that of other SEBOs (6.5%). However, due to

undermining the solvency of low-income SE-

recent adverse business conditions, the inter-

BOs, suggesting that loan quality will likely de-

est-to-income ratio is now rising rapidly.

teriorate rapidly if the current sluggish business

8)

conditions persist.

7) Due to limited data availability of the Consumer Credit Panel, interest expenses were estimated by applying the average interest rate by type of household loans, credit rating, and financial sector.
8) SEBOs with larger amounts of loans tend to have higher interest-to-income ratios. Furthermore, the lower interest-to-income ratio of low-income SEBOs is partly attributable to the supply of government policy loans in an effort
to reduce the financial burden of vulnerable, low-income people on a step-by-step basis since 2008.

3. Corporate Credit

loans by non-bank financial institutions12)
(“NBFIs” hereafter) continued their sharp increase, jumping 20.9% year on year centering

The amount of corporate credit has continued

on mutual credit cooperatives to stand at 286.1

to increase, sustained by a steady increase in

trillion won13) at the end of the third quarter of

loans to small and medium-sized enterprises

2019 (Figure Ⅰ-15).

10)

rate bonds. Corporate financial soundness has
deteriorated somewhat, adversely affected by

Figure Ⅰ-15. Corporate loans of financial
institutions1)

the rapid decline in business performance.

Amount of loans2)

Amid a weakening of interest payment capac-

Rates of increase3)

ities, there have been signs of a negative turn

Commercial banks

Total

in corporate credit ratings. Vigilance is neces-

Specialized banks

Deposit-taking banks

Foreign bank branches

NBFIs

NBFIs

sary against the possibility that this could lead
to an increase in credit risk.

Persistently growing corporate credit
Corporate loans by financial institutions have
maintained a solid rate of growth to stand
at 1,153.0 trillion won at the end of the third
quarter of 2019, which represents a year-on-

(trillion won)

(trillion won)

1,200

(%)

(%)

1,200 30

30

25

25

20

20

600

600 15

15

10

10

300

300
5

5

900

900

year increase of 8.5%. Corporate loans by
deposit-taking banks11) increased by 4.9% year

0
0
Q1 15		 Q1 17		
Q3 19

0
0
Q1 15		 Q1 17		
Q3 19

on year (5.3% for commercial banks, 4.4% for

Notes: 1) D eposit-taking banks include commercial banks, special-

specialized banks) to 866.9 trillion won (511.9

ized banks and foreign bank branches; NBFIs include mu-

trillion won for commercial banks, 339.6 tril-

tual savings banks, mutual credit cooperatives, insurance
companies, and credit-specialized financial companies.

lion won for specialized banks), continuing

2) End-period basis; excluding financial and insurance com-

the growth rate of approximately 5% recorded

3) Year-on-year basis.

since the fourth quarter of 2017. Corporate

panies.
Sources: Financial institutions’ business reports.

10) Corporate credit on the basis of flow of funds statistics continued its upward trend into 2019 (year-on-year growth
rate of 7.7% at the end of the second quarter of 2019).
11) Corporate loans by deposit-taking banks (won-denominated loans and trust loans) accounted for 68.6% of the
loans to non-financial corporations at the end of the second quarter of 2019 recorded in the flow of funds statistics.
12) Corporate loans by NBFIs are based on loans by mutual savings banks, mutual credit cooperatives (Nonghyup,
Suhyup, NFCF, credit unions and MG community credit cooperatives), insurance companies (life insurance companies and general insurance companies), credit-specialized financial companies (credit card companies and
installment finance/leasing companies). However, due to limited data availability, some sectors’ data (MG community credit cooperatives, pre-2015 date of mutual credit cooperatives and credit-specialized financial companies)
include loans to financial and insurance companies.
13) By sector, the amount breaks down to 140.8 trillion won for mutual credit cooperatives, 74.2 trillion won for insurance companies, 41.2 trillion won for credit-specialized financial companies, and 29.9 trillion won for mutual savings banks.
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(SMEs) and expanded net issuance of corpo-

29

By company size,14) while loans to large en-

By industry, while the loans to the ship-

terprises fell by 2.1% year on year, shifting to

building industry continued to decrease, the

negative territory on the increase in funding

growth rate of loans to the shipping industry

through corporate bonds, SME loans

sharply rose during the third quarter of 2019

15)

by 6.6%, due among other factors to banks’

(Figure Ⅰ-17).

efforts to expand loan assets. Meanwhile, the
rate of growth in loans to sole proprietors16)
slowed to 7.4%, continuing the decelerating

Figure Ⅰ-17. G
 rowth rates of deposit-taking banks’
corporate loans,1)2) by industry

trend from the previous period.17) In com-

Q2 19

parison, loans to small and medium-sized
corporations continued on the upward path

Q3 19

(%)
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(%)
<Manufacturing>

(%)

(%)
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0

10

10

0

0

<Non-manufacturing>

20

begun in the first quarter of 2019, recording
an increase of 5.9% (Figure Ⅰ-16).
0

Figure Ⅰ-16. C
 orporate loans1) of deposit-taking
banks,2) by company size

(%)

(trillion won)
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<Large enterprises>
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Electrical & electronics
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-10

Mechanical equipment

(trillion won)
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-10
Rates of increase (RHS)
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Amount of loans (LHS)

Automobiles
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Notes: 1) Excluding shipping for transportation.
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2) Year-on-year basis.
Sources: Banks’ business reports.

400
0

200

The net issuance of corporate bonds increased

0
Q1 15

-10
Q1 17		

Q3 19

Q1 15

Q1 17		

Q3 19

Notes: 1) End-period basis (excluding financial and insurance companies); rates of increase are year-on-year basis.
2) C ommercial banks, specialized banks, and foreign bank
branches.
Sources: Banks’ business reports.

more than a year earlier (6.3 trillion won in
2018 → 13.8 trillion won in the first to third
quarters of 2019) due to favorable issuing conditions, such as solid investment demand and
lower coupon rates. Also noteworthy is the

14) The analysis was conducted using only deposit-taking banks’ corporate loan data, due to the limited availability of
NBFIs’ data.
15) At the end of the third quarter of 2019, SME loans accounted for 81.9% of all corporate loans issued by deposit-taking banks (43.6% to small and medium-sized corporations, 38.3% to sole proprietors).
16) At the end of the third quarter of 2019, loans to sole proprietors (deposit-taking banks basis) amounted to 332.0
trillion won, which represents 46.8% of total SME loans.
17) Growth in loans to sole proprietors has continuously slowed since the second quarter of last year (11.3% in the first
quarter of 2018 → 7.4% in the third quarter of 2019). By industry, loan growth decelerated in real estate (8.2% in the
third quarter of 2019) and manufacturing (2.2%), which account for 40.4% and 17.6%, respectively, of total loans to
sole proprietors.

fact that the share of A and below rating bonds

more significant (+2.4%p) among large en-

in total newly issued corporate bonds has in-

terprises (76.3% → 78.7%) than among SMEs

creased (31.7% in the first to third quarters of

(56.2% → 57.7%).

2019) from last year (27.3%) (Figure Ⅰ-18).
The share of corporations with debt ratios in
excess of 200% has increased to 12.5% from the

Figure Ⅰ-18. Corporate bond issuance1)

(trillion won)

(%)

both among large enterprises (12.2% → 13.4%)
and SMEs (10.3% → 11.6%) (Figure Ⅰ-19).
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Figure Ⅰ-19. C
 orporate debt ratios,1) by company
size
Shares of corporations
with ratios above 200%2)

Debt ratios
3
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5

5

80

15 16 17 18 192)

Notes: 1) Excluding issuance by financial holding companies.
2) Based on Q1-Q3 2019 period.
Sources: Bank of Korea, Korea Securities Depository.

Slight rise in corporate debt ratios
Corporate18) debt ratios (debt / equity), which
had been in a steady decline since 2016, re-

60

60

40

40
14

15

16

17

18 Jun.19

0

0
14

15

16

17

18 Jun.19

Notes: 1) Debt / Equity; end-period basis.
2) Including corporations with negative net worths.
Source: KIS-Value.

corded a slight rise in line with the increase
of bond issuance.19) At the end of June 2019,
the overall debt ratio stood at 77.6%, up 2.3%p
from the end of 2018 (75.3%). This, however, is
still below the average of previous years (20142018: 80.3%). By company size, the rise in debt
ratios compared to the end of last year was

18) The details that follow are from an analysis of a total of 2,162 companies (excluding financial and insurance industries) that submitted business reports for the first half of 2019 in accordance with the Financial Investment Services
and Capital Markets Act, including listed and some unlisted companies. Note that the companies subject to analysis differ from the sample companies in the Financial Statement Analysis.
19) The new accounting standard for leases in which operating leases are recognized as assets·liabilities, which took
effect in 2019, also contributed to this result.
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Share of A and
below rating
bond issuance

Net issuance

(trillion won)

end of last year (11.3%). This trend was observed

31

Deterioration in profitability
As corporate sales growth entered negative

Figure Ⅰ-20. Sales growth rates1) and operating
income-to-sales ratios,2) by
company size

territory amid the downturn in the perfor32

Operating income-tosales ratios

Sales growth rates

mance of key export industries20) in line with
Large enterprises

worsening trade conditions, profitability also
showed a decline. In the first half of 2019,

(%)

SMEs
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(%)
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5

Total
(%)
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4

4

2

2

corporate sales, which had grown over the
two immediately preceding years at an average rate of 7.2%, decreased 0.8% on a yearon-year basis. By company size, sales growth
sharply decreased among large enterprises
(3.8% → -0.8%, first half basis), while the rate
of sales decline became more moderate com-

0

0

pared to the previous year among SMEs (-1.2%
→ -0.3%). The operating income-to-sales
ratio, measuring a corporation’s profitability,
recorded a large decline from the first half of
2018 (8.6%) to 5.0% in the first half of 2019.

-5

-5
14 15 16 17 18 H1 18 H1 19

0

0
14 15 16 17 18 H1 18 H1 19

Notes: 1) Year-on-year basis.
2) Operating income / Sales.
Source: KIS-Value.

By company size, the decline was more substantial among large enterprises (8.7% in 2018

Weakened interest payment capacities

→ 5.0% in 2019, first half basis) than among
SMEs (4.7% → 3.1%) (Figure Ⅰ-20).

Along with the deterioration in profitability,21)
there has been also a drastic weakening in the
interest payment capacities of corporations.
The interest coverage ratio (operating income
/ interest expenses) fell sharply (9.0 in 2018 →
4.4 in 2019, first half basis)22) to the range of
the average in the downturn period of 20142015. By company size, the interest coverage
ratio was halved for both large enterprises (9.4

20) Among key export industries, while sales increased year on year in the automobile (12.9% in the first half of 2019)
and the shipbuilding (6.6%) industries, they decreased in the electrical & electronics (-8.0%), mechanical equipment
(-13.4%), and petrochemical (-1.3%) industries.
21) Of all the factors negatively affecting the interest coverage ratio, deteriorating profitability (-3.7, operating income /
total assets) played a much more significant role in its decline (-4.6) than leverage (-0.1, total debt / total assets) or
average borrowing costs (-0.8, interest expenses / total debt). For details concerning analysis of factors causing
changes in the interest coverage ratio, refer to the June 2019 Financial Stability Report, <Analysis of Financial Stability Issues> 「Ⅱ. Assessment of Recent Corporate Repayment Capacities in Line with Changes in Business Conditions」 (page 116).
22) When the electrical & electronics industry, which has experienced large operating income losses, is excluded, the
interest coverage ratio decreases (5.0 → 3.6).

→ 4.6) and SMEs (2.9 → 1.3), compared to a
year earlier.

Figure Ⅰ-22. Corporate interest coverage ratios,1)
by industry
H1 18

Although the share of corporations whose
interest coverage ratio is below 1 decreased

H1 19
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slightly to stand at 37.3% in the first half of
years (2014-2018: 32.3%). The share has con-
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Figure Ⅰ-21. Corporate interest coverage ratios,1)
by company size

Automobiles

(49.7%) (Figure Ⅰ-21).
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tinued to be particularly high among SMEs

Note: 1) Operating income / Interest expenses.
Source: KIS-Value.
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loans23) and other factors, the weakening in
pear to have had a substantial impact on the
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Notes: 1) Operating income / Interest expenses.
2) Including corporations recording operating losses.
Source: KIS-Value.

asset soundness of financial institutions. Notwithstanding, amid the weakening in interest
payment capacities, domestic and global credit
rating agencies have moved to downgrade the
credit ratings of some corporations or revise

By industry, while the interest coverage ratios

their outlooks to negative ones. Considering

rose in the information & communication and

the above, more attention needs to be paid

automobile industries, they fell in most other

to the likelihood of an increase in corporate

sectors including the electrical & electronics,

credit risk.24)

construction, and petrochemical industries
(Figure Ⅰ-22).
23) At the end of September 2019, the delinquency rate of corporate loans extended by deposit-taking banks stood at
0.58%, which is below the long-term average (2012-2018: 0.97%, simple average of values at the end of September
of each year).
24) For details concerning analysis on the likelihood of an increase in corporate credit risk, refer to <Analysis of Financial Stability Issues> 「Ⅱ. Recent Corporate Credit Ratings and Assessment of Related Risks」 (page 118).
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2019, this is still above the average of previous

Ⅱ. Asset Markets
Treasury bond yields showed a heightened
34

Figure Ⅱ-1. Map1) of changes in asset market
conditions
H1 2019 analyzed

H2 2019 analyzed
Stock price volatility 2)

level of volatility. After plummeting early this

Deterioration

year on the increasing uncertainty surrounding the US-China trade dispute and worries
about a global economic slowdown, Treasury

Housing sales
transaction volume
volatility 3)

Interest rate
volatility 6)
Improvement

bond yields rapidly rallied toward late August
when external conditions improved. Corpo-

Corporate bond credit
spreads 5)

rate bond credit spreads, which had widened

Housing sales price
volatility4)

in June to September this year, subsequently

Notes: 1) E xtents of change in June-November 2019 (June-October

fluctuated within a relatively narrow range. In

2019 for housing sales transaction volume) compared to
December 2018-May 2019 indexed.

the second half of 2019, stock prices and stock

2) V-KOSPI 200 basis.

price volatility fluctuated as the US-China

3) Indexed monthly volatility of housing sales transaction vol-

trade dispute unfolded.

4) Indexed monthly volatility of housing sales price index.

ume.
5) Corporate bond yield (A-) - Treasury bond yield (3-yr), with
its extent of change as of end-November 2019 compared to

Housing sales prices shifted to an upward
trend in September when prices recovered
mainly in the Seoul Metropolitan area. The

end-May 2019 indexed.
6) Daily volatility of Treasury bond yield (3-yr) calculated using
exponential weighted moving average (EWMA) method.
Source: Bank of Korea

price rally gained momentum thereafter. Prices in other parts of the country also embarked

1. Bond Markets

on an upward path from November, especially
in metropolitan cities.
Treasury bond yields, which had continuously
trended lower early this year in parallel with
interest rates in the US and other major countries, hit a historic low in mid-August, but
then rallied sharply. Corporate bond yields
followed a similar trajectory as Treasury bond
yields.

Rapid rise in long-term market interest
rates after sharp fall
Treasury bond yields dived to an all-time low
in mid-August on increasing uncertainty related to the US-China trade dispute and concerns about the global economic slowdown.
However, the yields rapidly rallied. On the
external front, interest rates in major countries

rose due to improved external conditions, such
as expectations for progress in the US-China

Figure Ⅱ-3. Base Rate and Treasury bond yield

trade negotiations. On the domestic front,

Treasury bond (3-yr) yield (LHS)

contributed as well.1) As a result, interest rate

Base Rate (LHS)

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

concerns over an increased supply of bonds

(%)

(bp)
300

6.0

200

4.0

100

2.0

0

volatility increased sharply starting in August
(Figure Ⅱ-2). The Treasury bond yield (3-year),
which had stayed below the Bank of Korea’s
Base Rate since late April, started to rise above
it when the Base Rate was lowered on October
16 (Figure Ⅱ-3).

Figure Ⅱ-2. Korean and US Treasury bond yields
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Treasury bond (3-yr) yield volatility1)
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Sources: Bank of Korea, Korea Financial Investment Association.
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Slight widening of corporate bond
credit spreads
Corporate bond yields fell sharply but rebounded from their lows, largely mirroring the move-

0.5
Jan.17
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Jan.18

Jul

Jan.19

Jul

ment of Treasury bond yields (Figure Ⅱ-4).

Figure Ⅱ-4. C
 orporate bond and Treasury bond
yields1)

0.5
Nov

Treasury bonds

Note: 1) Daily volatility calculated using exponential weighted moving
average (EWMA) method.
Sources: Korea Financial Investment Association, Bloomberg.
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Note: 1) 3-year maturity basis.
Source: Korea Financial Investment Association.

1) However, Treasury bond yields dropped slightly after mid-November on the intensification of the Hong Kong protests
and on bargain hunting.
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8.0

Credit spreads, on a narrowing trend early

AA- basis) and sub-prime (130bp, A- basis)

this year, widened in June to September. This

bonds (Figure Ⅱ-6).

appears to be due to the low level of Treasury
bond yields, 2) concerns about investment
36

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

losses on derivative-linked securities (DLS),3)
and mediocre sales of bond funds. Thereafter,

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

however, credit spreads fluctuated within a
relatively narrow range. On the other hand,

(bp)
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the narrowing trend continued for spreads
between credit ratings (A- and AA- basis)
(Figure Ⅱ-5).

Figure Ⅱ-5. C
 orporate bond credit spreads,1) and
spread across credit ratings
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Notes: 1) 3-year maturity basis.
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Source: Korea Financial Investment Association.
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Meanwhile, the primary market for corporate
bonds saw a large increase this year in net issuance of both prime and sub-prime bonds on
the back of solid investment demand (Figure
Ⅱ-7).
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Jan.17

Jul

Jan.18

Jul

Jan.19

Jul

0
Nov

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

As of November 29, credit spreads relative
to Treasury bond yields were slightly below
the long-term median (for the period January
2001-November 2019) for both prime (41bp,
2) In June to August, as yields on prime bonds (AA-) moved close to the Base Rate, the additional yield decline was
more modest when compared to Treasury bonds with lower credit risk (difference between corporate bond yields
(AA-) and the Base Rate (daily average, bp): +22 in May 2019 → +6 in June → +7 in July → +1 in August → +20 in
September → +41 in October → +65 in November).
3) The steady declines in interest rates in Germany and other major countries until August resulted in losses on some
domestic DLS linked to interest rates in these countries. In the aftermath, demand for DLS dropped and there were
worries that securities companies issuing DLS for funding purposes might reduce their investment in credit-specialized financial company issued bonds and other debentures.

2. Stock Markets

Figure Ⅱ-7. Net corporate bond1) issuances
AA and above

A
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In the second half of 2019, stock prices and
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stock price volatility fluctuated as the US-Chi-

US-China, increasing price volatility accordingly. The price-earnings ratio (PER), showing

ratio in major countries.

Note: 1) Excluding issuance by financial institutions.
Sources: Bank of Korea, Korea Securities Depository.

Rally in stock prices after fall
In early August amid continuing uncertainty
surrounding Japan’s trade restrictions on Korea since July, stock prices fell sharply as the
US-China trade tensions escalated again after
the two countries imposed additional tariffs on
each other’s exports. However, stock prices rebounded starting in late August when investors’
risk aversion was alleviated on the resumption
of the US-China trade negotiations and the
announcement of a plan for a “phase one” deal
between the two countries (Figure Ⅱ-8).

Figure Ⅱ-8. KOSPI and global stock prices
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8

The KOSPI200 volatility index (V-KOSPI) increased rapidly in early August, reacting to the

Figure Ⅱ-10. PER1) and PBR2)

ongoing US-China trade dispute, but then drift-

PER (LHS)

ed lower starting in late August (Figure Ⅱ-9).
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Figure Ⅱ-9. Stock price volatility indices1)2)
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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.

Increase in PER

However, looking at a comparison to major
countries, the PER and PBR are still lower than
the corresponding ratios in both advanced and
emerging market countries (Figure Ⅱ-11).

Figure Ⅱ-11. PERs1)2) and PBRs1) of major
countries

As stock prices rose, the PER increased to

PER (LHS)

11.70 at the end of November 2019 to exceed
its long-term average (January 2001-end of

25

November 2019, 9.26). The price-to-book value
ratio (PBR), showing a firm’s stock price level
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average (1.08) (Figure Ⅱ-10).
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Notes: 1) End-November 2019 basis.
2) MSCI basis (12-month forward).
Sources: Bloomberg, Thomson Reuters.

3. Real Estate Markets
Housing sales prices embarked on an upward

Figure Ⅱ-12. Rates of increase1) in housing sales
prices
(%)
0.8
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<Nationwide>

(%)

<Seoul Metropolitan area>

0.8

trend in September 2019 on the back of a recovery in the Seoul Metropolitan area. In the

0.4

0

0

ward trend starting in November, as markets
in major metropolitan cities rallied. Leasehold
deposit and monthly rental prices have also

-0.4
0.8

recently returned to an upward trend in the
Seoul Metropolitan area and regional metropolitan cities, with the extent of price decline

-0.4
(%)
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<5 metropolitan cities2)>
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<8 provinces 3)>
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gradually lessening across the eight provinces.

Upturn in housing sales prices
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-0.4
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Notes: 1) Compared to previous months.
2) Busan, Daegu, Daejeon, Gwangju and, Ulsan.

Housing sales prices in the Seoul Metropolitan area, after a period of gradually slowing

3) G angwon, Chungbuk, Chungnam, Jeonbuk, Jeonnam,
Gyeongbuk, Gyeongnam, and Jeju.
Source: Korea Appraisal Board.

decline, moved to an upward trajectory in
September. By region, prices shifted to an up-

The volume of housing sales transactions

ward trend in the Seoul Metropolitan area and

expanded somewhat in the second half of

five regional metropolitan cities,4) beginning

2019. The volume of sales transactions, which

in August, on new investment demand, while

amounted to 314,000 units in the first half,

the downward trend persisted across the eight

substantially below the average of previous

provinces (Figure Ⅱ-12).

years (2011-2018: 467,000 units, first half basis), showed a minor increase entering the
second half, particularly in the Seoul Metropolitan area and the five regional metropolitan cities.5) By region, the monthly average of
housing sales transactions in the Seoul Metropolitan area and the five regional metropolitan cities, which stood at 24,000 units and
12,000 units, respectively in the first half, increased to 36,000 units and 15,000 units in the
second half. Likewise, the volume of housing
sales transactions also slightly grew in the

4) The five regional metropolitan cities include Busan, Daegu, Daejeon, Gwangju and Ulsan, and the eight provinces
include Gangwon, Chungbuk, Chungnam, Jeonbuk, Jeonnam, Gyeongbuk, Gyeongnam, and Jeju.
5) The monthly average volume of housing sales transactions nationwide increased from 52,000 units in the first half of
2019 to 70,000 units in the second half.
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rest of the country, prices shifted to an up-

0.4

eight provinces, from 17,000 units to 18,000

the extent of price drop has decreased slightly

units over the same period (Figure Ⅱ-13).

in recent months (Figure Ⅱ-14).

Figure Ⅱ-13. Housing sales transaction volumes
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Rally in leasehold deposit prices,
steady monthly rental prices

The volume of leasehold deposit and monthly
rental transactions6) amounted to 1.635 mil-

In the housing rental market, leasehold deposit

lion units in January to October 2019, up 6.5%

prices reverted to an upward trend in October,

on a year-on-year basis. By region, the volume

while the decline in monthly rental prices grad-

of transactions in the Seoul Metropolitan

ually slowed and then stabilized starting in No-

area stood at 1.085 million units during the

vember. By region, in the Seoul Metropolitan

same period, corresponding to a year-on-year

area, as the price effect of the increased supply

increase of 6.3%. The volume of transactions

of new apartments gradually faded, leasehold

in the five regional metropolitan cities and

deposit and monthly rental prices shifted to

the eight provinces amounted to 241,000 and

an upward trend in September and October,

293,000 units, respectively, up by 8.7% and

respectively. In the five metropolitan cities

4.3% on a year-on-year basis (Figure Ⅱ-15).

outside the Seoul Metropolitan area, leasehold
deposit prices also resumed an upward climb in
October, with monthly rental prices following
suit in November. In the eight provinces, while
prices have continued on a downward trend,

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

Figure Ⅱ-15. H
 ousing leasehold deposit and
monthly rental transaction volumes1)
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Source: Ministry of Land, Infrastructure and Transport.

The projected supply of new apartments in
2019 amounts to 398,000 units, considerably

Decline in commercial real estate rental
prices

less than during the previous year (460,000
units), but largely exceeding the average of

Rental prices of commercial real estate trend-

previous years (2000-2014: annual average of

ed mostly lower on concerns about the eco-

296,000 units). On the other hand, the number

nomic slowdown. By type of property, rental

of new apartment sales projected for this year

prices of retail stores and offices fell 0.3% and

is 365,000 units, which represents a significant

0.2%, respectively, in the first to third quarters

increase over last year (298,000 units) and is

of 2019 from the end of last year. The vacancy

likely to result in an expanded supply, partic-

rate, which recorded an increase from the end

ularly in the Seoul Metropolitan area (154,000

of last year for retail stores (11.5% in the third

units → 196,000 units) (Figure Ⅱ-16). Mean-

quarter of 2019), showed a slight downtick

while, the inventory of unsold new apartments

for offices (11.8%) due to a modest increase in

stood at 56,000 units (as of end-October 2019;

rental demand (Figure Ⅱ-17).

8,000 units in the Seoul Metropolitan area,
48,000 units in other parts of the country),
down 4.7% from the end of last year,7) with
a particularly sharp decrease seen in regions
outside the Seoul Metropolitan area such as
Gyeongbuk, Chungbuk, and Chungnam.

7) For details concerning the trend in unsold new housing, refer to <Box 3> 「Recent Unsold New Housing and Implications」 (page 46).
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Figure Ⅱ-17. C
 ommercial real estate rental price
indices and vacancy rates
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The volume of commercial real estate transactions, which fell 21.1% year on year to 222,000
units in the first to third quarters of 2019, registered a slight upswing after the second quarter.
By region, the volume of transactions fell 19.2%
in the Seoul Metropolitan area and 24.5% in
other parts of the country (Figure Ⅱ-18).

Figure Ⅱ-18. Commercial real estate transaction
volumes
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Q3

sures to nominal GDP (private credit)2) increased

Box 2.

by 3.8%p (0.1%p) from the end of last year to
record 105.1% (54.0%), continuing its upward
trend.3)

Recent Real Estate Finance Exposures1)
and Assessment
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Real estate exposures

1)
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estate finance exposures (“real estate exposures” hereafter) in Korea has slowed signifi-
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however, are still rising, driven by corporate
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loans and financial investment products. This article takes a sector-by-sector look at real estate
exposures, which are directly affected by changes in the real estate markets, and assesses their
risks.
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As of the end of September 2019, total real
estate exposures reached 2,003.9 trillion won,
representing an increase of 6.5% from the same
period of the previous year, and their growth
has slowed since 2016. However, at the end of
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debt (flow of funds statistics basis).
Source: Bank of Korea.

