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Estimation of Price Elasticity of Housing Supply
by Local City and Province
- Regional Comparison and Employment of Instrumental Variables -

HE
Chungyu Park

I Abstract |

This study focuses on estimating the price elasticity of housing supply concerning private sector
housing construction permits. In addition, this study employed instrumental variables to deal with the
endogeneity. The empirical analysis of this study showed that the price elasticity of housing supply
in local metropolitan cities was 2.6~5.8, while that of housing supply in local provinces was 1.1~11.7.
Among the five metropolitan cities, Busan, Daegu, and Ulsan had higher price elasticity than the other
two and in local provinces, Chungnam, Jeonbuk, Jeonnam and Jeju were higher than others. In regions
with high price elasticity, housing construction permits increase or decrease more rapidly in response
to price fluctuations compared to other regions. This study demonstrated that cost of production
influenced housing supply and the permitted housing supply was lowered by the increase in the prices
of construction raw and intermediate materials. In particular, the impact of the price index for
intermediate materials on the permitted housing supply was more significant, which signaled that the
materials are largely used for housing construction and the rise and fall of the housing industry could
influence many industries of intermediate materials then proper control of housing supply is very
significant for stable growth of economy. This study’s distinctive and methodological contribution lied
in the identification and application of instrumental variables to control for the endogeneity of
housing prices. This study used Jeonse prices and credit risk indices to reflect characteristics of
Korean housing markets. This study also evaluated feasibility of instrumental variables in the process
of empirical analysis and identified availability of instrumental variables. The endogeneity of housing
prices has been important academic issues in order to analyze housing markets and the instrumental
variables proposed in the study were found to be broadly applicable for upcoming tasks.
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(B 2) RFFANXY A=E (1/2))

= B4t o= e o™ =4t Z3 ==
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B2 ZE7IZ0) St SRS SI7IEA

(HA-1) 84

Variable Coefficient Std. error t-statistic Prob.
C -0.1367 0.0486 -2.8135 0.0054
CSR_H -0.0012 0.0003 -4.0645 0.0001
LOG(PRICE) 1.0185 0.0111 91.6478 0.0000
R-squared 0.9780 Mean dependent var 4.3150
Adjusted R-squared 0.9778 S.D. dependent var 0.1852
S.E. of regression 0.0276 Akaike info criterion -4.3279
Sum squared resid 0.1438 Schwarz criterion -4.2770
Log likelihood 418.4754 Hannan—-Quinn criter. -4.3073
F-statistic 4,209.9580 Durbin-Watson stat 0.0173
Prob(F-statistic) 0.0000

3 B4BE 2TIX2G REIHA, C= 4=, CSR_H= ME9I™X|%, JPRICE= MAZHEE Qj0].

H A-2) th7

Variable Coefficient Std. error t-statistic Prob.

C 0.0952 0.0420 2.2653 0.0246

CSR_H -0.0007 0.0003 -2.3514 0.0197

LOG(JPRICE) 0.9729 0.0098 99.0458 0.0000
R-squared 0.9813 Mean dependent var 4.2677
Adjusted R-squared 0.9811 S.D. dependent var 0.2107
S.E. of regression 0.0290 Akaike info criterion -4.2282
Sum squared resid 0.1588 Schwarz criterion -4.1773
Log likelihood 408.9077 Hannan-Quinn criter. -4.2076
F-statistic 4,948.4890 Durbin-Watson stat 0.0103

Prob(F-statistic) 0.0000

F . B4BaE EOM2IS FEHA, C= M=, CSR_HE AM89™XIs, JPRICEE MAZHEE 9j0].

16 httos.//doiorg/10.30902/jrea.2023.9.3. 1



