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The residential housing market, owing to its multifaceted significance across various
economic and technical domains, has been a central focus of scholarly inquiry. Over the
past two decades, issues pertaining to housing price volatility (or "shocks"), particularly
within metropolitan areas, have garnered substantial attention from both the general
public and national policymakers. The inherent characteristics of this market, which
differentiate its critical role in broader economic and socio-political activities, further
emphasize the salience of this subject. Consequently, this study rigorously examines the
phenomenon of housing price fluctuations in urban regions across the two-decade span
from 1380 to 1400 (approximately 2001-2021), employing Vector Autoregression (VAR)
and the Vector Error Correction Model (VECM) frameworks. The econometric model’s
findings yield the following key conclusions: The supply of newly constructed residential
units in urban areas exerts a negative impact on housing prices, indicating that an
augmented supply level leads to price abatement. Regarding the expected rate of return
on housing investment (ROI): When housing prices are bid up by other determinants,
consequently elevating the expected ROI, economic agents are incentivized to enter the
market, thereby increasing the supply. This initial surge in supply precipitates a short-run
price reduction, which in turn depresses profit margins, triggering an exit of capital.
Ultimately, this mechanism culminates in a positive long-run effect of the expected rate
of return on urban housing prices. The scost of ownerhip is found to have a positive
correlation, implying that an escalation in ownership costs is associated with housing
price appreciation. Among the exogenous variables introduced in the model, the bank
interest rate demonstrated a negative relationship. This suggests that an increase in the
banking sector’s interest rate leads to a decline in housing prices, effectively contributing
to a subdued housing market activity. This outcome is attributed to the reduced necessity
of acquiring tangible assets like housing to hedge against liquidity depreciation, as higher
bank returns offer an alternative store of value. Conversely, the gold coin price exhibited
a positive co-movement with housing prices. This indicates that gold, serving as an
alternative capital asset or store of value, changes direction in tandem with housing price
shifts.
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Extended Abstract

Introduction

The housing market holds paramount significance
within the economy, often functioning as a
substitute market alongside foreign exchange,
gold, and other commodities. This market is in
high demand not only due to its dual nature (as a
capital asset and a consumption good providing
shelter) and its non-substitutable role, but also
because of its substantial share in household
consumption baskets. Crucially, housing is a key
capital asset frequently sought by investors and
individuals aiming to preserve the value of their
wealth. Consequently, the dynamics of this market
often influence investment decisions in other
sectors.

Numerous studies confirm that fluctuations in
the residential investment sector act as a
catalyst for various economic factors and
parameters across other sectors, affecting not
only the housing sector but the entire
economy. In certain instances, these changes
transcend national  boundaries; some
researchers posit that many global recessions
originate in the housing sector before their
effects propagate throughout the economic
system. Hence, attention to this sector, its
price changes, and appropriate pricing
mechanisms is vital, especially for developing
economies like Iran. In the Iranian context,
due to underdeveloped and inefficient
financial and capital markets, the housing
sector is one of the primary attractors of
assets, exhibiting extensive backward and
forward linkages with other sectors, and
comprising, on average, over 80% of net
wealth. Furthermore, housing's share in
Iranian household expenditure is significant
and increasing. Based on these considerations,
the current research aims to assess and analyze
housing price fluctuations in urban areas by
examining the relevant data and information
for this sector

Methodology

The nature and content of this research are
correlational. The study was conducted within
a framework of deductive-inductive
reasoning, covering the time period from 1380
to 1400 (2001-2021). Furthermore, the study
is ex-post facto (retrospective) and falls within

the domain of Macroeconomics. A
multivariate linear regression model was
employed to test the hypotheses. To achieve
this, the trends of the research variables were
initially examined. Following tests for
stationarity of the variables, the model was
estimated using the Vector Autoregression
(VAR) and Vector Error Correction Model
(VECM) methodologies, followed by the
necessary associated tests. The statistical
software Eviewsl2 was utilized for the
collection and analysis of the gathered data.

Since a comprehensive understanding of the
housing market necessitates simultaneous
attention to both demand and supply forces,
the theoretical demand model in this article is
derived from the studies by Poterba (1984)
and Meen (2003), while the supply model is
extracted from the producer’s profit
maximization process (Solow, 1994).
However, the primary empirical analysis is
structured around the User Cost of Housing
(Cost of Ownership). Accordingly, the
demand equation is formulated as follows:

Ln (hp) = f (InHy, InCRy, Inrh ) (D)

