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Abstract

A laboratory simulation of property sales revealed that in a mildly
optimistic market, auction prices returned premiums to the rational
capitalised values, whereas tender sale did not. Results suggest that auction
premiums may tend to peak near the middle of the auction, however, the
properties were sold in order of diminishing value, so further research may
be necessary in order to distinguish between these two factors.

The paper relates the experiment to the developing literature on the
behavioural study of property auctions that tends to use analysis of actual
auctions. One advantage of the experimental environment is that unlike
actual auctions, the rational value of the property can be perfectly visible
to all subjects. The shortcoming of experimental simulations appears to be
that subjects may be less risk conscious.

The discussion raises several issues for future experimental design,
including the manipulation of market sentiment and the sensitivity of the
experimental situation to rewards and punishments in order to achieve
external validity. The paper concludes with a summary of the usefulness of
this type of property research and makes suggestions for its future
direction.
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INTRODUCTION

Prices obtaned a auctions have been thought to be the best indication of vaue snce they result
from the free interaction of market participants. Lusht (1994a) raised some queries concerning
this conventiond wisdom, citing the problem of what he referred to as the winner’s curse. He
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contended thet in andysing the vaue of a property, some prospective purchasers would make
erors in thar goprasd, dther through mis-dlocation of risk or ample arithmetic error. He
contended that the person who erred most optimidtically might win the property, but eventudly
auffer financid hardship. It is dso possble that the second lagt bid could be the rationd price,
on the bags that the find bid clears competition by exceeding the finanad vaue of the as.
Lusht (1994b) found that bids at auctions were a discounts compared to rationd vauations, as
did Allen and Swisher (2000) and Mayer (1998).

These authors were dso interested in the patterns d prices within an auction. Lusht (1994b)
found that prices dedined through the auction, while Allen and Swisher (2000) found they
improved and Mayer (1998) found no ggnificant price trend.

The peculiarity of auction price formation suggests extra-econonic behaviours that produced
unexpected pricing results. Their results indicate thet red edtate markets may be better
undergtood using behaviourd methods following the generd suggestion of Earl (1983) and its
property specific expresson by Diaz (1999) o Hardin (1999). This study is an atempt to
understand market behaviour by studying market participant behaviour experimentdly. It seeks
to better understand biases evident in the behaviour of actua bidders compared to its rationd
financid vaue computed by sober andlyss of the asset’ s earning potential.

A shortcoming of this gpproach is thet it leaves open important questions regarding the bidders
andyss In actud property markets, potentia purchasers have differing perspectives on a
property’s investment potentid, as well as behaviourd indinations in response to the auction
gtuation itsalf. The present work isamed at controlling buyer analyss of potentid propertiesin
order to observe behaviourd biases that emerge from the auction situation itsdf. It achievesthis
by usng a smulated market environment to provide uniform market intelligence and vauation
methodology. In this laboratory environment, behaviourd tendencies thet distinguish bidder’s
behaviour from purdy rationd bidding behaviour can be sudied.

AIM:

To experimentaly examine behaviourd biases resulting from the property auction environmentt.

OBJECTIVES

1) Toidentify pricing differences between auctions and tendersin a controlled market.
2) To examine behaviourd tendencies within an auction.
3) To tekt if the auction prices conform to rationa expecteations.

HYPOTHESES

1) Truevdue should equd the rationdly derived financid vauation.
2) Auction prices differ from tender prices
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3) The auction Stuation can influerce bidding behaviour.
4) Ealier sdeswithin an auction can influence bidding behaviour.

PROCEDURE

An experimenta methodology was employed involving a Smulated property market following
generdly accepted experimenta design (Sarantakos, 1993). The experiment involved groups of
ubjects playing a game that Smulated a property market. The amulation began with the
competitive sdle of a limited number of investment properties followed by smulated annud

rentd negotiations between property owners and tenants. The generd description of the game
and itsrulesisfound in (Smal and Oluwoye 1999).

Subjects were given an outline of amarket where the currency unit was the bag of gold ) and
the highest and best use of the property assets were publicly known. Subjects aimed to achieve
the greatest wedlth by either occupying property as tenants, or earning rent from it as landlords
over anumber of Smulated years of negotiating annud rents. All subjects could bid to purchese
property parcels a the beginning of the game/amulation. Each parcd conssted of five identica
units, dthough the productivity of the units varied by parcd as shown in Exhibit 1. Property
purchases had to be paid for out of the rent earned over four years. Since the productivity of
the units and the cogt Sructure of tenants was public knowledge, this meant thet it was possible
to compute the vaue of the land very eeslly usng asmple capitdisation caculation.

