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Study on Management Plan of the Financial Supervisory Service
According to Increase of Risk of Household Debts

Lee, YunHong"
‘Department of Real Estate at Industry, Sejong University

Abstract : The government adopted activation policy of real estate to overcome low economic growth rate, Real estate
activation plan adopted by the government raised credit limit by lowering the regulation, and reduced real estate
investment cost by reducing the base rate., Also, delayed transfer tax on multi—house owner to activate real estate
investment and resolved purchase right resale, Relief of real estate regulate caused increase of housing sales and price
increase, and the real estate market changed to overheating aspect such as premium upon completion of lot sale in a
short time, Such market atmosphere greatly increased household debs as owners own houses based on ‘financial debt’
instead of their income, Since 2017, real estate policy was reinforced to reduce household debts and lending rate was
raised due to rise of base rate, accordingly, burden of household debt is expected to increase, This research suggested a
plan for the Financial Supervisory Service to efficiently manage the financial world by analyzing the cause and problem
of household debs,

Keywords : Household Debt, Housing Policy, Base Rate, Failure Hazard, Management Plan
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Table 1. Type of household policy
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Division

Means of policy

Transaction control

Demand control

Speculation overheating district rspeculation district
Limitation of application qualification

Limitation of purchase right resale

Housing transaction report system

Speculation control Taxation reinforcement and
policy financial control

Reinforcement of transfer tax
Gross real estate tax
Loan to value ratio

(Stability rcontrol)
Public concept institution

Restitution of development gains
Bond bidding system and pricce restriction

Other

Real estate brokerage control
Speculation control, speculator control
Tax investigation and fund source investigation

Activation of transaction

Relief of application qualification
Relief of purchase right resale control

Demand promotion Financial support

Support of house purchase fund or lease fund

Economic activation
plan

) Tax reduction
(reflation - support)

Acquisition rregistration tax reduction and exemption
Relief of the regulation related to transfer tax

) Relief of supply control
Supply expansion

Relief of house supply regulation
Relief of redevelopment reconstruction regulation

New development plan

New town development plan
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Table 2. Economic risk related to household debt

I 7UIRM STl e Ssd=E Baldet et 37

Division Crisis situation Related risk
- ” Increase of loan due to loan control relief Overheated competition and poor loan risk management
inancia
) ) Fi ial k isk such ital teriorati fi ial
institution Reinforcement of loan control and loan insolvency inancia mar_et system risk such as capital soundness deterioration and financia
market infarction
o House price rise and real estate bubble formation due to expansion of purchase
Rapid increase of real estate related loan
Real estate supported by loan
price Increase of principal and interest repay burden due | Large scale withdrawal of housed on lona in the market due to debt principal and
to shrinkage of real estate related loan interest insolvency and rapid fall of house price
Household consumption restriction is relieved in a short term, however consumption
Rapid increase of loan due to relief of loan control | and domestic slump is expected due to gradual increase of principal and interest
Household

consumption

repay burden

Shrinkage of loan due to reinforcement of loan
control

Consumption shrinkage of vulnerable social group and insolvency of limited
households

Rapid increase of loan due to relief of loan control

Deterioration of profitability due to intensification of competition along with increase
of the number of self—employment and increase of principal and interest repay

Self= burden
employment
Shrinkage of loan due to reinforcement of loan Deterioration of livelihood of self—employment class and shrinkage of employment
control due to bankruptcy or shut down of self—employment
2= AR AL QUek, o]Z A et AA| FAlEC] 2R} Aol _—
& elam2 AR A PR Blaas S-St Y bt o
Tt 7R g Re] ek sfube mobA|7) ot ik, =
2016~2017TA7IA] A= AL Q= 7HARA HiRE Al 2L s
WS Sofckun olsfEAlSulct 212t Aolgh el w
et che Ao R ol AR shajElck 2016ue] A °

A AIAAA RIS} 7To]E

=9 ¢

AdE

E]:LH b‘LA}ﬂ_ %
e tiEdehs

w2 = gaolgic 2
THIREA] A0S JH]sl7] 28|
=2 Z{Q_T;HA]— ]j—]_r]a ﬁEHo} 1:}

Ao] A8} XA 2017~20199744] 3ol A DA
o7 19ld oF o]l DSR (Debt Service Ratio)2
Z71A4) A=

=ejale

=3l 2=

9ol =i, 4

B elAsz ARse] A, AR ofejdl PAaE fels

o] o FolmA2 Sio) 7} A0 pelslor it

3. 7HAI5 xH
3.1 234
Global 589171 ol #a¢] 7]

