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Analyzing the Relationship between Fiscal Policy,
Household Debt, and Housing Prices in Korea*

Byoung Hoon Seok "

Abstract This study analyzes the state-dependent characteristics of fiscal pol-
icy in Korea using a two-agent New Keynesian dynamic stochastic general equi-
librium model. According to the findings, there is a crowding-out effect of in-
creases in government spending, which reduces private consumption and invest-
ment, thereby decreasing GDP. However, this effect is smaller when household
borrowing constraints are binding compared to the opposite case. When house-
hold borrowing constraints are slack, households save the temporarily increased
income from increases in government spending in anticipation of future tax
hikes. Conversely, when borrowing constraints are binding, borrowing house-
holds spend the temporarily increased income on final goods and housing ser-
vices consumption. This increases total consumption and boosts GDP. Currently,
Korea exhibits a household leverage ratio lower than the long-term trend, sug-
gesting that the proportion of borrowing households facing binding constraints is
below the long-run trend. This indicates that the crowding-out effect of increases
in government spending on GDP is significant.
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23 QlZeol Hol A% HS FAYT R AW Ay 7|25 AP}
o] 20241 $7]5-2 20059 ©]F 27 F7Ha<l AAThH] 2.8% F7H 656.9
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Bernardini and Peersman| (2018]), Bernardini et al.| (2020), |Demyanyk et al.
(2019), Klein| (2017)o]| W= 7 7| ¥H-52} /3 glo] T8 A|7FE thH] ¢
FHEOE A o] Hl-&2l 7HA| el Y 2|7t o o A ST SR 2024
Aol G A7) Hoke 919 AR0| A A Mo AaHANAS Ths}
7] el @=o] A1 deel A Age sHlshar, 1eof wat Al
ultj g Ao] Lrehts oo} wlZ U Zo] i) olajd Wast k. 18
Sh=to] FEIA|7LEo tiH] e E o Extol v]-g 2 A O|St 7HA| #lH 2] 2] 9]
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Klein et al.| (2022) whet 7HA| S| 2] 2|7} 427] <5 7| FA) (CLE [ A 2
SOl 0Kty 2o “Slack” s H O = FO|of) SlM o= FA|GA, T2 o
T “Binding” =t O 2 A ol5f S|4 o2 HAFcE T[] W2 gH=t 7HA|
gl ¥ 2 2] = 201497 H 2020 @ 7}A] = “Binding” =1, 71 o] 5.5 = “Slack”
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199 1: 7HA ¥ 2] 2] ¥H-5 (Household Leverage Fluctuations).

Hodrick-Prescott TE| 2 2412 4|75 Felgt i o] 2 2al/Z 84 71591 (1 — 100)
At =238, This figure shows the time path of the detrended mortgage loan to
housing value ratio (HP-filtered, A = 100). Source: Bank of Korea.
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S5 g >0, 5z > 0,y > 02 242F @A 7]0] BB o] z-go] 17]9] 9
2 o|2H&, 415 . WA 719] AZol 4 5 =
A%y,

FE O] FF2 HE 1A Elo] 9L, thgah o] FEO] FFI 59 B+ iy
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2 ngAAe] 45 Bt AT B ARE sgoR Rsn
Uulx] B4 BE RHES REEE AR R BEAANA 17]% |
2718 ofu|gic}

3.0, 7HA A 24

HZ7HA| 9 27 AR Hag T AT O] ARFERIIAL BE B
A W A olAbEe] /1 2% H == AR, A dH o F lEdlelAd

= e7MsEl =20 7 58 A 2%7) HEs AR F
AulA 47 B4 e R A A7} 2008 E] 202213717] §HE0] GDP
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p* PE S DRRSERR 0.995
7‘: A dH O F J1EH 1A 1.005
pb 2l 7kA o] A7kl 9l 0.9878
0. AH] O] AT AR A o] A4 2
o FEp A E) 2 AH P B 2
0] Frisch I 5-3-F &=l 4d o] 94 1
e HEA 48] ST 0.4520
A ZE AU A AH] ST 0.9093
% ZEAH| A o7 nis 2.2093
v L I ugedd us 89.5987
K LTV H]-& A3t 0.7
0 Ze A % {7 vl 0.07
a A o P B 0.7398
& A2 o] 2V I7E 0.025
0 AerE 27 UG 4