Land Market

Grade | Parcels |Lots| Product | Notional
Rent
1 1 5 150 100
2 1 5 140 90
3 1 5 130 80
4 1 5 120 70
5 1 5 110 60
6 1 5 100 50
7 1 5 90 40
8 1 5 80 30
9 1 5 70 20
10 1 5 60 10
11 state 5 50 commons
12 state 5 45 commons
13 state 5 40 commons
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Exhibit 1

The game has been found to be an effective teaching device as well as an experimentd tool

(Smdll, 1999). The running of the Smulation as a teaching exercise had the additiond advantage
that rewards and pendties could be easly st as a consgent part of the Smulation. The
exercise was dlocated 5% towards the find subject grade, with bonuses for outstanding
performance enabling the winners to score up to 9 marks towards their find grade. Aswel as
proving to be a successful behavioura experiment, it has proven to be very popular with
dudents who tend to rate it as one of the outstanding exercisesin the subjectsin which it isrun.

The smulation is sructured to include obsarvation of the formation of both rents and sde
prices. Smal and Oluwoye (1999) found that it was a congsent and valid experimenta tool
that yidded useful ingghts into the operation of rental theory. Those studies focused on the
rentd market. That sudy found that the Smulation returned results conastent with rental theory
operating within anear-perfect market. On that bads, the renta estimation and capitdisation
vauation can be adopted asreidble for this study.

The ownership and property vaue formation were a necessary part of the total smulation. By
dlowing subjects to competitively bid for land, the prices were expected to absorb the margind
vaue of the different parcels and therefore place property owners on an equd footing. In that
way it was expected that they would dl be amilarly motivated to seek optimum rents, which
was whet was found in Small and Oluwoye (1999).

Property sdle was competitive S0 that the subjects themselves formed the market. In eech run
of the smulation ether auction of tender bidding was used. The properties were dl sold in
order of dminishing vaue. Future trids may congder reverang this order. Each subject could
enter the bidding, though ownership was limited to one parcd per subject. Subjects were not
obligated to bid if they congdered the risks too grest.

The experiment was run atotd of eight times between March 1995 and March 2001, usudly
on different groups of subjects. Runs 3, 5, & 7 were second year students who had
experienced the game dso in thar fird years as runs 1, 2, & 4 respectivey. The effect of

market learning was consdered in Smdl and Oluwoye (1999) who found thet learning hed little
influence on rentd market formation, as bath were highly effident. The impect of learning on

price formation will be congdered in thissudy. Runs 1 & 2 used auctions, while the remainder
used closed tenders.

Subjects in smulation 3 were told that "productivities would increase sometime after year
one" before they computed thelr tenders. This was to creste optimism by introducing an
ungpecified expectation of future opportunity. The dmulaion typicaly ran for five or 9x
amulated annud renta cydes, of which the firgt four were criticd for landlords since they were
placed in recavership if they faled to pay for their property in that time and were punished with
a zero grade for he exercise. Since the productivity increase was not specified, and could
happen in years five or Sx, a prudent bidder was not expected to place great vaue on it,
especidly in view of the pendty that over-ambitious expectation would have on find subject
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grades. Smulaion 5 was used as a contral for this run as both it and Smulaion 3 were second
year Sudents with experience of the exercise.

SUBJECTS

Subjects were firg and second year undergraduate red estate sudents. They were considered
an appropriate sample because of the following:

1) Their interest in red estate could be expected to be greater than the average and
representaive of lay investors'tenants.

2) Their knowledge of red estate could be expected to be reasonably uniform, though not
well developed. In this they could be expected to reasonably mirror the profile of the
majority of smdl red edtate investors and tenants. Their behaviour could be expected to
follow rational economic utility optimisation.

3) By incorporaing performancein the exercise into subject assessment, meaningful
rewards and punishments could be incorporated into the game.

4) Their atention and continuous availability was reasonably assured.

5) Their motivation could be confidently expected on the basis of the gameslearning
potentid and the competitive spirit encouraged within the programme.

