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Mispricing in the Housing Market—
Money Illusion or Market Perception?
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ABSTRACT

We derive a formula for mispricing in the housing market and examine the impact of the
inflation rate on mispricing to test the money illusion hypothesis, that asset mispricing results
mainly from the inflation rate, and a significantly negative relationship between these two is
expected. We employ a Bayesian VAR model to estimate the mispricing in the UK housing
market, and regress the estimator on the inflation rate and Economic Sentiment Indicator
(ESD) as a proxy for market perception. Our results show that house mispricing in the UK has
a significantly positive relationship with the ESI and its component the Confidence Indicators
of the Consumer, Retail Trade, Construction, and Services. We find no evidence to support
the money illusion hypothesis with there only being an insignificantly negative relationship
between mispricing and the inflation rate. Our results can shed light on the formation and
dynamic process of house mispricing.
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Q Pt+l /Lt+1 _Et—r [Pt+l /Lt+l] fOl" T> O
1+l t+1-1 T (4)
I)t+1 /Lt+1 for ‘L’:O
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smoothed inflation) * xfTHAZE : E(x,,,) = f'x, * HHB = {B,4 B, Pr. fH/E VARSI » PUfEsE
HHITREOEE -
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B R TECKIIREE - ARV ER  BRE TR MIsU ZRIREE -

St bt POfEER R - ACEEAR AR E (unit root test) o FRATEEER : FH LR SRE 5 (EEEN=RTY
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= fE G o BIEEM SR EA - REHERRHE - FEA IS8 SIRMEEN
= HAHEHE - HIREE A BRI IR R IEREN: - RX—FUR > SIS ERE EE
RS A 550.95% ~ 1.21% - FEECEBRIGE BRIRR V- EE F2.37% - BEMESILGER
»/Hﬁif—sz T B EH = R B R 3R K R (iR 2 AR HE 22 » Horp X AR B iR 3R 2 I B i
B/ B ERRREE R A B EEHSI EEEHEH45E % - EH—8r 0 HE
ﬁ%““&?%*&ﬁmfﬁﬁﬁﬁﬁ}?ﬂ BEIR A BIAE R BRI » AR R R E) - AR 2R
HIREEY ; T EM S SCRERIRSR - RIEESEIFY - BB -
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FAIIAE = dah bl 0T - Bl o LR E TSR EE TS ME R T R o A
I RERR Y 5 25 iy o REE AR T EHE B AR 3R R A {DIL‘\TE%&(ESI)%I:@E T R =
i RS SCEE P IHESIHV IR ARH R 3 F5 5 - I LB EEIRR - S RHE T AR R I o Sl o
#r » E5eZ2 M Brunnermeier & Julliard(2008) ﬁﬁﬁtﬂfﬂ%!&? rhih? P EH S iR B R Y
PEICEEE Y - Ak IHHayunga & Lung(2011) » FIJ A H B & B BGREFEAY » b Py rE el (g
FH <8 FUAHRR < BB (DB EMSEBGEE) ~ QEESRER ~ ) FEHM - i
GHIFBECFBRIEERIRE B EEEER  EREMS I MmN - SEprYE
SRR - S RSB SR o - BNHIER U B2 TE - WA Ry N Wil e o3 M iy g g
B o ROEH - KR E KA EETEE TSR - BB AREEE T -

x— BB IZSHHENLKETE

p.— L, A, Ty T,
S8 -0.2313 0.0095 0.0121 2.3740
H 8 -0.0792 0.0079 0.0127 1.9397
S NE] 0.1576 0.0452 0.0625 83137
&/ IME -0.7095 -0.0020 -0.0565 -0.1939
REHEAE 0.2822 0.0073 0.0201 1.7808
fRRE -0.3806 22768 04175 1.5712
[ES5E 1.5978 9.9191 4 4870 5.3590
BITRERAE 108 108 108 108

