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At the dawn of this 
new urban era, UN-
HABITAT research 
shows that by 
2030, two-thirds of 
humanity will be living 
in towns and cities. 
We thus live at a time 
of unprecedented, 
rapid, irreversible 

urbanisation. The cities growing fastest are 
those of the developing world. And the fastest 
growing neighbourhoods are the slums. 
Indeed, the global number of slum dwellers 
is now at or close to the 1 billion mark. 
Excessive levels of urbanization in relation to 
the economic growth have resulted in high 
levels of urban poverty and rapid expansion 
of unplanned urban settlements and slums, 
which are characterized by a lack of basic 
infrastructure and services, overcrowding and 
substandard housing conditions. 

Yet housing and the services that should be 
provided with it are one of the most basic 
human needs. It is enshrined in various 
international instruments, including the 
Habitat Agenda. And reducing the number of 
slum dwellers around the world is a cornerstone 
of the Millennium Development Goals set to 
fight poverty around the world. So if we fail to 
achieve the Goals in towns and cities, we will 
simply fail to achieve them at all.

It was with this crisis in mind that the United 
Nations General Assembly decided in its 
resolution of 26 February 2002 to transform 
United Nations Commission on Human 
Settlements into a fully pledged programme. 
The General Assembly in its resolution called on 

UN-HABITAT to take “urgent steps to ensure 
a better mobilization of financial resources at 
all levels, to enhance the implementation of 
the Habitat Agenda, particularly in developing 
countries.” It also stressed “the commitments 
of member states to promote broad access to 
appropriate housing financing, increasing the 
supply of affordable housing and creating 
an enabling environment for sustainable 
development that will attract investment”. 

The Habitat Agenda recognizes that housing 
finance systems do not always respond 
adequately to the different needs of large 
segments of the population, particularly the 
vulnerable and disadvantaged groups living in 
poverty and low income people. It calls UN-
HABITAT to assist member states to improve 
the effectiveness, efficiency and accessibility of 
the existing housing finance systems and to 
create and devise innovative housing finance 
mechanisms and instruments and to promote 
equal and affordable access to housing finance 
for all people. 

In our quest to reach as many people as 
possible, a cornerstone of our agency’s new 
Medium-term Strategic and Institutional Plan 
is partnerships. We have no choice but to 
catalyze new partnerships between government 
and the private sector. This is the only way 
to finance housing and infrastructure at the 
required scale – the scale needed to stabilize 
the rate of slum formation, and subsequently 
reduce and ultimately reverse the number 
of people living in life-threatening slum 
conditions.   

FoReWoRD 



iv

HouSing Finance MecHaniSMS in tHe Republic oF KoRea

It is clear that in the coming 20 years, 
conventional sources of funds will simply be 
unavailable for investment at the scale required 
to meet the projected demand for housing and 
urban infrastructure. Many countries around 
the world continue to face deficits in public 
budgets and weak financial sectors. Local 
governments have started to seek finance in 
national and global markets, but this is only 
in its initial phase.  

New mortgage providers have emerged, 
including commercial financial institutions 
and mortgage companies. But only middle 
and upper income households have access 
to such finance, while the poor are generally 
excluded. Although social housing is becoming 
less important in Europe and in countries with 
economies in transition, the need to provide 
shelter that is affordable to low income 
households still exists, including in developing 
countries.   

This is why the exchange of information and 
knowledge on human settlements finance 
systems is so important. It is why it receives 
increased recognition in facilitating the 
development of human settlements finance 
systems and in turning knowledge into action 
for developing practical human settlements 
finance methods and systems for these pressing 
problems.  

Our Human Settlements Finance Systems 
series documents the state, evolution and 
trends of human settlements finance in 
member states, and examines the factors and 
forces which drive the development of human 
settlements finance systems and the roles of 
different institutions and actors in shaping 
the systems and trends, and reviews human 

settlements finance systems. It presents an 
interesting review of policies, instruments, 
processes and practices. It examines the 
strengths and weakness of these systems and 
practices, their relations to the housing sector 
and the broad economic and social sectors, 
and lessons learned from practices.   

Indeed, the country review studies we present 
are a valuable resource for member States 
because it is a body of work that also shows 
how human settlements finance systems and 
models can be applied to local use and thus 
provide a wider range of options for human 
settlements finance. The series also serves as 
guidebooks for policy makers, practitioners 
and researchers who have to grapple daily with 
human settlements finance systems, policies 
and strategies.

Anna Tibaijuka,  
Executive Director, UN-HABITAT 

Under-Secretary-General of  
the United Nations,
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cHapteR 1  

tHe Republic oF KoRea anD tHe econoMY

This chapter introduces the Republic of 
Korea (hereafter generally “Korea”) briefly, 
presenting the country’s geography and social 
and economic background, presenting a 
concise history of economic development and 
covering current economic conditions and 
recent economic reforms.

KoRea at a glance

Korea has been among the world’s most 
successful countries following World War II. It 
has had very recent success in industrialization 
with its economic development program in 
the early 1960s. Considering Korea’s four 
thousand years of history, this success is very 
recent indeed. As of November 2007, Korea 
stood as the eleventh-largest trading nation in 
the world.

intRoDuction to geogRapHY  anD 
local goveRnMent

The Korean peninsula lies on the northeastern 
edge of the Asian continent. It shares a border 
with the People’s Republic of China and the 
Russian Federation and sits across the East 
Sea from Japan. Korea (South Korea) and the 
Democratic People’s Republic of Korea (North 
Korea) co-exist with different political regimes 
on the peninsula. Korea occupies 99,678 km2 

while the total area of the peninsula is 223,098 
km2 (Korea.net).

Korea has 17 local governments: one 
metropolitan government, six metropolitan 
cities, and nine provinces. In general, three 
local governments—the Seoul Metropolitan 
Government (hereafter, Seoul), the Incheon 
Metropolitan city (hereafter, Incheon) and 
GyeongGi Province (hereafter, Gyeonggi) 
comprise the Seoul Metropolitan Area (SMA). 
Seoul is the capital city. About half of Korea’s 
population lives in the Seoul Metropolitan 
Area while approximately 20 percent of 
the population resides in Seoul. The other 
metropolitan cities are Busan, Daegu, Dajeon, 
Gwangju and Ulsan. Seoul is surrounded by 
Incheon and Gyeonggi. The Han River runs 
through Seoul, as shown in the bottom right 
of figure 1-1, which also provides both a 
strategic location map of the Korean Peninsula 
and a provincial and territorial map of Korea. 
In Seoul, the upper area of the Han River is 
called Gangbuk and the lower part is called 
Gangnam.
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FactS anD FiguReS

As of 2007 Korea’s Gross Domestic Product 
was USD 969.9 billion and its per capita 
Gross National Income was USD 20,045. It 
features a unique language that in written form 

is called ‘Hangeul’. Its currency is the Korean 
Won (KRW). For the sake of convenience, 
the exchange rate of KRW1,000 = USD1, is 
used for most statistics in this report. Table 1 1 
presents current facts and figures on Korea.

country name Republic of Korea

capital city Seoul (10.1 million)

currency Won (KRW)

language Korean (Written form: Hangeul)

location Strategically located at the crossroads of northeast asia. Korea lies 
between Japan, the Russian Far east and china

territory 223,098km2 (South Korea: 99,678km2)

Major cities Seoul (10.1 million), busan (3.5 million), incheon (2.6 million), Daegu 
(2.5 million), Dajeon (1.5 million), gwangju (1.4 million), ulsan (1.1 
million)

population 48.46 million (2007) 

population increase rate 0.33% (2007)

climate temperate with four distinct seasons

gDp uSD969.9 billion (2007)

exports uSD371.5 billion and imports: uSD 356.8 billion (2007)

per capita gross national incom uSD20,045 (2007)

gross Domestic product growth Rate 5.0 percent (2007)

life expectancy Males 75.7 years, females 82.4 years (2006)

elections presidential: every 5 years and national assembly: every 4 years

Religion a 2005 census showed half of the population actively practices 
religion. among this group, buddhism (43.0%), protestantism 
(34.5%) and catholicism (20.6%) comprise the three dominant 
religions.

 table 1.1 KoRea: Fact anD FiguReS

Source: Korea.net (accessed 29 July 2008).

FiguRe 1.1 MapS oF KoRea, Seoul, anD tHeiR location

(1) Map of Korea

(2) geographic location of Korea

(3) Map of Seoul

Source: www.hikorea.go.kr, web.kma.go.kr and english.seoul.go.kr (accessed 29 July 2008).
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The total population of Korea was 47 million 
as of 2005, based on the 2005 Census.  
Seventy-two percent of the population was 
between 15 and 64 years of age. The mean 

and average ages were around 35, as shown in 
table 1-2, which divides the population into 
age categories.

table 1.2 population bY ageS in 2005

Korean Male Female gender Ratio 
(unit: thousand, %)

total  47,041  23,466 23,576 99.5

under 15 years 8,986  4,708 4,278 110.0

19 20 18

15 to 64 years 33,690  17,021  16,669 102.1

72 73 71

65 years and over 4,365 1,736  2,629 66.0

9 7 11

Mean age 35.6 34.4 36.8 -

Median age 35 34 36 -
Source: Korea Statistical information Service (KoSiS).

Forty-eight percent of the population and 
forty-seven percent of all households lived 
in the Seoul Metropolitan Area in 2005. 
Table 1-3 divides the population in this area 
into age categories. Forty-nine percent of the 
people between 15 and 64 years of age lived in 
the Seoul Metropolitan Area, which is slightly 
higher than the average, with fewer old citizens 

living there. Korea had about 16.0 million 
households in 2005 and twenty-one percent 
of them are in Seoul, as shown in table 1-4. 
Seoul had 2.3 million housing units, which is 
only 18 percent of the total number of 13.2 
million housing units in Korea.

table 1.3 population in Seoul MetRopolitan aRea in 2005

 Korean  Male (unit: 
thousand, %)

 Female (unit: 
thousand, %)

total number 22,621 11,292 11,330

% of national population 48 48 48

under 15 years number 4,355 2,265 2,089

% of national population 48 48 49

15 to 64 years number 16,625 8,353 8,271

% of national population 49 49 50

65 years and over number 1,642 673 969

% of national population 38 39 37

Source: Korea Statistical information Service.
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econoMic bacKgRounD

bRieF econoMic HiStoRY

Korea stood as the eleventh-largest trading 
nation in the world in 2007. Within a few 
decades of the devastating Korean War in the 
early 1950s, Korea had developed its economy 
into one of the largest in the world, even 
though it was one of the poorest countries in 
1950s. In the 1960s rapid industrialization 
began. Because of the scarcity of resources, 
Korea developed, in strategic terms, an export-
oriented economy and allocated resources to 
the export industry. Its strategy has proven 
successful and has led to tremendous economic 
growth.

The economy has grown at a very fast rate. Its 
per capita Gross National Income was merely 
US$87 in 1962, as shown in table 1-5, which 

presents key economic indicators. During the 
ensuing 45 years, per capita Gross National 
Income increased about 230 times to more 
than USD10,000 in 2000, reaching more than 
USD20,000 in 2007. In response to this rapid 
economic growth, Korea became known as 
“the Miracle on the Han River” in the 1970s. 
To promote exports, Korea developed its 
heavy machinery and chemical industries and 
promoted shipping and overseas construction 
in the 1970s and the 1980s, respectively. In 
the early 1980s, the Second Oil Shock, along 
with political turmoil, slowed its economy. 
And the recent Financial Crisis of 1997 also 
surrendered some of Korea’s prior economic 
development gains. However, the economy 
soon recovered. Very recently, from 2000 
to 2007, per capita Gross National Income 
increased from USD10,841 to USD20,045.

table 1.5 KeY econoMic inDicatoRS
1962 1970 1980 1990 2000 2007

per capita gross national 
income

uSD 87 254 1,645 6,147 10,841 20,045

gross Domestic product 
growth Rate

% 2.1 8.8 -2.7 9.5 8.5 5.0

current account

Surplus uS million -56 -622 -5,312 -2,003 12,300 5,954

gross Savings Ratio % 11.0 18.1 23.2 35.9 33.7 30.6

consumer price index % 6.6 16.0 28.7 8.6 2.3 3.6

exchange Rate KRW/uSD 255.7 316.6 659.9 716.4 1,259.7 929.2

Source: bank of Korea and Korea Securities Dealers association (2008:12).

   the industrial emphasis of Korea’s economic 
growth, some sectors, such as the housing 
market, have suffered from relatively lower 
priority. The housing supply has been 
inadequate. Also, financial institutions had 
not turned their attention to the housing 
finance market until very recently. Both 
topics are discussed in chapter 2 and chapter 
3. The gross savings rate was 23.2 percent 
in 1980, but it has reached 35.9 percent by 

1990. High savings rates were among the key 
elements in developing the national economy. 
Nonetheless, most capital was invested in 
industrial development. The corresponding 
lack of capital in the household sector limited 
the early development of the housing finance 
market.
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Recent econoMic DevelopMent

The recent experience of the Asian Financial 
Crisis reshaped the Korean economy. The 
currency crisis of 1997 was triggered by a 
shortage of foreign exchange reserves. Korea 
Securities Dealers Association (2007:14) 
reports that, by November 1997, Korea 
had depleted its usable foreign currency 
reserves to USD7.3 billion as it teetered 
on the verge of defaulting on its debts. The 
Korean Government (hereafter simply ‘the 
government’) announced that it would turn 
to the International Monetary Fund (IMF) 
to overcome its financial difficulties. An 
emergency loan came with consultation on the 
national economy. The government undertook 
massive and aggressive structural reforms of 
the financial, corporate, and labour sectors, 
as summarized in table 1-6. In 1998, for the 
first time in history, five financial institutions 
exited, and those that remained went through 
a severe restructuring process.

In the course of the Crisis, financial institutions 
realized that the household sector could 
represent another ocean over which they had 
rarely travelled during the rapid development 
period. Chapters 4 and 5 discuss the details. 
The trend towards liberalization of markets 
and the abolishment of obstacles to foreign 
investors applied to the real estate market 
as well. In reality, foreign investors were 
allowed to purchase real estate and to lease 
real estate before the Crisis. The Crisis caused 
the government to lift many restrictions. The 
participation of foreign investors became very 
active. Moreover mortgage securitization was 
introduced and Real Estate Investment Trusts 
(REITs) were listed on the stock market. 
Initially, by purchasing a huge number of 
Non-Performing Loans (NPLs) backed by 
real estate, foreign investors participated in 
real estate indirectly. Now, foreign direct 
investment in the real estate and financial 
markets, including the mortgage market, has 
become very popular.

corporate Sector
- adoption of combined financial statements
- Restrictions on additional loan guarantees 

between subsidiaries of conglomerates
- permission of mergers and acquisitions
- Financial institutions, including banks, to 

improve capital structure
- Rights of individual minority shareholders 

strengthened

labor Sector
- enhancement of labor market flexibility
- expansion of unemployment insurance
- implementation of comprehensive social safety net
- increase in public infrastructure projects
   improve capital structure for the unemployed
- extension of emergency unemployment benefits

Financial Sector
- Suspension and closure of insolvent financial   

institutions
- improvement of biS capital ratio
- consolidation of sector’s supervisory boards
- Reduction of existing loan guarantees
- improvement in credit ratings
- adoption of international financial standards

Market liberalization
- Full liberalization of long and short-term financial 

markets
- abolishment of foreign-stock investment ceilings
- Full liberalization of market access, either through the 

establishment of a branch office or a subsidiary
- abolishment of Foreign exchange act

table 1.6  MaJoR econoMic ReFoRMS DuRing tHe Financial cRiSiS

Source: Korea Securities Dealers association (2008:16).
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cHapteR  2

Real eState MaRKet: tRenD anD iSSueS

This chapter covers the real estate and financial 
markets. The first section summarizes historic 
trends in real estate markets, tracing issues 
related to real estate markets and housing 
policies in a simple supply-and-demand 
framework. The second section discusses 
recent developments and current conditions 
in real estate markets. The last section presents 
a brief discussion of the financial and capital 
markets.

tHe Real eState MaRKet  
beFoRe 2000

HouSing SHoRtage:  
peRioD oF inDuStRialization

During the period of rapid industrialization, 
the housing market was in disequilibrium 
insofar as the housing supply did not meet 
the rapidly increasing demand that was based 
on a growing population with rising income 
(Yom, 1992; Lee, 1993; Park, 1993; Sohn, 
1994; Koh, & Kim, 2002; Kim & Kim, 2002; 
and Kim, 2004). Urbanization had produced 
a number of negative effects. Real estate prices 
soared sharply. In particular, Cho (1997: 432) 
describes how the housing and land markets 
in Seoul during the 1970s and 1980s were 
characterized by an ‘explosive’ price hike.

The housing supply did not meet the increasing 
demand. Table 2 1 shows trends in population, 
income, and the housing supply from the late 
1970s to the early 1990s. Despite the Oil 
Crisis and political turmoil that included the 
assassination of the Korean president in 1979, 
personal disposable income increased rapidly 
during the early 1980s. Disposable income 
grew at a rate of more than 10 percent every 
year. In particular, figure 2-1 shows the trend 
of annual disposable income, annual gross 
national disposal income divided by projected 
population. However, the number of housing 
units decreased to 5,319 thousand in 1980 and 
only 149.8 thousand new housing units were 
supplied in 1981. The number of dwelling 
per 1,000 citizens decreased to 140. The last 
column of table 2 1 shows that, over the 
period of 1977 to 1984, the figure for housing 
units per thousand inhabitants remained in 
the 140s even as personal disposable income 
quadrupled.
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FiguRe 2 .1 tRenDS in peRSonal DiSpoSable incoMe1

(unit: KRW1,000 (uSD1)

1: (annual) gross national Disposable income at current prices is divided by the projected population.

Source: Korea Statistical information Service   

FiguRe 2 .2 tRenDS in tHe lanD pRice inDex

trends in the land price index changes in the land price index

Source: Kim & Jung (1994: 101).
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Real estate prices inclined upwards, as shown 
in figure 2-2. The appreciation rate of the 
national land price index was very high 
until the 1980s. In reality, our grasp of land 
price dynamics before the mid 1980s is not 
very reliable due to the lack of accurate data. 
Nonetheless, general real estate trends can be 
indirectly inferred from figure 2-2, the original 
data for which is unavailable. And data on 
house price dynamics in the 1970s and in the 
early 1980s is not available as far as we know. 
For comparison purposes, the Consumer Price 
Index (CPI) in all Korean cities approximately 
quintupled between 1974 and 1979 (from 
8.2 in 1973 to 21.9 in 1979: 100=2005). 
The average inflation rate calculated with the 
Consumer Price Index was 18 percent. In the 
mid 1970s, land price appreciation, which can 
be inferred from the right-hand graph of figure 
2-2, far exceeded the rate of inflation. Due to 
dramatic spikes in land prices in the mid 1970s, 
the government introduced an initiative called 
Comprehensive Measures for Deterrence of 
Real Estate Speculation in August 1978 (Kim 
& Jung, 1994: 100). Political turbulence and 
public reaction to unpopular policies in the 
late 1970s somewhat deterred price spikes in 
the early 1980s.

Koh and Kim (2002) define the decade of 
the 1980s as a period of “fighting against 
speculation”. They evaluate housing policies 
in the 1980s as not very efficient and as 
having distorted the market. During the 
1980s, although personal disposable income 
increased by 252.1 percent, housing units 
per thousand citizens increased by only 18.7 
percent, from 140 to 166. This induced real 
estate prices to soar. Price fluctuations were 
very high, as figure 2-2 shows, and that trend 
consistently increased; from 1980 to 1990 
the average inflation rate was 8.4 percent. 
In response to rising prices, the government 
introduced several measures in 1984 (Kim 
& Jung, 1994). The popular expression “No 
Failure in Land” (in Korean, “ToGiBulPae”) 
in the 1980s fairly represents the trend in the 

real estate market. The economy was growing 
very rapidly. Exports and personal income 
were increasing. Nonetheless, the government 
wished to control the market without making 
an adequate investment. For example, housing 
investment was merely 4.5 percent of Gross 
National Product in 1987 (Lee & Yoon, 
1995).

SupplY anD DeManD SHocKS in tHe 
1990S

a. Massive Investment

In 1988, the government realized that the 
only viable solution to shortages in the Korean 
housing market would be massive investment 
in new supply (Kim, 2004). Soon it announced 
a two-million-unit housing construction 
project and a plan to develop five new satellite 
cities around the Soeul Metropolitan Area in 
1989. Koh and Kim (2002) point out that a 
similarly ambitious plan to build five million 
housing units under the previous military 
government was not implemented due to the 
enormous costs.

