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<Abstract>

Loss Given Default of Residential Mortgages:

Evidence from Seoul Apartment Market

Doo Won Bang*, Yun Woo Park**

Using loan-level auction data we study loss given default of defaulted
residential mortgages from a wide range of financial institutions in Korea. We find that
loss given default is about 30% surprisingly high given low original LTV ratios
imposed in Korea. LGD rises sharply only after CLTV rises above 80%. Residential
mortgage loans with apartment collaterals show a LGD distribution, which is a
decreasing function unlike corporate loans and debts which show a bipolar distribution
with concentrations around no loss and complete loss. Neither the average LGD nor the
distribution of LGD varies with the real estate market cycle or between submarkets.
We find that the current loan-to—value ratio is the single most important determinant
followed by auction process variables. While most collateral characteristics have no
influence on LGD, apartment size has a positive influence on LGD. Of macro variables
interest rate has a positive influence on LGD. Findings on the determinants of the LGD
do not vary with the real estate market cycle or between submarkets. These findings
provide valuable information for the implementation of the advanced internal rating

based approach of the New Basel II.

Keyword: residential mortgage loan, LGD, auction, collateral, expected mortgage loan
loss
JEL Classification: 10, G20, G21
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