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A Study on the Monopoly Rent Derived from the Financialisation of
Housing Market and its Implications

%43} Song Ha Seung"”

Abstract

This study investigated whether the monopoly rent (MR) might be derived from introducing and transforming the
financialisation of housing market (FHM), during the early and mid 2000s and interpreted its policy implications.
In empirical analysis applying the Difference in Difference Model, each MRs coming from both the introduction
of the FHM in Model I and the transformation, focusing on the shift from property-based housing financing to
income-based, in Model I and I were observed, respectively. A size of the MRs was estimated to be 11% to
26% of housing prices at least. In particular, the degree of housing price change(f)) in the Gangnam area rapidly
drove up from 39.5 in 2005 to 62.9 in 2006 and 66.1 in 2007, while the degree in the 1st Newtown areas declined
from 26.6 in 2006 to 23.1 in 2007. That is, as more MR occurred in areas where initial housing prices are relatively
high, the spatial disparity of housing prices can be reinforced even more. In conclusion, the housing market might
be economically segmented by the introduction of the FHM, and then socially stratified as income classes by its
transformation.

Keywords: Monopoly Rent, Financialisation of Housing Market, Socioeconomic Fragmentation in Housing Market,
Difference in Difference Model
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Table 1_ Owner—occupier Rate by Households' Age

Age of Household(years old)
Age of Household 35-39 40-44 45-49 50-54 55-59 60-
in Each Year
1985 48.6 53.8 63.8 68.1 72.3 74.3
1995 46.3 54.5 60.0 60.9 65.3
2000 35-39 years old 45.0 53.8 54.8 60.0
2005 45.1 49.7 55.5
2010 42.2 51.9
1985 60.4 62.2 69.8 73.4 75.8
1995 56.6 61.7 66.8 67.6 74.2
2000 40-44 years old 54.5 60.0 60.9 65.3
2005 53.8 54.8 60.0
2010 49.7 55.5

Source: Statistics Korea 1985b, 1990b, 1995b, 2000b, 2005b, 2010b, 2015b.
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Figure 1_A Comparison between an Apartment Price Index and an Income Index(1986=100)
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Table 2 _The Origins and Roles of Ground Rent

Category

Differential Rent (DR)

DR1

DR2

Monopoly Rent (MR)

The Origins of
Ground Rent

* Re-evaluation of Existing Attributes
of the Land(House), either in
Production or in Consumption

* Re-evaluation of Existing Attributes
of the Land(House) through the
Direct Capital Investment

* Manipulation of Local Barriers
Creates Specific Monopolise in
Specific Submarkets.

The Vehicles for Emerging Ground Rent

Urban
Development and
Planning

* Construction of SOC
* Projects for Improving Residential

Environments

* Urban Fringe Development
* Gentrification

* Broad-based Planning-related
Barriers
* Finer-scale Urban Planning”

Transport Cost
Change

.. .. . 2
* Pricing Policies in transport costs”

Financial Capital
Change

* The Financing Policies to Specific
Classes
* An Access to Savings and

Housing finance”

Social Change

* Class Structures and Income
Distribution

The Roles of Ground

Rent

In Capital
Accumulation
(Switching)

* Capital Switching between the
Primary and the Secondary Circuit

* Capital Switching within the
Secondary Circuit

* Capital Switching between the
Primary and the Secondary Circuit

* Capital Switching within the
Secondary Circuit

In (Re)Structuring
Urban Space

* Submarkets Fragmentation in an
economic term

* Geographical Extension in Urban Space

¢ Intensive Land-use

* Submarkets Fragmentation in a

Social Term

Note: 1) It refers to land use zoning, design controls, density controls, conservation measures, etc.;

2) For example, the price of petrol,

public transportation, etc.; 3) In a case, a lesser access to housing finance may lead the established suburbs to be devaluated.
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Figure 2_The Change of the Propensity of Loan from Commercial Banks
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Table 3_ The Classification of Household Mortgage Loans

Categories 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2010 | 2012 | 2014 | 2016
Less than 3 years - - 69.7 60.1 439 30.0 24.6 20.7 19.0 10.5 9.9
The Term of
. 4-10 years - - 20.0 19.2 21.8 19.0 17.4 33.7 29.5 26.1 254
Redemption
over 11 years - - 10.3 20.7 34.4 51.0| 58.0| 45.6| 515 53.8| 57.2
Moregage Buller| 907| 87.5| 838| 768| 637| 476| 408| 449| 426| 366| 323
Instrument Amortizing 9.3 125 16.2 23.2 36.3 524 59.2 55.1 57.4 634 67.7

Source: Financial Supervisory Service 2001c, 2002¢, 2003¢c, 2004c, 2005¢c, 2007¢, 2010c, 2012¢, 2014c, 2016¢c. Data for Household
Mortgage Loans from Banks.

10) DSRE 2018 €0l =U=IR2.

