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Out-of-local Buyer's Premium: Bomne by the Search Cost and Anchoring Effect
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Abstract

An extensive amount of overseas research has been conducted to test the impact of a
buyer's characteristics on house price from search cost and anchoring effect perspectives.
However, little has been studied about the relationship between buyer's characteristics and
house price in Korea. Existing studies are based on the SPAR('Sales Price to Appraisal Ratio’)
model and repeated sales model rather than the traditional hedonic price model due to
unavailability of housing characteristics data. This study developed a hedonic equation, a
regression of unit value on housing characteristics and buyer characteristics using apartment
transaction data in one of the towns in Seoul to find the impact of buyer's characteristics on
the house price. The major findings are summarized as the following: first, out-of-local
premium is KRW123,000/m’ second, this premium is borne by the search cost and the
anchoring effect, and the premium is KRW267,000/m* and KRW265,000/m* respectively; third,
the anchoring effect can result in both premium and discount; lastly, the search cost
increases for the out-of-local buyers, but it does not increase proportionately with the
increase in distance.
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Table 1. Previous studies using hedonic price model with housing price as dependent variable

Article

Independent Variables

- AERZ(2007)

Jung & Kim(2007) | mountain view(+), park view(+)

no. of households(+), brand(+), district heating(+), central heating(-), age(-), openness(+),

=3 71(2008)
Won & Kim(2008)

area(+), district heating>unit heating>central heating,
floor(-), roadside(-), age(-), view(+), facing the south(+), renovation(+)

1** floor(-), lower floors(-), top

O|F 8} U= & (2008)
Lee & Kim(208)

net area(+), no.of total floors(+), brand(-), facing the south(+), main road width(-) no. of
parking lots(+), park view(+), retail facilities(-)

A2 EH4(2010)
Kim & Chung(2010)

area(+), no. of households(+), age(-), reconstruction(+), station-orientated(+)

22 M- AHE(2010)
Park & Rhim(2010)
to park(-)

no.of rooms(+), no. of households(+), no. of parking lots per household(+), no. of high
schools(+), distance to subway station(-), distance to downtown(+), distance to bus
stop(-), distance to IC(-), distance to hospital(-), distance to elementary school(-), distance

4Z15](2014)
Kim(2014)

net area(+), no. of households(-), no. of rooms(+), no, of bathrooms(+), brand(+), heating
system(+), fuel system(-), entrance(+), age(-), no. of total floors(+), no. of buildings(+),
school infra(+), retail facilities(+), no, of parking lots(+)

0|2Z-%[23](2016)
Lee & Choi(2016)