September 2019, the ratio of real estate expo-

1) Real estate finance exposures are defined as the sum of real estate-related household loans (real estate-secured
loans, loans for intermediate payments, and leasehold deposits), corporate loans (lending to real estate businesses,
project financing loans, etc.) issued by financial institutions and credit guarantee institutions, and real estate-related financial investment products (MBS, real estate funds, REITs, etc.). For details refer to the June 2017 Financial
Stability Report, <Box 3> 「Current Status of Real Estate Finance Exposures」 (page 44). Building on the structure of
the 2017 report, this article provides updates (based on data from the Bank of Korea, business reports of financial
institutions, Korea Housing Finance Corporation, Korea Housing & Urban Guarantee Corporation, Korea Financial
Investment Association, Korea Credit Information Services, and Korea Securities Depository) and adds trends of real
estate exposures by sector of financial institutions and an analysis of risk-weighted real estate exposures.
2) The annual average growth rate of real estate exposures from 2014 to 2018 was 12.1%, exceeding that of nominal
GDP and private credit (4.8% and 6.1%, respectively) during the same period.
3) This is largely attributed to the fact that the nominal GDP growth rate fell (3.1% at the end of 2018 → 1.4% at the end
of September 2019) more sharply than the growth rate of real estate exposures (7.0% at the end of 2018 → 6.5% at
the end of September 2019).
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The growth of household loans related to real

Looking at real estate exposures by type,
household credit stood at 1,049.6 trillion won,

Composition of real estate exposures,1) by type

occupying the largest share in total exposures
(52.4%), but its growth rate has continued to fall.
Specifically, while the proportion of guaranteed
44

loans, such as loans for leasehold deposits,
rose, that of real estate-secured loans declined.
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of alternative investment products, such as real
estate funds and REITs.

If real estate exposures are reclassified by entities that ultimately bear the risks of borrowers’
default, as of the end of September 2019, finan-

Real estate exposures, by type
Proportions
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4) Corporate loans to the real estate sector climbed from 198.4 trillion won at the end of 2016 to 301.2 trillion won at
the end of September 2019. During the same period, real estate PF loans surged from 48.0 trillion won to 85.6 trillion
won.

Real estate exposures,1) by ultimate risk bearers
Amount

Real estate exposures,1) by financial sector

Proportions

Household loans (LHS)

Corporate loans (LHS)

PF loans (LHS)2)
Financial institutions

Financial institutions

Credit guarantee institutions

Credit guarantee institutions

Financial investors

Financial investors

(trillion won)

(trillion won)

Proportions of the corresponding sector (RHS)3)
1,000

(%)
3,000 100

2,500

2,500

2,000

2,000

80

<NBFIs>

59.0

800

60

19.7
75

250.1

<Banks>

(%)
100

(%)

75

600

49.6

50.4

41.0

241.5

55.7

40
66.0

400
1,500

637.3 1,500 50

1,000

50
31.8

1,000
25

1,116.5
500

137.3

254.5

25

500

12.5

0
10

0
10

12

14

16

0
18 Sep.19

20

397.5

200

0
10

12

14

16

0
18 Sep.19

Note: 1) End-period basis.

12

14

16

18 Sep.19 10

12

14

16

0
18 Sep.19

Notes: 1) End-period basis.
2) PF loans of NBFIs are based on insurance companies, securities companies, credit-specialized financial companies,

Source: Bank of Korea.

and mutual savings banks.
3) T he dotted lines indicate proportions of risk-weighted real
estate exposures.

Looking at the real estate exposures of finan-

Source: Bank of Korea.

cial institutions by financial sector, banks held
an exposure of 658.7 trillion won, accounting

Assessment

for 59.0%, and non-bank financial institutions
(“NBFIs” hereafter) had an exposure of 457.8

The growth of real estate exposures has slowed,

trillion won, or 41.0%. The share of NBFIs has

influenced by real estate regulations, but the

continuously grown (32.6% in 2014 → 36.5% in

ratio of real estate exposures to nominal GDP

2016 → 41.0% in September 2019) on the back

is rising. The excessively large share or rapid

of the increase in corporate loans, mostly to the

growth of exposures to specific asset groups,

real estate leasing sector, and the expansion of

including real estate, relative to the size of the

PF loans by securities and insurance compa-

national economy, may undermine the stability

nies. Furthermore, when financial institutions’

of the financial system. In particular, it should be

risk-weighted real estate exposures are calculat-

noted that the real estate exposures of NBFIs

ed by applying risk weights by asset type, the

have been rising, driven up by corporate loans

share of NBFIs rose by a wider margin (38.7% in

and PF loans, amid the recent growing uncer-

2014 → 43.6% in 2016 → 49.6% in September

tainty in the real estate business.

5)

2019).

5) This was calculated by applying risk weights by asset type under supervisory regulations (35% to 50% for residential home mortgage loans, depending on repayment method and LTV (loan-to-value) ratio; 100% for non-residential
mortgage loans; 20% to 100% for corporate loans, considering credit rating, etc.).
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3,000

(trillion won)

Box 3.

Unsold new housing
Seoul Metropolitan area

Other areas

Total

46

Recent Unsold New Housing1) and
Implications
Since 2016, the total number of unsold new
housing has remained steady in the upper
50,000 unit range, but the number of unsold
new housing after completion of construction
is rising steadily. Unsold new housing curbs the

(10,000 units)

(10,000 units)

18

18

15

15

12

12

9

9

6

6

3

3

profits of construction companies and can adversely affect related exposures such as loans.
We will thus examine the recent developments

0

0
07

08

09

10

11

12

13

14

15

16

17

18 Oct.19

Source: Ministry of Land, Infrastructure and Transport.

of unsold new housing and its impact on the
profitability of construction companies.
Meanwhile, the number of unsold new housing

Trends and characteristics of unsold new

after completion of construction, which has a

housing

more adverse impact on the profitability of construction companies, has steadily surged since

The number of unsold new housing nationwide

the end of 2016 (10,000 units), reaching 19,000

amounted to 56,000 units as of the end of Oc-

units at the end of October 2019, mainly in areas

tober 2019, down 4.7% from 59,000 units at the

outside the Seoul metropolitan area, such as the

end of 2018. By region, the number of unsold

Yeongnam region. As a result, the share of un-

new housing outside the Seoul Metropolitan

sold new housing after completion of construc-

area had risen steadily since 2015, but that

tion among total number of unsold new housing

figure fell this year (53,000 units at end-2018 →

peaked at 34.7% at the end of October 2019,

48,000 units at end-October 2019). However,

recording the highest level since 2015.

the number of unsold new housing in the Seoul
Metropolitan area, which had been declining
since 2016, went up in 2019 (6,000 units → 8,000
units).

1) With regard to multi-family housing constructed and supplied by project undertakers in accordance with Article 38
of the Housing Act, unsold new housing refers to units for which sales contract have not been signed after the occupant contract date specified under the occupant recruitment publication passed, and thus are supplied in the order
of application. Unsold new housing after completion of construction means units which were not sold even after usage inspection.

tion of construction in these four regions ac-

Unsold new housing after completion of
construction
Seoul Metropolitan area (LHS)

counted for 66.1% of the total number of unsold
new housing after completion of construction.

Other areas (LHS)

Unsold new housing after completion of construction (LHS)
Proportion (RHS)1)
(10,000 units)

(%)

6

50

47

Total unsold new housing (A, LHS)

40

Unsold new housing after completion of construction (B, LHS)
Proportion (B/A, RHS)

4

(1,000 units)

30

(%)

15

3
20
2

12

100
Approximately 80% of
total unsold new housing

80

10

1
0

9

60

6

40

3

20

0

0

0
07

08

09

10

11

12

13

14

15

16

17

18 Oct.19

Note: 1) Proportion of unsold new housing after completion of construction among total unsold new housing.

Gyeongnam region had 13,000 units, followed
by Gangwon (7,000 units), Gyeonggi (7,000

Seoul

Gwangju

Incheon

Ulsan

Daejeon

Jeju

Jeonbuk

Daegu

Jeonnam

Busan

Chungbuk

Chungnam

Gyeonggi

tive district, as of the end of October 2019, the

Gyeongbuk

Looking at unsold new housing by administra-

Gangwon

Gyeongnam

Source: Ministry of Land, Infrastructure and Transport.

Note: 1) End-October 2019 basis.
Source: Ministry of Land, Infrastructure and Transport.

units), Gyeongbuk (7,000 units), Chungnam
(6,000 units), and Busan (4,000 units). The sum

Meanwhile, since 2015, the trends of the inci-

of unsold units in these six regions accounted

dence and exhaustion of unsold new housing

for 79.9% of the total number of unsold units

have differed between the Seoul metropolitan

nationwide. Meanwhile, in terms of the number

area and other areas. In the Seoul metropolitan

of unsold new housing after completion of con-

area, the number of unsold new housing shot

struction by administrative district, Gyeongnam

up recently, mostly in some areas of Gyeo-

had 4,000 units; Gyeongbuk, 3,000 units; Chun-

nggi, such as the cities of Pyeongtaek and

2)

gnam, 3,000 units; and Gyeonggi, 3,000 units.

Hwaseong,3) but the annual rate of exhaustion of

The sum of unsold new housing after comple-

sold new housing4) remains high.5) On the oth-

2) As of the end of October 2019, the share of unsold new housing after completion of construction among the total
number of unsold new housing was 51.3% in Chungnam and 50.9% in Gyeongbuk, significantly exceeding the nationwide average of 34.7%.
3) Among local districts with more than 500 unsold new housing, the Korea Housing & Urban Guarantee Corporation
designates areas that satisfy at least one of several requirements (increase in unsold units, slow relief of unsold units,
growing concern over unsold units, and need for monitoring) as “unsold unit control areas.” Hwaseong City (excluding
Dongtan 2) and Pyeongtaek City have been designated as unsold unit control areas since June 2018.
4) [(Unsold units at end of previous period + new housing sales during current period - unsold units at end of current
period) / (unsold units at end of previous period + new housing sales during current period)] × 100
5) By region, from January to October of 2019, rate of exhaustion of sold new housing in Seoul and Incheon was 99.1%
and 96.6%, respectively, but the rate in Gyeonggi was 92.3%.

Financial Stability Situation II. Asset Markets 3. Real Estate Markets

5

Total unsold new housing (after completion of
construction),1) by administrative district

er hand, although the number of new housing

Impact on construction companies

sales has gradually been falling outside of the

48

Seoul metropolitan area since 2016,6) unsold in-

With the increase in unsold new housing after

ventory in some regions, including Gyeongnam

completion of construction, the inventory of

and Gangwon, has persisted for long periods

unsold new housing of construction companies

of time, and the rate of exhaustion of sold new

has jumped since 2016, with the gross margin

housing remains low.

ratio of new housing sales7) having declined
slightly since 2018. The average inventory of
unsold new housing of construction companies

Rate of exhaustion of sold new housing1) and
their changes,2) by administrative district
Rate of exhaustion of
sold new housing

shot up from 8.02 billion won in 2015 to 14.06
billion won in 2018, and the average gross mar-

Changes of rate

gin ratio of new housing sales rose steadily from
2013 to 2017, after which it dipped slightly in

Total

2018 (24.2% in 2017 → 22.6% in 2018). By com-

Seoul Metropolitan area
Other areas
(%)

pany size, the growth rate of the unsold new

(%)

100

100

90

90

80

80

70

70

60

60

50
11

13

15

50
17 Oct.19

Jeju
Gyeongbuk
Gyeongnam
Gangwon
Ulsan
Busan
Chungbuk
Jeonnam
Jeonbuk
Sejong
Seoul
Chungnam
Gyeonggi
Daejeon
Gwangju
Daegu
Incheon
-60

(%p)

housing inventory per company was higher at
SMEs, and the gross margin ratio of new housing sales dropped by a larger margin at SMEs.
By region,8) small and medium-sized construction companies located in Ulsan, Gyeongnam,
and Gangwon saw their gross margin ratio of
new housing sales are relatively low.9)

(%p)

-40

-20

0

20

Notes: 1) A nnual rate of exhaustion (Unsold units at the end of previous year + New housing sales during current year – Unsold
units at the end of current year) / (Unsold units at the end of
previous year + New housing sales during current year) ×
100; for 2019, January-October period basis.
2) Based on changes from 2015 to 2019.
Source: Ministry of Land, Infrastructure and Transport.

6) The annual average new housing sales outside of the Seoul metropolitan area from 2016 to 2018 was 178,000 units,
showing a decline of 5.4% from the 188,000 units recorded from 2011 to 2015. However, in the Seoul metropolitan
area, the annual average new housing sales over the same period amounted to 181,000 units, up by 25.5% from the
144,000 units.
7) Among general construction companies subject to external audit, companies that had disclosed both their profits
and costs of new housing sales in their income statements were selected (as of 2018, 405 companies). The gross
margin ratio of new housing sales was calculated using the formula: [(revenues from new housing sales - cost of new
housing sales) / revenues from new housing sales]. These figures are different from the costs of new housing sales
and the profits disclosed by companies after the launch of the new housing sales cost disclosure system.
8) Classification is based on the locations of the head offices of construction companies listed on KIS-Value.
9) As of 2018, the gross margin ratio of new housing sales of small and medium-sized construction companies in Ulsan, Gyeongnam, and Gangwon stood at 17.6%, 13.8%, and 12.8%, respectively, which are all far below the average
ratio of all small and medium-sized construction companies (21.6%).

Average inventory of unsold new housing1) and
gross margin ratios of new housing sales2) of
construction companies3)
Average inventory of
unsold new housing

Total

U
 nsold new housing after

Large enterprises
(%)

(%)

150 26

120

120

90

90

60

60

30

30

Total

Total

Large enterprises

Seoul Metropolitan area

SMEs

Other areas

(%)

SMEs

(100 million won)

(%)

22

22

60

60

60

50

50

50

50

40

40

40

40

30

30

30

30

20

20

20

20

14

10

10

10

10

0

0

0
0

(%)

60

18

14

10

11 12 13 14 15 16 17 18

(%)
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26

18

0

By region

10
11 12 13 14 15 16 17 18

Notes: 1) Average inventory of unsold new housing under construction and completed, of each company (end-year basis).
2) (Revenues from new housing sales – Cost of new housing
sales) / Revenues from new housing sales; based on con-

11 12 13 14 15 16 17 18

0
11 12 13 14 15 16 17 18

Note: 1) Based on general construction companies that are subject to
external audit and publicly disclose their income statement (as
of 2018, 405 companies, excluding non-residential building
construction and heavy construction).
Source: KIS-Value.

struction companies who publicly disclose their income
statement (as of 2018, 405 companies).
3) B ased on general construction companies that receive
external audits (excluding non-residential building construc-

Implications

tion and heavy construction).
Source: KIS-Value.

As of the end of September 2019, the delinquency rate of loans extended to general con-

Furthermore, due to the decline of the gross

struction companies by domestic banks stood

margin ratio of new housing sales, the share of

at 0.4%, continuing its decline since the end of

construction companies with an interest cov-

March 2018 (0.9%), which is slightly below the

erage ratio below 1 has increased since 2017.

delinquency rate of all corporate loans (0.6%).

The proportion of construction companies with

Given this, there is not yet a significant possibility

an interest coverage ratio below 1 was 17.7% in

of loans to constructions companies going sour

2016, but that figure rose to 30.9% in 2018. In

due to the increase in unsold new housing after

particular, the share was larger or rose by a larg-

completion of construction.

er margin among small and medium-sized construction companies (21.0% in 2016 → 33.1% in

However, considering the steady rise in unsold

2018) and companies in areas outside the Seoul

new housing after completion of construction

metropolitan area (15.5% → 32.5%).

so far, the increased dependency of small and
medium-sized construction companies and
companies outside the Seoul metropolitan areas
on new housing sales compared to their total
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completion of construction
150

By company size

Gross margin ratios of
new housing sales

Total unsold new housing

(100 million won)

Proportions of construction companies with
interest coverage ratios below 11)

sales,10) and uncertainty in the new housing sales
market due to such factors as the government’s
regulation of sales prices, some small and medium-sized construction companies may see their
financial soundness and quality of related loans
50

deteriorate going forward.

10) As of 2018, the average share of new housing sales relative to the total sales among all 405 construction companies subject to analysis was 46.8%, while for small and medium-sized companies and construction companies
outside the Seoul metropolitan area, the shares were 77.6% and 60.2%, respectively.

Ⅲ. Financial Institutions

Figure Ⅲ-1. Map of changes in commercial bank
financial soundness conditions
H1 2019 analyzed

1. Banks

H2 2019 analyzed
Growth1)

51

Deterioration

maintained at a satisfactory level. Total assets grew, driven by an increase in securities

Foreign currency
funding conditions 4)

Improvement

Profitability 2)

holdings, and asset soundness continued on
a steady path of improvement due to the low
interest rate environment and strengthened
internal risk management efforts. However,
profitability dropped on a year-on-year basis

Asset soundness 3)
Notes: 1) Rate of increase in total assets; extent of change in Q2-Q3
2019 compared to Q4 2018-Q1 2019 indexed.
2) R eturn on assets (ROA); extent of change in Q2-Q3 2019

due to a narrower loan-deposit spread.

compared to Q4 2018-Q1 2019 indexed.
3) S ubstandard-or-below loan ratio; extent of change as of
end-Q3 2019 compared to end-Q1 2019 indexed.

Meanwhile, commercial banks’ foreign cur-

4) CDS premia; extent of change in Q2-Q3 2019 compared to

rency funding conditions have remained generally favorable, helped by the interest rate cut

Q4 2018-Q1 2019 indexed.
Sources: Bank of Korea, commercial banks’ business reports.

by the US Federal Reserve and a continuously
high level of external soundness (Figure Ⅲ-1).

Accelerated asset growth
Commercial banks’ total assets (banking account basis) amounted to 1,754 trillion won at
the end of the third quarter of 2019, a year-onyear increase of 8.4%.
By asset type, particularly strong growth was
seen in securities, whose holdings increased
15.2% on a year-on-year basis. This is mainly due to the fact that banks rebalanced their
portfolios in favor of more securities holdings
in a bid to increase non-interest income, while
making aggressive efforts to attract new deposits2) ahead of the new loan-to-deposit ratio reg-

1) The Financial Stability Report’s banking sector analysis is based only on commercial banks (nationwide and regional
banks). 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 from its scope,
while Internet-only banks (K-Bank and Kakao Bank) are included among nationwide banks.
2) At the end of the third quarter of 2019, banks’ won-denominated deposits amounted to 1,160.6 trillion won, up 8.0%
from the same period of the previous year (1,074.9 trillion won).
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Commercial banks’1) financial soundness was

ulation taking effect. Loans as well as cash and
due from banks grew at lower rates than total

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

assets, increasing by 6.8% and 6.7%, respective-

Households (LHS)

SMEs (LHS)

Large enterprises (LHS)

ly during the same period (Figure Ⅲ-2).

Rate of increase in total loans (RHS)3)
(trillion won)
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0

0

Figure Ⅲ-2. Commercial bank total assets1)
Loans (LHS)

Securities (LHS)

Cash and due from banks (LHS)

Other assets (LHS)

Rate of increase in total assets (RHS)2)
(trillion won)

(%)
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1,600
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Notes: 1) Compared to previous quarters.
2) Banking account won-denominated loan basis.

400

2

0

3) Year-on-year basis.
Sources: Commercial banks’ business reports.

0
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

Q3

Improvement in asset soundness

Notes: 1) End-period banking account balance basis.
2) Year-on-year basis.
Sources: Commercial banks’ business reports.

Commercial banks’ asset soundness has continued on a path of improvement, led by the

Looking at won-denominated loans by bor-

low interest rate environment and stepped-up

rower type, the extent of increase in corpo-

internal risk management. At the end of the

rate loans has lessened slightly. In the first to

third quarter of 2019, commercial banks’ sub-

third quarters of 2019, corporate loans grew

standard-or-below loan ratio stood at 0.49%,

by 24.0 trillion won, slightly less than during

the lowest level since the early 2000’s (Figure

the same period a year earlier (+27.0 trillion

Ⅲ-4).

won). Meanwhile, household loans increased
by 25.0 trillion won, roughly the same amount
as during the same period of last year (+24.8
trillion won) (Figure Ⅲ-3).

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

Figure Ⅲ-5. Commercial bank substandard-orbelow loan ratios, by borrower type

Bad loans - disposed (LHS)3)

Large enterprises

Bad loans - new (LHS)

SMEs

Households

(%)

Substandard-or-below loan ratio (RHS)

(%)

4

(trillion won)

4

53

(%)
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1.5
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2

2

1
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0
0.5
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Q1 15

0
Q1 16
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Q1 19

Q3

0
Q1 16

Q1 17
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Sources: Commercial banks’ business reports.

Notes: 1) During the period basis.
2) End-period basis.
3) Including those through loan withdrawals, loan loss writeoffs, loan sales, soundness reclassifications, debt restructurings, etc.
Sources: Commercial banks’ business reports.

The substandard-or-below loan ratio in vulnerable business sectors3) dropped as some of the
non-performing loans to large enterprises selected for restructuring were written off or otherwise redressed. The substandard-or-below

By borrower type, the substandard-or-below

loan ratio fell in shipbuilding (4.55% at the end

loan ratio of household loans has remained

of the third quarter of 2018 → 3.44% at the end

low, standing at 0.28% at the end of the third

of the third quarter of 2019), shipping (4.09% →

quarter of 2019. The substandard-or-below

3.93%), steel (3.17% → 1.91%) as well as in con-

loan ratio of loans to large enterprises was

struction (3.20% → 2.04%) (Figure Ⅲ-6).

brought down to 0.69%, in part as a result of
the completed restructurings of some large enterprises such as the conversion of their loans
into shares. The substandard-or-below loan ratio of SME loans has also continued its downward trend, recording 0.67% (Figure Ⅲ-5).

3) Four of the five business cycle-sensitive industries selected for restructuring (steel, petrochemicals, construction,
shipbuilding, shipping), excluding the petrochemicals industry whose substandard-or-below loan ratio has largely
improved and has been brought back to a healthy level.
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3

Figure Ⅲ-6. Commercial bank substandardor-below loan ratios in major
vulnerable industries1)
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Figure Ⅲ-7. Commercial bank profitability
Return on assets1)2)
Structural profitability ratio2)3)

Shipbuilding

Shipping

Steel

Construction

(%)

Net interest margin2)
(%)

(%)
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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.
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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.
Sources: Commercial banks’ business reports.

Slight decline in profitability
Commercial banks’ net income for the first to
Commercial banks’ profitability dwindled

third quarters of 2019 amounted to 8.7 trillion

somewhat compared to the same period of

won, representing a year-on-year increase of

last year due to the narrowing loan-deposit

0.2 trillion won. Of the factors contributing to

spread.

the change in net income, while the net interest margin dropped, interest income rose by

In the first to third quarters of 2019, the return

0.7 trillion won to 20.9 trillion won, lifted by

on assets (ROA) stood at 0.68% (annualized

an increase in interest-earning assets.4) Loan

basis), down 0.04%p on a year-on-year basis.

loss expenses stood at 0.9 trillion won, up by

The structural profitability ratio, measuring

0.5 trillion won on a year-on-year basis, as the

banks’ capacity to generate profits in a sus-

effect of last year’s large reversal of provisions

tainable manner, also declined by 0.05%p on a

faded5) (Figure Ⅲ-8).

year-on-year basis to 0.98% in the same period (annualized basis) (Figure Ⅲ-7).
4) Due to the drop in interest rates, commercial banks’ net interest margin fell from 1.72% in the third quarter of 2018
to 1.65% in the third quarter of 2019. Meanwhile, won-denominated interest-earning assets (average balance basis)
increased by 7.4% at the end of the third quarter of 2019, on a year-on-year basis, due to the continuously solid
growth in loan assets over several previous periods.
5) At the end of the third quarter of 2018, a large reversal of provisions occurred as a result of the upward adjustment
of the soundness of loans to large enterprises in vulnerable industries that were slated for restructuring, and the recovery of loans to these enterprises (318.0 billion won at the end of the third quarter of 2018 → 92.2 billion won at the
end of the third quarter of 2019).

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

Figure Ⅲ-9. Commercial bank1) CDS premia2)
Distribution for four major banks

Interest income

Fee income

Securities-related income

Other income

Average of four major banks
(bp)

Loan loss expenses3)
Selling, general and administrative expenses

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

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.

The spread on commercial banks’ long-term
foreign currency borrowings also remained
stable in 2019. However, there was a heightened level of volatility in the short-term

Favorable overseas foreign currency
funding conditions

foreign currency borrowing spread starting
in April, as some banks reacted to external
uncertainties, such as the possibility of a pro-

Commercial banks’ overseas foreign currency

longed US-China trade dispute and Japan’s

funding conditions have remained favorable.

imposition of trade restrictions, by trying to
secure funding in advance and diversify their

In spite of increased domestic and exter-

suppliers. However the spreads stabilized

nal uncertainties, CDS premia have mostly

once into September (Figure Ⅲ-10).

trended lower, due to the interest rate cut by
the US Federal Reserve, coupled with Korea’s
continuously strong external soundness. After
mid-October, the extent of decrease in CDS
premia rose on the easing of global risks as a
result of progress in US-China trade negotiations and the extension of the Brexit deadline
(Figure Ⅲ-9).
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120

Figure Ⅲ-10. Commercial bank short- and
long-term foreign currency
borrowing spreads1)2)3)
Spread on long-term borrowings (LHS)
Spread on short-term borrowings (RHS)
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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
foreign branches), and overnight (O/N) borrowings.
3) T he dotted line indicates the period when data (spread on
long-term borrowings in February 2019) was unavailable
due to the lack of borrowing records.
Source: Bank of Korea.

crease in supply, thus causing the vacancy rate

Box 4.

to rise and return on investment (ROI)4) to fall.
On the supply side, amid persistent low interest
2)

rates, increased real estate prices, and an inflow
of investment demand,5) the average area of
newly completed retail stores and offices during
the period from 2016 to 2018 increased by

Commercial real estate loans by domestic banks

15.9% and 44.1%, respectively, compared to the

increased significantly amid the expansion of the

average during the preceding three-year period

commercial real estate market.3) However, with

(2013 to 2015). On the demand side, regarding

the recent market contraction, concerns are

retail stores, the sluggishness of self-employed

emerging over the soundness of these loans. In

businesses and growing consumption via online

what follows, we look at the current status of the

purchases led to weaker rental demand. As for

commercial real estate market and commercial

offices, factors reducing demand, such as the

real estate loans held by domestic banks and

reduced profits of businesses, were mixed with

their potential risks.

factors boosting demand, such as sales and
leasebacks by some corporations in an effort to

Current status of the commercial real

improve their financial structures.

estate market
Recently, the commercial real estate market
(retail stores and offices) has been depressed,
as rental demand decreased despite a sharp in-

1) Generally, commercial real estate refers to real estate used for commercial, profit-making activities. It includes property for commercial use (retail stores and offices), property for industrial use (factories and warehouses), accommodation and leisure facilities, and others. This article focuses on retail stores and offices.
2) Among non-residential-secured loans held by eight domestic banks (including three regional banks) (accounting for
63.5% of all non-residential-secured loans of all domestic banks as of the end of June 2019), this article focuses on
commercial real estate loans, with the borrowers including households, SMEs (small and medium-sized corporations
and sole proprietors), large enterprises, and public sectors.
3) For details refer to the December 2018 Financial Stability Report, <Box 2> 「Factors Behind Expansion in Commercial Real Estate Market, and Implications」 (page 44).
4) Return on investment (ROI) is the sum of return on rent income and return on capital gains. Return on rent income
is the net operating income during a certain period divided by the underlying asset value at the start of that period,
while return on capital gains is the asset value fluctuations during a certain period divided by the underlying asset
value at the start of that period.
5) Retirees and wealthy individuals strengthened demand for commercial real estate as an alternative investment tool.
As baby boomers reached retirement age, the share of the retirement-age group (aged 55 to 64) in the entire population (aged 20 and over) increased from 16.7% in 2015 to 18.7% in 2018. Also, the demand to secure post-retirement income by the 40-to-54 age group, which occupies the largest share (30.0%) of the population (aged 20 and
over, as of the end of 2018), also rose. Furthermore, commercial real estate accounted for over 50% of all real estate
held by wealthy individuals in their 60s and older (2019 Korean Wealth Report, Hana Financial Group).
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Commercial Real Estate Loans by
Domestic Banks and Consideration of
Potential Risks
1)

Supply of commercial
real estate

58

Demand factors for
commercial real estate

Vacancy rates1) and ROIs2) of commercial real
estate3)

Area of newly completed retail stores

Retail stores

Return on capital gain (retail stores)

Area of newly completed offices

Offices

Return on capital gain (offices)

Proportion of online shopping transactions (LHS)1)

Return on rent income (retail stores)

Ratio of net income-to-sales (LHS)2)

Return on rent income (offices)
ROI (retail stores)

Production index of accommodation & food service industries (RHS)
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14
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18 Jun.19

8

2) Based on consolidated financial statements of listed com-

15
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17
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0

0
14
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Notes: 1) Average of quarterly vacancy rates.
2) F
 or 2019, ROI is annualized using ROIs in Q1-Q3 2019 period.

panies in KOSPI market.

