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THE KOREAN JOURNAL OF FINANCIAL MANAGEMENT
Volume 40, Number 1, February 2023

A Study on the Mutual Aid
Contract of Prepaid Installment
Business

Sehoon Kwon*

Abstract

Prepaid installment contract combines financial and non—financial services and, due to its complicated
traits, needs more elaborate regulation for consumer protection and for fair trade. We review the
institutional characteristics of the prepaid installment business and its consumer indemnification
programs. We analyzed the optimal collateral deposit in mutual aid contracts and the financial
prudential principles of mutual aid association using the Mean-Variance model. We derived the
following policy implications. First, the mutual aid contract must be rated to achieve balance of
payments. Second, considering the systemic risk and volatility of extreme losses, sufficient buffer
capital must be accumulated. We suggest that additional buffer capital contribution must be charged
when large and affiliated companies apply the mutual aid contract. Third, asset investments and

cost reduction is also important and the organization should be managed efficiently.

Keywords : Prepaid Installment Contract, Mutual Aid Association, Consumer Protection, Balance of

Payments, Buffer Capital
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