Lessons from Japan's ‘Lost 30 Years' for
the Korean Real Estate Market: An
Analysis of Asset Defense Strategies in
an Era of Uncertainty

Executive Summary

This report provides an in-depth analysis of the Tokyo real estate market's collapse,
prolonged stagnation, and recent polarized recovery during Japan's 'Lost 30 Years.' The goal
is to present an optimal real estate asset defense strategy for the Republic of Korea in
preparation for a potential entry into a similar long-term, low-growth phase.

The analysis predicts that if South Korea faces a prolonged recession, its real estate market
will not experience a uniform decline but rather an extreme polarization, similar to Tokyo's
"Sankyokuka" (tri-polarization) phenomenon. This means that the defense and growth of
asset value will be confined to a few irreplaceable core locations. These locations are defined
not merely by their geographical position but by a combination of four key factors:
connectivity to the global economy, core industry clusters, large-scale future development
plans, and a high concentration of high-income jobs.

Based on this analytical framework, this report identifies Seoul's core Gangnam area
(adjacent to the GBD) and the Yongsan International Business District (IBD) area as the
top-tier defensive assets capable of preserving and even growing in value during a potential
long-term recession. In conclusion, the report suggests that the successful real estate
strategy of the future is not diversification but a concentration of capital in these irreplaceable
core assets.

Part 1: The Tokyo Doctrine - A 30-Year Chronicle of



Collapse, Stagnation, and Polarized Revival

This section dissects the entire lifecycle of the Tokyo real estate market, from the bubble's
collapse in the 1990s to the present day. Through this, we will derive the core principles of
asset value preservation and establish a foundation for analyzing the Korean market.

1.1 The Great Collapse: Anatomy of the 1990s Real Estate Bubble

In the 1980s, the Japanese economy experienced an unprecedented boom fueled by low
interest rates, a thriving export market, and technological innovation.' During this period,
massive liquidity flowed into the real estate market, forming an unparalleled asset price
bubble. In 1987 alone, Japanese real estate prices soared by approximately 70%, and it was
famously said that the value of the Imperial Palace grounds in Tokyo surpassed the value of all
real estate in California.’

However, this bubble did not last. The sharp appreciation of the yen following the 1985 Plaza
Accord weakened the competitiveness of Japanese export companies, raising concerns
about an economic slowdown.? In response, the Japanese government and the central bank
shifted to a tight monetary policy to curb the rapid rise in asset prices. In 1990, the Ministry of
Finance introduced the 'Soryo-kisei' (Total Volume Regulation) to regulate the total amount of
real estate-related loans, and the Bank of Japan raised the benchmark interest rate to 6%.?

This abrupt policy shift triggered a credit crunch, becoming the direct catalyst for the
bubble's collapse. The Nikkei Stock Average, which had hit an all-time high of $38,915 in
December 1989, plummeted to below $20,000 in just nine months.? The real estate market
reacted more slowly than the stock market, but the impact was far deeper and more
prolonged. Japan's housing price index peaked at $182.79 in the first quarter of 1991 and then
entered an endless decline.® The aftermath of the collapse was beyond imagination. By
around 2004, the value of prime 'Class A' real estate in Tokyo's financial district had crashed
to less than 1% of its peak value, and residential properties had also fallen to about one-tenth
of their peak levels.” Some areas saw prices drop to 20% of their peak £, and by 2010,
commercial land prices were only a quarter of their 1991 levels.?

A crucial lesson from this collapse is that the traditional myth of "location, location, location”
becomes powerless in the face of a systemic crisis triggered by macroeconomic factors. The
bubble was formed by nationwide liquidity and optimism, and its collapse was caused by an
external shock—a shift in macroeconomic policy. In this process, even core assets in central
Tokyo could not escape the price crash. This suggests that even the best locations offer only



limited defense in the initial stages of a true credit bubble collapse. Therefore, the long-term
viability of an asset depends not just on its location, but on how that location can rebuild its
fundamental value in the post-crisis era.

