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Connectedness between EPU Index and Korean Housing Market Returns
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< Abstract >

Korean household’s housing properties are worth 75% of total net assets in 2018. Korean
government launched more than 50 housing policies for 10 years, it can be inferred that Korean
housing market is largely affected by its economy and policy. We can also expect that Korean
economy and policy uncertainty affects housing price. In this paper, We use Connectedness Index
developed by Diebold and Yilmaz(2012, 2014) to analyze connectedness between economic and
policy uncertainty and Korean regional housing markets. The Economic Policy Uncertainty (EPU)
index developed by Baker et al.(2016) is used to quantify economic uncertainty. And, regional
housing price index published by Korea Appraisal Board is used to analyze Korean regional housing
markets return. The main finding can be summarized as follows: First, the Korean EPU index
precedes national housing market returns. Second, when housing market is separated into
metropolitan market and rural market, EPU index affects metropolitan housing market, but not
rural housing market. In last, higher connectedness is found when housing market is subdivided
into several regional housing markets. We found that EPU index has significant effect on housing
market returtns, especially in metropolitan housing market returns.

Keyword : Connectedness, EPU Index, Housing Market Returns, Economic Uncertainty, VAR
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