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ABSTRACT

A Study on the Method for Raising the Competitive Power of Mutual
Savings Banks, Credit unions, and Mutual Credits in Jeju—do

Suk-Ho Lee
Department of Business Administration
Graduate School of Business Administration
Cheju National University
Supervised by Professor Jong-Won Park

This study evaluates capital adequacy, asset quality, earnings,
liquidity, and management quality ~of mutual 'savings banks, credit
unions, and mutual credits in Jeju—do on the basis of financial data
using the management assessment, CAMEL, and then grades all the
five sectors separately and collectively as well. Furthermore we derives
competitive factors on the basis of the level of digital banking and
other qualitative aspects. The overall results are as follows.

The analysis of the CAMEL model shows that the competitive power
of mutual savings banks, credit unions, and mutual credits in Jeju—do is
low in light of the ideal standard in the aspects of capital adequacy,
asset quality, earnings, and liquidity. In particular, they record a
remarkably low competitive power 1in the aspect of earnings.
Considering the relative competitive power of the financial institutions

in Jeju—do, however, community credit cooperatives and credit unions
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have a competitive edge over other institutions in the field of the
capital adequacy, and mutual savings banks and community credit
cooperatives have a competitive edge over other institutions in the field
of the asset quality. While mutual credits have a competitive edge in
the field of the earnings, mutual credits, mutual savings banks, and
community credit cooperatives have a competitive edge over mutual
savings banks in the aspect of the liquidity.

As a result, in the aspects of management quality and overall
ranking, community credit cooperatives are the most competitive, mutual
credits and credit unions take the next place, and mutual savings banks
take the last place.

Such results indicate that the mutual savings banks, credit unions,
and mutual credits in Jeju—do should solve the following tasks in order
to increase their potential for future competitive power.

The competitive power of the mutual savings banks is going down in
all the aspects of capital adequacy, asset quality, earnings, liquidity, etc.,
and especially very weak in the aspects of capital adequacy and
earnings, which leads to the lowering of safety. Therefore, they need to
take up a drastic measure for clearing off junk bonds - such as by
liquidating overdue bank loans as dead loans — prevent bad debts by
improving the credit inquiry system and credit risk management
system, and increase their asset quality by minimizing overdue loans.

For improving earning power, they should increase the proportion of
lending, raise the ratio of the payable deposits on demand in raising the
capital, and secure various and stable profit resources through banking
digitalization.

Credit unions and community credit cooperatives show a moderate

level in the aspects of capital adequacy and liquidity, but not in the
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aspects of asset quality and earnings. Also, the weakness of asset
quality makes their safety deteriorating worse than that of mutual
credits.

Accordingly, credit unions and community credit cooperatives should
not only settle insolvent obligations such as non-current overdue loans
through the amortization of bad debts or asset liquidation, but also
improve their asset quality through thorough the risk management from
a new lending to its payback. For their steady profitability, they need
to increase the lending ratio higher than the present level and secure
earning resources other than interest earnings such as commission
charges by creating settlement service and composite banking
commodities through banking digitalization. Particularly, credit unions
need to utilize the chance of entering the Korea Financial
Telecommunications & Clearings Institute by establishing a highly
digitalized banking system.

Mutual credits retain the low ratio of equity capital, so that they are
weak In the capital adequacy, thereby causing the lowering of their
competitive power. On the other hand, they have few non-current bad
loans and thus their asset quality is relatively healthy. As a result, they
have a high level of safety, but the low ratio of equity capital makes
lower the ratio of non-current loan to their own capital, one of the
asset quality evaluation items. Consequently, it is desirable that mutual
credits expand their equity capital by reserving retained earnings
through reasonable income dividend, along with raising the amount of
contribution by association members, and that they increase the earning
ratio through earning management - for example, increasing interest

earnings through the expansion of the lending amounts.
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