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A Study on Dynamic House-Rent Relationship through Jeonse-to-Rent
Ratios

o|&e} Lee Hyun-Tak™

Abstract

This paper develops a new present-value framework in rental housing markets in Korea. To implement the model
precisely, I use Seoul apartment data and devise a log price-rent ratio that is a linear combination of home prices,
Jeonse, monthly deposits, and Jeonse-to-rent conversion rates. I show that the ratios strongly predict one-period-ahead
conversion rates, not the long-term ones. This finding points out that the conversion rate is so transient that its
shock could hardly cumulate over time, thereby little affecting the home prices in the long run. In contrast, I
find that the ratios strongly forecast long-term deposit growth, not its short-term growth. The rationale behind
this is that its shock is so persistent as to build up over time, which affects the home prices significantly in the
end. The implication is that we should monitor an irrational swing of the deposit behavior to attenuate the excess

volatility of the apartment lease market.

Keywords: Present-value Models, Variance Decomposition, Apartment Lease Market, Jeonse-to-rent Conversion Ratio,
Market Stabilization
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Figure 2 _ Seoul-Apartment—Market Variables
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Table 1_Simple Descriptive Statistics

Figure 3 _Log Price—Rent Ratio
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Table 3 _Long—term Regression Results

Variable i s.e. t(")
B 0.435 0.165 1.828"
Bl 0.516 0.397 2911

br 0.395 0.195 2.026'

Note: 1st column reports long-term regression estimates inferred
from short-term ones in <Table 2>; 2nd column presents
standard errors calculated by the standard Delta method;
and 3rd column reports t-values.
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Figure 4 _Intrinsic Value and Mean Reversion

Figure 5_Permanent and Transitory Shocks
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Note: The blue and orange dotted lines indicate real home prices
and the intrinsic values, respectively.
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Note: Solid line indicates Seoul median monthly rent price
(thousand won).
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