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Abstract In 1997 the recession of Korean economy brought about the bankruptey of large corporations and the
large size of non-performing financial assets, which led to IMT financial c¢risis. One of the major reasons for
IMF financial crisis was poor loan management ol domestic financial institutions. During the restructuring
process of financial institutions since the IMF [inancial crisis, the importance of the loan management has
been recognized. Especially. financial institutions’ credit allocation had been concentrated on a few big
conglomerates and their subsidies as well as some specific business areas. Hence, risk-diversifying portfolio
effects were not reflected in any loan portlolios. The IMF financial crisis in 1997 has clearly showed that
credit-risk management is essential not only [or individuals’ loan but also for portfolios consisting of various
loans. The main objective of this paper is Lo provide some suggestions on the direction for financial
institutions in Korea to improve their loan portfolio management. Particularly. for the effective management
of loan portfolios, this paper introduces quantitative credit-risk management schemes such as KMV models
and CreditMetrics which are commonly used in financial institutions in advanced countries. Financial
institutions in Korea should make their best efforts to establish a more scientific as well as quantitative loan
portfolio management.

Key Words : Loan portfolio Management, KMV Model. Creditmetrics, Value at. Riske(VaR)
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Table 1. 14 = L ES5ZFHE ZHE

AAA 0.02%
AA 0.33
A 590
BREB 86.93
BB 5.30
B 117
ccC 0.12
Default 0.18

AR 1 CreditMetrics-Technical Docurment

6) CreditMetrics - Technical Docurnent, J. P. Morgan,
April 2, 1997, p. 11. &=
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Table 2. BBBS & CH&of ok VaR A4t
Vear-End Probability Loan Prok')ablhty Difference Pr?l?abﬂlty
Rutin £ State(%) Value Weighted ol Value Weighted
aung ob Staelso (millions) Value($) from Mean($) Difference Squared
AAA 0.02 $100.37 0.02 228 0.0010
AA 0.33 109.19 0.26 210 0.0146
A 595 108.66 6.47 157 0.1474
BBB 86.93 10755 9349 0.46 0.1853
BB 530 102.02 541 (5.06) 1.36592
B 117 98.10 115 (899 0.9446
CCC 012 83.64 110 (23.49) 0.6593
Default 0.18 5113 0.09 (55.96) 5.6303
$107.09 = 89477 = variance
mean value of value
o =Standard deviation = $2.99
A;zunl;narllg 95 percent VaR = 165x ¢ = $493.
distribution 99 percent VaR = 233X s = $6.97.
‘ 95 percent VaR = 95 percernt of = $107.09-$102.02 = $5.07
Assuming Actual distribution
actual
distribution 99 percent VaR = 99 percent of = $107.09-%$93.10 = $899
Actual distribution
A2 : CreditMetrics-Technical Document

Table 3. 27Y2| H& ZEEZ|(28 AMESSHE &EXE
A=A 0 HEA 1 (185 F A) _
(ese BER) Y A BBB | BB B | ccc | Default
0.09 2.27 91.05 5.52 0.74 0.26 0.01 0.06
AAA 0.02 0.00 0.00 0.02 0.00 0.00 0.00 0.00 0.00
AA 0.33 0.00 0.04 0.29 0.00 0.00 0.00 0.00 0.00
A 595 0.02 0.39 5.44 0.08 0.01 0.00 0.00 0.00
EBB 86.93 007 1.81 79.69 455 057 0.19 0.01 0.04
BB 530 0.00 0.02 447 0.64 0.11 0.04 0.00 0.01
B 117 0.00 0.00 0.92 0.18 0.04 0.02 0.00 0.00
CCcC 0.12 0.00 0.00 0.09 0.02 0.00 0.00 0.00 0.00
Default 0.18 0.00 0.00 0.13 0.04 0.01 0.00 0.00 0.00
A2 @ CreditMetrics-Technical Document (@) %)
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Table 4. 4 ESTHSIH MuUItRHS

3 B Defanilt cee BB BEB A AA AAA
AR5F BERE 006 0.01 0.26 0.74 552 91.05 2.27 0.08
7197714 () -3.24 -3.19 -2.72 -2.30 -151 198 3.12

Table 5. 271 2] tHE REEZZ| 22 (EEFTY JIxHslE
23 1 (8657 A)

ANE2L 2

(1£5% BEB) AAA AA A BBB BB B cee Default
106.59 106.49 10639 105.64 10315 101.39 88.71 5113

AAA 109.37 215.96 21586 21567 215.01 21252 21076 198.08 16050
AA 109.19 21578 21568 215.49 214.83 212.34 21058 19790 160.32
A 108.66 215.25 215.15 214.96 21430 21181 210.05 197.37 159.79
BBB 10756 214,14 21404 21385 213.19 210.70 20894 196.26 158,68
BB 102.02 208,61 20851 208.33 207.66 20617 203.41 190.73 15315
B 98.10 204,69 20459 204.40 203.74 201.25 199.49 186.81 149.23
cce 8364 190.23 19013 189.94 189.28 186.79 185.03 172.35 13477
Default 5113 157.72 157.62 157.43 186.77 154.28 152,52 139.84 10226

A& : CreditMetrics-Technical Document (&9 millions)
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