3 LHEEMESE  p— 1 =log(P,/ L) FHEWER : A, =log(L,/L,)
B EHINEE 1, =1log((P,+ L) / P,) 5 FEBCHIERAEEMIRSR @ 7, -
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B o BURSIE(E DEEUELS - SRR R R EREEH - R EEHNEE LI - BUREEE
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B = Wi B AT - BRI RR E (E e S AT (S LA a B ES DRI BIHH Bk o 585+ i
SEEIRE > S RETTHBME 2B 08T - BSUEH (1) T24(E 058 (Industrial Confidence
Indicator, INDU) ~ ()RS ZEE LF5#(Services Confidence Indicator, SERV) ~ 3){HE & B/ 5
% (Consumer Confidence Indicator, CONS) ~ (4)ZEH 5250 #58(Retail Trade Confidence
Indicator, RETA) ~ J(5)& 35 .00 f8 % (Construction Confidence Indicator, BUIL)ZE /3 TE R »
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x=— BRAEBFEFERMGEEHER

Variables p,—1 N, s T,
D=1, 0.8784 -0.0070 0.0509 -0.5515
[20.6273]*** [-0.5816] [1.2799] [-0.2997]
Pio—Ls 0.1127 0.0024 -0.0619 1.0477
[2.6598]** [0.1988] [-1.5661] [0.5723]
Al -0.5171 0.2054 -0.1784 34.5452
[-2.2657]* [3.1394]** [-0.8304] [3.4708]***
N, -0.1509 0.0848 -0.0446 8.7625
[-0.9993] [1.9537] [-0.3137] [1.3307]
o1 0.4255 -0.0002 0.3271 -2.1772
[5.8643]*** [-0.0074] [4.7701]*%* [-0.6888]
Thin 0.0569 0.0032 0.0469 -0.4967
[1.2335] [0.2413] [1.0723] [-0.2468]
7T, -0.0035 0.0008 -0.0023 0.6094
[-2.8405]** [2.3574]* [-2.0056]* [11.3365]***
7T, -0.0006 0.0004 -0.0001 0.0911
[-0.6747] [1.6216] [-0.0951] [2.1764]*
C 0.0118 0.0022 0.0128 0.3930
[3.6932]*** [2.3646]* [4.2639]*** [2.8252]**
R-squared 0.9972 0.5642 0.5273 0.8588
Adj. R-squared 0.9970 0.5283 0.4884 0.8472
Sum sq. resids 0.0237 0.0019 0.0201 43.2308
S.E. 0.0156 0.0044 0.0144 0.6676

i - HEBEEHSH  p— 1 =log(P,/ L) s FHERER : A, =log(L,/L,)
IR r,, = log(P,+ L) | P,)) ; HEBCHBRIGE LIRS : 7, -
AR IR AR ¢ 1990Q4 ~ 2017Q1HL 106EEABILIE - [ 1N R EE « it &
*RRp<0.05 * #*FKIRp<0.01 » ##*FK7Rp<0.001 °

TRE B MSGMEHENRETER « ZNE T 2IGRE TR -

FNBR » FEESLZ MRS T 5 EE40 % i T35 L FEEUNDU) - B T SRR e (H < FH R
MR AR Z IEARRE - 1Tl SRR SRARIR CRRF A B O SR = 1T 5 EE30 AR B SE13 LR B
(SERV) » RAE10% L BAE/KHET » BBIEE CIEMBRME(RET) - HEHARE0.0002 - ¥R
EMIZETIAR - B ERIRRIRARBEUEE - E5 AN SR -

FEESLZ MRSt » (5 LE20%FITHE B {5 LI E(CONS) » BIEEAE1 % L iR /KHE | - Bilf
EEROEE - RIS Z AR (R - 1 PR S % ZE B 5365 L IEBI(RETA)
B8 2R (5 O FBU(BUIL) » BEEER 7T BIAE1 %85 % L BEFE/KYE S » RBIRAE L IEAHR(RR
Ju~ ) o MEERIRRIRARHER A B I B AR -



P $ERREH— R IR SIS E AR R RBIRK ? 1

= HREEZHENLHKEE

MISPRICING, = (p,~ 1) - (0.0118+ Y pX,)

