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Measuring the Rational Bubble of Apartment Prices in Seoul
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ABSTRACT : Unlike other assets,real estate has some characteristics of heterogeneous products, large
transaction costs, and incomplete information about products in market. In addition, real estate is
difficult to change in a rapid price adjustment due to an inelastic supply. If a housing bubble is
formed in real estate, its negative effect is extensive because the extent of the bubble is long-lasting
and growing continuously for a long time. Based on the present value model, this study estimates
the rational bubble of apartment prices in Seoul. According to estimated results using a state-space
model and Kalman filter, the price of apartment in Seoul presents the rational bubble of an average
of 9.1%, the highest of 17.6% from January 2000 to April 2009. The continuous rise of the rational
bubble peaked on November 2004. This is interpreted due to a series of economic stimulation policy
on the real estate market after the IMF financial crisis. Since then, the rational bubble had a
continuously declining trend that was due to a high intensive tax policy on real estate such a
comprehensive real estate tax policy in 2004. Even though apartment prices have slowly steady level
recently, the ration bubble has an increased trend since October 2008. This is due to the
implementation of the real estate policy that stimulates domestic demand concerned an economic
recession by the global financial crisis.
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