Ethical agpects of the Smulation were congdered due to the use of human subjects with limited
experience. Therisk of severe pendty for poor performance was identified as a possible issue,
especidly as it contributed to fina subject grades in an undergraduate subject. Subjects were
permitted two options in participating in the exercise. One option was to be digible for the
bonuses and pendties that could result in marks between minus 2 and plus nine out of anomind
5 mark dlocation. The second option was risk adverse, and involved being graded in a
conventiond manner out of five, with no rewards and pendties. Subjects taking the second
option were not permitted to bid for property and on average earned about 3/5. Since students
had the choice to take risks or not, and even the risk-takers did not have to bid for property, it
was conddered that the smulation met ethicd requirements. The high regard held by students
for the amulation is an additiona support for its dam to be ethicd in its treetment of subjects.

RESULTS

The prices pad for the parces s0ld in eech smulation are shown in Exhibit 2:
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Simulation 1 2 3 4 5 6 7 8
number
Sale type] Auction Auction Tender Tender Tender Tender Tender Tender
Market sentiment| Optimistic
Student year 1 1 2 1 2 1 2 1

Grade | Rational | 1997 1998 1998 1999 1999 2000 2000 2001
1880 1950 1920 2800 1880 1880 1800 1880 1880

-

2 1680 1815 1790 1680 1680 1590 1680 1710
3 1480 1700 1720 2080 1480 1480 1480
4 1280 1626 1655 1280 1140 1280 1280
5 1080 1900 1200 1120 1060
6 880 1420 1586 880 880 780 880 1080
7 680 1323 1215 1080 680 500 880
8 480 1040 855 460 420 480 480
9 280 610 510 780 280 220 120 240 300
10 80 290 370 80 60 800 40 87

Average premium: 339 322 648 0 -11 3 -5 44

Exhibit 2: Parcel Sale Prices
DISCUSSION

For the purposes of comparison, in this experiment there are four bases for price formation.
Thefird is the rationd determination, the second is the result from auction Smulaions, the third
is the result from tender amulations and the fourth is the result from tenders in an unduly
optimistic market.

The rationd prices are based on zero vacancy and rents that normalise returns to tenants. The
smulaions were dl run to ensure a dight under-supply of renta property that caused some
tenants to be forced onto the commons. The commons were necessary in order to provide an
dternative to the property market and provide the equivadent of public wdfare into the game.
The commons provided a floor to wage expectations and a mechanism for dlowing uniform
under-supply. For these reasons the assumption in the financid vauation would appear
reasonable, a least in setting a hard upper Imit to vaue. Shrewd bidders were expected to
apply a discount to this value to cater for rents that may be struck under the optimum, though
such discount bids were rdaively rare in the winning bids. The financid vaues and have been
used as the reference and premiums above raiond vaues have been charted for each of the
gmulations, as shown in Exhibit 3.

The auction dmulaions have a net average premium of B331, wheress the five tender
smulaions have an average premium only B7.8. Given that the $andard deviation of the
sample mean for the tender smulations is B20.3, the tender prices are not Sgnificantly different
to the rationd vaues. Using the 42 obsarvations that compose the normd tender smulations,
the sandard deviation for a Sngle price within the sample isB131.6 Using them as an edimate
of the population of rationd market pricings, returns an estimated population standard deviation
of B133.2. The amdl difference between these two datistics suggests that B133.2 may be
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confidently adopted as a conservative esimate of the population sandard deviation for further
andydgs This fadlitates the andyss of the auction and optimigtic tender smulaions usng the
ampler Z test rather than the more common T test. Since T testing uses particular sample
means to estimate population parameters, it has the weskness of being forced to rdy on smdl
sample Szesto esimate parameters that are consegquently more likely to belessrdiable.

Bid Premium by grade
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£ 2 Auction 1
Q 00+
o 3 Tender 2
g 200 1 { 04 Tender 1
o 5 Tender 2
E 0 | m .| w J Il - = 8 Tender 1
é 1 2 3 4I 5 6 7| 8 9| 10 ™6Tender

-200 7 Tender 2

-400

Property Grade
AUCTION BEHAVIOUR

Exhibit 3: Premiums

On this bads, the gandard deviation of the sample mean of the combined auction results is
B31.4, which produces an obsaerved Z score of 4.42 for the auction mean compared to the
tender mean. For a 0.01 two talled test, the criticdl Z score is 2.57, which means thet the
results support the hypothess that the auction results do not come from the same population as
the tenders. That means that the auction prices are datigticaly different to the tender prices, in
this case exceeding them. Similar anadlysis of the optimigtic tender smulation revedls thet it has
an observed Z soore of 10.8, again indicating the optimidtic tender smulaion is daidicaly
different to the normd tender smulations

The prdiminary condusion from these results is that in a sober, well-informed market, tenders
gopear to return rationd prices, whereas auctions under the same conditions tend to be more



12/10/0222:26 PM Auction Market Behaviour page 8

bullish. The smulation that contained expectations of ungpecified future growth gppeared to be
the least redtrained by rationd computations. Each of these three Stuaions will be further
congdered in detall.