area(+), no. of households(+), no. of parking lots(+), age(-), top floor(-), distance to the
national museum(+), distance to high school(+), distance to middle school(-)
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Table 2. Variables and sources
Variable Description Source Comment
Dependent Transaction Price per unit Actual transaction data -
area (KRW 1,000/m°)
Independent House Net Area(m?) Actual transaction data -
Floor Actual transaction data -
Complex | No, of Households Naver Real Estate -
Brand 2016 Construction Ranking 1-10 provided by dummy
Ministry of Land, Infrastructure, and Transport
Heat Naver Real Estate dummy
Entrance Naver Real Estate dummy
Age(year) Naver Real Estate -
Distance to Subway Road Name Addrress DB provided by Road -
Station(m) Name Address System
Buyer Ownership Actual transaction data dummy
Foreigner Actual transaction data dummy
Nationality Foreigner's Land Purchase Data dummy
Buyer's Address Actual transaction data dummy
Out-of-Local Actual transaction data dummy
Distance to A-gu(km) Census Administrative District (Si, Gun, Gu) -
Data provided by Statistics Korea
Avg. apartment price of Housing Price Trend Research Data provided -
Buyer's address(KRW 1,000) by Korea Appraisal Board
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Table 3. Descriptive Statistics
Variable  Class Frequency % Variable Class Frequency %
Net Area 81 [85] Age an [13]
Less than 60m’ 2,409 28.3% Less than 10 3,743 44%
60 ~ Less than 85m’ 4,767 56.0% 10 ~ Less than 20 3,193 37.5%
85 ~ Less than 105m’ 87 1.0% 20 ~ Less than 30 1,394 16.4%
105m* and more 1,247 14.7% 30 and more 180 2.1%
Floor 9) [8] Distance to Station (566) [581]
1tgh 2224 261% Less than 300m 1,685  19.8%
59 2660  313% 300 ~ Less than 500m 1,923 22.6%
10"~14" 2158  254% 500 ~ less then 1000m 4,307 50.6%
15" and higher 1,468 17.3% 1,000m and more 595 7.0%
Total Units (1,443) [939] |Ownership Co-ownership 2,094 24.6%
Less than 500 2,465 29% Sole-ownership 6416  754%
500 ~ Less than 1,000 2471 29% | Nationality Korean 8420  98.9%
1,000 ~ Less than 2000 1,737 20.4% Foreigner 90 1.1%
2,000 and more 1,837 21.6% |Buyer's Address Within A-gu, Seoul 3,667  43.1%
Brand Ranking 1-10 4,531 53.2% Out of A-gu, in Seoul 3,271 38.4%
Ranking 11 and lower 3,979 46.8% QOut of Seoul 1,554 18.3%
Heating Unit Heating 6,263 73.6% Overseas 18 0.2%
Other Heating 2,247 26.4% | Buyer's House Pice More expensive 2,553 30.0%
Entrance  Stairs 5979 70.3% than A-gu
Corridor 437 5.1% Cheaper than A-gu 2,272 26.7%
Mixed 744 8.7%
Mixed+Stairs 73 0.9%
Corridor+Stairs 1,277 15.0%

(): Mean, [ ]: Median
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Table 4. Hedonic Price Model Results — Model 1 & Model 2

QIx|ele| F=&f =a|0|R: EAMH|EI HYTIE SH22

Ot FEIZFA0] =& wo] Jg} We mo o  JUOUA FEVAR AFHCE IR X9 &ht
gol gutd & ReHZ, OlE ZZ Lheo] B4 Sul W BAHIER AY D, AT 9 A Y
o ik Y 4-2014 &Rl 4 QU of RACHA FEZHAS AFHDE & AY9(E9 F

Jevh 2E 49 AukE oM o ASEol @ Higal W BAHIEE g 2), AE Qo 9
TECL FEZFA0] &2 Aat W2 X9 & OUA FEVFES ATHEC IR X9 Fhtg
2 ATERH JWRe A9 W R|Yo] et R 3 =2 BAHIEEN JT 3), A8 Qo] o™
o] FI40] Rlomg gutgit QQlttes Egs 21 Al FEVHAR AFED A XY(Ee gl =
O] ozt BAHIE QQlo] EAle gulgat 201 2 BAHIERYL fd 4). o) Sd FH 13t 2
S 5g¢ 2l & Jltk olo] HE 5-12 AT U S22 Hd 33} 48 HugoRA FHsilE uet
FE FAxgdor o U, wieAle fIRIeh w5 lom, He 13} 3 S2 FT 29t 48 Hln
R AFRY FEIZIAS VIECE TRl 22 2 SORA BAHIE SulE jefd o Utk

