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The Effect of Search Cost and Anchoring Behavior on Price
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ABSTRACT

This paper is to test three questions using a unique data base in the viewpoint of search cost and
Anchoring behavior: First, is there anchoring effect or reference price bias on home-purchasing behavior?
Second, is there any extrapolative expectation effect of reference price change on homebuyers? Third, can
homebuyers reduce price premium from their high search cost or perceived bias? Those answers can help us
understand if we can get alternative interpretation to housing price dispersion and if government should
provide housing information service. Empirically, we find that out-of-town/district buyers pay a statistically
significant price premium in the Taipei area. We also find some evidence consistent with the price premium
being driven by high search costs, anchoring/framing effect and extrapolative expectation from heuristics.

Finally, homebuyers can lower price premium through real estate brokers in the market.
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