
1 

 

 

Why Has the Household Debt Ever Increased in Korea? 

Empirical Analysis of the Persistence in Household Debt 

 

March 13, 2013 

Kyeongwon Yoo 

Sangmyung University, Seoul, Korea 

Jin-tae Hwang 

Korea Insurance Research Institute, Seoul, Korea 

 

Abstract 

While the major developed countries have been deleveraging since the global financial 

crisis and the subsequent sovereign debt crisis, the household debt has been increasing 

constantly in South Korea. Many people are so concerned that the ever increasing 

household debt may affect the financial stability in the near future. Previous literature 

on an increase in household debt deals primarily with its cause and the capacity to 

repay it using static analyses. This paper tackles the persistence of household debt using 

dynamic panel models along with LOWESS analysis. We observe that such a constant 

increase in household is due to existing indebted households’ debt increase with the 

households’ persistent debt behavior, rather than new households’ entry to the loan 

market. Based on the estimated results, more than 10 years may be required to 

deleverage in financial debts after the households enter the loan market in Korea. This 

persistence seems to be closely related to the Korean mortgage system. 

 

JEL Classifications: D03, G01 

 

I. Introduction 

The major developed countries including the United States have been deleveraging since the global 

financial crisis in 2008 and the subsequent European sovereign debt crisis, but South Korea’s 
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household debt has been increasing constantly.1 Much concern is about such an increase in household 

debt amid the ongoing economic stagnation and this ever increasing household debt may affect the 

financial stability. Taking into account that a considerable portion of household debt in Korea is 

related to mortgage loans, an upsurge in household debt would strengthen a link between real estate 

and financial markets, and so is able to give a shock to the financial market. As such, the South 

Korean authorities are aware of a constant increase in household debt as a potential problem with 

economy, and then try to make a soft landing of the household debt. Nonetheless, the deleveraging 

phenomenon has not yet appeared in Korea. 

Previous literature on an increase in household debt deals mainly with static analyses of household 

debt and its causes or the capacity to repay it. Most of these studies show that household debt is 

closely related to market interest rates and buying homes, but there are still few studies of tackling the 

dynamic characteristics of household debt, our research question of why household debt keeps 

increasing like this and what the dynamic characteristics are. To investigate the irreversibility of 

household debt as in South Korea – once a household goes into debt, their debts continue to increase – 

may provide some implications to the authorities when setting up related policies. From an economic 

point of view, we need to examine whether household debt increases with existing indebted 

households or with new households’ entry to the loan market, leading to a different implication to 

establishing policies associated with consumer finance. This paper makes an attempt to investigate 

whether household debt has the properties of increasing itself for some time using the dynamic panel 

models, and then to calculate empirically how long such a debt increase will persist. 

In the meantime, these studies on dealing with the dynamic behavior of household debt have been 

conducted lately with panel data available, researches on the mobility in households’ debt status. The 

early literature on this dynamic behavior of household debt shows that there exists great mobility in 

households’ debt status in 1980’s, and specifically, a majority of households lied in a different debt 

quintile in 1989 compared to 1983 (Godwin 1997). Sung (2006) and Kim and Kim (2010) argue that a 

debt-related household behavior is dynamic by analyzing whether to hold household debt or not. Most 

of these studies, however, use only macro-level data, and further the studies tackling the dynamic 

behavior of household debt with micro-level data are still unsatisfactory. As a result, we analyze the 

relationship between present and future level of household debt using dynamic panel models, leading 

to identify the household debt’s dynamic behavior or persistence. 

In Section II, we examine the trends and characteristics of aggregate household debt in South Korea, 

and then analyze the dynamic behavior of household debt with micro-level panel data in Section III. 

We discuss the dynamic characteristics of household debt, and then conclude in Section IV. 

