House Price Cycle and Fundamental Value:

Expectation, Credit Driven Demand and Jeonse
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Abstract

The adverse effect of real estate collapse on a domestic economy has never been
more reverberated throughout the advanced economies than in the wake of
Global Financial Crisis since 2008. In the South Korea, ironically indeed, steeply
surging residential house price accompanied by increasing houschold debt is
blamed as the main culprit of governmental policy failure of worsening inequality
in lieu of income and wealth, despite the better economic performance than most
other advanced economies. These recent episodes of housing market may indicate
more persistent impact of real estate on an economy than perceived. In such a
parlance, this paper incorporates housing and financial sectors into the macro
economic setup, highlighting the channels through which the overvaluation of
house price persists. The fundamental value of housing service helps formulate the
expectation of housing price on which the overvaluation of housing market price
is evaluated. The higher the expected value of housing, the lower the
overvaluation of housing market price, which in turn reduces the overvaluation
concern and drives steep rise of housing price. Regardless of whether housing is
consumed via either owned house or rented one, the financing source is
primarily from the financial intermediary. South Korean housing market, though,
may have additional source, Jeonse’ (KA. (EHE £H), a peculiar, not unique,
feature of Korean residential tenancy. Jeonse rather works as an instrument of
financing, i.e. middle-term (longer than one year) repurchase agreement,
circumventing the micro prudential policy e.g. LTV, which could amplify the
housing price fluctuation. The prevalence of Jeonse in the South Korea may
indicate the inclusive finance is still an elusive one. So the current paper sheds a

new light on intertwined effect between the real estate policy and financial

policy.
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