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Portrait of Dr. Gachet
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Portrait of Dr. Gachet

▶ Sold for $82.5 million at Christie’s in May 1990, setting a world record price

▶ Boom in Impressionist art prices largely driven by Japanese buyers (Hiraki et al., JFQA 2009):

▶ “We find that the demand for art by Japanese collectors is positively correlated with art prices and
Japanese stock prices. This correlation... gains even further strength for works of art typically
favored by Japanese collectors.”
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Moving from Dr. Gachet to CRE

▶ Idea that fixed asset characteristics determine prices, irrespective of investor base, was never
plausible in art market

▶ Shadow prices of hedonics (e.g., artist, medium) are clearly determined at intersection of wealth
and tastes—it matters for transaction prices who are the likely buyers at any point in time

▶ Is it even possible to “cleanse” hedonic price index from the impact of (time-varying) investor
composition in the art market?

▶ A major difference between art and CRE is that a property comes with the expectation of financial
cashflows in the future—for which valuations today vary less than for “emotional dividends”

▶ Nonetheless, we “know” that there is heterogeneity in (C)RE valuations between market
participants (e.g., Andonov et al., RFS 2021; Giacoletti, RFS 2021; Sagi, RFS 2021; Jiang et al.,
2024) with implications for prices because of illiquidity and search-and-matching nature of market

▶ Relatedly, evidence of segmentation—possibly because of variation in preferences—based on
investor and asset characteristics (e.g., Ghent, JFE 2021; Cvijanovic et al., JREFE 2022)
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This paper

▶ How does accounting for investor base allow us to make progress on jointly understanding
valuations, portfolio holdings, trades, etc.?

▶ Main elements of model:

1. Private valuation is function of asset and investor characteristics, which can be micro-founded through
beliefs about asset payoffs that are investor-specific functions of asset characteristics

2. Meeting probability between seller/asset and buyer is function of size of buyer, similarity between
buyer and seller, and similarity of asset to other assets that buyer has in portfolio

▶ Investor characteristics have substantial explanatory power for transaction prices
▶ Method: Rich ML model allowing for e.g. interactions between investor and asset characteristics

▶ Identities of seller and potential buyers matter for likelihood of trade
▶ Method: Estimate meeting probabilities through negative sampling (estimate parameters in meeting

function to maximize probability that true buyer buys, given valuation of K potential buyers)

▶ With model parameters in hand, study “potential price distribution” and counterfactuals
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Heterogeneity in investor-specific valuations

▶ What drives variation in investor valuations of asset features?

▶ Variation in preferences and non-financial private use values (e.g., impact investing)

▶ Variation in beliefs about common/resale values (e.g., climate change, liquidity beliefs)

▶ Variation in expected NOI—managerial skills, specialization (Spaenjers and Steiner, JFE 2024)
▶ Micro-foundation highlights heterogeneous beliefs about payoffs but not different actual payoffs

▶ Can we say something about what is the main driver of why certain investors value certain asset
characteristics?

▶ If so, we can potentially measure and include other relevant investor characteristics in the model
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Liquidity

▶ This paper recognizes that every CRE asset has a range of possible prices

▶ However, it does not allow for menu of possible combinations of (expected) prices and speed of
execution (“time on the market”)—and for variation in this menu/trade-off

▶ Heterogeneity in valuations between investors should matter less for price outcomes in markets with
a lot of “supply of liquidity” (i.e., more potential buyers) and more when there is a lot of demand
for liquidity (e.g., Jiang et al., 2024)

▶ Role of strategic waiting (more patience)? Time-series variation? Systematic differences in seller
patience between investor types?

▶ Ultimate goal is model that can also explain liquidity measures such as TOM and price dispersion
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Food for thought

(i) To what extent does this model apply to residential real estate market? Relatedly, what if there are
many substitutes for the asset?

(ii) Systematic differences in bargaining power or intensity between investor types?

(iii) Role for middlemen/arbitrageurs?

(iv) How should we think about appraisals in a world with “potential price distributions”?

(v) Where to direct search is a choice. How should we think about correlation with beliefs about
payoffs?
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Minor points (for authors only)

(i) In the last lines of Section 2, there are two references to πn(b, s). Shouldn’t this be πn(s)?

(ii) You write (p. 29): “Positive (negative) SHAP values indicate that a higher feature value increases (lowers) the
price.” But take the top left panel in Figure 6. The negative value for lower investor size means that smaller investors
have lower valuations, not that a higher feature value (i.e., larger investor size) lowers prices for smaller investors?

(iii) I thought the negative valuation gap in Figure 11 is striking and surprisingly large—is it realistic that non-buyers
have valuations that are so much lower on average, in particular for operationally not very complex assets like
apartment buildings?

(iv) You write: “Across all sectors, the true buyers exhibit consistently higher valuation gaps than the other potential
buyers. This reflects not only the model’s ability to select the correct buyer, as noted above, but also reinforces the
model’s assumption that matches occur when buyers perceive gains from trade.” I understand the second point but
not the first one, as the valuation gap between the true buyer and other buyers does not seem to depend on the
model’s ability to select the correct one? But maybe I’m missing something.
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Final thoughts

▶ A paper that we needed

▶ ...and that will spur much more work
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