3) For retail stores, medium-sized to large retail stores basis.

Sources: Ministry of Land, Infrastructure and Transport, KRX, Statistics Korea.

8
14

Notes: 1) Proportion of online shopping transactions to retail sales.

Source: Korea Appraisal Board.

Reflecting these market conditions, the retail

Meanwhile, the commercial real estate market

store vacancy rate6) (vacant space / floor space)

is showing regional variation. In the Seoul met-

has been climbing since 2018, peaking at 11.5%

ropolitan area, a relatively low vacancy rate and

at the end of September 2019, which is the

favorable ROI have been observed mainly in

highest it has been since the end of March 2009

core districts. On the other hand, in regional ar-

(11.4%). As for offices, the vacancy rate peaked

eas, the vacancy rate has been picking up while

at an annual average of 13.2% in 2016 and has

the ROI is collapsing, on the back of sluggish

since declined, but it remains high. As a result,

regional industries and the decline of real estate

the return on rent income of commercial real

prices.

estate continues to fall, and the return on capital
gains, which had jumped along with the rise in
real estate prices, began to fall in 2019.

6) The samples of the commercial real estate market trend survey have been redesigned five times since 2014, but we
looked at those samples in time series to identify overall trends.

Vacancy rates and ROIs1)
of retail stores,2) by region
8

8
Seoul Metropolitan area

9
8

7

9
Seoul Metropolitan area

8

7
7

5 metropolitan cities
6

6

6

Nationwide
5
5

7
Nationwide
5 metropolitan
cities

4
8

10

12

14

and offices increased by 51.7 trillion won and 2.9
trillion won, respectively, during the same period.
This is attributed to a combination of factors: the
increased demand for commercial real estate
loans associated with the expansion of the com-

6
5

mercial real estate market, and the stronger incentives for banks to supply such loans since it
is easier to manage loan quality given their lower

5
4

Other areas

2019. In terms of types of collateral, retail stores

Other areas

4

3
3
4
16
8 10 12 14 16 18 20 22
Vacancy rate (%)

Notes: 1) □
 indicates ROI in 2014; △ indicates ROI in 2019 (for 2019,
ROI is annualized using ROIs in Q1-Q3 2019 period).

delinquency rates.

Commercial real estate
loans and
their growth rate1)

Amount of loans,2)
by collateral

2) Based on medium-sized to large retail stores.
Source: Korea Appraisal Board.

Retail stores (LHS)

  Secured by commercial real estate

Offices (LHS)

  Secured by residential real estate

Growth rate (RHS)

  Secured by other types of collateral
  Guaranteed
  Unsecured

Current status of commercial real estate

(trillion won)

loans

150

Commercial real estate loans by eight domestic

120

(%)

(trillion won)
20

15

120.6
(10.1%)
326.7
(27.4%)
323.2
(27.1%)

banks grew at an annual average rate of 14.8%
during the period from 2015 to 2018, far exceeding the growth rate of all Korean won-denomi-

90
10
60

nated loans (6.2%). Due to the recent strengthening of already stringent regulations,7) growth

207.9
(17.4%)

213.3
(17.9%)

5

30

has subsided slightly but still remains high (11.0%
at the end of June 2019, year-on-year basis).
Consequently, as of the end of June 2019, com-

0

0
14

16

17

18 Jun.19

Notes: 1) Year-on-year basis.
2) End-June 2019 basis; ( ) indicates share within total loans

mercial real estate loans stood at 120.6 trillion
won, up 54.6 trillion won from the end of 2014

15

in won.
Sources: E ight domestic banks, financial institutions’ business re-

(66.0 trillion won), and the share of commercial

ports.

real estate loans among all loans8) rose from 7.8%
at the end of 2014 to 10.1% at the end of June

7) The supervisory authority announced the introduction of a rent-to-interest (RTI) ratio for real estate leasing businesses in November 2017 and a measure for strengthening the soundness management of loans for sole proprietors in
December 2018 in order to relieve the concentration of loans in specific sectors.
8) Loans held by domestic banks can be classified by type of collateral: secured loans backed by collateral, guaranteed loans, and unsecured loans. This article divides secured loans backed by collateral into commercial loans, residential loans, and other loans, and focuses on commercial loans.
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ROI (%)

Vacancy rates and ROIs1)
of offices, by region

By type of borrower, sole proprietor loans rose

Amount of loans, by
borrower

by an annual average of 16.7% during the period from 2015 to 2018, driving the growth of

  Small and medium-sized

commercial real estate loans and occupying the

Construction, development

corporations (LHS)

largest share of all such loans (64.2%, as of end60

Amount of loans, by
industry1)

June 2019), followed by loans to small and medium-sized corporations and households with

& subdividing of real estate

  Sole proprietors (LHS)

(LHS)

  Households (LHS)

Manufacturing (LHS)

  L arge enterprises and

Wholesale & retail trade,

public sector (LHS)

accommodation

  Proportion of sole

shares of 17.9% and 14.2%, respectively.

& food services (LHS)

proprietors (RHS)

Real estate leasing (LHS)
Share of real estate leasing
(RHS)

By industry,9) commercial real estate loans to the

(trillion won)

real estate leasing sector jumped by an annual

140

average of 20.4% during the period from 2015

120

to 2018, with their share of all commercial real
estate loans increasing (62.8% at end-2014 →
67.5% at end-June 2019). Meanwhile, the share

80
60

share of the wholesale & retail trade, accommo-
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dation & food service sector (25.9% → 22.4%)
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estate leasing sector, driven by the pursuit of

(trillion won)

(%)
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100

of the manufacturing sector (7.8% → 6.9%) and

both declined. With the growing share of the real

(%)

0
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18 Jun.19

60
14

15

16

17

18 Jun.19

rent income, the soundness of commercial real

Note: 1) Based on SME (small and medium-sized corporations, sole

estate loans is expected to be significantly af-

Sources: Eight domestic banks.

proprietors) loans.

fected by fluctuations in the business conditions
of tenants.

Loan structure and characteristics
of borrowers
By method of repayment10) for commercial real
estate loans, loans that pay only interest without
the repayment of principal during the term (bullet
repayments) accounted for 86.9%, a very high
proportion (compared to the 38.5% of home
mortgage loans). In terms of maturity, unlike
home mortgage loans, short-term loans (less
than three years) occupied a large share (49.6%,
as of end-June 2019).11) In the event the maturity

9) This article focuses on six sectors of SMEs (including small and medium-sized corporations and sole proprietors):
manufacturing, construction, wholesale & retail trade, accommodation & food services, real estate leasing, and development & subdividing of real estate, which accounted for the majority of commercial real estate loans (88.3% as
of end-June 2019). Commercial real estate loans to households were excluded due to the unavailability of classification by industry, and large enterprises and public sectors were also excluded due to their relatively small shares.
10) Due to limited data availability, we conducted our calculation based on total non-residential real estate loans.
11) As for home mortgage loans, long-term loans (maturity of more than 10 years) accounted for a large portion (62.4%).

period of existing loans cannot be extended due

Loans, by maturity1)

to a deterioration of economic conditions in the

Loans, by credit rating1)

future, borrowers may have difficulty repaying

Shorter than 3 years

High credit rating (1-3 grades)

their loans. Moreover, the share of loans with

3-10 years

Middle credit rating (4-6 grades)

Longer than 10 years

floating interest rates was 58.7%, exceeding that
of home mortgage loans (50.8%).

(%)

Low credit rating (7-10 grades)
(%)

100

(%)

100 100

100

80

80

80

80

60

60

60

60

40

40

40

40

20
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0

0

(%)

Fixed interest rate Floating interTotal
(including mixed)
est rate
Installment repayment of
principal

2.3
(41.1)

10.8
(20.4)

13.1
(61.5)

Interest-only repayment
(including loans having
grace period)

39.0
(8.1)

47.9
(30.4)

86.9
(38.5)

Total

41.3
(49.2)

58.7
(50.8)

0
Commercial
real estate
loans

Home mortgage
loans

0
Total

(Small and
(Sole (Households)
medium-sized proprietors)
corporations)

Note: 1) E nd-June 2019 basis; shares in home mortgage loans, by
maturity based on end-2018.
Sources: Eight domestic banks, Korea Housing Finance Corporation.

Notes: 1) End-June 2019 basis.
2) ( ) indicates share of home mortgage loans.
Sources: Eight domestic banks.

The delinquency rate of commercial real estate
loans is relatively low. Although it has been rising
slowly since September 2018, as of the end of

In terms of the credit ratings of borrowers, the

June 2019 the delinquency rate stood at 0.15%,

share of borrowers with middle credit ratings

lower than the average rate of 0.22% during the

(grades 4-6, 56.9%) was higher than that of

period from 2014 to 2018 and lower than even

borrowers with high credit ratings (grades 1-3,

home mortgage loans, the delinquency rate

41.9%), unlike home mortgage loans, where bor-

(0.20%) of which tends to be lower than that of

rowers with high credit ratings were the majority

other types of loans.

(85.6%). By type of borrower, small and medium-sized corporations and sole proprietors with

Meanwhile, in terms of the location of collateral,

middle credit ratings accounted for large por-

the delinquency rate of commercial real estate

tions (76.7% and 58.8%, respectively). However,

loans in the Seoul metropolitan area as of the

as for households, borrowers with high credit

end of June 2019 amounted to 0.11%, while that

ratings accounted for the largest share (69.9%).

of regional areas was 0.22%. Reflecting this, the
delinquency rate of regional banks (0.35%) that
held larger shares of collateral located in regional areas12) was higher than that of nationwide
banks (0.14%) and its degree of increase was
also expanding.

12) For regional banks, the share of loans with collateral located in regional areas was 91.6%, while for nationwide
banks, the share of loans with collateral located in the Seoul metropolitan area was 71.6%.
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Commercial real estate loans,1)2) by repayment
method or interest type

(%)

Delinquent loans1) and
delinquency rates of
commercial real estate
loans

and tenants, depending on business conditions
going forward. If the business income of tenants

By banking sector 2)

becomes sluggish, overdue rents could lead to
delays in loan interest repayments by landlords

Delinquent loans (LHS)

62

Delinquent loans

and an increase in non-performing loans of

D
 elinquency rate-commercial

(regional banks, LHS)

real estate loans (RHS)

Delinquent loans

banks. It should also be noted that return on rent

D
 elinquency rate-home

(nationwide banks, LHS)

mortgage loans (RHS)

Delinquency rate

income is currently continuing to fall, causing the
ordinary income of landlords to shrink.13)

(nationwide banks, RHS)
Delinquency rate
(regional banks, RHS)
(100 million won)
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Second, although the delinquency rate re-
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0
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borrowers with low and middle-level credit ratings (58.1% of all borrowers), could soar rapidly,

1,000

500

if business conditions shift going forward, delinquencies and defaults, especially of loans to

0.3
1,500

mains low due to the rapid growth of loans

0.2
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because such loans carry short maturities and
the share of loans with bullet repayments is high.

0

0
14 15 16
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Notes: 1) Based on loans delinquent for one month and longer.
2) Nationwide banks include Nonghyup Bank.
Sources: Eight domestic banks.

Third, the ratio of the sales price to appraised
value of commercial real estate is lower than
that of residential property,15) and the sales rate
(number of sales / number of auctions) is falling

Review and assessment of potential risks

(23.6% in 2018 → 21.4% during January through
September of 2019), meaning that if such loans

Based on these considerations, the potential

turn sour, the recoverable amount will be smaller

risks of commercial real estate loans are outlined

and withdrawal of existing loans may become

below.

difficult.

First, because commercial real estate loans are

Considering the fact that the delinquency rate

concentrated in the real estate leasing sector,

of commercial real estate loans is currently in a

there is a possibility of risk amplification asso-

good position and the debt repayment burden is

ciated with the deterioration of both landlords

not significant due to low interest rates, the like-

13) In particular, the gap between the return on rent income and borrowing interest rate is narrowing (1.3%p at the end
of 2015 → 0.7%p at the end of June 2019), which squeezes the anticipated net income of landlords using commercial real estate loans, weakening their income base.
14) Since 2015, the reduction of the delinquent loan balance has contributed to the decline of the delinquency rate.
However, after the delinquent loan balance started to increase in September 2018, the growth rate of the delinquent loan balance started to pick up (14.7% at end-September 2018 → 26.0% at end-June 2019, year-on-year
basis), suggesting that the delinquency rate may rise slowly.
15) The ratio of sales price to appraised value of commercial real estate is 62.9% (during January through September
of 2019), which is below that of residential property (82.2%, apartment basis).

lihood that the risks listed above will materialize
soon appears to be low. However, commercial
real estate market conditions and loan quality
vary by region, suggesting that there is a need to
strengthen the management of loan soundness,
mostly for loans backed by collateral located in
to carefully watch for possible impacts of structural changes of the commercial real estate market on loan quality, such as a reduction in retail
store rental demand associated with changes in
consumption patterns due to online shopping.
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vulnerable regions. Over a longer term, we need
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2. Non-Bank Financial
Institutions

2019, maintaining the upward trend from the
previous period. Notwithstanding, as the rate
of growth in NBFIs’ assets was slower than that
in banks’ assets (9.1%), their share in the total

64

Although non-bank financial institutions’

assets of all financial sectors 6) (5,801 trillion

(“NBFIs” hereafter) assets have continued

won) decreased by 0.2%p to 48.1% at the end of

on an upward trend, their profitability has

the third quarter of 2019, compared to the same

declined. Asset soundness moved in different

period of 2018 (48.3%) (Figure Ⅲ-12).

directions depending on the sector. In the case
of mutual credit cooperatives, asset soundness
deteriorated in tandem with profitability. The
sector’s capital adequacy should be monitored

Figure Ⅲ-12. NBFI total assets
Rates of total asset
growth

Total asset amounts

for any negative effect this may have going
forward (Figure Ⅲ-11).

Insurance cos.

  NBFI share (LHS)1)

Mutual credit cooperatives

  NBFIs (RHS)2)

Securities cos.

  Banks (RHS)2)3)

Credit-specialized financial cos.

Figure Ⅲ-11. Map of changes in NBFI financial
soundness conditions
H1 2019 analyzed
Profitability 3)
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Growth1)
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Securities cos.
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cooperatives
Insurance cos.
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Insurance cos.

Deterioration
Mutual credit cooperatives
Mutual savings
banks Credit-specialized
Asset soundness2)
financial cos.

0
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Q1 17

0
Q3 19

40
Q1 15
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0
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Notes: 1) Total assets of NBFIs / (Total assets of banks + Total assets
of NBFIs).

Notes: 1) Rate of increase in total assets; extent of change in Q2-Q3
2019 compared to Q4 2018-Q1 2019 indexed.
2) D elinquency rate; extent of change as of end-Q3 2019
compared to end-Q1 2019 indexed.

2) Year-on-year basis.
3) Including commercial banks, specialized banks and, foreign
bank branches.
Sources: Financial institutions’ business reports.

3) R eturn on assets (ROA); extent of change in Q2-Q3 2019
compared to Q4 2018-Q1 2019 indexed.
Sources: Financial institutions’ business reports.

By sector, the total assets of mutual credit
cooperatives and mutual savings banks con-

Continuous asset growth

tinued on a robust upward path, recording
year-on-year growth of 9.6% and 11.9%, re-

NBFIs’ assets grew by 8.0% year on year to 2,789

spectively, at the end of the third quarter of

trillion won at the end of the third quarter of

2019, on increased loans to sole proprietors

6) Encompasses banks and NBFIs, with commercial banks, specialized banks and domestic branches of foreign
banks included among banks.

and other SMEs. Securities companies’ total

with the delinquency rate of mutual savings

assets also grew at a rate of 11.2% on expand-

banks (4.24%) also edging lower by 0.32%p.

ed securities holdings. The rate of growth was

The delinquency rate of insurance companies

more modest for the total assets of insurance

stood at 0.31%, little changed from the same

companies and credit-specialized financial

period of the previous year (0.29%).
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companies, which managed year-on-year inIn the case of mutual credit cooperatives, amid

Ⅲ-13).

a rise in delinquencies, particularly in areas
affected by slumps in housing markets and
major industries, the delinquency rate and the

Figure Ⅲ-13. N
 BFI rates of total asset growth,1)
by sector 2)

substandard-or-below loan ratio inched higher to 2.06% and 2.21%, respectively, at the end

Insurance cos.

Securities cos.

Mutual credit cooperatives

Mutual savings banks

of the third quarter of 2019, up by 0.52%p and

C
 redit-specialized financial cos.
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0.48%p on a year-on-year basis (Figure Ⅲ-14,
Figure Ⅲ-15).
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Figure Ⅲ-14. NBFI delinquency rates,1) by sector
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Notes: 1) Year-on-year basis.
2) Excluding accounts receivable for securities companies.
Sources: Financial institutions’ business reports.

Deteriorating asset soundness in some
sectors
NBFIs’ asset soundness moved in different
directions depending on the sector. Mutual
credit cooperatives’ asset soundness changed
for the worse as the delinquency rate and the
substandard-or-below loan ratio ticked up.
The delinquency rate of credit-specialized
financial companies dropped by 0.07%p to
1.72% at the end of the third quarter of 2019,

0

0
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19

Q3

Notes: 1) Based on delinquencies of one month and longer (one day
and 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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creases of 7.2% and 5.2%, respectively (Figure

by dwindling fee income. During the same

Figure Ⅲ-15. N
 BFI substandard-or-below loan
ratios, by sector

period, credit-specialized financial companies’
ROA (1.27%) slipped by 0.06%p due mainly to

Insurance cos. (LHS)
Mutual credit cooperatives (LHS)

lowered merchant service fees7) (Figure Ⅲ-16,

Credit-specialized financial cos. (LHS)

Figure Ⅲ-17).
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Figure Ⅲ-16. NBFI ROAs1)
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Sources: Financial institutions’ business reports.

Slowdown in profitability
The profitability of NBFIs mostly slipped in
the first to third quarters of 2019.
Insurance companies’ return on assets (ROA)
was brought down by 0.24%p from the same

0

0
Q1 15

Q1 17

Q1 18

Q1 19

Q3

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

Figure Ⅲ-17. NBFI net incomes1)

period of the previous year to 0.59% on a drop

Insurance cos.

in net income for the period, which was caused
in part by increased insurance business losses at life insurance companies. Mutual credit

Q1 16

Mutual credit cooperatives

Securities cos.

Credit-specialized financial cos.

Mutual savings banks

All sectors

(trillion won)

(trillion won)
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8

6
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4

4

2
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0

0

cooperatives’ ROA (0.56%) also dropped by
0.16%p on the increase in loan loss expenses.
Mutual savings banks’ ROA (1.77%) ticked
down by 0.07%p during the same period, as a
decrease in the share of high-interest rate loans
resulted in slower growth in interest income.
Securities companies’ ROA fell 0.06%p on a
year-on-year basis to stand at 1.07% in the
first to third quarters of 2019, brought down

-2
Q1 15

-2
Q1 16

Q1 17

Q1 18

Q1 19

Q3

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

7) 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.

Scale of AUM of global and domestic

Box 5.

investment funds
As of the end of 2018, the AUM of the top 500

Status and Assessment of Data Gap
Related to Investment Funds

global asset management companies amounted
to 91.5 trillion dollars, representing an increase

Assets under management (AUM) of global and

net assets of domestic investment funds rose to

domestic collective investment schemes (“in-

652.6 trillion won as of the end of October 2019,

vestment funds” hereafter) have grown rapidly

jumping sharply by 126.6% from 2008.

1)

due to the strengthening of regulations on banks
and the growing trend of investors’ search for
yield amid the persistent low interest rates in the

Amount of investment funds1) managed by global2)
and domestic3) asset management companies

wake of the global financial crisis.

Global

Domestic

While the growth of the investment fund market

Securities
Money market

enhances the role of financial markets as inter-

Derivatives

mediaries of funds and increases the efficiency

Real estate
Special assets

of the financial system through competition, it

Hybrid assets

could potentially pose risks to financial stability
through liquidity mismatch and high leverage.

(trillion dollars)

(trillion dollars)
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700

600

600

500

500

400

400

300

300

200

200

100

100

80

Therefore, international organizations, including
the Financial Stability Board (FSB), recommend-

60
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40
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ed that policy authorities secure sufficient related data to effectively cope with investment fund
risk factors.2) This article reviews the risks as well
as domestic regulations and data collection related to investment funds.

(trillion won)

100 700

0

0
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0
08
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0
17 Oct.19

Notes: 1) End-period basis.
2) B ased on total assets of investment funds managed by
global top 500 asset management companies.
3) B
 ased on net assets of public offer funds and hedge funds.
Sources: Willis Towers Watson, Korea Financial Investment Association.

1) Collective investment schemes establish investment funds by pooling funds from investors and allocate returns on
investment to investors according to their shares of investment. One of the major instruments of the asset management sector, these schemes are called funds or investment funds. This article analyzes domestic collective investment schemes, but excludes private equity funds for which data is unavailable.
2) The FSB presented 14 recommendations, including policy authorities’ collection of data related to liquidity and leverage, mandatory stress tests of investment funds, and strengthened monitoring of the securities lending activities of
asset management companies. For details refer to “Policy Recommendations to Address Structural Vulnerabilities
from Asset Management Activities” (FSB, January 2017).
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of 71.5% from the end of 2008. The aggregate
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Types of investment funds

Furthermore, investment funds occasionally increase leverage (total liabilities / total net assets)

68

By method of investment solicitation, investment

through cash borrowings and investment in de-

funds are classified as: public offer funds, which

rivatives. If the leverage rises, the scale of losses

do not restrict the number of participants; and

could jump sharply upon the deterioration of

private placement funds, which solicit capital

financial markets. This high leverage is one of

from a limited number of investors (for Korea,

the major risk factors of private placement funds

not more than 49 investors). In addition, in terms

that seek relatively high returns.

3)

of investors’ ability to redeem their shares, investment funds can be divided into: open-ended

Such liquidity mismatch and high leverage of

funds, where investors can redeem their shares

investment funds can amplify risks through the

anytime at the market price or purchase new

interplay that occurs between them. Moreover,

shares; and closed funds, which do not have a

the herding behavior of investors and intercon-

mechanism for investors to redeem their shares

nectedness of financial institutions can further

during the lifetime of the funds.4)

increase price volatility in financial markets and
drive financial market instability.

Principal risks of investment funds
The risks associated with investment funds

Major risk of domestic investment funds,1) by type

include liquidity mismatch and buildup of lever-

<Public offering>

<Private placement>

Liquidity

Liquidity

age.5)
Investment funds sometimes put funds in assets

<Openended>

Leverage
(245.6 trillion won)

with high returns and low liquidity to increase
returns. Investment funds that do not have sufficient amounts of highly liquid assets in their
portfolios may face fire sales of assets, owing to
the liquidity mismatch between assets and liabilities in the event of a wave of share redemptions
in response to a financial market shock. Such

(174.2 trillion won)

Leverage
<Closed>
(6.5 trillion won)

(226.3 trillion won)

Note: 1) ( ) indicates net assets of investment funds at the end of October 2019.
Sources: Bank of Korea, Korea Financial Investment Association.

liquidity mismatch is a risk factor6) for open-ended investment funds that allow investors to redeem shares.

3) Private placement funds can be divided into: hedge funds, which pursue high returns by investing in a variety of assets such as equities, bonds, derivatives, and real estate; and private equity funds, where investors invest in the equity of a company and gain profits by selling their shares at a much higher price by participating in its management.
4) Furthermore, depending on the object of investment, investment funds can be classified as securities funds, real
estate funds, special asset funds, hybrid asset funds, and money market funds.
5) The FSB lists the structural vulnerabilities of investment funds as liquidity mismatch, leverage within funds, operational risks under stressed conditions, and securities lending activities of asset management companies.
6) Recently, some foreign and domestic asset management companies, such as the LF Woodford Equity Fund and
Lime Asset Management Co., failed to fulfill their payment obligations to investors, raising concerns about investment funds.

Regulations on domestic investment

Data on liquidity provides detailed information

funds and status of data collection

on the liquidity positions of public offer funds but
does not provide the liquidity positions of private
placement funds. Related associations disclose

money market funds (MMFs) that face frequent

the details of the AUM of public offer funds on

redemption requests from investors. Specifically,

a quarterly basis,12) allowing both investors and

MMFs are required to hold at least a certain level

policymakers to stay informed of the liquidity

of highly liquid assets such as cash, Treasury

positions of all public offer funds. On the other

bonds, monetary stabilization bonds (MSBs),

hand, data on private placement funds is not

and negotiable certificates of deposit (NCDs).

available, nor does the supervisory authority

7)

gather such data.
Regulations on leverage are applied differently
depending on the means of investment solicita-

While the data on the leverage of public offer

tion. Public offer funds are not allowed to borrow

funds is being reported on a short interval, the

cash for asset management, but can invest in

data on the leverage of private placement funds

derivatives to the extent that the risk-assessed

is reported on a long interval. The supervisory

value contingent on the trading of the deriva-

authority receives reports on the risk-assessed

tives do not exceed 100% of total net assets.

value contingent on the trading of the derivatives

Hedge funds can operate assets as long as the

for all public offer funds on a weekly basis, but

sum of the risk-assessed value contingent on

for private placement funds, it collects data on

the trading of the derivatives, debt guarantees,

the sum of cash borrowing, debt guarantees,

offered collateral, and cash borrowing does not

and risk-assessed value contingent on the trad-

exceed 400%10) of total net assets.

ing of the derivatives every six months or annu-

8)

9)

ally.13)
The extent of the collection of data on the liquidity and leverage of investment funds11) varies depending on the means of investment solicitation.

