79 —100

JOURNAL OF HOUSING STUDIES, VOLUME 11 NO. 2, AUG. 2002 RESEARCH pp.79-100

Applying the Concept of Real Option to the Household
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ABSTRACT

This study applies the concept of real option to the household decision making of tenure selection. As
the house price in the future remains uncertainty, tenure selection is like atiming option to buy ahouse. This
study does not only indicate that this option is an American put option, but also derive the value of the put
option through binomial option pricing model. On the one hand, if the household selects to pay the rent for
one period instead of buying a house, the expenditure may be reimbursed due to the decrease of house price.
On the other, the expenditure may rise due to the increase of house price. This study offers a useful model
for household to determine whether it is aright decision to buy or rent a house. The result shows that the
more volatile the house price, the higher the option value; the higher the ratio of equity to house price, the
lower the option value.
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