S 0.0000
SUIVA 0.0007
S oNIEL 0.0365
&/ IME -0.0454
FEHE A 0.0150

fmR& -0.3147

I RE 3.5028

AR 106

7 ¢ BEAEE(MISPRICING) By VAR HI A » P {EfH e PLallis =2 2208 » X, Rk —AEfIFRy Iz /\
i fEE s (T TE R W) 5 6, ARk —rh B B A F RS -

i}

SEES

p=411%3

\

.04

.03

.02

.01+

.00

-.01 4

-.02 4

-.034

-.04 -

=08 e e e e e e e e
90 92 94 96 98 00 02 04 06 08 10 12 14 16

B— HREEZEEFIESE

RN FREERBERARE(INFLA) ZEER D

Variables Coefficient Std. Error t-Statistic Prob.
A(INFLA) -0.0010 0.0022 -0.4489 0.6545

C 0.0001 0.0015 0.0350 0.9721
R-squared 0.0020 S.E. of regression 0.0152
Adjusted R-squared -0.0078 Sum squared resid 0.0236

aF o FERREY : SEBUEM(MISPRICING)) ; HEE : BERIRFEUNFLA) ; AREZNEAIML
1990Q4~2016Q3 » :1041EE AREIEZAH -
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KA HRTEELBERREREEEOER(ES)ZEFS

Variables Coefficient Std. Error t-Statistic Prob.
A(INFLA,) -0.0017 0.0022 -0.7509 0.4545

ESI, 0.0003 0.0001 2.1122 0.0371

C -0.0312 0.0149 -2.0982 0.0384
R-squared 0.0442 S.E. of regression 0.0149
Adjusted R-squared 0.0253 Sum squared resid 0.0226

At ¢ MERRE : BERRE[E(MISPRICING) 5 HEEL : SEEIZIRSRUINFLA) ~ (B LIEB(ES]) °

xRN HREBHBEFRER IEREOEH(UNDU) 2B

Variables Coefficient Std. Error t-Statistic Prob.
A(INFLA) -0.0012 0.0023 -0.5345 0.5942
INDU, 0.0001 0.0001 0.6123 0.5417

C 0.0007 0.0018 0.3829 0.7026
R-squared 0.0057 S.E. of regression 0.0152
Adjusted R-squared -0.0140 Sum squared resid 0.0235

AL S : SEBUEE(MISPRICING) 5 FIHA < SEITREIRSRUINFLA) ~ T(E.LHBAINDU)

Kt HRTEERLBERRERRBREEORB(SERY)ZBEFS

Variables Coefficient Std. Error t-Statistic Prob.
A(INFLA,) -0.0018 0.0029 -0.6113 0.5428
SERV, 0.0002 0.0001 1.7701 0.0807
C 0.0011 0.0017 0.6628 0.5094
R-squared 0.0430 S.E. of regression 0.0149
Adjusted R-squared 0.0179 Sum squared resid 0.0169
ZE ¢ JEEA  $5E[E(MISPRICING,) § FIH88 © B EHRARSR(INFLA) ~ 5315 LI SERY)

®/\ HREELBERRERHEEEEORER(CONS) ZBEZ

Variables Coefficient Std. Error t-Statistic Prob.
A(INFLA,) -0.0016 0.0021 -0.7264 0.4693
CONS, 0.0006 0.0002 3.5227 0.0006

C 0.0048 0.0020 24432 0.0163
R-squared 0.1112 S.E. of regression 0.0144
Adjusted R-squared 0.0936 Sum squared resid 0.0210

aF o FERR  SERCEME(MISPRICING,) 5 HEE : SEERARSR(INFLA) ~ IHEEF OIEE(CONS)
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RN HFREBREBEFRERTEESEROER(RETA) ZER D

Variables Coefficient Std. Error t-Statistic Prob.
A(INFLA)) -0.0019 0.0022 -0.8704 0.3862
RETA, 0.0004 0.0001 3.1931 0.0019

C -0.0005 0.0014 -0.3741 0.7091
R-squared 0.0935 S.E. of regression 0.0146
Adjusted R-squared 0.0755 Sum squared resid 0.0214

At ¢ HERH : SESUEE(MISPRICING) 5 HZE « sBERIRRINFLA) ~ ZEHE F S 0EH(CONS)

K+ HREEUBEFRIREEXREOEEERD T

Variables Coefficient Std. Error t-Statistic Prob.
A(INFLA) -0.0017 0.0022 -0.7596 0.4493
BUIL, 0.0002 0.0001 24021 0.0181