7) For MMFs, the sum of cash, Treasury bonds, MSBs, and NCDs with residual maturity of up to one business day
must amount to at least 10% of total assets, while the sum of cash, Treasury bonds, MSBs, and NCDs with residual
maturity of up to seven business days must account for at least 30% of total assets (Article 7-16 of Regulations on
Financial Investment Business).
8) Risk-assessed value contingent on the trading of the derivatives is calculated by multiplying the price of the underlying assets by the trading volume (number of contracts) and a multiplier.
9) Article 81(1) of the Financial Investment Services and Capital Markets Act.
10) Article 249(7) of the Financial Investment Services and Capital Markets Act.
11) As shown by the recent incident involving the suspension of fund redemption for investment funds managed by Lime
Asset Management Co., to precisely understand status of the liquidity and leverage risks of investment funds, we
do not need aggregated data at the level of asset management companies, but rather data at the level of individual
investment funds. The following section of the article is based on date at the level of individual investment funds.
12) T he disclosure system of the Korea Financial Investment Association provides detailed information on individual
public offer funds, including name, size of holdings, acquisition value, market valuation, and book value of AUM.
13) The reporting interval for private placement funds varies depending on the aggregate value of collective investment
assets: six months for aggregate value of 10 billion won and more and one year for under 10 billion won (Article 271
(10) of the Enforcement Decree of the Financial Investment Services and Capital Markets Act).
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Regulations on liquidity are applied only to

placement funds in a timely manner in order to

Assessment

cope with gradually rising financial stability risks
In the wake of the global financial crisis, invest-

related to investment funds while also protecting

ment funds have expanded significantly, thus

the operational autonomy of private placement

increasing risk. Therefore, if sufficient data on

funds to guarantee the original purpose of such

the liquidity and leverage of investment funds is

funds.

14)

70

unavailable, authorities will have difficulty with
the early detection of risks associated with investment funds.

Recent collection of domestic investment funds

<Public
offering>

<Private
placement>

<Liquidity>

<Leverage>

Data is being collected
at an appropriate level.

Data is being collected
at an appropriate level.

- Related associations
publish the data quarterly.

Data collection is
needed.

- Regulatory authority
gathers data weekly.

Data reporting cycle
needs to be shortened.
- Regulatory authority
gathers data, but data
reporting cycle (6 months
or a year) is long.

Source: Bank of Korea.

Overall, an adequate amount of data on public
offer funds is being collected.15) However, as for
private placement funds, it is necessary to consider increasing the amount of data on liquidity
and leverage and shortening the reporting interval. Currently, it is difficult to identify the liquidity
positions of individual private placement funds,
and the reporting interval for leverage status (six
months or one year) is rather long, suggesting
that reports should be made more timely.
The supervisory authority and related associations need to devise ways of identifying
the liquidity and leverage positions of private
14) The FSB assessed that the growth of investment funds coupled with indications of investors’ heightened sensitivity
to low investment performance raised financial stability risks related to investment funds.
15) In particular, the liquidity positions of public offer funds are highly transparent, with even general investors being
able to identify the details of the asset management conditions of individual investment funds.

3. Interconnectedness

those among NBFIs—the volume of mutual
transactions within the banking sector recorded an increase of 17.8%, that within the
non-banking sector an increase of 15.7% and

interconnectedness through their raising

that between the banking and non-banking

and operation of funds increased. The rapid

sectors an increase of 10.8%. This has raised

growth in the volume of mutual transactions,8)

the share of mutual transactions within the

particularly in the banking sector, has also

non-banking sector in total mutual trans-

lifted their share relative to the overall finan-

actions from 59.1% at the end of the second

cial sector’s total assets. While this has result-

quarter of 2018 to 60.0% at the end of the

ed in an increase in default contagion risk, the

second quarter of 2019, and the share of trans-

level of concentration risk has remained most-

actions within the banking sector from 4.4%

ly unchanged.

to 4.6% over the same period. On the other
hand, the share of mutual transactions be-

Accelerated growth in transactions
between financial institutions

tween the banking and non-banking sectors
fell from 36.5% to 35.4% over the same period
(Figure Ⅲ-18).

The volume of mutual transactions between
financial institutions has grown at an accelerated rate, jumping 14.0% year on year to 2,629
trillion won at the end of the second quarter
of 2019.9) As a result, its share relative to the
financial sector’s10) total assets (8,001 trillion
won, flow of funds statistics basis) also rose by
1.5%p to 32.9% from the same period a year
earlier (31.4%).
Among the sub-categories of mutual transactions in the financial sector—those among
banks, those between banks and non-bank
financial institutions (“NBFIs” hereafter), and

8) 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. 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).
9) The rate of year-on-year increase (%, second quarter basis) in the amount of mutual transactions among financial
institutions has been rising: 6.5% in 2017 → 8.0% in 2018 → 14.0% in 2019.
10) Including domestic banks, non-bank deposit-taking institutions, branches of foreign banks, securities companies,
insurance companies, investment funds, trusts, and credit-specialized financial companies.
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In the first half of 2019, financial institutions’

Figure Ⅲ-18. Current status of mutual transactions
among financial institutions and across
sectors
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Notes: 1) End-period basis (flow of funds statistics).

4) End-Q2 2019 basis.

2) Proportions in the total amount of mutual transactions.
3) Based on end-Q2 for each year.

Source: Bank of Korea.

Source: Bank of Korea.

Transactions between financial institutions
By type of financial institution, domestic

took mainly the forms of deposits and bond

banks, trusts, securities companies, and in-

and stock transactions. At the end of the sec-

vestment funds appeared to be playing the

ond quarter of 2019, the shares of deposits

central roles in the mutual transactions across

and stock transactions in total transactions

sectors. As of the end of the second quarter

increased by 0.1%p and 0.7%p, respectively,

of 2019, the largest share was accounted for

from the same period of 2018, to 22.8% and

by transactions between domestic banks and

20.2%. Meanwhile, the share of bond trans-

trusts, amounting to 222.5 trillion won, fol-

actions decreased by 0.8%p year on year to

lowed by those between domestic banks and

21.5%. Finally, the shares of loans, repos, and

securities companies (161.5 trillion won), be-

derivatives maintained generally low levels

tween securities companies and trusts (152.7

(Table Ⅲ-1).

trillion won), and between domestic banks
and investment funds (127.4 trillion won), in
that order11) (Figure Ⅲ-19).

11) At the end of the second quarter of 2019, the largest year-on-year increase was seen in transactions between domestic banks and trusts (33 trillion won), followed by those between insurance companies and investment funds (28.3
trillion won), between domestic banks and non-bank deposit-taking institutions (21.8 trillion won), and between securities companies and trusts (20.1 trillion won), in that order.

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

Product

End-Q2 2018

End-Q2 2019

Amount Share (A) Amount Share (B)

B-A

524.2

22.7

599.2

22.8

0.1

Bonds

514.2

22.3

566.3

21.5

-0.8

Stocks

448.5

19.5

529.9

20.2

0.7

Loans

122.1

5.3

133.2

5.1

-0.2

Repos

109.1

4.7

122.9

4.7

0.0

59.7

2.6

68.7

2.6

0.0

1)

Derivatives

for the largest share with 53.5% of total transactions between domestic banks. Bonds’ share
also showed a higher year-on-year increase
(3.9%p) than that of any other financial products. The share of loans fell 1.4%p year on year
to 19.5% (Table Ⅲ-2).

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

Note: 1) Including investment fund shares, equity-linked securities
(ELS), etc.
Source: Bank of Korea.

As for the structure of interconnectedness
among domestic banks, a continuously high
degree of interconnectedness appears to exist
between some nationwide banks and specialized banks (Figure Ⅲ-20).

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

Product

End-Q2 2018

End-Q2 2019

Amount Share (A) Amount Share (B)

B-A

Bonds

50.8

49.6

71.7

53.5

3.9

Loans

21.4

20.9

26.2

19.5

-1.4

Derivatives

5.5

5.3

5.9

4.4

-0.9

Deposits

4.0

3.9

6.8

5.1

1.2

Stocks

3.7

3.6

4.4

3.3

-0.3

Source: Bank of Korea.

Default contagion risk on the rise
The results of an analysis based on the structure of mutual transactions in the financial
sector suggest that default contagion risk
increased, but concentration risk was mostly
unchanged.
Default contagion risk rises as the volume of
mutual transactions or default risk becomes
larger. Compared with the default contagion

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
in terms of their mutual transaction volumes.
3) End-Q2 2019 basis.
Source: Bank of Korea.

risks in the same period of last year, DebtRank12) increased both across the financial
sector as a whole and within the banking
sector,13) but Network-Based SRS (N-B SRS)14)
fell15) (Figure Ⅲ-21).

12) As the simple average of the ratio of 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).
13) As DebtRank assumes a hypothetical insolvency of a specific sector (bank), the greater its volume of transactions with
other sectors (banks), the higher the index. With the volume of mutual transactions within the banking sector increasing
from 102.5 trillion won (3.83% of domestic banks’ total assets) at the end of the second quarter of 2018 to 120.7 trillion
won (3.88%) at the end of the second quarter of 2019, the banking sector’s DebtRank rose accordingly.
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Deposits

By type of financial product, bonds accounted

sector from the same period of the previous

Figure Ⅲ-21. Default contagion risks1)
Across financial sectors
DebtRank

74

year, but dropped for the banking sector (Fig-

Within banking sector

ure Ⅲ-22).
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Figure Ⅲ-22. Concentration risks1)
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At the end of the second quarter of 2019, the

Notes: 1) End-period basis.

Herfindahl-Hirschman Index (HHI) and the

Source: Bank of Korea.

16)

0.10
14 15 16 17 18 182) 192)

2) Based on end-Q2 for each year.

dependency ratio,17) two concentration risk indicators that tend to rise when there is a high
degree of dependency on a small number of
counterparties or a single counterparty, were
essentially unchanged across the financial

14) 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 = ,
bilities of bank 1 and bank 2, and

, where

and

are the default proba-

is the assets managed by bank 1 through bank 2.

15) N-B SRS takes into consideration both the volume of transactions between two counterparties and default risk.
During the second quarter of 2019, the funding rate (average interest rate on bank bonds) fell by 0.61%p to 1.81%
from the same period of 2018 (2.42%), thereby bringing down banks’ default risk.
16) 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.
17) 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 counterparty. The shares of transactions and the weight were calculated
based on fund management transactions.

Ⅳ. Capital Flows

Foreigners’ domestic stock investment, after
registering a net inflow in January to April
this year, showed a slightly increased level
of volatility from May onward, in reaction to

ment has increased both in stocks and bonds.

changing economic conditions in Korea and

The continuous inflow of investment in Jan-

abroad, including the developments in the

uary to July mostly shifted to an outflow after

US-China trade dispute and the slowdown in

August, in reaction to changes in economic

the domestic and global economies. In May

conditions at home and abroad, such as un-

and August, in particular, when the US-China

certainty surrounding the US-China trade

trade tensions came to a head, investor sen-

dispute and concerns about the slowdown in

timent deteriorated, causing significant out-

domestic and global growth. Given Korea’s

flows of investment (-2.6 billion dollars and

economic fundamentals and external sound-

-2.0 billion dollars, respectively). The size of

ness, the likelihood of sudden foreign invest-

outflows decreased in September and October

ment outflows is minimal.

(-700 million dollars and -30 million dollars,
respectively), but increased again in Novem-

Overseas portfolio investment by residents

ber (-2.4 billion dollars), as Korea’s weight in

has continued, buoyed by the current account

the MSCI Emerging Markets Index decreased,

surplus. Going forward, overseas portfolio in-

and on renewed uncertainty over the US-Chi-

vestment by residents is expected to continue

na trade negotiations.

to increase, driven by the planned diversification of the National Pension Service invest-

Foreigners’ domestic bond investment re-

ment portfolio as well as demand for long-

corded a large outflow (-3.2 billion dollars)

term bonds, which is especially strong among

in January, caused by the redemption at ma-

insurance companies.

turity of Monetary Stabilization Bonds2) and
profit-taking sales, but later showed mostly a

Continuous net inflow of foreigners’
domestic portfolio investment

net inflow trend. In May to June, there was a
massive inflow (+10.6 billion dollars), as arbitrage incentives grew stronger and the dollar

In January to November 2019, foreigners’ do-

gained ground against the won. The inflow

mestic portfolio investment1) recorded a net

trend continued thereafter on increased pref-

inflow of 10.4 billion dollars (1.3 billion dollars

erence for safe assets and arbitrage incentives.

for stocks, 9.1 billion dollars for bonds), with a

However, foreigners’ domestic bond invest-

particularly sizeable inflow into bonds. Con-

ment shifted to a net outflow in October on

tinuous inflows in January to July, however,

the weakened preference for safe assets and

gave way to outflows starting in August.

slow growth in new purchases (-0.6 billion

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) In January 2019, Monetary Stabilization Bonds worth 1.7 billion dollars reached maturity.
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In 2019, foreigners’ domestic portfolio invest-

dollars and -1.5 billion dollars in October and
November, respectively) (Figure Ⅳ-1).

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

76

Private investment (LHS)

Cumulative public investment (RHS)2)

Figure Ⅳ-1. Changes in foreigners’ domestic
portfolio investment1)
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(100 million dollars)

Stocks

Bonds

(100 million dollars)

Total

(100 million dollars)

60

300

40

200

20

100

(100 million dollars)

90

90

60

60

30

30

0

0

0

-30

-30

0

-20

-100

-40

-200

-60

-300
Jan.17

-60

-60
Jan.17

Jul

Jan.18

Jul

Jan.19

Jul

Nov

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

Jul

Jan.18

Jul

Jan.19

Jul

Nov

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

Source: Bank of Korea.

By investor type, the change in stock in-

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

vestment flows was largely led by sovereign

Public investment (LHS)

wealth funds in the case of public investment,

Cumulative private investment (RHS)2)

while it was led by global funds and securities
companies in the case of private investment.

Private investment (LHS)

Cumulative public investment (RHS)2)
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Meanwhile, the change in bond investment
flows was led mainly by central banks in the
case of public investment, and by global banks
and funds in the case of private investment
(Figure Ⅳ-2, Figure Ⅳ-3).
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Notes: 1) A “+” means net inflow, and a “-” net outflow.
2) Cumulative sums of monthly net inflows since January 2017.
Source: Bank of Korea.

At the end of October 2019, the balance of
foreigners’ domestic stock investment stood

Figure Ⅳ-4. Changes in residents’ overseas
portfolio investment1)

at 560.6 trillion won, representing 33.2% of

Stocks

stock market capitalization, an increase of
1.9%p from the end of 2018 (31.3%). The bal-

Bonds
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Total
(100 million dollars)
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ance of foreigners’ domestic bond investment
to 6.9% of the total balance of listed bonds, an
increase of 0.3%p from the end of the previous
year (6.6%).
Given Korea’s economic fundamentals and
external soundness, any sudden outflows of
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Note: 1) A “+” means net investment, and a “-” net withdrawal.

possibility of an increase in capital flow vola-

Source: Bank of Korea.
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tility as a result of a negative turn in global investor sentiment in reaction to developments

At the end of September 2019, the balance

in the US-China trade dispute, concerns about

of overseas portfolio investment by residents

the economic slowdowns in Korea and major

stood at 543.1 billion dollars, of which 319.2

countries, and geopolitical risks of certain

billion dollars were accounted for by stocks

countries.

and 223.9 billion dollars by bonds.

Overseas portfolio investment by
residents on a steady rise

By investor type, overseas stock investment
was led mainly by general government (National Pension Service, Korea Investment Cor-

Overseas portfolio investment by residents

poration, etc.) and other financial corporations

has continued on an upward path in 2019, due

(asset management companies, etc.), consis-

to Korea’s current account surplus and contin-

tent with the previous period’s pattern (Figure

uously strong overseas investment demand,

Ⅳ-5).

but the amount of increase has lessened compared to the previous period.
In January to October 2019, overseas portfolio
investment by residents registered an increase
of 51.9 billion dollars (37.2 billion dollars for
stocks, 14.8 billion dollars for bonds), which is
6.6 billion dollars less than the increase during
the same period of 2018 (58.5 billion dollars)
(Figure Ⅳ-4).
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amounted to 126.5 trillion won, corresponding

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

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

General government1)

General government1)
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Source: Bank of Korea.

Source: Bank of Korea.

Meanwhile, growth in overseas bond invest-

Going forward, overseas portfolio investment

ment was driven by other financial corpora-

by residents is expected to continue to rise.

tions including asset management companies

The National Pension Service is set to steadily

and insurance companies. Expectations for a

increase investment in overseas stocks and

rise in bond prices amid interest rate cuts in

bonds in accordance with its medium-term

major countries caused an increased inflow of

asset allocation plan, 3) adopted in May this

investment into overseas bond funds, which

year. Meanwhile, ahead of the implementation

resulted in a particularly sharp increase in

of IFRS 17,4) sustained demand for long-term

investment by asset management companies

overseas securities is expected from insurance

(Figure Ⅳ-6).

companies.

3) According to the 「2020-2024 National Pension Service Medium-term Funds Operation/Asset Allocation Plan」, the
National Pension Service will progressively increase the share of overseas stocks in its portfolio, from 17.7% at the
end of 2018 to 20.0% at the end of 2019 and 22.3% at the end of 2020. The target allocation goal by the end of
2024 is around 30%. The share of overseas bonds is also poised to increase from 4.2% at the end of 2018 to close
to 10% at the end of 2024.
4) When the new IFRS 17 goes 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.
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Ⅰ. Financial Institutions

Sound loss absorption capacity
Commercial banks’ capital adequacy ratio (BIS

1. Banks

total capital ratio) stood at 15.96% at the end of
the third quarter of 2019, down 0.16%p from
the same period of 2018 (16.12%). The Com-

at an overall sound level. Although the total

mon Equity Tier 1 capital ratio of banks also

capital ratio under Basel III, an indicator of

ticked down slightly by 0.15%p year on year

banks’ loss absorption capacities, dropped

to 13.32%. The total capital ratio was in excess

slightly from a year earlier, it still remains well

of the regulatory standard (10.5%, 11.5% for

above the regulatory minimum requirement.

D-SIBs,1) 8.0% for Internet-only banks2)) for all

The liquidity coverage ratio (LCR), measuring

banks (Figure Ⅰ-2).

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

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

Going forward, commercial banks’ resilience

Total capital ratio

is expected to be maintained at a stable level.

Common Equity Tier 1

However, to prepare for any future decline in

capital ratio

profitability or rise in credit risk among vulnerable borrowers, continuous efforts are necessary to increase capital buffers (Figure Ⅰ-1).

Figure Ⅰ-1. Map of changes in commercial bank
resilience1)
H1 2019 analyzed

Total capital ratio (median)

Tier 1 capital ratio

(%)

(%)

(%)

(%)
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28

28

28

24

24

24

24

20

20

20

20

16

16

16

16

12

12

12

12

8

8

8

H2 2019 analyzed
Liquidity 3)

Regulatory standard for 2019 (10.5%)

Deterioration
Q1 15

Q1 17

Q3 19

8
Q1 15

Q1 17

Q3 19

Notes: 1) End-period basis.
Capital adequacy 2)

Improvement

Foreign currency
liquidity4)

2) From Q4 2016, Common Equity Tier 1 capital includes loan
loss reserves.
3) Regulatory standards for 2019: 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).

Leverage

5)

Notes: 1) E xtent of change in Q2-Q3 2019 compared to Q4 2018-Q1

4) Shaded area indicates distribution of individual banks’ total
capital ratios.
Sources: Commercial banks’ business reports.

2019 indexed.
2) Total capital ratio under Basel Ⅲ.
3) Liquidity coverage ratio (LCR).
4) Foreign currency liquidity coverage ratio (foreign currency
LCR).
5) Leverage ratio.
Source: Bank of Korea.

The decline in commercial banks’ capital
ratios is due mainly to an increase in total
assets, resulting in a commensurate increase
in risk-weighted assets, coupled with slower

1) Domestic systemically important banks and bank holding companies (D-SIBs), including Shinhan/Jeju Bank (Shinhan
Financial Group), KEB Hana Bank (Hana Financial Group), Kookmin Bank (KB Financial Group), Nonghyup Bank
(Nonghyup Financial Group), and Woori Bank. Woori Financial Group is scheduled to be added to this list in 2020.
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Commercial banks’ resilience has remained

growth in retained earnings caused by weakened profitability (Figure Ⅰ-3).

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

Figure Ⅰ-3. Commercial bank capital ratio
decomposition1)2)
Risk-weighted assets
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Additional Tier 1 capital

Tier 2 capital
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2) A uxiliary indicator until 2017, implemented as regulatory
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1,000
Q1 16

Q1 17

Q1 18

Q1 19

Q3

Notes: 1) End-period basis.

standard from 2018.
3) S haded area indicates distribution of individual banks’
leverage ratios (excluding Internet-only banks).
Sources: Commercial banks’ business reports.

2) From Q4 2016, Common Equity Tier 1 capital includes loan
loss reserves.
Sources: Commercial banks’ business reports.

Improving liquidity conditions

Commercial banks’ leverage ratio 3) stood at

The LCR stood at 109.1% at the end of the

6.15% at the end of the third quarter of 2019,

third quarter of 2019 (daily average balance of

down 0.07%p from the same period a year

quarter-ending month basis), up 4.4%p from

earlier (6.22%). This is primarily due to an in-

the same period of the previous year (104.7%).

crease in total nominal exposures as a result of

This is due to the fact that banks increased the

growth in total assets. However, the leverage

shares of retail deposits and other liabilities

remains largely in excess of the regulatory

with low runoff rates in their total funding4)

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

while at the same time expanding their hold-

2) The capital adequacy ratio of Internet-only banks is calculated using the formula under Basel I until the end of 2019.
Basel III standards, whose implementation has thus far been deferred, are scheduled to go into effect in January
2020. The additional capital buffer requirement (sum of the capital conservation buffer, counter-cyclical buffer, and
D-SIB surcharge) is to be progressively implemented over a three-year period (2020-2022).
3) Leverage ratio = Tier 1 capital / Total nominal 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 the first quarter of 2015,
and introduced as a regulation from 2018. It will not be applied to Internet-only banks until January 2020, however.
4) The classification criteria for operational deposits were tightened starting in July 2017, which has 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.

ings of high-quality liquid assets including
government and public bonds. 5) The LCR is

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

currently above the regulatory standard (100%

Average

in 2019) for all banks (Figure Ⅰ-5).

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

Median
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Notes: 1) High-quality liquid foreign currency assets / Total net cash
outflows in foreign currency over next 30 calendar days.
2) End-period basis until 2016, and daily average balance of
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Regulatory standard for 2019 (100%)
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quarter-ending month basis from 2017.
3) Shaded area indicates distribution of individual banks’ foreign currency LCRs.
Sources: Commercial banks’ business reports.

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.

The foreign currency LCR6) stood at 134.5% at
the end of the third quarter of 2019 (daily average balance of quarter-ending month basis),
up by 21.9%p from the same period of the previous year (112.6%). The foreign currency LCR
was well above the regulatory standard (80%
in 2019) for all banks (Figure Ⅰ-6).
5) In response to the new loan-to-deposit ratio regulation, set to take effect in 2020, banks have adjusted the speed of
growth in their loan assets, while at the same time increasing their securities holdings. For details refer to <Box 7>
「Impact of the Introduction of a New Loan-to-deposit Ratio Regulation on the Funding and Asset Operation of Commercial Banks and Its Implications」 (page 89).
6) 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 remains stable even in a stress situation. The foreign currency LCR is a requirement for most domestic
banks with the exceptions of Korea Eximbank, Internet-only banks, and some regional banks (Kwangju and Jeju
Bank) with only moderate amounts of foreign currency liabilities. 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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700

Banks’ net stable funding ratio (NSFR),7) measuring the long-term stability of their funding
profiles, stood at 111.2% at the end of the third
quarter of 2019. The NSFR was in excess of the
regulatory standard (100%) for all banks (Table
Ⅰ-1).
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Table Ⅰ-1. Commercial bank net stable funding
ratios (NSFRs)1)2)
(%)

2018
Q1

Q2

Q3

2019
Q4

Q1

Q2

Q3

Average

114.1 112.2 112.0 113.0 112.1 111.2 111.2

Median

111.2 111.3 110.5 110.5 111.2 110.3 108.3

Minimum

108.5 106.6 106.2 106.2 106.8 105.3 103.2

Maximum 124.6 123.5 124.1 124.1 131.5 132.7 128.4
Notes: 1) Available amount of stable funding / Required amount of
stable funding.
2) End-period basis; excluding Internet-only banks.
Sources: Commercial banks’ business reports.

7) The NSFR (Available amount of stable funding / Required amount of stable funding) is aimed at limiting banks’ excessive reliance on short-term wholesale funding by requiring that they fund certain portions of their long-term operating assets through stable liabilities and capital. The NSFR became a requirement for domestic banks in January
2018 and is set to be required for Internet-only banks starting in January 2020.

the reduction in exports caused by trade dis-

Box 6.

putes negatively impacted the real economy and
increased the volatility of the financial and foreign
exchange markets. As a result, household and
corporate debt soured, hurting the soundness

Assessment of Financial Institution
Resilience Against Multiple Shocks

of financial institutions. Moreover, the increasing
volatility and gradual rise in uncertainty drove up
investors’ preference for safe assets. As finan-

atively affected by deepening global trade

cial institutions moved to curtail high-risk assets

disputes and growing geopolitical risks. In par-

(through asset rebalancing), they conducted fire

ticular, these risks if realized could have consid-

sales of assets, increasing the volatility of the

erable effects on the Korean economy owing

financial and foreign exchange markets. In this

to its heavy reliance on exports to nations and

situation, the increase in financial market insta-

regions worldwide. Moreover, a deterioration of

bility and credit risks resulted in a credit crunch,

the external environment could undermine finan-

hampering financial intermediation and further

cial market stability in Korea, bringing multiple

impacting the real economy and financial sector.

1)

shocks to its economy.
Expected spillover channels

This article reviews whether exogenous shocks
such as an aggravation of the current exter-

Global economic
slowdown

nal conditions and a disturbance to financial

ST review

Deterioration
in trade conditions

markets, the extent of which is assumed to be

Escalation of trade
disputes

equivalent to that of the past Global Financial

Export
contraction
Preference for
safe assets

Crisis (GFC), would give rise to an economic

-Outflows of foreign money
-Deteriorated conditions
for borrowing in foreign
currency

slowdown and financial system instability in Korea. The stress test was conducted using the

Decrease in GDP
Deterioration
of firm and
household debt ↑

Financial market
instability

Systemic Risk Assessment Model for Macropru-

Higher volatility of
exchange rates
Decrease in stock prices
CRS interest rate ↓
CDS premia ↑

dential Policy (SAMP).

Increase in delinquency
rates
Vicious cycle

Credit crunch

Crisis of financial
institutions
Vicious cycle

Spillover channels of risk factors
We assumed a situation where multiple shocks

Stress test scenarios

hit the economy simultaneously, including
shocks that affect the real economy such as

This stress test assumed that the GDP growth

a deterioration of global trade conditions, and

rate drops to a level significantly lower than ex-

those that impact the financial sector such as in-

pected due to a trade dispute. An adverse sce-

creased instability in the financial markets. First,

nario was established where the GDP growth

1) Composition of exports of Korea by country
(during the period from January to October of 2019, on a custom clearance basis)
(%)
China

United States

EU

Hong Kong

Japan

Total

24.8

13.4

9.8

5.9

5.2

59.1
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Recently, the Korean economy has been neg-

rate in 2020 fell by 3.9%p compared to the

Stress test methods and targets

baseline scenario, declining to -1.6%, a level
2)

86

equivalent to a Growth-at-Risk (GaR) of 2.5%3)

We calculated the capital adequacy ratios of

and below the 0.7% recorded during the GFC in

each financial sector by estimating the first-

2009. Stock prices and foreign exchange rates

round and contagion losses of financial institu-

were assumed to fluctuate to a degree similar to

tions under the aforementioned scenarios. The

that seen during the GFC,4) thus assuming that

first-round losses of financial institutions include

stock prices plunged by 38.5% and exchange

credit losses caused by an increase in default

rates rose by 33.0% compared to the levels

rates; market profits and losses driven by chang-

seen prior to the crisis. The reference time for

es in asset prices such as interest rates, stock

the test was set as the end of the second quar-

prices or exchange rates; and business profits

ter of 2019, and it was assumed that the shock

and losses5) by sector due to macroeconomic

of the scenario persisted until the second quar-

and financial shocks. The contagion losses con-

ter of 2021.

sist of credit losses due to transmitted risks, and
losses on asset disposals. The former is generated as distressed financial institutions fail to

Real economic shock scenario1)
Baseline

repay their liabilities to other financial institutions,
and the latter is caused by fire sales aimed at

Scenario

(%)
4
3

securing liquidity as distressed financial institu-

(%)
4
2.7

tions withdraw their funds.

