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ABSTRACT

Since the IMF economic crisis, the grassroots economy of Korea has
become relatively vulnerable.  Although it appeared thereafter that
stability was resuming, the sub-prime mortgage crisis originating for
the United States has once again deterred the recovery of the
grassroots economy.

Due to such deterioration of grassroots economic conditions, the
common people in need of emergency capital have begun seeking out
lenders that can provide loans more easily than established financial
institutions, and accordingly there has been in increase in the number
of registered loan lending businesses, and the rapid growth in this
industry has been accompanied by every worsening current statistics
on damages incurred through private financing due to illegal loan
business practices.

In response, the government in collaboration with private sector
finance has undertaken to introduce policy—based small-loan financing
products for the working classes including the Heemang Holssi Loan
(Spores of Hope Loan), Smile Microcredit, Sunshine Loan, etc. and
are currently implementing these services. The Heemang Holssi loan is
available through commercial banks, while Smile Microcredit is offered
through Smile Microcredit branches and welfare servicers and the
Sunshine Loan through the Savings Bank, unit branches of the

National Agricultural Cooperatives and National Federation of Fisheries
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Cooperatives, the Credit Union, the Saemaeul Community Credit
Cooperative, the National Forestry Cooperatives Federation, etc. The
types of loan products and the terms of handling for each loan, etc.
differ.

Since the introduction of policy—based microfinance products, there
have been positive outcomes in terms of reductions in household
finance costs, etc. but on the other hand many issues requiring
further supplementation have emerged. For example, surveys have
indicated that the drawbacks include the difficulty of these products
serving as sustainable sources of microfinance due to the limitations
in time period and the limitation in funding, etc. and the avoidance of
potential users of these financial products due to the complexity of
the procedures for application.

To address these issues, the government is taking active initiatives
for small-loan financing, continually implementing institutional
improvements and supplementations to the policy—based microfinance
products for the working class and simultaneously issuing advance
notice of a legislative proposal to lower the ceiling interest rate on
loans from the current 44% to 5%p.

In seeking fundamental methods to revitalize working—class finance,
priority should be placed on financial education for consumers. A
representative example of this approach is the regular curriculum for
“finance” education. In addition, the duty of disclosure imposed on
financial institutions should be reinforced. Also, methods for

implementing further cuts to the maximum interest rate should be
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sought, and the existing deficiencies in the current regulations
restricting illegal activities and unfair practices should be reinforced.
Regulations should establish an obligatory ratio for working—class
microfinance loans, and methods should be identified for introducing
incentives to financial institutions servicing the common people.

Effective governmental support, strengthened consumer education,
and enhanced education regarding response measures which will
promote the growth of financial awareness and the autonomous
intervention of working—class financial institutions are essential
elements for the consolidation of a truly working—class friendly

financial environment.
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