C 0.0037 0.0021 1.7531 0.0826
R-squared 0.0559 S.E. of regression 0.0149
Adjusted R-squared 0.0372 Sum squared resid 0.0223

it c EEH  BERRUEE(MISPRICING) 5 HEE - Sl ERZIRRINFLA) ~ Bt (5 DR BI(RETA)

FRERANERA TSRS QIR BESDAYRH R FE BT - Bl (¥ o i i e i Y
MHEATE » B T LE LB - HERRIHES ~ BEH B » Bl - BIREENE
OFEE - S3AITE1% ~ 1% > 5% ~ B110% L BEE7KHE T - s 2 BRI AR © A amELESIEL
FORH e o FR B R R Bt By - SR R IR SR B B S (E B A B R AR - AN LU
R ESHF EMES RS -

B~ Ew

AWrFELL R <t (price-rent ratio) » 2&flr & B E A ANEIAVEE) - B ENEE » 53
BiieysEaREE - BLIEAE - FEiebedhaE HELE BRIRR ZHRGR - sRIEEEREL]
BRI - HR - A A& H BEEEFEIR (vector autoregression; VAR) JzBayesian VAR * 43
Mt G st e [ERVRE R B () FBEH S ~ OHESEESE ~ Q) FERMIER - k@)BEERIRES
BEHIAERAME - B TAFTINAREE L2 (Economic Sentiment Indicator, EST) s HAH R 73
fRBE R IR TG AR R RAVER, - B e g e R -

FEIREE T - 2 P TR E H LR B IR S EER AR - MRS EE
KJEBERAITEAE » AR » o i #aR i (B E Ry i 5 5 R oK se SRR 8 2 AR g « QW3
MEER(EST) e HPUIERH R o 58+ 2 BEAE R IEAHRITE - B VYSEESTRH B S #E 5 - R
B P iR EREE R B T 0 R - HEE - BEHE S - Bl - KRB ENE L
FRE o MME— 2B EEE I IEAHR 2 ESTRHEC B 3 FR 80k T2EE O IRH - BRI E AR
SORBAREEE - FBriinvshiRE H THIERS - SiEEBA SIS o iEiREiHayunga &
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Lung(2011)—2 » BIFE isSEEOA - nIReREkriin 2 il S B EER LT - B ETRENT
fiti » SR1M0 > NG ERESTE AR RO -5 B Rl R R s B - BRI IRSR & Bl SR E (H 2 A
FHHIEAHR - AR LIRSS A LRI BER -

FHI Lee(2013) » AWTZERIGGEM B2 /51115 ~ ST B LRI FAERS ~ Kkiiiss
BRI SRR B TH AR E B B AEIRYE - B iishaE My eha A B ks A
EFHRIIEAY ~ BRI ~ RBRAATHEIEHE LR BU(BST) AR TR B B F5 T SRR E
FHEATE » BERERIRAN 2« BB EEE - BN KISESUER AN ~ BT ARk
SRR B IEAHRA o AR ZE B — 20 B ag Bl R - TSR SRS L e - K
HRA[RIR T B o T 45 ST A (R B BRI PR 3RS » 1T FE TR SE R E(E - AR R AYEE
HZH e BIAT - HEEE LIREIENE B BREE OIRE - MEERE5EE OIRBOENE S
SEE LI - ML RS AR R R A S BN - B A S EIE A - rTREfE
FERIANESTENE - & — A ERENE -
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i OB
RIS DAEEESDH T3£(40%) ~ IRISFEGO%) ~ IHEE(20%) ~ BEEFHEG%) ~ UK
BRESE(5%)F o E L IRE - RIS BN Z RE B TR - AR S B AR S S K
RFE TR © ESIFH“BKBEZE B & (European Commission) 14 H EHALAf -
A2 % Brunnenneier & Julliard(2008) f5 iS85 E B L HEE » AT (1)ZF(15) - EHFTHEE]
BRI -
OECDE&FHE  https://data.oecd.org/
European Commission: Business and Consumer Surveys& £} : https://ec.ecuropa.eu/info/
business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-

surveys_en
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