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Housing Wealth Effect of Homeowners by Income Class
after Global Financial Crisis

£&%] Yu Hyeonji", ©|%4 Lee Youngsung"*

Abstract

Both the wealth effect and common-factor hypotheses have long been in conflict to explain the effects of housing
prices on consumption. This research is to examine the hypotheses and determine which may be more suitable in
South Korea after the worldwide financial crisis occurred in 2008. The analysis found that, first, the effect of the
rise in housing prices on household consumption has not been statistically significant since 2009. Second, household
debt itself had a positive and statistically significant effect on inducing consumption, but changes in housing prices
did not have such a significant effect on the consumption of households in debt. Third, there was no uniform pattern
in the effect of changes in housing prices on the consumption of households owning more than one house. Fourth,
no statistical significance was found for the effects of changes in housing prices on household consumption by income
class. Contrary to the previous literature, the common-factor hypothesis was found to be adequate for South Korea
after the financial crisis. Various policies implemented so far in anticipation of the household wealth effect may
have only resulted in social cost without any benefits of increase in consumption. Therefore, policies to boost the
economy by stimulating the housing market should be considered with caution.

Keywords: Housing Wealth Effect, Wealth Effect Hypothesis, Common Factor Hypothesis, Housing Price,
Income Class, Homeowners
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“This (housing price increase) does not necessarily
mean that their real wealth is also higher. Housing
is a consumption good, and for a homeowner who
expects to live in his current house for a very long
time, a higher house price is simply compensation for
a higher implicit rental cost of living in the house

(Campbell and Cocco 2007, 1).”
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“We conclude that the co-movements in consumption
and house prices are generated not by a causal
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Table 1_ Previous Researches

Previous Method of Time Period . Corlsumptu?n Elas.tlaty
. Independent Variables to Housing Price
Researches Analysis (year) N
(Estimates)
Choi and Kim Time Series Disposable Income, Housing Price Index, Kospi,
. 1988~2006 . 0.2~0.3
(2007) Analysis Unemployment, Corporate Bond Yield Rate
Housing Price, Income, Financial Asset, Gender of
Kang, Choi and Kim | Panel Data Household Head, Age of Household Head,
. 2002~2007 0.10~0.11
(2009) Analysis Number of Households Members, School-Age
Children, Educational Level of Household Head
Income, Financial Asset, Housing Asset,
Park and Lee Cross-Section Non-Housing Real Estate Assets, Number of
. 2008 . 0.05
(2011) Analysis Households Members, Education Year of
Household Head, Age of Household Head
Housing Asset, Income, Financial Asset, Debt,
Kil, Kim and Park | Cross-Section 2010 Number of Households Members, Gender of 0.12
(2013) Analysis Household Head, Educational Level of Household ’
Head, Age of Household Head
Choi Time Series Housing Price Index, Disposable Income, Kospi,
i 1990~2012 0.2~0.3
(2013) Analysis Market Interest Rate
Huh and Joh Time Sef:ies 1986~2013 Disposable Income,' Housing Price Index, Kospi, ~03~0.16
(2013) Analysis Corporate Bond Yield Rate, Unemployment
Financial Asset, Housing Asset, Non-Housing Real
Lee and Yu Cross-Section Estate Asset, Number of Households Members,
. 2012 . 0.16
(2015) Analysis Age of Household Head, Educational Level of
Household Head
. Financial Asset, Housing Asset, Real Estate,
Lee and Yoon Cross-Section .
2015) Analvsi 2012 Number of Households Members, Educational 0.01
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Table 2 _ Variables Used in Regression Analysis

Notation Variables Definition
Nondurables Consumption Log Difference Variable
(unic: 10,000won) (de;y =1n(C; ) — In(C;y- 1)
Ac,, Consumption
1-3 quantile: Low Income Class
Change in Consumption by Income Class 4-7 quantile: Middle Income Class
8-10 quantile: High Income Class
. . Value of Dwellings Log Difference Variable
dp;, Housing Price A
(unit: 10,000won) (dp;; =In(P; ) — In(P; ;1)
Total Salary Income Log Difference Variable
Ay, Income i
(unit: 10,000won) 4y, =In(y, ) — In(y; ,—1)
D,, Debt Household without Debt: 0, Household without Debt: 1
A, Multi-House Owners Household Owning One House: 0, Household Owning More Than One House: 1
Late Middle-Aged Households(Agel): 4 64 Years Old
F, Age of Household Head ate e-Age ouseholds(Agel): 45 to ears
Elderly Households(Age2): over 65 Years Old
M,;, Number of Households Members Number of Household Members
Ciin Lagged Consumption Lagged Consumption in Period (t-1)(unit: 10,000won)
Ar;, Interest Rate Average Yield of 3-year Government Bond(%) | Difference Variable(Ar; , =r;,—r; 1)
Real GDP(G D ic Prods
Ag, Rate of Economic Growth : é}rorzf:h R(;x:l;;t:)c roduct) Difference Variable(A4g, , =g, ,—g:i1—1)
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Figure 1_Growth Rate and Interest Rate Changes(2009~2015)
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Table 3 _Results of Baseline Model
(Dependent Variable: Ac; ,= In(C,,) —In(C; ,—); Two—Way Fixed Effects Model in Multi—Period)