AUCTION BEHAVIOUR

Ingpection of Exhibit 3 reveds that auction premiums grew through the firgt hdf of each auction,
them subsded. The parces were sold in order of diminishing value, o the growth in premiums
may have been rdated in some way to the vaues of the properties. This would gppear to have
been contradicted by the fdl off in premiums towards the end of each auction, however, it may
have been the case that bidders were dso wary of ataching high rdaive premiumsto low vaue
properties. Thiswould explain the later restraint.

Exhibit 4: Relative Premiums

Relative Auction Bid Premium by
Grade
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Exhibit 4 charts the auction premiums as percentages of the rationd prices. It is gpparent from
this chart that the premiums did grow relatively throughout the auction in what gppears to
goproximate an exponentia trend. A behaviourd explanation for this may be that the early
premiums may have come from bullish bidders who were keen to become landlords a any
cogt. The successive prices may have resulted from the effect of a psychologica reassurance
provided by each previous sde. This is illustrated in Exhibit 5 that compares the average
auction premium by property grade againgt anotiond initid 6% premium grown a 55%.

The tendency for premiums to diminish from the mid-grades to the least productive grade
(grade 10) may dso have been influenced by growing redisation thet the poorer parcels could
not support the higher repayments from rentas sufficdent for successful purchese over four
years. In this case the cause of the latter restraint does not have to be tied to some subtle
mathematica andyd's on the part of the bidders. Thisis more satisfying because smuletion three
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uggests that subjects are not cgpable of andyss of this sort. The bulge towards the middle of
the auction may dther be explained smply by optimiam feeding on the encouragement of the
prior behaviour of others or by some subtle evauation linked to property vadue Future
amulaions may use different orders of property vaue to explore this further. It is clear that
prices were well in excess of the rationd bids, reflecting an over-optimism that resulted in the
mgjority of landlords going into receivership in those Smulations.

350%
300% /';'
250%
/ —o— 55%growth on
200% / / 6% base
150% —— Averge
100% f‘l premium
50%
0% - . T
— (") LD M~ 03
Exhibit 5

TENDER BEHAVIOUR.

Smulaions 48 returned very conservative bids that relate well to rationa expectaions. The
average premium across the five amulaions was negligible a about B7.8. Also gpparent were
severd saes a discounts to the rationd prices. These were probably prudent considering the
riskiness of achieving optimum rents through the whole of the smulation. On the whole, it would
appear that tendering returns prices that are closer to rationd valuations. This would appear to
contradict the conventiona wisdom that auction prices are the superior indicator of true vaue.

For the vendor, this would gppear to be a shortcoming of tendering, though other factors
should dso be teken into account before choodng to use auction. Experienced property
brokers do gppear to believe that auctions will return the better sdle result in particular cases.
The reaults here confirm this popular belief, contrary to the findings of the studies dted earlier
that suggest auctions dways return discounts.

TENDER BEHAVIOUR UNDER UNCERTAINTY

Smulation 3 was executed using tender, but subjects were told that there would be a
productivity increase sometime after year one. The prices bid reflect an ingbility to price this
risky prospect of future bendfit. There is no evidence of the hump favouring the middle grades,
which further suggests thet the latter was an artefact of the auction Stuation.
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The smulation involved landowners having to cover their purchases using their first four years of
rent or face severe pendties. Diaz et al. (1999) considered the importance of rewards in this
type of expaiment and the dedgn of this experiment is in good accord with ther
recommendations. The pendties were &y red to the subjects as the smuldion caried a
nomina 5% weight towards ther find assessment and bankrupt landlords faced grades
between minus two and zero. The game is condructed o that the long-term winner is more
likely to be a property owner then a tenant, which is in conformity with common experience.
Thetypicd tenant scored between three and four marks out of five.

Subjects therefore had to baance the dtraction of the bonus marks againg the risk of a
substantiad red pendty. To bid high meant to be in the running to win a property, but aso to
rase the likdihood of bankruptcy. All subjects in smulation three were bankrupted, as were
mog in the auction Imuldions.

It may be argued that the subjects in Smulation three were too nai ve to bid responsibly. To
ansver this criticiam, ther behaviour may be compared to Smulation run 5. Both smuldions
were second year classes that had dso done the exercise in their fird years, assmulaions 1 &
2 respectively. The experience of over-optimigtic landlords in the early Smulaions should have
warned subjects againg bullish bidding. Smulation 5 returned the most consarvetive prices in
the entire experiment, while amulaion three was a the other extreme.

