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1. CONTENTS

(1) RESEARCH OBJECTIVES

The purpose of this study is to find dynamic mutual impacts of housing market
and stock market in Korea.

(2) RESEARCH METHOD

To examine bilateral volatility spillovers between these two asset markets, I use
multivariate GARCH(generalized autoregressive conditional heteroscedasticity)
BEKK(Baba, Engle, Kraft and Kroner) model framework which has no prior
restrictions. The sample dataset covers 342 monthly returns for these two markets
from January, 1987 to June, 2015.

(3) RESEARCH FINDINGS

From the estimation results of the mean equations in the multivariate GARCH
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model, both housing and stock markets are found to affect negatively each other,
contrary to the previous expectation.

In the symmetric GARCH BEKK model estimation of the variance equations,
none of these two markets are found to have shock contagion effects to their
counterparts, revealing diversification effects between these two markets.

In the asymmetric GARCH model estimation results, downside shock from the stock
market is shown to clearly affect the housing market, but that from the housing market

is not shown.

2. RESULTS

Generally speaking, Korean housing market is found to be a good substitute for
a stock market in the sense of risk reducing function. However, in times of depression,
it is proved to be true that prior actions should be taken in the stock market to promote
the housing market stabilization policy.

3. KEY WORDS
* housing market, stock market, GARCH BEKK model, shock contagion,
diversification effect, downside shock, market stabilization
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