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On Deregulating the Real Estate Brokerage Fee of Korea
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I Abstract |

This study examines the current status and characteristics of the real estate brokerage market of
Korea and derives the market equilibrium under the assumptions of Bertrand competition and no
regulation on brokerage fees, in order to evaluate the current regulation’s adequacy and fitness
for purpose. The current regulation restricts brokerage fees charged to both real estate trading
parties to certain percentages of transaction amounts. Also, the upper limits of brokerage fee rates
applied to both parties are the same, and the upper limits of brokerage fee rates for lease transactions
are set lower than those for trading transactions. The findings of this study show that the current
regulation is not optimal compared to results of the market equilibrium and also that it does not
serve its regulatory purpose. First, the current regulation that applies the same upper limits of
brokerage fee rates to both trading parties can lower the proportion of brokerage transactions in
the real estate trading market, resulting in worsening social welfare. Second, if the current
regulation imposing upper limits on brokerage fee rates fails to reflect timely the rise in real
estate prices, the burden of brokerage fees on real estate traders can increase. Third, the current
regulation imposing lower upper limits of brokerage fee rates for lease transactions than for trading
transactions obscurely and broadly defines those to be protected. The study also shows that the
abolition of the current real estate brokerage fee regulation improves social welfare. However, in
order to maintain the purpose of the current regulation, it seems necessary to devise ways to
reduce the burden of brokerage fees on real estate traders who need relative protection.
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