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ABSTRACT
1. CONTENTS

(1) RESEARCH OBJECTIVES

This study empirically analyzes the co-movement features of housing price cyclical
fluctuations and volatility spillovers among eight subregional housing markets of Seoul
metropolitan area.

(2) RESEARCH METHOD

This study decomposes the growth rates of housing prices into three types of latent
factors by estimating a dynamic latent factor model: such as a common factor that
is shared by all subregions of Seoul metropolitan area, eight region-specific factors,
and idiosyncratic components. The coupling and decoupling patterns of subregional
housing markets are examined by variance decompositions of the estimated factors.
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The procyclical and countercyclical properties between subregional housing markets
are measured by the frequency-domain dynamic correlations. The generalized volatility
spillover measures present empirical evidence of volatility spillovers among the
subregions in Seoul metropolitan area.

(3) RESEARCH FINDINGS

The common factor of housing price fluctuations explains significant portion of
housing price cycles in Seoul metropolitan housing market, which implies strong
co-movements of housing price cycles. In the short run, the housing markets of
Gangnam of Seoul, Bubble7 area, eastern and western regions of Gyeonggi—-do are
procyclical in the sense that their housing price cycles are positively correlated with
the common factor of Seoul metropolitan housing market, while Gangbuk of Seoul,
northern and southern regions of Gyeonggi—do are revealed to be countercyclical against
the overall state of the Seoul metropolitan area. Volatility spillovers among eight
subregional housing markets show different features depending on the subsamples.

2. RESULTS

The volatility spillover index shows a rising trend over the recent period, especially
from Bubble 7 area and Gangnam of Seoul to the neighboring subregions in Seoul
metropolitan area. The policy making authorities should reinforce monitoring locally
excessive speculative demand for housing investment and handle housing market risk
through preemptive stabilization policies.

3. KEY WORDS

* Coomovements of housing price cycles, Dynamic latent factor model,
Frequency-domain dynamic correlation, Leads and lags correlation, Seoul
metropolitan area housing market, Volatility spillovers
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