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An Analysis on Relationship between Housing Prices and Property Taxes
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ABSTRACT
1. CONTENTS

(1) RESEARCH OBJECTIVES

The purpose of this study is by performing an empirical analysis on the validity
of the claim that an increase in housing prices can be suppressed by heavy taxation,
this study examines whether a long- term equilibrium relationship exists between
property taxes and housing prices. If such a relationship exists, the recovery of
equilibrium from disequilibrium is analyzed to derive related implications.

(2) RESEARCH METHOD

The relationship between housing prices and property taxes was analyzed
empirically using the Vector Error Correction Model(VECM). This model was applied
to cointegration tests, the long-term equilibrium equation among variables and
causality tests.
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(3) RESEARCH FINDINGS

The suggestions that are made from this study are follows : First, a long-term
equilibrium relationship was established as one cointegration to exist between housing
prices and property taxes. Second, the sign of the long-term equilibrium relationship
variable was consistent with the theoretical sign, with the elasticity of housing prices
to property taxes and interest rate volatility revealed as -0.635 and -0.169,
respectively. Third, the sign of the coefficient of the error correction term coincided
with the theoretical sign. In case of divergence from the long-term equilibrium
relationship, the state of equilibrium will be restored through changes in the interest
rate.

2. RESULTS

This study confirmed that the policies on property taxes contributed to stabilizing
housing prices, and the results may serve as a reference in the future establishment
of real estate policies.
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* Housing Price, Property Taxes, VECM, Cointegration tests, Real Estate Policy
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