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[Abstract]

Asset Price Movements and Monetary Policy in Korea

Ho Yeol Lim

This study set out to examine the relationship between fluctuations of asset
prices and macroeconomic variables and to verify whether there is any bubble in
housing prices in Korea at present. In addition, it tried to discern, in the event
of there being a bubble, whether the central bank’s direct policy response or
concentrating only on price stability in order to stabilize finance and economy is
more effective.

Summing up the result of this study, first, we cannot judge whether any
bubbles are involved in housing prices using Mankiw, Romer and Shapiro’s
volatility tests(1985) from January 1986 to June 2003. But we can confirm the
existence of a bubble in housing price in the late-1980s and since 2001 by
additional unit-root tests and cointegration tests.

Second, in coping with bubbles in terms of monetary policy, if the central
bank can judge whether the fluctuation of real estate prices results from
fundamental elements or from bubble elements, we can effectively stabilize them
by means of the synchronized pursuit of general price and asset price stability
rather than an insistence on price stability alone. On the other hand, if the
central bank cannot decide this then concentrating on price stability can allow
the effective operation of monetary policy by reducing variation in inflation and
the real economy.

Whereas the recent upsurge of housing prices has been largely restricted to a
few areas such as some wealthy districts in southern Seoul, the effect of
monetary policy influences the economy as a whole indiscriminately. Therefore,
we ought not to change the monetary policy stance frequently in order to control

real estate price bubbles.

Keywords: verification of housing price bubble, effectiveness of the monetary
policy response, price stability and financial stability
JEL Classification: E58, E52, C52