I HAE SR e B U F

HA (Fig. D} 7o) FgAl I ExposureZ} 2A S7K0 A %

o}, Z 5W(2011~20169)7F -4t Exposure 57 lgg Nl

Bt W1%2 22 717t F A%t WS 718 6.0% 2

BWEGDP 718 4.4%°] v|s| A

S713¢l
= E37t

1.}\

2 EQA|E Fegr
Fepte ot elam g
S AR AR S i)

017l AR F710k o) w

A 71
5 7] @A) A
W) YT A el HuFele) ek HepAze) 2

A 55 kbt B0l thASolh, o] #5E AR A T

27} 4715} Elo] g

FaRo) 27kt o

571 A, §=GDP

2010 2011 2012 2013 2014 2015 2016

M Financial investment product(trillion won)
M Real estate business(trillion won)

W Household(trillion won)

Fig. 1. Exposure state per yearly household loan product
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Total exposure (1,644 trillion won)

Household (904 trillion won)

Enterprise (758 trillion won)

Financial investor (162 trillion won)

[

Financial institution
Real estate secured loan

Real estate related enterprise
Financial institute loan

MBS

Real estate related guaranteed loan
(purchase - lease)

Business guarantee

(Houseing lot sale business finance, etc.)

Real estate fund, REITs

Housing reverse mortgage

PF loan
(direct loan - liquidation loan)

Direct investment product
(company stock - CP)

Fig. 3. 2016 Household loan exposure range

Lease price rise

Low interest

Increase of monthly rate

Increase of investment demand on

Increase of housing purchase intent

Increase of house purchasing power

LTV - DTl upward limitation

Housing purchase

monthly rent purpose

Fig. 4. Housing Stress connection model diagram
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Table 3. Governmental real estate regulation relief
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o 2013Year 2014Year
Division
4.1 Plan / 8.28 Plan 7.28 Plan / 9.1 Plan
Policy goal - Market normalization such as housing transaction recovery ~ Recovery of housing market activation through regulation

rationalization

Regulation relief -
ceiling system

- Flexible operation of remodeling vertical extension / price

- Reconstruction regulation relief / reorganization
of application system
- Relief of purchase right resale for public housing site

Tax reduction

- Exemption of first housing purchase acquisition tax (13 years
- Reduction of transfer tax, abolition of heavy transfer tax on multi—house owner

Policy

means | Financial support

registration housing pension

- Expansion of policy mortgage / preliminary

- housing finance(LTV/DTI) regulation

- Public newly—built house supply control
(resolution of Bogeumijari district)

- Inducement of private lot sale decrease
(lot guarantee examination, licensing)

Housing supply
regulation

- Suspension of new town construction / Suspension of
3—year public housing site designation

- LH Sale after building business / partial reservation of
private housing site for sale
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Table 4. Governmental management index (DTI- DSR) of financial institution soundness index

Division DTI(Debt to Income) DSR(Debt Service Ratio)
Name Total debt repay ratio Total repay ability ratio
oTl = Relevant housing mortgage loan yearly principan and interest repay + other debt yearly interest repay amount % 100%
- o
Calculation yearly income
method Yearly principal and interest repay of financial company loan
DSR = - X 100%
yearly income
Utilization ) ) ) - Expected to prepare various utilization plan in the
- Regulation ratio upon loan judgment ) : )
method process of financial company credit management
- Only interest repay is considered in DTl on the existing loan (other debt) ) Mquurement of .borr.ower s actual repay .b“Tde” by
- ) . . additionally considering burden of the principal repay of
Characteristic - Current DTI does not consider principal repay burden of the existing house the existing debot
secured loan and credit loan (mostly) g ,
- Means to control borrower’s leveraged investment
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Table 5. Overseas cases of DSR(Debt Service Ratio) utilization