The supply shock was massive. There were 
750.4 thousand new housing units built in 
1990, 62.4 percent more than in the previous 
year, as shown in table 2 1. In the period of 
1989 to 1992, approximately 2.4 million units 
were added to the housing supply. This figure 
exceeds the housing units supplied during the 
previous decade of 1979 to 1988. Figure 2-3 
shows trends in the nominal and real housing 
price indexes from 1986 to 2007. Both indexes 
are set at 100 as of 1986. Both incurred steep 
run-ups in the late 1980s. Although trends in 
the international housing market in the early 
1990s may be impossible to ignore, the supply 
shock contributed to the stabilization of the 
nominal housing price index (Cho, 1997; Koh 
& Kim, 2002; and Kim, 2007, b). 
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Moreover, real housing prices continued to 
decrease in the 1990s. From 1991 to 1997, 
the year immediately prior to the Korean 
Financial Crisis, the annual real price of a 
house appreciated on average -6.1%; in 1992 
the price dropped dramatically, by 10.5%. 

Figure 2-4 displays trends in the real and 
nominal land indexes from 1987 to 2007. 
Both are set at 100 as of 1987. Trends in land 
prices are very similar to those seen in the 
housing market.

FiguRe 2 .3  tRenDS in noMinal anD Real1 HouSing puRcHaSe coMpoSite 
pRice inDexeS 
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FiguRe 2.4  tRenDS in noMinal anD Real1 lanD pRice inDexeS
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This massive investment in housing stocks was 
not free of side effects (Koh & Kim, 2002; 
Kang & Hur, 2005; and Zchang, 2005). 
Increased investment in housing construction 
distorted resource allocation. The ratios of 
construction production (at current prices) 
in the national account, according to Korea 
Statistical Information Service, did not exceed 
10 percent in both the 1980s and the 2000s, 
as shown in figure 2-5. By 1991, however, they 
exceeded 10 percent, rising to a high of 12.4 
percent. Also the growth rate of construction 
activity recorded 25.5 percent in 1990, 
although it did not exceed 10 percent from the 
mid 1990s to 2008, as shown in figure 2-6.  

Koh and Kim (2002) indicate that, in order 
to cool down the construction market, the 
government implemented policies based on the 
criticism that over-investment in the housing 
sector produced unwanted side effects in the 
national economy. Rocketing material prices 
and a labor shortage were conspicuous among 
such harmful consequences of the shock. 
Fraudulent construction using unqualified 
materials such as unwashed (salty) sand from 
the sea was among several additional issues.  

FiguRe 2.5  contRibutionS to tHe national account at cuRRent pRiceS 
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FiguRe 2 .6  tRenD oF gRoWtH Rate oF conStRuction activitY1   

1: at prices as of the year of 2000 in the national account

Source: Korea Statistical information Service .

b. Financial Crisis

The outbreak of the financial crisis produced 
significance impacts. The Korean market 
response was a typical example of the effects 
that a temporary financial shock has on the 
real estate sector. Housing demand decreased 
significantly due to the sudden rise in interest 
rates and unemployment and the sharp drop 
in disposable income. The real estate markets 
also dropped sharply, as shown in figures 2-7 
and 2-8, showing the huge impact of the 
financial shock. From 1997 to 1998 the real 
and nominal national housing indexes fell by 
18.5 percent and 12.4 percent, respectively. 

In the land market, the two corresponding 
indexes also dropped, by 12.9 percent and 
12.2 percent, respectively. Nominal prices 
returned to approximately the same level as 
in the previous decade, as shown earlier in 
figures 2-3 and 2-4. In addition, after the mid 
1980s when official housing price data became 
available, the real price registered at its lowest 
level in history.
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The breakdown of the construction industry 
was dramatic as well, and it also produced 
post-crisis side-effects that will be discussed 
in the next section. Koh and Kim (2002) 
estimate that 70 to 80 percent of contractors 
could not keep their housing projects going 
in the environment created by the Crisis and 
approximately 350,000 laborers lost their jobs 
in various construction fields. Out of 2,300 
registered housing builders, only 200 were 
contracted for projects. Kim (2007) reports also 
that 426 of about 3,600 contractors filed for 
bankruptcy in 1998 alone. Figure 2-9 displays 
trends in the real value of construction orders 
from 1997 to 2004. The point indicating 
the figure for each year during the period is 
standardized compared with the real volume 
of 1997, which is deflated by Consumer 
Price Index. Construction activity fell by 47 

percent in 1998 and remained at the same low 
level in 1999. The real value of construction 
orders recovered to the 1997 level by 2003. 
Hwang et al. (2006: 210) point out that all 
other construction market indicators, such as 
construction investment, building permits, 
and new construction contracts, collapsed. 
Urgent policies were necessary; many housing 
regulations were abolished or alleviated. From 
the demand side, for example, the government 
temporarily exempted home purchasing and 
registration from taxes (with some exceptions). 
The National Housing Fund reduced its 
lending rates. From the supply side, the price 
ceiling for pre-sales houses was abolished and 
the public sector provided urgently needed 
funds to the construction field.

120%

199919981997
0%

40%

80%

2003200220012000 2004

105%

91%

70%60%
53%53%

100% 98%

FiguRe 2.9 inDex oF tHe Real value oF conStRuction oRDeRS 1

(unit: 1997=100%)

1: nominal national-level value of construction orders received by sites of construction deflated by  
     consumer price index. the real value of construction orders in 1997 is used as a unit level of one.

Source: Korea Statistical information Service.
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Recent DevelopMentS in HouSing 
MaRKetS

SHoRtage oF uRban HouSeS

Urbanization has changed the shape of 
the housing market. Eighty percent of the 
population was living in urban areas as of 
2000. Without an adequate housing supply, 
an urban housing shortage would always 
be the likely natural consequence of the 
increasing population. Figure 2-10 shows 
trends in the number of houses/households 
in urban and rural areas from 1960 to 2000, 

based on Decennial Censuses. In rural areas, 
until 1990, there were fewer houses than 
there were households. By 2000, however, the 
former exceeded the latter by 24.7 percent. 
Nonetheless, in urban areas there are still fewer 
houses than there are households. Although the 
number of houses increased with the massive 
investment of the early 1990s, housing stocks 
were 11.3 percent less than households in 
2000.

national urban areas Rural areas

1960

130%

2000199019801970

88.9%

50%

70%

90%

110% 98.1%

70.1%

56.6%

71.2%

91.7%

58.8

78.2%

92.6%

82.5%

66.5%

88.7%

96.2%

124.7%

61.1%

FiguRe 2.10  tRenDS in FRactionS oF HouSeS to HouSeHolDS

Source: Koh and Kim (2002).

HouSing pRice SpiKeS in tHe 2000s

a. Apartment Price Spikes 

Housing market dynamics in the 2000s were 
different from those of previous decades. 
The overall economy had recovered from the 
temporary shock but there were some notable 
exceptions in all sectors. The housing market 
supply, for example, did not recover fully from 
the shock. Sudden drops in the housing supply 
led to price run-ups in the early 2000s. House 
prices showed spikes and apartment prices in 
particular soared very rapidly.

Home prices showed very different trends by 
housing type (and geographical area). Figure 
2-11 shows trends in home price indexes from 
1999 to 2007. While the national home price 
index increased by 59 percent, apartment prices 
in Seoul soared by 149 percent. In particular, 
in 2002, while national prices increased by 
16.4 percent, apartment prices in Seoul did so 
by 30.8 percent.
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FiguRe 2.11 tRenDS in HoMe anD apaRtMent puRcHaSe pRice inDexeS

Source: Kookmin bank.

 (unit: 1999=100)

table 2.2 neW HouSing conStRuction bY categoRY

(unit: thousand, %)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Housing

constructions (a) 592 596 306 405 433 530 667 585 464 464 470

apartment(b) 463 485 266 345 332 267 385 469 405 416 413

(b/a)(%) 78 81 87 85 76 50 58 80 87 90 88

Seoul Metropolitan

area (c) 272 229 149 237 241 304 376 297 206 198 172

(c/a) (%) 46 38 49 59 56 57 56 51 44 43 37

apartment(d) 205 179 134 218 182 120 189 237 185 182 150

(d/c) (%) 76 78 90 92 75 40 50 80 90 92 87

Seoul(e) 105 70 29 61 97 117 160 116 58 52 40

(e/a) (%) 18 12 9 15 22 22 24 20 13 11 8

apartment(f ) 72 52 25 54 72 39 52 84 50 44 30

(f/e) (%) 69 74 85 88 74 34 32 72 85 85 76

Source: Korea Statistical information Service.

Differences in home price spikes originally 
stemmed from the imbalance of the 
housing supply (Zchang, 2004; and Kim, 
2007). Table 2-2 shows trends in housing 
construction from 1996 to 2006. Nationwide, 
housing construction is divided into Seoul 
Metropolitan Area and Seoul proper. Special 
attention should be paid to the trend in 

apartment construction. Annual housing 
supply units were at around 600,000 before 
1998. However, they had decreased to 306,000 
and remained no higher than around 400,000 
until 2000. For instance, in 2002 and 2003, 
the nominal home price rose by 9.9 percent 
and 16.4 percent, respectively.
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In particular, as shown earlier in table 2-2 the 
share in housing units supplied in Seoul was only 
12 percent and 9 percent in 1997 and 1998, 
respectively, although about 21 percent of the 
population lived in Seoul (based on the 2000 
Census). The shares of apartments supplied 
in 2001 and 2002 remained at the unusually 
low levels of 50 percent and 58 percent, 
respectively. Moreover, the corresponding 
figures were merely 34 percent and 32 percent 
in Seoul for the same two years. However, 
70.8 percent of future mortgage borrowers 
preferred to purchase an apartment based on 
the 2002 Kookmin Bank survey, up from 62.4 
percent in 2001. In addition, respondents 
who lived in Seoul Metropolitan Area showed 
a strong preference for apartments, as 72.7 
percent planned to buy one. Of course, the 
low interest rate environment and the rapid 
expansion of consumer credit as a result of 
competition among lending institutions 
discussed in chapter 3 also contributed to the 
spikes in home prices.

b. Regional Segmentation of Housing 
Markets

Movements in home prices exhibited local 
differences (Zchang, 2004; Chung, 2006; and 
Kim, 2007). For example, even in Seoul, where 
the home price index in Gangnam soared by 
134 percent from 1999 to 2007, the index 
for Gangbuk increased by only 66 percent, 
which is not very different from the national 
average. Figure 2-12 shows home price spikes 
in Gangnam from 1999 to 2007. Kim (2007) 
analyzed price run-ups with employment and 
housing units. From 1995 to 2004 the number 
of new jobs in Seoul increased by 179,793 
while available apartment units increased by 
463,370. However, in the three Gu districts in 
Gangnam, including Gangnam-Gu, Seocho-
Gu, and Songpa-Gu, the net increase in jobs 
of 110,406, dramatically exceeded the net 
increase in the number of apartment units, 
23,757.
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FiguRe 2.12 tRenDS in tHe HoMe puRcHaSe pRice inDex

Source: Kookmin bank.
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c. Responses of Housing Policies

In response to the aforementioned movements 
in housing prices, the government announced 
a series of housing policies in order to 
‘eradicate housing speculation’ (Chung, 2006; 
and Du et al., 2007). Between 2003 and 
2007, the government introduced about a 
dozen specially designed policy measures to 
‘suppress’ the rising market. Direct measures 
included, price ceilings on pre-sales, impact 
fees, disclosure of construction costs, cost-
adjusted pricing for pre-sales, registration of 
housing transactions and their prices, land 
transaction permission and increased taxes. 
Indirect measures included, controls on 
mortgage credit, mortgage rates, and Loan-
to-Value (LTV) ratios. To increase supply, 
policymakers also proposed relocating public 
agencies and announced a nationwide plan to 
build so-called ‘innovation cities’.

In all this flurry of policymaking, however, 
the government ignored the role that markets 
play in setting prices (Zchang, 2005; Du et 
al., 2007; Chung, 2006; and Kwon, 2008) 
and reinforced the role of the public sector 
based on an assumption of market failure 
(Kim, 2007). Du et al. (2007: 40) argue that 
housing policies highlighted conflicts between 
competing socio-economic groups on income. 
A notorious example occurred in 2005 when 
the Office of President called the seven local 
areas of high home price spikes ‘bubble sevens’. 
It announced that it would implement policy 
measures to burst the housing bubble.

HouSing tenuRe anD oWneRSHip 
StRuctuReS

In 2005 owner occupancy, which represents 
the percentage of households that live in their 
own homes, was 56 percent. Owner occupancy 
was 53 percent and 54 percent in 1995 and 
2000, respectively according to the Korea 
National Statistical Office. In 2005 37 of every 
100 Korean households lived in homes under 
one of two types of rental contracts that are 
unique to Korea: Chonsei and Wolsei. Under 
a Chonsei contract, a tenant pays an upfront 
deposit at the beginning of the contract term 
and makes no monthly payments during the 
contract period (usually two years). Under 
Wolsei a tenant pays a lower upfront deposit 
than a Chonesei tenant would, but then pays 
monthly rent based on the difference between 
the Chonsei deposit and the Wolsei deposit 
multiplied by a market interest rate. A Wolsei 
contract may therefore be regarded as a monthly 
rental contract with a big deposit, according 
to which the tenant pays lower monthly rents. 
Chonsei and Wolsei tenants take their deposits 
back at the end of the contract period. There 
is yet another type of rental contract, Sagulsei, 
under which the tenant pays the full rent up 
front. Only 2 percent of all households live 
under a Sagulsei contract, as shown in figure 
2-13. Moreover, the home-ownership rate was 
59 percent in 2002, according to Ministry of 
Construction and Transportation.
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Rent 333 
 2%

chonsei 
3,557  
22%

Wolsei 
2,395  
15%

onwer 
8,828  
56%

Sagulsei 
284 
2%

Rent-free 
490 
3%

(unit: thousand)

FiguRe 2.13  tenuReS oF HouSeHolDS

Source: Korea Statistical information Service.

About seventy one percent of households with houses owned single homes. Of these, 29.1 
percent owned more than one home, according to Ro and Kim (2005). See figure 2-14 for the 
breakdown based on 6.8 million households that paid taxes on housing structures.

one  
4,846  
71%

two 
1,136 
16%

three 
464 
7%

four 
187 
3%

five andmore 
205 
 3%

(unit: thousand)

FiguRe 2 .14  tHe nuMbeR oF HouSeS oWneD bY HouSeHolDS 1

1: calculated with some missing values based on 2003 property tax information.

Source: Ro and Kim (2005: 53).
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Turning to land; 12.2 million citizens owned 
land with a total area of approximately 52.8 
billion m2. Table 2-3 shows the ownership 
of land based on comprehensive land taxes 
collected in 2003. Deciles are classified by 
both (tax purpose) appraisal value of land and 
(market) land value, which is determined by 
the appraisers appointed by the Ministry of 
Land Transportation and Maritime Affairs. Ro 
(2004: 80) indicates that the number of land 

owners whose properties were valued at more 
than KRW1 billion (USD1 million) decreased 
by 9.6 percent from 1996 to 2003. Their 
land value decreased from KRW164 trillion 
(USD164 billion) to 137 trillion (USD137 
billion). Ro also shows that, during the same 
period, the percentage of land owners in 
the middle deciles increased, whereas the 
percentages in the top and bottom deciles 
decreased.

Distribution of (tax-purpose) 
appraisal value of land

Distribution of (market) value of land

number of 
people

area 
(thousand m2)

number of people area  
(thousand m2)

less than KRW10 M (uSD10 K) 6,320,606 10,495,074  2,437,254 3,638,943

less than KRW20 M (uSD20 K) 2,584,716 9,310,662 2,495,669 4,039179

less than KRW30 M (uSD30 K) 1,127,092 6,504,525 1,731,684 3,943,777

less than KRW40 M (uSD40 K)    654,571 4,529,921 1,119,624 3,624,836

less than KRW50 M (uSD50 K)    401,374 3,235,443    786,108 3,241,637

less than KRW60 M (uSD60 K)    263,203 2,429,330    582,445 2,833,369

less than KRW70 M (uSD70 K)    177,686 1,863,112    442,355 2,446,894

less than KRW80 M (uSD80 K)    127,565 1,443,716    348,048 2,134,372

less than KRW90 M (uSD90 K)     94,882 1,190,332    290,020 1,866,578

less than KRW100 M (uSD100 K)     73,558      951,096    242,742 1,651,159

less than KRW200 M (uSD200 K)    293,411 4,709,796  1,082,703 9,350,361

less than KRW300 M (uSD300 K)     78,240 1,795,508    313,939 3,878,838

less than KRW400 M (uSD400 K)     33,150    998,221    140,126 2,113,392

less than KRW500 M (uSD500 K)     17,293    639,452      76,858 1,337,005

less than KRW600 M (uSD600 K)     10,197    425,608      47,561    944,538

less than KRW700 M (uSD700 K)      6,532    338,114      31,687    730,791

less than KRW800 M (uSD800 K)      4,399    230,985      22,113    546,758

less than KRW900 M (uSD900 K)      3,126    193,629      16,150    432,401

less than KRW1,000 M (uSD1,000 K)      2,283    139,142      12,344    374,739

less than KRW2,000 M (uSD2,000 K)      7,837    745,654      45,627 1,778,632

less than KRW3,000 M (uSD3,000 K)       1,520    241,368     10,254    632,090

less than KRW4,000 M (uSD4,000 K)         459    113,144       3,972   341,378

less than KRW5,000 M (uSD5,000 K)         232     65,296       1,769   216,289

More than KRW5,000 M (uSD5,000 K)         329   204,572       3,209    695,743

total 12,284,261 52,793,699 12,284,261 52,793,699

table 2.3 oWneRSHip oF lanD in 20031

 1: Deciles are calculated based on comprehensive land taxes collected in 2003.

Source: Ro (2004: 84).
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Financial MaRKetS 

Korean financial markets are generally classified 
into three different submarkets: the financial 
market, the exchange market, and the financial 
derivatives market. The financial markets are 
classified into three additional submarkets: 
capital markets for bonds and stocks, lending 
markets, and short-term financial markets. In 
the exchange market foreign currencies are 
traded and in the financial derivatives market 
futures, options, and swaps are exchanged. 
The first two subsections in section 2.3 discuss 
recent capital and financial derivatives markets. 
The last subsection describes the recent 
development of the Asset-Backed Securities 
(ABSs) market, which is closely related to 
the development of the secondary mortgage 
market. The lending market, focusing on 
commercial banks is covered in chapter 4 and 
the short-term financial market is discussed 
concisely in chapter 3. For more information 
on the exchange market, please see Dooley et 
al. (2002) and Park and Choi (2002).

In the late 1990s, significant reforms were 
imposed on financial markets. Korea Securities 
Dealers Association (2008) summarizes them 
as follows: The rights of minority shareholders 
were strengthened. Foreign Investment 
Restrictions were eliminated and entry barriers 
into the securities business were relaxed. 
The closed-end mutual fund was introduced 
in September 1998 and in 1999 the Korea 
Futures Exchange was established. Moreover, 
the Financial Supervisor Commission (FSC) 
and the Financial Supervisory Service (FSS), 
both of which assume roles in overseeing the 
financial sector, were also launched.

From the perspective of real estate, in 2001 the 
sale of Real Estate Investment Trusts (REITs) 
launched with the enactment, the Real Estate 
Investment Company Act. REITs require 
initial capital of KRW 25 billion as of the 
listing application date, in order to be listed 
on the Exchange. 

tHe capital MaRKet

a. Debt Market

The bond market has been growing very 
rapidly. Oh (2005: 8) observes that ‘the market 
has experienced dazzling development led by 
the government’. The volume of outstanding 
bond in 1997 was only KRW220.9 trillion 
(USD220.9 billion), 45.0 percent of nominal 
Gross Domestic Product. By 2003 it had 
increased to KRW607.2 trillion (USD607.2 
billion), 84.2 percent of nominal Gross 
Domestic Product, based on Oh et al. (2004).

The government led the market with increased 
issuance of government bonds. The Bank of 
Korea (BOK) dramatically increased issuance 
of Monetary Stabilization Bonds (MSB) for 
monetary policies. Due to the Crisis, new 
issuance of such bonds had reached KRW353.8 
trillion (USD353.8 billion) by 1998, 67.3 
percent of total bond issuance. For instance, 
the average market size of bond issuance was 
around KRW200 – 300 trillion (USD200 
– 300 billion) between 1999 and 2004, as 
shown in table 2-4. During the same period 
the issuance of Monetary Stabilization Bonds 
was at least KRW69.8 trillion (USD69.8 
billion).
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total treasury 
bond

local 
governments

Special 
bond1

Mortgage-
backed 

Security

Financial 
institution 

bond

corporate 
bond

asset-
backed 

Security 

1998 525.4 17.3 2.2 48.0 353.8 36.5 67.3 0.2

1999 210.1 29.3 2.6 30.3 70.3 40.0 33.2 4.5

2000 264.0 24.7 1.6 25.7 98.8 44.4 27.6 41.2

2001 293.8 30.9 1.8 48.9 78.0 44.7 49.7 39.7

2002 257.1 34.5 2.0 12.1 69.8 79.0 30.6 29.2

2003 296.2 66.4 2.0 13.6 91.7 65.7 29.0 27.9

Jan-Sep 
2004

244.7 45.0 1.2 14.2 93.2 56.7 24.4 10.0

(unit: KRW trillion (uSD billion)
table 2.4 tRenDS in bonD iSSuance

1: bonds issued by government invested corporations such as Korea expressway corporation and Korea land corporation or bonds directly 
guaranteed by public financial institutions such as Korea Deposit insurance corporation and Korea asset Management corporation

Source: oh et al. (2004).

