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<Abstract>

Relationship between Real Estate Market and MBS
Prepayment, and its Policy Implication

Sang-Hyun Han, Peng Wang, Chang-Soo Lee, Myoung-Gu Kang

Mortgage-Backed Securities (MBS) was introduced in 1999 in order to stabilize housing
market and prevent potential speculation. However, research on MBS is limited, so this paper
try to narrow the gap by focusing on the factors relating the pre-payment risk of MBS. We
used Granger Causality Validation, Vector Auto Regressive, and HP-filtering with time-series
data from 2004 to 2014. This paper shows that the prepayment rate of MBS increases as
Mortgage rate decreases because borrowers tend to refinance existing MBS with new
lower-rate MBS. In addition, it reveals that the rate increases as housing price increases. This
outcome support the hypothesis that introduction of low-rate MBS invites more investment or
speculation, and hence the housing price rises. The relationship between the MBS pre-payment

rate and housing price is yet a peculiar characteristic of the MBS in Korea.

Key Words : Mortgage-Backed Securities (MBS), Prepayment Risk, Housing Price
Fluctuations, VAR Model, Granger Causality Test
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