Country Definition Target/restriction Remark
- Housing secured loan applicant without housing | - 10%p higher in repay when applying stress
- DSR: Total principal and interest secured debt upon loan application: 50% DSR(rate 3%p higher)
Hong Kong ) ) ) . ) ) ) . ,
repay ratio to income - Housing secured loan application with housing - In case of non—residential purpose, repay is
secured debt upon loan application: 40% established 10%p lower
- Only 70~80% is acknowledged per bank on lease
- DTR: Total principal and interest - Housing secured loan: 33% of monthly income income
France . ) ; : . . . .
repay ratio to income and new lease income - Besides, final loan is determined upon review of
net asset level and disposable income
- DSTI: Total principal and interest . . ' - Ministry of Finance and Ministry of Home Affairs
) - Housing secured loan: differs according to : :
Netherlands repay amount to disposable ) announce upon consultation of independent
) income level o
income organization NIBUD
- GDS: Ratio of all costs related to | - Government guaranteed housing secured loan: - Interest rate used in calculation is 5—year fixed
Canada housing to income GDS 39%, TDS 44% housing secured loan rate notified by Canada
- TDS: Ratio of all costs related to - Housing secured loan without governmental central bank(2% higher than the lowest fixed
loan to income guarantee: GDS 32%, TDS 40% interest loan)
. - TDSR: Bano of total principal and | Less than 60% of asset guarantee recommended - Loan execution over QOA should go through a
Singapore interest repay amount to o proper procedure, which should be reported to
, upon loan application
income MAS
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Zoltl EX v 7]l \:ﬂ— 2002.09 Overheating district, October Expansion) regulations
Zoltx= EXJo] Qlt}, (Table 5+ HPE(2017)0] s i
Loans with a speculative area of less than three Strengthened
Q O A=z ]
:'?7]' ZFDSR %—A}Eﬂi/\i "—B-LH HVIF“] %7]' E—L‘H 2003.06 years Regulation LTV(60%—50%) regulations
ofji= Zh=tof] DSTI (Debt Service to Income)S Z3f ZA|<] 2003.10| Loans with a speculative area of less than 10 Strengthened
- - - " 7| years LTV Regulation(50%—40%) regulations
Al2]A Q1S weEfsiar AA] A M e EHske
2004.03 A loan for more than ten years LTV Deregulation
5 skl Qo w7hdE B2 Aol7t g o 4= 3l | Ease(60%—70%)
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7HL]-E]— 1:[L % % —;‘Lﬂ— oﬂ 1 :[L ﬂ 2006.11 speculation areas regulations
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o o]—Oq 7}74]T H 071—01] EH iy °o= iy - ﬂ—'e e T apartments when collateral loans are made. regulations
%‘Etﬂﬁiﬂr A]‘Q‘EHEO] EHGI‘ 5 O] %o}%o—] AA]%H] ‘3—! 2007.08 DTI Regulation 2 Extending to Financial Area Strengthened
' 40-70 % regulations
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5 5 o
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Fig. 5. The annual base rates of Korea and America
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Table 7. Loan interest per credit level per bank

Grade

Division
1~2 3~4 5~6 7~8 9~10 |Average

Gyeongnam bank | 3.18% | 3.92% | 4.79% | 7.01% |10.23% | 4.93%
Busan bank 3.41% | 3.67% | 4.31% | 6.76% | 8.32% | 4.85%
Daegu bank 3.99% | 4.94% | 6.23% | 8.01% |10.23% | 5.17%

IBK 3.92% | 5.04% | 6.87% | 9.02% | 9.50% | 4.26%
Kookmin bank | 3.11% | 4.17% | 6.37% | 9.83% | 10.215 | 3.72%
Development bank | 5.26% | 5.69% - 11.69% - 5.60%
KEB Hana bank | 3.60% | 5.04% | 8.61% |10.55% - 4.86%

Nonghyub bank | 3.38% | 3.96% | 5.42% | 6.99% | 8.28% | 3.73%

Suhyup bank 3.70% | 4.82% | 7.91% |10.07% - 4.81%

Kwangju bank 5.12% | 6.28% | 8.09% | 9.71% | 9.84% | 6.15%

SC First bank 3.17% | 3.44% | 4.94% | 8.78% |10.51% | 3.74%

Shinhan bank 4.02% | 3.90% | 4.87% | 7.35% | 9.02% | 4.21%

Woori bank 3.11% | 4.49% | 6.44% | 9.02% |12.75% | 3.69%

Chonbuk bank | 4.41% | 5.35% | 6.79% | 8.65% |12.52% | 6.40%

Jeju bank 3.82% | 4.23% | 6.35% |10.62% | 11.30% | 5.34%

K bank 3.63% | 5.68% | 6.75% | 9.00% - 4.89%
Citi bank 4.73% | 6.83% | 9.73% | 11.21% - 7.12%
Kakao bank 3.55% | 4.23% | 5.66% - - 3.88%

st A STt njare] v)Ege st BUsi) o]e%

(2018)2 ml=to] 7|Z2E2|S 201840l 33] oA} AF5E A
o] Qlo] Y 230] & Ful= AL 75 Ao) rhar =

ot olgRt FAIE Hgske agHelil= 201749 7]
FO7 565w A HES] 7 5HE 7w e 2~5)
Fom Yool R w2 s Flekal it &
B BAa e o fE AEAPETE FAEAof| digh

