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INTRODUCTION

The relevance of the research topic

The research on the built environment is rather fragmented between the
architectural professionals, economists, geographers and others. However, in the
context of social, cultural, economic and environmental values, built environment
occupies the core position. Architecture, as art and science that shape the built
environment, becomes rather influential in that sense. A hypothesis is raised that the
architectural factors can have their role on fixing the housing market value.

Nowadays, housing alone, as a major part of the built environment, can be seen
parallel with the corporate stocks, commodities or other speculative assets. Although
real estate, in general, is the second biggest asset class worldwide, the housing market
may be larger than the value of the entire stock market in some countries, especially
in the Baltic States. In the Baltic States, the amount of outstanding housing loans to
households was EUR 19.0 billion in 2018 (Hypostat, 2019), and the market
capitalization of listed companies was EUR 6.7 billion (Nasdaq, 2020). This suggests
that the housing market takes a huge amount of the assets either as consumer or
investment good.

The volatility over the time and the variance across space of the housing market
value are discussed in order to establish the theoretical framework to understand the
background of the housing macro dynamics and the position of architecture in the
housing market value volatility and variance. The micro determinants of housing
market value are usually observed at a fixed time or during short-term period, trying
to introduce the best factors that determine the market value. Adding temporal effects
for longer periods of time introduces even more complications. Although various
models of the housing market volatility and variance have been developed, the
fundamental question of what drives the housing market value is still peculiarly
neglected.

There is a lot of unexplained volatility and variance in the housing market value.
Learning from the behavioural finance, much of that volatility and variance can be
attributed to the unexplained or irrational factors. A critical emphasis may be
developed on the explained, rational, monetary (market) or non-design dimensions of
the real estate valuation, which omits the unexplained irrational, non-market or design
properties of the real estate.

The concept of architecture and architectural factors are not commonly used in
the economics. They have controversial meaning in literature; therefore, a broader
definition of architecture is suggested, which includes the design of the total built
environment from the macro level of urban and planning to the micro level of
buildings. Moreover, architecture and built environment have different meanings in
this research: built environment refers to the physical objects of architecture
(buildings as well as streets, bridges, sidewalks, landscape structures and small scale
objects) while architecture is used to express the design of those objects.

Many research studies acknowledge the influence of architectural factors on the
housing market value, but there is no clear answer to the scale of that influence. There
are studies on hedonic regression models trying to integrate the architectural factors
10



to predict the housing market value better. These include studies on the spatial
dependency, architectural and urban design factors or style and their impact on the
housing market value. While most research studies are focusing on the volatility over
time and adding architectural factors as control variables to address the heterogeneity
of buildings, there is no systemic overview and theoretical framework of the influence
of architectural factors alone, including the transfers of value between the built
environment, its non-market or public properties and the housing market value. The
scope of this research is to fill the research gaps between the research on the housing
market value volatility over time, variance across space (different cycles in different
locations) and research on the determinants of housing market value. The main
contribution will be provided to the field of the housing market value variance across
space.

All in all, the influence of architectural factors, in the widest sense, on the real
estate economics is neglected. The core idea of this research is to investigate the value
of architecture and how it is transferred to the market value of a property, therefore
resulting in higher added value of newly constructed buildings or higher capital values
of the existing buildings. If this way is considered, the architectural factors are looked
at as an integral part of the real estate economics, and the economists could get another
tool for the analysis, valuation and prediction, while architecture professionals can
benefit from the latest achievements that the economics can offer.

The research question

How are the architectural factors influencing the spatial dependency of the
housing market value?

The research object

The architectural factors of the housing market value.
The research aim

To evaluate the influence of architectural factors on the housing market value.
The research objectives

1. To identify the dimensions of a housing market value volatility over time and
variance across space and identify the spatial bubbles.

2. To determine the concept of architectural factors in the context of real estate
economics and classify those architectural factors.

3. To develop the theoretical framework of the influence of architectural factors
on the housing market.

4.  To develop and verify the model and methodology for evaluating the influence
of architectural factors on the housing market value.

11



The level of investigation of the research question'

The use of architectural factors in the literature is moderate. Five major areas
where architectural factors are used in research could be identified: (1) spatial
dependency, (2) urban and building design quality factors, (3) heritage aspects, (4)
sustainability aspects, (5) public value of architecture. The selected research studies
demonstrate the significance of those factors.

(1) Spatial dependency, spillovers of value, externalities. The problems of
spatial effects have been ignored in the real estate analysis to an extent. However, the
real estate data is highly spatially dependent. In recent decades, spatial econometrics
was used to incorporate neighbourhood dynamics and spillovers of house prices into
the traditional hedonic model (Anselin, 1988; Can, 1990; Le Sage, 1998; Le Sage and
Pace 2009; Wilhelmsson, 2002, 2004). Other spatial econometric approaches, such as
the distance to urban focal points in the city, have been tested (Gat, 1998; Gong et al.,
2016). There has been conducted a research on how to incorporate those spatial
econometric models better in recent studies, comparing different spatial econometric
methods (Stamou et al., 2017). The research has shown that the houses designed by
Frank Lloyd Wright (a famous American architect) have a positive effect on the prices
of houses nearby (Ahlfeldt and Mastro, 2012). A price impact of attractive
neighbouring buildings was captured with a computer vision technique as well
(Glaeser et al., 2018). These interventions suggest that the buildings in urban
environments are affected by the appearance of the surroundings.

(2) Urban and building design quality factors. Many studies have attempted to
add the qualitative factors or expert ratings to the hedonic regression models. One of
the earliest studies by Hough and Kratz (1983) assessed the influence of architectural
factors on the office rent prices in downtown Chicago. New commercial buildings that
won the architectural awards had a 22% rent premium. Vandell and Lane (1989) found
that the better is the design quality of office buildings, the higher is the rent. They
surveyed architects and used disaggregation analysis to measure the quality of
architecture. This was followed by Asabere et al. (1989) finding a price premium for
certain architectural styles. Fuerst et al. (2011) proved that the offices that were
designed by famous architects had higher rent levels. Different aspects of design
quality in the apartment units in the Belfast City Centre were evaluated by applying
and extending the hedonic model to include building and urban level quality factors
(Nase et al., 2016). The research was performed by measuring the price effect of the
neo-traditional architectural style of buildings (Buitelaar and Schilder, 2017). All
these studies mostly found a positive relation between good design and the real estate
market value.

(3) Heritage aspects. Architecture is perceived by people through their mind
and memory; therefore, the collective memory gives a meaning to places, altering the

! This sub-section has been quoted verbatim from the following source: Navickas, V.,
Skripkitinas, T., Tanas, J., & Trojanek, M. (2020). The influence of architecture on real
estate market value: A methodological framework. Journal of international studies, 13(4),
38-53. doi:10.14254/2071-8330.2020/13-4/3
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valuation of the real estate. A price premium was found in the cases that involved the
listed buildings, the neighbouring buildings to listed buildings and cultural historic
site areas (Lazrak et al., 2014). The same was observed in the historic districts in New
York (Been et al., 2014). In a recent study by Rudokas et al. (2019), landmark
buildings were more expensive to maintain, therefore, resulting in lower rent prices.
However, they acted as positive externalities for neighbouring buildings. The
influence of the heritage aspects of architecture to the real estate market value were
found in most cases, in particular when considering new buildings adjacent to the
listed buildings and historic site areas.

