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THE UNDERCOVER ECONOMIST: THE ECONOMIC
MYSTERIES OF DAILY LIFE.

Why Houses Cost
More in Summer

AN ECONOMICS MYSTERY HAS FINALLY BEEN
SOLVED.

By Tim Harford

Updated Saturday, Sept. 6, 2008, at 7:01 AM ET

It's still a miserable year to be
selling a house. In May, for
example, U.S. house prices fell by
0.4 percent, according to the Office
of Federal Housing Enterprise
Oversight Index. (The raw data are
here.)

It's pleasant—but costly—to
buy a house in summer

Except: They didn't. House prices
actually rose in May, albeit very
slightly, according to exactly the
same source.

Why the difference? The first number is the result of "seasonal
adjustment,” an attempt to strip out predictable calendar
patterns and report just the underlying trend. House prices
usually surge in May, and this May the surge was so limp that
after seasonal adjustment, it was a fall.
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House-price indices are presented in seasonally adjusted form
by researchers and reported that way by the media. That
makes some sense. For anyone trying to understand the big
picture, predictable seasonal gyrations just get in the way.

But for anyone trying to buy or sell a house, predictable
seasonal gyrations can't be ignored. Nobody pays a seasonally
adjusted price. If you spend $500,000 on a house in a typical
February, you might expect to have paid $515,000 had you
waited until August. That $15,000 is money in your pocket,
seasons or No seasons.

That raises a fairly big question. If house prices systematically
surge in summer and stagnate in winter—and they do, in
Belgium, France, the United States, and especially the United
Kingdom—then why do so many people buy in summer? Why
don't we make more of an effort to buy earlier or to wait a few
months until the market cools again?

o

http://www.slate.com/id/2199371/

Get it now b

@ Web search

SEARCH >

SmallBusinessBlog:

e Connecting: Building Great

Relationships With Your Customers

First, a definition.

Connecting is the art of

building relationships--
relationships that last. It's the
forming of bonds with people that
can grow into deeper, closer, more
meaningful relationships. And one
of your most important connections

is with your customers.

Making close connections with them
is essential because people prefer

Read the Blog and Join the debate

Business Gold Rewards Card

« Earn up to 40,000 bonus points in one year
* Your first year is fee-free—savings of $125

« Save from 3-25% on business expenses

- =[0PEN|

ALSO IN SLATE

NEWS & POLITICS

M Won't Work in
§ Afghanistan

BUSINESS & TECH

| &2  Curious Changes to

4 the Social Security
OBAMA T

Page of Obama's Web

i e e Site

BUSINESS & TECH
Why It's Dangerous
To Be a Witch ina
Recession

AR o ' ARTS & LIFE
oy I'm Totally Gonna
Bl

Kaplan: Why a Surge

23/09/2008 11:16



An economics mystery—why houses cost more in summer—nhas finally ...

2 0f3

A better
way to
read business.

THE I i ! %%

from Slate

JOPEN

Founding Sponsor

It's true that summer is a convenient time to buy a house. It is
the season of weddings and the time when families prepare to

http://www.slate.com/id/2199371/

Miss TRL

MORE
THE

UNDERCOVER

ECONOMIST
COLUMNS

Burn Her!

Why it's dangerous to
be a witch in a
recession.

Tim Harford
posted Sept. 20, 2008

Why Houses Cost
More in Summer
An economics
mystery has finally
been solved.
Tim Harford
posted Sept. 6, 2008

The Fruits of Their
Labors
An amazing
economics experiment
and how it got field
workers to pick a lot
more strawberries.
Tim Harford
posted Aug. 23, 2008

The Wisdom of
Crowds?

A single economic
forecast is usually
wrong. But groups of
economic forecasts
are often just as
mistaken. Why?
Tim Harford
posted Aug. 9, 2008

But My Neighbor
Has a Cell Phone ...
Finally, a sensible
way to measure
poverty.

Tim Harford
posted July 26, 2008

Search for more
The Undercover
Economist
articles

Subscribe to the

The Undercover

Economist RSS
feed

View our
complete The
Undercover
Economist
archive

FEATURED
ADVERTISER LINKS

Book Marriott's
breakfast deal now
with Visa

T-Shirts, Custom

send their children to new schools. These are two popular
reasons for moving home. House-hunting is nicer in the

sunshine, too. But surely these conveniences aren't worth tens

of thousands of dollars.

Another possibility is that summer house buyers save on

expensive summer rents or that mortgage finance is cheaper.
But no: Neither rents nor mortgages fluctuate with the seasons.

A new research paper—still at a preliminary stage—by L.
Rachel Ngai and Silvana Tenreyro of the London School of
Economics, offers a solution to the puzzle.

Start with the observation that, unlike a car or a laptop or a

share in Coca-Cola, every house is a little different. Any

particular house may match a family's needs awkwardly or
perfectly. Finding out just how well a given house suits you is

also a costly and time-consuming business.

That means that buyers like to house-hunt in "thick" markets,
when lots of houses are for sale, and a very good fit is likely to
come up quickly. It is no fun to house-hunt in a "thin" market,
where the meager crop of houses is unlikely to offer up the

dream home.

If Ngai and Tenreyro are right, then the housing-market
dynamic is something like this: Buyers slightly prefer to

purchase houses in the summer, so house prices are slightly
higher in the summer, so sellers prefer to put their houses on

the market in the summer—and with more houses on the
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market, the market is thicker. That means that buyers are
more likely to find the exact house they want and so are willing
to pay more. With prices higher, more sellers are attracted into
the summer market, and fewer will contemplate selling in the
winter. And so on. The self-reinforcing process can produce a
large gap between summer and winter prices. In the United
Kingdom, regulations mean that few new houses are built, and
so the existing stock is particularly idiosyncratic—a possible
reason why seasonality is stronger in the United Kingdom than
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anywhere else.

So by all means, wait until winter in the hope of getting a
cheaper house. But remember, a cheaper house is not

necessarily a better deal—unless you are not very fussy about

how well the house suits you.
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Tim Harford is a columnist for the Financial Times. He is the author of The

Undercover Economist, and his latest book is The Logic of Life.

Photograph of house for sale by Jade. Photograph of homes on Slate's home

page by David McNew/Getty Images.
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