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| Framework : different methods
Appraisal methods and/or Transaction based methods.
A sub classification of the Transaction based methods is

1) repeated sales method
T+1

By _
Riv =B_e ct=Oy; itt’ i = Z bjxj + uiee
t —

2) hedonic methods
Inp, = a+ Blom + X7, 8D + Xi_, %Xy + ¢
Pic = Achieved prices in real estate;
X;; = Locational and qualitative characteristics known for all real estate sold:
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| Methodology : Equations (1)

A typical repeated sales model in simplistic terms can be see below
1963 and Bailey et al 1963)

Repeated sales model has been in use in the built up of the Hong Kong Residential
pricing index, the details of the equation are as follows — ( Chau, 2006)

— (Martin et al,

T+1

By
Riw = B_e ct=Oy; it it = Z bjxj + ujee
t -
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| Methodology : Equation (2)

+ Atypical hedonic method is represented as follows —
Inp;, = a+ Blnm; +E}':26}D,-j + 2}:1]’)‘)({;' + €

;e = Achieved prices in real estate:
X;; = Locational and qualitative characteristics known for all real estate sold:

Achieved prices in real estate;
Locational and qualitative characteristics known for all real estate sold;
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Graphs of different indices (1)
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Private Residential Price and Rental Indexes (04:2001=100)
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‘ OHKU-ARPI  CHKU-HRPI  CIHKU-CRPI O HKU-NRPI ‘
Hong Kong Special Administrative Region and is a weighted average of sub-indices for three sub-regions in Hong Kong” (Chau, 2006)

* (HKU-ARP1)( HKU-HRPo) + Wi * (HKU-KRPL)/( HKU-KRPIg) +wy, * (HKU-NRPL)/( HKU-NRPI))* HKU-ARPI,,

HKU-ARPI, = (w,
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Graphs of dlfferent indices (2)

uas Swiss Ranl Estate Bubbie Index M SINGAPORE REAL ESTATE INDEX AND BUBBLES

2 ! {M\ piss i
- WL

R0 | A

)

e ?
al
] LIS S Rt Bz v incen i
. S T
Tolyo House Price Indices Z —
arowth and income return
== Index (Peak 318 Low 90 2007 111) UK, all properties, in % yoy (change in income re-
L

[\ 4+ CPLAdjusted (1987 Peak: 356) turn)

985 1950 195 2000 2005 200

'j/‘

05 we a0
" Noathy pros inde (et ca the ight axi)
Thesholdleve sale o th et hand i)
Reosis o ofPibrns e nthef ) mm
Soscss tor o phifgs, hays

March 2000-100

I\

PRI R L
@esri @ Trimble h

H FIG Working-Week 201 2

Rome licly 6=10 NVay 1A

Framework for stable real estate returns ]
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| Changing scenarios due to crisis
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Situation of banks in crisis and relationship to HPI |

Branching Experiment

Exposure to Poor
Real-Estate

Good Real-
Estate Marke

Local Deposits

Poor Real-
Estate Market

Local Loans

Finding a link would mean that banks’ local deposit rates are driven by overall bank
demand for the deposits
In the setting of the experiment: the demand for deposits is driven by loan growth

- On average, banks in trouble : deleverage LD GARP ¢

Make fewer loans , Seek deposits less aggressively , Evidence for both 1987 - 1993, 2007 - 2010
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Conclusions

+ For pricing purposes in real estate market , one needs to specify exogenously the
market price of risk.

+  Combining hedonic and repeat-sales methods used in the construction of housing
price indexes makes them applicable equally well to other durables.

+ Virtual real estate markets on the internet may well facilitate the development of high
quality property price indexes there by leading to a better prediction measure of
volatility and bubbles.
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