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The Determinants of New Supply in the Seoul Office Market and their Dynamic
Relationship
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Yang, Hye-Seon - Kang, Chang-Deok

Abstract

The long-term imbalances between supply and demand in office market can weaken urban
growth since excessive supply of offices led to office market instability and excessive demand of
offices weakens growth of urban industry. Recently, there have been a lot of new large-scale
supplies, which increased volatility in Seoul office market. Nevertheless, new supply of Seoul office
has not been fully examined. Given this, the focus of this article was on confirming the influences
of profitability, replacement cost, and demand on new office supplies in Seoul. In examining those
influences, another focus was on their relative influences over time. For these purposes, we
analyzed quarterly data of Seoul office market between 2003 and 2015 using a vector error
correction model (VECM). As a result, in terms of the influences on the current new supply, the
impact of supply before the first quarter was negative, while that of office employment before the
first quarter was positive. Also, that of interest rate before the second quarter was positive, while
those of cap rate before the first quarter and cap rate before the second quarter were negative.
Based on the findings, it is suggested that prediction models on Seoul offices need to be
developed considering the influences of profitability, replacement cost, and demand on new office
supplies in Seoul.

Keywords: Office market, Supply, VECM, Long-term equilibrium, Time-series analysis
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Variables Explanations Sources

new supol construction permits in Seoul (business Ministry of Land, Infrastructure and
PPY facility, new construction) Transport

profitability Seoul office cap rate Shinyoung Asset

T off :
(asset market & Seoul office price

Shinyoung Asset

Seoul office rent

Shinyoung Asset

space market) Seoul office vacancy rate

Shinyoung Asset

GDP

Bank of Korea

demand

(real economy) estate in Seoul (FIRE)

employment in the finance, insurance, real

Statistics Korea

employment in the producer service in Seoul

Statistics Korea

replacement cost

commercial land prices in Seoul

Statistics Korea

(development construction cost index

market & money

Korea Institute of Civil Engineering
and Building Technology

interest rate (corporate bonds, 3-year, AA-)

Bank of Korea

economy) M2 (broad money, average)

Bank of Korea

alternative assets

KOSPI
( money economy)

Bank of Korea
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Table 2. ADF and PP unit Root Test (Level)

ADF PP
t-Statistic t-Statistic
In supply -0.236 -0.035
In cap rate -2464 -2.234
In vac -0.097 0.378
In emp -0.104 0.375
In ic 0.366 0.134

iy < 0.01, **p <0.05, *p <0.1
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Table 3. ADF and PP unit Root Test (1st Difference)

ADF PP
t-Statistic t-Statistic
d(In supply) -4 84*** -21.612%**
d(In rent) -8.978*** -15.105***
d(In vac) -3.898*** -3.933***
dd(In emp) -13.309%** -22.842%**
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ARZPAE

olo] TR AR ZIPA] 7H S£EHSLEO]

i)
S
oY
(0}
rlo

ihd
(o

R= Table 50 LIERL} QIC
ARkl Qs FtiaRat
5% AARELE A
= JE10] =7} 0 HA] &
Srfels AR7MEE 7126190 TietA] e 7o)
=R UHO] SRR TAV} Q= A0 ERIEQICE
7 W45 Thof] 1709] HA7E Efffob= A
AP ThEo] A Hee VECH
o7 BASIQ) VECEES BOFEAIAIY] Ad

O

1

(Max-Eigen) E412F &2

2a)
Jr%‘
AR
>
)
14
2
o

I
i)
MI
=

N
0
38

AL
;5
rr
>N

i
AL
i

i
ME
X
e

5
1z

02k

;O

Journal of Cadastre & Land InformatiX Vol47 No.2 (2017) 165



UM - ZAEY

Table 4. VAR Lag Order Selection Criteria

Lag LogL LR FPE AIC SC HQ

0 161.8 NA 7.5E-10 -6.8 -6.6 -6.7

1 205.1 75.3 34E-10 -76 -6.4 -7.2

2 226.3 324 4.2E-10 -74 -5.3 -6.6

3 257.3 40.4* 3.6E-10 -1.7* -4.5 -6.5

4 273.0 17.1 6.7E-10 -7.3 -31 -5.7
Zstg 18 4 Y= o] fiRo] ~FHsE FA5k= 20| B |onjel] oIt Alg @il
THAYO R HATGI9I N ZEES VIREOR A 1E FRTAAS UERH

VECEoﬂow O A7 dEHA=

Qu]A Al Ff i—;%@] HSle} CHE HE0] HaP}
ARbol| wheh oji s Ero R 27
C}. sl &2 o3-toAl v‘i—*ﬂ@ WS 7HO] TATL
& A0 B A R
A EAY 2002).

Table 5. Multivariate Johansen cointegration Test

Hypothesized Trace Max-Eigen
No. of CE(s) Statistic Statistic
None 71.33** 33.91*
At most 1 3741 19.70
At most 2 1771 10.04
At most 3 7.67 7.071
At most 4 0.60 0.60

ok p < 0.01, **p <0.05, *p <0.1
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