1.2 The Long Winter: Market Logic of the 'Lost 30 Years'

Following the bubble's collapse, the Japanese real estate market fell into a deep stagnation.
Market sentiment completely reversed, and the perception that "real estate prices only fall"
became an established formula.’ This period was characterized by long-term economic
stagnation, deflation, and wage stagnation.'® This macroeconomic environment eroded the
very foundation of domestic purchasing power and investment demand.

The market continued to stagnate for over a decade, hitting a bottom in 2002.2 The
emergence of the J-REIT market in the mid-2000s briefly created a 'mini-bubble' in some
central urban areas, but it was not enough to overcome the overall market downturn.?

Subsequently, the 2008 global financial crisis extinguished even the faint embers of recovery.®

A noteworthy phenomenon during this long period of stagnation is the decoupling of
performance between different asset classes. While the Nikkei Stock Average succeeded in
surpassing its bubble-era peak after about 30 years, real estate prices across Japan as a
whole have still not recovered to their peak levels.® This clearly shows that in a deflationary
economy following a bubble collapse, capital does not return evenly to all asset classes. The
corporate sector, represented by the stock market, was able to find a path forward through
restructuring and globalization and benefited from monetary easing policies. In contrast, real
estate, being illiquid, capital-intensive, and directly affected by domestic credit cycles and
demographic changes, had to follow a much longer and more arduous path to recovery.

This implies that the recovery of the real estate market requires not just macroeconomic
stability, but also powerful, localized demand drivers that can overcome structural headwinds
like population decline and domestic stagnation.

1.3 The Great Divergence: ‘Sankyokuka' (Tri-polarization) and the Rise
of the Core

Recently, the Japanese real estate market has been showing an extreme polarization
phenomenon known as 'Sankyokuka' (tri-polarization). This refers to the contradictory



situation where there are over ten million vacant homes across Japan ", while real estate
prices in central Tokyo are soaring. In particular, the average price of new condominiums in
Tokyo's 23 wards has surpassed 100 million yen for the first time, leading to the coining of the
term 'Reiwa Bubble."

This price increase is concentrated in specific areas even within Tokyo. Ultra-luxury
developments are continuing in the five central wards: Chiyoda, Minato, Chuo, Shibuya, and
Shinjuku.™ A prime example is the penthouse at 'Azabudai Hills,' completed in 2023, which was
traded for over 20 billion yen (approximately 188 billion KRW)." This stands in stark contrast to
the declining or stagnant real estate prices in regional cities.

The most important analysis to be drawn here is that the top-tier real estate in central Tokyo
experiencing the 'Reiwa Bubble' is a fundamentally different asset class from the assets that
collapsed in 1990. The value of these assets is no longer determined by the fundamentals of
the Japanese domestic economy. Their value is priced by the flow of global capital, the influx
of international talent, and their function as a 'superstar city,’ effectively decoupling them
from the domestic Japanese economy.

While the bubble of the 1980s was driven by domestic credit and corporate funds ', the
current boom in the city center is largely fueled by foreign capital taking advantage of the
weak yen and ultra-low interest rates.’ The buyers of properties like Azabudai Hills are not
typical Japanese households, but global high-net-worth individuals or multinational
corporations seeking to secure safe assets in a key Asian hub.” Their demand is tailored to a
globally competitive living and business environment, comparable to assets in London, New
York, and Singapore. This is why real estate prices in central Tokyo can soar despite Japan's
stagnant national economy and population, and it provides the most crucial implication for the
Korean market.

1.4 Drivers of Resilience: Analyzing the Success Factors of Core Tokyo

The four key drivers supporting the new asset class of ‘Global Tokyo' are as follows:

1.4.1 Population Black Hole (Demographic Re-centralization)

While Japan's overall population is declining, Tokyo's 23 wards act as a massive black hole,
attracting talent. Every year, there is a net inflow of population, primarily young people aged
15-29, who are drawn to Tokyo for high-quality education and jobs in high-value-added



industries such as information technology and finance.™ Since 2000, the population of
Tokyo's 23 wards has increased by 1.65 million." This continuous influx of a young population
with promising future income creates a strong and sustained housing demand that more than
offsets the national trend of population decline.

