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ABSTRACT

Eui-Chul Chung

The purpose of this paper is to derive a testable hypothesis and to set up an
empirically estimable model which considers the effect of an unexpected change in
income on a household’s housing consumption. Standard housing models are not
very useful to analyze unexpected changes in influential variables such as income
because these models predict housing consumption response to a change in
household income under perfect foresight environment. A simple two-period
intertemporal optimization model is introduced, which describes how a household’s
housing consumption is intertemporally related and how it reacts to an income
shock. Defining an income shock as the difference between the amount of realized
income and its expected value, the model predicts that the household will reduce
housing consumption if there is a negative income shock. A few issues for empirical
estimation are briefly discussed, including simulation methods and measurements of

an income shock.
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