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Motivation

Self-reported home values are widely used in empirical
work, either by themselves or as a component of net
wealth.

Accuracy of this measure is an open empirical question
that needs a market assessment.



The Boom, the Bust, and Financial Engineering

The most recent United States’ housing market boom: low
interest rates, growing sales, growing prices, and growing
ownership rates.

Development of new financial products at the micro and
macro level, which needed the (very) good times to
continue in order to maintain their financial viability.

The housing market boom was fueled by optimistic
expectations about the evolution of prices, which seemed
to have led homeowners to accept the risky mortgage
conditions offered by banks and mortgage lenders.



Home Sales and Home Prices in the U.S. 1968-2007

  



The Role of Household Expectations

Households got into contracts with unbeatable initial
conditions which were set to deteriorate quickly, especially
if short-term interest rates were to increase.

Given the relatively low initial investment needed to buy a
house, they were hoping that in the worst case they would
recuperate the transactions costs thanks to price
appreciation. This included many who refinance their
long-term mortgages.

Many borrowed against the higher (perceived) value of
their home through home equity lines of credit and second
mortgages.



Research Questions

Can we test the accuracy of self-reported house values
using a measure based on a market assessment?

Can we separate the effect of capital gains?

Can we link our results with mechanisms at play during
U.S. housing market cycles?



Findings

Homeowners overestimate the value of their properties by
between 5% and 10%.

Capital gains are overestimated, and the original prices
paid are reflected one to one in the selling prices.

Strong correlation between accuracy and the economic
conditions at the time of the purchase of the property.
Cyclicality of the overestimation of house prices.



Housing Wealth and Housing Prices

Key component of net worth in just about any country, over
60% of average net wealth in the U.S., and over 80% in
many other economies.

Previous studies that assess the accuracy of self-reported
home values: Kish and Lansing (1954), and Kain and
Quigley (1972) rely on the comparison between
self-reports and appraisals by experts.

More recent studies do not overcome the lack of direct
market assessment of those reports, and find
overestimations of between 3% and 6%.



Health and Retirement Study

Panel data set of Older Americans who were originally 51
to 61 in 1992-93, followed every two years, with some new
cohorts introduced in the last waves.

We use data from the housing wealth section, and a rarely
used capital gains section where all the housing
transactions in the period between interviews are reported.

Some challenges in terms of matching properties bought
and sold leads to some missing observations. Timing
issues regarding the time of the sale require keeping track
of the date of the sale.



Summary Statistics

  



Testing Accuracy: The empirical application

We start with a simple OLS specification

y t
i = βX t−1

i + αT + εi (1)

y t
i is the market value at time t (self reported sales price)

X t−1
i is the self-reported house value at a point in time before

the sale

T represents the number of months between the time the market
price refers to and the self-reported home value

If β = 1 then we would conclude that homeowners are accurate in
predicting the market value of their properties.



Empirical Challenges

Measurement Error and Endogeneity

We adopt an IV strategy to instrument the self-reported house value.
We do it by using the lagged self-reported house value as the main
exclusion restriction.

Selection
Selling price is observed only if the house is sold. Likely selection on
unobservables: those who sell may be different from those who do
not.



Accuracy of Self Reported House Values

  



The Role of Capital Gains and Original Purchase Price

  



Accuracy of Self Reports vs. Median Housing Prices in the U.S.

  

 



Conclusions

Homeowners overestimate the value of their properties
between 5% and 10%.

Most of the effect is through capital gains.

Cyclicality of the overestimation suggest an important role
for price expectations in the current housing crisis.

Future research into how the expected capital gains affect
other behaviors, such as consumption, savings, and
retirement is needed.