                                          
1Basically, household debt means the sum of debts from financial intermediaries. For simplicity, however, 

we use the term household debt for the sum of financial household debts and deposit money for rent, 
though it should be abuse of terminology. Of course, it is often expressed as total household debt. 
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II. Trends of Household Debt in Korea 

1. Household Debt in Korea 

The size of household debt in the national economy can be estimated using the household credit data 

and the flow of funds table provided by the Bank of Korea. Household credit is generally defined by 

the sum of household loans or sales on credit from financial intermediaries such as banks, credit-card 

and consumer finance companies. The household debt is also measured by the debts of the individual 

sector in the circulation table, where the outstanding debts are somewhat different from the household 

credit because they include those of small and private non-profit firms. 

Using the household credit data of the Bank of Korea, it may be found that the household debt has 

increased by more than 10% on an annual basis since 2005, whereby, at the end of September, 2011, 

the balance of the household credit amounts to 892 trillion South Korean won (KRW). This recent 

trends make one expect to exceed 900 trillion KRW at the end of 2011. On the other hand, the 

disposable income ended up with an increase of approximately 6% on an annual basis over the period 

2005-2010, and thus the ratio of household credit to disposable income got higher from 129% in 2005 

to 155% in 2010. This ratio is rated so high along with the United Kingdom (172%) and Australia 

(158%) at the end of 2009. 

 

Fig. 1. Trends of Household Debt 

 

Note: The solid line in Fig. 1 denotes the growth rates of household credit on an annual basis. 
Source: Bank of Korea 
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Table 1. Household Debts by Income Quintile in Korea 

Income Quintile Lowest Second Middle Fourth Highest Total 
The proportion of 
households with debt 
(%) 

28.8 56.5 65.4 71.4 75.3 59.5 

Average debts of 
households with debt 
(million KRW) 

30.81 36.49 48.65 65.09 139.86 71.65 

Average debts of 
overall households 
(million KRW) 

8.89 20.61 31.82 46.50 105.33 42.63 

Note: Total household debt consists of financial debts (financial loans + outstanding debts for mutual-aid 
association) and deposit money for rent. 
Source: 2010 Survey of Household Finances, National Statistical Office 

 

Table 1 shows that 59.5% of Korean households are in debt. More specifically, a sizable fraction of 

households are indebted in higher income quintiles. The size of debts that the households hold is also 

larger with higher income quintile. In particular, the average debts of the highest income quintile are 

more than twice those of the fourth income quintile, implying that household debts are significantly 

concentrated in the highest income quintile. In some way, it might be reasonable that the households 

in the higher income quintile relatively free of financial constraints are more heavily in debt. 

 

2. Persistence in Household Debt 

It is believed that, after the 1997 Asian financial crisis, a steady increase in Korea’s household credit 

results from an increase in demand of household loans due to low market interest rates and a resulting 

rise in housing prices. Song (2012) argues that since 2000, a speculative demand in loans has, to some 

extent, led to such a housing price increase, rather than the disequilibrium in the supply and demand 

model of housing. 

From the perspective of supply side, financial intermediaries are also responsible for such an 

increase in household debt in the sense that they applied aggressive business strategies to increase 

profitability. Specifically, note that within the scope of regulations (e.g., debt-to-income and loan-to-

value ratio), both bank and non-bank lenders have increased competitively home-equity loans with no 

checking the capacity of repayment in loan appraisal, predatory lending (Hong, 2011). 

 

A. Decomposition of Household Debt 

In this subsection, we decompose the household debt increase by employing aggregate data of 

household debt. In particular, we investigate whether such a rise in household debt results from new 

borrowers or existing ones. The household debt at the point in time 	may be described as follows: 

 

	,    (1) 
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where , , , and 	denote a total of household debt, the number of households, the ratio of 

indebted households to the whole household, and their average debt, respectively. Equation (1) can be 

transformed into 

 

	 	      (2)	

 

Table 2 shows that over the period 1999-2006, the household credit increased by 2.7 times from 214 

trillion to 582 trillion KRW. Such a household debt increase appears to be most heavily affected by an 

increase in average debts per household. This result may be simply from an increase in consumer 

prices, but note that we have a similar result even in real term. In effect, the GDP deflator (implicit 

price deflator for GDP) and Consumer Price Index (CPI) increased by 62% and 48% over the sample 

period, respectively. On the other hand, as said earlier, together with the lower mortgage rates after the 

Asian crisis, the housing prices in Korea were boosted up by such a speculative loan demand, leading 

to further loan demand in subsequent years. According to KB Kookmin Bank’s housing price indices, 

the Korea’s housing prices rose by 1.5 times in 2006 than in 1999. In particular, the housing prices 

increased by 1.8 times in Seoul. 