(4) Sustainability aspects. The need to evaluate the effect of architectural factors
on the value of sustainable houses is addressed. Architectural design integrates a great
variety of decisions in a building project, including orientation, window placements,
space configuration, and the choice of finishing materials (Fadaei, 2015). Good design
can attract clients to sustainable houses, therefore, resulting in price premiums for
investors of sustainable houses. People know that they can save 25% on energy bills
by buying a correctly solar orientated house (Rashkin, 2010). Urban form has an
impact on the energy consumption (Ewing and Rong, 2008; Ratti et al., 2005; Chen
et al., 2011; Lee and Lee, 2014), mobility and services in the city (Zhou et al., 2013;
Nakamura and Hayashi, 2013). Urban design and landscape design have an impact on
the microclimate (Bowler et al., 2010; Ko and Radke, 2014; Jamei et al., 2016), air
pollution and noise (Honold et al., 2012). Generally, a great deal of architectural
solutions can contribute to the achieve sustainability goals in the real estate
€conomics.

(5) Public value of architecture. Architecture as non-market or public good.
Referring to architecture as a public good in a city, the value to its inhabitants and
tourism may be captured. Scerri et al. (2019) noticed that special local characteristics
of place are captured and enhanced by the architectural factors, and the tourists are
attracted to consume its unique design qualities. This makes architecture an
externality or public good that contributes significantly to the economic activity. The
pattern of consumption is highly influenced by the positioning of architecture
landmarks, public space, and urban design structure (Aranburu et al., 2016). There is
an implicit market for the environmental goods in the city. The environmental quality
can influence where to live, work, and relax (Champ et al., 2017). Regarding the
architectural factors, it does not explicitly purchase architectural quality, or widely
speaking, architecture. The real estate market links to the non-market goods make it
possible to infer values for the demand of architecture as a non-market good revealed
through the housing purchases.

Other built environment outcomes. The value that the built environment
generates was revealed by systematic study by Carmona (2019). It was backed up by
271 research studies that were included in the review focusing on the added value of
quality of space. The full range of the public policy dimensions covered by Carmona
(2019) are (1) health, (2) society, (3) economy and (4) environment.

Generally, it can be stated that the level of research on the scientific problem is
moderate. The architectural factors are used in the econometric models addressing the
issues of spatial dependency; however, these factors are most likely control variables
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rather than the object of the research. The research on architectural factors is
fragmented and lacks the overall picture.

The research novelty and practical significance

(1) The identification of unexplained factors of a housing market value coming
from other fields of science and art — architecture. The identification of spatial
bubbles in a housing market at a city scale. The theory of bubble formation is used to
explain the spatial dependency in the housing market value data rather than the
volatility over time. The hypothesis is raised that the architectural factors can have an
influence on the housing market value variance across space. This leads to the
identification of spatial bubbles across space in a housing market at a fixed moment
in time. The well-known economic concepts of real estate cycles and bubbles are
applied in a non-traditional way in this research.

The practical significance. The position of architecture, in its widest sense,
between art, science and economics and the position of architectural factors in
economic literature, agenda and discourse are identified. The awareness of value
transfers between the built environment and the housing market value creates the
theoretical foundation of these concepts for the practical implementation. This study
adds another dimension, i.e., the unexplained variance across space, to the housing
market value research. Architecture is introduced as an irrational factor that can
explain spatial bubbles.

(2) The specification of the concept of architectural factors in a housing market
and the classification of those factors. The position of architectural factors in the
economic literature, agenda and discourse is identified. Two dimensions that are
splitting those factors into four categories are defined. Architecture may have different
meanings; therefore, some alignment is needed in the context of economics. While
many may think of architecture as a style of a building, this research tries to introduce
the understanding that architecture covers non-design and design properties at urban
and planning level as well as building level.

The practical significance. Although some of the architectural factors are
already used, more architectural factors, especially design factors, could be used to
improve the hedonic housing market value models. The differences between various
variables, such as apartment size, style, building type, urban density and others, are
identified when categorising architectural factors. The classification of those factors
infers the possible areas of application.

(3) The development of theoretical framework of the influence of architectural
factors on the housing market value. Scientific novelty of this research is an attempt
to connect these two areas (architectural factors and market value) of research in one
theoretical framework that may identify possible ways to improve the understanding
of links between the architectural factors of the built environment and its market value.
The research vector is aimed at the possible value for the real estate economics that
may emerge from decisions that are made by the architects and their teams as well as
the other way around.

The practical significance. The theoretical framework of the influence of
architectural factors on the housing market value suggests the system of factors and
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dimensions of what drives a housing market value. The framework represents
different dimensions of a housing market value focusing on the variance across space
at a fixed moment in time, indicating future research possibilities.

(4) The model and methodology for evaluating the influence of architectural
factors on the housing market value. The architectural design factors are introduced
as an unexplained or irrational factors to explain the residual variance across space at
a fixed moment in time. Architecture, being the art and science of creating space,
matches the idea of spatial bubbles inside a city. Different groups of architectural
factors can distinguish the fundamental and unexplained parts of a housing market
value.

The practical significance. The core components of a housing market value are
defined. The model for evaluating the influence of architectural factors on the housing
market value suggests possible improvements for the used asset valuation methods.
Moreover, this model acts as the analysis of market and public values of architecture
that are reflected in the market value of a property and may result in the policy
suggestions for the investment between market and public goods inside a city.

The research limitations and future possibilities

The research topic consists of the architectural factors, housing and its market
value. In the theoretical part, architecture and built environment are described in their
widest sense, quickly narrowing down the scope to the housing and its market value
variance across space to make the empirical research possible. In order to achieve this,
the following limitations are applied:

(1) The complexity of market value volatility over time is eliminated. The data
is collected at the fixed moment in time to eliminate the temporal effects. Although
there is a theoretical background about the macroeconomic factors, the temporal
effects are not in the scope of this study. The influence of architectural factors is to be
looked at a fixed moment in time.

The future possibilities. It is possible that the changes in the macroeconomic
factors can alter the significance of architectural factors over the time. Adding
volatility over the time while looking at the changes in variance across space could be
tested.

(2) The absolute level of market value is not in the scope of this research, only
the relative market value when comparing apartments one to each other is used. As
the complexity of the market value volatility over the time is eliminated, the absolute
level of market value is not relevant and even becomes misleading over the time.
Therefore, all the results are in relative values.

The future possibilities. If volatility over the time is added, the absolute level of
market value would be another insight in the housing market value research.

(3) The complexity of different functions of architecture is restricted to housing
only, only the apartment market value is used for the empirical research. As there is
just one rather homogenous group of architectural objects, it may not reflect the full
potential of the influence of architectural factors on the housing or real estate market
value.
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The future possibilities. Although it is very difficult to control for the
heterogeneity of architectural objects, other types of architectural objects, for
example, offices, could be tested.

(4) The variables representing the design factors in the empirical research are
restricted to urban design and planning factors. Only urban design and planning
factors are available to represent the design factors in the second stage of the empirical
research. The building design factors stay in the residuals and can only be estimated
to have such influence, but there is no prove of that.

The future possibilities. The building design factors, such as style, composition
and others, could be tested. However, the challenge to collect such data exists. The
qualitative research, e.g., expert survey, could be a starting point.

(5) Although in the Lithuanian case it is common to buy an apartment with a
piece of land that it is built on, the land prices are not considered in the context of this
research. It is assumed that the land is an inseparable part of the apartment building,
and its value is embodied in the apartment market value as a result of urban and
planning factors.

The future possibilities. The possible controls for land prices could be tested.

(6) The masterplan of the city of Vilnius is used to extract the urban design and
planning factors. The masterplan captures the current situation with forward-looking
perspective. Asset markets, in general, are looking forward, and the real estate market
is naturally sensitive to the long-term perspective; thus, it makes sense that the housing
estate market value is influenced by the forward-looking factors. However, it is
important to note that the actual development and construction of what is in the
masterplan is lagging.

The future possibilities. The urban design and planning factors could be
collected manually; however, this would require an expert valuation. Other cities
could be tested as well.

