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Modeling Spatial Patterns of an Overheated Speculation Area
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Abstract : Overheated speculation areas which have high potential of becoming speculative are the target of many
real estate policies. This paper proposes a model for spatial patterns of house price volatility and suggests a spatial
pattern of overheated speculation areas. House prices are determined by economic behaviors of sellers and buyers who
have rational or adaptive expectations. Spatial patterns of house price volatility are formed by tendencies of their
economic behavior. If there is a majority of adaptive sellers and buyers in an area, it may appear as a “hotspot” by
showing high volatility of house prices and simultaneous price increases. Overheated speculation areas are formed by
adaptive sellers and buyers who want to realize maximum expectation profit, therefore these areas patterns are defined
as hotspot patterns of price volatility.
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