3
2.3

2.0

2.4
2.3

2

2

1.2
1

1

0

0

-1

-1

Meanwhile, the scope of this stress test spanned
206 financial institutions across six sectors: 17
banks, 53 insurance companies, 44 securities
companies, 5 mutual credit cooperatives, 79
mutual savings banks, and 8 credit card com-

-1.6
-2

panies.

-2
18

19

20

21

Results of stress test

Note: 1) Estimated annual growth rate of GDP.
Source: Bank of Korea.

Although the capital adequacy ratios of financial
institutions in various sectors fell somewhat with
the decline of the GDP growth rate due to the
deterioration of trade disputes, they stood above
2) The reference GDP growth rates for 2019, 2020, and 2021 were set at 2.0%, 2.3%, and 2.4%, respectively (Bank of
Korea, November 2019).
3) A GaR of 2.5% refers to the bottom 2.5% of possible future GDP growth rates given current financial conditions. This
is lower than the GaR of 5.0% used by the IMF and other institutions.
4) During the GFC, stock prices dropped by 36.8%, and the foreign exchange rate jumped by 39.2%.
5) This refers to income specific to the characteristics of sectors of financial institutions: interest income (for banks,
mutual savings banks, and mutual credit cooperatives), insurance profits and losses (for insurance companies), and
commission fee profits and losses (for securities and credit card companies).

the regulatory standards. In particular, banks
showed a high level of resilience.

Results of stress tests on capital adequacy of
NBFIs1)
Reference time2)

Reference time2)

Lowest point

(%)

Results of stress tests on capital adequacy of
domestic banks1)

1,000

Lowest point

(%)

RBC ratio

NCR

Adjusted
capital ratio

BIS capital
ratio

40

Net capital
ratio

800

(%)

32

(%)

25

25

605.0

600

22.7
446.5

20

20
15.8
14.2

14.8

14.9
282.1

15.9
14.6

10

15

10

5

5

0

0

18.2

400

16

13.4

278.7
8.2

200

7.6

8

0

0
Insurance
cos.
(LHS)

Securities
cos.
(LHS)

Credit card
Mutual
Mutual credit
cos.
savings banks cooperatives
(RHS)
(RHS)
(RHS)

Notes: 1) R egulatory standards: 100% for insurance companies,
Banks

(Nationwide)

100% for securities companies, 8% for credit card compa-

(Regional)

nies, 7% for mutual savings banks (8% for institutions with
assets of more than 1 trillion won), 2-5% for mutual credit

Notes: 1) Regulatory standard: 10.5% (11.5% for D-SIBs).

cooperatives.

2) End-June 2019 basis.

2) End-June 2019 basis.

In other sectors, the capital adequacy ratios of
securities companies dropped 158.5%p from

Results1) of factor analysis
(%, %p)

605.0% in the second quarter of 2019 to 446.5%
at the lowest point in the test period, falling more
steeply than in other sectors. This is attributed to
the dramatic increase in market losses caused
by the fall in stock prices. The capital adequacy
ratios of credit card companies fell by 4.5%p,
and those of mutual savings banks dropped by
1.5%p.
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Changes
Market Business
Other After
Reference
in total Credit profit and profit and Contagion profit
time
shocks
ratio losses loss2) loss3) losses and loss

Sector

15.4

-1.2

-0.4

-0.1

-0.2

-0.1

-0.4 14.2

(Nationwide)

15.8

-1.0

-0.2

0.1

-0.2

-0.4

-0.3 14.8

Banks
(Regional)

15.9

-1.3

-0.6

0.1

-0.3

-0.2

-0.3 14.6

Mutual credit
cooperatives

8.2

-0.6

-0.4

0.0

-0.1

-0.0

-0.1

7.6

Mutual savings
banks

14.9

-1.5

-1.8

-0.0

0.0

-0.0

0.3

13.4

Credit card cos. 22.7

-4.5

-1.3

-0.9

-2.7

-0.0

0.4

18.2

Insurance cos. 282.1

-3.4

-4.3

-9.8

-9.6

-0.2

20.5 278.7

Securities cos. 605.0 -158.5 -17.4 -82.8

-32.6

-2.2

-23.6 446.5

Notes: 1) Bold figures indicate the main factors behind the decline of
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 banks, mutual credit cooperatives,
and mutual savings banks.
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15.4
15

24

Looking at factors by sector, the fall of the capital

pated, systemic risk will possibly spread to the

adequacy ratios of banks, mutual credit cooper-

banking sector.

atives, and mutual savings banks was attributed
mainly to an increase in credit losses (-0.4%p,
-0.4%p, and -1.8%p, respectively) related to the
rise of loan defaults. Insurance companies and
credit card companies saw their capital adequacy ratios drop largely due to the contraction of
incomes from insurance and commission fees
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(-9.6%p and -2.7%p, respectively).6)
The results of the stress test found that a few
mutual savings banks and securities companies
fell short of the required capital adequacy level.
Still, most financial institutions maintained capital
adequacy ratios significantly above the regulatory standards under the shock, suggesting that
the risk of contagion losses would not be significant.

Overall assessment
The results of the stress test showed that, in
response to exogenous shocks equivalent to
those of the GFC, the resilience of domestic
financial institutions is generally strong. These
results may reflect the increased robustness of
the financial system overall, resulting from the
continuous strengthening of macroprudential
policies in the wake of the GFC.
However, it should be noted that a stress test
model cannot account for all internal and external risks. This is because, in particular, if nonbank financial institutions, which are subject
to more relaxed supervisory regulations than
banks, suffer losses more serious than antici6) This stress test assessed only insurance contract assets held by insurance companies according to current market
prices. When the new IFRS 17 goes into effect in 2022, however, the liabilities of insurance companies will be assessed at market value as well. In this case, the decline of the capital adequacy ratios of insurance companies could
be different with the results of stress test.

Changes in loan-to-deposit ratio regulation

Box 7.

(%)

Before

Impact of the Introduction of
a New Loan-to-deposit Ratio Regulation
on the Funding and Asset Operation of
Commercial Banks1) and Its Implications

After

Loans in won

1)

Deposits in won2)

× 100 ≤ 100

(Household loans3) × 1.15) + (Corporate loans4) × 0.85) + Other loans5)
Deposits in won2)

× 100 ≤ 100

Notes: 1) E xcluding on-lending loans, and policy loans supporting
low-income households and the agricultural, forestry and
fishing industry.
2) Including covered bonds (5 years and longer) and market-

On January 2018, the supervisory authority
(LTD) ratio (“new LTD regulation” hereafter), for
implementation in January 2020, in an effort to

and relief loans.
4) Excluding sole proprietor loans and on-lending loans.
5) Sole proprietor loans and loans to public and other sectors.

curb the excessive growth of household lending
by banks and induce lending to productive sec-

As of December 2017, prior to the announce-

tors.

ment of the revised LTD regulation, the LTD of
commercial banks stood at 97.0%, meeting

Overview of new loan-to-deposit ratio

the regulatory standard (100% and less) for all

regulation

banks. However, under the new rules, the LTD
ratio will rise to 100.7%, exceeding the regula-

Under the new LTD regulation, when calculating

tory standard. By type of bank, the LTD ratio

Korean won-denominated loans as the numer-

of nationwide banks holding a large share of

ator of the new LTD ratio, the weight assigned

household loans (54.4%) was estimated to rise

to household loans will rise from 100% to 115%,

by 4.5%p, exceeding the regulatory standard,

and the weight assigned to corporate loans,

while the LTD ratio of regional banks (35.3% for

excluding sole proprietor loans, will decrease

share of household loans) was expected to fall

from 100% to 85%.

by 0.6%p.

2)

To cope with the new rules, commercial banks,
particularly those with a higher balance of
household loans among total loans, have strived
to improve their LTD ratios by restructuring their

1) T he new LTD regulation targets commercial banks (nationwide banks and regional banks) and Nonghyup Bank,
which are subject to the current LTD ratio regulation. Internet-only banks, which are a type of commercial bank, will
be subject to the new regulation if they start extending corporate loans.
2) To prevent corporate loans from being skewed towards the real estate leasing sector, sole proprietor loans were
excluded from weight adjustment. The initial plan for the LTD ratio amendments unveiled in January 2018 included a
downward weight adjustment of 15% for sole proprietor loans to be implemented in the second half of 2018. However, for the amendments proposed to the Regulations on Supervision of Banking Business (July 2018), it was decided
to keep the weight for sole proprietor loans at the current level. Considering the time necessary for banks to prepare
for the adjustment of loan portfolios and deposits, the supervisory authority decided to implement the new LTD regulation in January 2020.
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announced amendments to the loan-to-deposit

able CDs (within 1% of deposits in won for each).
3) E xcluding policy loans supporting low-income households

funding and operation. Consequently, the overall

Impact on the fundraising and asset

LTD ratio of commercial banks fell to 93.7% at

operation of commercial banks

the end of September 2019, and the LTD ratio
calculated using the new rules fell to 97.5%,

To prepare for the new LTD regulation, commer-

below the regulatory standard, excluding some

cial banks have increased their Korean won-de-

banks with a ratio above 100%.

nominated deposits (denominator of the new

3)

LTD ratio), controlled the pace of aggregate loan
Effect of changes in loan-to-deposit ratio regulation

90

Before

hold loans.

After

(%)
110

growth, and decelerated the growth of house-

First, commercial banks made efforts to de-

(%)

<Nationwide banks>

<Regional banks>

<Commercial banks >
1)

110

crease the new LTD ratio by boosting deposits,
particularly time deposits.4) The year-on-year

102.8
100.7

100.1

100 98.3

97.3
95.6

96.7 96.3

97.0

97.5

100

95.6

its has risen steadily from 5.4% in 2017 to 6.5%
in 2018 and 7.5% in September 2019. From

93.7
90

growth rate of Korean won-denominated depos-

90

July 2018, marketable CDs were allowed to be
included in deposits, accounting for up to 1% of
total deposits, prompting banks to expand the

80

80
Dec.17

Sep.19

Dec.17

Sep.19

Dec.17

Sep.19

Note: 1) Based on nationwide banks, regional banks, and Nonghyup
Bank, to which loan-to-deposit ratio regulation is applied.
Sources: Financial institutions’ business reports.

issuance of CDs, which had contracted since
the introduction of the previous LTD regulation.
Furthermore, some banks in need of a significant increase in deposits issued covered bonds
totaling 4 trillion won during the period from January to September of 2019.5)

3) Among the 13 banks subject to the LTD regulation, 10 banks saw their LTD ratios rise when loan weights were adjusted. Among these 10 banks, those with new LTD ratios exceeding 100% fell from 6 banks in December 2017 to 3
banks in September 2019. Going forward, if “Relief Loans” under a mortgage refinancing program are assigned to
the Korea Housing Finance Corporation, the new LTD ratio is expected to decline further.
4) The strengthening of the liquidity coverage ratio (LCR) in July 2017 (through the introduction of more stringent standards for the eligibility of operational deposits (liabilities with lower runoff rates)) also contributed to banks’ efforts to
raise funds through time deposits.
5) Korean won-denominated covered bonds with maturity of over five years at issuance were included in deposits,
accounting for up to 1% of total deposits, from December 2014 for the calculation of the LTD, but commercial banks
had not issued covered bonds because they all met LTD requirements. Ahead of the application of the new LTD
regulation, however, Kookmin Bank issued Korean won-denominated covered bonds worth 500 billion won in June
2019, becoming the first commercial bank to do so. Thus far, commercial banks have issued covered bonds totaling
4 trillion won.

(159.3 trillion won) significantly exceeded the

Amount and rate of
increase of deposits in won

Balance and changes of CDs1)

Deposits in won (LHS)

(trillion won)
10

8

1,500

of such deposits to invest in securities, causing

Balance

(%)

2,000

same period, and commercial banks used most

Changes

Rate of increase (RHS)
(trillion won)

the share of security holdings among total as-

(trillion won)

15

15

10

10

5

5

Meanwhile, the new LTD regulation has contrib-

4

2

0

0
14

15

16

17

18 Sep.19

uted to the limited operation of household loans.
The nationwide banks, whose LTD ratios rise

0

0

and exceed the regulatory standard when the
new LTD calculation method is applied, showed

-5

-5
14

15

16

17

18 Jun.19

Note: 1) Marketable CD basis.
Sources: Financial institutions’ business reports.

their shares of household loans among total Korean won-denominated loans fall by 0.2%p from
the end of December 2017 to the end of September 2019 (54.2%) and their shares of lending to SMEs (16.5%), excluding sole proprietor

Regarding loans, some banks adjusted the

loans, rise by 0.2%p. Although the adjustment

pace of aggregate loan growth. This is because

of household loans held by nationwide banks

the reduction of household loans carrying low-

was not significant, the new LTD regulation may

er risk weight and the increase of lending to

have restrained the growth of household loans,

SMEs with higher risk weight would increase

considering that the return of household loans

the risk-weighted assets in the calculation of the

is higher than that of securities investment,6)

capital adequacy ratio, causing the ratio to de-

and that banks have strengthened risk manage-

cline. As of December 2017, the growth rate of

ment due to the sluggishness of the domestic

Korean won-denominated loans of nationwide

economy.7) As for regional banks, the share of

banks exceeded that of total assets by 1.0%p,

household loans (33.7%) fell by 1.6%p, and the

but it fell 4.0%p below the growth rate of total

share of loans to large enterprises and small

assets at the end of September 2019. As a re-

and medium-sized corporations (38.6%) and

sult, funds raised through commercial banks’

sole proprietor loans (25.5%) rose by 0.2%p and

deposits from January 2018 to September 2019

1.1%p, respectively.8)

6) The yield gap between Korean won-denominated household loans and Korean won-denominated bonds widened
from 1.22%p at the end of 2017 to 1.46%p at the end of September 2019. Nevertheless, during the same period, the
securities investment balance of nationwide banks rose by 23.1% (47.0 trillion won), while household loans climbed
only by 11.4% (53.8 trillion won).
7) The survey on lending practices conducted for 17 domestic banks, excluding Internet-only banks, showed that although domestic banks expected the credit risks for SMEs to rise more than the credit risks for households during
the period from 2018 to the third quarter of 2019, they answered that they would restrict lending for the household
sector and relax it for SMEs. Despite banks’ more stringent risk management amid the economic downturns at
home and abroad, policies such as the new LTD regulation may have curbed the growth of household loans.
8) The share of household loans of regional banks declining by a larger margin than that of nationwide banks is attributed mainly to the sluggish housing market in regional areas. The share of home mortgage loans in total Korean
won-denominated loans at regional banks dropped from 26.6% in December 2017 to 24.3% in September 2019.
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500

sets to climb from 14.8% at the end of 2017 to
15.9% at the end of September 2019.

6
1,000

growth of loans (121.6 trillion won) during the

Growth rate of loans in
won1)

Implications

Proportion of loans,3)
by borrower type

Difference between

Households

Since the financial authority’s announcement of
the new LTD regulation, commercial banks have

growth rates (LHS)2)

Sole proprietors

Growth rate of loans

Small and medium-sized

in won (RHS)

corporations

Growth rate of total assets

Others 4)

made efforts to meet the regulatory standards
and, based on their experience with funding and
asset operation in such efforts, the following

(RHS)
(%p)

(%)

6

(%)

(%)

10 120 <Nationwide
banks>

92
3

8

0

6

90

60

<Regional
banks>

8.6

7.9

6.9

7.4

20.7

21.5

24.5

25.5

16.3

16.5

120

rived.
90

First, commercial banks need to continue ad60

33.4

implications of applying the new ratio can be de-

33.4

justing their loan portfolio by expanding their
lending to SMEs. As banks’ operation of funds
is influenced by various factors, such as real

-3

4

30

54.4

54.2

30
35.3

-6

2
15

16

17

18

Sep.19

33.7

0

of banks, a contraction of aggregate loans rath0

Dec.17 Sep.19 Dec.17 Sep.19

Notes: 1) Nationwide banks and year-on-year basis.

economic conditions and the capital adequacy
er than an adjustment of loan portfolios would
weaken banks’ role as financial intermediaries.

2) Growth rate of loans in won - Growth rate of total assets.
3) Compared to total loans in won.
4) Large-enterprise loans, loans to public and other sectors.
Sources: Financial institutions’ business reports.

Second, commercial banks need to further diversify their funding structure, for example by
issuing more covered bonds. Because commercial banks recently focused on raising large
amounts of funds mainly through time deposits,
their funding costs have risen.
Furthermore, the supervisory authority needs to
be more flexible in applying the new LTD regulation, taking care to avoid the possibility of the
new regulation conflicting or overlapping with
global financial regulations. Although the new
requirement produces effects similar to the net
stable funding ratio (NSFR) of Basel III, in that
it encourages the stable fundraising of banks,
banks may find that satisfying both of these two
regulations overly restricts funding channels.9) In

9) The NSFR (Available amount of stable funding / Required amount of stable funding) requires banks to hold long-term
stable funds in order to meet their long-term (one year and longer) funding requirements. Therefore, marketable deposits with residual maturity of over one year (CDs and bank debentures) are accepted as available stable funding.
On the other hand, the LTD ratio excludes marketable deposits from available funding. To satisfy the two requirements, banks must rely on deposits with a long-term maturity to fund long-term loans.

addition, given that the introduction of a countercyclical capital buffer in the household sector
(S-CCyB)10) is currently being discussed, consideration should be given to the possibility that the
application of overlapping regulations may place
an excessive burden on banks.11)
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10) In accordance with the recommendation of the BCBS, commercial banks have been subject to the CCyB regulation since end of March 2016. Since January 2018, preparations have been made for the introduction of the CCyB
regulation in the household sector. Switzerland has already applied the S-CCyB to home mortgage loans.
11) Only some emerging market economies, including Saudi Arabia and Indonesia, are implementing LTD ratio regulations. The supervisory authority will consider ways of using the LTD ratio as a reference for liquidity regulation by
watching future market developments over a long-term horizon.

2. Non-Bank Financial
Institutions

Generally satisfactory level of resilience
At the end of the third quarter of 2019, life insurance companies’ risk-based capital (RBC)

94

The resilience of non-bank financial institu-

ratio,8) an indicator of a financial institution’s

tions has been maintained at a satisfactory

loss absorption capacity, jumped 28.7%p to

level, with capital adequacy ratios largely

300.8%9) from the same period of the previous

exceeding the supervisory standards for all

year (272.1%), in part driven by bond valuation

sectors. The capital adequacy ratios of life in-

gains realized from a drop in market interest

surance companies and mutual savings banks

rates (Figure Ⅰ-8).

registered year-on-year increases. Meanwhile, those of mutual credit cooperatives,
credit-specialized financial companies, and

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

securities companies remained little changed

Average

from last year’s levels, which were well above
the respective supervisory standards for each

Median

(%)

(%)

600

600

400

400

200

200

sector. Notwithstanding, in the case of mutual
credit cooperatives, their provision coverage
ratio was brought down by a rise in substandard-or-below loans (Figure Ⅰ-7).

Figure Ⅰ-7. Map of changes in NBFI resilience1)
H1 2019 analyzed

H2 2019 analyzed

Provision
coverage ratio

Capital adequacy
ratio

Insurance cos.

Mutual savings
banks

Mutual credit
cooperatives

Supervisory standard (100%)
0
Q1 15

0
Q1 16

Q1 17

Q1 18

Q1 19

Q3

Note: 1) A mount of available capital / Amount of required capital;
shaded area indicates highest and lowest values among individual companies’ RBC ratios.
Sources: Financial institutions’ business reports.

Credit-specialized
financial cos.

Improvement

Mutual credit
cooperatives
Deterioration

Securities cos.

In the case of mutual credit cooperatives,
Credit-specialized
financial cos.
Mutual savings
banks

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

the net capital ratio stood at 8.3% at the end
of the third quarter of 2019, virtually unchanged from the same period a year earlier
(8.4%). However, the provision coverage ratio
dropped by 24.2%p to 106.4% from the same
period a year earlier (130.6%) on increased
substandard-or-below loans.

8) The RBC ratio is the amount of available capital divided by the required capital. The 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.
9) General insurance companies’ RBC ratio rose by 17.2%p year on year to 260.0% at the end of the third quarter of
2019.

At the end of the third quarter of 2019, the
BIS capital ratio of mutual savings banks reg-

Figure Ⅰ-10. C
 redit-specialized financial company
resilience indicators

istered an increase of 0.6%p from the same

Provision coverage ratio (LHS)1)

period of 2018 (14.5%) to stand at 15.1%.
The provision coverage ratio was mostly unchanged from a year earlier (93.9%) at 94.1%
(Figure Ⅰ-9).

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

provision coverage ratio (LHS)
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Sources: Financial institutions’ business reports.
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3)
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30

2)

Mutual savings bank
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0
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Q1 17

At the end of the third quarter of 2019, secu5

0
Q3 19

Notes: 1) Loan loss provisions / Substandard-or-below loans.
2) S upervisory standard 2% (4% for MG community credit
cooperatives, 5% for Nonghyup).

rities companies’ net capital ratio was mostly
unchanged from the same period of the previous year (553.0%) at 553.7% (Figure Ⅰ-11).

Figure Ⅰ-11. Securities company resilience
indicators1)

3) C apital / Risk-weighted assets; supervisory standard 7%
Net operating capital (LHS)

(8% for institutions with assets of more than 1 trillion won).
Sources: Financial institutions’ business reports.

The adjusted capital ratio of credit-specialized
financial companies stood at 19.2% at the end
of the third quarter of 2019, essentially unchanged from the same period a year earlier

for all credit-specialized financial companies.
On the other hand, the provision coverage ratio fell 27.8%p from the same period last year
(307.8%) to stand at 280.0% (Figure Ⅰ-10).
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(19.0%). The adjusted capital ratio was greatly
in excess of the supervisory standard (7-8%)

Capital adequacy ratio (RHS)

(trillion won)
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Supervisory standard 150%
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Q1 16
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Note: 1) For 2015 and earlier: net operating capital ratio, supervisory
standard 150%. Since 2016: net capital ratio, supervisory
standard 100%.
Sources: Financial institutions’ business reports.
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M
 utual credit cooperative

Adjusted capital ratio (RHS)2)
(%)

Ⅱ. External Payment Capacity
Korea’s external payment capacity has remained strong overall. Net external assets

a year-on-year increase of 2.6% (+12 billion
dollars) (Figure Ⅱ-2).

Figure Ⅱ-2. Net external assets in debt instruments1)

showed sustained growth, while the ratio of

Net external assets in debt instruments
External assets

external debt relative to nominal GDP was
maintained at a stable level. The official for96

External debt
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6,000

4,000
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eign reserves recorded an all-time high of
407.5 billion dollars at the end of November
2019. Meanwhile, the ratio of short-term external debt relative to official foreign reserves
stood at 33.2% at the end of the third quarter
of 2019, roughly the same level as the average
of previous years (2012-2018: 33.3%) (Figure
Ⅱ-1).
0

0
Q1 15

Figure Ⅱ-1. Map of changes in external payment
capacity indicators
H1 2019 analyzed

H2 2019 analyzed

Net external assets in debt instruments1)

Q1 16

Q1 17

Q1 18

Q1 19

Q3

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

At the end of the third quarter of 2019, external assets recorded a year-on-year increase of
3.1% (+28.5 billion dollars) to total 938.0 bil-

Deterioration

lion dollars.
External debt /
Nominal GDP 1)

Improvement

Short-term
external debt /
Official foreign
reserves1)

The quarterly change in external assets during
the third quarter of this year (+4.8 billion
dollars) breaks down as follows: the external

Official foreign reserves2)
Notes: 1) E xtent of change as of end-Q3 2019 compared to end-Q1
2019 indexed.
2) E xtent of change as of end-November 2019 compared to
end-May 2019 indexed.
Source: Bank of Korea.

assets of the central bank and deposit-taking
corporations increased by 0.2 billion and 0.6
billion dollars, respectively, while those of
other sectors increased by 6.9 billion dollars,
driven by overseas debt securities investment
by institutional investors. In comparison, external assets of the general government fell by

Continuing uptrend in net external
assets
Korea’s net external assets (external assets
- external debt) amounted to 479.8 billion
dollars at the end of the third quarter of 2019,

2.9 billion dollars (Figure Ⅱ-3).

Figure Ⅱ-3. Changes in external assets in debt
instruments, by sector
Q4 18
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Figure Ⅱ-4. Changes in external debt, by sector
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Note: 1) Including other financial corporations (securities companies,
asset management companies, insurance companies, etc.)
and non-financial corporations.
Source: Bank of Korea.
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Source: Bank of Korea.

The external debt-to-nominal GDP ratio was
At the end of the third quarter of 2019, exter-

27.7% at the end of the third quarter of 2019,

nal debt stood at 458.2 billion dollars, corre-

showing a minor increase from the same pe-

sponding to a year-on-year increase of 3.7%

riod a year earlier (25.7%). The share of short-

(+16.5 billion dollars).

term external debt in total external debt was
little changed from the same period last year

The quarterly change in external debt during

(28.9%) at 29.2%. Meanwhile, the share of

the third quarter of this year (-3.9 billion dol-

short-term external assets in total external

lars) breaks down as follows: the external debt

assets stood at 61.1%, continuing on the down-

of the general government and the central

ward trend of the previous period (Figure Ⅱ-5).

bank decreased by 0.2 billion and 2 billion
dollars, respectively, while that of deposit-taking corporations dropped by 3 billion dollars on the repayment of short-term foreign
currency borrowings by branches of foreign
banks. Meanwhile, the external debt of other
sectors rose by 1.3 billion dollars due to an
increase in overseas securities issuance (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)
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Looking at the composition of the official
foreign reserves as of end-November 2019,

Official foreign reserves on the rise

the majority were accounted for by securities
(92.4%) and deposits (4.9%). Most of the secu-

At the end of November 2019, Korea’s official

rities were made up of highly liquid safe assets

foreign reserves climbed to a historic high of

such as government bonds, government agen-

407.5 billion dollars after an increase of 3.8

cy bonds, and asset-backed securities (Figure

billion dollars from the end of 2018. Although

Ⅱ-7).

US dollar appreciation reduced the dollar-conversion value of assets denominated in other
foreign currencies, such as the euro or the

Figure Ⅱ-7. Composition1) of official foreign
reserves

yen, the official foreign reserves increased on

Securities

the steady growth of return of assets (Figure
Ⅱ-6).
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The ratio of short-term external debt relative
to the official foreign reserves rose slightly
compared to the same period last year (31.7%)
to stand at 33.2% at the end of the third quarter, similar to the average of previous years
(2012-2018: 33.3%) (Figure Ⅱ-8).

