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South Korea: Economics of Elections – Housing, Financial Markets, Welfare 
and Fiscal Deficits 

In a nutshell: South Korea’s election is set on the 9 March as two candidates remain — Lee Jae-myung 
and Yong Suk-yeol. Ruling party nominee Lee has proposed policies ranging from property tax reforms 
and reductions, removal of taxes on securities transaction to boost financial markets, automatic maternity 
registrations to another supplementary budget of 50 trillion won. Meanwhile, opposition candidate Yong 
also proposed similar policies (in nature) on the property front, scrapping capital gains levy on share 
sales to support the local indices, increased allowance for parents with new-borns. Both candidates’ plans 
involve substantial increase in spending and measures such as raising pension fund payments are 
fraught with structural difficulties. In addition, using the case of 50 trillion won supplementary budget, 
we highlight the limited fiscal space available, the fiscal deficit will increase to above 5% of GDP from 
projected 3.3% currently, and in turn reverse the fiscal consolidation from the -4.4% deficit in 2021. Fiscal 
space is as tight as the election race.          

The Race in Brief 

Two candidates remain in the race to become South Korea’s next President — Lee Jae-myung and Yong 
Suk-yeol. Lee Jae-myung was governor of Gyeonggi province (2018-21), the most populous province in 
South Korea and candidate for the ruling Democratic Party. Meanwhile, the opposition candidate from 
People Power Party, Yong Suk-yeol was the prosecutor general of South Korea (2019-21) under current 
President Moon Jae-in. Opinion polls had shown that the two candidates are in an extremely tight race. 
This note will focus on the implications of the candidates’ economic policy direction in various areas.       

Housing 

Housing prices remain as one of the most contentious issues in South Korea as the Financial Services 
Comission has sought to moderate housing prices and keep household debt under control with a slew of 
macro-prudential measures. On the supply side, both candidates have made pledges to increase the supply 
of housing with a focus on Seoul (which half the population resides) and allocation towards young home 
buyers. 

Slight differentiation stems from the taxation front. Candidate Lee has thus far proposed a public land 
ownership tax to fund his universal income plans. This though may no longer be on the cards as Candidate 
Lee has refuted claims that he plans to raise taxes in a debate last week. He has also proposed higher LTV 
ratios for first time home buyers. Both candidates have proposed variations of property tax reductions 
ranging from temporary easing of property taxes for multiple homeowners with the aim to incentivise the 
selling of their investment properties.  

While motives behind these policies are commendable, a macro perspective of the implications of these 
tax proposals tend towards allowing household debt to accelerate while their efficacy to curb rising 
prices remains highly debateable. Supply initiatives will be the more critical pillar towards easing the 
housing prices but the ability to execute their plans are subjected to implementation lags as seen from 
recent history.   

Financial Markets  

On financial markets, Lee Jae-Myung has sought to scrap taxes on securities transactions and influence 
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the National Pension Service to buy local equities. In a similar spirit, Yoon Suk-yeol has promised to 
remove capital gains levy on share sales. In addition, he is supportive of tougher penalties for short-selling.  

Social Welfare 

With Korea’s rapidly aging population, social welfare policies continue to be key to reshape the economy 
and rebalance towards higher productivity growth rather than long work hours which continues to take a 
toll on a population faced with increasing elderly and children care needs. 

However, initiatives such as increasing pension amounts may be fraught with difficulties and stresses 
an already burdened fund. A dwindling support ratio, number of working adults to each pensioner, is 
placing heavy demands on the fund. The authorities had estimated that the pension will be in deficit by 
2040 and depleted by 2054. Without an increase in retirement age from the current 60, remaining options 
include raising the premiums of the working population or raising investment returns. On the latter, it was 
estimated that raising the assumed return from 3.7% to 4.6% would delay the depletion of the 
pension fund by only three years to 2057, underscoring the structural problems beyond electoral 
pledges.   

Fiscal Deficits and Risks Ahead 

Broad expenditure projections such as 300 trillion and 266 trillion won over 5 years have been provided 
from Lee and Yong respectively, amounts needed to fund their election pledges. For one, we abstract from 
these medium term estimates to focus on nearer term promises.  

On fiscal spending, Presidential nominee Lee has sought to push for another supplementary budget worth 
50 trillion won to compensate small-business owners as he espouses his vision that the government should 
be responsible for the financial losses during the pandemic. Given that a supplementary budget of ~16 
trillion won was just passed on 21 February, the fiscal deficit for 2022 increases to 3.2% of GDP from the 
original 2.5% of GDP. With a further supplementary budget of 50 trillion won, the fiscal deficit will 
exceed 5% of GDP and thwart attempts at fiscal consolidation. Rather than placing the focus on 
candidates spending plans, this serves to highlight the limited fiscal space available to the incoming 
administration and the need to ensure that the multipliers of fiscal expenditure remains high and in 
productive areas while also considering various revenue enhancing measures.   

Looking ahead, with escalating oil prices, Korea’s crude oil reliance will pose more issues for the new 
administration as various import price increases are chipping away at Korea’s technological 
comparative advantage in exports and weakening current account surplus and gradually eroding a 
traditional backstop for the KRW. 

Lee Jae-myung Yong Suk-yeol

Automatic maternity leave registration Monthly US$840 allowance for parents with newborns

Tax benefits for babysitting costs Extension of paternity leave

Extension of elementary school hours and

extra programs till 7pm

Extension of elementary schoolhours and

 extra programs till 8pm

Increase basic pension system to US$325 per month

Enhance job education for elderly and job opptunuties for those over 60

Table: Summary of Key Social Welfare Policies

-6%

-5%

-4%

-3%

-2%

-1%

0%

1%

2%

2015 2016 2017 2018 2019 2020 2021 2022

Fiscal consolidation efforts may be at risk of being 
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This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author.  It has not been prepared by an 
independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed 
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of 
investment research.  
 
Disclaimer 
Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be 
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.  
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data 
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the 
information, data or any computations based thereon are accurate or complete. This publication provides general background information 
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes 
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients 
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability 
of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy 
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into 
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients 
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US, 
Japanese, Singapore or any other applicable securities laws. 
 
This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product 
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other 
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses 
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a 
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its 
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or 
commitment whatsoever.  Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this 
publication or its contents or for any errors or omissions herein. 
Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions 
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any 
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of 
those securities or financial instruments. 
 
All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts, 
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future 
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions, 
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other 
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this 
publication. Past performance is not indicative of future performance.  
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