2009~2011 2011~2013 2013~2015
Variables
Estimates p-value Estimates p-value Estimates p-value
In(A Housing Price; ;) 0.012 0.292 0.001 0.964 0.039 0.072
ln(AIncome”) 0.088 <0.0001 0.117 <0.0001 0.115 <0.0001
Debt; , 0.023 0.003 0.025 <0.0001 0.035 <0.0001
Multi-House Owners; , 0.051 <0.0001 0.036 <0.0001 0.036 <0.0001
Number of Households Members; , 0.079 <0.0001 0.077 <0.0001 0.064 <0.0001
Households Age; , —0.005 <0.0001 —0.004 <0.0001 —0.004 <0.0001
In(Lagged Consumption), , | —0.272 <0.0001 —0.258 <0.0001 —0.237 <0.0001
A lnterest Rate, , -8.022 <0.0001 —3.304 <0.0001 -2.856 <0.0001
A\ Growth Rate, , —0.209 <0.0001 0.242 <0.0001 1.538 <0.0001
R’ 0.204 0.200 0.197
N 6,682 7,197 7,536
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Table 4 _Results of Extended Model
(Dependent Variable: Ac,,= In(C,,) — In(C; ,_,); Two—Way Fixed Effects Model in Multi—Period)

2009~2011 2011~2013 2013~2015
Variables

Estimates p-value Estimates p-value Estimates p-value
In(A Housing Price; ,) —0.0004 0.990 0.027 0.572 0.041 0.483
In(A Income, ,) 0.088 <0.0001 0.117 <0.0001 0.115 <0.0001
Debt; , 0.022 0.005 0.027 <0.0001 0.037 <0.0001
Multi-House Owners; , 0.052 <0.0001 0.039 <0.0001 0.032 <0.0001
Number of Households Members; , 0.080 <0.0001 0.077 <0.0001 0.064 <0.0001
Households Age, , -0.005 <0.0001 —0.004 <0.0001 —0.004 <0.0001
In(Lagged Consumption); , | —0.273 <0.0001 —0.258 <0.0001 —0.237 <0.0001
Multi-House Owners*In(A Housing Price; ;) —0.008 0.740 —0.087 0.012 0.105 0.060
Debt*In( A Housing Price; ;) 0.011 0.652 —0.062 0.100 —0.047 0.311
Agel*In(A Housing Price; ,) 0.033 0.270 0.078 0.044 0.009 0.877
Age2*In(A Housing Price; ,) —0.008 0.816 0.015 0.800 —0.033 0.619
A Interest Rate; , —8.037 <0.0001 —3.313 <0.0001 —2.848 <0.0001
A Growth Rate, , —0.210 <0.0001 0.243 <0.0001 1.535 <0.0001

R’ 0.204 0.201 0.198

N 6,682 7,197 7,536
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Table 5 _Results of the Extended Model for Low—Income Household
(Dependent Variable: Ac;, =In(C, ;) — In(C; ;,_,); Two—Way Fixed Effects Model in Multi—Period)

2009~2011 2011~2013 2013~2015
Variables

Estimates p-value Estimates p-value Estimates p-value
In(A Housing Price; ,) -0.032 0.762 0.387 0.201 -0.017 0.947
In(A Income; ;) 0.047 <0.0001 0.094 <0.0001 0.078 <0.0001
Debt; , 0.066 <0.0001 0.034 0.026 0.074 <0.0001
Multi-House Owners; , 0.043 0.008 0.059 <0.0001 0.001 0.928
Number of Households Members; , 0.082 <0.0001 0.114 <0.0001 0.090 <0.0001
Households Age; , —0.004 <0.0001 —0.006 <0.0001 —0.004 <0.0001
In(Lagged Consumption); , —0.368 <0.0001 —0.367 <0.0001 —0.348 <0.0001
Multi-House Owners*In(A Housing Price; ,) 0.041 0.306 —0.149 0.080 —0.014 0.876
Debt*In( A Housing Price; ;) —0.048 0.310 —0.071 0.440 —0.028 0.796
Agel*In(A Housing Price; ) 0.059 0.590 —0.204 0.494 0.061 0.813
Age2*#In( A Housing Price, ,) 0.011 0919 -0.268 0.346 0.066 0.796
AlInterest Rate, , -9.422 <0.0001 —4.390 <0.0001 —3.674 <0.0001
A Growth Rate; , —0.246 <0.0001 0.322 <0.0001 1.953 <0.0001

R 0.248 0.283 0.262

N 1,873 2,007 2,079

Table 6 _Results of the Extended Model for Middle—Income Household
(Dependent Variable: Ac;, =In(C,,) — In(C; ;_1); Two—Way Fixed Effects Model in Multi—Period)