The research methods

This research utilizes the existing knowledge on the researched topic by
introducing the systemic theoretical analysis, practical construction method and
visualization = of theoretical perspective. The interpretative-constructive
methodological approach was chosen, which enabled to reveal the estimation of the
researched phenomena and the structure of it. The empirical study is implemented by
using correlation, single variable regression, interpolation and multivariate regression
methods.

The structure of the dissertation

The relevance of the research topic, the research question, object, aim,
objectives, the level of investigation of the research question, the research novelty and
practical significance, the research limitations and future possibilities, and the
research methods are presented in the introduction.

(1) The first part of this work contains the theoretical background that prepares
a foundation for this scientific work and the hypotheses that could be raised from that
theoretical background. The first part is further divided into four sections:

16



(1.1) The fundamentals and unexplained volatility of a housing market value.
The irrational nature of the housing market is discussed in this section. The
determinants of the housing market value can be described by rational and
unexplained or irrational factors. While rational factors, largely consisting of the real
estate market fundamentals, can explain the aggregated market value over longer
periods of time, the irrational indicators should be added in order to explain the
volatility of the market value over shorter periods of time or in particular areas.

(1.2) The spatial bubbles of a housing market value. The theory of bubble
formation is shifted towards the spatial dimension to account for this unexplained
variance across space that is left for unexplained or irrational factors. Unexplained
variance across space is attributed to the architectural factors.

(1.3) The architectural factors. This part tries to systematize the existing
research on the architectural factors in the real estate economics and the concept of
value, either that built environment can generate or that is translated to the market
value.

(1.4) The theoretical framework of the influence of architectural factors on the
housing market value. The theoretical framework is to structure the influence of
architectural factors on the housing market value and present a framework for the
upcoming research.

(2) The second part presents the methodology and a model for the empirical
research.

(3) The third part of this work contains the empirical research and discussion
that arises from its main findings. The empirical research shows the influence of the
architectural factors on the apartment market value.

Consolidated conclusions are presented at the end of this work, reflecting the
aim and objectives of the scientific work.
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1. THE THEORETICAL BACKGROUND OF RESEARCH ON THE
ARCHITECTURAL FACTORS AND HOUSING MARKET VALUE

1.1. Background: the fundamentals and unexplained volatility over the time of
the housing market value?

1.1.1. The uniqueness of the housing market

All consumer goods and services can have substitutes while competing for a
place in the consumer’s budget. However, some commodities are more related to each
other and can be grouped according to their closeness. What counts as commodities
in the housing market are various forms of shelter substitutes. Still, these units
constitute a strongly separated cluster as compared to the transport or electronics. The
concept of a housing market becomes meaningful because housing constitutes a
commodity that is distinct from the other consumer goods (Blank and Winnick, 1953).
It is an item that answers to one of the basic needs and cannot be simply dismissed in
the family budget.

The housing market is as well a local market. A person would seek for a house
or apartment within some distance from his/her work, school or other relevant
locations; therefore, houses or apartments that are more distant are not even close
substitutes. Furthermore, there are various submarkets in the housing market. Those
could be identified by the size, quality, tenure type, structure type, neighbourhood,
location and others. In addition to this, the housing market is personal and sensitive.
The fact that economic actors buy a house one, two or three times during their lifetime
makes those decisions risky because the gains and losses cannot be determined due to
the frequent trading. Therefore, the policy makers should monitor the housing market
value because in most societies, buying a house is a major financial risk that the
households are facing (Cocco, 2004; Yao and Zhang, 2005).

Housing is an investment and consumption at the same time. The decision to
purchase rather than rent is an investment opportunity and a personal preference of
lifestyle (Shiller, 2007). Another important aspect of the housing market is that the
transaction costs are high. Together with a small number of transactions, this results
in slow response and operations (consider the inefficiency of the real estate markets)
and makes the housing market long-term focused.

1.1.2. The fundamentals of the housing market value

Macroeconomic factors. There are studies that are trying to find the links
between the major macroeconomic factors and the housing market value or its
volatility. A study by Glindro et al. (2011) assumes that in each period, in each area

2 This sub-section has been quoted verbatim from the following source: Navickas, V., &
Skripkitinas, T. (2020). Macro dynamics of the real estate market value: Temporal effects.
Torun international studies, 1(13), 119—-129. doi:10.12775/T1S.2020.009
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(a country or a city), there is a fundamental value of housing that is largely determined
by the economic conditions and institutional arrangements:

P*;,= f(Xit);

where P*; is the log of the real fundamental value of the house prices in the
country i at time ¢, f(-) is a function and X; is a vector of macroeconomic and
institutional variables that determines the house price fundamentals. Glindro et al.
(2011) suggest four blocks of explanatory variables based on the theoretic reasoning
or previous empirical work (Figure 1). The first block of explanatory variables are
demand-side factors, including real GDP, population, the real mortgage rate and the
mortgage credit to GDP ratio. It is assumed that higher income, higher population and
higher financial capacity tend to encourage greater demand for new housing. The
second block of variables are supply-side factors, including land supply index and real
construction cost. Higher flexibility of the land supply tends to drive housing market
value down, while the relationship between the real construction costs and housing
market value is expected to be positive. The third block of variables are prices of other
types of assets, including equity prices and exchange rates. Housing market value is
positively correlated with the equity prices (Sutton, 2002; Borio and McGuire, 2004).
A real effective exchange rate appreciation is expected to have a positive effect on the
housing market value, particularly on the markets, where there is a substantial demand
from non-residents for the investment purposes. The fourth block of variables are
institutional factors, including the business freedom index, the corruption index, the
financial sector index and the property rights index. The institutional factor measures
the impact of business, regulatory and financial conditions.
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Figure 1. Blocks of determinants of the housing market value; source: data from Glindro et
al. (2011), figure created by the author
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Agnello and Schuknecht (2009) as well use a set of variables reflecting the
economic fundamentals (growth in per-capita real GDP, level of short-term interest
rates, growth rate of the real credit to the private sector and growth rate of global-
liquidity variable), adding demographic and institutional variables in order to explain
the business cycles in the housing market. Jadevicius (2016) examines the macro-
determinants of the Lithuanian housing market values, documenting a relationship
between the housing price growth and building activity, interest rates, inflation and
employment. Capozza et al. (2002) are looking for a model that treats the housing
market value as a function of city size, growth rate of population, growth rate of the
real income and real construction costs.

Social, cultural and political background. In addition to the major
macroeconomic background, social, cultural and political factors play an important
role. Drachal (2014) studies the relations between the property prices and local labour
markets in Poland. Polish regions (voivodeships) are characterized by highly
differential unemployment rates, average wages, property prices. High unemployment
is seen as an indicator of unstable future earnings. It was conclusively demonstrated
that new available housing space, unemployment rate, construction costs and wages
are significant in the regression models. However, the results differ across
voivodeships because of the above-stated discrepancies. The implications for future
research suggest to test for the time needed to find a job, the time spent on travelling
to work, access to medical centres, training centres, schools and universities, a number
of theatres, cinemas, community centres, and other factors connected with the
standard of living and the changes therein in the selected cities. This is the case of
Polish social, cultural and political environment, while other countries might have
different scenarios.

Grum and Govekar (2016) study whether the selected macroeconomic variables
(the unemployment rate, the current account of the country stock index, GDP and
industrial production) have influence on the housing market value in different cultural
environments (Slovenia, Greece, France, Poland and Norway). The results show a
distinction between Slovenia, in which the relationship between the housing market
value and stock index was found to be statistically significant, and other countries, in
which the relationship was not found to be statistically significant. The correlation
between the housing market value and unemployment was found in the other countries
instead. Further research is needed to understand this distinction between different
social, cultural and political environments.

