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The Equilibrium Mechanism of Seoul Office Market
Using a Simultaneous Equations Model
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< Abstract >

This paper develops a simultaneous equations system by 3SLS(Three Stage Least Square)
estimation to investigate the equilibrium mechanism between demand-driven rent and office supply
functions and between rent in the space market and cap rate functions in the real estate capital
market. The preceding studies have primarily focused on the interrelationship between demand and
supply function sides only.

We find that DiPasquale-Wheaton 4-quadrant model is comparatively well applied to the Seoul
office market in case of rent and cap rate functions except the office supply function. Furthermore,
the rent and cap rate in Seoul office market can be estimated according to the scenarios based
on the estimated parameters. As a result of simulations, office rent is relatively less influenced than
cap rate by the key economic variables and the Seoul office market is closer to the capital
gains-oriented asset market than rental income-oriented space market, given the relationship
between the office rent and cap rate.
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key word : Seoul Office Rent, Space Market, Cap Rate, Real Estate Capital Market,
Simultaneous Equations Model, Expectation
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logrent

At most 1] 16,3990 | 0.6839 | 9.5020 | 0.7900

cap None  [102.9834|0.0000%* | 44.1533 |0.0021***

rate | At most 1| 58.8301 |0.0034"* | 36,5416 |0,0027**

os_ None 79.5375 0.0069"*| 40,7052 |0.0066**
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vac 20,0011 0.0005 0,0404*
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(% 4) cap rate ¥ FAA7}

| A | meen | 0
4 143.4423 26,8422 0.0000***
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vacy+0.5124 x (logrent ; + logrent () + 0.0373
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