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A Study on the Adjustment Process of the Rent to Cheonsei Ratio
on the Change of Interest Rate in the Seoul Metropolitan Area
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I Abstract |

Theoretically the Rent to Cheonsei ratio is determined by interest rate and risk premium related
to housing rental market, The Rent to Cheonsei ratio has decreased since 2000s due to the financial
deregulation and low interest rate policies in Korea, However, sometimes the Rent to Cheonsei ratio
has decoupled with interest rates, We investigate the long-run equilibrium between the Rent to
Cheonsei ratio and interest rates, and the short-run adjustment process of the Rent to Cheonsei ratio
when there is a disequilibrium, Our results emphasize that there is a long-run equilibrium between
the Rent to Cheonsei ratio and the 3-year treasury bill rate. If the 3-year treasury bill rate increased
by 1% point, the Rent to Cheonsei ratio goes up 0.88% point long-termly, And if there was a dis-
equilibrium, the Rent to Cheonsei ratio corrects the error from the equilibrium by 5.9% monthly.
Furthermore, our results address that the Rent to Cheonsei ratio has coupled with the 3-year treasury
bill rate almost exactly since 2008, The results imply that there is a possibility of a structural change
in 2008. And we find that the Rent to Cheonsei ratio by transaction price data has a lower risk
premium than the Rent to Cheonsei ratio by appraisal price data, also there is not a smoothing phenom-
enon in the Rent to Cheonsei ratio by appraisal price data,

Key Words : Housing Rental Market, Rent to Cheonsei Ratio, Interest Rate, Long-run Equilibrium,
Error Correction Model
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