Egert and Mihaljek (2007) address the question whether the conventional
fundamental determinants of house prices, such as GDP per capita, real interest rates,
housing credit and demographic factors, have driven observed house prices in the
period from around 1990 to 2005 in the central and eastern European (CEE) countries
and 19 developed OECD countries. The research results suggest that GDP per capita,
real interest rate, ratio of housing credit to GDP, population, labour force,
unemployment and equity prices are statistically significant in the way economic logic
suggests. In addition to this, the transition-specific factors on the house price
dynamics in the CEE were assessed. These include slow development of housing
markets and weak housing finance institutions before 2000, limited supply of new
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homes, lower measures of housing quality (average size of dwellings, floor space per
occupant, access to piped water and fixed baths). Again, these factors were peculiar
to social, cultural and political background of the CEE countries.

The mix of macroeconomic variables, social, political and cultural situation
automatically bring about the unpredictability of the housing market. However, after
assessing these fundamentals of the housing market value, other factors may be added,
such as short-term dynamics and unexplained or irrational factors. The research
conducted by Tupenaite et al. (2017) reveals that housing market value fluctuations
in Lithuania within the period of 2005-2015 can be largely explained by the economic
fundamentals and housing market indicators (empirical study was carried out using
the Analytic Hierarchy Process (AHP) method). However, the determinants of
housing market fluctuations are divided into irrational and rational indicators (Figure
1). Rational indicators (q = 0.8019) consist of economic indicators (including GDP,
inflation, earnings per capita, unemployment rate, interest rates and housing
mortgages, all together contributing to q = 0.4939 of decision criteria) and market
indicators (including new housing supply, building permissions, construction price
index, housing transactions and housing affordability, all together contributing to q =
0.3080 of decision criteria). Irrational indicators (q = 0.1981) consist of customer
expectations, construction sector confidence and speculation (Tupenaite et al., 2017).
The results suggest that 80 percent of the determinants are of rational character, and
they stem from the belief in the efficiency of the housing market, leaving 20 percent
to the irrationality of behavioural economics. This study reveals what drives the
housing market value from the human perspective without resorting to econometric
models. Therefore, the irrational nature of human behaviour may be underestimated,
as the following sub-section suggests. It is possible that the expectations might built
up, thus forming bubbles of professional and expert level.

1.1.3. The unexplained or irrational factors of the housing market value

Speculative assets. Nowadays, there is a belief in society that housing is an
investment opportunity. However, the housing market in most cases was not supposed
to be speculative until a few decades ago. The conventional belief was that the housing
market value was driven by the construction costs (Grebler et al., 1956). Shiller (2007)
agrees with this idea comparing a house with furniture, both of which are supposed to
be consumed but not held as assets to make money (while talking about the 1950s and
several decades after). This belief changed rapidly once entering the new millennium.
In the United States, the real home market value increased by 86 percent between
1996 and 2006 according to S&P/Case-Shiller National Home Price Index (Shiller,
2007). This dramatic increase in price would be hard to explain in terms of the
fundamentals of the housing market (see sub-section 1.1.2.) and macroeconomic
factors. Shiller (2007) highlights that in the same period, the real rent increased only
by 4 percent, therefore being extremely stable with the real construction costs showing
relatively little change, which corresponds with the real rent but not with the housing
market value. Moreover, housing versus consumption ratio was stable, fluctuating
around 15 percent. The residential investment as a percent of GDP was volatile but
did not show any long-term trend. Thus, the conclusion is made by Shiller (2007) that
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some other important factors have an impact on the housing market value. An
assumption can be made about the irrational nature of the housing market.

The inefficiency of the housing market. According to the efficient-market
hypothesis, attributed to Fama (1970), a market in which the market value always
fully reflects available information is called efficient. This rational nature of market
value is based on the forecasts of earnings, assessments of risk factors for corporations
or payouts of dividends for the stock market. Although various research was done to
prove that the efficient-market hypothesis cannot account for reality, this can
constitute a point of departure for pointing to the market inefficiencies. Comparing
the housing market to the stock market, the housing market has much higher cost of
trading to it. It is difficult for the professional traders to enter and exit the market or
do short sales. Moreover, housing as an asset is characterized by a high cost of carry,
low rental income and complicated administration. Furthermore, there are possible
local factors that might affect the demand (Shiller, 2014). Therefore, the housing
market is highly inefficient. In order to understand the factors of speculative markets,
including the housing market inefficiency, Shiller (2014), once again, suggests
studying other sciences outside of the economics.

Irrational nature of the housing market. An increase in the housing market value
that is hard to explain can be called a bubble. A definition of a bubble is offered by
Shiller (2005):

A situation in which news of price increases spurs investor enthusiasm which
spreads by psychological contagion from person to person, in the process
amplifying stories that might justify the price increase and bringing in a larger and
larger class of investors, who, despite doubts about the real value of the investment,
are drawn to it partly through envy of others’ successes and partly through a
gambler’s excitement.

The epidemic nature, emotions as well as information media are core
constituents in this definition. A speculative bubble is seen as social epidemic, a result
of the principles of social psychology and media exposure. Sociology suggests
theories about the collective consciousness (Durkheim, 1933), collective memory
(Halbwachs and Coser, 1992), shared mindsets and beliefs. Shiller (2014) argues that
these ideas may not be especially rational or efficient, but when amplified by the
media, they give rise to some inefficient market behaviour. The important component
is collectivity; therefore, “the market is micro efficient but macro inefficient” (Shiller,
2014). Therefore, similarly to stocks, aggregate housing value variations are driven
by bubbles.

The idea that markets are substantially driven by cognitive biases is not new.
For example, human tendency towards overconfidence causes investors to trade too
much (Odean, 1999). The investors may be overly distracted by news stories (Barber
and Odean, 2008) or overreact to cash dividends (Shefrin and Statman, 1984).
Psychology and other social sciences got incorporated into the economics when
behavioural economics attracted public attention in 1990s. Focusing on the
irrationality of market fluctuations with the attention paid to the human economic
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behaviour has resulted in some peculiar observations. Benos and Jochec (2013)
showed that in the United States, the stocks with the words “America(n)” or “USA”
in their names earned return of 6% a year during the wartime. Saunders (1993) found
that the weather in New York affects the stock prices. These examples demonstrate
the irrational nature of human behaviour. Similarly to the stock prices, the housing
market is driven by the expectations. The expectation of growth based on the past
results drove housing market value to their maximum in 2008. The steady recent
growth strengthens the expectations about the future of the housing market value.
Although considering the very long term, this is not always the case. Those
expectations might be frustrated easily with some hints of the market drop, and the
housing market is going back to its fundamentals.

From sociology to architecture. The discourse of modern architecture is highly
appealing to the human expectations of standards of living or desires. There are some
trends in society and the field of architecture that results in an increase of market value
of some type of housing. Leinberger (2007) has shown that there is an increasing
demand for “walkable urban centres” and proved that there is an increase in market
value of properties in such urban centres. This increase reflects human expectations
and desires for a city with lots of attractions within walking distance. Buitelaar and
Schilder (2017) has shown that there is a price premium of neo-traditional style
housing, although it is not completely clear whether that increase partly stems from a
shortage of such properties in the short term, or from their type of quality for that
matter. Considering the factors affecting stock prices, it may be the case that the
housing market value is affected by the architectural factors.