Main investors are banks, which hold about 
a half of the total outstanding balance of 
bond (Oh et al., 2004). Pension funds and 
insurance companies are followers as they 
have been increasing investments in pursuit of 
long-term and stable assets. Before the Crisis, 
trust companies were among key investors. 
For example, they invested around 40 percent 
of total outstanding balance of bond in 1998. 
Their roles, however, decreased significantly in 
the 2000s. As of 2002 trust companies invested 
only about 15 percent of the total outstanding 
balance. Security companies invested around 
10 percent market shares. 

In 1998, the government proposed a 
‘Government Bond Market Stimulus Plan’ to 
reinforce the role of Treasury bonds, to vitalize 
the trading market, and to boost market 
demand.

The government increased the issuance of 
Treasury bonds (Oh, 2005). Although its 
new issuance was only around KRW7 trillion 
(USD7 billion) in 1997, the volume of 
Treasury bonds issued had reached KRW56 
trillion (USD56 billion) by 2004. Also, the 
government has been issuing Treasury bonds 
of identical maturities and coupon rates to 
increase liquidity in the bond market. The 
inter-dealer market was launched in 1999 
and inter-dealer brokers were introduced in 
2000. The trading infrastructure is expected 
to improve. 
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Moreover, the government has implemented 
a plan to issue long-term bonds. In practice, 
in the Korean market bonds, with maturities 
of greater than five years, are considered long-
term. The proposal to issue long-term bonds 
is influenced by the successful issuance of 20-
year maturity Mortgage-Backed Securities. 
Key bond market investors are commercial 
banks, mutual funds, and pension funds. 
Another key feature of the bond market is the 
growth of the Asset-Backed Security market, 
which is covered in section 2.3.3. According to 
the Commercial Act, a corporation registered 
with the Financial Supervisory Commission 
can issue bond with a decision of its board 
of directors. Nevertheless, it is required that 
at least two credit agencies evaluate its rating 
for investor protection. For the process of 
bond offerings, see Korea Securities Dealers 
Association (2008:128)  

b. Equity Market

There are two stock exchanges, the Korea Stock 
Exchange (KSE) and Korean Securities Dealers 
Automated Quotations (KOSDAQ), which 
are operated by the Korea Exchange, which 
also has a Futures Market Division. An average 
capital supply of KRW8.6 trillion (USD8.6 
billion) from 2001 to 2007 was financed by 
public or rights offerings in two stock markets. 
Figure 2-5 shows information on capital raised 
in the two stock exchanges. During the seven-
year period, Korean companies raised about 
19 percent of their capital annually by selling 
stocks (without the consideration of private 
stock offerings). 
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As of December 2007, 1,767 companies 
listed 1,939 issues on the stock exchanges. 
The number of listed shares was 47.7 billion 
and market capitalization was valued at 
KRW1,051.8 trillion (USD1,051.8 billion). 
In 1998, 1,079 companies had 1,275 listed 
issues. Within a decade of the Crisis, the 
number of companies listed on exchanges 
had increased by 688. On the Korea Stock 
Exchange alone 745 companies listed 906 
issues in 2007. Listed shares totaled 28.2 
billion, the market capitalization of which was 
valued at KRW951.9 trillion in 2007 on the 
Korea Stock Exchange. Table 2-5 presents the 
information in detail. The capital rose through 
the securities markets did not increase in the 
early 2000s when banks expanded their lending 
business, as discussed in section 4.2.1. Gu 
(2007) indicates that the outstanding balance 
of loans originated by banks increased to 82.5 
percent of Gross Domestic Product in 2006, 
although it was only 40.8 percent in 1997. 

Also corporate (infrastructure) investment 
activities were negatively influenced by liquid 
financial markets (Gu, 2007: 6). Moreover, 
the overall size of stock and bond markets 
grew with economic recovery (Park, 2008).   

From 2001 to 2007, market capitalization 
increased by 272 percent, although the 
number of listed shares increased by the lesser 
figure of 44 percent. Moreover, trading value 
increased by 177 percent even though trading 
volume decreased by 23 percent. This means 
that the price per share traded increased while 
turnovers decreased. In the last two columns 
of table 2-6, we can see that the turnover ratios 
of listed shares and market value decreased by 
43 percent and 29 percent, respectively, from 
2001 to 2007.

no. of listed 
Shares

Market cap trading 
volume 

trading 
value

turnover1 
Ratio of 

listed Share

turnover 
Ratio of 
Market 

value

2001 19,578 188,041 116,417 491,365 599.83 220.66

2002 26,463 258,680 209,167 742,150 881.07 248.86

2003 23,662 355,362 133,876 547,509 571.92 193.18

2004 23,427 412,588 92,851 555,795 397.03 148.25

2005 23,236 655,075 116,440 786,258 501.12 154.40

2006 24,960 704,587 68,936 848,489 286.20 128.74

2007 28,238 951,900 89,480 1,362,755 344.32 156.70

table 2.6 tuRnoveR Ratio oF liSteD SHaReS & MaRKet value on StocK MaRKet

1: turnover ratios are the aggregate of the monthly turnover ratios.

Source: Korea Securities Dealers association (2008: 53).
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2. 3. 2. Financial Derivatives Market

In 1997, the derivatives market launched with 
futures and options on the Korea Composite 
Stock Price Index 200 (KOSPI 200). Currently, 
several other types of derivatives are available. 
The growth of the financial derivatives market 
may prove crucial from the perspective of risk 
management in the housing finance sector.

The trading volume of derivatives on Korea 
Composite Stock Price Index is growing 
rapidly. Derivatives on interest rates of treasury 
bonds, KSBs and Certificates of Deposit (CD), 

products on the US dollar and the Japanese 
Yen as well as futures in gold are also available. 
Trends in derivatives trading values are shown 
in table 2-7. Also traded is another index 
derivative: Star futures on the Kostar index, 
composed of 30 blue chip Korean Securities 
Dealers Automated Quotation issues. As of 
December 2007, 29 options are being traded 
based on 29 listed stocks, such as Samsung 
Electronics and POSCO. In addition, 
derivatives trades are being executed on the 
Over-The-Counter (OTC) markets. Overall, 
the market size is steadily growing, although 
some products are traded less actively.

Korea 
composite 
Stock price 

index 200 
Futures

Korea 
composite 
Stock price 

index 200 
option2

Ktb 
Futures

uSD 
Futures

uSD 
options

certificates 
of Deposit-

interest Rate 
Futures

gold 
Futures

StaR 
index 

Futures

2000 859,729 16,620 152,191 76,988 3 1,374 647

2001 1,128,613 47,344 981,176 108,348 697 7

2002 1,999,411 125,227 1,342,955 89,790 1,036

2003 2,677,989 159,686 1,124,052 89,968 820

2004 2,978,521 144,689 813,023 119,541 15

2005 3,046,203 140,825 1,234,650 136,567 1,260

2006 4,011,201 144,542 1,122,370 147,906 99 1,120

2007 5,174,112 218,373 1,399,637 242,497 345

table 2.7 tRaDing value oF DeRivativeS pRoDuctS1

1: the figures in the table are calculated from (buy + sell)/2.
2: call + put.

Source: Korea Securities Dealers association (2008:103, 105 and 117).

aSSet-bacKeD SecuRitieS (abS) MaRKet

Asset-Backed Securities were introduced for 
the promotion of restructuring companies by 
liquidating Non-Performing Loans following 
the Crisis. Initially, the two laws governing 
the Asset-Backed Securities market were the 
Asset-Backed Securitization Act (ABS Act) 
enacted in 1998 and the Mortgage-Backed 
Securitization Company Act (MBS Company 
Act) enacted in 1999. In 2003 the Korea 
Housing Finance Corporation Act (KHFC 

Act) was added. In practice, Korean mortgages 
can be securitized through all three acts. On 
the other hand, other underlying assets, such 
as credit card loans and auto loans (excepting 
student loans) are securitized only under the 
Asset-Backed Securitization Act.

In both 1999 and 2000, about half of the 
underlying assets for Asset-Backed Securities 
were Non-Performing Loans or collateralized 
bond obligations (CBO) of small and 
medium-sized companies. Later card loans 
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and auto loans with Non-Performing Loans 
were also actively securitized. The volume of 
Asset-Backed Securities issuance was recorded 
as KRW49.4 trillion (USD49.4 billion) and 
KRW50.9 trillion (USD50.9 billion) in 2000 
and 2001, respectively. Figure 2-15 shows 
trends in the public Asset-Backed Securities 
market. Market size was KRW285.4 trillion 
(USD285.4 billion) during the 1999 - 2007 
period. Market growth was somewhat slow 
in the mid 2000s, as Non-Performing Loans 
held by both financial institutions and 
companies significantly decreased and credit 
card companies held sound balance sheets. 

Also the low interest rate environment and the 
rapid expansion of financial liquidity seemed 
to decrease attractiveness of securitization.

Real estate-related loans such as mortgages and 
construction (project financing) loans have 
become primary underlying assets since 2004. 
Both mortgages and project financing loans 
accounted for 24.7 percent and 28.5 percent 
of total Asset-Backed Securities underlying 
assets in 2004 and 2007, respectively. In 
addition, cross-border transactions have 
increased recently (Financial Supervisory 
Service, 2008).

60.0

30.0

-
1999

27.0 28.6

50.9

39.939.8

49.4

23.2

2003 20072005 20062004200220012000

19.8

6.8

FiguRe 2.15 voluMe oF aSSet-bacKeD SecuRitieS iSSuance

Source: Financial Supervisory Service (2008:14).

(unit: KRW trillion (uSD billion)
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cHapteR 3

HouSing Finance MaRKetS

This chapter consists of eight sections. The first 
section briefly discusses trends in household 
and housing finance. The next two sections 
examine the current status and characteristics 
of the mortgage market. Section 4 addresses 
public sources of housing finance. Section 5 
covers low-income earners. Section 6 addresses 
affordability issues in the housing and housing 
finance markets. Section 7 covers financing 
for homebuilders. The last section highlights 
mortgage securitization.

HiStoRY oF HouSing Finance

tRenDS in HouSeHolD Finance

During the period of rapid economic growth, 
the supply of capital to the household sector 
was limited (Lee & Yoon, 1995). Industrial 
firms that spearheaded economic development 
were the main clients for most financial 
institutions except for the Korea Housing 
Bank (KHB), discussed in section 4.5. With a 
household finance market of limited size, non-
institutional lending practices between private 
citizens prevailed.

Household non-Household

FiguRe 3.1 bReaKDoWn oF loan balanceS oF coMMeRcial anD SMall banK1 

1: balance as of the end of each year (outstanding balance to household /total outstanding balance).

Source: bank of Korea.
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Figure 3-1 depicts trends in outstanding 
loan balances in commercial and small banks 
(for the list of banks, see Appendix 1). Even 
in the early 1990s, such banks provided 
households with financial services, supplying 
households with no more than 30 percent of 
their capital. The deregulation of the financial 
sector beginning in the mid 1990s reshaped 
the market. The total in loans outstanding to 
the household sector was at 47 percent in both 
2002 and 2003 and reached nearly 50 percent 
in 2005 and 2006.

HouSing Finance in tHe 1980s

The housing finance sector was very small 
during the developmental period. The Korea 
Housing Bank, owned by the government, 
was the main player. It exercised monopoly 
power in providing long-term mortgages with 
lower than market rates. In 1985 the Korea 
Housing Bank had 86 percent market share: 
KRW4,647 billion (USD4,647 million) 

housing loans as it also operated and managed 
the National Housing Fund, as shown in table 
3-1. Still, housing loans, including loans for 
homebuilders, accounted for merely 6 percent 
of nominal Gross Domestic Product in 1985. 
Table 3-1 shows trends in outstanding balance 
of housing loans from 1985 to 1992. Until 
1992, the outstanding volume of housing 
loans did not exceed more than 10 percent of 
nominal Gross Domestic Product. Also, the 
average Loan-To-Value ratios remained low, 
at 30.4 percent in 1982 and 20.8 percent in 
1992 (Lee & Yoon, 1995).

(unit: KRW billion (uSD million)

1985 1986 1989

Korea Housing bank 1,999 37% 3,291 38% 4,671 41%

national Housing Fund 2,648 49% 3,910 45% 5,001 44%

others 754 14% 1,400 16% 1,609 14%

total(a) 5,400 100% 8,602 100% 11,281 100%

gross Domestic product(b) 84,061 98,110 154,753

% (a/b) 6% 9% 7%

1990 1991 1992

Korea Housing bank 6,170 39% 7,620 37% 9,523 38%

national Housing Fund 7,624 48% 9,802 48% 11,931 47%

others 2,044 13% 3,159 15% 3,811 15%

total(a) 15,838 100% 20,581 100% 25,265 100%

gross Domestic product(b) 186,691 226,008 257,525

% (a/b) 8% 9% 10%

table 3.1 tRenD in HouSing loanS FRoM 1985 to 1992

Source: lee and Yoon (1995) and bank of Korea



30

HouSing Finance MecHaniSMS in tHe Republic oF KoRea

HouSing Finance in tHe 1990s

Structures in the housing finance market 
changed dramatically with deregulation in the 
financial sector and the financial shock. The 
government decreased the Korea Housing 
Bank’s shares in privatization. In 1997, the 
KHB Act was repealed and the Korea Housing 
Bank was privatized to form the Housing and 
Commercial Bank (H&CB). Privatization 
coincided with the Crisis and, immediately 
after the Crisis, the Housing and Commercial 
Bank took a leading position in the banking 
industry.

The mortgage market was still underdeveloped. 
The Korea Housing Bank continued to play a 
major role. Together the Korea Housing Bank 
and the National Housing Fund accounted, in 
the early 1990s, for more than 80 percent of 
new housing credit (Kim, 1997). Competition 
was introduced in the housing market in the 
mid 1990s. Commercial banks (except for 
the Korea Housing Bank) took a 9.5 percent 

share of new housing loan originations and 
installment finance companies took a 10.3 
percent share in 1996. 

The mortgage market accounted for less than 
13 percent of Gross Domestic Product in the 
1990s, as shown in tables 3-2 and 3-3.  The 
mortgage market share of Gross Domestic 
Product increased slowly each year and was 
somewhat bigger than it was in the previous 
decade, as shown in table 3-2. Nonetheless, it 
was smaller than in other countries, as shown in 
table 3-3, which provides international market 
comparisons. The total outstanding mortgage 
balance was KRW53 trillion (USD53 billion, 
11.7 percent of Gross Domestic Product) in 
1997 and KRW61.3 trillion (USD61.3 billion, 
12.7 percent of Gross Domestic Product) in 
1999.

(unit: KRW trillion (uSD billion)

1996 1997 1998 1999

Korea 10.5 11.7 12.5 12.7

united States 52.4 52.5 54.4 56.6

united Kingdom 54.2 53.6 53.6 55.4

Japan 28.6 29.9 30.6 32.4

table 3.3 MoRtgage outStanDing to gRoSS DoMeStic pRoDuct1

1: figure 5-1 shows international market comparisons in 2005.

Source: Kookmin bank and Kim & Kim (2002: 10).

(unit: KWR trillion (uSD billion)

1997 1998 1999 20001 20011

outstanding balance of Mortgage loans (a) 53.0 55.5 61.3 67.6 72.9

new origination of Mortgage loans (b) 13.4 12.1 17.1 21.4 29.7

gross Domestic product (gDp) (c) 423.3 444.4 482.7 522.0 545.0

a/c (%) 11.7 12.5 12.7 13 13.4

b/c (%) 3.0 2.7 3.5 4.1 5.4

table 3.2 Size oF tHe pRiMaRY MoRtgage MaRKet FRoM 1997 to 2001

1: For 2000, life insurance companies are not included. For 2001, life insurance companies and installment finance  
    companies are not included.

Source: bank of Korea, Kookmin bank, and lee (2003, b: 24).
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cuRRent StatuS oF tHe HouSing Finance MaRKet

MaRKet Size

The outstanding mortgage balance stood at KRW291.4 trillion (USD291.4 billion) in February 
2008. This represents about 30 percent of Gross Domestic Product. Market size more than 
tripled from 2000 to 2007.

(unit: KRW trillion (uSD billion)

2006 2007 2008. Feb

banks(a) 217.0 (79%) 221.6 (77%) 223.3 (77%)

non-banks2 (b) 58.2 (21%) 66.8 (23%) 68.1 (23%)

total(c=a+b) 275.2(100%) 288.5(100%) 291.4(100) %

gross Domestic product(D) 848.0 901.2   -

c/D (%) 32.5 32.0 -

table 3.4 outStanDing balance oF ReSiDential MoRtgageS1

1: at the end of each period.
2: non-banks include insurance companies, cooperatives (such as the national agricultural cooperative Federation, the national Federation 
of Fisheries cooperatives, the credit union, the national Forestry cooperatives Federation, and the Korean Federation of community credit 
cooperatives), savings banks, and finance companies.

Source: Financial Supervisory Service (11 March 2008) and Korea Statistical information Service.

Banks are primary lenders with about a 77 
percent market share, as shown in table 3-4. 
The remaining lenders in the market include 
non-banks, such as cooperatives, insurance 
companies, savings banks, and finance 
companies. Figure 3-2 shows the market share 
of mortgages outstanding of non-banks as of 
December 2006. Cooperatives account for 65 
percent of non-bank market share. Among 
them, the National Agricultural Cooperative 
Federation (NACF) is the largest, claiming a 
79-percent share in the cooperatives market, 
as shown in the right-hand graph of figure 
3-2. The Korean Federation of Community 
Credit Cooperatives (KFCCC) is the second 
largest in the market, followed by the National 
Federation of Fisheries Cooperatives (NFFC) 
and the National Forestry Cooperatives 
Federation (NFCF). Cooperatives have local 
networks and lend mainly to their members. 
The strong nationwide network of National 
Agricultural Cooperative Federation places 
itself as the largest mortgage lender among 
cooperatives.  

Insurance companies account for 29 percent 
of the non-bank market, with savings banks 
and finance companies comprising the rest. 
Insurance companies who manage long-term 
assets have an incentive to participate in the 
mortgage market although they are somewhat 
conservative in terms of product offerings. 
Insurance companies originate mortgage 
loans mostly for apartments and serves mainly 
insurance customers. For example, Samsung 
Life Insurance only originates mortgages for 
apartments; their maturities are 15, 20, and 30 
years. LIG insurance only originates mortgage 
for apartments; their maturities are 5, 12, and 
15 years (Koh, 2007). Insurance brokers very 
often promote mortgage products. Borrowers 
can get a mortgage loan jointly designed with 
insurance products. 
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cooperatives 
65%

insurance 
companies 

29%

finance 
companies 

2%

saving banks 
4%

nFFc 
9%

nacF 
79%

nFcF 
1%

KFccc 
11%

(1) Shares of non-banks Mortgage outstanding (2) Shares of cooperatives

FiguRe 3.2 MoRtgage outStanDing SHaReS aMong non-banKS aS oF Dec 2006

Source: Financial Supervisory Service (19 July 2007).

gRoWtH in tHe 2000s

Banks have been trying to expand their activity 
in the mortgage market. Lee (2003, b) points 
out that the competition began in 1997 with 
the privatization of the Korea Housing Bank. 
Commercial banks and finance companies, 
such as factoring companies or installment 
credit companies, increased their market share, 
as mentioned previously. With the Crisis 
came a dramatic reshaping of the mortgage 
market. Commercial banks then joined the 
competition, which was already fierce (Lee, 
2003), and its directors realized that the 
household sector was like an undiscovered 
ocean that they had ignored during the period 
of economic development. Finance companies, 
however, which are generally smaller than 
banks, insurance companies, or cooperatives, 
could not meet the funding costs so lost its 
share soon after the Crisis.

The mortgage market grew very rapidly in 
the 2000s. Table 3-5 shows the mortgage 
outstanding of banks (excluding non-banks) 
from 2001 to 2005, during which time banks 
enjoyed strong growth rates. In particular, 
in both 2001 and 2002, banks’ mortgage 
outstanding increased more than 50 percent. 
From 2001 to December 2005, the mortgage 
outstanding of banks increased by 161 percent. 
The rapid growth of the mortgage market is 
closely related with house price spikes in the 
2000s, discussed in section 2.2.2. Also the 
increased asset size of banks, discussed in 
section 4.2, may not be ignored.

