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Executive Summary
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Abstract

This study examines the financial challenges that may arise as Korea transitions
to an aging economy and discusses institutional and policy responses for each
of the major asset classes held by older households. Korea's aging population is
progressing at a very rapid pace compared to other major developed countries,
raising concerns about the financial challenges that may arise. In particular, the
distribution of assets held by the average elderly household in Korea is characterized
by a low share of financial assets and a large share of real estate assets, and within
the financial asset class, the share of bank deposits is much higher than that of
comparable advanced economies. This calls for a preemptive response to the sharp
decline in consumption expenditures of elderly households after retirement, when

labor income declines, which can lead to various economic and social problems.

Among the economic problems expected to arise in an aging society, we focused
on asset securitization to explore the role of financial investment businesses that can
contribute to the financial stability of elderly households. Specifically, we divided the
asset classes that account for the largest share of the average elderly household's
asset holdings into real estate, financial investments, and business assets, analyzed
the limitations of securitization and management for each class, and suggested

improvements in the market- and institutional-level.

Securitization of real estate through Korean Home Pension (FEIXF) is expect-
ed to contribute significantly to improving the income replacement rate of elder-
ly households after retirement. However, the current system faces problems of

increasing participation rates and concentrating guarantee risks. Examining the
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cases of major advanced economies with developed reverse mortgage markets,
we found that governments and public institutions are playing a role in market
creationand guarantee, while private financialinstitutions are actively participatingin
providingvarioustypesofproductstoincrease participationrates. Inthe United States,
which currently has the largest reverse mortgage market, reverse mortgage-backed
securities guaranteed by public agencies have played an important role in financing.
In light of these examples, it is necessary to reduce the cost of the funding through
securitization while encouraging the participation of private financial institutions
to provide a variety of products and expand the range of participants to achieve

sustainable growth of housing pensions.

The use of fiduciary trust services should be considered to improve returns for
older adults in managing their financial assets. The U.S. and Japan have established
a regulatory framework for trust industry discipline that allows financial and non-
financial institutions to participate and provide a wide range of products while
ensuring that elderly participants can safely understand and enroll in products. In
Korea, it is also necessary to flexibly regulate trust business licenses and business
rules to provide a variety of products that meet the needs of the elderly, improve
returns, and establish ground rules for conducting surveillance to protect financial

consumers.

With the advancement of the aging population, the issue of liquidating business
assets for the retirement of older SME executives continues to be raised. In Japan and
Germany, two major developed economies with a high proportion of family businesses,
measures to revitalize SME M&A through counseling and financial support for SMEs and
the participation of private equity funds are being discussed as countermeasures. In
Korea, special laws should be enacted to revitalize SME M&As, and tax, financial, and
procedural support should be provided to ensure sustainable utilization of business

resources.

Securitization of real estate assets, improved management efficiency of financial
assets, and liquidation of business assets can lead to the inflow and development of

capital markets. Based on this, we expect that the income structure of households
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Abstract

will improve and stabilize, which will lead to a virtuous cycle in which surplus funds

will flow back into the capital market.
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