11) ‘17] AEA] olFtE o4 HH Pefoll Tt IHASE O(Focus Group Interview) S 20171 6 15%0] HAASIES. ATEES=
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Table 4 _Stakeholders’ Preference for the Configurations of the Financialisation in Housing Market

Stakeholders
Households’ Purposes for Purchasing Houses
Categories Types House Bank Investment Dwelling
Ll i Higher Lower Higher Lower
Incomer | Incomer | Incomer | Incomer
Property Value =  Property Value Based I 1 1 1 4 3
Based —>  Income Based I 2 2 2 3 4
—  Property Value Based I 3 3 3 2 2
Income Based
—>  Income Based v 4 4 4 1 1

Note: The numbers refer to the stakeholders’ preference order among types of the financialisation of house markets.
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Figure 3 _The Concept of Observing Monopoly Rent Applying DID Model
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Figure 4 _The Pathways of Changing Monopoly Rent from Transformation of Housing Financing
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Figure 5_The Time Scopes by Models
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Table 5 _ Statistics of House Price

(unit: 10,000 won/nr)

Model Model I (2003-05) Model I (2003-06) Model Il (2003-07)

Region 1 2 3 1 2 3 1 2 3
The Number of Samples 1,100 1,035 1,444 1,102 1,040 1,446 1,101 1,030 1,453
Means 581.4| 3066| 2328| 581.6| 3063| 232.7| 585.8| 307.0| 2330
Standard Deviation 155.5 68.9 862| 1555 689| 861| 1559| 687 864
2009 Min. 2829 1511 667| 2829 1511 667| 2829 1511 66.7
House Max. 1,4083 | 471.1| 9354| 1,4083| 471.1| 9354| 1,4083| 471.1| 9354
Price Means 694.5| 383.6| 267.5| 867.1| 483.1| 329.7| 1,0167| 565.6| 399.3
2005/ | Standard Deviation 2146| 1354| 1144| 3185| 181.0| 16L.1| 36L1| 1772| 187.2
;ggg/ Min. 203.7| 151.6| 8L6| 328.1| 1694 874| 3727 1861 99.4
Max. 1,631.6| 725.0| 1,007.0| 2,040.1| 899.0| 1,445.8| 2,387.7| 988.5| 2036.5
he Difference Means 1132 764 34.6| 2855| 1767 969| 4308| 2586| 1662
between House Price | Standard Deviation 88.4 80.1 433 196.3 132.0 91.1 2343 128.7 112.8
in 2005/2006/2007 | Min. 940| -525| -35.1| -879| -452| -275| -785 sS3|0 -209
and one in 2003 [ S64.8| 2825| 2505| 1,047.7| 4704| 5327 1,2546| 5460| 1,101.1

Note: Region 1 = Gangnam areas; Region 2 = The Ist New-town areas; Region 3 = The Fringe Areas.
Source: Korea Appraisal Board 2003; 2005; 2006; 2007. Apartment Price Data.

15) 2005'32 J=AREL] FH1E0] 50% Vgl Al23e] A 77 F 4712 A oPde ARk ARl oY e

ZJ&Eo] 2015d0] 62O & EolH.
16) <Figure 2> 2%

17) 7125AHE <Appendix Table 1> HZ.
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o] 113.29F Y/, 17] A=A 0] 7645t Y/, <A] 1>0f uhet 28-S 3435 A= <Table 6>1}
17] A=A FHEY0] 34,69 mEHN 298 714 Aok A AUl A& 17] AkA] FHAY
‘0] AR PR 2 ThdsHA] ERIg 4= Gl (SM, ) O 2 A75tar, AZ] HekH|w 2| E 7P
T3 ZPEAQoA o] ARl B 1 melld HIE S, 17] AEAALE Si7,, = 75181
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Table 6 _The Result of Estimated DID Models