During the same period, we can see a 19% increase in the number of households based on the 

resident registration system from 15.4 million to 18.3 million households. Employing data from the 

Korean Labor and Income Panel Survey (KLIPS) of the Korea Labor Institute (KLI), the estimated 

ratio of indebted households in 2006 increased by 16%, the smallest contributions to the household 

credit increase. It is, however, required to be careful to interpret the result with a representativeness 

problem of the sample because the KLIPS data are collected based on urban residents. 

 

Table 2. Decomposition of a Change in Household Debt between 1999 and 2006 

Variable 
HH Credit ( ) 
(billion KRW) 

Number of HHs ( )
(thousand hhs) 

Ratio of 
Debt HHs ( ) 

(%) 

Average Debts ( )
(million KRW) 

1999 214,036 15,442 34.48 36.24 
2006 581,963 18,327 40.11 57.62 

2006/1999 2.72 1.19 1.16 1.59 
Sources: Bank of Korea, National Statistical Office, and Korea Labor Institute 

 

To sum up, the increase in household credit is due mainly to an increase in existing households’ 

average debts based on the fact that the estimated rate of increase in the indebted household ratio is 

not too significant. This can be identified by dynamic analyses with micro-level data described in 

Section III. Using micro-level data, Karasula and Schiff (2007) argue that a household debt increase 
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in high-income brackets leads to a rise in Korea’s household debt over the period 2001-2005. 

 

B. Predatory Lending 

Predatory lending is not legally defined, but it is well known as the abusive and unfair practices of 

financial intermediaries which are supposed to help low-income and/or financially vulnerable 

borrowers end up with benefiting only themselves with loans backed by collaterals. According to the 

OCC Advisory Letter AL 2003-2 by Hammaker, Deputy Comptroller for Compliance, predatory 

lending includes loan “flipping” meaning “the repeated financing of a loan with little or no economic 

benefits to the borrower”; “equity stripping,” for instance, taking out loans with “excessively high, up-

front fees, …, often with an excessively high penalty upon prepayment of the loan”; and balloon 

payments of an surprisingly large repayment due at the end of loans, along with negative amortization. 

In this respect, we need to see the business conducts of the supply side in order to investigate the 

cause of household debt increase. Since 2000, the Korea’s financial intermediaries have turned their 

concerns to home-equity loans rather than business loans, one of main reasons for the 1997 Korean 

financial crisis. In this regard, the Korea’s household debt can be characterized by short-term home-

equity loans with variable rates. At the end of 2006, the BOK tells us that the fraction of adjustable 

rate mortgages is 94.8% in home-equity loans, and that the fraction of loans of the maturity less than 

three years is 30.0%. More importantly, while in 2009 the fraction of balloon payments in the United 

States and the European Union is only 9.7% and 7.5%, respectively (Hong, 2011), balloon payments 

have accounted for more than 40% in debt redemption during the period 2003-2006 (Yoo and Lee, 

2009). Hong (2011) argues that considering the existence of grace periods even in full amortization, 

the effective fraction of balloon payments or straight loans can be more than 80%. All these 

characteristics of home-equity loans are likely to deter households from amortizing their loans, a way 

of increasing profitability. Ultimately, this means that the benefits from such loan business strategies 

can be sufficient enough to cover possible losses from irrecoverable debts. In conclusion, the Korean 

financial intermediaries’ loan business practices might be, indeed, close to predatory lending. 