7ht FEE thE QPR Zlolth Y= |eE 29 A
o “*ﬂt} Ebl S ESE HA 97 Sl 2] ]
‘:_1:-” /HEHQ,] o:];(]7} 04‘:_ /\—]u jR=X¢}
ﬁxﬂx—l Hobo] ety bt o|gsh z;ﬁ]a}qﬂ Al G2}
w og ARSI &S of=at rlsAo]
3o} Z1ARA ol ofdeG & T4l 2 Ao wad
o}, 23o] MHtAow diE welE AsshiA Hatadl7t
5% /g5 108 sk, 2017d 119 7|% Sy A
(Table HARE A HH s1LH-23Y(4.86%), KH=(4.89%),
Al5H2-30(4.21%), =12-38(3.72%), 71712 ¥=A(3.83%), 73
H238(4.93%), H-238(5.17%), *3F238(6.15%), X523
6.4070)% =A B/g=lo] §7] wiiZelth, 201739 &2t
= 20169 wlal =A FAENLL, 2018 = 5%0 Ao =2
Fsd AR dlEo] 7R R B s A
o= Aok olefRl tiEa QRS 239 Aol 2717]
thzoll 525 A sl BRdHolME ofuzt ARE

simziMmalsts) =27 miod xes 2o 32 103



ofl% PQE’E :LfrﬂE—rJA 7}011:11}0] 7:17<4o] Qs Ao

k), Algo] W& ARISoAl= Fegt o2 QldETh
= o 2E A8ste] ALETEA) oRARS HER|51aL, 1A
A2 ofetgol ?,iiéloﬂit,] ARl 7HEo] 9
o} oo A5 ukx o|xje} By HakAlele o rs)
o] A7 dol = 01?4% | Q== wEsfo} s},

4.3 AHO|XI =F
22 Ao HiE= A gl oF
it Aol 2319 U2 A= HE —‘2: AlgstaL
BE A2 232 digs A A%
< dsfof staz, tiEr] A7k EHE:LE AR RN
Tt} o5 oFYsIA| gferd 7Ijke o]e) Aol s,
713te] o]} AFido] = HhEo] tigt AIAEe] ©
A3l AZo] g o] dgol JghE mirHA| digexke <
AorprlEor ALtEn grARgdS g3t dAolAt
£ ool 2ol Al ARk o=t o= 23l

lc’ O_u
i
r\l
g =
o
_‘>i

L oy} oko st Ao 23fo] 515 HA| o g o
OJAFZ 7] ol oS ol ek Ylo] BgET

oIet.
2E|RRR B Q013)°0] (Table 8T} o] ZARE Zeighn
e el B AE AR olxbEule) e Satol
7V e AloR Ut olaRute] Fa goli The
3k elRlol, o|xH&o Thet AL, g elel ue Tt
QUolAL, oFY Fele] u] F4 FO= L), e
2] 79 AL A7 A 713to]e] o] ARSI,
Aol B ol LA AR AL A 15% 4

e

Table 8. Customer dissatisfaction type of housing secured loan

Realson'of Detailed dissatisfaction type Total | Ratio
application
Excessive overdue interest | 101(18.0)
Insuff|c.|ent explanation of 50(9.0)
interest rate
Excessive increase of
Interest variable rate 37(6.6) | 280 | 50.0%
Dewa.t\on of contracted 18(3.2)
insterest rate
Other 74(13.2)
Security related upon loan 46 8.2%
Early repay charge 148 26.3%
Other 87 15.5%
Total 561 100%
gho = AAE T, AAo|R g 7|7k SleAlx7kA] Fa
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Table 9. Comparison of overdue interest rate per country upon trigger clause

Division Overdue interest rate Remark
- Bankrupt interest rate is regulated to contracted interest rate level in case of
America - Contracted interest rate + 3~7% high interest mor.tgage Ioanl : . .
- In case of Freddi Mac provision mortgage, overdue additional interest repay
is 5%, in case of FHA provision mortgage, repay is 4%
- Penalty bankrupt interest rate is prohibited, however 1~2%p higher
England - Contracted interest rate + 0~2%p establishment than contracted interest rate is allowed considering creditor’s
loss cost along with overdue
Canada - Contracted interest rate + 0%p
Germany - Base rate(Central bank) + 2.5%p
France - Contracted interest rate + 3.0%p
Japan Contr_acted interest rate + overdue additional interest | Highest interest rate repay: 15~20% (loan amount differential)
rate = 15~20%
Korea - Contracted interest rate + 6~8%p - Domestic commercial bank overdue interest rate repay: 15%
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