This relationship represents the inverse
demand function for housing, where hp is the
real price of housing and CR is a variable
representing credit constraints. Furthermore,
rh represents the user cost (annual cost of
ownership), which is derived from the
relationship:

pe
T —mT+ 6 —=—
Pt

From left to right, this formula includes the
bank deposit interest rate, the inflation rate,
the housing depreciation rate, and the
expected rate of housing price appreciation. In
equation (2) and subsequent equations, i
denotes the cross-sectional units and t denotes
time. The housing supply equation is defined
as:

Ln (Hi)) = g (Inhps, Inlp;, hri)) (2)

Where H is the supply of new or newly
constructed housing, hp is the real price of
housing, Ip is the real price of land, and hr is
the expected rate of return in the housing
sector. By substituting the quantity $H$ from
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the supply relationship into the demand
relationship and re-arranging the equation
with respect to the housing price, we obtain
the following reduced-form equilibrium
equation:

(Ln (hpy) = f (hr, InCR, Inrh,, Inlpy,) (3)

In the section concerning alternative markets,
two markets—gold price (gp) and bank interest
rate (r)—were selected from among various
markets as substitutes for the housing sector.
Therefore, the equilibrium form of function (3)
transitions to function (4):

Ln (hp,) = f (InH; ,hr; ,Lnrh,Lngp; ,1;) (4)
The variables discussed in this function, from
left to right, are defined as follows:

hp: Housing Price

H: Supply of New Housing

hr: Expected Rate of Return in the Housing
Sector

rh: User Cost (Cost of Ownership)

gp: Gold Price

r: Bank Interest Rate

Results and Discussion

The estimation results for the long-run model,
based on the t-statistic, indicate that all
coefficients are statistically significant at the
5% level, with the exception of the interest
rate, which is significant at approximately the
10% level. Based on the sign of the
coefficients, the following conclusions can be
drawn:

The expected rate of return (hr) has a positive
long-run effect on changes in housing prices.
The housing supply (H) has a negative effect,
meaning that an increase in supply leads to a
reduction in housing prices. The user cost of
housing (rh) also has a positive effect,
indicating that an increase in the cost of
ownership will lead to an increase in housing
prices.The two exogenous variables show
contrasting effects: the bank interest rate (r)
has a negative effect, and the gold price (gp)
has a positive effect. Interpretation of
Exogenous Effects: The negative effect of the
bank interest rate suggests that as the interest
rate increases, housing prices decrease,
effectively causing stagnation in the housing
market. This is because liquidity shifts
towards banks instead of being invested in the
housing market. The positive sign of the gold
price indicates that the gold coin price changes

in tandem with housing prices; in other words,
gold, as a capital asset, moves harmoniously
with housing price fluctuations. Short-Run
Results (Impulse Response Analysis): The
short-run results are better interpreted using
the  impulse-response  functions.  The
interpretation of impulse-response to shocks
in each section is as follows: The response of
price changes to its own lag shows a positive
effect from a one-standard-deviation shock in
the initial period, which subsequently
decreases. Crucially, these shocks do not
entirely dissipate; due to the price stickiness in
the housing sector, the price does not return to
the floor but stabilizes at a higher level than
the pre-shock equilibrium, albeit lower than
the initial shock peak. A shock to expectations
initially causes a price increase, but this effect
gradually diminishes. A housing supply shock
has a positive short-term effect. The effect of
the user cost of ownership is negative and
decreasing. The bank interest rate shock has a
negative effect, which gradually adjusts until
it stabilizes at a level that remains negative but
higher than the initial trough. The shock in the
gold sector is volatile (oscillatory), likely
indicating a rotation of capital between the
two markets, but its overall effect is positive.

Conclusion

The housing sector, given its distinctive
position across various economic and
technical dimensions, is widely investigated
by researchers. The issues related to housing
price shocks, particularly in urban regions,
have been a central focus for the public and
policymakers over the last two decades
(1380-1400). The analysis of the relevant
relationships was conducted using the Vector
Error Correction Model (VECM) estimation
method. The model’s results confirm that, like
any other commodity, the supply of new
housing in urban areas has a negative effect on
prices; increasing supply reduces housing
prices. However, concerning the expected rate
of return in the housing sector: when housing
prices are driven up by other factors, the
resulting increase in the expected rate of
return attracts economic agents and boosts
housing supply, leading to a short-run price
reduction. This, in turn, decreases profits,
prompting an exit of investors, and ultimately
resulting in a positive long-run effect of this
rate on housing prices. Furthermore, the cost
of ownership has a positive effect, meaning
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that an increase in this cost elevates housing
prices. This is explained by the fact that when
the annual cost of ownership for tenants rises,
the resulting increase in effective demand for
purchasing housing drives up prices. This
creates a cyclical effect that further increases
housing prices. The two exogenous variables,
the bank interest rate and the gold price,
exhibited a negative and positive effect,
respectively. The negative impact of the bank
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