Figure Ⅱ-8. S
 hort-term external debt-to-official
foreign reserves ratio1)
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Ⅲ. Financial Market
Infrastructures

Figure Ⅲ-1. Risk indicators related to BOK-Wire+
Proportion of settlement concentration at around closing time (LHS)1)
Maximum intraday overdraft cap utilization rate (LHS)2)
Proportion of payment orders in queue for settlement (RHS)3)

The major payment and settlement systems
including BOK-Wire+ have been operated

(%)

(%)

80
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6

40
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smoothly, with settlement risks managed stably amid a steady increase in the amount of
100

settlement, driven mainly by securities settlements 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
the systems are expected to be increasingly
complex and interconnected given ongoing
changes in the payment and settlement environment.

0
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Notes: 1) A mount of settlement processed after 16:00 / Total settlement amount.
2) D aily average rate of maximum utilization of participants'
intraday overdraft caps.
3) Average ratio of the amount of participants’ payment orders
in queue for settlement / Total settlement amount (excluding

BOK-Wire+

payment orders in queue for liquidity savings).
Source: Bank of Korea.

During the third quarter of 2019, the daily
average amount of settlement through BOK-

Meanwhile, BOK-Wire+’s operating hours

Wire+, which provides final settlement of mu-

were extended once in the third quarter of

tual obligations among financial institutions,

2019, as a result of repo purchase bidding tak-

totaled 367.8 trillion won, continuing the

ing place on the final day of the reserve main-

upward trend of the previous year, while the

tenance period (Figure Ⅲ-2).

related settlement risks were managed stably.
The rate of maximum intraday overdraft cap
utilization and the proportion of payment
orders in queue for settlement, both of which
are monitored as indicators of the settlement
liquidity of BOK-Wire+ participants, were
generally at stable levels of 20.5% and 4.3%,
respectively, during this period. Among the
total settlement amount, the portion settled
near the closing time (16:00-17:30) was 58.6%,
showing little change from the 59.8% recorded
in the first quarter (Figure Ⅲ-1).

utilization rate exceeded the cautionary level

Figure Ⅲ-2. E xtension of BOK-Wire+ operating
hours

(70%) 17 times, 6 times less than during the
first quarter (23 times) (Figure Ⅲ-3).

Number of extensions (LHS)
Average duration of extension (RHS)1)
(times)
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Figure Ⅲ-3. Net debit cap utilization rate
Number of occurrences of net debit cap utilization rates
exceeding 70% (LHS)
Average maximum net debit cap utilization rate (RHS)1)
(times)
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Note: 1) Total duration of extension / Number of extensions during the
quarter.
Source: Bank of Korea.

Retail payment systems
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Note: 1) S imple average of daily maximum net debit cap utilization

In the third quarter of 2019, the daily average
amount of settlement through the retail pay-

rates (unsettled net debits / net debit caps) of participants
during the quarter.
Source: Bank of Korea.

ment systems, operated by Korea Financial
Telecommunications & Clearings Institute,

Securities settlement systems

recorded 68.2 trillion won, similar to the level
of the previous year (67.0 trillion won). Settle-

Settlement risks have also been managed

ment risks in the retail payment systems were

stably in the securities settlement systems

appropriately managed.

operated by Korea Exchange and Korea Securities Depository, amid a steady increase in

Among retail payment system-related risk in-

the amount of settlement. During the third

dicators, the average maximum net debit cap1)

quarter of 2019, the daily average amount of

utilization rate of institutions participating

settlements increased slightly from the previ-

in net settlements stood at 48.9% in the third

ous period (182.1 trillion won to 184.1 trillion

quarter of 2019, lower than in the first quarter

won). This is mainly due to a substantial in-

(51.4%). During this period, the net debit cap

crease in inter-institutional repo transactions,

1) 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 participants to independently establish ceilings (net debit caps)
on their own unsettled net debit positions.
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1

1

100

which largely offset the decrease in collective
investment securities transactions.

Figure Ⅲ-4. Shares1) of FOP settlement
OTC bonds (LHS)2)

During the third quarter of 2019, settlements
on transactions in both exchange-traded
stocks and exchange-traded government

Inter-institutional repos (RHS)

(%)

(%)

5

20

4

15

bonds were completed by their respective
deadlines (16:00 and 17:00, respectively).
102

3

However, during the second quarter, some
over-the-counter (OTC) stock transactions by
institutional investors were settled after the
deadline (16:50), due to shortages of settlement liquidity of participants (Table Ⅲ-1).

10
2
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0

0
Q1 15

Q1 16

Q1 17

Q1 18

Q1 19
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Notes: 1) Proportion in total settlement amount (of OTC bonds and in-

Table Ⅲ-1. Proportions of securities settlement
completed after the deadline

Penalty
deadline1)

ter-institutional repos) of settlements not processed through
DvP (delivery-versus-payment) system.

Proportions of payments (%)
2018
Q3

Q4

Q2

Q3

Exchange-traded stocks 16:00

- 0.1010 -

-

-

Exchange-traded
government bonds

17:00

-

-

-

Institutional investors
for OTC stocks

16:50

- 0.0074 - 0.0905 -

-

-

ments.
Source: Korea Securities Depository.

2019
Q1

2) B ased on final settlement after deduction of linked settle-

Foreign exchange settlement systems2)
The daily average amount of settlement
through the foreign exchange PvP settlement

Note: 1) Deadlines after which settlement delay penalties imposed.

system operated by CLS Bank (the CLS sys-

Source: Bank of Korea.

tem)3) continuously increased after the fourth
quarter of 2016 to amount to 67.22 billion dol-

Among OTC bonds and inter-institutional

lars in the third quarter of 2019.

repo transactions, the proportions settled on
a free-of-payment (FOP) basis rather than

The share in total foreign exchange settle-

through the securities delivery-versus-pay-

ment of that carried out on a PvP basis via the

ment (DvP) systems during the third quarter

CLS system declined slightly during the third

of this year maintained stable levels of 1.6%

quarter of 2019 compared to the first quarter

and 5.9%, respectively (Figure Ⅲ-4).

(78.1%) to stand at 76.3%, but has shown a

2) 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.
3) To address time differences between countries, which are a fundamental cause of foreign exchange settlement risk,
CLS (Continuous Linked Settlement) Bank settles transactions during a designated settlement period (07:00-12:00
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.

slow upward trend on an annual basis. Settlement risks related to foreign exchange transactions, therefore, appear to have stayed at a
stable level (Figure Ⅲ-5).

Figure Ⅲ-5. S
 ettlement amount1) and proportion2)
made through the CLS system
CLS settlement amount (LHS)
Proportion of CLS settlement (RHS)
(billion dollars)
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Notes: 1) Daily average during the quarter.
2) Proportion in total CLS eligible FX transactions of those settled through the CLS system.
Source: Bank of Korea.
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Ⅰ. Assessment of Household
Debt by Age Group

Therefore, this article looked into household
debt status by age group using microdata of
the Consumer Credit Panel (on a borrower
basis) and the Survey of Household Finances

1. Background

and Living Conditions (on a household basis)

2. Household Debt Status by Age Group

and examined factors causing the buildup in

3. Factors Causing Buildup in Household

household debt of the senior age group and

Debt of the Senior Age Group

the consequent potential risk.

4. Potential Risks in Household Debt of
the Senior Age Group

2. Household Debt Status by
Age Group

5. Implications

107

1. Background
As of 2019, Korea has already become an “aged

Since 2017, growth in household loans to all

society” with the proportion of senior citi-

age groups has slowed from the loan surge

zens aged 65 and older in the total population

period (2015-2016) due to tighter lending

standing at 14.9% (based on the estimated

standards. Loans to the group in their 60s and

population statistics), and the population is

older, however, have maintained relatively

forecast to age rapidly going forward. Demo-

high growth. Looking at loan growth (annu-

graphic changes stemming from population

al average) during the period between 2017

aging affect the entire economy including the

and the third quarter of 2019, the group in

real and financial sectors. In particular, with

their 40s showed the lowest growth at 3.3%,

the baby boomers reaching their 60s and be-

and that in their 60s and older recorded the

ginning to retire in earnest from 2015 (those

highest growth at 9.9% (Figure Ⅰ-1). Accord-

born in 1955-1963, accounting for 14.0% of the

ingly, the proportion of loans to those in their

total population based on the 2018 Population

60s and older in total household loans2) has

Census), changes in financial soundness and

accumulated by an average of 0.5%p each

in the asset and liability holding patterns of

year since 2014 to reach 18.1% at the end of

the senior age group can have even greater

the third quarter of 2019 (with the proportion

impacts on the stability of the financial sys-

of loans to the group in their 60s standing

tem.

at 13.2% and to that in their 70s and older at

1)

4.9%). Meanwhile, during the same period,
the proportion of loans to the group in their
1) The UN classifies countries as aging societies (proportion of senior citizens aged 65 and older in the total population
standing at 7% and higher), aged societies (14% and higher), and super-aged societies (20% and higher), depending
upon the degree of population aging. Korea is expected to become a super-aged society in around 2025.
2) On a household basis (Survey of Household Finances and Living Conditions), the proportion of financial debt held by
the group in their 60s and older is found to have risen from 15.4% in 2013 to 20.4% in 2018.
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A. Household loan level

30s and younger also rose from 23.6% to

The average loan amount per borrower has

25.5%, while the proportions of loans to those

been increasing in all age groups. The loan

in their 40s (32.8% → 29.1%) and in their 50s

amount per borrower of the group in their 60s

(28.8% → 27.4%) are found to have declined

and older was 79 million won as of the end of

(Figure Ⅰ-2).

the third quarter of 2019, higher than that of
the group in their 30s and younger (59 million won) and somewhat lower than the loan

Figure Ⅰ-1. Growth rates1) of household loans

amounts of the group in their 40s (89 million
won) and in their 50s (87 million won), the

30s and younger
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50s

60s and older

(%)

two major age groups engaged in economic

(%)
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Figure Ⅰ-3. Average amount of household loans
per borrower1)
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activity (Figure Ⅰ-3).
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Figure Ⅰ-2. Shares in household loans
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B. Loan distribution by characteristics
of borrowers

29.1

40

Looking at the characteristics of borrowers,
the proportion of loans to high-income borrowers (top 30%) varied by age group. The
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continued to fall from a high level of 70% in
0
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Q3 19

Note: 1) Compared to the total amount of household loans; end-period basis.
Source: Bank of Korea (Consumer Credit Panel).

proportion of loans to high-income borrowers
the group in their 40s and 50s, while fluctuated at around 50% in the group in their 30s
and younger and the group in their 60s and
older. The proportions of loans to high-cred-

it borrowers (grades 1-3) continued to rise

type of loans, while the proportions of collat-

steeply in all age groups. Meanwhile, among

eralized loans exceeded 70% in all age groups,

all age groups, those in their 60s and older

the proportion of collateralized loans was the

had the lowest proportions of high-income

highest in the group in their 60s and older at

and high-credit borrowers (47.2% and 70.1%,

84.7% at the end of the third quarter of 20193)

respectively, as of the end of the third quarter

(Figure Ⅰ-5).

of 2019) (Figure Ⅰ-4).

Figure Ⅰ-4. Shares1) of household loans to
high–income/high-credit borrowers
High-income

High credit rating

2)

30s and younger

40s

50s

60s and older

(%)

Figure Ⅰ-5. Shares1) of NBFI loans and
collateralized loans
NBFI loans

Collateralized loans

3)
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(%)
100

(%)
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Notes: 1) Compared to the amount of household loans for each age
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<Shares of non-housing
collateralized loans>
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18 Q3 19
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7.6
0
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Note: 1) C ompared to the amount of household loans for each age
group; end-period basis.
Source: Bank of Korea (Consumer Credit Panel).

2) Top 30%.
3) Credit grades 1-3.
Source: Bank of Korea (Consumer Credit Panel).

C. Loan distribution by type of financial
institution and type of loans

3. Factors Causing Buildup in
Household Debt of the
Senior Age Group

By type of financial institution, the proportion

The continual increase in household debt of

of non-bank financial institution (“NBFI”

the senior age group in their 60s and older is

hereafter) loans in the group in their 60s and

mainly attributable to the fact that deleverag-

older has risen since 2017 (52.8% at the end of

ing at this phase of the life cycle has not pro-

2016 → 53.6% at the end of the third quarter

ceeded because of steady growth in demand

of 2019), unlike those to other age groups. By

for loans to secure post-retirement income

3) The proportion of non-housing collateralized loans, such as those secured by retail stores and offices, is found to be
the highest at 35.7% in the group in their 60s and older (at the end of the third quarter of 2019).
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90

(%)

B. Growing loan demand to secure
post-retirement income

and limited debt reduction via repayment of
principal, along with the greater impact of
borrowers’ aging.

In addition to the expansion of debt stemming

A. Aging of borrowers

from the aging of borrowers, deleveraging
among seniors has been delayed by contin-

110

As the baby boomers (born in 1955-1963)

ued loan demand to secure post-retirement

started to enter their 60s in earnest, the

income. Since 2013, the amount of new loans

household loan amount of the senior age

to the group in their 60s and older has steadi-

group rapidly increased. The amount of loans

ly increased (annual average of 5.3%). 5) This

to borrowers who newly entered their 60s in-

seems to be attributable to growing loan de-

creased from 10.0 trillion won in 2013 to over

mand for investment in rental property and for

20 trillion won in 2015, and has remained at

the establishment of self-employed businesses

25 trillion won and more since then (Figure

amid the growing need for retirement funds

Ⅰ-6). This amount is more than half of the

stemming from lengthened life expectancy.

amount of annual new loans to the group in
① Investment in rental property

their 60s and older since 2016.4)

According to the Survey of Household Fi-

Figure Ⅰ-6. E xpansion effect of household loans
to borrowers aged 60 and older 1)
caused by aging

nances and Living Conditions, the number of
households in their 60s and older who own
rental property6) and the financial debt held by

A
 mount of household loans to borrowers aged 59 previous year
(aged 60 in the relevant year)
(trillion won)

them have increased sharply since 2013. Look-

(trillion won)

50

50

40

40

ing at the number of households who own
the rental property in 2018 compared to 2013,
households aged younger than 60 declined

Entry of the baby boomers into theirs 60s
30
28.8

10

19.6

older increased by 486,000 (annual average

25.9

25.0

20

by 339,000, while households in their 60s and

30

31.2

22.1

of 7.0%) (Figure Ⅰ-7). This exceeds the pace

20

of growth in households in the entire senior
age group (annual average of 5.4%),7) which

10

10.0

implies that a considerable number of house0

0
13

14

15

16

17

18

holds have newly invested in rental property.

19

Accordingly, the proportion of the group in

Note: 1) A mount of household loans incorporated into the “60s and
older” group in each year.

their 60s and older in the total financial debt

Source: Bank of Korea (Consumer Credit Panel).

4) The amount of loans newly included (loans to those who turned 60) / The amount of annual new loans to the group
in their 60s and older (including additional loans).
2013

2014

2015

2016

2017

2018

24.9%

46.1%

37.5%

53.6%

51.2%

62.9%

5) The annual average rates of increase in the amount of new loans during 2013-2019 (for 2019, annualized based on
the end of the third quarter of 2019): 7.2% for the group in their 30s and younger, 3.5% for the group in their 40s, 4.4%
for the group in their 50s, and 5.3% for the group in their 60s and older.

of households who own rental property rose

Figure Ⅰ-8. Shares1) in financial debt of
households who own rental property

from 19.7% (51.3 trillion won) in 2013 to 27.4%
(103.4 trillion won) in 2018 (Figure Ⅰ-8).
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Figure Ⅰ-7. Number of households who own
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② Establishment of self-employed

Sources: Bank of Korea·Statistics Korea (2013-2018 Survey of Household Finances and Living Conditions).

businesses
Growth in the establishment of self-employed
businesses stemming from the aging and
retirement of the baby boomers has brought
about a steady increase in demand for related borrowing. The number of self-employed
business owners aged 60 and older (based on
the Economically Active Population Survey)
rose by 351,000,8) from 1.414 million in August

6) This report defines households who own rental property as households with rental property (houses, retail stores,
offices, etc.) among households with rental deposit liabilities or rental income in the 2013-2018 Survey of Household
Finances and Living Conditions.
7) The rate of increase in the number of households on an annual average basis between 2014-2018
(based on the Survey of Household Finances and Living Conditions and estimated households).
Younger than 60s
Households who own
rental property
-3.0%

60s and older

Total households

Households who own
rental property

Total households

0.1%

7.0%

5.4%

8) In 2019, the rate of increase in self-employed business owners aged 60s and older (5.8%) was higher than the overall rate of increase in the population of the same age group (5.1%, based on the estimated population) and the rate of
increase in self-employed business owners aged younger than 60 (-2.9%, aged 15 and older) was much lower than
the overall rate of increase in the population of the same age group (-0.9%, aged 15 and older).
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+48.6

20

0
13

160

130

60

250

2012 to 1.765 million in August 2019. Mean-

cation, decreased job security, and the weak

while, those aged younger than 60 decreased

performances of self-employed businesses

by 535,000 (4.432 million → 3.897 million)

stemming from the economic slowdown. The

during the same period. The proportion of

proportion of debt for living expenses9) in total

those in their 60s and older in the household

financial debt (based on the Survey of House-

loans of self-employed business owners also

hold Finances and Living Conditions) is found

rose from 16.0% (18.9 trillion won) at the end

to have increased for the group in their 60s

of 2012 to 21.7% (50.4 trillion won) at the end

and older (11.6% in 2014 → 13.7% in 2018), but

of the third quarter of 2019 (Figure Ⅰ-9).

to have decreased for other age groups (Figure
Ⅰ-10).

Figure Ⅰ-9. Shares1) in household loans2) of
self-employed business owners
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Sources: Bank of Korea·Statistics Korea (2014-2018 Survey of Household Finances and Living Conditions).

loans (excluding business loans).
Source: Bank of Korea (Consumer Credit Panel).

③ Necessity of preparing funds for other

C. Limited deleveraging via repayment
of principal

living expenses
Meanwhile, in terms of the loan structure,
In addition, as for the senior age group, de-

bullet repayment-type loans took up a high

mand for loans for living expenses seems

proportion of loans to the group in their 60s

to have increased due to worsened income

and older.10) Therefore, deleveraging via re-

conditions in line with labor market dislo-

payment of principal was relatively sluggish.

9) Due to difficulties in accurately assessing the amount of debt for living expenses, this report used data from the Survey of Household Finances and Living Conditions and calculated the amount based solely on loans for living costs,
credit card usage (credit and installment sales), and related loans.
10) T his seems to be because a large number of bullet repayment-type collateralized loans (including non-housing
collateralized loans) were borrowed before the full-fledged implementation of policy measures to expand amortizing loans in 2014, and these loans have continued to be taken out with the same repayment term up until recently,
through maturity extension or refinancing.

Bullet repayment-type loans are found to have
taken up 40.4% of loans to the group in their

4. Potential Risks in Household
Debt of the Senior Age Group

60s and older (66.6% if mixed repayment-type
loans are included, based on the 2018 Survey
of Household Finances and Living Condi-

The household debt of the senior age group

tions), higher than those to other age groups.

has increased rapidly, but the overall financial

Accordingly, the proportion of the repaid

capacity of this group seems to be relatively

principal in the amount of loans to the group

sound. The total debt-to-total assets ratio

in their 60s and older was 13.8%, about 3%p

of financially indebted households in their

lower than those in other age groups (16.3-

60s and older (based on the 2018 Survey of

17.5%) (Figure Ⅰ-11).

Household Finances and Living Conditions),
in particular, is lower than those of other age

Figure Ⅰ-11. Shares1) in loans, by repayment type
and repaid principal-to-loan ratio1)
Repaid principal / Loan

Table Ⅰ-1. Total debt1)-to-total assets ratio2)
(%)

Bullet repayment
Mixed repayment
Installment repayment
(%)
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(%)

100

(%)

(%)

100 25

25

80

20

30s and
younger

40s

50s

60s and
older

70s and
older

31.8

28.3

24.3

22.8

(19.3)

Notes: 1) Including leasehold deposits.
2) Financially indebted households basis.

33.5

80

20
16.3

60

16.3

17.5

Finances and Living Conditions).

60

15

40

10

10

20

5

5

13.8

15

26.2

40

40.4

20

Sources: Bank of Korea·Statistics Korea (2018 Survey of Household

However, it is important to note that these age
groups have high leverage relative to income,
weak debt response capacities in terms of financial assets, and some signs of deteriorating

0

0
30s and 40s
younger

50s 60s and
older

0

0
30s and 40s
younger

50s 60s and
older

Notes: 1) C ompared to loans of financially indebted households in

financial soundness.

A. High debt-to-income ratio

each age group.
2) B ullet repayment: full principal repayment on maturity;
mixed repayment: partial principal repayment on maturity;

The senior age group has a high debt-to-in-

installment repayment: equal principal repayment.

come ratio, and thus its debt servicing capacity

Sources: Bank of Korea·Statistics Korea (2018 Survey of Household
Finances and Living Conditions).

is likely to be relatively weak. The financial
debt-to-disposable income ratio of financially
indebted households in their 60s and older (based on the 2018 Survey of Household
Finances and Living Conditions) stood at
212.6% (251.6% for households in their 70s
and older), higher than those of other age
groups. In terms of household loan borrow-
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By repayment type2)

groups (Table Ⅰ-1).

ers (based on the Consumer Credit Panel),

age group’s situation is somewhat worse than

the loan-to-annual income (LTI) ratios of the

those of other age groups. Therefore, any

same age group remain at high levels and on

shrinkage in economic activity and the real

the rise. The ratio of the group in their 70s

estate market could worsen the debt servicing

and older was the highest (395.1% at the end

capacities of this group.

of the third quarter of 2019) and showed a
significant rise (compared to the end of 2012,

The group in their 60s and older holds more

+77.0%p) (Figure Ⅰ-12).

real assets than financial assets. Accordingly,
this group’s financial debt-to-financial assets
ratio (based on the 2018 Survey of Household

Figure Ⅰ-12. Debt-to-income ratio
Financial debt /
Disposable income1)
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Finances and Living Conditions) exceeds

Household loans /
Annual income2)

100%, much higher than those of other age

70s and older

tion of the proportions of debt held by house-

groups (81.8-88.3%) (Figure Ⅰ-13). A calcula-

60s and older
50s

holds with weak debt response capacities11) in

40s

30s and younger
(%)

(%)

300

(%)
300 400

395.1

251.6

terms of income and financial assets shows

(%)
400

highest proportion at 22.1% (15.9-16.9% for

+77.0%p

other age groups) (Table Ⅰ-2).

212.6

200 189.8

200 300

182.2

318.1

164.4

300
253.9

224.5

100

that the group in their 60s and older has the

215.7
206.4

100 200

Figure Ⅰ-13. F
 inancial debt-to-financial assets ratio1)

200

Financial debt / Financial assets

200.3

Financial assets / Total assets
(%)
0

0
30s and 40s
younger

50s 60s and 70s and
older older

100

100
12 13 14 15 16 17 18 Q3 19

Notes: 1) Financially indebted households basis.
2) Household loan borrowers basis.

(%)

150

150
127.0

125
100

100

88.3

88.2

81.8

Sources: Bank of Korea·Statistics Korea (2018 Survey of Household
Finances and Living Conditions, Consumer Credit Panel).

125

105.9

75

75

50

B. Overconcentration of real assets
weakening debt response capacities
in terms of financial assets
In terms of total assets, the senior age group’s

50
31.4

25

25.7

24.1
15.5

25
11.5

0

0
30s and
younger

40s

50s

60s and older 70s and older

Note: 1) Financially indebted households basis.
Sources: Bank of Korea·Statistics Korea (2018 Survey of Household

capacity to cope with debt is favorable. In

Finances and Living Conditions).

terms of financial assets, however, the senior
11) This report looked into households with a heavy burden of principal and interest repayments to income (DSR>70%,
the minimum ratio for high DSR regulations which took effect in October 2018) and households which have difficulties in repaying financial debt through disposals of financial assets (DTA>100%). Funding through disposals of real
assets and borrowings (collateralized loans, etc.) were excluded.

Table Ⅰ-2. Shares1) of debt of households with
vulnerable debt response capacities in
terms of income and financial assets

Figure Ⅰ-14. D
 elinquency rates1) of household loans

(%)

30s and
40s
younger
Based on income
DSR>70% (A)

19.6

20.2

50s
22.7

60s and 70s and
older
older
23.7

30s and younger

40s

60s and older

70s and older

(%)

50s

(%)

(%)

2.5

2.5

2.0

2.0

(%)

1.0

1.0

(22.9)

Based on financial assets
DTA>100% (B)

69.4

71.4

69.3

81.2

(83.0)

Based on income and
financial assets (A&B)

16.0

15.9

16.9

22.1

(21.5)

0.83

1.5

Note: 1) C ompared to financial debt of financially indebted house-

0.65

0.6
1.0

0.8

0.74

1.5

0.6

0.61

1.0
0.41

holds in each age group.
Sources: Bank of Korea·Statistics Korea (2018 Survey of Household

0.8

0.5

0.5

0.4

0.4

Finances and Living Conditions).
0.0

0.0
12

The delinquency rate on household loans to
the senior age group remains low, but has

borrowers12) with relatively weak debt servic-

17

0.2

0.2

18 Q3 19

17

18

Q3 19

Note: 1) It should be noted that these delinquency rates differ from
those obtained from financial institutions’ business reports.
Source: Bank of Korea (Consumer Credit Panel).

Figure Ⅰ-15. Loan amount1) of vulnerable borrowers

recently reversed to an increase. In particular,
the number and loan amount of vulnerable

16

2012

2016

Q3 2019

(trillion won)

(trillion won)

40

40

ing capacities have continued to rise.
28.5

30

The delinquency rate of the group in their 60s
and older remains lower than those of the

30

26.6

25.1
22.8

22.6 22.5

20

20
14.5

groups in their 40s and 50s, but it has risen
relatively rapidly from 0.50% at the end of

8.5

10

2017 to 0.65% at the end of the third quarter
of 2019 (Figure Ⅰ-14). The number of vulnerable borrowers in their 60s and older doubled13)

6.6

10

3.0

0

0
30s and
younger

40s

50s

60s and older 70s and older

from 79,000 at the end of 2012 to 162,000 at

Note: 1) End-period basis.

the end of the third quarter of 2019. Unlike

Source: Bank of Korea (Consumer Credit Panel).

those of other groups, the loan amount of this
group has also continued to rise sharply since
2013 (8.5 trillion won at the end of 2012 →
14.5 trillion won at the end of the third quarter of 2019) (Figure Ⅰ-15).

12) Refers to multiple-loan borrowers with low incomes (bottom 30%) or low credit ratings (grades 7-10).
13) This is faster than the pace of growth in the entire population in their 60s and older during the same period (1.4
times, on an estimated population basis).
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C. Concern about deterioration in
vulnerable sectors

14

5. Implications

ease the liquidity risk of the senior age group
and prevent a deterioration of debt servicing
capacities stemming from sudden fluctuations

116

Although the household debt of the senior age

in real estate prices. In the process of expand-

group is sustaining strong growth due mainly

ing asset securitization, reverse mortgages in

to population aging, this is not considered

the private sector should also be encouraged

to be a major concern from the perspective

to prevent concentration of burdens on spe-

of systemic risk for now, given the total asset

cific institutions, including the Korea Housing

size and the delinquency rate levels. However,

Finance Corporation. In addition, measures

with the high debt-to-income ratio and con-

facilitating the disposal of real assets should

centration of household assets in real assets,

be drawn up to encourage the senior age

there have recently been partial signs of de-

group to deleverage.

terioration in soundness. Therefore, various
policy responses are necessary.