 

 

III. Dynamic Analyses of Household Debt 

1. LOWESS Analysis 

In order to investigate changes in household debt between two points in time, we use LOWESS 

(Locally Weighted Scatter Plot Smoothing), a non-parametric estimation method of examining a 

relationship between variables by only using data without any assumption about types of function 

(Cleveland 1979). 
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The results of LOWESS are presented in Figure 3 using the KLIPS2 data, where the points above a 

45-degree dashed line indicate that the household debts are greater than before. In addition, the 

estimated solid curves imply that the household debt of a low-debt bracket at the point in time 1 

is greater than in time	 , while that of a high-debt bracket is smaller.3 Based on this result, it can be 

said that there exists a stable long-run equilibrium in household debt. 

 

Figure 3. Dynamics of Household Debt with LOWESS Smoother 

 

Source: Korean Labor and Income Panel Survey (KLIPS) 1999-2007, Korea Labor Institute 
 

Table 3 shows that using the pooled KLIPS data over the period 1999-2007, the sample means of 

households’ financial debt and total debt are 41.79 and 44.27 million KRW, respectively. The 

LOWESS smoother indicates that the household’s financial debt in long-run equilibrium is 

approximately 20.55 million KRW for both 0.7 and 0.9 bandwidths, while the total debt is 55.09 and 

46.84 million KRW for the two bandwidths, respectively. If these results are acceptable about the 

LOWESS smoother and the dynamics of household debt, then they might be interpreted that the 

                                          
2In fact, the KLIPS has a 1998 dataset available, but we exclude it because it contains neither financial 

assets nor liabilities. 
3 Note that the values of household debt are all in real terms. 
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average household’s financial debt during the period 1999-2007 would decrease to 20.55 million 

KRW in the long run, but the total debt would increase to 46.84 or 55.09 million KRW. 

 

Table 3. Sample Mean and Long-Run Equilibrium for Household Debt over 1999-2007 

(Unit: million KRW) 

Sample vs. LOWESS Financial Debt ( 15,999) Total Debt ( 25,868) 

Sample 
Mean 41.79 44.27 

(Std. Dev.) (92.17) (101.74) 

LOWESS 
Bandwidth=.7 20.55 55.09 
Bandwidth=.9 20.55 46.84 

 

Allowing for the drawback that the LOWESS analysis cannot control heterogeneities of households, 

nonetheless, we employ a dynamic panel analysis with micro-level data because such an analysis has 

an ability to control the heterogeneities as well as to show the relationship of a variable between two 

points in time. Note that household behaviors may differ depending upon household income, 

householder’s education and age, and so on, the heterogeneities resulting from individual-specific 

time-invariant and time-varying characteristics of households. 

 

2. Dynamic Panel Analysis 

A. The Empirical Model 

There are various approaches to identifying the persistence of individual behaviors. To handle the 

persistence, we need to first include the lagged dependent variable as an explanatory variable, a 

parsimonious way of including all the relevant information on an individual’s persistent behavior in 

the past. Besides, the individual-specific time-invariant effect unobserved, if we have a panel dataset 

available, can capture the persistence. Taken together, it can be said that the dynamic panel models 

have the advantage of the two approaches in estimating the persistence of an individual’s behavior.4 

In general, a dynamic panel model is presented as follows: 

 

	 ,              (3)	

 

where , ′ , , and	  denote debt of household , a vector of explanatory variables, an 

individual-specific time-invariant error (or individual fixed effect), and an idiosyncratic error, 

respectively. Focusing on the relationship of household debt between the points in times 1 and , 

we include various variables of interest in relation to the household debt in the model specification to 

control for the heterogeneities. The dependent variable  in this paper is defined as two types of the 

                                          
4 See Wawro (2002). 
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logarithms of household debt: the logs of financial and total debt of households. Naturally,  

indicates the log of lagged financial or total debt. ′  includes the logs of earned income, financial 

assets, and real estate deflated by the consumer price index (CPI), household head’s age and age 

squared, gender, and schooling, his/her spouse’s schooling, and year dummies. 