5 89.5987=2 AAFH. LTV Bl ARt k= = 4H71 2014 94 of
4749072 AL LTV v1§ Agre 92 479 tha 3497 st of
2t Holgieh. LTV Bl Agho] Yot & Aefof| A-gi= 7HA7F A
ofl @otA]al o] 7HA S 27t "l5A 27t 4 -H5HA] &7 Hof 244
ARAA) 7] 2o Tk AL AUV AR B, DA
2H] FT B A, FEAB| L 28] ST B 4y, FJAAF T B pa=
0] Q029)°) A% AA ha FHAE ALAL. 78 A A 57 1)
& ¢ Klein ef al.|(2022)2 w2} 0.072 At U 2] 71HA] ¢ 2454l
2B O] A hAEH A o] G421 0., FEA B A 48] IR B4 6y, Frisch
wEBFTLAL) 59 6, AR FITE 6.2 ARAE ZHUE ¢
Guerrieri and Tacoviello (2017)E w2} A ALof| A HF2A 0 2 Algol=
=2 AR 12 AS7HA S A7 H| B Bapsa HolEoh

E

=3 rlo

=
32. 7|¢¥s, 47, Y

A Z7HA 2} 2HA7HAIE Al 2l Y A
o] A A T} LA H]| A 0] A e A
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€, & A=A, d2) 6
Pz ZA| o] AREA 0.0075
o AHEAS RS 173
n 2HA7HA 9 kg A S EEE 0.44
rx H A=z (12 o] g 1HE) 1.97
IR HdH=2 (A7 g5 Uids) 0.65
ry H A2 =2](GDP 7 -5 Y17 ) 0.05
Uz 7tA A2 B 0.6344
[T AE7H A A B 0.6544
[T A7 A dF FRA B 0.6544
H T 35 1

B 2: 7195, AE, S92 ¢H 24 (Parameters related to the firms, the
government, and the central bank).

H =12 37}t 120 B R Ao L £ 507l 47 Fe71A
& AT 21 9) R0 =S hehiE B4 .= Klein eral] 2022)
< et 0.00752 AP, EEAEEUE ol Kiein ef al] 2022)S L33
AT BEH0 2 Aot 9 232 AT ARV RE o
=888 AASI= 24 n=|Guerrieri and Iacoviello| (2017)E e} 0.44 2
Ak 17 A48 AR B ok A% AP Al 93 3
e ARsHe B4E puy ot ub e fau] (2023)2] F=F Aol tigt 44
ARSI H A H 3] T Bas2 59D (2012), -9 1] (2023), o] &
(2005), 4851 (2018) 5 ot=r A T APA-FLSolA FHotAU A
ResguEos AN 22+ 7|9, 5 4238y B

HolE

flo rob | to) mjn 2
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=
=

33. 248d 2

2 BYAA ] FHF8 5, EAIRTEEE, AP 552 9] 2454
T BpE2 Hdl|m] (2023) 9] F=HAE AHERIAL, T oYY FA 9] A
2 A I == |Guerrieri and lacoviello| (2017) 2] =4 x| & AFE-JAt} L #]
B 4E=2 [Klein et al.| (2022)°] 4] |Guerrieri and Iacoviello (2017)2] =4 x| &
o 2 ot g2 ARSIt B 32 2 Ry dA|9 &4 Z2AA T
s HoErh
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oL FAILR7IESA 2 247 0.5574
o 28248514 37 9] 244 09
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5, Fe4054 ) Eeun 0.037
o FARA7)EFH 0 BEHA 0.018
o/ TR S BEUA 0.015
o A A0 wEBA} .
oy PRAE 340 2EVA 0.005
c. 2H PR FAC) REUA 0.0075
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2 Aol BYe] BAES YT F 140 717 Bt A ROl AL
s 47 GDP, /M| dl¥lelx] ul& 5 78 ANAANSEY AAD A= S
FEYE. kel 100 717F BHe] Az AAG Awe] EFFHA hret. of
2 AlBE oS 1000 WHEa)A AR ADE Ack AA L A=A
#}gJA|oFo] 4 717F B A% H 02 GEBEA] GO “Slack ol 2t THL
os}a, Wehz A A|oke] 4 717 B9 A% H O R FASHY “Binding” 0%

o2 4ot

41 Y220 77| 2 HI}

B o)A PR AZe] 7] e} 5HE 5] 915 YA F0| HE
HpuHE Z7hsHe oA 7 0] & 92 A B o] AsA e BHAE
¥} GDPO AAE ZAmE FSFT. o] DA 53 AIAE A= E 2FAA| o]
4717 Bt ASH 02 §EF 2] 0|15 7|20 2 “Binding” =W} “Slack”
w0 2 btk o] A|2-e JHA| ST GDPO| A 2ba 2R 7] E9] A
AE 2AA=E WA AR2AE 57549 aE T3 A AFEAE S

30| 7|1717}42) 9] GDP %7}
o] § 5717 ARAE 27180 gto g A At 7 B 4
BARAE 0 At T HelE Koo, AL £4 AR2E 129
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1 Above the Trend (in KRW) 1 Below the Trend (in KRW)

0.3 1 1 1 1 1 | 0.3 1 1 1 1 1 \
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