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An Empirical Study on the Estimate of Rational Real Estate Bubble
in Korea
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Abstract : The present study was aimed to estimate the rational bubble by using the state space model and
Kalman filter, of the national, capital, non-capital, Gangnam, and Gangbuk regions housing sales price
from November 2003 to August 2013, for the whole period, and before and after the global financial crisis.

For the whole period, Gangnam marked the highest rational bubble of 25.4%, followed by Gangbuk
21.3%, capital region 20.1%, whole country 18.9%, and non-capital region 14.3%. Prior to the global
financial crisis, Gangnam showed 26.7% of bubble, which is approximately 7.4% higher than Gangbuk
with 19.3%. On the other hand, after the global financial crisis, the bubble has collapsed a lot with Gang-
nam 13.2% and Gangbuk 10.7%; however, the non-capital region showed rather an increase of about
15% from 4.2% before the crisis to 9.0% after the crisis. The main cause of this is that the trading price
has declined but the rents have risen in the capital region including Gangnam and Gangbuk, while the
transaction price has gone up in non-capital region due to various positive signs like the moving of public

institutions.
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