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Abstract

The hyper volatilities of the housing market and the reasons for the emergence of boom-
and-bust cycles cannot be explained by traditional theories. Recent studies indicate that
behavioral factors are responsible for market volatility in the financial and real estate
sectors, making it impossible to comprehend housing market events if they are neglected.
According to this new viewpoint, the main objective of this study is to investigate the
influence of two major behavioral principles, namely herd behavior and overoptimism,
on the Iranian housing market. The seasonal data of Iran’s housing market from 2004:4
to 2021:5 and the bounds testing approach to cointegration of Pesran et al. (2001) based
on the ARDL model have been utilized in this research. Since herd behavior is a hidden
unobservable variable, Hwang & Salmon’s (2004) method was employed to quantify it.
The quantification of herd behavior in the housing market demonstrates observable changes
over time, confirming the methodology employed to quantify it in this study. The results of
the cointegration test demonstrate that the correct variables influencing house prices were
chosen and that there is a cointegration relationship between the research variables. Also,
the results of this study reveal that behavioral components are among the most important
determinants of housing prices, and that both herd behavior and overoptimism have a
positive and statistically significant effect on housing prices. In addition to behavioral
considerations, the results of this study indicate that economic factors such as real volume
of liquidity, real GDP, and informal market exchange rate also influence housing prices,
with all three variables having a positive effect on real housing prices.
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1. Introduction

Existing research on real estate investment analyzes the investment behavior of
buyers infrequently. Studies are often based on the traditional efficient market-
based economic perspective, in which markets are assumed to follow rational
behavior and the behavioral responses of individual market participants cannot
affect the return and market risk processes (Mayer & Siani, 2009). Nevertheless,
behavioral finance theory contends that people’s investment and economic
decisions are not always based on optimization and rational behavior, and that
behavioral factors can sometimes lead to a change in perception, an erroneous
judgment, an illogical interpretation, and everything else that is generally referred

to as irrational behavior (Heydari et al., 2019).

If, in the analysis of markets, behavioral aspects are ignored and all economic
actors are assumed to be rational, then the resulting findings will be erroneous and
cannot accurately explain reality. In this study, an attempt was made to examine the
impact of behavioral factors in addition to economic considerations on the housing
market. This study focuses on the components of behavioral economics,
particularly “overoptimism” and ‘“herd behavior” as behavioral heterogeneity
variables. These two behavioral issues are the most significant parts of behavioral
reactions that can have a profound effect on how people make financial decisions
and can generate phenomena such as price bubbles, hyper volatility, and herd
behavior (Spyrou, 2013). To the best of our knowledge, the current study is the first

domestic examination of the effect of behavioral factors on housing prices in Iran.
2. Discussion and Analysis

The channels that influence the housing price include 1) the fluctuation of the
housing price, which has an effect on the development of residential units; 2) the
influence of price change on housing wealth, followed by the effect of housing
wealth on consumption of non-housing items and overall economic demand; and 3)
being referred to as the “credit channel” in housing economics literature, it
influences the spending of people or the investment of businesses (Qolizadeh,

2011). According to Thaler & Mullainathan (2000), behavioral economics
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combines psychology and economics. In contrast to “mainstream” economic
theory, the primary focus of research in this area of economics is the irrationality
of economic agents. The heterogeneity of investor behavior, according to the
behavioral perspective, is the root cause of the market’s heterogeneous changes and
hyper volatility. The two most frequently discussed market abnormalities are

overoptimism and herd behavior.

According to the results, the remaining variable coefficients are significant at the
5% level, with the exception of the real GDP variable coefficient, which is
significant at the 10% level. The computed coefficient for the herd behavior
variable is -0.14, indicating that herd behavior has a positive effect on actual home
prices. As described above, the herd behavior indicator variable H is calculated as
H =log (1 — hy,;). In fact, arise in herd behavior (h) causes the calculated variable
for herd behavior (H) to drop. Therefore, one must be cautious when interpreting

the coefficient of this variable and interpret it in the opposite direction.

3. Conclusion

Comparing the results of this study to those of earlier research reveals that they are
consistent with past findings. Because prior studies, which were undertaken for
economies other than the Iranian economy, verified the prevalence of herd behavior
and overoptimism in the housing market, and this research yielded very comparable
results to those of previous studies. Accordingly, it can be concluded that economic
actors on the Iranian housing market exhibit comparable behavior patterns to
investors on housing market in other countries.

These findings are significant for economic policymakers, particularly those
responsible for the housing sector. Initially, the role of behavioral elements should
be considered when formulating policies for this sector, and any policy that in any
way encourages behavioral inclinations such as herd behavior, etc. should be
avoided. Since lack of access to clear and obvious information is one of the most
important factors in the formation of herd behavior in markets, policymakers can
provide detailed information about the consequences of any policy to prevent the
formation of crises caused by behavioral bias, so that even individuals who are

incapable of appropriate analysis of news and policy outcomes can have an accurate
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knowledge of the issue. The monetary policymakers of the nation are the target of
a second policy recommendation derived from this study. According to the findings
of this study, the two primary economic variables directly under the control of the
central bank, namely the exchange rate and the liquidity, have a significant positive
effect on housing prices. If the objective of the economic policymaker is to stabilize
prices and eliminate price fluctuations in the housing market, they should formulate
the country’s monetary and currency policies with care to prevent a

disproportionate growth in housing market prices.
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Diag. 2: The relationship between the variable of herding behavior and the real price of

housing (*in the interpretation of the graph, it should be interpreted in reverse for the
relationship).
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Diag. 3: Relationship between economists' optimism and real house prices
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Diag. 4: The logarithmic trend of real housing prices and fitted values.
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Tab. 3: Co-integration test results.
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Tab. 4: long-run relationship results
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Tab. 5: The results of the estimation of error correction coefficients
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Tab. 6: test statistics results estimated using Classical Test Theory
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