Furthermore, the housing market bubbles are location-specific because some
type of environment encourages the formation of bubbles that may bring economic
benefit to some extent. Looking at the types of value that the construction sector
generates (Carmona, 2019), districts, cities or regions can form some kind of “islands”
of shared mindsets or beliefs with high expectations of speculative value. Then, the
questions arise whether this formation of bubbles tend to be correlated with “good”
architecture and whether it be possible that these expectations are driven by the desires
that are created by the architects. If the bubbles are viewed spatially, the architectural
factors should be searched for, logically speaking, because architecture defines the
arrangement of the real estate objects in space. If the idea to look for an explanation
of bubble formation in other sciences is considered seriously, the field of architecture
is an option to look for, because it is an influential generator of image, desire and
hence of value, similarly to the luxury or sports cars or other consumer desires to name
a few. Furthermore, the irrational nature of human behaviour raises hypotheses that
the real estate market value might be affected by the colour or other bizarre factors.

Efficient market theory has a similar concept as the housing fundamentals;
however, looking at the fluctuations of the housing market value, the additional factors
need to be found in order to determine it. The mix of the irrational nature of human
behaviour and the efficient-market hypothesis automatically bring about the
unpredictability of speculative asset markets with housing clearly becoming one of
them. However, the unique characteristics of the housing market make it highly
inefficient. Housing is an investment and a consumer good at the same time. When
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considering it as an investment, it becomes a speculative asset, while being a
commodity to be consumed, it is designed to be simply occupied instead of serving as
a speculative asset.

Since economic actors are driven by the human needs and desires as well as
making a profit, in the short term, the housing market is very different from the stock
market because of a small number of transactions, making the former even more
inefficient. The expectations of distant future are even more amplified. Although long-
term expectations, driven by the consciousness of that time, might be suggested as an
approximation, they could be far from the economic fundamentals in the short term.
The irrationality of human behaviour suggests looking into other sciences with
architecture being a tool serving to illuminate those irrationalities occurring in the
housing market. Lots of questions remain unanswered; for example, whether
architecture, coupled with the housing, is driven by the major macroeconomic factors,
or whether architecture is a source of value, therefore driving the housing market.
Given that the behavioural economics accounts for a significant part of the
irrationality of the market behaviour, the hypothesis can be ventured that the
architectural factors, as human interaction in the process, can have their own role in
fixing the housing market value.

Conclusions. The housing market value includes
fundamental/explained/rational/market part (architectural non-design factors) and
unexplained/irrational/non-market part (architectural design factors).

1.2. Foreground: the variance across space and spatial bubbles of the housing
market value

1.2.1. The spatial dependency of the housing market value®

Long-term and mid-term volatility over time of the housing market value is the
major concern of many research studies. However, there is less effort aimed to address
the variance across space. Spatial trends are observed in the housing market value
data. These trends across space are attributed to the quality of the built environment
and, consequently, architectural factors in order to address the question how
architectural factors are influencing the housing market value. From this point, the
research focuses on the fixed moment in time, therefore, eliminating the complexities
of temporal effects, such as macroeconomic factors. The concept of bubbles is taken
from the irrational volatility over time; however, because architecture varies across
space, the same concept is applied to the variance across space.

The housing market value spatial dependency has been addressed in literature
in many aspects. Blank and Winnick (1953) have seen submarkets in the housing
market of the United States. While submarkets can be based on various housing
characteristics, neighbourhood is one of them. This has already started the discussion

3 The 2™, 3" and 4™ paragraphs of this sub-section have been quoted verbatim from the
following source: Navickas, V., Skripkitnas, T., & Vida, I. (2022). The identification of
spatial bubbles in a real estate market. Journal of international studies, 15(1), 197-210.
doi:10.14254/2071-8330.2022/5-1/13
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of spatial differentiation in the housing market. Can (1990) has been looking at the
neighbourhood dynamics of the housing market of Columbus, Ohio MSA, the United
States, introducing neighbourhood, which is spatially dependent, into the housing
price determination in the empirical research. The study from France by Roehner
(1999) contains a model that can describe various price trajectories in 20 Paris districts
while looking at the speculative trading, classic bubble formation argument and price-
supply inelasticity in the selected districts. These studies have shown that the districts
in the city can have significant differences while determining the housing market
value, and this could be linked to the local supply and demand models. The research
in this thesis employs a similar theoretical framework; however, the reasons behind
the changes in supply and demand remain unclear. There has been hints of an
unexplained or irrational nature of spatial differentiation as well.

The more recent study from China by Sun et al. (2017) looked at the spatial
trends of the housing market bubbles in China regions and applied similar to the
previously described model, but at the country scale. Although the scale and cultural
context are different, the same mechanism can be introduced at the city scale. Zietz et
al. (2008) have shown that the impact of various housing characteristics price may
vary across the distribution of homes from Orem/Provo, Utah area, the United States.
This suggests that the spatial differentiation could render traditional hedonic models
inaccurate.

A study from the Netherlands by Buitelaar and Shilder (2017) considered the
neo-traditional style as a determinant for demand, reason for the formation of
submarkets and positive externality. As mentioned before, supply, demand,
submarkets are the core determinants of the market value. However, demand is biased
by the buyer’s desire for a certain style, and, while real estate is fixed in place, the
desire for a particular place at the same time. Glaeser (2017) has seen the benefits of
the real estate bubbles as extra building or urban development. This raises a discussion
of reverse causality in the context of this research, whether an urban development
causes bubbles or bubbles encourage the urban development.

The existing research from broader economic context covering the long-term
and mid-term volatility of assets market value, such as stock or housing market value,
suggests that the market value can be deconstructed to its rational factors, i.e.,
fundamentals (Fama, 1970; Glindro et al., 2011), and unexplained or irrational factors,
i.c., bubbles (Shiller, 2007; Shiller, 2014) (see sub-sections 1.1.2., 1.1.3.). This
strategy, which is mostly used for explaining long-term volatility over the time, is
employed instead for spatially referenced housing data. In addition to this, the
architectural factors are introduced as an unexplained or irrational in this research.
This results in a model that attributes spatial trends or bubbles to the architectural
factors.

There are two main reasons for looking at the architectural factors and the
housing market value spatial bubbles in parallel. Firstly, urban and planning design,
being a part of architectural factors, as well as an art and science of creating space,
actually define space and best use of it, resulting in spatial bubbles. The nature of
urban design suggests bubble formation rather than scattered value distribution
(Asabere et al., 1989; Nase et al., 2015). Secondly, even if looking at the architectural
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objects more individually, they are highly affected by various externalities and
spillovers of value of each other. This suggests that the value of the built environment
extends to its closest proximity (Ahlfeldt and Mastro, 2012; Kauko, 2003). These
assumptions confirm that the spatial trends tend to end up in the bubbles rather than
scattered.

1.2.2. The identification of spatial bubbles in the housing market*

As described before, there is great interest in identifying and modelling the
housing market bubbles over time. However, the spatial dimension of those bubbles
gets less attention. While building on the theory of market equilibrium and formation
of market bubbles, this research focuses on the spatial bubbles of apartment market
value inside the city. Although the spatial dimension of the housing market value and
bubbles has been acknowledged by Blank and Winnick (1953), Can (1990), Roehner
(1999), Zietz et al. (2008), Sun et al. (2017), Glaeser (2017), a hypothesis was raised
that the spatial dependency can be attributed to the unexplained variance created by
the architectural design factors of the selected projects in a city. This approach adds
another dimension to the phenomena of the housing market value spatial dependency
and bubbles.

It is clear that some areas are more prone to the bubbles (Roehner, 1999; Sun et
al.,2017). The research looks at a city scale where aggregated market value can “hide”
or “mutate” bubbles; therefore, the spatial bubble is introduced. The process of spatial
bubbles identification appears to be opposite to the house price index calculation.
Instead of aggregating prices of various architectural objects, this research tries to
deconstruct those aggregated values into the areas that contribute to the aggregated
market value more significantly and areas that are lagging. The main focus of the
following research is to capture this phenomenon while looking at the housing market
data as a 3D map rather than 2D graph.