1.4.2 Influx of Global Capital (Currency and Interest Rate Arbitrage)

The combination of Japan's negative interest rate policy and the weak yen has made Tokyo
real estate a very attractive investment for foreign investors.’ For example, while a 30-year
mortgage rate in the United States is close to 7%, financing is available in Japan at low rates
of 1-2%.° This interest rate differential provides a powerful incentive for global capital to flow
into Tokyo's core assets, acting as a direct cause of price appreciation.’™

1.4.3 Engine of Urban Regeneration (Continuous Redevelopment)

Tokyo is constantly increasing its urban value through relentless redevelopment. Large-scale
urban regeneration projects like Azabudai Hills transform old city centers into state-of-the-art
mixed-use spaces, concentrating top-tier commercial and residential functions in one place."
These projects not only create new premium supply but also establish a virtuous cycle that
attracts further investment and talent.

1.4.4 Innovation Cluster Effect (The 'Superstar City' Phenomenon)

According to the theories of urban economists like Richard Florida and Enrico Moretti, modern
innovation industries are highly concentrated in human capital.” Global companies like
Microsoft and Amazon gather in Seattle not because of low costs, but to access the core
talent pool.” This concentration of companies creates high-income jobs, and the wealth they
generate leads to spin-off startups and the growth of local service industries, building a
powerful regional economic ecosystem. Central Tokyo functions as Japan's core innovation
cluster, which endows its real estate with a fundamental economic value that no other region
can replicate.




Part 2: South Korea at a Crossroads - A Comparative
Analysis of Systemic Risks and Strengths

This section, based on the case study of Japan, provides a data-driven direct comparison of
South Korea's current situation and assesses the probability and potential nature of a
Japan-style long-term recession.

2.1 The Echo Effect: Ominous Similarities in Macroeconomic Indicators

The current South Korean economy shows strikingly similar patterns in several
macroeconomic indicators to Japan just before its bubble collapse. This highlights the
severity of the systemic risks facing the Korean economy.

First, debt levels have reached a dangerous point. As of 2023, South Korea's private
debt-to-GDP ratio was 207.4%, approaching the peak level of Japan's bubble period, which
was 214.2% in 1994." The household debt problem is particularly severe.

Second, the demographic crisis is progressing at a much faster rate than in Japan. South
Korea's working-age population is declining more rapidly than Japan's due to the world's
lowest total fertility rate and an unprecedentedly fast aging population.' By 2045, South
Korea's elderly population ratio is projected to surpass that of Japan."”

Third, the economic structure is also highly dependent on manufacturing, similar to Japan,
and a trend of slowing growth is clearly visible.”' The table below clearly illustrates these
similarities by comparing key macroeconomic indicators of Japan at its bubble peak and
South Korea at present.

Indicator Japan (Bubble South Korea Source
Peak, c. 1990-1994) (Present, c.
2023-2025)
Private Debt to 214.2% (1994) 207.4% (2023) e
GDP Ratio

Household Debt Approx. 70% (1995) | Over approx. 100% | *




to GDP Ratio (2023)

Population Aged 12.1% (1990) 20.3% (Entering 19
65+ Ratio ‘Super-aged
Society' in 2025)

Total Fertility Rate | 1.54 (1990) 0.72 (2023) 20

Economic Growth 5.0% (1986-1990) Around 2% 2
Rate (5-yr avg.)

2.2 Diverging Paths: Critical Differences in Market Structure

Despite the ominous similarities, there are critical differences in the market structures of
South Korea and Japan. This suggests that if a crisis occurs, its development may differ from
that of Japan.

The biggest difference lies in the target of the bubble and the subject of the debt. Japan's
bubble was concentrated in commercial real estate (offices, land), based on corporate debt.?
In contrast, South Korea's potential bubble is centered on residential real estate, particularly
apartments, fueled by household debt.® South Korea's household debt-to-GDP ratio exceeds
100%, which is much higher than Japan's at its bubble peak (about 70%).? Furthermore,
household debt accounts for about half of the total private debt, a much higher concentration
in households compared to Japan, where it was about one-third." Additionally, South Korea's
unique Jeonse' (lump-sum deposit lease) system, which does not exist in Japan, acts as a
leveraged investment tool, amplifying market volatility as a unique risk factor.