2001 2002 2003 2004 nov 
2005

Mortgage outstanding (KRW trillion (uSD billion)) 85.4 131.3 152.4 169.9 188.4

growth rate (%) 55.8 53.7 16.1 11.5 11.8

Delinquency rate (%) - - 1.5 1.5 -

table 3.5 tRenDS in banK MoRtgage Debt1

1: at the end of each period.

Source: Financial Supervisory commission (12 December 2005).
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cHaRacteRiSticS oF tHe 
MoRtgage MaRKet

expanDing MatuRitY

Mortgage maturity terms are expanding. In 
2007, when 58.0 percent of mortgages were set 
to mature after more than 10 years, only 24.6 
percent were short-term mortgages that were 
set to mature in less than 3 years. The market 
condition had changed dramatically from only 

a few years earlier, in 2004, when short-term 
mortgages had attained market share of 60.1 
percent. Table 3-6 presents mortgage maturity 
terms for loans that were originated by banks 
from 2004 to 2007. Short-term mortgages 
had decreased. In both 2001 and 2002, 70 
percent of mortgages were short-term loans. 
Lee (2003, b) also points out that in the early 
2000s most short-term mortgages were bullet 
loans, whose interest is paid during the loan 
period and whose principal is paid back upon 
maturity.

(unit:  %)

M ≤ 3 yrs 3yrs<M≤ 5 
yrs

5yrs<M≤ 10 
yrs

10yrs<M balance  
(KRW trillion  

(uSD billion))
less 

than 3 
years

M ≤ 1 
yr

1yr<M≤ 3 
yrs

2004 60.1 12.2 47.9 15.7 3.5 20.7 169.8

2005 43.9 15.4 28.5 16.7 5.1 34.4 190.2

2006 30.0 11.1 18.9 12.6 6.4 51.0 217.0

2007 24.6 8.6 16.1 10.2 7.2 58.0 221.6

table 3.6 MatuRitY oF MoRtgage loanS oRiginateD bY banKS1

1: at the end of year.

Source: Financial Supervisory Service (13 March 2008).

incReaSing aMoRtization oF 
MoRtgage loanS

The practice of amortizing mortgage is 
increasing. From 2003 to 2007, amortization 
increased from 14.0 percent to 59.2 percent, 
as shown in table 3-7. In 2007, the share of 
bullet mortgages decreased to 40.8 percent. In 
the early 2000s, most mortgages were bullet 
loans. For example, as of December 2003, 
bullet mortgages accounted for 84.3 percent 
of mortgage loans that were originated by 
both banks and non-banks, with amortized 

mortgages making up only 14.1 percent (You, 
2006). Lee (2003, b) criticizes the prevalence 
of bullet mortgages, arguing that ‘many 
people purchase houses out of motivation to 
reap capital gains by selling the house when 
property prices go up. They implicitly expect 
that the loan period can be extended upon 
maturity’. However, pressure from supervisory 
authorities and the sluggish real estate market 
may have shrunk the percentage share of bullet 
mortgages after the mid 2000s.
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(unit: KRW trillion (uSD billion), %)

2003 2004 2005 2006 2007

bullet loans2 131.6 (86.0) 130.3 (76.8) 121.1 (63.7) 103.4 (47.6) 90.4 (40.8)

amortized 
loans3

21.4 (14.0) 39.5 (23.2) 69.1 (36.3) 113.7 (52.4) 131.2 (59.2)

total 153.0 (100.0) 169.8 (100.0) 190.2 (100.0) 217.0 (100.0) 221.6 (100.0)

table 3.7 cHaRacteRiSticS oF MoRtgage loanS oRiginateD bY banKS1

Sep 2006 2006 Jun 2007 2007

adjustable-rate 201.5 (97.4) 205.8 (94.8) 203.4 (93.4) 203.2 (91.7)

combined/Fixed-rate 5.5 (2.6) 11.3 (5.2) 14.4 (6.6) 18.4 (8.3)

combined-rate 3.2 (1.5) 8.7 (4.0) 11.1 (5.1) 13.5 (6.1)

Fixed-rate 2.3 (1.1) 2.6 (1.2) 3.3 (1.5) 4.9 (2.2)

total 206.9 (100.0) 217.0 (100.0) 217.8 (100.0) 221.6 (100.0)

1: at the end of each period.
2. interest is paid during the loan period and principal is paid back upon maturity.
3: both interest and principal are paid back monthly during the loan period.

Source: Financial Supervisory Service (13 March 2008).

RaMpancY oF aDJuStable-Rate 
MoRtgageS

Adjustable-rate mortgages accounted for more 
than 90 percent of the market in 2007, as shown 
in table 3-7 in the previous section. Borrowers 
with adjustable-rate mortgages are supposed 
to have fluctuating interest payments (Du et 
al., 2007). In addition, they are not protected 
by mortgage caps or by a periodic cap, which 
limits the size of any change in the interest 
rate during any one adjustment period, or by a 
lifetime cap, which prevents the mortgage rate 
from falling beyond the contract range in the 
Korean mortgage market.

Most adjustable-rate mortgages are indexed to 
the market rate of Certificate of Deposits, which 
are interest-bearing instruments transferable to 
third parties. Financial institutions very often 
consider the Certificate of Deposit rate as an 
index when they determine deposit or lending 
rates. Table 3-8 provides characteristics of 
mortgages originated by six large banks in 
detail. More than 75 percent of adjustable-rate 
mortgages were indexed to the Certificate of 
Deposit rate.

(unit: %)

adjustable-rate Fixed-Rate total

Market-index internal-index total

total certificate of 
Deposit 

other index

2004 94.7 63.4 16.9 3.4 98.1 1.9 100.0

Jun 
2005

95.0 75.9 13.8 2.8 97.8 2.2 100.0

Jan 
2006

95.9 76.6 16.7 1.9 97.8 2.2 100.0

table 3.8  tYpeS oF inDex oF aDJuStable-Rate MoRtgageS1

1: Six banks are included: choheung bank, Woori bank, Standard chartered Fb, Kookmin bank, Hana bank and nonghyup bank.

Source: bank of Korea and Financial Supervisory Service (25 July 2006).
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public HouSing Finance

loW-incoMe HouSing Finance

a. Mortgages from the National Housing 
Fund

The National Housing Fund operates several 
lending programs for low-income earners. Its 
lending conditions are more favorable than 
those of private financial institutions. It targets 
the relatively lower income groups of the 
second to the fourth income percentiles. The 
National Housing Fund’s consumer finance 

programs are listed in table 3-9. National 
Housing Fund provided lending services in 
the amount of KRW2.7 trillion (USD2.7 
billion) in 2004. Since 1998, the consumer 
finance programs have accounted for about 
30.5 – 48.2 percent of all housing programs. 
Its operations are flexible to a certain extent, 
depending on contemporary housing policies 
and market conditions. For example, the 
National Housing Fund expanded its consumer 
finance program in both 1999 and 2000 due 
to unfavorable housing market conditions for 
low-income families.

(unit: KRW billion (uSD million))

2000 2001 2002 2003 2004

total 3,793.1 2,720.7 2,217.1 3,578.4 2,683.9

chonsei Deposit 169.2 244.2 488.0 485.4 200.2

purchase installments 960.8 716.9 480.4 964.7 664.6

chonsei Deposit Repayment 0 0 0 0 14.0

Rental Housing 2.6 25.6 26.2 71.8 76.8

Wage earners’ Housing 2,655.0 1,733.9 1,222.1 2,056.5 1,727.7

chonsei for new development 0 0 0 0 0.6

chonsei Deposit Difference repayment 5.5 0.1 0 0 0

Source: Yoon (2005: 9).

table 3.9  conSuMeR Finance loan pRogRaMS oF tHe national HouSing FunD

b. Housing Finance Credit Guarantee Fund 
(HFCGF)

To improve housing conditions for low-income 
households, the Housing Finance Credit 
Guarantee Fund provides financial guarantee 
insurance services. It helps borrowers with low 
credit ratings obtain loans for home purchase 
or improvement, and payments for pre-
sale homes and rental contracts. Very often 
financial institutions including the National 
Housing Fund require low-income families to 
obtain a Housing Finance Credit Guarantee 
Fund guarantee. In 2007, the Housing Finance 
Credit Guarantee Fund provided services 
to 610,000 households, in the amount of 

KRW8.7 trillion (USD8.7 billion). It provided 
guarantee services for 206,000 households, 
in the amount of KRW5.0 trillion (USD5.0 
billion) in 2007. Recent trends in guarantee 
issuance are shown in table 3-10. More details 
are discussed in section 4.3.5.
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(unit: KRW billion (uSD million))

new guarantee guarantee outstanding capital funds

Households amount Households amount

2004 169,708 3,834 983,613 11,893 301 

2005 235,208 4,802  796,709 9,076 306 

2006 212,379 4,121  690,546 8,111 381 

2007 206,533 5,089 609,889 8,721 637 

table 3.10 tRenDS in HouSing Finance cReDit guaRantee FunD’S  
cReDit guaRanteeS

Source: Korea Housing Finance corporation.

KoRea HouSing Finance 
coRpoRation MoRtgage loanS

The Korea Housing Finance Corporation 
operates a mortgage loan program. It launched 
the securitization commitment program 
initially with nine major financial institutions 
to provide long-term fixed-rate mortgage loans 
in 2004. From 2004 to 2007, the corporation 
provided mortgage loans in the amount 
of KRW1.25 trillion (USD1.25 billion). 

It originated KRW306 billion (USD306 
million) in mortgages in 2007. The lending 
program operates under some regulatory 
restrictions. For example, it cannot lend to a 
home purchaser whose collateral value exceeds 
KRW600 million (USD600,000). The main 
characteristics of Korea Housing Finance 
Corporation mortgage loans are shown in 
table 3-11. More details are discussed in 
section 4.3.

MatuRitY 30, 20, 15 anD 10 YeaRS

interest rate Fixed rate
- Same loan rate is applied by all institutions issuing mortgage loans
(7.85 – 6.40 percent per annum as of oct 10, 2008)
- Korea Housing Finance corporation adjusts the interest rate based on market rate
interest rate discount of 0.1 is applied if borrower pays expenses for settlement of 
mortgage.
(also applies to conversion of existing loan into mortgage loan issued by same financial 
institution, in which mortgage settlement expenses are not incurred)
interest rate on loan discounted by 0.1 if borrower chooses an interest rate discount 
option and pays fee of 0.5 of principal at time of loan origination.

payments Monthly equal installment of principal and interest or 
monthly equal installment payment of principal (one-year grace period optional)

prepayment penalty 2.0 if repaid within one year, 1.5 within three years, or 1.0 within five years

table 3.11 cHaRacteRiSticS oF KoRea HouSing Finance coRpoRation  
MoRtgage loanS

Source: Korea Housing Finance corporation.
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public FunDS

Sixty-one special purpose public funds were in 
operation in 2006, according to the National 
Assembly Budget Office (2005). The budget 
for such funds reached KRW203 trillion 
(USD203 billion), 39.6 percent of nominal 
Gross Domestic Product. Such funds are 
used in programs for homebuilders and their 
beneficiaries who plan to buy or rent a house. 
This section mainly discusses lending programs 
associated with the Merit Reward Fund, the 
Government Employee Pension Fund, and 
the Korea Teachers Pension Fund.

a. Merit Reward Fund (MRF)

The Merit Reward Fund operates housing 
finance programs for persons of merit such as 
retired soldiers or veterans. Beneficiaries can 
purchase homes with Merit Reward Fund 
loans. In 2006, it planned to lend KRW154.8 
billion (USD154.8 million), as shown in table 
3-12.

peRSonS oF MeRit RetiReD SolDieRS peRSonS oF MeRit oF 5.18 
SacRiFice

Households1 amount (KRW 
billion (uSD 

million))

Households amount (KRW 
billion (uSD 

million))

Households amount (KRW billion 
(uSD million))

16,225 1,274 3,366 249 280 25 

table 3.12  tHe MeRit ReWaRD FunD’S loan plan in 2006 

Source: national assembly budget office (2005: 247).

The interest rate on Merit Reward Fund loans 
was 3 or 4 percent per annum, depending on 
the specific program and the term of maturity 
(usually 20 years) in 2006. The maximum loan 
amounts were KRW30 million (USD30,000) 
for a new house. For pre-sales, the figure was 
KRW23 million (USD23,000).

b. Government Employee Pension Fund 
(GEPF)

The Government Employee Pension Fund 
had a plan to invest KRW576.5 billion 
(USD576.5 million) in real estate projects in 
2006. As shown in table 3-13, it planned also 
to lend KRW514 billion (USD514 million) 
for construction projects. A construction 
project for its beneficiaries would be expected 
to take priority over others. The Government 
Employee Pension Fund also has loan programs 
for its beneficiaries, government employees 
who may purchase a house or rent a house.

c. Korea Teachers Pension Fund (KTPF)

The Korea Teachers Pension Fund also invests 
in real-estate related investment instruments. 
Table 3-14 indicates that the Korea Teachers 
Pension Fund had a plan to provide loans 
to help fund some construction projects in 
2006.

(unit: KRW billion (uSD million))

2004 2005 2006

Houses 319 406 340

Rental houses 142 147 174

table 3.13 goveRnMent eMploYee 
penSion FunD plan FoR HouSing 
conStRuction lenDing in 2006

Source: national assembly budget office (2005: 446).
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amount (KRW billion (uSD million))

 Real estate investment trusts 12 Real estate investment trusts

pension Fund projects 80 4-5 projects, 10-20 billion per project

Rental House project 60 investing in Spc and purchasing houses

total 152

table 3 .14 KoRea teacHeRS penSion FunD plan FoR Real eState  
inveStMentS in 2006

Source: national assembly budget office (2005: 280).

d. Other Public Funds

The National Lottery Fund (NLF) transferred 
45.6 percent of its net profits (KRW484 billion 
or USD484 million) to the National Housing 
Fund in 2005. Also, based on the Ministry of 
Health and Welfare and National Assembly 
Budget Office in 2006, the National Pension 
Fund (NPF) had a plan to invest KRW2 trillion 
(USD2 billion) for alternative investments, 
which include real estate development loans. 
In addition, other funding sources, such as the 
Han River Management Fund, feature lending 
programs for beneficiaries. Other public funds 
may also operate programs in real estate 
investments or may be operating housing 
finance programs for their beneficiaries.

HouSing Finance FoR loW-incoMe 
HouSeHolDS

Housing finance programs for low-income 
households can be classified into two groups: 
demand-side and supply-side subsidies. 
On the demand side, housing benefits are 
supplied directly to households in the lowest 
income group. Indirect subsidy programs for 
low-income groups also are available. On 
the supply side, the government subsidizes 
construction costs and the National Housing 
Fund also provides financial services on 
favorable terms. Key insights for this section 
come from Chung (2005).

DeManD-SiDe pRogRaMS

a. Direct Subsidies for the Lowest Income 
Group

The lowest income group receives explicit 
and implicit housing benefits based on the 
National Basic Livelihood Security Act. 
Housing subsidy programs were introduced in 
1999 and direct subsidies were made available 
to households of the first income percentile 
comprising households whose annual income is 
less than KRW830,000 (USD830) per month 
as of 2003 (Ministry of Construction and 
Transportation, 2003). Each such household 
received explicit housing benefits of KRW33-
55,000 (USD33 – 55) per month in 2004. Each 
household also received an implicit subsidy, 
in the amount of approximately KRW38 – 
208 thousand (USD38 – 208). The implicit 
benefits are calibrated for the household side, 
with more going to larger households. Table 
3-15 presents monthly minimum living costs, 
cash subsidy bases and minimum housing 
costs for low-income households in 2004. It 
also contains explicit and implicit housing 
subsidies.
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(unit: KRW (uSD 1/1,000))

nuMbeR oF HouSeHolD MeMbeR

one two three Four Five Six

Minimum living costs(a) 368,226 609,842 838,797 1,055,090 1,199,637 1,353,680

other transfers(b) 44,040 72,937 100,321 126,189 143,477 161,900

cash Subsidy basis(c=a-b) 324,186 536,905 738,476 928,901 1,056,160 1,191,780

explicit Housing benefits(D) 33,000 33,000 42,000 42,000 55,000 55,000

livelihood benefits(e=c-D) 291,186 503,905 696,476 886,901 1,001,160 1,136,780

implicit Housing benefits(F) 38,436 85,309 120,726 162,687 177,730 207,614

Minimum Housing costs 
(=D+F= a*19.4)

71,436 118,309 162,726 204,687 232,730 262,614

1: For calculations, see chung (2005).

Source: chung (2005: 13).

table 3 .15  MiniMuM living coStS, caSH SubSiDY baSiS anD MiniMuM  
 HouSing coStS1

b. Chonsei Deposit Program

The National Housing Fund Chonsei deposit 
program is designed mainly to benefit low-
income households, the majority of which live 
under Chonsei (or Wolsei) housing contracts 
in Korea. The Chonsei deposit program was 
introduced in 1990. The National Housing 
Fund lent up to 70 percent of deposits at a 
2-percent interest rate in 2006 (National 
Assembly Budget Office, 2006). The term of 
maturity for such a loan is two years and can 
be extended twice. Other conditions may differ 
with different types of borrowers or houses. 
To be qualified, low-income households must 
meet certain qualification standards, which 
vary depending on area and caps imposed 
by the government. In 2002 and 2003, low-
income households borrowed KRW488 billion 
(USD488 million) and KRW485 billion 
(USD485 million), respectively, as shown 
in table 3-9. In 2006, the National Housing 

Fund’s plan for the Chosei deposit program 
was valued at KRW600 billion (USD600 
million) (National Assembly Budget Office, 
2006: 15). The National Housing Fund also 
operates lending programs for low-income 
families, as discussed in section 3.4.1 above.

SupplY-SiDe pRogRaMS

The government has provided 10 to 40 percent 
of construction costs for low-income rental 
houses since 2002. The National Housing 
Fund also provides 40 percent of construction 
costs with development financing on 
favorable terms. Table 3-16 provides detailed 
information on the qualification requirements 
for the national public rental housing program, 
which was introduced in 1998.



40

HouSing Finance MecHaniSMS in tHe Republic oF KoRea

Size QualiFication ReQuiReMentS SHaReS oF DevelopMent coStS

less than 50m2 non-homeowners with income less than 
50 percent of the average income of urban 
households

national government budget: 40 %
nHF: 40 %
Recipient: 10 %
builder: 10 %

50m2 ~ 60m2 non-homeowners who have national housing 
subscription savings accounts and whose 
income less than 70 percent of the average 
income of urban households

national government budget: 20%
nHF: 40 %
Recipient: 30 %
builder: 10 %

greater than 60m2 non-homeowners who have national housing 
subscription savings accounts and whose 
income is less than 70 percent of the  average 
income of urban households

national government budget: 10 %
nHF: 40 %
Recipient: 40 %
builder: 10 %

table 3.16 QualiFication ReQuiReMentS anD SHaReS oF conStRuction coStS  
oF national public Rental HouSing

Source: chung (2005:7).

With 10 percent of construction costs, 
homebuilders can launch a development 
project for low-income households. Direct 
subsidies from the national budget vary 
based on the size of the units being built. The 
National Housing Fund indirectly subsidizes 
such projects with development financing. 
The National Assembly Budget Office (2006) 
indicates that interest rates did not exceed 5.5 
percent per annum in 2006.

The key builder of public rental houses is 
the Korea National Housing Corporation 
(KNHC), 88.8 percent of the equity in which 
is owned by the government. In 2003, the 
Korea National Housing Corporation initiated 
rental housing projects for 65,698 units. Local 
governments launched development projects 
for 10,331 units. And private builders began 
projects for 9,976 units (Chung, 2005: 10). 
Under the KNHC Act, the Korea National 
Housing Corporation offer favorable 
financing terms as the government is allowed 
to guarantee the bonds if necessary.

