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SURVEY ON ASSET PRICE CHANGES AND
ECONOMIC CONDITIONS

From April 22 to 26, Hyundai Research Institute conducted a telephone survey
of 539 married men and women in Korea regarding their perceptions on asset price
changes and current economic conditions. The survey had a reliability of 95% with a
maximum permissible error of + 4.2%.

Relationship between Asset Prices and Consumption

Stock Prices and Consumption

The effect of rising stock prices on household consumption was smaller than in
the previous year. Only 22.3% of households that owned stocks said that a change in
stock prices affected their consumption spending. Compared to March 2001, the
number of households investing in stocks decreased and the correlation between
stock prices and consumption was weaker.

Table 1. Relation between Stock Prices and Consumption (%)

Relation between stock pricesand
Household owns stocks consumption spending
(if the household owns stocks)
Yes No Very High Moderate No Relation
Total 174209  826(79.0) 4.3(14.6) 18.3(19.9) 77.4(655)
Monthly
Income (won)
Lesthan 700 o 930 33 33 33
thousand
710th
Othousand %6 00 0.0 1000
to 1 million
Lot million 125 875 100 200 70.0
to 1.5 million
L5t million 142 858 59 176 765
to2million
2.0L million 211 789 00 231 769
to 3 million
Over 3.01 314 68,6 0.0 156 844
million

note: figuresin parentheses indicate results of March 2001 survey
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The effect of rising stock prices
on household consumption was
smaller than in the previous year.
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Changesin real estate
prices were found to have a
minimal effect on consumption.

The higher a household's
income, the more likely it wasto
maintain current saving levels
even if real estate pricesrose.

The survey found that when
interest rates rise, consumption
decreases noticeably.

Real Estate Prices and Consumption

Changes in real estate prices were found to have a minimal effect on
consumption. 84.5% of respondents stated that changes in real estate prices had no
effect on consumption. The effect of real estate prices on consumption was small
regardless of the respondent’ s age, type of job, and income level. Compared to in
March 2001, the number of real estate owners decreased, while the relation between
real estate prices and consumption was similar.

Most households that did not own real estate said they would maintain their
current savings level even if housing prices continue to rise. 21.9% of respondents
stated that they would increase savings towards buying a home, while 67.5% said
they would maintain their current savings level. Only 3.1% said they would buy a
home even if they had to go into debt, while 7.5% stated that they would give up their
home-buying effort and increase consumption instead. The higher a household's
income, the more likely it was to maintain current saving levels even if rea estate
prices rose, while lower-income households were more likely to give up their attempt
to buy ahome.

Table 2. Consumption and Saving Patterns during a Real Estate
Price Uptrend (respondents did not own real estate, %)

Giveup Home
Increase | Maintain Current | BuyaHouse | buying Plans,
Savings SavingsLevel | evenif Difficult Increase Total
Consumption
Total 17.4(20.9) 82.6(79.1) 4.3(14.6) 18.3(19.9) 7.4(65.5)
Monthly
Income (won)
Lessthan 700
thousand 6.3 50.0 0.0 438 100.0
710 thousand
tolmillion | 136 68.2 9.1 91 1000
1.01 million
toL5million | 2> 718 00 26 1000
1.51 million
to2million | 222 600 7.7 31 1000
2.01 million
to3million | 82 741 00 74 1000
Over 3.01 19.2 76.9 00 38 100.0

The survey found that when interest rates rise, consumption decreases
noticeably. While 14.5% of respondents said that they would consume more because
their interest income increased, 28.4% said they would curb consumption because the
interest burden on their debt would increase. In general, respondents with higher



incomes stated they would increase consumption, while those with lower incomes
stated they would decrease consumption.

Table 3. Effect of Interest Rate Increase on Consumption (%)
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Higher Interex Lowe Creste | NoReation
Consumption|  Income  |Consumption|  Interes betwean
dueto |Increasdbut|  dueto Burdenbut | Interegt Total
Incresssd |Consumption| Grester | Consumption|  Ratesand 0
Interet | unchanged | Intered | Unchanged |Consumption/
Income Burden Don't Know
Total 145 284 254 98 219 100.0
Monthly
I ncome (won)
Lessthan 700
4.7 18.6 18.6 7.0 51.2 100.0
thousand
710 thousand
8.9 17.8 333 8.9 311 100.0
to 1 million
1.01 million
113 21.3 375 38 26.3 100.0
to 1.5million
1.51 million
19.2 30.0 233 10.8 16.7 100.0
to 2 million
2.01 million
18.0 36.7 219 8.6 149 100.0
to 3 million
Over 3.01 147 34.3 225 15.7 12.8 100.0

Current Purchasing Power and Variables in Future Consumption

Current Purchasing Power

If taxes and debt are excluded, the number of households stating that their
purchasing power have increased far outnumbered those whose who said purchasing
power have decreased. 35.1% of respondents stated that their purchasing power have
increased, while 17.0% said their purchasing power have decreased. Purchasing
power was higher with youth and high income levels.

