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Abstract

Effective Administration of Movable Collateral

in Terms of Information Cost

Park, Whon-II'

The Act on Security Interests in Movable Properties, Receivables, etc. (the “Movable
Collateral Act”) effective from June 2012 does not seem to facilitate Korean banks
extending sufficient loans to small and medium enterprises (SMEs) based on movable
collateral as expected. It’s because of the high information cost relating to such movable
collateral. More than half of applications used to be rejected on account of lack of
property specification, insufficient evidence of ownership and high volatility of assets.
Furthermore, secured creditors are exposed to the risk to lose the collateral since they
are not mandatorily informed of the timely notice of on-going attachment or foreclosure
of the collateral initiated by a third party. Furthermore, reliable databases relating to
machinery and inventories are not available for the checkup on relevant rights, price
comparison, fair trading, etc.

It is necessary for the secured lenders to be equipped with plenty of information of
collateral assets in view of various knowledge-based systems like registration, fair
disclosure, credit rating of securities, SWOT analysis and benefit-cost analysis, etc.
which would enhance the level of information of transactions concerned.

It is advisable to build up databases of movable collateral not by a single branch but
by the whole banking system, taking advantage of the merit of electronic registration of
movable collateral. Movable collateral databases could make it possible to monitor the
status quo collateral assets, and to prevent double assignments for security or lease.

Accumulated databases would lead to the establishment of online marketplace of

* Professor of Law at Kyung Hee University Law School / Advisor to the Kyung Hee
Institute of Legal Studies / Ph.D. in Law.



SttgEaz|er HHst Muo Hey | sy

second-hand machinery.

In this context, it is desirable to adopt such appropriate system as RFID, QR code or
NFC, in view of the needs and circumstances of businesses granting security, which
would automatically generate a necessary database. But it is because of the high
information cost that SMEs and lenders alike hesitate to adopt such sophisticated
information technologies. Secured lenders were forced by the government to pay the
home mortgage creation fee in place of borrowers.

So it is wise and reasonable to adopt such appropriate technology as low cost NEC.
If the collateral administration for SMEs is conducive to the public interest, the public
sector should take care of it. It is proper and adequate for the lender banks to operate
jointly the electronic collateral administration system for the benefit of SMEs under a
certain level of total asset size.

Second, SMEs may conduct self-check of movable collateral with NFC function of
smartphones, and forward the monitoring result as required by secured lenders on a
continual basis. Otherwise, any specialized collateral administrator may, with financial
support from secured lenders, provide them with necessary information services relating
to movable collateral.

The Financial Supervisory Service has disclosed that it will step-by-step build up a
systematic collateral administration system in cooperation with the banking industry. But
the belated buildup of movable collateral databases could undermine the stability of
movable collateral system.

The Author has suggested this kind of service based on the Internet of Things (IoT)
and Big Data could be useful to manage and control movable assets, but failed to get

a prime mover to initiate such service.

Keywords: institutionalization, information cost, movable collateral, electronic
identification, electronic registration, method of public notice, SWOT
analysis, benefit-cost analysis(BCA).
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