What Is the Value of a Name? Conspicuous
Consumption and House Prices

Velma Zahirovic-Herbert
Swarn Chatterjee
ERES

Milan 2010



What Is conspicuous consumption?

Buyers pay more for products that:
o Are status-enhancing

o Constitute an image that creates a personal
experience

o Generate certain perceptions, attitudes and
behaviors

In real property markets: conspicuous

consumption relates to the question of

relative house size and subdivision name.



[Conspicuous consumption in RE

Schaeffer and Millerick (1991), Diaz et. al.
(2008): Intangible benefits of historic
designation.

Dermisi and McDonald (2009): Class A
business property rents at premiums due to
classification.

Turnbull et. al. (2006): relative house size
measures are not consistent with
conspicuous consumption theory.



[Names INn branding strategies

Landes and Posner (1987): branding
reduces search costs.

Zinkhan and Martin (1987): consumers
prefer certain types of names that convey
the desired attributes of the product of their
Interest.

Herbig and Milewicz (1993): a name can
provide a consumer with a symbolic
meaning that assists in both the recognition
of the product and the decision-making
process.




[I\/Iy goal: answer the following

Do names of local subdivisions affect
residential house values?

If yes, can the effect be quantified?

If yes, what are the key words/names
used that are valued?



|-Empirical model

InPrice =c+ aH + oM + @F +3N+ ¢

Function of the vectors of physical
characteristics of the house, H; localized market
conditions, M; fixed effects for geographic
location, year and season of sale, F; and a set
of variables of interest, N.



[Empirical model cont.

We identify subdivisions within census tracts
with similar housing units and test if there
are any pricing differentials that can be
attributed to subdivision names.

Anecdotal evidence asserts that prestige-
related property names, such as Country

Club, increase value by up to 30 percent.



[Data

20 years of housing sales transactions in
Baton Rouge, Louisiana

28,770 observations

To enhance the comparability and
homogenelty of the houses, we restricted
our attention to a heavily residential area
that Is a large contiguous region within the

parish urban area.



[Empirical model cont.

Variables:

o House Characteristics: Bedrooms,
Bathrooms, Fireplaces, Age, Age sq,
Living Area, Net Area, Living Area_sq,
Net Area sd.

o Market Conditions: Vacant, Listing
Density, Smaller, Larger.

o Local Area Controls: Distance_Club.



[Data cont.

The dependent variable is house sale
price ($121,000). Some of the
variables that capture house attributes
are number of bedrooms (3.4), number
of full bathrooms(2), living area In
sqguare feet (2000), and net area (724).
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[Additional considerations

Neighborhood housing market:

o Defined by the number of competing
houses that are for sale at the same time
a house Is on the market.

o Measure with Listing Density — the
Intensity of competition from other
houses for sale per day on the market

Listing Density = ' - D (i, ) H .O (7, /)
= SO-L(H+1




[Additional considerations

Neighborhood atypicality effect: the
extent to which a given house Is either
larger or smaller than the average
living area In the surrounding
neighborhood.
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Results

Table 2: Regression Results Dependent Variable: In(Price)

(i) (2} (3} (4}
Tndependent Variables La(Price) L(Price) La(Price) Li(Price)
(0.0000032) (0.0000032) (0.0000032) (0.0000032)
Country 0.0549%+* 00316+ 004154+
{(0.0078) (0.0066) (0015}
Country Club O D0y % 00513*+*=
{0.01a) {0.015)
Country* Age -0.000544
{0.0012)
Distance club -0.0240%** 0,017 %+ -0.0152 %** -0.0146***
(0.0043) (0.0044) (0.0045) (0.0046)
Distance club sg 0.00120%** 0.000051*** 0.000830%# 0.000808**
(0.00036) (0.00036) (0.00036) (0.00036)
Smaller 0467 ** 0.4575%%* 0.450%** 0.450%*#*
(0.017) (0.017) (0.017) (0.017)
Larger -0, 340%*# -0 34 2% S IRCKT Rk 0. 33E
(0.014) (0.014) (0.014) (0.014)
Chservations 28770 28770 28770 28770
F-squared 0.91 0.91 0.91 0.91

Chistered standard errors in parentheses Significance levels: ¥** p<0.01, ** p<0.05, * p=0.

Coefficients for vear sold and location controls based on 85 census tracts are not reported here.



[Additional considerations

Different phases of housing market
cycle: falling and rising market.



Results cont.
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[Results cont.

Tahle 4: Regression Resulis for Different Howsing Madet Phases

[+] Dependent Variable: In (Price)

£2) Fuil Sl £3) Fuil Sepple £2) Decliving 3 Decliving £2) Rising Mimiet 3 Rising hdmioet
DMt DMt
Tndependent LniPrice) LnPrice) LniPricel Ln(Price) LniPrice) LnPrice)
Verigbies

Coumiry* 005454 0.0316%%* 00542 %+ 0.0604%%* (N3¢ EEE 0.026L***
(0.0078) (0.006E) (0.021) (0.017) (0.0084) (0.0073)

Coundry Chub* 0049052 -0.0239 0.0531%**

(0.006) (0.066) 0.017)

Distatuce_chib (10170 ek (1.1 52 Haak 0.00334 0.00793 (1205 ek ) (1200 Hatak
(000447 (0.004 5 (00113 (0.011) (000477 (00047

Distance_chib_gq | 0000951 Heek 0.000839 #* 0000266 0000238 000125 ek 000 10 ek
(0000367 (0000367 {0.000737 (0000737 (0000357 (0000357

Srtualler 0.4 53 Haak (1.4 5 wakok 0.4 73 Hatak 0.4 73 Hatak 0.4 52 ek (0.4 5 Haak
(0.017) (0.017) (0.038) (0.038) (00197 (00197

Larger -] 34 etk [ F 3 ek ) 2T etk (1. 280 ekt ) Fd ] ek [ T3 ek
(0.014) (0.014) (0.0313 (0.0313 (0.015) (0016

Chzervrations 28770 28770 5276 5276 23404 23404

R-squared 0.91 0.91 0.87 0.87 0.91 091

S1gmificance lewels: ## pa(10], ¥+ p=0 035, * p=l.

iCoefficierts for vear sold and location controls based on B85 census tracts are not reported here.

. The mmber of sales, n=71, mthe Dechinmg Market. The mumber of sales, n=572 m the Fismmg Market.
. The mumber of sales, n=20, in the Declming Maket. The mmber of sales, n=338 inthe Fising harket.



[Descriptive results

Buyers pay an average of approxmately 5.1
percent for “country club” in the property
name.

Wealthier buyers are more willing to pay a
orice premium for the words “country club”
than those in the bottom quartile (house
orice distribution).

Conspicuous consumption decreases during
recessionary times, with real property
buyers less willing to pay premiums for the
prestige associated with these words.




[Final remarks

This is the first study to find that
buyers are willing to pay more for
certain property names.

Buyers’ perceptions of real property
attributes may prove as valuable as or
more valuable than the real utility of
some attributes.