Originally, the public rental housing program 
was part of a two-million-unit construction 
project. A quarter (500,000) of the funds 
devoted to this ambitious project was allocated 
to rental housing, of which 5 percent (25,000 
units) were for permanent (50-year) public 
rental housing that the government assisted 
with 85 percent of the construction costs. 
Fifteen thousand units were allocated for 
5-year public rentals and 10,000 units were 
allocated for rental housing for workers. A 
plan to build 500,000 units of 10-year public 
rental houses is in progress. For more detail, 
see Chung (2005) Rental rates for these units 
are 50 to 60 percent of market rates (Ministry 
of Construction and Transportation, 2003: 
4).
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aFFoRDabilitY oF HouSing anD 
HouSing Finance

HouSing aFFoRDabilitY

a. Weighted Price-to-Income ratios

Housing affordability has improved 
dramatically since the 1990s. The weighted 
Price-to-Income Ratio (PIR) derived by Ji et 
al. (2006) was 5.6 in 2005. It is calculated 
on the basis of not only housing prices and 
annual income but also income percentiles 
of households and their locations. For 
calculations of the weighted Price-to-Income 

Ratio, two stages are required. Simple Price-
to-Income Ratios are calculated based on 
home purchase prices and annual household 
incomes. Then the weighted average of simple 
Price-to-Income Ratios is derived with the 
consideration of both income percentiles and 
locations of each. Figure 3-3 shows trends 
in weighted Price-to-Income Ratios from 
1990 to 2005. The ratio decreased to 4.2 in 
1998 although it was 9 in 1990. Home price 
appreciation in the early 2000s increased the 
ratios again.
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FiguRe 3.3  tRenDS in WeigHteD pRice-to-incoMe RatioS

Source: Ji et al. (2006:42).

b. Household Income and Size

In 2005, per capita Gross National Income 
was KRW16.8 million (USD16,413) 
and each household had 2.96 members 
(47,278,951/15,988,274) based on the 2005 
National Census. The Monthly Income and 
Expenditure Survey from Korea Statistical 
Information Service provides more detailed 
information on household income and 
size, although it surveys randomly sampled 
households. The average annual household 
income was KRW35 million; KRW2,919,790 
per month (USD35,000; USD2,919 per 

month) for all households, as shown in table 
3-17. For households of salary and wage 
earners, the figure was KRW38.6 million, 
KRW3,215,473 per month (USD38.6 
thousand, USD3,215 per month). Nonetheless, 
household size was 3.35 for all households and 
3.42 for salary-and-wage-earner households.
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(unit: KRW1 (uSD 1/1,000))

all households salary-and-wage-earner 
households

Household size (person) 3.35 3.42

age of household head (ages) 46.42 43.31

Distribution of households (%) 100 57.03

income 2,919,790 3,215,473 

     Regular income 2,756,250 3,050,852 

     irregular income 163,541 64,621 

expenditure 2,395,077 2,506,505 

     consumption expenditures 2,035,256 2,093,221 

table 3.17 MontHlY incoMe anD expenDituRe peR HouSeHolD bY occupation1

1: not included one member households

Source: Korea Statistical information Service 

c. Calculation of Loan-To-Value ratios

The Loan-To-Value ratios were regulated 
to be no more than 60 percent as of 19 July 
2007 by the financial supervisory authorities. 
An additional 20 percent Loan-To-Value is 
allowed with mortgage insurance in some 
restricted areas. The ratio is sometimes much 
lower than the regulated Loan-To-Value, as 
internal regulations on financial institutions 
cover Chonsei and Wolsei contracts.

In general, the maximum loan amount is 
calculated as follows:

Maximum Loan Amount = (appraised) house 
value *maximum Loan-To-Value ratio – Prior 
standing deposit*(No. of Rooms-1) - amount 
of the existing mortgages with prior claim

A prior standing deposit is originated from 
legal requirements; in the case of homeowner 
default, the Chonsei (or Wolsei) tenant, rather 
than financial institutions, has legal priority to 
receive the specified deposit amount back. The 
extent of legal priority varies by local area from 
KRW12 to 16 million (USD12 to 16,000). 
This deducted amount is determined by the 
number of rooms, as each room may have a 
separate contract. In general, lenders do not 
apply the same criteria to apartments as they 

do to rooms in an owner-occupied apartment 
that are not rented. Nonetheless, financial 
institutions consider any prior standing deposit 
when an owner is absent and only tenants live 
in a collateralized apartment.

tRenDS in MoRtgage inteReSt RateS

The mortgage interest rate has been increasing 
since 2005. Table 3-8 shows that 76.6 
percent of mortgages were indexed to the 
91-day Certificate of Deposit rate in January 
2006. The Certificate of Deposit rate shows 
an increasing trend since 2004. Figure 3-4 
indicates the trends in the 91-day Certificate 
of Deposit rate and the average bank mortgage 
rate from 2001 to 2008. The trends are very 
similar.
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FiguRe 3. 4 91-DaY ceRtiFicate oF DepoSit Rate vS. aveRage MoRtgage inteReSt 
Rate oF banKS

Source: bank of Korea

Financial institution profitability has 
apparently not increased, as a result of the 
decreasing gap between the funding rate and 
the mortgage rate. Again, figure 3-4 shows that 
the spreads between the mortgage rate and the 
91-day Certificate of Deposit rate were around 
200 basis points (hereafter bps, one basis point 
= 1/100th of a percentage point) until 2004. 
They dropped dramatically in 2005, however, 
and shrunk to 110 to 120 basis points in 2006. 
You (2006) quotes a banking industry analysis 
from Goldman Sachs in 2005. The Goldman 
Sachs report suggests that Korean banks are 
expected to achieve 20 percent Return on 
Equity (ROE) if spreads exceed 200 basis 
points. Banks, however, are likely to meet a 
break if the spread drops to 100 basis points.

boRRoWing expenSeS

To take out a mortgage, borrowers pay several 
expenses that vary based on the loan amount 
and lender. There are three categories of 
expenses:

1) According to the Korea Federation of 
Banks (2007), registration fees are about 
0.6 percent of loan amounts, including 
registration taxes, an education tax, fees 
for a housing bond and judicial scrivener’s 
fees. Borrowers can ask lenders to incur 
registration fees upon loan negation due 
to a recent trend of competition among 
financial institutions. This means that 
the interest rate may incorporate the 
registration fees. If a borrower prepays, 
however, she pays the registration fees 
based on the contract to the bank. Korea 
Federation of Banks (2007: 20) indicates 
that, in general, mortgage rates go down 
by 0.2 percent if the borrower pays 
registration fees.

2) Stamp taxes range from KRW0 – 350,000 
(USD0-350) as shown in table 3-18.
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loan 
amount

below 
 KRW20 
million 

below  
KRW30 
million 

below  
KRW50 
million 

below 
KRW100 

million 

below  
KRW1 
billion 

above KRW1 
billion 

(uSD20,000) (uSD30,000) (uSD50,000) (uSD100,000) (uSD1 
million)

(uSD1 
million)

Stamp tax n.a. KWR20,000 KWR40,000 KWR70,000 KWR150 
,000

KWR350,000

(uSD20) (uSD40) (uSD70) (uSD150) (uSD350)

table 3.18 StaMp taxeS

Source: Korean Federation of banks (2007: 19).

3) Appraisal fees are approximately KRW150 
– 309,000 (USD150-309). They differ 
based on the value and type of collateral 
involved, as per the Korea Association 
of Property Appraisal.  Very often an 
apartment is waived for an appraisal report 
as apartment prices are publicly available. 
Some real estate information providers 
have apartment price information on 
their home pages. Also, local branches of 
financial institutions can provide price 
information or build relationships with 
real estate agents.

Other miscellaneous fees include prepayment 
penalties and line-of-credit fees, which 
borrowers may pay if they do not maintain the 
maximum credit line. Sometimes lenders may 
ask for credit report fees of around KRW10 
–  20,000 (USD10 – 20). Upon maturity, 
borrowers are expected to pay registration 
cancellation fees (Korean Federation of Banks 
2007: 21). It is also often possible to negotiate 
fees at loan origination.

DevelopMent Finance

pRe-SaleS: a SouRce oF Financing

Pre-sales of houses before the completion 
of construction are very popular. Very often 
homebuilders finance housing developments 
with pre-sale loans (Lee & Yoon, 1995). 
Home buyers pay a certain percentage of the 
deposit upon signing the contract, paying the 
remaining balance based on an installment 
schedule that is linked to the construction 
schedule. These mortgages are often called 
‘equitable mortgages’ because payments made 
under the terms of a pre-sale scheme accumulate 
home equity for the buyer. When they move 
into a newly constructed house, they pay the 
last installment, an amount that is generally 10 
to 30 percent of the contract price. Statistics 
on this market are very limited.

Figure 3-5 shows development finance 
under pre-sale schemes. To purchase land, 
homebuilders make use of their equity. In 
very restricted cases, land loans are available. 
In general, financial institutions provide 
mezzanine or bridge loans only when pre-
sales are successful. Construction companies 
who support home builders provide payment 
guarantees to the financial institution.
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guarantee

(limited) lending
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(equitable mortgage)
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construction 
completion

Korea Housing 
guarantee co. ltd.

Home 
builders

pre-sale 
Home buyers

Financial 
institutions

construction 
companies

FiguRe 3.5 conStRuction Finance unDeR pRe-Sale ScHeMeS

Source: lee and Jung (2004: 6).

In a pre-sale scheme, home buyers are exposed 
to the risk of homebuilder default, as builders 
take on the liability involved in completing 
the project. Often construction completion 
guarantee insurance companies, such as the 
Korea Housing Guarantee Co., Ltd. (KHGC), 
provide construction completion guarantee 
services for future homeowners. More details 
are discussed in section 4.4.

pRivate anD public Financing in 
tHe conStRuction inDuStRY

Construction industry debt outstanding from 
banks increased slowly from 1998 to 2003. 
Table 3-19 shows trends in debt outstanding 
from banks and non-banks. In 1997, non-
banks were more active lenders than banks. 
But they suffered from massive losses during 
the Crisis.

(unit: KRW billion (uSD million), %)

1997 1998 1999 2000 20012 2002 2003

banks 13,769.3
(9.7)1

14,157.7
(9.8)

14,815.0
(8.7)

15,247.6
(7.6)

13,523.4
(6.8)

19,105.7
(7.7)

23,466.7
(8.2)

non-banks 23,927.0
(13.1)

11,926.7
(10.3)

7,767.4
(9.1)

5,498.2
(7.4)

2,406.1
(4.9)

1,776.5
(5.3)

1,948.1
(7.3)

total 37,696.3
(11.6)

26,084.4
(10.0)

22,582.4
(8.8)

20,745.8
(7.5)

15,929.5
(6.4)

20,882.1
(7.4)

25,414.8
(8.2)

table 3.19 tRenDS in Debt outStanDing in tHe conStRuction inDuStRY

1: parenthesis means the fraction of the construction industry of all industries.
2: the Korea Development bank was classified among non-banks before 2001.

Source: bank of Korea, Financial Supervisory Service, and lee & Jung (2004: 28).
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Construction companies can finance debt 
or equity in the public market. Table 3-20 
provides trends in equity and debt issuance. 
The severe financial shock led to increased 

volume in public financing in the construction 
industry; in 1998 and 1999, the volume of 
both equity and debt issuance exceeded KRW5 
trillion (USD5 billion).

 (unit: KRW billion, (uSD million), %)

1997 1998 1999 2000 2001 2002 2003  

Stock 134.3
(4.0)

360.0
(2.5)

2,811.0
(6.8)

381.6
(2.7)

2,492.8
(20.8)

408.9
(4.1)

1,381.8
(12.4)

corporate 
bond

3,612.2
(10.5)

4,887.3
(8.7)

2,918.8
(9.5)

1,169.1
(2.0)

2,408.7
(2.8)

1,357.1
(1.8)

946.4
(1.5)

total 3,746.5
(9.9)

5,247.3
(7.5)

5,729.8
(8.0)

1,550.7
(2.1)

4,901.5 
(4.9)

1,766.0
(2.0)

2,328.2
(3.2)

table 3.20 tRenD oF eQuitY anD coRpoRate bonD iSSuance in tHe conStRuction 
inDuStRY1

1: parenthesis means the fraction of the construction industry of all industries.

Source: Financial Supervisory commission and lee & Jung (2004: 29).

public SouRceS FoR HouSing 
DevelopMent Finance

The National Housing Fund is the biggest 
lender to homebuilders in the public sector. It 
provided house development finance services 
for the construction of 3,588 thousand 
housing units (Ministry of Construction 
and Transportation, 2006: 18) from 1981 
to 2004. It served 35.7 percent of newly 
built houses between 1981 and 2002 (Kim, 
2005). Before 1998, most National Housing 
Fund loans were provided for for-sale house 
constructions. Table 3-21 displays trends in 
National Housing Fund programs from 1995 
to 2002. 

The National Housing Fund changed its 
strategy to subsidize rental housing rather 
than for-sale housing. Moreover, in order 
to increase the soundness of the guarantee 
insurance industry, the National Housing 
Fund contributed capital to the Korea Housing 
Guarantee Co., Ltd. in 2002 as it suffered 
from negative effects of the Crisis. Other 
loan programs for builders are also available 
from public funds, such as the Government 
Employee Pension Fund, the Korea Teachers 
Pension Fund and the National Pension Fund, 
as discussed in section 3.4.3 above.
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SecuRitization

ReSiDential MoRtgage 
SecuRitization

Securitization is a very recent phenomenon. In 
the securitization market, a residential mortgage 
is among the most important underlying 
assets. The total Mortgage-Backed Security 
issuance from 2000 to 2007 was KRW22 
trillion (USD22 million). Among the issuers, 
the secondary mortgage market enterprises of 
both the Korea Housing Finance Corporation 
and the Korea Mortgage Corporation 
(KoMoCo), which transferred its business to 

the Korea Housing Finance Corporation in 
2004, issued KRW13.7 trillion (USD13.7 
billion) in Mortgage-Backed Securities. Table 
3-22 shows the market size. From 2004 to 
2007, the Korea Housing Finance Corporation 
issued KRW10.8 trillion (USD10.8 billion) 
in Mortgage-Backed Securities, totaling 27 
such issues. Under the Asset-Backed Security 
Act, banks, insurance companies, and finance 
companies such as capital companies issue 
Asset-Backed Security, the underlying assets 
for which are mortgage loans.

(KRW billion (uSD million))

Korea Housing Finance 
corporation (Korean 

Mortgage corporation)

banks Finance 
companies

(capital)

insurance companies  total 

2000 1,279 - 377 - 1,656

2001 743 - 477 - 1,220

2002 528 - 12 411 951

2003 327 - - - 327

2004 3,016 2,031 - - 5,047

2005 3,861 770 - - 4,631

2006 1,753 2,013 - - 3,766

2007 2,188 2,090 152 - 4,430

total 13,695 6,904 1,018 411 22,028

table 3.22 tRenD oF MoRtgage-bacKeD SecuRitY iSSuance1

1: asset-backed Securities with underlying assets of residential mortgages are defined as Mortgage-backed Securities.

Source: Financial Supervisory Service, Korea Housing Finance corporation, and Korean Mortgage corporation.

The Mortgage-Backed Security market 
has considerable potential for growth. In 
2007, the outstanding balance of residential 
mortgage was valued at KRW288.5 trillion 
(USD288.5 billion). Nonetheless, total 
Mortgage-Backed Security issuance over 
the most recent eight years was less than 10 
percent of the outstanding mortgage balance 
for the year 2007. In addition, the Korean 
Mortgage-Backed Security market accounted 
for only 16 percent and 22 percent of the 

Asset-Backed Security market in 2006 and 
2007, respectively.

Another key feature of the Mortgage-Backed 
Security market is that cross-border transactions 
increased. Samsung Life Insurance Co., 
Ltd. issued the first cross-border Mortgage-
Backed Security in 2002. After then, Standard 
Chartered First Bank issued US dollar and 
Euro indexed Mortgage-Backed Securities 
as shown in table 4-8; more information is 
provided in section 4.2.3. A securitization plan 
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with performance indicators can be found on 
the Web site of the Financial Supervisory 
Commission Registration System (the so-
called DART system: http://dart.fss.or.kr). 
The recent United States subprime crisis 
would influence cross-border transactions 
negatively. Nevertheless, the trend of cross-
border Mortgage-Backed Security transactions 
is expected to grow and new structures are 
expected to be tested for banks to diversify 
funding sources.

coMMeRcial MoRtgage 
SecuRitization 

Commercial mortgages, including housing 
development loans, are being securitized 
actively under the Asset-Backed Security 
Act. A unique structure is used to securitize 
commercial mortgages based on pre-sale 
installment payments (equitable mortgages). By 
prioritizing payments of equitable mortgages, 

financial institutions lend development loans 
to homebuilders while issuing Asset-Backed 
Securities in the secondary market by shifting 
the priority to investors. Homebuilders 
eventually finance construction costs from the 
secondary mortgage market.

The trend towards Asset-Backed Securities 
backed by equitable mortgages or housing 
development loans from 1999 to 2003 is 
provided in table 3-23. It is expected to grow 
with the recent rapid growth of real estate 
project finance Asset-Backed Securities, which 
accounted for 25.8 percent of the Mortgage-
Backed Security market in 2006 (Financial 
Supervisory Service, 2008). Nonetheless, 
market information on the housing sector 
alone is very limited.

(unit: KRW billion (uSD million))

Year no underlying assets Senior Junior total

1999 1 equitable Mortgages 190 37.8 227.8

2000 1 equitable Mortgages 17.9 - 17.9

2001 8 equitable Mortgages 827 31.6 858.6

Development loans

2002 17 equitable Mortgages 1,136.00 12.4 1,148.40

Development loans

2003 22 equitable Mortgages 1,158.90 1.5 1,160.40

Development loans

total 49 3,329.80 83.3 3,413.10

table 3.23 iSSuance oF aSSet-bacKeD SecuRitY bacKeD bY eQuitable MoRtgageS 
anD conStRuction loanS

Source: lee & Jung (2004: 30).
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cHapteR 4

Main plaYeRS in tHe HouSing Finance MaRKet

This chapter discusses the main players in 
the housing finance market: the National 
Housing Fund (NHF), commercial banks, 
the Korea Housing Finance Corporation 
(KHFC), the Korea Housing Guarantee Co., 
Ltd (KHGC) and the Korea Housing Bank 
(KHB). It provides in-depth analysis of their 
roles, performance, and major products. In 
addition, a concise discussion of the banking 
sector is provided in section 4.2.

national HouSing FunD

HiStoRY, ManageMent anD Size

The National Housing Fund is a government-
based fund established in 1981 with the 
enactment of the Housing Construction 
Promotion Act.  It also merged with the 
National Housing Account, which was 

founded in 1973 (Ministry of Construction 
and Transportation, 2006). The National 
Housing Fund is managed and administered 
by the Ministry of Land, Transportation, and 
Maritime Affairs (MLTM). It is entrusted to 
Kookmin Bank. Originally, it was entrusted 
to the Housing and Commercial Bank, with 
which Kookmin Bank merged. In 2002, 
Kookmin Bank again entrusted some of 
its administrative responsibilities to both 
Woori Bank and the National Agricultural 
Cooperative Federation.

The National Housing Fund was the third-
largest public fund in terms of total assets 
at the end of 2004. In 2005 its net profits 
were KRW322 billion (USD322 million); its 
assets totaled KRW55.5 trillion (USD55.5 
billion) and its liability was KRW50.9 trillion 
(USD50.9 billion). Table 4-1 shows trends in 
profits from 1999 to 2005.

(unit: KRW billion (uSD Million))

1999 20001 20011 2002 2003 2004 2005

asset 37,193.6 41,198.4 43,460.1 46,114.5 49,927.2 50,991,9 55,582.5

liability 32,530.1 36,901.5 40,042.1 42,489.5 45,839.2 46,658.7 50,933.1

profits 338.4 -443.4 -956.5 101.6 461.9 248.5 322.1

table 4 .1 national HouSing FunD’S aSSet, liabilitY anD net pRoFitS 

1: in both 2000 and 2001, it recorded negative profits mainly due to capital injection to the Korea Housing guarantee co., ltd.

Source: Ministry of construction and transportation (2006).
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contRibutionS to tHe HouSing 
Finance MaRKet

The National Housing Fund has played a 
dominant role in the mortgage market. Its 
share exceeded 50 percent from 1986 to 
2001, as shown in table 4-2. Some caution is 
nevertheless necessary when interpreting table 
4-2, as the outstanding mortgage balance 
shown may not be accurate due to classification 

practices in the banking industry, which are 
discussed in section 5.3.1. Nevertheless, during 
the period of rapid economic development the 
National Housing Fund was a major mortgage 
provider, offering more favorable terms than 
other lenders. Until the mild 1990s, the 
government played a significant role in the 
mortgage market.

(unit: %)

1986 1996 1997 1998 1999 2000 2001

national Housing Fund 50 50 48 53 56 56 55

Kookmin bank
(Housing and commercial banks 
)

41 38 35 34 32 35 36

others 9 12 17 13 12 9 9

total 100 100 100 100 100 100 100

table 4. 2 tRenDS in MoRtgage MaRKet SHaRe bY SectoR anD lenDeR gRoup1

1: based on the outstanding balance as of the end of each year.

Source: lee (2003, b: 25) and Kookmin bank.

The National Housing Fund was also the key 
lender in the housing development finance 
market. Table 4-3 shows the nationwide 
housing supply and housing units constructed 
through National Housing Fund loan 

programs. From 1981 to 2002, the National 
Housing Fund provided loan services for about 
3.5 million housing units, which accounted for 
35.7 percent of the national housing supply.