In contrast to standard panel models, dynamic panel models include a lagged dependent variable(s) 

as an explanatory variable(s). In addition to this, note that there exists a key characteristic in the 

dynamic panel models: the problem of endogeneity due to fixed effects as in the standard panel 

models. Despite assuming that ’  is exogenous to the fixed effects , a lagged dependent variable 

 may be endogenous because if only a household  had an unanticipated positive shock to its 

debt for some reason at the point in time 1, the shock should be reflected in the fixed effect ,a 

positive correlation between  and . As such, the ordinary least square (OLS) estimator in 

Equation (3) would not be consistent, the so-called “dynamic panel bias” (Roodman 2006). The way 

of getting around the inconsistency problem is to remove the fixed effects by transforming data. Out 

of such transformation methods, we focus on differencing methods because it is well known that least 

squares dummy variables (LSDV) or within-groups estimator which is usually used to eliminate the 

fixed effects in the standard panel models would not solve the dynamic panel bias (Nickell 1981, 

Bond 2002). 

Together with the dynamic panel models, we explain briefly about differencing transformations. As 

mentioned earlier, it is required to use differenced data to remove the fixed effects. However, 

∆ 	  is still endogenous to the transformed error term ∆  because  in 

∆  is correlated to  in ∆ . Based on this result, Arellano and Bond (1991) propose	  

as an instrument for ∆ , the so-called Arellano-Bond difference GMM estimator. On the other 

hand, demonstrating that if the dependent variable is close to a random walk, the difference GMM 

estimator does not work well, Blundell and Bond (1998) suggest a system GMM estimator using a 

stacked dataset with transformed (differenced) and untransformed data, where lagged differences are 

used as instruments in levels equation while lagged levels are used as instruments in differences. 

In this paper, we adopt the system GMM estimator because the difference GMM estimators with 

our data available are likely to be downward biased and inconsistent, along with the omission of time-

invariant explanatory variables. As evidence of the inconsistency, the differenced GMM estimated 

coefficients with Equation (3) are lower than the within-groups ones, where Bond et al. (2001) argue 

that the GMM estimators using dynamic panel models should lie between the pooled OLS (upper 

bound) and the within-groups (lower bound) estimators, implying that the GMM estimator would be 

downward biased if it is lower than the within-group estimator. In fact, the difference GMM estimator 

may be downward biased when the dependent variable is of a random-walk type, and the number of 
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available time periods, , is small. On the other hand, we use the two-step procedure for efficiency in 

case the error term is heteroscedastic or serially correlated, where it is well known that the standard 

errors of the two-step GMM estimators may be downward biased. To solve this problem with 

inference, we employ the finite-sample correction to the two-step covariance matrix by 

Windmeijer(2005). 

 

B. Estimation Results 

To estimate dynamic panel models, we use the KLIPS data, the sample period of which is between 

1999 and 2007, inclusive, except for the 1998 KLIPS dataset in absence of financial assets and 

liabilities mentioned earlier. Together with Equation (3), the estimation results are provided in Table 4, 

where the Hansen  test statistics for overidentifying restrictions and the Arellano and Bond (1991) 

test statistics for autocorrelation imply that the models are well specified with valid instruments. 

Even following controlling for the household heterogeneities, Table 4 shows that both kinds of 

household debt in the model specifications have statistically significant positive relationships less than 

unity in absolute value with the lagged ones, respectively, similar to the results from the earlier 

LOWESS analysis. These empirical results suggest that some households in a low-debt bracket in 

Korea would increase debts with their outstanding debts in the previous period, whereas some 

households in a high-debt bracket would decrease to a long-run equilibrium, an individuals’ persistent 

behavior in household debt. Given the estimated coefficients on each lagged dependent variable, we 

can obtain the implied values of adjustment speed ( 1 	 ). The adjustment speeds of financial 

and total debt of households are 0.750 and 0.852, respectively. Together with the partial adjustment 

model, combining these adjustment speeds with the results from the prior LOWESS analysis, we may 

be likely to interpret that the average household’s financial debt in Korea would take 11 years to 

decrease to the financial debt in the long-run equilibrium, while the average household’s total debt 

would take 7 or 8 years to increase to the total debt in the long-run equilibrium. 