This difference in the primary debtors could change the nature and impact of a crisis. The
collapse of a corporate-led bubble, as in Japan, led to the insolvency of the banking system
and the proliferation of 'zombie companies, resulting in a slow and painful corporate
restructuring process. On the other hand, a household-led debt crisis, as could happen in
South Korea, could lead directly to large-scale mortgage defaults and a sharp contraction in
consumer sentiment. This would have a much faster and more direct impact on the domestic
economy, potentially causing widespread social distress. In the event of a crisis, political
pressure for household bailouts would be intense, which could lead to a different policy
response than in Japan.



2.3 Scars of the Past: Lessons from South Korea's Own Economic
Crises

The South Korean real estate market has learned important lessons from two major crises in
the past. During the 1997 IMF financial crisis, Seoul apartment prices fell by 14.6% in a year,
cracking the "real estate invincibility" myth for the first time.?’

During the 2008 global financial crisis, market polarization became evident. At that time, the
'‘Bubble Seven' areas, which were concentrated with high-priced, large apartments such as
Gangnam, Seocho, and Songpa, experienced significant price drops.?’ In contrast, small and
medium-sized apartments in the outskirts of Seoul, such as Nowon, Dobong, and Gangbuk,
saw price increases until just before the crisis, and small apartments in provincial areas even
experienced a peculiar phenomenon of price appreciation.®® However, it was ultimately the
core areas of Gangnam that led the market recovery after the crisis. Apartment prices in
these areas rebounded by an average of over 85% from their 2008 lows, demonstrating
remarkable resilience.®

Past crises did not level the market; instead, they acted as a 'Great Sorter,’ separating the
wheat from the chaff. While all areas were impacted, those with a fundamental demand base
showed a significantly faster 'recovery speed.' This past experience can be seen as a
rehearsal for the extreme and permanent polarization, or ‘Sankyokuka,' that a Japan-style
long-term recession would bring. The crises revealed that different parts of the market have
varying sensitivities and recovery potentials to economic shocks. Therefore, a long-term
low-growth phase will amplify these differences, creating a permanent gap between resilient
core areas and the periphery.

Part 3: South Korea's Future Scenarios - Asset
Allocation Strategies for a Low-Growth Era

In this final section, we synthesize the lessons from Japan and the analysis of the Korean
market to propose specific, actionable investment strategies to prepare for a potential
long-term recession.

3.1 The First Principle: Absolute Concentration on the Irreplaceable



Core

The most important lesson from the Tokyo case is that in a low-growth, polarized economy,
the only safe haven is a location with unique functions that cannot be replicated elsewhere. In
South Korea, this means Seoul, and within Seoul, it is further narrowed down to the core
economic engine areas.

The office markets of Seoul's three major business districts (CBD-Downtown, GBD-Gangnam,
YBD-Yeouido) are a barometer of this core function.* The prime office vacancy rates in these
areas remain extremely low, at 2-3%, and rents are steadily rising.*® This indicates very strong
corporate demand from high-value-added industries. In a long-term recession, the value of
residential real estate will be determined by its proximity to these core business districts that
create high-quality, high-income jobs.

In other words, the future value of residential real estate will take on the characteristics of a
derivative of the prime office market. The areas with the strongest corporate demand, the
lowest office vacancy rates, and the highest rents will form a limited pool of high-income
workers. In a long-term recession, they will be the only demand base capable of supporting
high housing prices, and a strong economic moat will form around their preferred residential
areas. Therefore, by analyzing the health of the prime office market, we can predict the future
resilience of the surrounding residential market.

3.2 Catalysts for Future Value: Major Development Plans Reshaping
Seoul

As seen in Tokyo's urban regeneration cases, large-scale development projects have the
power to fundamentally reshape a city's hierarchy. In South Korea, the following three
projects will serve as key catalysts for future value.