(unit: thousand units)

1981-1990 1991-2000 2001 2002 total

newly constructed Houses (a) 3,079 5,457 530 667 9,733

constructed by public Sector(b) 1,340 1,953 128 - 3,421

Housing Supported by the nHF (c) 1,017 2,176 148 131 3,472

c/a (%) 33.0 39.9 27.9 19.6 35.7

table 4.3  national HouSing FunD HouSing SuppoRt

Source: Kim (2005: 5).
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capital FunDing

The National Housing Fund has diverse 
funding sources. It issues two different types 
of National Housing Bonds (NHB): First-
grade and second-grade. First-grade National 
Housing Bonds are sold to those who register 
a real estate title or obtain authorization or 
permission for real estate transactions. Second-
grade National Housing Bonds are issued to 
purchasers of homes that are larger than 85m2, 
and are constructed on land provided by the 
public sector. As of May 2006, whereas the 
interest rate on first-grade National Housing 
Bonds was 3.0 percent per annum, that on 
second-grade National Housing Bonds was 
0.0 percent per annum. The former mature in 
five years while the latter mature in 10 years 
(20 years before July 1999). No more third-

grade National Housing Bonds, which were 
sold to homebuilders on land provided by 
the public sector from June 2005 to February 
2006 with an interest rate of zero percent, are 
being issued.

The National Housing Fund provides financing 
mainly by issuing National Housing Bonds. 
In 2005, it funded loans totaling KRW133 
trillion (USD133 billion), 48 percent of 
which were funded through National Housing 
Bonds. Both the government and the National 
Lottery Fund also transferred KRW2,805 
billion (USD2,805 million) in funding. The 
National Housing Fund also raises capital 
from interest income. In addition it is allowed 
to borrow from special national accounts, 
pension funds, or international funds.

borrowing 
from special 

national accounts
18,851 

41%

government 
343 
0%

lottery Fund 
2,462 

2% 

Housing bond 
63,928

48%

others
17,460 

13%

interest income 
29,802 

23%

FiguRe 4.1  national HouSing FunD FunDing SouRceS in 2005

(unit: KRW billions (uSD million))

Source: Ministry of construction and transportation (2006: 22).
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The National Housing Fund has contributed 
to the formation of the secondary mortgage 
market. It invested equity capital in Korea 
Mortgage Corporation, the first secondary 
mortgage market enterprise. From 2000 to 
2003, the National Housing Fund raised 
capital through mortgage securitization.

loan pRogRaMS

a. Consumer Program

The National Housing Fund has expanded its 
consumer finance programs since the Crisis. 
In 1995 the lending volume for consumers 
remained at KRW170 billion (US$170 
million), increasing to KRW3,793 billion 
(USD3,793 million) in 2000. It also expanded 
its Chonsei deposit programs in the early 
2000s. The National Housing Fund has been 
providing loan services mainly for relatively 
low-income households. Nonetheless, in the 
underdeveloped housing finance market, 
the National Housing Fund was one of the 
main mortgage providers. Consumer finance 
programs are discussed in greater detail in 
sections 3.4.1 and 3.5.1.

b. Homebuilder Program

The National Housing Fund is an active lender 
that takes the majority of public development 
lending programs. After 1998, the National 
Housing Fund emphasized its rental housing 
development program (Kim, 2005: 10). 
Table 4-4 shows that the share comprising 
all development loans for rental housing, 
following the expansion of the program in 
1999, increased to about 90 percent in 2002.

As of July 2006 interest rates on rental housing 
developments were less than 5.5 percent 
per annum. Interest rates on development 
programs for low-income groups (those in the 
first to third percentiles) were 3.0 percent per 
annum. Loan amount restrictions of less than 
KRW75 million (USD75,000) are imposed 
on every housing unit. Maturity terms were 
20 years and grace periods were different from 
those of other programs. Interest rates for 
for-sale housing developments were between 
4.0 and 5.2 percent per annum. The loan 
maturity term was 3 years or 20 years with 
a 1-year grace period. The maximum loan 
amount is KRW55 to 80 million (USD55 
to 80,000). In addition, the program for 
quality improvement of current houses has an 
interest rate of 3.0 percent per annum. The 
maximum loan amount was between KRW15 
and 40 million: KRW20 million in rural areas 
(USD15 – 40,000; USD20,000 in rural areas) 
maturing at either 15 or 19 years.
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(unit: KWR hundred million (uSD hundred thousand), %)

1995 1996 1997 1998 1999 2000 2001 2002

loans for Rental 12,523 17,211 21,179 19,555 22,870 34,355 41,194 36,904

Housing construction -33.6 -43.5 -52.8 -68.2 -70.6 -79.3 -86.5 -89.9

national 924 - - - 2,620 1,600 8,134 11,665

Rental Housing -2.5 - - - -8.1 -3.7 -17.1 -28.4

public 9,423 14,508 17,448 14,975 11,405 12,810 13,596 10,618

Rental Housing -25.2 -36.7 -43.5 -52.3 -35.2 -29.6 -28.5 -25.9

Middle-size - - - 363 3,938 15,527 16,955 13,137

Rental Housing - - - -1.3 -12.2 -35.9 -35.6 -32

Reconstructed 134 228 918 737 2,226 1,966 694 -

Rental Housing -0.4 -0.6 -2.3 -2.6 -6.9 -4.5 -1.5 -

company employee 1,055 1,115 696 209 19 - 14 55

Rental Housing -2.8 -2.8 -1.7 -0.7 -0.1 - 0 -0.1

Rental Housing 987 1,360 2,117 3,271 2,662 2,452 1,801 1,429

installment -2.6 -3.4 -5.3 -11.4 -8.2 -5.7 -3.8 -3.5

loans for For-sale 24,800 22,379 18,948 9,102 9,540 8,945 6,454 4,146

Housing construction -66.4 -56.5 -47 -31.8 -29.4 -20.7 -13.5 -10.1

public 19,894 17,617 15,515 7,049 6,674 3,625 1,927 959

For-sale Housing -53.3 -44.5 -39.7 -24.6 -20.6 -8.4 -4 -2.3

Middle-size - - - - 1,343 4,717 4,275 3,072

For-sale Housing - - - - -4.1 -10.9 -9 -7.5

Welfare-enhancing 3,411 3,700 2,838 1,427 855 190 18 -

Housing -9.1 -9.3 -7.1 -5 -2.6 -0.4 0 -

Multi-family 498 262 117 9 57 121 143 71

For-sale Housing -1.3 -0.7 -0.3 0 -0.2 -0.3 -0.3 -0.2

Multi-household 997 800 478 65 49 72 91 44

For-sale Housing -2.7 -2 -1.2 -0.2 -0.2 -0.2 -0.2 -0.1

Redeveloped - - - 552 535 - - -

For-sale Housing - - - -1.9 -1.7 - - -

Reconstructed - - - - 27 220 - -

For-sale Housing - - - - -0.1 -0.5 - -

total 37,323 39,590 40,127 28,657 32,410 43,300 47,648 41,050

-100 -100 -100 -100 -100 -100 -100 -100

table 4 .4  national HouSing FunD loan pRogRaMS FoR HoMebuilDeRS (except 
loanS FoR ReStRuctuRing anD iMpRoveMent)

Source: Kim (2005:11).
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coMMeRcial banKS

Recent DevelopMentS in tHe 
banKing inDuStRY

The financial industry contracted following the 
Crisis. Kim (2007, a) provides an example in 

which the number of local branches of financial 
firms decreased to 1,320 in 2006; there were 
2,103 branches in 1997. The number of banks 
based on the banking accounts of the Financial 
Supervisory Commission decreased by 7 over 
the five-year period, as shown in Table 4-5.

(unit: KRW billion (uSD million))

1998 1999 2000 2001 2002

number of banks 21 17 17 15 14

average asset Size 18,885 24,805 29,143 31,258 40,595 

average credit outstanding 13,738 19,311 21,271 25,273 33,184 
1: at the end of year.

Source: Kim (2003, a: 5).

table 4.5  tRenDS in tHe nuMbeR oF banKS anD tHeiR cReDit outStanDing1

Commercial banks have restructured to take 
on more assets and improve the soundness of 
their capital stocks. Kim (2007, a) indicates 
that the BIS ratio of banks improved to 
12.7 percent in 2006, from only 7.0 percent 
in 1997. The average asset volume reached 
KRW40.6 trillion (USD40.6 billion) in 2001, 
more than doubling since 1998. As banks 
have expanded and diversified their businesses, 
increased competition was inevitable. For 
instance, bankers are promoting cell phone 
plans or credit cards at branches. Also, they 
have been selling insurance products since 
the government introduced bank assurance in 
2003.

Banks have also expanded business in the 
household sector. The loans outstanding 
for the household sector reached half of the 
total credit balance, as seen in section 3.1.1. 
Lee (2003, b) calls the hot competition in 
the mortgage market a “war”. In the banking 
sector, Kookmin Bank, which merged with the 
privatized Housing and Commercial Bank, 
emerged as a leader.

cuRRent StatuS oF HouSing Finance

Commercial banks are leading the mortgage 
market. They redesigned the market in a 
different way from what had been in place 
the previous decade. For example, mortgage 
maturity terms shrank rapidly in the early 
2000s. Moreover, most adjustable-rate 
mortgages are indexed to Certificate of 
Deposits, as discussed in section 3.2 and 
section 3.3.

The soundness of mortgage assets has improved. 
Table 4-6 provides trends in the Loan-To-
Value ratio and delinquency rates on mortgage 
assets held by banks. The Loan-To-Value ratio 
of 56.4 percent in 2004 had decreased to 47.9 
percent by 2007. Delinquency rates were 
lower than 1.8 percent. Nonetheless, due to 
the market’s fierce competition, profitability 
in the mid 2000s has apparently decreased, as 
discussed in section 3.6.2.
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Project financing helped banks participate in 
the real estate development market, although 
they decreased direct lending practices, as 

discussed in section 3.7.2. In 2002 and 2004, 
banks increased the project finance business 
dramatically, with commercial banks becoming 

(unit: KRW billion, (uSD million))

2000 2001 2002 2003

total 1,292.7 2,347.8 5,959.5 3,388.6

commercial banks 959.9 1,301.8 4,594.2 2,451.0

local banks 110.0 68.0 233.0 243.0

other banks 222.8 978.0 1,132.0 694.6
1: cross boarder transactions are excluded.

Source: bank of Korea (5 September 2003).

table 4.7  pRoJect Financing oF banKS1

active players. Table 4-7 includes statistics on 
projects for real estate developments, including 
housing development.

SecuRitization

Standard Chartered First Bank issued Mortgage-
Backed Securities six times from 2004 to 2006. 
It completed US Dollar or EURO Mortgage-
Backed Security transactions as shown in table 
4-7. The general structure of cross-border 
Mortgage-Backed Security transactions is 
shown in figure 4-4. You (2005: 34) points 
out that, unlike with domestic transactions, 
“financial institutions deal with several features 
such as swap costs to mitigate currency and 

interest rate mismatches, guarantee fees on 
interest and principal payments of notes to 
international monoline insurance companies, 
and several expenses incurred through cross-
border transaction structures”. Nonetheless, 
a cross-border transaction is expected to be 
beneficial to borrowers, as the new funding 
source would increase competition on the 
supply-side. 

Moreover, banks are key Mortgage-Backed 
Security investors, having purchased 47.6 
percent of Korea Housing Finance Corporation 
Mortgage-Backed Securities from March 2004 
through December 2006, as shown in Figure 
4-5. 

2004 2005 2006 2007

loan-to-value (%) 56.4 52.2 49.5 47.9

Delinquency Rate (%) 1.8 1.1 0.6 0.4

table 4. 6 tRenDS in loan-to-value Ratio anD MoRtgage DelinQuencY RateS1

1: at the end of year.

Source: Financial Supervisory Service (13 March 2008).
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(unit: Million)

Date currency amount

2004.3 uSD uSD499   

2004.7 uSD uSD325  

2004.12 euRo euRo550  

2005.3 euRo euRo500  

2006.3 uSD uSD650  

2006.11 uSD uSD1,259.8

table 4.8 StanDaRD cHaRteReD FiRSt banK’S MoRtgage-bacKeD  SecuRitY
tRanSactionS

Source: Financial Supervisory commission.

Domestic Spc (issuer)

Domestic Spc (purchaser)

investors

Swap counterparty

Monoline insurance

originator

Foreign 
currency

Foreign 
currency

KRW

KRW

Sale of Mortgages 
(KRW)

guaranteed RMbS

note guarantee

Swap guarantee

Foreign currency

note

FiguRe 4.2  geneRal StRuctuRe oF cRoSS-boRDeR ReSiDential MoRtgage baSeD 
SecuRitieS RMbS tRanSactionS

Source: You (2005: 33).

Banks are working together with other financial 
institutions in the securitization industry for 
real estate development. They service loans, 
consult on deals, and sometimes make deals. 
Table 4-9 shows recent trends in the volume of 

real estate project financing via Asset-Backed 
Securities and Asset-Backed Commercial 
Papers (ABCPs).
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KeY cHaRacteRiSticS oF MoRtgage 
pRoDuctS

Banks provide a ready supply of a diverse 
range of mortgage products. Borrowers can 
customize characteristics and terms of their 
mortgages. Nevertheless, most mortgage 
products provided by banks are short-term 

loans, adjustable-rate loans, or bullet loans, as 
discussed in section 3.3. Mortgages with other 
characteristics are also available if borrowers 
are willing to bear a high interest rate burden. 
Table 4-10 compares the characteristics of 
mortgages originated by banks and by the 
Korea Housing Finance Corporation around 
2004.

banKS KoRea HouSing Finance 
coRpoRation

Maturity Short-term(mainly less than 3 
years) or
long-term

long-term(10, 15, 20 years)

interest Rate adjustable Rate Fixed Rate

loan-to-value Short-term
apartments in the speculated 
areas: 40 percent
in the quasi-speculated areas: 50 
percent
others 60 percent
long-term: 60 percent

Without chonsei or rental 
contracts
- apartment: 70 percent
- others: 65 percent
With chonsei or rental contracts
- apartment: 60 percent
- others: 65 percent

amortization bullet  amortized

income tax Deduction Short-term:
not deductable
long-term (more than 15 year):
 Deductable with size restrictions

Deductable with size restrictions
(not for 10 year maturity)

table 4 .10 coMpaRiSonS MoRtgage cHaRacteRiSticS betWeen banKS anD tHe 
KoRea HouSing Finance coRpoRation

Source: Korea Housing Finance corporation and chung (2004: 5).

Recently banks introduced so-called ‘combined mortgages’, which are transactions that 
combine fixed and adjustable-rate loans. Table 4-11, released by the financial authority, lists the 
characteristics of combined mortgages provided by major

Source: Financial Supervisory Service (18 February 2008).

(unit: KRW billion (uSD million))

2005 2006 2007

Jan-Jun Jul-Dec Jan-Jun Jul-Dec Jan-Jun Jul-Dec 

project Financing asset-backed Security 2,038.2 2,837.8 4,174.1 1,723.8 1,012.6 200.0

project Financing asset-backed 
commercial paper

494.5 2,762.4 3,898.7 4,898.6 4,972.3 4,739.1

total 2,532.7 5,600.2 8,072.8 6,622.4 5,939.9 4,939.1

table 4.9 tRenDS in Real eState pRoJect Financing 
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Swap1

indexed 
apartment 
Mortgage

apartment 
power
loan

Shinhan
long-term 
Mortgage 
loan

Self-
Designed 
Mortgage
loan

gold
premier 
Mortgage 
loan

bank Kookmin
bank

Woori
bank

Shinhan bank Hana
bank

nonghyup 
bank

Selection of types 
and conditions upon 
origination

Swap interest 
rate (term)
and adjustable 
- rate

Fixed-rate 
[term]
or adjustable-
rate

Fixed-rate
and term

Fixed-rate 
[term]
or adjustable-
rate

Fixed-rate 
[term]
or adjustable-
rate

Duration of fixed-rate 1 yr,
2 yrs,
3 yrs
4 yrs,
5 yrs

1yr,
2 yrs,
3yrs,
5yrs

3 months,
6 months,

1yr,
2 yrs,
3yrs,
5yrs

1yr,
2yrs,

3 yrs,
5yrs,
7yrs,

10yrs

1yr,
10 yrs

Restrictions on number 
of changes in mortgage 
types2

not available 2 1 not available not available

table 4 .11 cHaRacteRiSticS oF coMbineD MoRtgageS (aS oF MaY 2007)

1: Swaps to fixed-rate.
2: From fixed-rate to adjustable -rate (or from adjustable -rate to fixed-rate).

Source: Financial Supervisory Service (12 Jun 2007).

KoRea HouSing Finance 
coRpoRation

DevelopMent

The Korea Housing Finance Corporation 
launched in 2004. The Korea Housing Finance 
Corporation Act states that its mission is to 
promote the stable and long-run supply of 
housing finance. 

As shown in figure 4-3, policy goals include 
the promoting of home ownership, enhancing 
the stability of the financial market, and 
developing the long-term bond market.

promoting
Home ownership

Developing long-term 
bond Market

Mitigate Short-term borrowers’  •	
payment burdens
provide long-term Fixed-rate Mortgages  •	
Discourage Residential House Speculation •	

Reduce Risks associated with Short-term •	
variable-rate mortgages
absorb abundant quasi-cash assets •	
improve Financial institutions’ profitability•	

provide Safe investment opportunities •	
provide investment products with Range of •	
Maturities
introduce pass-through Securities  •	
& new products

enhancing Stability of 
Financial MarketsKHFc

FiguRe 4.3 oveRvieW oF KoRea HouSing Finance coRpoRation anD itS MiD-to-
long-teRM eFFectS

Source: Korea Housing Finance corporation
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The Korea Housing Finance Corporation’s 
capital stock was subscribed from the Bank 
of Korea, the National Housing Fund, and 
the government. To enhance public trust, 
the Korea Housing Finance Corporation Act 
states that losses in excess of reserve are covered 
by the government. The Korea Housing 
Finance Corporation operates in several lines 
of business. The basic business is purchasing 
mortgages and issuing Mortgage-Backed 
Securities (or Mortgage Backed Bonds). It can 
run a mortgage portfolio business. When it 
was established, the Korea Housing Finance 
Corporation began to manage the Housing 
Finance Credit Guarantee Fund, which was 
formerly managed together with the Korea 
Credit Guarantee Fund. It took over the 
securitization business from Korea Mortgage 
Corporation. The Korea Housing Finance 
Corporation began to sell its mortgage loans 
under the securitization commitment program 
in March 2004 and issued the first Korea 
Housing Finance Corporation Mortgage-
Backed Security in June 2004.

SecuRitization coMMitMent 
pRogRaM

The Korea Housing Finance Corporation 
provides long-term and fixed-rate mortgages, 
the main terms and characteristics of which are 
provided in table 3-11. To originate mortgages 
and issue Mortgage-Backed Securities, 
the Korea Housing Finance Corporation 
operates a unique securitization commitment 
program. Initially, nine financial institutions 
participated in the program, but the number 
of participating lenders expanded to 21 in 
January 2007. 

The Korea Housing Finance Corporation 
purchases originated loans that borrowers take 
out from branches of participating lenders. It 
pools, packs and sells them in its trust. The 
Korea Housing Finance Corporation Trust 
then sells Mortgage-Backed Securitas in the 
secondary mortgage market. Technically, the 
issuer of a Mortgage-Backed Security in this 
case is the Korea Housing Finance Corporation 
Trust. Figure 4-4 shows the Mortgage-Backed 
Security securitization structure. The Korea 
Housing Finance Corporation also provides 
administrative and guarantee services for 
timely payments of Mortgage-Backed Security 
principal and interest. Each securitization 
plan is registered under the Financial 
Supervisory Commission dart system. The 
participating lenders provide services for 
loan administration. In addition, the Korea 
Housing Finance Corporation manages the 
e-mortgage system, through which borrowers 
can identify conditions such as interest rates 
and maximum loan amounts.
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lenders 
(Seller/Servicer)

borrowers

FSc

KHFc trust 
(trustee: KHFc)

investors

issurance of MbS

MbS p&i Repayment

Servicing Fees

guarantee Fees  
trustee Fees

guarantee on MbS  
p&i payment

Monthly  
Repayment  

of p&i

trust

Registration of Securitization plan. 
transfer/trust

Sale of Mortgage assets

Mortgages

FiguRe 4.4 KoRea HouSing Finance coRpoRation MoRtgage-bacKeD SecuRitY 
iSSuance StRuctuRe

Source: Korea Housing Finance corporation

The average borrowers’ age was 39; their total annual income was KRW31 million. The average 
home price was KWR127 million (USD127,000). Ninety percent of collateral is in parcels that 
are less than 85m2 in area, as shown in table 4-12.

aveRage

borrowers age 39

annual income KRW 31 million 

Fraction of house with size of less than 85m2 90

House price KRW 127 million 

loan amount KRW 73 million 

table 4.12 boRRoWeR cHaRacteRiSticS oF KoRea HouSing Finance coRpoRation 
MoRtgageS1

1: Data is obtained from mortgage loans originated from 2004 to 23 apr 2007.

Source: Korea Housing Finance corporation (14 May, 2007).

Table 4-13 compares borrower characteristics 
of those whose Korea Housing Finance 
Corporation mortgages were originated by 
Kookmin Bank and those whose mortgages 
were Kookmin Bank’s own products. 

