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|dentification of Investment Demand in Korea's
Apartment Market with Transaction—-Level Data
and Its Impact on Apartment Prices’

Seung Hun Lee™

Abstract

The purpose of this study is to determine which demand factor, between investment and
residential services, has mainly driven apartment prices in Korea. For this purpose,
rental-purpose transaction-volume data were constructed based on transaction-level data.
Using these data, investment demand, residential demand, and supply shocks were identified
using a sign-restricted structural vector autoregression (VAR) model. The constructed
rental-purpose transaction volume data showed similar levels and trends to comparable
but shorter data calculated from the administrative data. The main results suggest that
apartment prices in Korea fluctuate significantly because of changes in investment demand.
This implies that Korea's apartments have been used not only as consumption goods but
also as investment assets. For example, during the peak time of real apartment prices in
the COVID-19 pandemic period, investment, residential demand, and supply shocks
explained 37.4%, 47.5%, and 15.1% of the price levels, respectively. This study differs from
the extant literature in two ways. First, it constructs reliable rental-purpose transaction
volume data over a relatively long period. Second, based on these data, the demand for
apartments has been divided into investment and residential demand.

Keywords : Investment Demand of Apartment, Drivers of Apartment Prices, Sign-
restricted Vector Autoregression (VAR), Historical Decomposition
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