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A Study on the Interregional Relationship of Housing
Purchase Price Volatility

Han-Soo Yoo

Abstract

This paper analyzed the relationship between Housing Purchase Price
volatility of Seoul and Housing Purchase Price volatility of local large city.
Other studies investigates the effect on the observed volatility. Observed
volatility consists of fundamental volatility and transitory volatility.
Fundamental volatility is caused by information arrival and transitory volatility
is caused by noise trading. Fundamental volatility is trend component and is
modelled as a random walk with drift. Transitory volatility is cyclical
component and is modelled as a stationary process.

In contrast to other studies, this study investigates the effect on the
fundamental volatilty and transitory volatility individually. Observed volatility is
estimated by GJR GARCH(1,1) model. We find that GJR GARCH model is
superior to GARCH model and good news is more remarkable effect on
volatility than bad news. This study decomposes the observed volatility into
fundamental volatility and transitory volatility using Kalman filtering method.

The findings in this paper is as follows. The correlation between Seoul
housing price volatility and Busan housing price volatility is high. But, the
correlation between Seoul and Daejeon is low. And the correlation between
Daejeon and Busan is low. As a distinguishing feature, the correlation between
fundamental volatilities is high in the case of all pairs. But, the correlation
between transitory volatilities turns out low. The reason is as follows. When
economic information arrives, Seoul, Daejeon, and Busan housing markets, all
together, are affected by this information.

<Key Words> housing price, fundamental volatility, transitory volatility,

correlation, noise trading
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