On the other hand, financial assets are not significantly related to financial and total debts, but real 

estate has a significantly positive effect on them, the same result as in the standard static analysis. 

Besides, we can observe that a one percent increase in real estate would lead to a 0.39% increase in 

financial debt and 0.52% increase in total debt in the long-run, respectively. We also find an inverse 

U-shaped relationship between the financial and total debts and the householder’s age, a finding of life 

cycle patterns in household debt. 
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Table 4. Estimation Results 

Dependent variable 
Log of financial 
household debt 

Log of total 
household debt 

Lagged dependent variable 
0.250*** 0.148** 
(0.053) (0.062) 

Log of earned income 
0.122 0.040 

(0.082) (0.074) 

Householder’s age 
0.063*** 0.047* 
(0.024) (0.025) 

Householder’s age squared 
-0.001** -0.000* 
(0.000) (0.000) 

Number of kids 
0.042 0.112 

(0.064) (0.092) 

Log of financial assets 
-0.008 0.009 
(0.021) (0.027) 

Log of real estate 
0.291*** 0.443*** 
(0.048) (0.054) 

Householder’s sex 
0.149 0.220* 

(0.139) (0.123) 

Householder’s schooling 
0.021 0.040 

(0.080) (0.093) 

Spouse’s schooling 
0.020 0.018 

(0.017) (0.022) 

Implied adjustment speed 
0.750*** 0.852*** 
[0.000] [0.000] 

Implied long-run elasticity of 
real estate 

0.388*** 0.520*** 
[0.000] [0.000] 

Hansen  test 
249.89 280.48 
[0.561] [0.232] 

AR(1) 
-3.94*** -4.11*** 
[0.000] [0.000] 

AR(2) 
-0.38 1.43 

[0.701] [0.152] 

-test 
14.41*** 13.66*** 
[0.000] [0.000] 

Observations 2,311 3,047 
Number of households 1,183 1,446 

Notes: The intercept and year dummies are not reported. The figures in parentheses are corrected 
standard errors, and those in brackets indicate p-values. ***, **, and * are 1%, 5%, 10% significance 
level, respectively. 

 

It would be interesting to investigate the households’ behavior associated with debts by income 

bracket. Consistent to the income brackets described earlier, the households could be divided into 

quintiles according to their gross income. To consider the persistence of household debt by group, 

however, we divide them into three income brackets without loss of generality – low, medium, and 

high income groups – with cut points of 16.34 and 27.62 million KRW in terms of households’ 

average annual income over the sample period. This is because the dynamic panel model does not 

work well on the lowest quintile-income bracket lacking of adequate observations (i.e., a great number 
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of missing values in household annual income). Table 5 shows that the estimated test statistics such as 

overidentifying restrictions and the test statistics for autocorrelation appear to be mostly fine, and thus 

it is acceptable that the instruments used in the dynamic panel model are valid. 

 

Table 5. Estimation Results by Income Group 

(a) Financial Household Debt 

Dependent variable Log of financial household debt 

Average income category Low Medium High 

Implied adjustment speed 
0.549*** 0.672*** 0.740*** 
[0.000] [0.000] [0.000] 

Implied long-run elasticity of 
real estate 

0.112 0.461*** 0.486*** 
[0.553] [0.000] [0.000] 

Hansen  test 
48.61 189.01 248.18 

[0.923] [0.969] [0.591] 

AR(1) 
-1.19 -3.06*** -2.76*** 

[0.232] [0.002] [0.006] 

AR(2) 
-1.00 0.61 -0.72 

[0.319] [0.543] [0.471] 

-test 
6.24*** 7.19*** 10.03*** 
[0.000] [0.000] [0.000] 

Observations 
Number of households 

160 801 1,350 
110 441 632 

 