According to the literature review, the bubbles are mostly created by the supply
and demand mismatch. The next question is what are the determinants of supply and
demand. Of course, the housing market fundamentals (Capozza et al., 2002; Agnello
and Schuknecht, 2009; Glindro et al., 2011) have a significant impact on the supply
and demand, but this is true while talking about the aggregated values of a country or
whole cities where there is no differentiation between the neighbourhoods and
building level architectural objects (no submarkets). The question remains when
looking at the neighbourhoods and buildings on a city scale. The spatial bubbles, being
unexplained, originate from the architectural surroundings. Shiller (2007; 2014),
Tupenaite (2017) has shown that people can look at other sciences, such as
architecture, to explain the unexplained part of the market value variance across space.
There is a significant group of unexplained architectural factors in the first place that

4 This sub-section has been quoted verbatim from the following source: Navickas, V.,
Skripkitinas, T., & Vida, I. (2022). The identification of spatial bubbles in a real estate
market. Journal of international studies, 15(1), 197-210. doi:10.14254/2071-8330.2022/5-
1/13
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have influence on some places, making them more desirable and creating a supply and
demand mismatch.

The theoretical background of the bubble formation can be based on a simple
supply and demand model. As the housing market is slow, it never actually reaches
the equilibrium market value, bounces up and down, therefore, creating upper and
lower market bubbles (Figure 2) (Pilinkiené et al., 2020). Because of the nature of the
real estate, which is fixed in place, supply and demand of a housing is not global, but
rather more local. Therefore, the main idea behind this research is that you can apply
this model either over time or across space. A hypothesis is raised that supply and
demand are no less spatially dependent than time dependent.

Figure 2. The housing estate market equilibrium, upper and lower market bubbles; source:
Pilinkiené et al. (2020), figure modified by the author

The bubble appears when the housing market value deviation from the
fundamentals increases irrationally according to the rational expectations theory
(Smith and Smith, 2006; Rosser, 1991; Cameron et al., 2006; Wiedemer et al., 2009;
Baker, 2002; Garber, 1990; Glindro et al., 2011; Glaeser et al., 2008) or situation when
further change of market value in the same direction is expected to continue according
to the irrational expectations theory (Kohn and Bryant, 2010; Case and Shiller, 2003;
Shiller, 2000; 2002). A bubble cannot be explained by the economic fundamentals;
however, it should have a reason, but the one that does not have origins in the
economics. This explains why the bubble is seen as unexplained or irrational from the
economic point of view; however, it can have an explanation coming from the other
fields of science. In the context of this research, the architectural design factors are
those unexplained reasons.

Spatial bubble can be defined as an irrational deviation of a housing market
value from its fundamental value when measuring across space at a fixed moment in
time, therefore under the same macroeconomic conditions. Spatial bubbles can be
seen as different real estate cycles in different locations; however, those locations
should appear under the same macroeconomic conditions. This conforms ceteris
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paribus assumption and allows to focus on the spatial dependency only. Therefore,
spatial bubbles are introduced in the city in this research. This research argues that
such cycles in the city deserve their own conceptual notion, i.e., the spatial bubble.
Identifying spatial bubbles in a country or a group of countries can be tested; however,
this would raise a question about conforming ceteris paribus assumption that all
macroeconomic conditions are the same and is not in the scope of this dissertation.

The economic intuition behind the spatial bubbles draws attention towards the
interrelationships between the architecture and economics. The hypothesis was raised
that the observed unexplained variance across space, created by the changes in supply
and demand, can be attributed to the architectural factors. The model applies to the
city scale microenvironment. It helps to explain the spatial bubbles in the city, because
local supply and demand mismatch in the city creates local bubbles. This is quite
intuitive when looking at the housing market value. The architectural factors,
spreading across urban and planning level and building level, appear when searching
for reasons behind the changes in demand. Shiller (2014) has suggested looking at
other sciences while trying to explain the market bubbles. Moreover, it is clear that
certain architectural factors can increase or decrease supply, especially in the urban
planning where the actual supply of housing or other functions are being modelled.
This evolves to the introduction of spatial bubbles.
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Figure 3. The hidden variance across space in Ober-Haus Lithuanian apartment price index
(OBHI) (1994 = 100); source: Ober-Haus (2020), figure modified by the author

The housing bubbles over the time have been seen as a significant phenomenon
while looking at the aggregated values in the time series of apartment price indexes
(Figure 3); however, the time series graph is “hiding” variance across space or spatial
bubbles. House or apartment price indexes are good for macroenvironment; however,
if looking at the city scale, the aggregated values become inaccurate. Every point in
the time series graph hides further variance across space. The variance across space
of the selected apartments market value in Vilnius at a fixed moment in time is
presented in the empirical research section. Further empirical research delves deeper
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into the spatial dependency of apartment market value while incrementally removing
the explained or rational variance.

1.2.3. The multiple dimensions of the housing market value®

This study aims to measure the unexplained variance across space of apartments
market value, which may be seen as spatial bubbles. However, places with different
supply and demand levels are a kind of submarkets. The segmentation based on the
buyers’ properties (demand) or architectural objects properties (supply) creates a kind
of submarkets as well. While initially submarkets were supposed to be based on the
position in the city, submarkets can be based on buyers’ income, type of housing or
certain cultural aspects (Buitelaar and Shilder (2017); Blank and Winnick (1953) have
observed examples of this. To sum up, supply, demand and resulting submarkets,
expressed as various dimensions of volatility over time (1), variance across space (2),
shift/differences between segments (3) and other possible dimensions, are the core
groups of determinants of the housing market value (Figure 4).
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Figure 4. Multiple dimensions of the housing market value; source: created by the author

The theoretical background of various dimensions of the housing market value
analysis could be prepared (Figure 4), which would significantly improve the
understanding of the housing market value determination process. This research
proceeds with analysing the variance across space only.

Conclusions. Multiple dimensions of a housing market value exist: volatility
over time, variance across space, shift/differences between segments (fixed effects of
segments) etc. The variance across space is no less significant than the volatility over
time, which brings the concept of spatial bubbles. This dissertation focuses on the
variance across space only in the following research.

5> The 1°t and 2™ paragraphs of this sub-section have been quoted verbatim from the
following source: Navickas, V., Skripkitinas, T., & Vida, I. (2022). The identification of
spatial bubbles in a real estate market. Journal of international studies, 15(1), 197-210.
doi:10.14254/2071-8330.2022/5-1/13
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1.3. The outlines of architectural factors
1.3.1. The architectural aspects of the real estate economics®

Architecture should shape a human friendly space combining form and function.
Space is a limited good with strictly defined size, features, and patterns, without the
possibility of multiplication, which in turn creates competition and conflicts in the
process of space management. Therefore, it is necessary to search for an appropriate
and optimal way to use the space in order to determine the best possible function for
a given area, generating “the highest value” and “the best use”. Although architecture
can be seen in many ways, the definition of architecture as art and knowledge of space
is used and extended in this research. Architecture is not a physical object but rather
a space that is functional and represents “the best use”.

The notion of architectural factors in this study refers to the quantitative and
qualitative measures of a built environment that can be taken to reflect that “best use”.
It is interesting that particular measures are neither positive nor negative in nature.
For example, building intensity might be considered positive or negative depending
on the location and use, as well as social, political and cultural background. Being
location specific, architectural factors are hard to define; however, it is the essence of
architecture to generate “the highest value” for a given area. For example, if there is
limited space, as mentioned before, and limited resources to build a housing block,
the question arises whether it be “the best use” to allocate all resources to build
housing units or would it be better to leave space for a park or create communal space.
Similarly, is it worth adding a non-structural layer for the fagade complexity rather
than saving on the investment or building more housing units instead. The idea of
these factors becomes even more complicated when considering this housing block as
an externality or public value (public good) to the inhabitants and visitors of a district
or the whole city. The hypothesis is raised that the architectural factors can influence
individual, economic and public policy outcomes.