The pattern of premiums is hard to vdidate financidly. Premiums ranged from 50% to over
100% above the certain rationd vaues. Given that the increases may have occurred anywhere
in the five years of the dmulaion, any risk-adjused vadudion of them would infer an
expectation of productivity increases saverd times that leve. It would gppear that little attempt
was made to sysematicaly quantify this, with bidders focused only on winning the properties.

In actud markets, knowledge is seldom as complete as in these smulations. If it isthe case that
optimism can S0 bias bidding behaviour as to teke it wel out of the redms of what could be
congdered rationdly defensble on financid grounds, it may be a mgor factor in price
formation.

IMPLICATIONS FOR PROPERTY CYCLES

There have been many attempts to explain property cycles, and there appear to be severd
possble explanations for them. However, the behaviourd tendencies suggested by this
experiment may dso be goplied to generd market behaviour in a way tha results in a
mechanism thet is capable of producing regular market fluctuations.

The two behaviourd tendencies found in the amulations gppear to be conggtent with wider
market behaviour. If bidders do take sgnds from recent saes, then the effect may extend
outsde the auction room to other ingances of sequentid sdes to suggest behaviourd
mechaniams in the red edate market generdly. The trend in recent sdles may therefore be a
mgor factor in bidder expectations of the likey winning bid in a coming sde. This iscommon
experience; in arisng market, al participants tend to expect the trend to continue,
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Likewise, if the irraiond pricing of optimism is a widespread redity, then it may have an
inordinate influence on any market that adopts unduly optimistic expectations. A market that
somehow develops optimism thet property worth will increese in the future may therefore
inordinately vaue this expectation.

These two mechanisms could combine under optimigtic conditions to explain the boom phase of
the property cyde. If pessmism causes comparably inordinate undervauing of assts with the
market taking cues from previous sdes, then the negative correction phase of the cydeisadso
explaned

Smdl and Oluwoye (2000) suggested a conceptud modd for the red estate cycle based on
these two mechanisms with turning points related to financing and yidd triggers. Such a modedl
has the advantage that it results in smple mathematica relations that describe the oscillaions of
the market and has the capacity to accommodate both deterministic and chaotic fluctuation
patterns. This research provides an important support for that conceptua gpproach. The key
vaiable then becomes the actud quantification of optimism and the key research issue for
underganding market fluctutions is the mechanism by which markets switch from pessmiam,
through neutrdity to optimiam.

DATA ISSUES

The data may be dightly mideading due to the fact that only winning bids were recorded and
parcds were sold beginning with Grade 1. Lusht has suggested in describing the Bidder's
Curse tha the bidder who errs most optimisticaly will win the property, but faces ruin (Ludht
1994). In these smulaions, the winner of any particular grade may have been over optimidic
compared to the rest of the group. Hence, the group’s behaviour is not completed observed.
Likewise, the smulation procedure alowed any subject one property only, so any inordinate
bids by that person for lesser grades dropped from sight.

This could partly explain the occurrence of discount prices towards the end of smulation 5 and
the reining in of premiums towards the ends of each smulation. The explanaion would be on
the badis that the earlier sdes had flushed out the most bullish purchasars, leaving the more
conserveive onesto win the latter properties.

On one hand a more complete andlyss of bidder behaviour may be available from a more
Oetaled andyds of dl bids or some modification of the amulation rules to dlow multiple
purchase. On the other, it may not be desirable to explore this issue too far, because it risks
focusaing too much on individud behaviour, rather than the more important socid process of the
market's behaviour as a whole. Auction prices are only those that come from the highest
bidders, and in generd, purchasers do drop out of the market once their needs for property
ownership are sated. The object of property economics is to understand property market
behaviour, and while this may be informed by an underdanding of individud participant
behaviour, the latter is not its primary focus.
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CONSISTENCY AND VALIDITY

Experiments are only ussful for research if they produce consstent results when repeated and
have a vdid rdaionship to the actud Stuation that they modd. In this experiment Smulations 1
& 2 and aso 4-8 may be usad to check for consstency for auctions and tenders respectively.
In both cases, the results indicate congstency.

