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Dynamics of Housing Price and Inflation in Korea
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< Abstract >

This paper analyzes dynamic relations between housing price and inflation in Korea, using a
vector error correction model(VECM). Data covers Jan. 1986 to June 2012. | apply the stability test
proposed by Qu and Perron(2007) to explore the possibility of the structural breaks of the model
during the data period.

Empirical results are as follows: Firstly, | find 4 times of structural breaks during the data period
and consider 2 breaks which are related to the foreign exchange crisis and the financial crisis.
Therefore | have 3 sub-periods to analyze. Secondly, the result of Johanson cointegration test
shows that long-run equilibrium relations between housing price and inflation hold for the whole
and sub-periods. Thirdly, housing price and inflation have mutual effects in the sub-periods unlike
in the whole period. This result imply that housing price has both of inflation hedging ability and
wealth effect in Korea, if we consider the structural breaks.
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ht -2.64 -1.46 -1.67 —0.71 -1.71 -1.24 -1.37 —1.32
Adht -4.68%* =7 05 -3.40% —5,38%* -2.72 —4,49%* -3.51** —3.16*
1) ADF= Augmented Dickey-Fuller 714, PP Phillips-Perron 737 o]c},
2) ®, = e 242 10%, 5%, 1%9] Fel5E stolM A7l 714Ee BAET
3) 74@3 HU} Arlagie 42 A Eon], Aol A5dd FATE Lestt
(B 4 83 338% 34 29
345 HA717E 717H 71zk2 71%¥3
& A% P i XS A pak A% pwk
0 58.324** (,000 40.387** 0,000 28.219** 0,003 22.057**  0.026
1 4,565 0,346 7.992*  0.084 5.046  0.288 5.474  0.244
1) TAFE wace TAFY.
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7475“‘4 el 2 (2-6)F 2on, Ag(ags 42 A
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(% 5) 23834 Az
A 713E 713k 717k2 71713
dhy, dp dhy, dp, dhy, p, dh, ap.
Adhi,y 0,681 -0.032 0,546 0.027 0,777 -0.107** 1.049%* 0.134
(12.22) (-1.07) (6.46) 0.700 | (.75 (-2.31) (7.51) (0.55)
4dh. 0.194%** -0.024 0, 280" -0.071* -0.111 0.026 -0.174 0.586*
(2.97) (-0.68) (2.99) (-1.69) (-0.86) (0.44) (-0.87) (1.68)
4hy; -0, 345%* 0.072** -0,305%* 0.052 -0.189 0.042 0.161 -0.412
(-5.29) (2.06) (-3.23) (1.22) | (-1.47) (0.70) (0.78) (-1.15)
Adhiy 0,253%* 0.002 0, 230%** 0.058 0.205** -0.002 -0.276** -0.094
(4.52) (0.08) 2.71) (1.52) | (2.05) (-0.04) (2.05) | (0.40)
Apiq -0.029 0,219%= 0.359* 0.065 -0.325 0.086 0.093 0.119
(-0.27) (3.83) (1.85) 0.75) | (-1.50) (0.85) (1.18) (0.86)
Ap[.z -0.134 -0.076 0.125 -0.161* -0.159 -0.161 0.020 -0.261*
(-1.25) (-1.31) (0.64) (-1.85) | (-0.74) (-1.60) (0.26) (-1.97)
Ap[,s -0.053 -0.029 0.134 0.008 0.085 0.103 0.088 -0.266**
(-0.50) (-0.49) (0.70) 0.09) | (0.40) (1.04) (1.16) (-2.03)
Apes -0.060 0.030 0.343* 0.033 0.050 -0.172* -0.072 0.052
(0.58) (0.54) (1.79) 0.38) | (0.23) (-1.74) (-0.90) (0.37)
ECTw -0.002 -0.006%* 0.015%** -0,005** 0.017 -0.011 0.016* -0.039**
(-0.66) (-4.02) (2.70) (-2.01) | (0.68) (-0.87) (1.83) (-2.60)
(AA717H 71ZF 1)
ECT: = pt — 0.470*h, — 3.944 ECT: = p — 1.036*h, — 1.788
o (-4.68)  (-9.36) (5.64)  (-2.72)
AL | 1z 2) 712k 3)
ECT; = Pt~ 0.263h, - 4.648 ECT; = Pt~ 0.427h; = 3.792
(-2.67)  (11.19) (2.37)  (-4.62)
Z( ke @GS BAJSH
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Rl 2 2 2 2
x pk x p#k x pk x p#X
h # p 7.178 0.127 9.550* 0,048 7.949*  0.093 16.286** 0,003
p*h 2.931 0.569 8.034* 0.090 3.600 0,450 5222 0.265
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(R 7) =7F 1% ol FA7Hl vAls 4 E

(%1 %)
AR 7)17F 717+ 717¥2 71313
371 -0.096 0.089 -0.048 0.144
1714 -0.193 0.511 -0.394 0.403
2709 -0.419 0.921 -0.822 0.693
3704 -0.643 1.322 -0.970 1.059
1 -1.175 3,424 -0.442 1.457
23 -1.350 3.264 0.151 1.497
34 -1.420 2.380 0.661 1,516

(F 8 FHH 1% 5ol =7t nAl= F2a%

(21 %)
AR 717 717H 717k2 71343
7] 0,028 0.018 -0.010 0.438
171 -0.064 0.051 0,116 0.623
270 0,110 0.001 -0.174 1.275
37 -0.075 0.033 -0.149 1,547
1d 0.147 0.349 -0.024 1.154
23 0.317 0.493 0.066 1,412
3 0.463 0.516 0.129 1.384
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