In addition to this, the field of architecture may be referred to in the following
senses:

1.  The widest sense (the widely speaking sense) (from urban and planning to
building and interior non-design and design properties);

2. The narrower sense (the narrowly speaking sense) (mainly building design and
style properties).

The focus is on the scope of the design tasks that an architect may carry out. The
widely speaking definition often includes the design of the total built environment
from the macro level of urban and planning to the micro level of building. The object
of architectural design is everything that shapes the space around people whether
inside or outside, whether it is a building or other structure. As opposed to this,

® This sub-section has been quoted verbatim from the following source: Navickas, V.,
Skripkitinas, T., Tanas, J., & Trojanek, M. (2020). The influence of architecture on real
estate market value: A methodological framework. Journal of international studies, 13(4),
38-53. doi:10.14254/2071-8330.2020/13-4/3
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narrowly speaking, architecture is just buildings in space. For example, a new bridge
is proposed. This would reduce the transportation costs in the city. This would alter
the attractiveness of some areas for shopping and services, increase the potential for
advertising and improve the investment background. This would have an impact on
the housing characteristics in that area, therefore, changing the variables in hedonic
house price models. This research views architecture in a broader sense, as defined by
space, because it includes all the surroundings, e.g., a system of streets and bridges or
districts and buildings, including the outside and the inside.

Architectural factors could include:

(1) Spatial dependency, spillovers of value, externalities. The problems of
spatial effects have been ignored in the real estate analysis to an extent. However,
there has been done some research to identify the house price determinants regarding
their location and surroundings (Cellmer and Trojanek, 2019; Trojanek, 2016;
Trojanek et al., 2018; Trojanek and Huderek-Glapska, 2018; Trojanek et al., 2019).
This confirms that the real estate data is highly spatially dependent. In recent decades,
spatial econometrics was used to incorporate neighbourhood dynamics and spillovers
of house prices into the traditional hedonic model (Anselin, 1988; Can, 1990; Le Sage,
1998; Le Sage and Pace, 2009; Wilhelmsson, 2002, 2004). Other spatial econometric
approaches, such as the distance to urban focal points in the city, have been tested,
and their influence on the prices confirmed (Gat, 1998; Gong et al., 2016). There has
been research on how to incorporate those spatial econometric models better,
comparing different spatial econometric methods (Stamou et al., 2017). The spillovers
of value in micro scale environments have been studied as well. The research has
shown that the houses designed by Frank Lloyd Wright (a famous American architect)
have a positive effect on the prices of houses nearby (Ahlfeldt and Mastro, 2012). A
price impact of attractive neighbouring buildings was captured as well with a
computer vision technique (Glaeser et al., 2018). These interventions suggest that the
buildings in urban environments are affected by the appearance of the buildings that
surround them and their position related to the urban structure of the city.

(2) Urban and architectural design quality factors. Many studies have
attempted to add qualitative factors or expert ratings to the hedonic regression models.
One of the earliest studies by Hough and Kratz (1983) assessed the influence of
architectural factors on the office rent prices in downtown Chicago by using the
regression analysis. New commercial buildings that won architectural awards had a
22% rent premium; however, landmark status buildings, as a measure of good
architecture for the older buildings, did not benefit and suffered from a price discount
due to the difficulties in renovations and government permissions. Vandell and Lane
(1989) evaluated the office buildings in Boston and Cambridge to understand the
effect of good architecture on their construction costs, rent levels and vacancy rates.
They have found that the better is the design quality of the office buildings, the higher
is the rent; however, the relationship between vacancy rates and the design was weak.
They surveyed architects and used disaggregation analysis to measure the quality of
architecture. They as well acknowledged that good design usually costs more, but is
not necessarily a must. This was followed by Asabere et al. (1989) finding a price
premium for certain architectural styles in Newburyport, Massachusetts. Fuerst et al.
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(2011) proved that the offices designed by famous architects had higher rent levels
than those whose designer was less famous. The attractiveness of historic areas was
estimated, including style and building type factors as control variables, in a model
by Coulson and Lahr (2005). Different aspects of design quality in apartment units in
the Belfast City Centre were evaluated by applying and extending the hedonic model
to include building and urban level quality factors (Nase et al., 2016). The research
was performed by measuring the price effect of the neo-traditional architectural style
of buildings, which does affect the willingness to pay (Buitelaar and Schilder, 2017).
All these studies linked architectural factors to the value of buildings, and they mostly
found a positive relation between the good design and the real estate market value.

(3) Heritage aspects. Architecture is perceived by people through their mind
and memory; therefore, the collective memory gives meaning to places, altering the
valuation of the real estate. There are various hedonic price analyses that look at the
historic buildings. A price premium was found in cases that involved the listed
buildings, neighbouring buildings to the listed buildings and cultural historic site areas
(Lazrak et al., 2014). The same was observed in the historic districts in New York
(Been et al., 2016). In a recent study by Rudokas et al. (2019), the landmark buildings
were more expensive to maintain, therefore, resulting in lower rent prices. However,
they act as positive externalities for neighbouring buildings. The research was
conducted to analyse the heritage aspects, such as the status and features of a building
or historic built environment, as well as influence on the real estate prices using the
hedonic price method. While no significant influence on the prices was found
regarding the heritage status of a building, the heritage in general played an important
role in the price of the new buildings that were being developed in the surrounding
area of the heritage buildings or environment. The authors have noticed the spillovers
of value of heritage buildings that resulted in a significant increase in the
neighbourhood house prices (Rudokas et al., 2019). The influence of the heritage
aspects of architecture to the real estate market value was found in most cases, in
particular when considering new buildings adjacent to the listed buildings and historic
site areas.

(4) Sustainability. The need to evaluate the effect of architectural factors on the
value of sustainable houses is addressed. The architectural design integrates a great
variety of decisions in a building project, including orientation, window placements,
space configuration and the choice of finishing materials (Fadaei, 2015). Good design
can attract clients for sustainable houses, therefore, resulting in price premiums for
investors of sustainable houses. If people know that they can save 25% on energy bills
by buying a correctly solar orientated house, they will become motivated to select that
house over the same house with the wrong orientation, contributing to the modern
environmental discourse (Rashkin, 2010). The evidence of the built environment
quality on the environmental outcomes was found in various other studies as well.
Urban form has an impact on the energy consumption (Ewing and Rong, 2008; Ratti
et al., 2005; Chen et al., 2011; Lee and Lee, 2014), mobility and services in the city
(Zhou et al., 2013; Nakamura and Hayashi, 2013). Urban design and landscape design
have an impact on the microclimate (Bowler et al., 2010; Ko and Radke, 2014; Jamei
et al., 2016), air pollution and noise (Honold et al., 2012). The design of a built
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environment is strongly related to the used material and embodied energy. Generally,
a great deal of architectural solutions can contribute to achieve the sustainability goals
in the real estate economics.