Vdidity is more difficult to identify. The amulaions are amplifications of conditions in actud

markets. For example, few market participants have the leve of certain knowledge that was
avalable in the amulations. Conversdy, brokers are awvare that certain market conditions do
favour auctions over other methods of sde, and these insights gppear to have been vdidated by
the experiment, contrary to the previous studies on actud auctions. Likewise the phenomenon
of market feedback, where early sdes gppear to be used to set bidder attitudes later in the
market, gppears to be consggstent with actual market behaviour.

The mogt important issue in assessing vdidity is assessing the degree to which the experimenta
Stuation models the actud Stuation. Two agpects of this are espedidly important, one is the
degree to which the behavioura mechaniams in the experiment pardld those of the red world
and the other in the rdative balance of incentives and deterrents between the artificid |aboratory
gtuaion and the red world.

The experiment gppears to utilise the same mechaniams as the red world, dbeat smplified.
Purchasers have to evauate the prospective properties in terms of their rental potentia within
ther finenad condraints. Purchase is only profiteble if subsequent rentals are sufficient to cover
finandd obligations and the cogt of failure is high. Although the finencid, operating and leesing
mechaniams are Smple, they are essentidly smilar to red world Stuations.

The gppropriateness of the rewards and punishments is more difficult to defend. Resource
condraints have limited the running of the amulations, o fine tuning of the paramees is
difficult. Moreover, it may be dangerous to adjugt the reward Structure too much for fear of
merdy setting it S0 as to obtain expected results. As it gands, the author would like to use the
Severity of rewards and punishments as an independent variable in future trids in the hope of
containing the apparent over-optimiam of auction markets. There may be ethicd condraints to
taking this too far conddering that the rewards and pendties relae to grades in universty
ubjects. It may be that more severe pendties for bankruptcy may reduce both tender and
auction prices. Thisis dearly an aspect for further research. What can be concluded however,
isthat the experiment does gppear to display reasonable consstency and defensible validity.

CONCLUSION

This experimenta approach appearsto offer indghts into the behaviour of property purchasers.
In awdl-informed market, the tender process appearsto return prices close to rationd financia
evauetion. By contragt, auctions appear to encourage prices a a premium to the underlying
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rationd vaue. Uncertain progpects of future benefit gopear to be priced with irrationd
premiums

At firgt 9ght, the postive internd auction price effect gppears to only correspond with some of
the literature, and is not subdantiated by the mgority of red-world sudies. This may be
because of other behaviourd issues. Likewise, the auction premium effect is counter to most of
the literature; Lusht (1994), Mayer (1998) Allen and Swisher (2000), and Brennan (1971) dl
found that auction prices were a discounts to expected vaues. However, the indances
examined may have carried other implicit expectations of lower prices. For example, Allen and
Swisher (2000) studied properties sold a an auction devoted to mortgege defaults. Buyers
could be expected to be cautious about the vauations and dso they would expect tha the
vendors would not be as discriminating in setting reserve prices. Smilarly, Lusht (1994) studied
the sdle of bank branches in Audrdia as they were rdleased in bulk onto the market. Buyers
could likewise have expected discounts and could aso have been suspicious of the long-term
prospects signdled by the bank's choice to liquidate its property. Brennan (1971) examined
early auctions in Canberra (Audrdia) finding them to return heavy discounts as evidenced by
later private re-sales. In that case, there was condgderable uncertainty regarding the viability of
the Audrdian Capitd Territory. All o these ingances were blighted by either undue pessmism
or the saf-fulfilled expectation thet the sdleswould be at a discount.

One advantage of the experimenta approach is that it can be desgned to control for these
extraneous variables. Indeed, it would gppear possible to design experiments to explore thelr
actud operation in a way that cannot be done by post-hoc study of actud auctions. The
amulatiorn/game that forms the basis of this sudy would gppear suitable for this purpose.

The inordinate pricing of uncertainty is a finding that deserves doser sudy. If optimism can
produce unduly bullish markets, then its absence may explain the discount pricing found in
previous sudies. Auctions do gppear to be well regarded as an effective marketing method,
which would not be the case if they dways returned discount prices. This author noticed the
trend towards auctions during the strongly risng market 1988 in Sydney that gppeared to return
premium prices, though a sysemtic sudy of this reative popularity would be necessary before
drawing firm condusons

The behaviours reveded in this experiment are sufficient to explain market behaviour in boom
conditions and perhaps in the pessmidic phase of the property cycde as wdl. This would
appear to provide sufficent behaviourd mechaniams to condruct a behaviourd theory of

property cycles.

The experiment appears to produce congdent results and is arguably a vaid tools for
understanding actud property market behaviour.
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