2 A OuiEsE FEEith AT 9 A Ul 2 x 2 FHo] Gnjds tidl FHrgatel BAH|

Model 1: Model 2-1: Model 2-2: Foreigner's
Variable Base Hedonic Foreigner Nationality
B G tvalue B [ t-value B G tvalue
Unit Net area 2404 -032 -52997| -2427 -033 -532377| -2428 -033 -53.197
Floor 2412 008 138377| 2393 008 13737 2393 008 13727
Complex Total units 008 007 5817°| 008 007 58| 008 007 585
Brand 53342 016 20.8977| 531.09 0.16 20.82""|530.83 016 2080
Unit heating 27274 007 6887 27430 007 6937| 27450 007 6937
Entrance Corridor -12436 -002 -2.637|-12666 -002 -268" |-127.05 -0.02 -2.69"
(Ref: Mixed -510.54 -0.08 -13.947|-509.95 -0.08 -13.94|-510.03 -0.08 -13.94
stairs)  Mixed/Stairs | -936.69 -0.05 -8.80"°|-93454 -005 -879"|-93530 -005 -879"
Corridor/Stairs | -141.22 -003 -4.65" |-141.11 -003 -465" |-14110 -003 -465
Age -103.14 -057 -72.937°|-102.82 -0.57 -727177|-10279 -057 -72.64"
Dist.to subway stn. -130  -022 -35417| -130 -022 -35337| -130 -022 -3532"
Buyer  Co-ownership 9736 002 4267| 9712 002 4247
Foreigner 22345 001 235"
Taiwan 25121 001 161
China 30283 001 151
us 27666 001 107
Japan 1515 000 0.5
etc. 15271 000  0.66
Intercept 8,404.31 85.47 "|8,395.98 85.46 |8,396.23 8541 "
R? / Adjusted R? 0722 / 0.722 0723 / 0722 0723 / 0.722
No. of observation 8,510 8,510 8,510

"":p-value<0.01,

Journal of Korea Planning Association Vol.53 No.3 (2078)

":p-value<0.05, “p-value<0.1. Time dummy variable results are omitted. The same shall apply hereafter.
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Table 5. Hedonic Price Model Result — Model 3

Model 3-1: oxlc;jloialz'(z x,fff'.i;
Variable Out-of-local dummies) (continuous)
B G tvalue B [ t-value B [ tvalue

Unit Net area -2398 -032 -523877| -23.94 -032 -52287"|-24.12 -033 -5270"

Floor 2401 008 13817 2400 008 1380|2373 008 1361
Complex Total units 008 007 5797°| 008 007 5797 008 007 575
Brand 52482 015 20607 | 52286 015 20527752744 016 2066
Unit heating 28254 007 7.1477| 28248 007 715°|271.60 007 686
Entrance Corridor -13256 -002 -2817|-13507 -002 -2.87|-13009 -002 -2.76"
(Ref: Mixed -500.36 -0.08 -13.69"|-499.64 -008 -13.68" |-511.10 -0.08 -13.96"
Stairs)  \fived/Stairs 92795 -005 -8747|-92928 -005 -8.76"|-936.86 -0.05 -8.82"
Corridor/Stairs | -139.09 -003 -460"|-14130 -0.03 -467 |-14540 -003 -479"
Age -101.83 -057 -71.65  |-101.88 -0.57 -71.67  |-102.56 -0.57 -72.46
Dist.to subway stn. 126 -021 -34067| -126 -021 -3408"| -129 -022 -3499™
Buyer  Co-ownership 10365 003 4547710547 003 46277(10228 003 447"
Foreigner 20279 001 2147 | 22255 001 235 |29479 002 287"
Out-of-local 12253 004 5927
Out of A-gu, in Seoul 10445 003 465
Out of Seoul 169.01 004 606
Distance to A-gu 062 003 436"

Intercept 8,281.28 82.86 |8,278.94 82.90 836942 8499
R? / Adjusted R? 0.724 / 0.724 0.724 7 0.724 0.724 / 0723
No. of observation 8,510 8,492 8,492
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Table 6. Hedonic Price Model Result — Model 4