Younger borrowers with less income took 
out Korea Housing Finance Corporation 
mortgages. The average collateral value 
for Korea Housing Finance Corporation 
mortgages was lower and the average Loan-to-
Value was higher.
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Korea 
Housing 
Finance 

corporation

Kookmin 
bank

Korea 
Housing 
Finance 

corporation

Kookmin 
bank

ages 20s 08.Mar 07.Mar loan amount average 57.1 50.8

30s 52.9 42.4 (KRW million: 
uSD thousand)

over 
200

- 03.apr

40s 03.Feb 33 less 
200

100 96.6

50s 06.Jun 13 loan-to-value 
(%)

average 53.7 39.8

value
of collateral
(KRW 
million: 
uSD 
thousand)

average 114.4 138.7 More 
40

86.4 65.7

over 
600

- 02.Sep less 40 13.Jun 34.3

300-600 5 10.Sep Maturity(year) 18.Sep 13.Jun

200-300 20 23.May average 
Debt(KRW 

million uSD 
thousand)

77.2 74.4

100-200 36 36.6 Mortgage 
interest 

Rate (%)

6.7 6.22

below 100 39 26.4 annual 
income 

(KWR 
million uSD 

thousand)

30.9 34.9

Source: o (2006: 8) .

table 4.13 KoRea HouSing Finance coRpoRation MoRtgageS oRiginateD bY 
KooKMin banK vS. MoRtgageS oF KooKMin banK 

Moreover, the Korea Housing Finance 
Corporation sells reverse mortgages to citizens 
who are 65 years old or older. The maturity 
term of these loans is the lifetime of the 
borrower; at termination borrowers can pay 
back their loans by liquidating collateral.

KoRea HouSing Finance 
coRpoRation MoRtgage-bacKeD 
SecuRitY

Multiple Mortgage-Backed Security tranches 
with different terms of maturity are issued 
at each transaction. In general, a Mortgage-
Backed Security that matures in less than 
three years does not warrant a call to enhance 
liquidity. 

Their coupons are fixed and high ratings are 
given due to the Korea Housing Finance 
Corporation guarantee. Table 4-14 shows the 
key structure of a Mortgage-Backed Security; 
further details have been discussed in the 
previous section.
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underlying assets Mortgages originated by participating lenders 
under securitization commitment program

issuance amt. KRW 300-500billion(per issue)

issuer
issuance

trust(trustee : Korea Housing Finance corporation)
Korea Housing Finance corporation provides 100 
guarantee on Mortgage-backed Security principal & 
interest payment

Structure Multiple tranches with different Maturities
Sequentially partially callable on a quarterly basis
Quarterly Mortgage-backed Securities principal & 
interest  Repayment by the exercise of call option
non-callable 1,2,3 yr tranches

Mortgage-backed Security terms Fixed-rate Mortgage-backed Security (Quarterly 
coupon payment)
aaa credit rating, listed in Korea Stock exchange, 
Deposited in Korea Securities Dealers, public offering

Servicer participating lenders

table 4.14 KoRea HouSing Finance coRpoRation MoRtgage-bacKeD  
SecuRitY pRoDuct1

1: information on each Mortgage-backed Security issuance is available from www.khfc.co.kr.

Source: Korea Housing Finance corporation.

About 37 percent of Mortgage-Backed 
Securities mature after 10 or more years. 
For the first time in the Korean financial 
market, 20-year maturity bonds were issued 
with Mortgage-Backed Security products in 
June 2004 (You, 2007). Mortgage-Backed 
Securities that mature in 20 years account for 
4.5 percent of the market, as shown in figure 

4-5. Most Mortgage-Backed Securities mature 
in more than three years. Banks and insurance 
companies own about 80 percent of Korea 
Housing Finance Corporation Mortgage-
Backed Security investments. Pension funds, 
investment trusts, and securities companies 
have invested the remaining capital.

insurance co.  
32.3%

banks 
47.6% Securities co. 

3.7%

investment trust 
7.1%

pension Fund  
9.2%

7yr 
19.9%

5yr 
19.4%

1yr 
4.3%

2yr 
5.9%3yr 

13.8%

10yr 
18.5%

15yr 
13.7%

20yr 
4.5%

MbS issurance by maturityMbS placement by investor type

FiguRe 4.5 MoRtgage-bacKeD SecuRitY placeMent anD MatuRitY

total KHFc MbS issurance amount (June 2004 -Dec.2006)

Source: .Korea Housing Finance corporation
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MeRgeR oF tHe KoRea MoRtgage 
coRpoRation

The Korea Housing Finance Corporation 
took over the securitization business of 
Korea Mortgage Corporation, the equity in 
which came from a combination of funding 
supplied by the National Housing Fund, the 
IFC Merrill Lynch, and Korean commercial 
banks such as Kookmin Bank Korea Mortgage 
Corporation issued KRW2.8 trillion (USD2.8 
billion) in Mortgage-Backed Security 
investments during the 2000 to 2003 period. 
Most of the underlying assets were National 
Housing Fund loans, except for two Mortgage-
Backed Security issuances. In particular, the 
last Mortgage-Backed security deal through 
Korea Mortgage Corporation represented 
a breakthrough in the financial market. You 
(2007) assesses it as a pilot project of the Korea 
Housing Finance Corporation securitization 
commitment program. Nonetheless, Korea 
Mortgage Corporation securitized only 578 
loans, in the amount of KRW16.6 billion 
(USD16.6 million) in the last transaction.

ManageMent oF tHe HouSing 
Finance cReDit guaRantee FunD

The Korea Housing Finance Corporation has 
been managing and operating the Housing 
Finance Credit Guarantee Fund since March 
2004. The Housing Finance Credit Guarantee 
Fund provides housing guarantee insurance 
services for both borrowers and homebuilders. 
During the 1988 – 2001 period, it supplied 
more than two million households with 
financial services (Lee, 2003, a). The total 
guaranteed loan amount reached about 
KRW37 trillion (USD37 billion), as shown in 
table 4-15.

(unit: units and KRW million (uSD thousand))

Year Houses Rental contracts

Households(a) amount(b) b/a Households (c) amount(D) D/c

1988 25,806 51 Jan.97 1,008 5 05.Jul

1989 30,842 135 apr.38 14,45 97 Jun.70

1990 31,327 288 Sep.20 19,86 137 Jun.90

1991 47,059 828 17.58 5,889 51 aug.63

1992 62,987 1,216 19.30 5,061 43 aug.44

1993 72,736 1,459 20.Jun 7,731 73 Sep.41

1994 59,059 1,177 19.92 17,939 178 Sep.90

1995 54,019 946 17.51 24,988 251 10.apr

1996 54,658 995 18.21 30,082 314 oct.45

1997 73,2 1,131 15.46 58,605 625 oct.66

1998 201,997 4,413 21.85 43,911 448 oct.20

1999 166,572 4,723 28.36 136,631 1,67 Dec.23

2000 185,003 4,846 26.19 238,215 3,101 13.Feb

2001 227,379 5,247 23.aug 190,681 2,339 Dec.26

total 1,292,644 27,455 21.24 795,051 9,331  11.74

Source: lee (2003, a: 110) and Housing Finance credit guarantee Fund.

table 4.15 tRenDS in guaRantee inSuRance SeRviceS FoR conSuMeRS
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The premium for such insurance for consumer 
financing is determined by income status 
and loan type. For example, the premium 
is only 0.5 percent of the loan amount for 
rental contracts involving households at the 
lowest income level, while it is 1.1 percent for 
middle-income earners as of September 2008.  
For home purchases, the premium is 1.1 
percent. The maximum amount of guarantee 
insurance is KRW100 million (USD100,000) 
for purchases, pre-sale purchases, or rental 
contracts. It can increase up to KRW270 
million (USD270,000) in the case of pre-sales 
that involve temporary mezzanines or bridge 
financing.

The Housing Finance Credit Guarantee Fund 
also offers guarantee insurance products 
for homebuilders. During the 1988 to 
2001 period, it provided KRW20.6 trillion 
(USD20.6 billion) in construction loans, as 
shown in table 4-16. As of 2007, its offering 
features three products: guarantee insurance 
on project financing, guarantee insurance 
on National Housing Fund development 
financing, and guarantee insurance on 
development financing from bank accounts. 
The premium varies according to a range of 
factors including a builder’s credit and the 
amount and term length of the guarantee 
insurance.

The Housing Finance Credit Guarantee Fund 
raises capital from the government, financial 
institutions, premiums, and loans. In 2006, 
the government contributed KRW100 billion 
(USD100 million) while financial institutions 
provided KRW143 billion (USD143 million) 
from funds that were collected from mortgage 
borrowers.

Year amount (KRW billion(uSD million))   

1989          211 

1990          477 

1991          480 

1992          460 

1993          829 

1994       1,192 

1995       1,878 

1996       2,238 

1997       3,236 

1998       2,874 

1999       1,861 

2000       2,681 

2001       2,179 

total     20,596 

table 4.16 tRenDS in guaRantee 
inSuRance SeRviceS FoR HoMebuilDeRS

Source: lee (2003, a: 116) and Housing Finance credit 
guarantee Fund
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guaRantee inSuRance on HouSing 
conStRuction coMpletion

MaRKet oveRvieW

The homebuilder bears the liability for 
completion of home development projects 
under the pre-sale scheme shown in figure 
3-5. If she fails to complete the project, 
the guarantee insurance company protects 
the pre-sale owners by completing the 
development project. The Korea Housing 
Guarantee Co., Ltd. (KHGC) is a major 
player. It exercises monopolistic power (Kim 
et al., 2004: 17), although the Housing 
Finance Credit Guarantee Fund and Seoul 
Guarantee Insurance compete in the same 
market. Construction Guarantee and Korea 
Specialty Contractor Financial Cooperatives 
also provide guarantee insurance services for 
member homebuilders. They do not specialize 
in construction completion guarantee 
insurance, providing very comprehensive 
guarantee insurance services. Moreover, major 
construction companies sometimes work with 
small contractors; construction companies 
provide pre-sale owners with a commitment 
that they will complete a project if their 
partners default. In 2004, the government 
proposed a plan according to which home 
builders should not pre-sell houses under 
certain circumstances. This plan is discussed 
in section 5.2.6.

KoRea HouSing guaRantee co., 
ltD.

The Korea Housing Guarantee Co., Ltd. was 
established in 1992 and its equity holders 
include the government (55.05 percent), 
banks (17.88 percent), and construction 
companies (13.83 percent). As of 2006, the 
outstanding guarantee balance was KRW105.6 
trillion (USD105.6 billion). In particular, the 
guarantee insurance balance of pre-sales was 
KRW101.8 trillion (USD101.8 billion). The 
Korea Housing Guarantee Co., Ltd. issued 
684 guarantee insurance policies, valued at 
KRW38.6 trillion (USD38.6 billion) for 
(for-sale) home development in 2006. It also 
serviced loans for rental house development, 
in the amount of KRW0.8 trillion (USD0.8 
billion) and issued 26 guarantee insurance 
bonds. Table 4-17 shows trends in guarantee 
insurance outstanding from 1993 to 2006. 
As discussed already, the Korea Housing 
Guarantee Co., Ltd. suffered from the negative 
effects of massive defaults by construction 
companies and an equity invasion leading 
to the National Housing Fund’s injection of 
capital.
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(unit: contracts, KRW 100 hundred (uSD 100 thousand))

total  For-sale Houses For-rental Houses  others 

no  amount  no  amount  no  amount no amount

1993 825 7,083 19 1,741 5 64 801 5,278

1994 5,5 84,977 181 19,252 74 1,37 5,245 64,355

1995 5,797 108,518 317 42,923 128 2,159 5,352 63,436

1996 4,341 179,533 693 142,656 128 2,251 3,52 34,626

1997 4,182 262,195 950 233,61 147 3,36 3,085 25,225

1998 2,466 124,689 368 105,031 84 1,515 2,014 18,143

1999 1,629 190,255 483 175,522 98 7,996 1,048 6,737

2000 1,051 232,56 526 209,476 143 19,499 382 3,585

2001 1,001 221,118 545 199,776 121 18,11 335 3,232

2002 1,3 356,471 838 340,091 70 13,242 392 3,138

2003 1,334 410,246 897 396,622 35 9,775 402 3,849

2004 1,239 406,11 775 387,143 10 1,97 454 16,997

2005 1,232 385,127 696 331,956 15 4,905 521 48,266

2006 1,182 431,216 684 386,664 26 8,564 472 35,988

total 33,079  3,400,098 7,972 2,972,463 1,084 94,78 24,023 332,855

table 4.17 tRenDS in tHe KoRea HouSing guaRantee co., ltD.’S guaRantee 
inSuRance

Source: the Korea Housing guarantee co., ltd. (2007).

KoRea HouSing banK 

oveRvieW

The Korea Housing Bank was a government-
run bank. In 1997 it was privatized into the 
Housing and Commercial Bank, which was 
merged with Kookmin Bank in 2001. Korea 
Housing Bank’s history originally goes back to 
1967 with the enactment of the Korea Housing 
Bank Act (KHB Act). Its goal was to improve 
housing conditions through the effective 
raising and supply of funds (Korea Housing 
Bank, 1987). The Korea Housing Bank was 
the housing finance institution, specializing in 
mortgage borrowers or home builders during 
the period of industrial development. Also the 
Korea Housing Bank managed and operated 
both the National Housing Fund and the 
Housing Finance Credit Guarantee Fund 
separately from its own bank account. 

capital FunDing

The Korea Housing Bank had four main 
funding sources; capital, deposit, bond and 
borrowing. (Korea Housing Bank, 1987)  
Before 1996, 95.6 percent of its shares were 
held by the government, who were required 
to hold at least 50 percent of capital by the 
Korea Housing Bank Act (Kim, 1995). 
Deposit was the key funding source. In the 
1980s, the Korea Housing Bank offered 
two exclusive deposit programs, Housing 
Installment Savings Deposit and Housing 
Subscription Time Deposit. Depositors of the 
former program could obtain mortgages for 
housing construction or purchase. Depositors 
of the later program were allowed to purchase 
an apartment built by private contractors in 
large cities, if they met specified conditions. 
The Korea Housing Bank had another deposit 
program called Workers Asset Formation 
Deposit, which provided the depositors 
with tax benefits and made them eligible for 
mortgage loans (Korea Housing Bank, 1987). 
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The size of public and private borrowing was 
very minimal (Lee and Yoon, 1995).  

MaJoR activitieS

The Korea Housing Bank was the key lender for 
mortgage borrowers and home builders until 
the early 1990s. It had the lending programs 
from its own account and also operated 
and managed the lending programs for the 
National Housing Fund, as discussed earlier. 
Whereas the Korea Housing Bank targeted 
general consumers or builders, the National 
Housing Fund focused on low income earners 
or small-size housing unit builders. 

The Korea Housing Bank provided about 
85 percent of total housing loans directly or 
indirectly for the National Housing Fund, 
as shown in table 3-1. For example, in 1992 
Korea Housing Bank supplied KRW9.5 
trillion (USD9.5 billion) housing loans 
directly from its own account and assisted the 
National Housing Fund to provide KRW11.9 
trillion (USD11.9 billion) in housing loans. 
Table 4-18 shows the trend in housing loans 
originated in the early 1980s. Korea Housing 
Bank’s market shares in terms of outstanding 
balance are updated in previous table 3-1 and 
table 4-2.   

Korea Housing bank 
account(a)

national Housing Fund
 account(b)

total (c=a+b) (c) to gross 
Domestic product 

(%)
KRW billion

(uSD million)
unit

(000)
KRW billion

(uSD million)
unit

(000)
KRW billion

(uSD million)
unit

(000)

1981 721 298 673 366 1,394 664 Feb.86

1982 398 66 264 51 662 117 Jan.19

1983 474 77 501 81 975 158 Jan.49

1984 346 54 897 120 1,243 174 Jan.65

1985 333 52 557 98 890 150 01.Jun

1986 386 57 479 87 865 144 0.88

1: loan amount includes loans for builder’s operations and facility loans for housing material production.

Source: Korea Housing bank (1987:28) and Korea Statistical information Service.

table 4.18 HouSing loanS1 oRiginateD bY tHe KoRea HouSing banK FRoM 1981 to 
1986

Korea Housing Bank had lower interest rates 
than any other financial institution (Lee and 
Yoon, 1995). In fact, Korea completed a series 
of interest-rate deregulations in July 1997 
(Kim, 1997). Lee (2003: 24) insists that, until 

1997, mortgage interest rates were determined 
by policy consideration, rather than market 
principles. Most mortgages were also long-
term and amortizing products.  
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cHapteR 5

concluDing ReMaRKS

KoRea anD tHe econoMY

Korea has enjoyed rapid economic growth over 
the past few decades. Following the Financial 
Crisis, Korea recorded the highest growth rate 
among East Asian countries that experienced 
the Crisis until 2006, according to Samsung 
Economics Research Institute (14 November 
2007). For example, per capita Gross National 
Income in the 2000s has almost doubled, to 
$20,045 in 2007.

Recent reforms have apparently restructured 
the economy, improving both transparency and 
efficiency in the opinion of many economists. 
Most markets, financial markets included, have 
been liberalized. Many restrictions, such as 
regulations governing inbound and outbound 
investments, have been removed. Nevertheless, 
some reforms have not been driven by the 
market; such contrived restructuring is not 
free of side effects. Careful evaluation of the 
economic reforms may be necessary, and 
possibly follow-up measures should problems 
be identified.

tHe HouSing MaRKet

Home prices are determined by two forces: 
supply and demand. The housing supply is 
not elastic in the short-run. Malpezzi (1999, 
a: 27) warns that, ‘in a poorly functioning 
market increases in demand do not call forth 
sufficient supply, at least over some reasonable 
time frame, and instead prices rise’. Housing 
demand has increased with rising income and 
population growth in Korea. At an earlier stage 
of economic development, however, economic 
resources were not sufficiently allocated to the 
housing sector. The housing market was in 
disequilibrium. Moreover, supply policies had 
not been actively implemented until the late 
1980s. Korean policymakers seemed to prefer 
demand policy, although suppressing demand 
could produce some unpleasant side effects.

In the early 2000s, policymakers again ignored 
the lesson of the previous decades. They did 
not look at the market very closely (Zchang, 
2005; Chung, 2006; Kim, 2006; Kim, 2007, 
b; Du et al., 2007; Kwon, 2008; Son, 2007; 
and Suh, 2007). They controlled market 
demand (Kwon, 2008: 1; and Suh, 2007). 
Whereas policymakers highlighted policies 
using demand controls when demand was 
high, they announced massive investments 
when demand was not very high (Zchang, 
2005; Chung, 2006; and Du et al., 2007).
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Housing shortages constitute a major issue 
for the Korean housing market (Koh & Kim, 
2002). Figure 5-1 highlights two important 
issues. Firstly, Korea still needs more housing. 
It had only 249 dwelling units per 1,000 
citizens in 2000. All European countries 
during the entire 1980 – 2003 period, had 
more dwelling units per 1,000 inhabitants 
than Korea had in 2000, based on ‘Housing 
Statistics in the European Union 2004’. 
Secondly, housing availability has improved 
significantly. The number of dwelling units 
per 1,000 inhabitants was only 139 in 1960. 
In particular, during the 1990s, it increased 

by 84 per 1,000. Whereas the population and 
household growth rates were 85 percent and 
184 percent, respectively, from 1960 to 2000, 
housing stocks increased by 231 percent from 
3.5 million in 1960 to 11.5 million in 2000. 
The government has recently acknowledged a 
local imbalance in the housing supply and the 
MLTM subsequently announced (19 August 
2008) that it would increase the housing 
supply in the mid and long run.  In particular, 
it highlighted the housing shortage in Seoul 
Metropolitan Area. It would be worthwhile 
to keep track of such policy measures in the 
future.

FiguRe 5.1 DWelling unitS peR 1,000 inHabitantS: KoRea anD SelecteD countRieS 
in 2000
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Financial MaRKetS

Financial markets in Korea are expected to 
grow. They have expanded since the early 
2000s. The size of the bond market increased 
to 84 percent of Gross Domestic Product 
in 2003, although it was only 45 percent in 
1997 (Oh et al., 2004). From 2001 to 2007, 
market capitalization in the equity market 
increased by about 272 percent. New financial 
instruments such as Asset-Backed Securities or 
diverse derivatives such as STAR index futures 
were introduced.

Formulating long-term plans will promote 
active discussion of policy directions. The road 
map in the bond market, the ‘Government 
Bond Market Stimulus Plan’, is a noteworthy 
example. This could reduce the negative 
effects of sudden changes in the regulatory 
environment. Also, the potential for growth 
would be limited without a steady growth of 
real sectors. Moreover, financial infrastructure 
investment is very important. For example, 
the Data Analysis, Retrieval, and Transfer 
(DART) system releases information on both 
listed and unlisted companies that are subject 
to external audit. Such investment in the 
financial infrastructure is expected to increase 
the transparency of the financial markets.