(b) Total Household Debt 

Dependent variable Log of total household debt 

Average income category Low Medium High 

Implied adjustment speed 
0.468*** 0.955*** 0.805*** 
[0.000] [0.000] [0.000] 

Implied long-run elasticity of 
real estate 

0.324 0.267*** 0.758*** 
[0.114] [0.004] [0.000] 

Hansen  test 
65.55 237.12 296.50* 

[0.976] [0.663] [0.076] 

AR(1) 
-1.38 -2.38** -3.49*** 

[0.168] [0.017] [0.000] 

AR(2) 
-0.71 0.71 1.35 

[0.478] [0.479] [0.175] 

-test 
9.25*** 3.11*** 10.36*** 
[0.000] [0.000] [0.000] 

Observations 
Number of households 

219 1,053 1,775 
137 540 769 

Notes: The estimated coefficients are not reported. The figures in brackets indicate p-values. ***, **, and 
* are 1%, 5%, 10% significance level, respectively. The cut points of annual income category are 16.34 
and 27.62 million KRW. 
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In addition, it is found that the households in the high-income group have a higher elasticity of 

household debt with respect to real estate than to low-income group, and their adjustment speed is also 

higher in the long run. These findings seem to show that households in the high-income group are less 

restrained from taking out and then repaying loans from financial intermediaries relative to the low-

income group. If that is the case, then the households in the low-income group would take a long time 

to increase their debt to the long-run equilibrium, and so do they to decrease it. The reason for this is 

that the low-income households would have a limited capacity to repay, and thus it is as much difficult 

for them to have access to the loan market to increase their debts, a higher likelihood of financial 

constraints. 

 

 

IV. Discussion 

What we have found in the paper is a households’ persistent behavior in terms of debts. More 

concretely, this persistence is, for example, the case that indebted households below (above) the long-

run equilibrium would keep increasing (decreasing) their debt. In general, a householder is, 

particularly in South Korea, likely to take out loans to buy or take a house by lease on a deposit basis 

along with wedding expenses following marriage. Given income she earns, it is more likely for her to 

keep increasing to the Maginot Line, a sort of debt target. In practice, given her income, it might be 

her household’s debt level by means of increasing credit line because she cannot probably afford to 

pay interests on the loan, let alone repaying it with the rearing of her children. Actually, the proportion 

of this credit line had constantly been increasing in Korea, and reached a peak as the Korean 

authorities tightened regulations on mortgage loan in 2007. 

This paper estimates the persistence of household debt using dynamic panel models, along with the 

LOWESS analysis. As described earlier, unlike the major developed countries, the household debt in 

South Korea has ever been increasing, and its main cause is likely that the average debt existing 

indebted households hold has increased. Further, note that according to our results from the LOWESS 

analysis, the total debt of the existing average indebted household is below the long-run equilibrium, 

implying that the households’ total debt in South Korea might be likely to keep increasing. In this 

regard, using the dynamic panel models, our findings on the persistence of household debts would be 

meaningful in a sense that the Korean authorities have made an attempt to find a solution to managing 

household debt in the aggregate, a soft landing for it. 

Meanwhile, such a constant increase in household debt may be ascribable to a financial system of 

South Korea, for instance, home loans with a grace period. Basically, while household debts are 

increasing constantly, such a grace period may well weaken households’ incentive to repay their debts 

early. It is likely that the unredeemed loan system needs to be converted into an amortized loan in 
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phases because if the loans that households hold unredeemed should be all at once due for repayment 

at a point in time in the future, the Korea’s economy may confront a serious crisis. Furthermore, it is 

required to reconsider the current policy related to consumer finance that has enhanced the 

accessibility for loans. Our findings suggest that the amount of debt can have increased for a while 

once one takes new loans, far from reducing. As a consequence, as shown in our empirical results, the 

policy seems to give rise to increasing the existing indebted households’ debts mostly, rather than to 

meet one’s various financial needs, such as asset building through savings. 
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