Model I (2003-05) Model 1T (2003-06) Model 1T (2003-07)
Variables Parameters
Coefficient Coefficient Coefficient
Constant 3 232.815% | 172.180%* | 232.747* | 136.238% | 233.025% | -43.836*
nstans (
© Po GSSH| 692D | @6sh|  T724|  G.08%)| (11311
A Policy Dummy 34.656% 34.656% 96.913%* 96.913% | 166.245% | 166.245%
Year 2003=0, others=1 T
(Time,) (5.030) (4.495) (6.595) (5.863) (7.190) (6.228)
Time, - SM; , 5 78.503% 78.503% | 188.584% | 188.584%* | 264.592% | 264.592%
An Interaction | (Gangnam Areas=1, others=0) M (5.504) | (6.835)| (10.029)| (8.915)| (10.952)|  (9.486)
Dummy Time, - SM. .
Fus -7, (T;mel‘ti] s 2 42.345% | 42.345% | 79.8411% | 79.841% | 92359% | 92.359%
" € st ewstown AresT “’” 77789 | (6956)| (10.197)| 0.064)| (L164)| (9.670)
others=0)
SM,,
_ a1 348.537* | 342.854* | 348.809%* | 340.005* | 352.739% | 307.052%*
(Gangnam Areas=1, 5]
S — G400  GI59)| G0 |  (6728)| (74|  (7.34])
Variables Dummy others
Related SM, .
B (2 e s N . 73781% | 44466+ | 73552%| 35.057%| 73.973%| 20319%
ona ¢ TSt Rewsown ! 5504 |  (.186)| (72103 (6760)| (L16H|  (7.236)
Characteristics Areas=1, others=0)
. -0.0070%* -0.008%* -0.006%*
Distance from Metro
(0.0009) (0.0012) (0.0012)
* * *
Dwelling Exclusive Areas 0.251 0.587 0617
(0.040) (0.052) (0.0558)
Heating Systems
H -61.64 -84. * -66.887%*
Variables (Individual=1, others(Central and ~F 3 4807) ( 4955396) “ 8577)
Related to Regional=0) > : :
House -
Characteristics | €ottidor Types 63.649 79.719% 102.718%*
(Stairway=1, others=0) (3.235) (4.217) (4.532)
0.0548 0.066%* 0.073%*
The Number of Households > 75
(0.0021) (0.003) (0.003)
F value 2,261.530* | 1,597.206* | 2,051.229% | 1,488.980%* | 2,465.4%* 1,710.9%
R* 0.613 0.691 0.589 0.675 0.632 0.724

Note: Numbers in parentheses are the standard errors; *P<0.01.
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Table 7 _ A Comparison of Coefficients of An
Interaction Dummy

The Gap of dnyp

Slope(8)
between Models

Categories
Model I [Model II [Model 1| Model | Model
(2003-05)| (2003-06)| (2003-07)| I-1I II-I

Gangnam 39.3 62.9 66.1| 110.1 76.0

Areas| The 1sc
Newtown

21.2 26.6 23.1 37.5 12,5

Note: The slope( ) is shown in <Figure 4>.
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Table 8 _ The Proportion of Estimated Monopoly Rent

(unit: %)

Categories MR to Housing | MR to Increases

8 Price in Housing Price
Model Gangnam 11.3 69.3
I |'The 1st Newtown 11.0 55.4
Model Gangnam 21.7 66.1
I {'he 15¢ Newcown 165 45.2
Model Gangnam 26.0 61.4
I | 'The 1s¢ Newtown 16.3 35.7
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Appendix e

Appendix Table 1_ Statistics of Variables in DID Model

Variables Model I (2003-05) Model I (2003-06) Model 1[(2003-07)
Region 1 2 3 1 2 3 1 2 3

Means 95.3 91.0 91.1 95.3 20.8 91.0 95.5 91.0 90.9
Dwelling s.D 38.5 40.6 36.8 38.5 40.6 367 38.5 4038 36.8

Exclusive -
Arcas (m2) | Min- 24.0 28.0 20.0 24.0 28.0 20.0 24.0 28.0 20.0
Max. 257.0 221.0 245.0 257.0 221.0 245.0 257.0 221.0 245.0
Means 360.2 7802 | 1,827.6 360.3 778.1| 1,8269 358.1 7760| 1,819.3
Distance from | S. D 2224 4392 24733 2222 439.6| 24719 2226 4418 | 24666
Metro (m) Min. 3.7 26.1 14.8 3.7 26.1 14.8 3.7 26.1 14.8
Max. 13137 22977 | 13,1532 13137 2297.7| 13,153.2| 1313.7| 2297.7| 13,153.2
Means 700.0 837.2 625.0 670.0 839.1 624.1 721.3 837.1 6264
The Number |S. D 964.7 6114 4738 963.9 611.8 4729 982.7 6116 4742
of Households | Min. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Max. 5,540.0| 3,8060| 3,129.0| 55400| 3,806.0| 3,129.0| 5540.0| 3,8060| 3,129.0
Individual 329 120 724 330 121 775 333 119 775
Heating (299%) | (11.6%) | (53.6%)| (299%)| (11.6%)| (53.6%)| (302%)| 11.6%)| (53.3%)
System o 771 915 670 772 919 671 768 911 678
e (701%)| (884%)| (464%)| (701%)| (884%)| (“464%)| (69.8%)| (88.4%)| (46.7%)
Seai 432 550 1,118 432 549 1,119 435 545 1,120

arwa

Corridor i (393%) | (53.1%) | (774%)| (92%) | (52.8%)| (774%)| (39.5%)| (52.9%)| (77.1%)
Types Others 668 485 326 670 491 327 666 485 333
(Corridor) (60.7%) | (46.9%) | (22.6%)| (60.8%)| (47.2%)| (22.6%)| (60.5%)| (47.1%)| (22.9%)

Note: Region 1 = Gangnam areas; Region 2 = The Ist New-town areas; Region 3 = The Fringe Areas.
Source: Korea Appraisal Board 2003; 2005; 2006; 2007. Apartment Price Data.
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