RecoMMenDationS FoR HouSing 
Finance

An effectively functioning housing finance 
system can contribute to an increase in 
housing welfare. Malpezzi (1999, b) provides 
evidence from previous research, which shows 
the benefits of an effective housing finance 
system. Doms and Krainer (2007) provide 
recent empirical evidence that innovation 
in the mortgage market helps, in particular, 
young and financially constrained households 
to increase their housing expenditure. 
Chiquier et al. (2004) argue as well that 
housing affordability can be improved by the 
introduction of mortgage securities. Chung 
(2004) finds empirical evidence of this in 
Korea.

gRoWtH potential oF tHe 
MoRtgage MaRKet

With respect to the Korean housing 
market, Kim (1990) reported low housing 
consumption and loss of efficiency due to 
the underdeveloped mortgage market in the 
1980s, when the market was very small. Two 
public entities, the Korea Housing Bank and 
the National Housing Fund, dominated. 
Since the early 2000s the mortgage market has 
expanded significantly. Now banks service the 
household sector with diverse products.

The mortgage market has considerable growth 
potential (Kim & Kim, 2002). The ratio of 
mortgage debt to Gross Domestic Product 
in Korea is still smaller to that in many other 
countries (see table 5-1). In 2005, the ratio in 
Korea was 26.6 percent and the average ratio 
in selected 43 countries was 32.8 percent. The 
ratio in the United States was 75.0 percent 
and that of Japan was 43.7 percent. Moreover, 
according to Almeida et al (2006: 330), Korea 
had the lowest Loan-to-Value ratios among 
selected countries during the three decades of 
the 1970s through to the 1990s.
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(unit: %)

austria 21.Sep iceland 80.8 Russia 0.8

belgium 33.9 indonesia 2.0 Serbia 01.May

bulgaria 04.Jun ireland 61.4 Singapore 61.3

china 10.0 italy 17.Jan Slovakia 08.Jan

croatia 12.Feb Japan1 43.7 Slovenia 5.0

cyprus 15.Jul Korea 26.Jun Spain 52.5

czech Republic 6.0 latvia 19.Mar Sweden 55.3

Denmark 94.0 lithuania 11.0 Switzerland 101.1

estonia 23.Jul luxembourg 34.0 thailand 08.aug

Finland 42.0 Malta 31.aug turkey 02.May

France 29.Mar netherlands 95.7 u.K. 78.4

germany 51.9 norway 51.6 ukraine 01.Jan

greece 25.Jan poland 6.0 u. S.2 75.0

Hong Kong SaR 44.0 portugal 53.3

Hungary 10.apr Romania 01.aug

table 5 MoRtgage Debt to gRoSS DoMeStic pRoDuct Ratio in 2005

1: From the bank of Japan. Japan data from Martin D. (2007) “ubS Fixed income investor Day; global Mortgage-backed Security and 
asset-backed Security”, ubS, online, Http, www.ubs.com/1/ShowMedia/investors/presentations/ investorday/2007?contentid=116746&na
me=David%20Martin%20Final.pdf (accessed 9 Feb 2009)
2: Jefferson, t. (2006), “uS Fiscal overextension—evidence and consequences”, http://wakeupamerika.com/pdfs/Wua-Fiscal-
overextension.pdf (accessed 9 Feb 2009)

Source: zhu, H. (2006) and eMF (2006).

The average Loan-to-Value ratio for mortgages 
originated by banks in 2007 was 47.9 percent. 
It had increased from 38.1 percent and 25.0 
percent in 2000 and 1996, respectively (Kim 
& Kim, 2002). Just and Ebner (2006) find 
that the average Loan-to-Value ratio for 
eight selected European countries was 80 
percent. Nevertheless, as of 20 July 2007, the 
Loan-to-Value ratio for an individual loan 
is not allowed to exceed 40 - 60 percent for 
banks and insurance companies and 50 - 60 
percent for other lenders in the speculated 
area. The Debt-to-Income ratio should be 
lower than 40. Moreover, borrowers cannot 
take out more than one mortgage if they buy 
a house in the speculated area (with some 
exception provisions). Mortgage collateral 
seems not to be very risky (Kwon, 2008) as 
delinquency rates are below 0.4 percent. 
According to the Joint Economic Committee 
(2007), delinquency rates on prime fixed-rate 
mortgages were higher than approximately 2.0 

percent. The rates were lowest among other 
types of mortgages, such as prime adjustable-
rate or subprime loans over the 1998 to 2007 
period.

Recently mortgage insurance was introduced 
in 2007 with some area restrictions. The ‘cash 
poor’ such as elderly citizens can also take 
out reverse mortgages from Korea Housing 
Finance Corporation or financial institutions.

tHe SHape oF tHe MoRtgage 
MaRKet

a. Consumer Preference

The mortgage market is adjusting to consumer 
preferences. It was not very favorable to 
borrowers in the early 2000s. Lee (2003, b) 
shows that the market had a very different 
shape in the 1990s, when pubic entities were 
predominant. We have only limited data on 
consumer preferences during the initial stage 
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of liberalization. Since the mid 2000s we have 
been able to analyze the difference between the 
shape of the mortgage market and consumer 
preferences. The information provided below 
is from You (2006).

Firstly, mortgage maturity terms have been 
increasing. In 2004, 60.1 percent mortgages 
matured in three or fewer years. In the same 
year, only 15.1 percent of future homeowners 
planned to use mortgages that matured in 
three years or less. Future mortgage borrowers 
wanted, on average, a term to maturity of 10.4 
years. Nonetheless the fraction of mortgages 
originated by banks that matured in more than 
10 years remained at merely 20.7 percent. In 
2007, whereas only 24.6 percent of mortgages 
matured in three years or less, more than a half 
(58 percent) matured in more than 10 years 
(see table 3-6).

Secondly, the percentage of amortized loans 
is increasing. Between 2003 and 2005, 77 to 
79 percent of future mortgage borrowers had 
planned to amortize their loans, according to 
the Kookmin Bank survey. Nonetheless the 
percentage of amortized loans did not exceed 
40 percent (see table 3-7). By 2007 this figure 
had grown to about 60 percent.

b.Dominance of Adjustable-
Rate Mortgages

Consumers seem to prefer fixed-rate 
mortgages. From 2003 to 2005, about 70 
percent of future home buyers showed a 
preference for fixed-rate mortgages, based 
on the Kookmin Bank survey. Nevertheless, 
adjustable-rate mortgages predominate, at 
more than 90 percent. Their predominance 
is evident in international comparisons made 
by Miles (2003). Such predominance could 
diminish the quality of the mortgage market 
by exposing it to a negative shock (Lee, 2003, 
b). Borrowers might face a heavy burden with 
rising interest rates. The recent subprime 
lending crisis in the United States may 
provide a lesson. In response to the United 

States crisis, the Joint Economic Committee 
(2007: 2-4) complained that ‘the root of the 
subprime mortgage crisis is the prevalence of 
…ARMs that were largely sold . . .’ and its 
analysis suggests that ‘subprime problems 
are likely to accelerate the contraction of the 
housing market’.

conSuMeR pRotection

The joint team of financial institutions and 
financial supervisory authorities closely 
studied the market from December 2006 to 
February 2007 and made a policy proposal to 
boost consumer protection.  A summary of 
Financial Supervisory Commission (4 April 
4 2007), ‘A Proposal for Mortgage Borrower 
Protection’, is as follows.

First, every adjustable-rate mortgage contract 
must state the risks and costs of interest rate 
changes. Lenders should obtain the signatures 
of all borrowers to show that they acknowledge 
and understand the advice of their lenders.

Second, interest rates and changes in rates 
are to be stated on a borrower’s passbook. 
Banks must notify borrowers of all changes in 
interest rates with a text message via mobile 
phone or e-mail, whichever method the 
borrower chooses. This is possible as mobile 
phone banking and Internet banking are 
very popular. Interestingly, analysis suggests 
that only 30 percent of borrowers check their 
e-mail for notices of changes in the interest 
rate. Analysis shows that the method of 
sending a text message via mobile phone is 
more effective.

Third, a so-called ‘mortgage calculator, with 
which the borrower can estimate future 
payments, is provided on the homepages of 
financial institutions and financial authorities.  
Moreover, borrowers can view historic data on 
minimum, maximum, or average mortgage 
rates for loans that are originated by each 
bank.
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Fourth, the Financial Supervisory Commission 
and financial institutions publish a handbook 
of mortgages, which is circulated in branches 
of financial institutions or on the World Wide 
Web. It contains a checklist for borrower and 
key facts and is written in plain language. Key 
contents are as follows:

Income and loan amount

Method of choosing an optimal mortgage 
product

Key considerations in loan negotiations

Interest rate plan choices (adjustable-rate, 
fixed-rate, mixed-rate)

Description of mortgage products

Choosing a mortgage product using the 
Handbook of Mortgages

Advantages and disadvantages of amortized 
loans and bullet loans

Determining mortgage payments

Mortgage fees and penalties

Mortgage products linked with insurance

Managing the unexpected risks from 
unemployment or high interest rates

Refinancing of mortgages

Mortgage risks

Fifth, each bank uploads information on its 
main mortgage products on the homepage 
of the Korea Federation of Banks, as shown 
in figure 5-2. The information provided 
includes a range of interest rates, the names 
of key products, the characteristics of key 
products, a range of prepayment penalties, 

FiguRe 5.2 DiScloSuRe oF KeY MoRtgage pRoDuctS on KoRea FeDeRation oF 
banKS HoMepage

Source: Korea Federation of banks. 10
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terms of maturity, other loan origination 
costs, determination of interest rates, and 
payment plans such as adjustable-rate, fixed-
rate, amortized and bullet loans.

public HouSing Finance

The National Housing Fund should reinforce 
roles in markets that the private sector cannot 
play (Yoon, 2005). For example, National 
Assembly Budget Office (2006) suggests an 
active role in the market for households that 
cannot afford home loans. Kim and Kim 
(2002) emphasize the direct support of the 
National Housing Fund for both rent subsidies 
and rental house construction. Kim (2005) 
suggests that the National Housing Fund 
focus on the rental housing supply (rather 
than for-sale housing) for low-income groups 
and proposes generating new demand through 
new markets such as senior citizens.

The side effects of such an approach have 
drawn criticism, as the National Housing 
Fund—the operations of which depend 
heavily on the national economy—is very 
often used as an instrument for controlling 
the economy (Yoon, 2005). Indeed, some 
programs were implemented to control the 
economy (National Assembly Budget Office, 
2006). Average weighted spreads between 
funding and lending rates were more than 
2 percent from 1991 to 1996, but they had 
decreased significantly to less than 1 percent 
by the early 2000s. For example, the average 
spread was 0.8 percent in 2004 and -0.1 
percent in 2002, according to Yoon (2005). 
New funding sources are necessary for stable 
operations (Kim, 2005) and funding must 
be more market friendly (Yoon, 2005). 
Loan programs should be allowed to operate 
independently and consistent housing policies 
should be maintained to achieve the original 
objective of the Housing Act under which the 
National Housing Fund operates: ‘effectively 
providing the funds to assure a pleasant 
residential environment for Koreans’ (Kim, 
2005).

The Korea Housing Finance Corporation 
is 100-percent financed by the public and 
explicitly supported by the government. It was 
established for middle-income socioeconomic 
groups from the fifth through the seventh 
income percentiles.  The government 
acknowledged the limited role played by what 
was previously a private entity. Nonetheless, 
the volume of business conducted by the Korea 
Housing Finance Corporation is much lower 
than anticipated. The most significant challenge 
seems to be that financial institutions such as 
commercial banks compete in the mortgage 
market. Nonetheless, the establishment of 
the Korea Housing Finance Corporation may 
produce positive effects. For example, lower 
spreads from competition may translate into 
indirect benefits for borrowers, as shown in 
table 3-4. Also, the Korea Housing Finance 
Corporation introduced the standard of the 
Debt-to-Income (DTI) ratio into the lending 
criteria used in the Korean mortgage market. 
In the bond market, the Korea Housing 
Finance Corporation issued the first 20-year 
maturity bond.

The Housing Finance Credit Guarantee Fund 
is also operated and managed by the Korea 
Housing Finance Corporation. Until 2001 it 
provided more than two million housing units 
with guarantee services while also supplying 
households having poor credit with KRW3.9 
trillion (USD3.9 billion) in indirect subsidies, 
according to Lee (2003, a). Nonetheless, the 
soundness of its capital stock deteriorated 
significantly following the breakdown of the 
construction industry during the Crisis. Lee 
(2003, a) and National Assembly Budget 
Office (2005) stress efforts to make its assets 
sound.
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loW-incoMe HouSing Finance

Subsidy programs must improve (Chung, 
2005; and Du et al., 2007). Families in the 
lowest income group receive both implicit 
and explicit housing benefits, which cover 
about 19.4 percent of minimum living costs. 
Ministry of Construction and Transportation 
(2003) indicates, nevertheless, that the rent-to-
income ratio for the lowest income households 
was 21.3 percent in 2002. The magnitude of 
the housing subsidy is rather small (Chung, 
2005). Sharp increases in home prices in the 
early 2000s were not favorable to the lowest-
income earners. As a result, National Assembly 
Budget Office’s (2006) analysis suggests that 
the rent-to-income ratio fell to 24.1 percent in 
2005. Indirect subsidies should be reinforced. 
For example, National Assembly Budget Office 
(2006) conducted an analysis showing that, in 
2005, only 25.2 percent of National Housing 
Fund Chonsei deposit program borrowers 
were households in the first income percentile, 
while 65.1 percent were households from the 
second through fourth income percentiles. 
In reality, the number of households that 
did not meet the minimum living standards 
based on the 2000 census was estimated to be 
3.3 million, approximately 23 percent of all 
households (Chung, 2005).

Plans for supply side programs are expected 
to be carried out. Chung (2005) and Du et 
al. (2007) indicate that public rental housing 
stock is not sufficient. Chung also doubts 
the government’s plan for the construction 
of public rental housing. In particular, from 
2003 to 2005, National Housing Fund 
construction loan programs for households 
in the first through third income percentiles 
did not meet their annual business plan 
benchmarks. As discussed previously, most 
supply-side programs are subsidized indirectly 
by the National Housing Fund and directly by 
the government. Table 5-2 shows the National 
Housing Fund’s plan and achievements with 
respect to its lending programs from 2003 
to 2005. For example, the National Housing 
Fund made an annual plan for 50 thousand 
public rental housing units in 2005, but 
it approved loans for only nine thousand 
units. Nevertheless, on 11 January 2007, 
the government announced that it would 
complete the plan to build one million units 
of rental houses nationwide by 2012. It plans 
to introduce a housing voucher system soon.

(unit: thousand units)

2003 2004 2005

public Rental 
(beneficiary: 1st 
percentile)

plan(a) 70 53 50

approval(b) 28 14 9

(b/a*100) 40.0 26.4 18.0 

public Sale (beneficiary: 
1st percentile)

plan(a) 35 32 30

approval(b) 34 31 22

(b/a*100) 97.1 96.8 73.3 

national  Rental 
(beneficiary: 1st to 3rd 
percentile)

plan(a) 80 100 100

Supply(b) 72 91 96

(b/a*100) 90.0 91.0 96.0 

table 5.2 planS anD acHieveMentS oF national HouSing FunD pRogRaMS FoR 
loW-incoMe gRoupS

Source: national assembly budget office (2006: 45, 47, and 49).
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DevelopMent Finance

The government has recognized the side effects 
of pre-sales. During the Crisis many prospective 
homeowners lost their pre-sales properties due 
to builders’ defaults. Construction guarantee 
insurance companies have received the direct 
effects. Second, pre-sales are being traded in 
response to speculation demand. Investors 
buy and sell them in pursuit of capital gain. 
Third, consumers purchase homes with no 
information on the quality of the properties 
(Lee & Jung, 2004).

In February 2004, the government announced, 
under a long-term plan, that homebuilders 
under some conditions can pre-sell only 
when they complete a guided percentage of 
construction. For example, since 2006 the 
National Housing Fund has not provided any 
loans to builders of middle-sized (60-85m2) 
pre-sell houses with less than 80 percent of 
construction completed. Beginning in 2011, 
any builders who sell houses with less than 
80 percent completion would lose priority to 
purchase land developed by the public sector.

Nonetheless, in August 2008 the government 
changed its original plan. Ministry of Land 
Transportation and Maritime Affairs (21 
August 2008) explains that it may decrease the 
housing supply and increase home prices by 
increasing the financial costs of construction 
projects. Public sector builders will be 
allowed to sell houses in advance. Second, 
the National Housing Fund will provide 
favorable conditions for homebuilders who do 
not pre-sell. Unlike under the original plan, 
pre-sale builders would not lose any priority 
to purchase land developed by the public 
sector. In response to changes in the original 
plan, some may complain about the negative 
effects of sudden policy changes. On the other 
hand, in reality there was skepticism about 
the original policy. Moreover, the government 
already delayed some schedules of the original 
plan in January 2007.

The development of the project finance 
market should increase inflows of capital into 
construction projects (Lee & Jung, 2004). 
Loans for real estate projects are very popular 
underlying assets in the Asset-Backed Security 
market. Their shares of the Asset-Backed 
Security market were 17.0 percent and 25.4 
percent, respectively. Players in the housing 
market would benefit from new capital coming 
in from the financial market. Improved risk 
management skills are nonetheless required.

SeconDaRY MoRtgage MaRKet

The development of a secondary mortgage 
market would benefit mortgage borrowers. The 
development of the secondary market benefits 
from a mature capital market. Chiquier et al. 
(2004) point out that, in emerging economies, 
lenders may be constrained in terms of finance 
and liquidity. Without sound and mature 
capital markets, the development of a secondary 
market would be very limited. For example, 
financial derivatives are very important for risk 
management. Risk management tools that 
operate at a high level are necessary. Developing 
a unique business model is important. Even 
in the late 1990s many professionals did not 
expect that they would see a Mortgage-Backed 
Security market in the near future, due to 
economic and legal constraints. But just such 
a market was introduced in 2000 and, with the 
establishment of the Korea Housing Finance 
Corporation, the Korean market has moved 
to a new phase. Korea has learned from the 
experiences of other countries that long-term 
investment is required to develop a market 
that functions effectively.
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otHeR ReMaRKS

HouSing MaRKet Data

The availability of reliable housing market 
data is very limited. Also, housing finance 
data of good quality was not available until 
very recently and most had been collected 
irregularly by financial authorities. Moreover, 
the accuracy of housing finance data must 
improve. For instance, data indicating the 
volume of activity on the mortgage market 
in the early 2000s is not accurate. It does not 
include loans originated by other financial 
institutions, such as insurance companies, 
except for banks (Kim, 2004); banks classified 
mortgage loans as general loans because 
they contribute capital to the Housing 
Finance Credit Guarantee Fund based on the 
outstanding mortgage balance. Definitions 
of housing finance data are sometimes 
inconsistent from one financial institution to 
another (You, 2007). Also, information on 
home and land prices is very limited.

Real eState taxeS

Property taxes constitute a hot political 
issue. For example, individuals with real 
estate valued at more than KRW900 million 
(USD900,000) were subject to pay the 
comprehensive real estate tax. In 2005, the 
government amended the real estate laws 
significantly. Currently, households with real 
estate valued at more than KRW600 million 
(USD600,000) pay the comprehensive real 
estate tax. Even homebuilders were not 
exempted from paying taxes on land reserve 
(for development) and unsold houses (Ministry 
of Land Transportation and Maritime Affairs, 
21 August 2008). Other criteria on taxes 
also became very strict (Chung, 2006). To 
amend the real estate laws, the government 
under the Roh presidency highlighted wealth 
redistribution. Very interestingly, it advertised 
in the mass media that it would amend tax 
laws that would not be subject to change by 

constitutional law. In some areas with high 
home prices, there were protests against the 
new tax system. The sudden dramatic changes 
led to political disputes. Again, however, the 
government in the new presidency elected in 
February 2008 proposed a plan for a tax law 
amendment, which would restore the value of 
real estate subject to comprehensive real estate 
taxes to KRW 900 million (USD 900,000) in 
September 2008.

pRice ceiling FoR pRe-SaleS HouSeS

A price ceiling on pre-sales transactions was 
introduced in January 2007. Ministry of 
Construction and Transportation (11 January 
2007) insists that the price ceiling would 
stabilize housing prices with the ceiling as they 
could not provide the housing supply within 
a short period of time. It controlled prices on 
pre-sales from 1 September 2007. After the new 
presidency began, the government (Ministry 
of Land Transportation and Maritime Affairs, 
21 August 2008) nevertheless relaxed the price 
ceiling terms as a price ceiling could decrease 
the housing supply. Housing policies can be 
revised with changes in political and economic 
conditions. Nonetheless, consistency of 
policies is also important (Chung, 2006; Kim, 
2006; and Lee, 2007).
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