Third, financial products that will allow
households to depend less on real assets and

First, NBFI loans and bullet repayment-type

to effectively manage longevity risk should be

loans take up large proportions in the house-

continually developed,15) and related incen-

hold debt of the senior age group, and the

tives, such as tax benefits, should be offered

delinquency rate has recently reversed to an

and expanded. In addition, an environment

increase while the number of vulnerable bor-

should be created to allow the senior age

rowers and the amount of their loans have

group to manage assets in various ways,

continued to rise. Therefore, attention should

through the strengthening of economic and

be paid to strengthening risk management,

financial education.16)

as well as to improving the debt structure.
In this regard, financial institutions should

Finally, a wide range of measures to improve

more properly assess the actual debt servicing

income conditions should be implemented to

capacities and collateral values of senior age

enhance the debt servicing capacities of the

borrowers with weak income bases, and in-

senior age group. Continued policy efforts

duce them to switch to amortizing loans upon

should be made to increase jobs suitable for

extension of loan maturity.

the senior age group and to reduce incentives
for them to establish self-employed busi-

Second, real asset securitization, such as re-

nesses, which are often subject to excessive

verse mortgage loans, should be promoted to

competition.17) In addition, to secure stable

14)

14) T he government plans to ease the requirements for signing up for reverse mortgages (announced in November
2019) (the minimum age for signing up: 60 and older → 55 and older, housing prices: 900 million won on a market
value basis → 900 million won on an officially assessed value basis).
15) When financial investment products are developed, however, efforts should be made to enhance credibility in them,
and to prevent mis-selling and unsound business conduct to ensure stronger financial consumer protection.
16) Regarding the 2018 Survey of Financial Literacy (Bank of Korea, Financial Supervisory Service), groups in their 60s
and 70s were found to have lower financial literacy score (59.6 and 54.2, respectively) compared to the other age
groups (64.1 for the group in their 40s and 63.1 for the group in their 50s).

post-retirement income, the sustainability
of public pensions should be enhanced and
greater use of retirement pensions and private
pensions should be encouraged.18)
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17) Self-employed business owners in Korea (including unpaid family workers) accounted for a 25.1% share in 2018, far
exceeding the OECD average (15.5%).
18) The government announced mandatory enrollment in a retirement pension plan, a reduction in the pension income
tax rate when the period of pension receipts is lengthened (longer than 10 years), and an increase in the tax credit
ceiling on private pensions for those aged 50 and older (in November 2019). Meanwhile, Korea’s pension replacement rate (on a mandatory subscriber basis, including private pensions) stood at 37.3%, well below the OECD average (49.0%) (OECD, November 2019).

Ⅱ. Recent Corporate Credit
Ratings and Assessment
of Related Risks

Against this background, this article looks
into the recent trends and possible adjustments to corporate2) credit ratings,3) and their
impacts.

1. Background
2. Recent Trends in Corporate Credit
Ratings

2. Recent Trends in Corporate
Credit Ratings

3. Possibility of Corporate Credit Rating
Adjustments
4. Impacts of Corporate Credit Rating

A. Current status of credit ratings

Adjustments
118

5. Assessment

The share of companies rated investment
grade by domestic and global CRAs shrank
immediately following the global financial

1. Background

crisis and the period of business sluggishness
(2013-2015), but has remained at around 90%
since 2016. As of November 2019, 89.7% of

Recently, domestic and global credit rating

companies in Korea were rated at the invest-

agencies (“CRAs” hereafter) have been re-

ment grade category (BBB and above) 4) by

vising the credit ratings of Korean companies

domestic CRAs, and nearly all of them were

downward or providing negative outlooks for

rated at this category by global CRAs. How-

their future ratings.1)

ever, the share of companies that received
BBB, which is the lowest level within the in-

A lower grade for a company can mean a de-

vestment grade category, has somewhat risen

terioration in its overall funding conditions,

recently, due mainly to the weak business

including higher borrowing costs and poten-

performances of companies.

tial trouble in refinancing its existing debt.
Investors of corporate bonds issued by these
companies could incur capital losses, concerns
of which could trigger fire sales of bonds or
funds run, thereby causing market instability.
1) Entering 2019, Standard & Poor’s (S&P), a global CRA, increased the number of negative outlooks from the preceding year (July 2019), whereas Moody’s downgraded two companies and gave negative outlooks for 19 out of 27
non-financial companies (September 2019).
2) This article reviews 418 non-financial companies (2,297 bond issues, January-November 2019) that are rated by domestic CRAs (both the company and its corporate bonds).
3) Credit ratings are represented by AAA, AA, A, BBB, BB, B, CCC, CC, C, and D, with ratings from AA to B given a
sign of either "+" or "-". Generally, an adjustment of credit rating means a notch up or down (e.g. AA+, AA, AA-). We
have followed the same classification for analysis of Moody’s ratings, which uses different symbols but follows the
same system.
4) BBB (Baa for Moody’s) and above are classified as investment grade.

Figure Ⅱ-1. Distribution of corporate credit ratings
Domestic CRAs1)

Recently, domestic and global CRAs are mov-

Global CRAs2)

AA and above

A

BB

ing toward downgrades on corporates and

BBB

bonds, particularly in cases where corporate

B and below

(%)

(%)

(%)

B. Credit rating adjustments

(%)

100

100100
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80 80

80
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60 60

60
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40 40

40

20

20 20

20

performance deteriorated. The ratio of companies that were adjusted upward to those
adjusted downward (upgraded companies /
downgraded companies, or up-down ratio)
by domestic CRAs declined entering this year
from 1.0 in 2018 to 0.5 in 2019 (January-November), driven mainly by corporate downgrades in the electrical & electronics, automobile, and mechanical equipment industries.

0
08

11

14

17 19 3)

0

0
08

11

14

17 19 3)

Notes: 1) B ased on average of top three domestic CRAs’ credit rat-

Global CRAs have also adjusted some companies’ ratings downward since 2018.5)

ings; area under red dotted line indicates speculative grade,
which includes BB and below, while investment grade includes BBB and above.
2) Average of Moody’s and S&P credit ratings.
3) End-November 2019 basis.
Sources: Korea Financial Investment Association, Korea Investors
Service, Korea Ratings, NICE Investors Service, Moody’s,
S&P.

However, the pace of corporate downgrades
has been slower than that seen between 2013
and 2015.6) Downward adjustment is taking
place less frequently while the share of companies downgraded by two notches or more
is smaller than that of the average of previous
years. The share of companies revised downward from investment grade to speculative
grade, also referred to as fallen angels,7) declined significantly since 2016.

5) Global CRAs (Moody’s and S&P) downgraded two companies between January and November of 2019 (three in
2018).
6) There was a high frequency of corporate downgrades between 2013 and 2015 with a series of credit events taking
place, including the corporate rehabilitation of Woongjin Group in 2012, a voluntary agreement between creditors
and STX group in 2013, the corporate rehabilitation of Tongyang Group in 2013, and a voluntary agreement between
creditors and Daewoo Shipbuilding & Marine Engineering in 2015.
7) Of the companies downgraded from investment grade to speculative grade after 2008, 81.3% were adjusted from
BBB, which is the lowest level within the investment grade category (46.3% from BBB-).
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Figure Ⅱ-2. Adjustment of corporate credit ratings1)
Up-down ratio2)

Downgraded by 2 notches

(LHS)3)

or more 4)

Upgraded companies (LHS)3)

Investment grade →

Up-down ratio (RHS)

Speculative grade 5)

(companies)

(times)

(companies)
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ical sectors,9) while the share of positive outlooks has fallen to the lowest level since 2015.

Downgrade

D
 owngraded companies

cal equipment, construction, and petrochem-

The share of negative outlooks given by global
CRAs has also risen considerably from 7.3%
in 2018 to 17.9% in 2019 (January-November).

(companies)
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Nevertheless, the share of negative outlooks
by domestic CRAs still remains smaller than
the 2013-2015 level (16.3% on average).
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Figure Ⅱ-3. Outlooks for corporate credit ratings
of CRAs1)
Domestic CRAs2)
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Notes: 1) Based on average of top three domestic CRAs’ credit ratings.
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2) U pgraded companies / Downgraded companies (notch
change basis).
3) Based on companies which are upgraded or downgraded in
the period.
4) B ased on companies which are downgraded by 2 or more
notches (large rating change; LRC).
5) Based on companies which are downgraded from “BBB and
above” to “BB and below”.
6) January-November period basis.
Source: KOSCOM.

C. Credit rating outlooks

0
08

We are seeing an increased share of companies assigned negative outlooks by both do8)

mestic and global CRAs this year. The share
of negative outlooks reported by domestic
CRAs has declined since 2016 but rebounded
this year from 11.9% in 2018 to 14.0% in 2019
(January-November), driven mainly by the

11

14

17 19 5)

0
08

11

14

17 19 5)

Notes: 1) Based on companies which have outlooks for credit ratings.
2) Based on average of top three domestic CRAs’ outlooks for
credit ratings.
3) Based on average of Moody’s and S&P outlooks for credit
ratings.
4) A nnual share of positive outlooks (including “upgrade under
review”) and negative outlooks (including “downgrade under
review”) among total outlooks.
5) January-November period basis.
Sources: KOSCOM, Moody’s, S&P.

electrical & electronics, automobile, mechani8) The rating outlook indicates rating direction and possibility of adjustments in the coming one or two years, where a
positive outlook conveys a likelihood of upward adjustment, a negative outlook conveys a likelihood of downward
adjustment and a stable outlook conveys a likelihood of no change. For this article, we interpreted “upgrade under
review” as a positive outlook and “downgrade under review” as a negative outlook, respectively.
9) From 2018 to 2019 (January-November), the share of companies given negative outlooks changed from 17.9%
to 26.5% for the electrical & electronics industry, from 24.4% to 27.5% for the automobile industry, from 16.7% to
29.2% for the mechanical equipment industry, from 9.5% to 13.2% for the construction industry, and from 9.1% to
10.1% for the petrochemical industry.

3. Possibility of Corporate
Credit Rating Adjustments

Figure Ⅱ-4. Adjustment of credit ratings (outlooks)1)
and economic conditions2)3)
Adjustments of ratings

A prolonged period of deteriorating business
conditions and weak corporate performances

Cyclical Component of

S
 hare of negative outlooks

	Composite Coincident Index

(domestic CRAs, RHS)5)

(LHS)

S
 hare of negative outlooks

Share of downgrades (RHS)4)

amid an increased share of negative outlooks
could lead to further downgrades going for-

Outlooks of ratings
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(global CRAs, RHS)5)
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(2015=100)
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ward. In consideration of this, the following
section looks into economic conditions, corporate debt servicing capacity, and probability
of default.

A. Economic conditions

121
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98

effect on changes in credit ratings and outlooks. A look at the relationship between the
business cycle and the frequency of rating
(outlook) adjustments shows a higher frequency of downgrades and negative outlooks
when the Cyclical Component of Composite

96
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14

0
17 Q3 19

96
08

11
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0
17 Q3 19

Notes: 1) Based on average of top three domestic CRAs’ (or two global CRAs’) credit ratings.
2) C yclical Component of Composite Coincident Index is based
on three-quarter moving average.
3) S haded area indicates the period when sales growth rates
(year on year, for 2019, first-half basis) were negative (2009,
2014-2016, 2019) or near 0% (2013).

Coincident Index declines or when sales per-

4) Share of downgraded companies among total companies, in

formance deteriorates (2009, 2013-2016). If,

where total companies consist of upgraded, downgraded,

therefore, a prolonged slowdown phase in
the global and domestic economies leads to a
structural weakening of corporate debt servicing capacity, corporate downgrade pressures
10)

the quarter concerned and in the preceding three quarters,
and stable companies (Domestic CRAs basis).
5) Proportion of negative outlooks to total outlooks, in the quarter concerned and in the preceding three quarters (Moody’s
and S&P credit ratings basis).
Sources: KOSCOM, Moody’s, S&P, Statistics Korea.

would likely rise.11)

10) When a CRA determines that the deteriorating performance and weakening debt servicing capacity of a company
has resulted from structural changes rather than temporary factors, only then the CRA reflects those changes in its
decision to change the relevant company’s credit rating. Therefore, the credit rating is not revised immediately in
line with the business cycle. Meanwhile, downward adjustment tends to be more sensitive to cyclical changes than
upward adjustment.
11) Global CRAs have been providing negative outlooks to a growing number of companies due to deteriorated corporate performances and weakening business conditions entering this year.
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Economic conditions appear to have a lagged

B. Corporate debt servicing capacity

Figure Ⅱ-5. Interest coverage ratios1) of
companies with credit ratings2)

The recent deterioration in corporate debt ser-

Total

vicing capacity among credit-rated companies
could also lead to more frequent downward

AA and above

adjustments. Looking at the past cases of cor-

BB and below

porate downgrades, 76.9% of the companies
whose credit ratings were downgraded be-

A

Downgraded companies
Downgraded companies 3)
BBB

(times)

Negative outlook companies
(A and below)4)

(times)

(times)
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tween 2008 and 2019 had an interest coverage
ratio (operating income / interest expenses),
an indicator of debt servicing capacity, of less
than 2 in the year preceding their rating ad122

5

5

0

0

justments.
A look at the developments in the interest
coverage ratio in Korea shows that the companies rated at AA and above have been seeing
a decline in the ratio since last year, falling to
the 2013-2015 level (“the latest downgrade
phase”) in the first half of 2019.

12)

Companies

rated BBB, which is an investment grade but is
highly likely to be converted into a speculative

-5
08
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14 16 18 H1 19

(times)
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Notes: 1) Operating income / Interest expenses.
2) Based on latest credit rating at the end of each period.
3) Year-on-year basis.
4) Based on companies rated “A and below” among companies with negative outlooks (including “downgrade under
review”).
Sources: KOSCOM, KIS-Value.

grade due to relatively weak creditworthiness,
have seen their interest coverage ratio decline

Corporate leverage (total debt / total assets) is

to around 1. In particular, Downgraded com-

very low in most of the ratings except for BBB

panies have been showing an interest cover-

and below, declining also in the downgraded

age ratio of less than 1 since 2018. Companies

companies or those given negative outlooks.

that received negative outlooks for their future

However, the leverage level has started to rise

credit rating (including “downgrade under re-

since 2018, particularly among A and below

view”) are showing a ratio hovering around 1,

companies.

with an especially low ratio for “A and below
rated” companies.

12) The interest coverage ratio of A-rated companies did not decline much in 2019 from the preceding year, compared
to those of other ratings. It appears that companies that have been downgraded to A from higher grades are somewhat limiting the decline in the interest coverage ratio of A-rated companies.

Figure Ⅱ-6. Leverage1) of companies with credit
ratings2)
Total

Downgraded companies
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Downgraded companies 3)
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(%)

100

80

(%)

(%)

100 100

100

80

80

80

showing a larger amount of increase.15) This
uptrend in the PD could work as a negative
signal in terms of credit rating actions.

Figure Ⅱ-7. Corporate credit ratings and
probability of default
Change in probability
of default1) around
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C. Probability of default
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Notes: 1) D ifference between PD of each day and PD at the date of
downgrade (t=0).
2) Based on expected default frequencies of listed and down-

We also looked at the relationship between
the probability of default (PD)13) derived from

graded companies in January 2012-September 2019 period.
3) B
 ased on simple average of PD for each credit rating.
Source: KRM.

stock prices, and corporate downgrades.14)
This showed that the PD remained low prior
to downward adjustment but accelerated rapidly at the time of downgrade.
The PD has reverted to an increase since the
second half of 2018, particularly among A
and below companies, with the lower ratings

13) The PD is the probability that the value of total assets, on a mark-to-market basis, of a company falls below the value of total debt with less than one year maturity (default point), defined as insolvency or bankruptcy.
14) According to Vassalou and Xing (2003), a company’s PD increases rapidly before a credit rating downgrade. The
PD accelerates particularly when a company’s credit rating is lower.
15) S
 ince the second half of 2018, the extent of PD increase was the highest in BBB, followed by A and then by AA and
above.
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4. Impacts of Corporate Credit
Rating Adjustments

Figure Ⅱ-8. Downgrades1) and corporate bond
credit spreads2)
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A- (RHS)

AA- (RHS)
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A corporate rating downgrade could not only
increase funding costs but also dampen re-
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financing and overall borrowing conditions
by causing higher market vigilance regarding
corporate soundness. The following section
looks into the impacts of corporate downgrades, focusing on related past experiences.
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A. Higher borrowing costs

0
Jan.08

A downward adjustment of the credit rating
could result in higher borrowing costs for the
respective company by widening the credit

Jan.10

Jan.12

Jan.14

Jan.16

Jan.18

0
Oct.19

Notes: 1) Based on average of top three domestic CRAs’ downgrades
of credit ratings.
2) Corporate bond yield – Treasury bond yield (3-yr).
Sources: KOSCOM, Korea Financial Investment Association.

spread; such effect is known to be more pronounced in BBB-rated companies, which are

We assessed the impact of corporate rating

at the investment grade threshold.

When

downgrades on the borrowing costs of indi-

there was a huge number of corporate down-

vidual companies18) by looking at the change

grades due to a string of credit events between

in the credit spreads (difference in the yields of

2013 and 2015, the credit spread of “A-”-rated

corporate bonds and Treasury bonds)19) before

corporate bonds, which are considered sub-

and after the downgrade event. This showed

prime bonds, widened considerably.

that the credit spread rose greatly (+21bp)

16)

17)

on the day of the downgrade, and continued
to rise for the following three business days
(+21bp) until slowing afterwards.
By credit rating, corporations downgraded in
the range of AA and above saw their credit
spread widen only modestly (+4bp over the
following four business days), even after the
16) The European Central Bank (2004) explained that, when credit ratings are adjusted downward, corporate bonds in
the lowest investment grade category incur the largest losses (Occasional Paper Series No. 16). The Bank for International Settlements (2006) analyzed that credit downgrades can have a greater, asymmetrical effect on the stock
or bond prices of the respective company, compared to credit upgrades (BIS Working Papers No 207).
17) Together with this, the net issuance of A-rated corporate bonds contracted sharply during the same period.
18) We analyzed major companies from industries that showed high frequency of downgrades in the past, such as
shipbuilding, steel, mechanical equipment, electrical & electronics, shipping, and air transport.
19) The credit spread is the risk premium add-on to the base interest rate (e.g. Treasury bond yield) used when pricing
corporate bond issues. It reflects the credit risk of the bond issuing company.

downgrades, meaning that their borrowing

B. Roll-over risk

costs did not change much. On the other
hand, companies downgraded to A and below

A credit rating downgrade could work as a

saw their credit spread rise by a large margin

factor constraining a company’s capacity to

(+36bp for A grade and +74bp for BBB grade),

repay or refinance debt that is approaching

and consequently faced greatly increased bor-

maturity, by raising market vigilance against

rowing costs.

credit risks.
When a large volume of corporate bonds were

Figure Ⅱ-9. Changes in borrowing cost of
companies,1) around downgrades
Changes in spreads
around downgrades

downgraded in the domestic bond market be-

Changes in spreads,2)
by grade
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contracted while the volume of bond redemp-
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the market grew increasingly concerned that
this would trigger early redemption due to
the rating trigger option of the asset-backed
securities issued by these companies. In addition, downgraded companies would likely rely
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difficult for them to issue corporate bonds,
resulting in shorter maturities.

Notes: 1) 31 companies (180 cases) whose credit ratings were downgraded.
2) Changes in spread in each period.
Sources: KOSCOM, Yonhap Infomax.

As credit spreads narrowed between ratings
entering 2019 owing to robust investment demand, the impact of credit rating adjustments
on borrowing costs is expected to be smaller
than what was seen during the latest downgrade phase.

20) In particular, a company that is downgraded from grades between A and BBB to a speculative grade is likely to
experience trouble in rolling over its corporate bonds and to face greater concern about liquidity risk, resulting in
escalating pressures to repay its debt.
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tween 2013 and 2015, issuance of sub-prime

During the 2013-2014 period, when there was

Figure Ⅱ-10. Issuance and redemption of
corporate bonds1)
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Figure Ⅱ-11. Credit rating downgrades and
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the company’s roll-over, it was found that a
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saw a decline in the roll-over ratio21) of their
borrowings (including corporate bonds) in
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the year following the downgrade. By grade,
the share of companies that saw a decline in
their roll-over ratio was higher in the lower
ratings (62.3% for BB and below and 46.7%
for AA and above between 2014 and 2016). By
time dimension, the share of companies with
decreased roll-over ratios was higher during
the corporate downgrade phase (58.5% in
2014-2016, 34.7% in 2017-2019). In particular,
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Notes: 1) Proportion of changes in borrowings to short-term borrowings is regarded as a proxy for the roll-over ratio.
2) S hare of companies with roll-over ratios decreased in relevant years (2014-2016, 2017-H1 2019) among companies
whose credit ratings were downgraded in previous years
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3) Remaining maturity basis.
Sources: KIS-Value, KOSCOM, Yonhap Infomax.

by and large, the lower the credit grades of
companies, the higher the share of companies
with decreased roll-over ratios.

21) As a proxy for the roll-over ratio, we used the ratio of change in overall borrowing (including corporate bonds) to
short-term borrowing (less than one year to maturity, including corporate bonds), in line with Hoshi and Kim (2012).

5. Assessment

panies with lower credit ratings could rise
asymmetrically, possibly resulting in a deterioration of corporate liquidity.

Globally, while the amount of sub-prime
corporate bond issuance rose, the quality of

However, downgrades of a few domestic com-

corporate credit deteriorated due to weaken-

panies will not likely incur instability in the

ing corporate profitability. This is spurring

overall corporate bond market. Ever since the

concerns about the negative impact of down-

Woongjin and Tongyang incidents in 2012 and

grades on financial markets.

2013, a large share of Korea’s corporate bond

22)

market has been occupied by prime bonds of
AA grade and above. In addition, financial

looks, the domestic corporate bond market

investment business entities in Korea25) com-

has remained stable with narrowing credit

ply with an investment mandate that restricts

spreads, due primarily to advantageous in-

investment universe for corporate bonds to A

terest rates and robust investment demand.

grade and above. Therefore, a few downgrades

However, given the recent business sluggish-

to a speculative grade (BB+ and below) are

ness and the developments in corporate debt

unlikely to activate the forced-sale trigger by

servicing capacity and the PD, an increased

investment funds. Moreover, Korea does not

number of companies are likely to face down-

have a market for structuring leveraged loans

ward adjustments to their credit ratings.

with relaxed credit terms through collateral-

23)

ized loan obligations (CLOs), while securitiIf downgrades of domestic companies were to

zation of general loans is limited to a narrow

materialize, their borrowing conditions could

scope of instruments such as primary-CBOs26)

deteriorate owing to increased borrowing

employed for government policy purposes

costs and escalated roll-over risk. Compared

and non-performing-loan asset-backed-secu-

to the lending market, the corporate bond

rities (NPL ABS).27) Therefore, the possibility

market tends to show higher interest rate vol-

of corporate downgrades working as a market

atility and higher sensitivity to credit events.

instability channel is limited.

24)

In particular, the borrowing burdens for com22) The BIS raised the possibility of seeing a market shock, as BBB-rated corporate bond investments increase in a
search for yield in the US and Europe, possibly resulting in portfolio adjustments in accordance with investment
mandates, leading to a large volume of forced sales of corporate bonds and thereby creating a funds run (Quarterly Review, March 2019). Moody’s assessed that the overall quality of corporate credit had deteriorated, with B2and B3-rated bonds issued by private equity funds accounting for 62% and 80% respectively of the bonds of such
grades, amid a rise in volume of leveraged loans backed by relaxed credit terms and CLO growth (September 2019).
23) The frequency of downward adjustments and negative outlooks so far is lower than that seen in the rating downgrade phase of 2013-2015. Despite negative outlooks, CRAs do not see a sudden cascade of downgrades as likely
for the foreseeable future (S&P, July 2019).
24) Following the Woongjin Group incident in 2013, concerns about Tongyang Group and STX Group facing growing
liquidity risks led to a considerable contraction in corporate bond issuance.
25) The volume of collective investment schemes’ (bond-type funds, MMFs, etc.) investments in corporate bonds rose
rapidly from 27.3 trillion won at end-June 2013 to 114.2 trillion won at end-September 2019 (Korea Financial Investment Association).
26) C
 BOs were introduced to assist companies that are unable to issue bonds on their own, by providing payment guarantees through credit guarantee institutions.
27) NPL ABSs are issued primarily to enhance the financial soundness of a financial institution through NPL disposal.

127
Analysis of Financial Stability Issues II. Recent Corporate Credit Ratings and Assessment of Related Risks

Despite the recent increase in negative out-

Ⅲ. Domestic Investors’
Search for Yield and
Review of Potential Risks

a country with slowing economic growth and
accommodative monetary policy, the return
on financial products overall has fallen significantly, which may be inducing investors to
seek higher yields. Here, we analyze the trend

1. Background
2. Trends of Search for Yield
3. Potential Risks
4. Implications

1. Background

of domestic investors’ search for yield 4) in
terms of financial products and the business
practices of financial institutions5) and examine potential risks.

Figure Ⅲ-1. Major interest rates
Treasury bonds (3-yr)
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Corporate bonds (3-yr, AA-)
Time deposits (1- to 2-yr)

The bond yields of some countries have recently entered negative territory,1) and amid
the persistent low interest rates2) in global
markets, investors are becoming more sensitive to yields. This trend has raised concern
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over growing systemic risks. The IMF and
BIS3) took note of the possibility of an increase
in financial stability risks, as the search for
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risky products, expansion of longer-term as-
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Source: Korea Financial Investment Association.

sets, increased investment in overseas financial markets, and a jump in leverage. In Korea,
1) Bonds with negative yields in the global bond market surpassed 16 trillion dollars (mostly in Japan and the EU), accounting for about 27% of total global bonds (“Negative yields force investors to plunge into riskier debt,” Financial
Times, August 16, 2019).
2) With investors becoming increasingly averse to risks and trending toward deleveraging in the wake of the global financial crisis, policy authorities, in part, supported the recovery of investors’ risk-taking and search for yield through
accommodative monetary policies.
3) Low growth, low interest rates and financial intermediation (IMF GFSR, April 2017), Institutional investors (IMF GFSR,
October 2019), Financial implications of a prolonged period of low interest rates (BIS, July 2018), etc.
4) With regard to the time horizon for the analysis, the reference time was set at the end of 2007 prior to the global
financial crisis, considering that financial market volatility soared sharply immediately after the crisis. Where data is
insufficient, the reference time was set at the end of 2009, when the shock from the crisis was somewhat alleviated.
5) The business practices of banks, securities companies, insurance companies, and investment funds were analyzed,
and we excluded from analysis mutual credit cooperatives and mutual savings banks with business models focused
on deposit-taking and loans, and credit-specialized financial companies whose business scope is confined to lending.

2. Trends of Search for Yield

bonds slipped slightly from 62.3% at the end
of 2007 to 59.7% at the end of October 2019,
the share of corporate bonds and bonds issued

In terms of financial products, we review

by credit-specialized financial companies with

trends of investment in bonds and stocks as

relatively high returns6) surged from 11.8% to

major instruments, and trends of alternative

22.0%. The increase in corporate bonds has

investment, overseas investment, and invest-

accelerated since 2018.7)

ment in derivatives-linked securities (DLSs)
and credit derivatives, which all have recently
shown rapid growth.

Figure Ⅲ-2. Balances and proportions of corporate
bonds and credit-specialized financial
company issued bonds1)

Regarding the business practices of financial

Balance of corporate bonds (LHS)
Balance of credit-specialized financial company issued bonds

institutions, we look at the trends of financial

(LHS)

institutions’ risk exposure relative to assets
changes in the risk appetite of financial institutions in their search for yield.