2009~2011 2011~2013 2013~2015
Variables

Estimates p-value Estimates p-value Estimates p-value
In(A Housing Price; ,) 0.010 0.824 0.087 0.170 0.124 0.222
In(A Income; ) 0.049 <0.0001 0.055 <0.0001 0.078 <0.0001
Debt, , 0.007 0.536 0.026 0.014 0.013 0.138
Multi-House Owners, , 0.023 0.097 0.003 0.844 0.004 0.745
Number of Households Members; , 0.078 <0.0001 0.070 <0.0001 0.051 <0.0001
Households Age, , —0.004 <0.0001 —0.003 <0.0001 —0.002 <0.0001
In(Lagged Consumption); , , —0474 <0.0001 —0.450 <0.0001 -0.378 <0.0001
Multi-House Owners*In( A Housing Price; ;) —0.044 0.222 —0.080 0.163 0.099 0.227
Debt*In(A Housing Price; ,) 0.027 0.431 —0.055 0.319 —0.006 0.920
Agel*In(A Housing Price; ,) -0.023 0.596 —0.004 0.938 -0.167 0.180
Age2*In(A Housing Price; ;) 0.001 0.978 —0.145 0.082 —0.179 0.138
A Interest Rate; —13.463 <0.0001 —5.623 <0.0001 —4.479 <0.0001
A Growth Rate, , —0.348 <0.0001 0.425 <0.0001 2.422 <0.0001

R’ 0.323 0.283 0.277

N 2,489 2,683 2,790
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Table 7 _Results of the Extended Model for High—Income Household

(Dependent Variable: Ac,, =In(C, ;) —

In(C; ;—1); Two—Way Fixed Effects Model in Multi—Period)

2009~2011 2011~2013 2013~2015
Variables

Estimates p-value Estimates p-value Estimates p-value

In( A Housing Price; ) 0.002 0.966 —0.015 0.824 0.020 0.806

In(A Income, ,) 0.023 0.091 0.055 0.003 0.044 0.005

Debr; , —0.005 0.683 0.008 0.473 0.022 0.023

Multi-House Owners; , 0.057 <0.0001 0.020 0.087 0.055 <0.0001

Number of Households Members; , 0.069 <0.0001 0.057 <0.0001 0.053 <0.0001

Households Age; , —0.004 <0.0001 -0.002 <0.0001 —0.003 <0.0001

In(Lagged Consumption); , —0.339 <0.0001 —0.332 <0.0001 —0.300 <0.0001

Multi-House Owners*In(A Housing Price; ;) —0.058 0.172 —0.050 0.352 0.113 0.147

Debt*In( A Housing Price; ;) 0.026 0.585 —0.068 0.247 —0.072 0.405

Agel*In(A Housing Price; ) 0.073 0.072 0.080 0.140 0.045 0.343

Age2*In( A Housing Price; ,) 0.014 0.804 0.116 0.292 0.107 0.308

A Interest Rate; , —10.549 <0.0001 —4.490 <0.0001 —3.862 <0.0001

A Growth Rate; , —0.274 <0.0001 0.327 <0.0001 2.109 <0.0001

R’ 0.232 0.220 0.214
N 2,320 2,507 2,667
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Appendix e

Table 1_ Descriptive Statistics

Variables Average Standard Deviation Minimum Maximum
Housing Price(10,000won) 19213.61 22710.03 55.0 600000.0
Nondurables Consumption(10,000won) 156.17 99.80 6.0 1693.0
Income(10,000won) 3850.49 3834.37 5.0 110000.0
Number of Households Members(persons) 2.98 1.28 1.0 10.0
2009~2011
Households Age(age) 56.76 14.19 19.0 94.0
Interest Rate(%) 3.79 0.18 3.62 4.04
Growth Rate(%) 3.66 2.36 0.70 6.5
Nondurables Consumption, ;(10,000won) 154.02 99.32 6.0 1693.0
Housing Price(10,000won) 20515.47 22244.22 150.0 600000.0
Nondurables Consumption(10,000won) 164.64 102.11 7.40 1166.0
Income(10,000won) 4203.73 3772.76 15.0 105666.0
Number of Households Members(persons) 2.93 1.26 1.00 10.0
2011~2013
Households Age(age) 57.32 14.48 23.0 95.0
Interest Rate(%) 3.17 0.34 2.79 3.62
Growth Rate(%) 2.96 0.57 2.30 3.70
Nondurables Consumption, _;(10,000won) 163.16 101.51 7.40 1166.0
Housing Price(10,000won) 21264.92 21384.79 300.0 600000.0
Nondurables Consumption(10,000won) 170.93 104.96 9.0 1496.0
Income(10,000won) 4590.20 4163.79 20.0 105666.0
Number of Households Members(persons) 2.90 1.26 1.00 10.0
2013~2015
Households Age(age) 58.03 14.56 22.0 95.0
Interest Rate(%) 2.38 0.43 1.79 2.79
Growth Rate(%) 293 0.29 2.60 3.30
Nondurables Consumption, _;(10,000won) 169.34 104.97 9.0 1496.0
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