Model 4-1: Model 4-2:
Variable Difference in price (dummy) Difference in price (continuous)
B Ié] t-value B I6] t-value
Unit Net area -24.01 -0.32 -5250" -23.98 -0.32 5257
Floor 23.94 0.08 13.78" 24.15 0.08 13.91™
Complex Total units 0.08 0.07 576" 0.08 0.07 574"
Brand 526.26 0.15 2067 522.51 0.15 2054
Unit heating 27748 0.07 7027 27048 0.07 686"
Entrance  Corridor -130.46 -0.02 277" -139.36 -0.02 296"
(Ref: Mixed -500.40 -0.08 13717 | 51173 -0.09 -14.03™
SIS \tixed/Stairs -927.03 -0.05 874" | -94171 -0.05 -890™
Corridor/Stairs -137.05 -0.03 453" -145.26 -0.03 4817
Age -101.61 -0.56 -7150™ -101.96 -0.57 7223
Distance to subway station -1.26 -0.21 -34.03" -1.26 -0.21 -3437"
Buyer  Co-ownership 101.42 0.03 444" 108.68 0.03 476"
Foreigner 211.29 0.01 223" 264.43 0.01 259"
More expensive than A-gu 170.26 0.05 708"
Cheaper than A-gu 75.76 0.02 3077
Price difference with 0.66 0.05 832"
A-gu(pos)
Price difference with 1.08 0.04 617"
A-gu(neg)
Intercept 8,282.54 8298 " | 830173 8436
R® / Adjusted R’ 0.725 / 0.724 0.726 / 0.725
No. of observation 8,492 8,492
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Table 7. Hedonic Price Model Result — Model 5
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Model 5-1: Search cost, Model 5-2: Search cost,
Variable anchoring effect (dummy) anchoring effect (continuous)
B 1] t-value B 1] t-value
Unit Net area -23.88 -0.32 52327 | -23.96 -0.32 -5249™
Floor 23.86 0.08 13767 | 2410 0.08 13.88™
Com Total units 0.08 0.07 5667 | 008 0.07 5717
plex  Brand 522.46 0.15 20567 | 52242 0.15 20.54™
Unit heating 268.92 0.07 682" | 26899 0.07 682"
Entrance Corridor -133.12 -0.02 283" | -13841 -0.02 294"
(Ref: stairs)  Mixed -500.01 -0.08 13737 | -511.66 -0.09 -14.03™
Mixed/Stairs -930.11 -0.05 8797 | -939.90 -0.05 888"
Corridor/Stairs -141.75 -0.03 4707 | -14639 -0.03 484"
Age -101.66 -0.56 71717 | -101.90 -0.57 7216
Distance to subway station -1.25 -0.21 -33947 | -126 -0.21 -3429™
Buyer Co-ownership 105.71 0.03 4647 | 109.27 0.03 479"
Foreigner 202.08 0.01 2147 | 26568 0.01 260"
Group1: anchoring+,search | (N=2,482)| 170.91 0.05 7.07™
Group2: anchoring-, search | (N=789)| -95.57 -0.02 270"
Group3: anchoring+, searcht (N=71)| 208.29 0.01 1.95
Group4: anchoring-, search 1 (N=1,483) 169.41 0.04 600"
Distance to A-gu 0.28 0.01 1.38
Price difference with A-gu (pos) 0.66 0.05 8.24™
Price difference with A-gu (neg) 0.85 0.03 347"
Intercept 8,284.15 - 83.20 7| 8,298.21 - 8430 ™
R’ / Adjusted R 0.726 / 0.725 0725 / 0.726
No. of observation 8,492 8,492
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Table 8. Results using sido dummy variable

Variable B I6) t-value
Re- Seoul (excl.A-gu) 18.77 0.01 0.71
gion Gyeonggi 13377 002 254"
Incheon 21944 001 1.94"
Daejeon (inc.Sejong)| 286.67  0.01 206"
Busan 19692 001 192
Daegu 25558 002 258"
Gwangju 50476 002 3217
Ulsan 204.55  0.01 1.25
Gangwon 22996  0.01 1.27
Chungcheong 91931 005 6107
Jeolla 24532 001 137
Gyeongsang 30794 002 2597
Jeju 24519 001 115
Price diff. with A-gu (pos)| 0.62 05 6.60"
Price diff. with A-gu (neg)| -0.49 -.02 -1.07

" This is part of the result, and full result can be provided
when requested.
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