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Overconfidence and Price Bubbles in the Housing Markets
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< Abstract >

In this study we propose a new measure for overconfidence, a well-documented
psychological bias, to investigate the effects of overconfidence on the Korean housing
market. We find that a considerable level of overconfidence in Incheon, Ulsan, and in
particular, Gangnam, before the financial crisis, increases house prices. After the financial
crisis, on the contrary, the accuracy of information on future house prices is underestimated.
These empirical results support the view that confidence in information affects house prices,
creating house price bubble or deprivation over time depending on the level of confidence.
Finally, we show that our overconfidence measure is not explained by macroeconomic
variables, sentiment, population growth, and the number of employees, which have been
widely utilized to explain house prices. The overconfidence measure contains a unigue

psychological bias in the housing market.
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UNSLD -0.174 -0.765  -0.942  -0.244 -0.121  -0.129  -0.160  -0.256  -0.292
(-4.81)  (-2.45) (-2.87) (2.27) (-3.14) (-0.35) (-2.24) (-1.98) (-3.78)
Cit-1 0.135 0.015 0.102 0,096 0.086 0.146 0.229  -0.011 0.025
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(0.23) (0.17) (1.52) 0.45) (-2.07) (-0.47) (-1.29) (0.91) (0.06)

R_BSI 1.456 0.972 3.625 1.042 0800 2605  1.391 2.350  -1.006
(2.38) (0.74)  (2,02) (1.21) (1.34) (268 (1.16) (2.21) (-0.76)

R_CSI -1.178  -0.490 2278 -1.900 0.022 -1.706 -0.298 -2.233  -0.200
(-2.23) (-0,51) (-1.86) (-2.15) (0.04) (-1.74) (-0.46) (-2.24) (-0.21)

R_ESI -1.919  -0.125 0318 -3.252 -0.397 -1285 -3925 -483 -0.074
(-1.26) (-0.05) (-0.07) (-1.08) (-0.3) (-0.47) (-1.55) (-1.98) (-0.03)

P_R -0.562  -1,309  0.646  -2870 1,996 0234 6242 4475 -0.308
(-0.13) (-0.16) (0.04) (-0.46) (0.47) (0.03) (1.17) (-0.95) (-0.05)

EMP_R -1.011  3.485 -14.807 -2.267 1386  -2.037 9.668 -0.663  3.817
(-0.26)  (0.33) (-1) (-0.35) (0.28) (-0.27) (-1.51) (-0.149) (0.49)

UNSLD -0.004 -0.057 -0.179 0014 -0.006 0045 -0.007 -0.025  0.008
(-0.66)  (-1.6)  (-2.58)  (2.09) (-1.21) (1.15) (-0.93) (-1.55) (0.81)

rt-1 0.745 0,711 0463 0864 0775 0809 078 0818 0.736
12.3) (7:21) (5.08) (9.65) (10.66) (10.38) (7.9 (9.96) (9.86)

Adj. R’ 0.630 0.652 0533 0763 0713 0675 0713  0.707  0.607
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