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Empirical Analyses of Factors Shaping the Relationship between
Housing Price and Trading Volume based on Bounded Rationality

Hh=3} Park Dongha™, 2Z|2= Choi Mack Joong"™"

Abstract

This paper aims to empirically illuminate the reason of the positive relationship between housing price and trading
volume, one of anomalies in real estate market which cannot be explained by traditional economic theory presuming
the rationality of human being, from a standpoint of bounded rationality. Based on the micro survey data on housing
consumption psychology collected from the first quarter of 2011 to the second quarter of 2015, it investigates the
relationship between each respondent’s recognized and predicted scales of quarterly housing price change and its
difference between housing owners (potential sellers) and renters (potential buyers) as well as its difference between
the periods of price increase and decrease, employing the spline regression model. Three major findings are as follows.

First, a positive relationship is found between the recognized and predicted scales of quarterly housing price change,
implying that adaptive expectation prevails, compared to rational expectation. Second, wishful thinking is also
detected because the owners (renters) predict relatively smaller (larger) decrease in the period of price depreciation,
but larger (smaller) increase in the period of price appreciation. As the result the predicted scale of the owners
is higher than that of the renters in both periods of price depreciation and appreciation, but the difference is relatively
much larger when the price decreases than when it increases. This is the third and the most important finding
that verifies the existence of loss aversion of sellers, which causes the asymmetry characterized by small (large) trading

volume coupled with price decrease (increase).

Keywords: Housing Price and Trade Volume, Loss Aversion, Adaptive Expectation, Wishful Thinking,
Spline Regression Model
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Table 1_Recognized and Predicted Scales of Housing Price Change by Owners and Renters
Predicted Scale
Rec;)irlli = Owners Renters t-test
Mean( #£,) SE.(01) N Mean( ) S.E.(6,) N, Ll
1 2.693 0.026 752 2.487 0.074 150 0.206™
2 2.821 0.008 5,411 2.616 0.013 2,475 0.205™"
3 3.116 0.003 28,393 3.119 0.003 23,701 -0.003
4 3.456 0.006 7,909 3.475 0.006 9,877 -0.019”
5 3.565 0.032 533 3.618 0.016 2,384 -0.053"

Note: *#* p<0.01, ** p<0.05, * p<0.1
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Table 2 _ Estimation Results of Spline Regression Model

Dependent Variable = Predicted Scale
Independent Variables
Coef. Beta t value VIF
Recognized Scale 0.462 0.534 33.81™ 13.80
Piece of Price Increase=1 -0.165 -0.146 -10.54"™ 11.10
Owners=1 0.576 0.485 12.58"" 86.10
Owners X Recognized Scale -0.192 -0.516 -12.26™ 104.60
Owners X Piece of Price Increase 0.213 0.119 111" 7.29
Age -0.002 -0.036 -10.38"™ 1.14
Education (College and Above=1) -0.007 -0.005 -1.39 1.15
Household Income (500,000won/month) -0.004 -0.019 -5.16™ 1.18
Housing Loan Repayment (won/month) 0.001 0.031 8.87"" 1.14
Capital Region=1 0.010 0.009 257" 1.05
Apartment=1 -0.036 -0.030 -8.38"™ 113
Constant 1.873 43.82""
Model Description N=78,074, F=784.36"", R’=0.136

Note: *#* p<(.01, ** p<0.05, * p<0.1
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