A. Trends of investment in financial
products
① Bond investment
With the economic slowdown, investment in
bonds has increased steadily. Aggregate investment in bonds rose from 924.1 trillion won
at the end of 2007 to 2,013.0 trillion won at the
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Note: 1) Proportion of corporate bonds and credit-specialized financial company issued bonds to balance of total bonds.
Source: KOSCOM.

end of October 2019, showing an increase of
117.8%. The share of the bond market in cap-

In terms of corporate bonds by credit rating,

ital markets (based on the sum of bonds and

the share of prime bonds (AA and above)

stocks) climbed from 48.5% to 55.9% during

soared sharply from 44.3% at the end of 2007

the same period.

to 64.6% at the end of October 2019, while the
share of corporate bonds with ratings of A and

By type of bond, while the share of govern-

below plunged from 43.1% to 13.9%. Mean-

ment and public bonds in the total balance of

while, the share of corporate bonds issued

6) During January to October 2019, the average credit spread between Treasury bonds (3-year) and corporate bonds
(AA-) was 49bp, and the spread between Treasury bonds (3-year) and credit-specialized financial company issued
bonds (AA-) was 40bp.
7) The average growth rate of corporate bonds rose from 6.3% during the period from 2011 to 2017 to 8.0% in 2018
and 13.7% from January to October 2019. In particular, the amount of corporate bond issuance amounted to 84.6
trillion won during the period from January to October 2019, reaching a record high.
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and leveraged transactions in order to identify
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Proportion to total bonds (RHS)

with no rating increased from 12.6% to 21.5%,

companies’ and pension funds’ moves to ex-

and mezzanine bonds, including convertible

pand long-term assets as a means of reducing

bonds (CBs), issued mainly by companies with

the negative duration gap.9)

8)

lower ratings, jumped significantly (balance of
CBs: 4.4 trillion won at the end of 2007 → 15.4

② Stock investment

trillion won at the end of October 2019).
Although the KOSDAQ market was on a
growing trend despite the stagnant KOSPI

Figure Ⅲ-3. Changes1) in proportions of
corporate bonds, by credit rating
2007

gish overall since 2018 due to the economic

2019
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from 81.3% at the end of 2007 to 72.1% at the
end of September 2019. The KOSDAQ market
saw this ratio increase from 8.5% at the end
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of 2007 to 18.1% at the end of January 2018,
but it has since reversed to a decline, falling to
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Note: 1) Balance as of end-2007 and end-October 2019.
Source: KOSCOM.

Meanwhile, owing to the increase in the issuance of new bonds with longer maturities, the
duration of domestic bonds widened from 3.8
at the end of 2009 to 8.1 at the end of October
2019. This is attributed partly to investors’
appetite for relatively high coupon rates and
capital gains from an anticipated interest rate
fall, but is also related largely to life insurance
8) This refers to securities that have the characteristics of both stocks and bonds, such as: ① corporate bonds attached with an option that allows bondholders to convert them to stocks of the same issuer (convertible bond (CB)),
② corporate bonds that offer an option to acquire new shares of the same issuer (bond with warrant (BW)), and ③
corporate bonds attached with an option that allows holders to exchange them for stocks of other companies (exchangeable bond (EB)).
9) The duration gap is calculated using the formula: [(rate-sensitive assets × asset duration - rate-sensitive liabilities ×
liabilities duration) / rate-sensitive assets]. Life insurance companies and pension funds continue to face a negative
duration gap, owing to the widening of the liabilities duration associated with longer life expectancy (though the size
of the negative duration gap has fallen with the increase in long-term assets, which grew from -2.9 (end of 2009) to
-0.2 (end of June 2019) for life insurance companies (Bank of Korea estimates)).

Figure Ⅲ-4. M
 arket capitalization of KOSPI and
KOSDAQ
Proportion of market capitalization of KOSDAQ to nominal GDP (LHS)
Proportion of market capitalization of KOSPI to nominal GDP (RHS)
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at the end of October 2019. Meanwhile, real
estate investment trusts12) (REITs), which have
characteristics similar to those of real estate
funds, surged dramatically by 831.8%, growing from 5.0 trillion won at the end of 2007 to
46.6 trillion won at the end of June 2019.

Figure Ⅲ-5. Real estate funds and REITs1)
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③ Alternative investment
An alternative investment10) is an investment
in real estate or other real assets to earn a
relatively high rate of return.11) Alternative in-
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Note: 1) End-period balance basis.
Sources: Korea Financial Investment Association, Ministry of Land,

vestments have grown rapidly since the mid-

Infrastructure and Transport.

2010s. The outstanding balance of alternative
investment jumped sharply from 16.4 trillion

The share of special asset funds jumped from

won at the end of 2007 to 221.2 trillion won at

2.9% at the end of 2007 to 13.5% at the end of

the end of October 2019, showing an increase

October 2019, and the balance of hybrid asset

of 1,250.0%, with its share in total investment

funds, established in October 2015, increased

funds rising from 5.1% to 33.9%. By type of

sharply to 36.3 trillion won as of the end of

investment, the share of real estate funds

October 2019.

climbed from 2.2% at the end of 2007 to 14.8%

10) We analyzed the sum of domestic and overseas alternative investments of collective investment schemes (investment funds) subscribed through public offering and private placements.
Type

Detailed contents

Real estate funds

Investment in real estate (including derivatives and securities related to real estate), exceeding 50% of total assets

Special asset funds

Investment in special assets (including real assets and related derivatives except for securities and real estate), exceeding 50% of
total assets

Hybrid funds

Investment in all types of assets without constraints

11) At the end of October 2019, the annual average returns of real estate funds and special asset funds were 3.5% and
5.1%, respectively, both of which are higher than the yields of time deposits (1 year, 1.6%) and bond-type funds (2.6%)
(in terms of domestic investments, FnGuide, Bank of Korea).
12) REITs are subject to more restrictions in asset operation than real estate funds, such as requirements for minimum
capital, diversification of shares, restriction of borrowing and lending, and disclosure, but are more liquid.
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Figure Ⅲ-6. Special asset and hybrid asset funds1)
Special asset funds
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Note: 1) End-period balance basis.
Source: Korea Financial Investment Association.

Figure Ⅲ-7. F
 oreign assets held by domestic
financial institutions1)

④ Overseas investment
Overseas investments spiraled, as they offer
higher returns than domestic assets. Foreign
13)

assets held by domestic investors (banks, insurance companies, securities companies, and
investment funds) grew dramatically from
124.1 trillion won at the end of 2009 to 527.2
trillion won at the end of September 2019, up
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324.9%, with their share in total assets rising
from 4.5% to 9.8%. The growth of foreign assets14) has accelerated particularly since 2014.
By type of financial institution, the foreign assets of non-bank financial institutions (“NBFI”
hereafter) (insurance companies, securities

0

0
09

11

13

15

17

Sep.19

Note: 1) E xcluding foreign financial institutions (for banks, including
foreign banks).
Sources: Bank of Korea, financial institutions' business reports, Korea
Financial Investment Association.

companies, and investment funds) rose by
489.3%, 62.0 trillion won at the end of 2009
to 365.2 trillion won at the end of September
2019, driving the growth of total overseas in13) According to the IMF, during January to August 2019, on average, investment in US corporate bonds with investment grade is estimated to have increased yields by 66bp (applying 3-month forward exchange rate) or 175bp (no
hedge for foreign exchange risk) over investment in Korean Treasury bonds (IMF GFSR, October 2019).
14) The annual growth rate of foreign assets rose from 9.9% during the period from 2010 to 2013 to 19.8% during the
period from 2014 to September 2019.

Regarding the composition of foreign assets

⑤ Investment in derivatives-linked

as of the end of September 2019, bonds and

securities and credit derivatives

deposits accounted for 99.8%, 91.6%, and
79.9% of foreign assets held by banks, insur-

There has been a remarkable increase in in-

ance companies, and securities companies,

vestment in derivatives-linked securities, with

respectively, with most of the bonds holding

investors seeking relatively high returns by

high credit ratings.15) The share of high-risk

investing in derivatives with underlying assets

bonds, such as collateralized loan obligations

such as stocks, interest rates, and oil prices, as

(CLOs),

is small. Investment funds signifi-

well as a rise in investment in credit default

cantly expanded their alternative investments

swaps (CDSs),17) which are credit derivatives

in real estate (share: 5.1% at end-2009 →

where sellers receive fees in exchange for

28.8% at end-September 2019) and special as-

taking credit risk from buyers. The balance of

sets (4.2% → 22.5%).

derivatives-linked securities (ELS and DLS)

16)

jumped from 21.3 trillion won at the end of
tember 2019, up 431.9%, and the balance of

Stocks

Bonds2)

Beneficiary certificates

Real estate

Real assets

Derivatives

Cash and others 3)
(%)

CDS protection sales surged from 0.9 trillion
won at the end of 2007 to 35.3 trillion won at
the end of June 2019.
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80

60

60

40

40

Figure Ⅲ-9. Balances of derivatives-linked
securities and CDSs
Issuance of derivativeslinked securities
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Notes: 1) Excluding foreign financial institutions.
2) Including loans for bonds held by banks.
3) Including “margin” and “money on deposit” for cash and
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others owned by securities companies.
Sources: Financial institutions' business reports, Korea Financial In-

73.4
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vestment Association.

21.3
3.6
17.7

0
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Sep.19

07

11
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0
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Note: 1) Protection sales basis.
Sources: Financial institutions' business reports, Financial Supervisory
Service.

15) Investments were made mostly in bonds with credit ratings of A- and above.
16) Investments in CLOs with leveraged loans (lending to companies with low credit ratings) as their underlying assets
stood at about 4 trillion won at the end of June 2019 (2.3% of overseas bonds held by banks and NBFIs).
17) A CDS, like a payment guarantee, is a credit derivative where sellers receive a premium from buyers and, in the
case of credit events in reference assets, sellers reimburse buyers for losses or an agreed-upon amount.

Analysis of Financial Stability Issues III. Domestic Investors’ Search for Yield and Review of Potential Risks

2009 to 113.3 trillion won at the end of Sep-

Figure Ⅲ-8. S
 hares in foreign assets,1) by type
(September 2019)
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B. Changes in business practices of
financial institutions
Investors’ search for yield has an impact not

Figure Ⅲ-10. Risk-weighted assets of banks and
risks of insurance companies
Risk-weighted assets
of banks

only on investment in financial products but
also on the business practices of financial in-

Risks (LHS)

Proportion of risk-weighted

P roportion of risks to total

(trillion won)

assets (RHS)

(%)

(trillion won)

(%)
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100 100
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8

actions in order to earn additional returns.
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6

① Risk exposure

1,000

40
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4

500

20
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2

more risks, raising the risk exposure

18)

com-

pared to assets and boosting leveraged trans-
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Risk-weighted assets (LHS)
assets to total assets (RHS)

stitutions. As the trend of investors seeking
yield gains momentum, asset managers take

Risks of insurance
companies

The ratio of risk-weighted assets to banks’
total assets19) fell from 66.1% at the end of
2009 to 57.8% at the end of June 2019, which
suggests that asset operation has become con-

0
09

13

0
17 Jun.19

0
09

13

0
17 Jun.19

Sources: Financial institutions' business reports.

servative due to capital adequacy regulations.
For insurance companies, the ratio of risks to

However, the ratio of risks21) to total assets of

total assets20) dropped from 4.3% at the end of

securities companies surged from 2.5% at the

2009 to 4.1% at the end of June 2019, showing

end of 2009 to 3.8% at the end of June 2019,

a decline of 0.2%p.

up 1.3%p, showing that the risk-taking trend
strengthened somewhat. In particular, whereas the ratio of risks to total assets of small and
medium-sized securities companies slipped
slightly by 0.1%p, falling from 2.6% to 2.5%,
the same ratio for large securities companies
with equity capital of 3 trillion won and more
increased by 2.1%p, rising from 2.3% to 4.4%.

18) The risk exposure of financial institutions is based on the assessment of risks inherent in investment. As a measure
of risk exposure, banks use risk-weighted assets, and securities and insurance companies use risks in the capital
adequacy ratios.
19) Risk-weighted assets (RWA) are calculated with respect to credit risk, market risk, and operational risk. RWAs for
credit risks are calculated by multiplying a borrower’s credit exposure (EAD: exposure at default) by the risk weight
(RW), while RWAs with respect to market and operational risks are calculated by multiplying the risks associated
with the asset operation of banks by 12.5.
20) The gross risks of insurance companies are divided into insurance risk, interest rate risk, credit risk, market risk,
and operational risk. Here, we used the sum of interest rate risk, credit risk, and market risk, which are related to
investment activities.
21) The gross risks of securities companies are divided into market risk, credit risk, and operational risk. Here, we applied the sum of market risk and credit risk, which are associated with investment.

The average risk for small and medium-sized

by 191.6 trillion won, accounting for 65.6%

securities companies rose from 0.03 trillion

of the increase in all private placement funds

won at the end of 2009 to 0.08 trillion won

(292.3 trillion won). Private placement funds

at the end of June 2019, up 155.4%, but the

are also major investors in corporate bonds

average risk for large securities companies

with low credit ratings and mezzanine bonds.

increased from 0.2 trillion won at the end

On the other hand, over the same period,

of 2009 to 1.9 trillion won at the end of June

public offer funds rose from 210.3 trillion won

2019, jumping by 680.7%.

to 252.1 trillion won, increasing only by 18.1%.

Figure Ⅲ-11. Risks1) of securities companies, by size

Figure Ⅲ-12. Amounts and growth rates of public
offer and private placement funds

Risks of large companies (LHS)2)

Public offer funds
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Source: Korea Financial Investment Association.
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Notes: 1) Market risk and credit risk basis.
2) Based on securities companies which own equity capital of
3 trillion won and more, as of end-June 2019.
Sources: Financial institutions' business reports.

Among investment funds, the share of private placement funds,22) which tend to take
more risks, rose from 34.0% at the end of
2009 to 61.4% at the end of October 2019, up
by 27.4%p. During the same period, private
placement funds making alternative investments in real estate and special assets surged
22) T his article analyzes hedge funds, which are financial investment business entities, and excludes private equity
funds (PEFs) from analysis. Hedge funds pool capital from a maximum of 49 investors and are thus not subject to
regulatory oversight, such as an investment limit for a single security, an obligation to provide investment prospectus and asset management reports to investors, and an obligation to hold meetings of beneficiaries (all applicable
to public offer funds).
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Figure Ⅲ-13. Share of changes1) in private
placement funds, by type
(trillion won)
Money market
19.7
Alternative investment
(6.8%) Derivatives
Bonds
191.6
22.9 Fund of funds
38.4
Stocks
13.9
(65.6%)
(7.8%)
(13.1%)
5.7
(4.8%)
(1.9%)
Hybrid assets
33.6
(11.5%)
Special assets
75.4
(25.8%)

Real estate
82.6
(28.3%)

dium-sized securities companies (705.1%).
In addition, the leverage ratio of investment
funds rose from 104.1% at the end of 2009
to 114.5% at the end of September 2019, and
the leverage ratio of private placement funds
soared from 107.4% to 121.0% over the same
period, showing a steeper rise than public offer funds (102.5% → 103.7%).

Figure Ⅲ-14. Leverage1) of financial institutions
Securities companies (LHS)

Domestic banks

Investment funds (RHS)
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Note: 1) B ased on changes in net asset value (NAV) between end2009 and end-October 2019.
Source: Korea Financial Investment Association.
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② Leverage
Financial institutions usually increase their
assets through leveraged transactions in order
to earn higher returns. By type of financial
institution,23) the leverage ratio of banks fell
from 1,475.7% at the end of 2009 to 1,294.8%
at the end of September 2019. The leverage
ratio of insurance companies also declined,
falling from 1,132.8% at the end of 2009 to

0
09

13

09

13

400
17 Sep.19

Note: 1) Leverage = Total assets / Total equity (for investment funds,
net asset value basis).
Sources: Financial institutions' business reports.

922.7% at the end of September 2019.
However, the leverage ratio of securities com-

Major types of leveraged transactions24) used

panies increased dramatically from 476.7%

by securities companies and private placement

to 813.4% during the same period. In par-

funds include repos and bonds borrowing and

ticular, large securities companies showed a

lending; total return swaps (TRSs) have also

higher leverage ratio (871.2%) at the end of

increased recently.

September 2019 compared to small and me23) For the analysis period (after 2009), given the limited data availability, we used the ratio of total assets to total equity
for banks, securities companies, and insurance companies and the ratio of assets under management to total net
assets for investment funds.
24) As a measure for strengthening the competitiveness of financial investment businesses (October 2015), the government allowed securities companies to manage hedge funds, which had previously been allowed only for asset
management companies. From 2017, securities companies started managing private placement bond funds,
combining bond borrowing and repo selling, and increasing their leveraged transactions. As of the end of October
2019, private placement bond funds managed by securities companies amounted to 8.5 trillion won.

The purpose of repo transactions is to borrow short-term funds by offering securities

Figure Ⅲ-15. Balances of repo and securities
borrowing and lending transactions

as collateral. Repo transactions rose from 1.1

Balance of securities
borrowing and lending
transactions

Balance of repo
transactions

trillion won at the end of 2007 to 89.6 trillion
won at the end of October 2019, with their
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pace of growth accelerating since 2015. Securities companies account for the largest
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share (60.6%) of all repo selling (borrowing
cash), followed by investment funds (29.5%).
For reverse repo (lending cash), the shares of
investment funds, trust accounts entrusted
to banks, and banking accounts of banks are
32.1%, 24.3%, and 18.4%, respectively.
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transaction for borrowing bonds to be used as
collateral for repo transactions. These transactions began growing in 2016, rising from 26.8
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Sources: Korea Securities Depository, Korea Financial Investment
Association.

trillion won at the end of 2016 to 65.2 trillion
won at the end of October 2019. As of the end
of October 2019, the lenders of bonds includ-

Figure Ⅲ-16. L
 everaged investment related to bond
borrowing and repo transactions

ed banks (32.1%) and insurance companies

Legend

(23.7%), and most of the borrowers of bonds
⑤ Second investment
in corporate bonds

Stock borrowing and lending, which is used
mainly for short selling, rose from 12.7 trillion
won at the end of 2011 to 55.3 trillion won at
the end of October 2019. Lenders of stocks

Corporate bonds
Treasury bonds
Cash

Bond market

were securities companies (87.6%).

Inter-institutional
repo market

② Investment in
corporate bonds
Securities cos.

④ Selling repo
① Receiving
(secured by
investment
Treasury bonds)
cash

Bond borrowing and
lending market
③ B orrowing Treasury
bonds (secured by
corporate bonds)

Investors

included securities companies (50.9%) and
investment funds (48.2%), while borrowers
of stocks were mostly securities companies

Meanwhile, TRSs are transactions made

(92.2%).

mostly by securities companies25) to invest in
stocks and CBs on behalf of private placement
funds and transfer the returns of such investments to private placement funds, with the
funds paying fees to the securities companies.
A TRS is a kind of leveraged transaction, be-

25) Securities companies use TRSs that hold investment assets in proprietary accounts as a tool to provide leverage to
private placement funds with relatively low credit ratings.
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Bond borrowing and lending is a type of
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cause private placement funds make invest-

crease yields mostly on overseas investments.

ments using the funds of counterparties, in-

Meanwhile, pension funds, particularly public

cluding securities companies. TRSs increased

pension funds, which are some of the ma-

from 0.1 trillion won at the end of 2007 to 2.1

jor institutional investors, are continuously

trillion won at the end of June 2019.

expanding their alternative and overseas investments,28) and amid increasing pressure to
gain higher rates of return due to the prospect

3. Potential Risks

of reserve exhaustion,29) pension funds could
move to take more risks.
The increase in investments in these high-

strated by the increases in investment in

risk financial products and growing trend of

corporate bonds, alternative investments,

financial institutions’ taking more risks could

overseas investments, and invest in deriva-

result in: ① an increase in various risks, such

tives-linked securities and credit derivatives.

as credit, liquidity, and foreign exchange risks;
② the underpricing of risks; and ③ greater

In terms of the business practices of financial

systemic risk through the increased intercon-

institutions, the risk appetite of securities

nectedness of financial institutions.

companies and investment funds has risen to
a certain extent. Banks and insurance companies have not been actively taking risks but

Figure Ⅲ-17. Search for yield and its potential risks

could readily seek out risks if the pressure for

<Search for yield>

greater yields intensifies going forward. As

Investment on
credit

banks witness their margin between deposits
and loans shrinking,26) and insurance companies continuously struggle with a negative
margin between income and expenses,27) the
pressure for higher returns is mounting. Insurance companies are making efforts to in-

Low interest rate
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Domestic investors’ search for yield is demon-

Alternative
investment
Overseas
investment

<Increase in potential risks
and vulnerabilities>

<Spread and amplified
shocks>

Underpricing
risks
Credit risk
Liquidity risk
Foreign exchange risk

Increase in
leverage
Expansion of
interconnectedness

Shocks

Fire sale of
assets

Deleveraging

Market risk
Derivatives-linked
securities and
others

26) The margin between deposits and loans (based on new deposits and loans) fell from 2.11%p at the end of 2009 to
1.74%p at the end of September 2019, down 0.37%p.
27) This is because the expected expenses for savings insurance sold by life insurance companies when the interest
rate was high exceed the expected return of financial assets invested. The negative margin between income and
expenses (interest rate of cumulative premium - return on assets invested) widened from 0.13%p at 2008 to 0.95%p
at the end of June 2019 (Bank of Korea estimate).
28) The share of overseas investments of the National Pension Service rose from 21.9% at the end of 2014 to 30.1% at
the end of 2018, up 8.2%p. During the same period, the share of alternative investments rose from 10.7% to 12.3%,
increasing by 1.6%p (“Prospect of Finances of 8 Social Insurances during 2019-2028,” November 2019, National
Assembly Budget Office).
29) As for the National Pension Service, if the investment return falls by 1%p from the basic case scenario (exhaustion
of reserve funds by 2054), reserve funds will be exhausted by 2051, three years earlier than assumed; if the investment return rises by 1%p, reserve funds will be exhausted by 2058, four years later than assumed (“Prospect for
Financial Conditions of National Pension Service for 2019-2060,” August 2019, National Assembly Budget Office).

A. Increase in various risks

B. Underpricing of risks

Investment in corporate bonds (especially

The excessive search for yield can lead to

corporate bonds with low credit ratings), alter-

the underpricing of risks. It is more difficult

native investments in domestic and overseas

to measure the risks of financial products

real estate and special assets, and mount-

that are less liquid and have such a complex

ing exposures related to high-risk financial

structure that their fair value cannot easily be

products such as derivatives-linked securities

assessed. A significant number of mezzanine

and CDSs are all factors that raise credit and

bonds issued recently offered a coupon of

liquidity risks.

Meanwhile, with the expan-

0%,33) causing controversy over the adequacy

sion of the real estate-related exposures of

of the risk assessment of the underlying as-

real estate funds and REITs, fluctuations in

sets.

30)

real estate markets at home and abroad could
heighten market risks.31)

When risks are underpriced, a shock, for

In particular, leveraged transactions may

could bring about sudden risk repricing and

boost returns by increasing the asset expo-

widening of credit spreads. If losses of inves-

sures but could amplify credit and liquidity

tors expand due to such sudden credit spread

risks if losses expand. Regarding foreign ex-

widening, they could conduct fire sales of

change risks, the Asian currency crisis and the

assets, causing amplified shocks in financial

global financial crisis were triggered largely by

markets overall. Currently, credit spreads be-

the foreign currency liquidity risk associated

tween domestic corporate bonds (3-year, AA-)

with short-term foreign currency borrowing.

and Treasury bonds narrowed from 112bp at

However, as domestic investors have recently

the end of 2009 to 51bp at the end of October

begun making more investments in overseas

2019, down 61bp, falling below the average

markets, they are directly exposed to market

spread of 73bp recorded from 2001 to October

risks related to changes in overseas bond mar-

2019.

kets and real estate markets as well as foreign
currency liquidity risks.32)

30) Overseas markets witnessed the suspension of the redemption of fund A in the UK (June 2019) and funds run by
asset management companies B in the UK (June 2019). Korea experienced the suspension of the redemption of
open-ended funds that contained low-liquidity assets, such as mezzanine bonds and trade finance assets, managed by company C (October 2019).
31) According to data from “Status of Investment by Real Estate Funds” of the Financial Supervisory Service, 191 funds
out of the 401 overseas real estate funds managed by the top 15 domestic asset management companies (accounting for 48%), by real estate fund size, recorded negative returns (parliamentary inspection of the government
offices, October 2019).
32) Domestic investors raise a significant portion of their foreign currency funds necessary for overseas investment
through short-term foreign exchange swaps. For insurance companies, foreign exchange swaps that offer a hedge
period shorter than the maturity of investment assets accounted for 41.8% of total foreign exchange hedges (based
on disclosures by 16 companies, end-June 2019).
33) Of the 366 issuances of mezzanine bonds in 2019 (until October 2019), 205 issuances offered a coupon of 0%.
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example a sudden increase in interest rates,
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growing dependence on extra-short overnight

Figure Ⅲ-18. Credit spread1)
Spread (LHS)

repo transactions (in the third quarter of 2019,

Treasury bond yield (3-yr, RHS)

Corporate bond yield (3-yr, AA-, RHS)
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Figure Ⅲ-19. Proportions of mutual transactions
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Source: Korea Financial Investment Association.

C. Growing interconnectedness
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Note: 1) N BFIs include securities companies, insurance companies,
and investment funds.
Source: Bank of Korea.

funds, is strengthening. This could lead to the
further development of internal and external

4. Implications

shocks into systemic risks.
With respect to the ratio of mutual trans-

Investors’ search for yield promotes efficient

actions to total assets, which indicates the

financial intermediation and facilitates fi-

interconnectedness of financial institutions,

nancial innovation. In particular, during the

that of securities companies rose from 113.0%

economic downturn phase, this practice has

at the end of 2009 to 130.1% at the end of

stimulated the economy through the expan-

June 2019, up 17.1%p, showing the largest

sion of investment in risky assets. It is quite

increase. During the same period, the same

natural, and also serves policy objectives, for

ratio of investment funds increased by 16.8%p

profit-oriented investors to look for higher

(75.4% → 92.2%), and that of banks rose by

returns as overall yields are declining. Still, it

6.8%p (33.0% → 39.8%), while the ratio of

should be noted that such attitude of investors

insurance companies fell by 4.8%p (35.3%

may be accompanied by an increase in poten-

→ 30.5%). Furthermore, with the increase

tial risks.

in complex leveraged transactions, including bond borrowing and lending, TRSs, and

For Korea, search for yield has been seen particularly among some securities companies
and investment funds and has not yet become
prominent in other sectors, such as banking.
Moreover, as the resilience of domestic financial institutions, indicated by capital adequacy,
has improved, it seems unlikely at the moment that the business practices could touch
off systemic risks. However, we need to guard
against the possibility that the expansion of
various risks, growing interconnectedness,
and underpricing of risks could combine to
generate accumulated systemic vulnerabilities.
In particular, as banks, insurance companies,
sure to gain higher returns, they could also
seek greater risks.
Under the aforementioned financial conditions, the policy authorities need to take a
more balanced approach in order to facilitate
sound development of the financial industry
while restraining the excessive build-up of
systemic risks. Because the recent sudden
growth of financial sectors, including private
placement funds, seems to be closely related
to investors’ search for yield, the financial
products and business practices of financial
institutions need to be more rigorously monitored so that these developments do not lead
to systemic risks.
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and pension funds are facing increasing pres-
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