The number of households stating
that their purchasing power
increased far outnumbered those
whose who said purchasing
power decreased.
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Table 4. Purchasing Power compared to Previous Year
(excluding taxes and debt, %)

Greatly |Somewhat No Change Somewhat | Greatly Total
Increased | Increased Decreased | Decreased
Total 26 325 479 132 38 100.0
AgeGroup
20s 54 459 432 54 0.0 100.0
30s 40 38.7 44.7 120 0.7 100.0
40s 24 345 458 137 3.6 100.0
50s and over 11 22.6 53.7 15.3 7.3 100.0
Monthly
Income (won)
Lessthan | 54 25,6 37.2 209 140 100.0
700 thousand
7l0thousand 5 214 22 22 111 1000
to 1 million
LOLmillion | 5 g 250 438 238 50 1000
to L5 million
Loimillion | g4 356 483 76 25 100.0
to 2 million
201 million |4 ¢ 314 56.8 64 08 1000
to 3 million
Over 3.01 2.0 43.0 44.0 10.0 1.0 100.0

Variables in Future Consumption
The variables with the greatest effect on household consumption and
consumption sentiment were changes in monthly fixed income and real estate prices.

Household Perception of Economic Conditions

Chances of Overheating Economy
15.6% of surveyed households 15.6% of surveyed households thought the economy was very overheated, while
thought the economy wasvery — 43.0% thought it was somewhat overheated. 23.2% did not think the economy was
overheated, while 43.0%thought it overheated, while 7.4% thought the economy was actually stagnant. The lower the
was somewhat overheated.  income of a household, the more likely it was to perceive the economy as stagnant.



Table 6. Perception of Current Economic Situation (%)

Highly | Somewnhat No Don't
Stagnant Total
Overheated |Over heated | Over heated Know
Total 15,6 430 232 74 108 100.0
Monthly
[ncome (won
Lessthan 700
thousand 47 30.2 23.3 14.0 279 100.0
710 thousand
to 1 million 111 444 17.8 15.6 111 100.0
1.01 million tq
1.5 million 20.0 50.0 138 6.3 10.0 100.0
1.51 million tq
2 million 15.0 45.0 25.8 6.7 75 100.0
2.01 million tg
3 million 133 49.2 26.6 6.3 47 100.0
Over 3.01 21.6 36.3 26.5 59 9.8 100.0

Perception of Price Levels

Overall, current price levels were seen as very high. 47.7% of surveyed
households stated that prices have risen greatly, while, 33.2% stated that prices have
risen somewhat but are not too high compared to last year.

Perception of Employment Conditions

While some anxiety about employment conditions existed, sentiment was
favorable compared to last year. Only 30.9% of those surveyed said that anxiety
about unemployment was worse than last year, and lower income households felt
relatively more anxious.

Discussion

Ownership of the mgjor types of assetsis becoming increasingly concentrated. Despite
the continued supply expansion in the stock market and redl estate market, the proportion of
households that owned these assets fell from last year. These assets are becoming
concentrated in high-income households. This concentration of asset ownership, dong with
the overd| trend of income concentration, may cause asocid ingtability.

Except for stock prices, changesin asset prices did not clearly affect consumption, and
the variable with the greatest effect on consumption was fixed monthly income. In the case
of arisein rea estate prices, about 8.8% of households stated they would increase
consumption, while about 9.5% stated they would decrease consumption. In addition, more
respondents said they would decrease rather than increase consumption if interest rates rose.

The respondents who said they would increase consumption if interest rates or
financial asset prices rose were mostly high-income earners, while those who said they
would decrease consumption were low-income earners. The net effect of achangein asset
pricesin society on consumption was not clear.
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While some anxiety about

employment conditions existed,
sentiment was favorable
compared to last year.
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