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Abstract

The Analysis of Sub—prime Mortgage Problem and Its Effects

on the Korean Economy

Following the suspension of three funds managed by BNP Paribas due
to the potential crisis in the sub—prime lending market in the US, the
sub—prime problem has again taken a toll on the world financial markets
with U.S,, European and Asian stock markets going down, Although
central banks in Europe, Asia, and North America have pumped in money
to control the situation in the financial markets, many of the risks still
remain highly probable, In other words, it is possible that, as this
sub—prime woe become longer and deeper, a severe slowdown in overall
U.S. and world economic growth may occur,

Since losses associated with this sub—prime loan problem are
estimated to be $50~250 billion, given the fundamentals of U S,
economy, this sub—prime mortgage problem may not present a serious
problem to the U,S economy or overall financial system,

However, because of the structure of sub—prime adjustable—rate
mortgages (ARMs) and fraud and abusive lending practices, rate of
delinquencies is expected to keep rising for a while, This can make the
investors more risk—averse so that they can adjust their investment

portfolios more conservatively, If this is persistently happened, this can
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lead turbulence in the global financial market like a meltdown of the
Yen—carry trade,

Meanwhile, the losses of Korean financial institutions associated with
this sub—prime problem are very small so that there may be no direct
shock to Korean Economy from sub—prime problem, However, there still
remains the possibility that indirect effects like the increase of volatility
of stock price or foreign exchange rate exist,

This paper studies how this sub—prime problem is evolving, and how
it can affect U,S, or Korea real economy and financial market,
Furthermore, based on the result of analysis, This paper also gives some

suggestions for the Korean government, financial institutions and firms,
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