3.2.1 Yongsan International Business District (IBD): The Birth of a New 'Global
Core'

This project, which will develop the 495,000 square meter Yongsan Railyard site into a
‘vertical city' with a 100-story landmark, over 6,000 luxury residences, and global corporate
headquarters, is a game-changer that will alter Seoul's urban structure.’’ In particular, its



function as a 'super-regional transportation hub' where multiple metropolitan express
railways, such as GTX-B and D lines, intersect will dramatically elevate Yongsan's status. This
project is a state-led initiative to create a new global central axis, much like Marunouchi or
Azabudai Hills in Tokyo. Its ripple effect is already becoming visible in the rising real estate
prices in nearby areas like Ichon-dong.*

3.2.2 Jamsil Sports-MICE Complex: An Extension of the Gangnam Business
District (GBD)

This project, with an investment of over 2 trillion KRW, is not just a facility upgrade but a
strategic project to expand the influence of the Gangnam Business District to the
southeastern region.“® A world-class convention center, hotels, and cultural facilities will
attract global business and tourists, enhancing the economic density and status of the entire
area.*” This will serve to solidly support the long-term value of residential areas in Songpa-gu
and adjacent Gangnam areas.

3.2.3 Great Train eXpress (GTX) Network: Reshaping the Commuting Map

The impact of the GTX will not be to promote suburban growth, but rather to accelerate the
're-centralization' towards downtown Seoul. By dramatically reducing commute times from
major hubs in the metropolitan outskirts to Seoul's core business districts (such as Samsung
and Seoul Station), the GTX will further increase the value of core station areas within Seoul.**
Conversely, the relative value of areas that do not benefit from the GTX is likely to decline.

3.3 Final Analysis: Identifying the Top-Tier Defensive Assets

Synthesizing all the analysis, we present a hierarchical identification of the most defensive
real estate locations in the Republic of Korea during a potential long-term recession.

3.3.1 Top Tier (Fortress Assets)



These areas possess both irreplaceable core functions at present and enormous future
development potential.

Gangnam-gu (Samseong-dong, Apgujeong-dong, Daechi-dong) & Seocho-gu
(Banpo-dong): As the undisputed heart of the GBD, this area has the highest
concentration of domestic corporate headquarters, high-income jobs, and top school
districts. The Jamsil MICE development and the Samsung Station GTX Complex Transfer
Center will further strengthen this area's dominance.

Yongsan-gu (Ichon-dong, Hannam-dong & areas adjacent to IBD): This area is set to
become Seoul's future 'Global Core.' It is the biggest beneficiary of the International
Business District development and boasts top-tier residential complexes and a central
location connecting the CBD and GBD. It is a unique area that combines strong
development momentum with traditional prestige.

3.3.2 Second Tier (Core Satellites)

These are areas that have a direct functional connection to the top-tier regions and benefit
from their ripple effects.

Songpa-gu (Jamsil-dong, Sincheon-dong): As a direct beneficiary of the Jamsil MICE
development, this area is effectively an extension of the GBD. It has excellent existing
infrastructure and a good residential environment.

Jongno-gu & Jung-gu (Luxury residential areas adjacent to the CBD): These areas
cater to the demand from those with a lifestyle based in the traditional downtown area.
They will maintain their value based on scarcity and accessibility to core functions.
Yeongdeungpo-gu (Yeouido-dong): As the YBD solidifies its status as Korea's financial
hub, the limited residential space in Yeouido will be highly valued by financial
professionals.

The following evaluation matrix summarizes the analytical framework used to reach these

conclusions.
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Conclusion: The Necessity of Concentration in an Age
of Polarization

The conclusion of this report is clear. The greatest threat of a Japan-style long-term

recession is not a general market decline, but the entrenchment of irrecoverable polarization.
The era when the value of all real estate rose in tandem with national economic growth is likely
coming to an end. Future value will be concentrated in a few ‘islands of resilience’ within Seoul
that function as key nodes in the global economy.

Therefore, the optimal long-term strategy is not to diversify assets across multiple regions or
properties, but to boldly concentrate capital in the highest quality, most irreplaceable assets



within the Tier 1 locations identified in this report. This is the ultimate lesson from Tokyo's
30-year journey and the wisest path for a strategic investor navigating an era of uncertainty.
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