(5) Public value of architecture. Architecture as non-market or public good.
Referring to architecture as a public good in a city, the value to its inhabitants and
tourism may be captured. Scerri et al. (2019) noticed that the special local
characteristics of place are captured and enhanced by the architectural factors, and the
tourists are attracted to consume its unique design qualities. As with other non-market
goods, tourist expenditure is not the explicit objective of architecture; however,
architects, city municipalities and cultural organizations are aware that architecture is
a visitor attraction on its own. This makes architecture an externality or public good
that contributes significantly to the economic activity. In their study, Scerri et al.
(2019) attempted to calculate the overall economic impact of a building annually.
These included such examples as the Guggenheim Museum Bilbao, the Sydney Opera
House and the Gehry-designed Dr. Chau Chak Wing Building, the latter being worth
somewhere between AUD 48.8 and AUD 97.6 million to the economy annually
(Scerri et al., 2019). The consumption of space by tourists and their mobility highly
influences the economic activity in cities. The pattern of consumption is highly
influenced by the positioning of architecture landmarks, public space and urban
design structure (Aranburu et al., 2016). There is an implicit market for the
environmental goods in the city. People do not explicitly purchase non-market goods;
however, people do purchase other goods, for which the demands are related to non-
market goods. For example, the environmental quality can influence where to live,
work and relax (Champ et al., 2017). Regarding the architectural factors, people do
not explicitly purchase architectural quality, or widely speaking, architecture. Thus,
architecture, or some part of it, may be perceived as a non-market good. The real estate
market links to the non-market goods make it possible to infer values for the demand
of architecture as a non-market good that is revealed through the housing purchases.

Other built environment outcomes. The value that the built environment
generates was revealed by a systematic study by Carmona (2019). It was backed up
by 271 research studies that were included in the review focusing on the added value
of quality of space. The full range of the public policy dimensions covered by
Carmona (2019) are (1) health, (2) society, (3) economy and (4) environment (see
sub-section 1.3.4.).

1.3.2. The interrelationship between architecture and built environment’

In the search for the mechanism of the influence of architectural factors on the
housing market value, the objects of the built environment become a mediator

7 This sub-section has been quoted verbatim from the following source: Navickas, V.,
Skripkitinas, T., Tanas, J., & Trojanek, M. (2020). The influence of architecture on real
estate market value: A methodological framework. Journal of international studies, 13(4),
38-53. do0i:10.14254/2071-8330.2020/13-4/3
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between architecture and economics. The interrelationships between architecture and

the built environment, presented in Figure 5, are as follows:

1. Architecture — attribute of the built environment that is a capital or a product
(investment or consumer good) (it is tangible, shapes physical structures and is
a part of the market goods and relates to the hedonic price models).

2. Architecture — art, design, image, style, vision or orientation that influences
human economic behaviour (it is intangible and abstract and, thus, difficult to
incorporate into the market evaluation, partially acts as a non-market good and
relates to the studies about quality factors, non-market and public goods).

3. Architecture — a significant part of the ecosystem where everybody lives in
(relates to the studies about sustainability).

Ecosystem
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Figure 5. The interrelationship between architecture and built environment; source: created
by the author

The first interrelationship comprises the narrowly speaking sense of
architecture. This shows that the architectural factors have an influence on this large
market. The housing market is larger than the value of the entire stock market in most
countries, particularly in the Baltic States (Jadevicius, 2016). In the Baltic States, the
amount of outstanding housing loans to the households was EUR 19.0 billion in 2018
(Hypostat, 2019), and the market capitalization of the listed companies was EUR 6.7
billion (Nasdaq, 2020). The architectural assets hold tangible and intangible value.
While the first interrelationship is about shaping the tangible assets, the second
interrelationship is about the intangible value of buildings, which can be described in
various forms, including the aesthetic and cultural values (Scerri et al., 2019), the
sense of place and the historical and social meaning (Hayllar et al., 2008).

Regarding the third interrelationship, architecture is a significant part of
ecosystem where everyone lives in and its sustainability. Architecture may not be
replaced by other products or services even in the long term. The cities, public spaces
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and shelters are the main pillars that people relate to. The concept of sustainability

should not be based only on the market models, especially in the short term, as the

influence of the given nature of the universe is dominant in the architectural design.

The way the space is managed has a significant impact on the functioning of the

economy and the value of resources (the land, natural and cultural landscape and the

environment).

Subordination of investment procedures to the principles of sustainable
development is a source of benefits for the economy (reduction of losses resulting
from wrong administrative decisions and improvement of investment processes),
social benefits (reduction of social conflicts and higher quality of life) and benefits for
the natural and cultural environment (reduction of negative consequences for the
environment, better value protection in both spheres of heritage). To summarize, the
first interrelationship shows that architecture deals with stock that has quantitative
significance in microeconomics and macroeconomics. The latter two
interrelationships show a broader influence on the society and economic behaviour.

Through these interrelationships, the influence of architecture on a built
environment may be:

1. Quantitative. The architectural factors have an influence on the effectiveness of
the geometry of a building, the heating and cooling capacity, the natural lighting
and the use of land and materials. As described before in this work, the
orientation of a building, amount of glazing, thermal capacity and types of
materials have impacts on the overall performance of a building (Fadaei et al.,
2015).

2. Qualitative. The architectural factors are the influential generators of value. The
transferred value is highly intangible and, therefore, impossible to quantify.
However, later in the process, health, social, economic and environmental
outcomes can be quantified.

Functional technical decisions in tandem with the aesthetics from architecture
are expected. There should be a balance between the quantitative and qualitative
measures in architecture, as going for the maximum rate in the quantitative
assessments would render all buildings the same. Although there is evidence that
various quantitative and qualitative architectural factors have an influence on the real
estate market values, the influence of architectural factors, in a broad sense, on a
housing market value is not structured. The architectural factors in the econometric
models are taken as immutable and fixed; therefore, little research has been done to
simulate different scenarios of architectural design and forecast possible impacts.

When talking about the influence on the housing market, the influence must be
quantitative and expressed through the market value or various statistics of location
and macroeconomic factors. The influence of the built environment on the housing
market is quantified and highly influenced by the used real estate valuation methods;
however, the accuracy and the mechanism of those methods are not in the scope of
this study.

The architectural factors should not be assumed to be exogenous over the time.
There are many omitted variables that influence architecture and a housing market at
the same time. The market value of the housing tends to move together with other
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asset prices. Real estate, especially housing, is consumption and investment at the
same time, thus becoming a consumer choice and speculative asset. There may be
larger players, such as the credit supply, GDP or interest rates, that have an overriding
influence on the housing consumption. There may be certain trends or desires in the
society, resulting in the irrational human behaviour that is hard to explain in the
econometric models. Therefore, the mechanism of the influence of architectural
factors on the housing market value, as described in this study, should be considered
at a fixed time as capable of shifting over the time.

1.3.3. The concept of the housing market value®

A distinction between two concepts of value is made by the philosophers:

1. Intrinsic value. “That which is desirable or worthy of esteem for its own sake;
thing or quality having intrinsic worth” (Webster's New World Dictionary,
Third College edition); “if it is valuable in and for itself — if its value is not
derived from its utility, but is independent of any use or function it may have in
relation to something or someone else ... an intrinsically valuable entity is said
to be an 'end-in-itself', not just a 'means' to another's ends” (Callicott and Shaner,
1989).

2. Instrumental value. The value, according to this concept, lies in its contribution
to some other goal, a “mean” to some other end or purpose (Costanza and Folke,
1997).

The housing market value reflects a mix of these two concepts. The usefulness
of the housing is captured by its instrumental value; however, architecture, as the art
and science of designing a space, can hold intrinsic value that may affect the
willingness to pay. It is difficult to draw a separation line here, but, for example, a
traditional shape, particular style, or material of a house may have more intrinsic value
compared to the plan arrangement or number of floors, although some properties that
are considered intrinsic could have a halfway instrumental explanation.

In the context of social, cultural, economic and environmental values, the built
environment occupies a core position that shapes people behaviour. Therefore, the
concept of the housing market value can be approached from two different
perspectives:

1. The value that the built environment generates as a measure of built
environment outcomes;

2. The determinants of market value as a measure of factors influencing the
housing market value.

These two approaches are presented in the following paragraphs of this sub-
section.

8 This sub-section has been quoted verbatim from the following source: Navickas, V.,
Skripkitinas, T., Tanas, J., & Trojanek, M. (2020). The influence of architecture on real
estate market value: A methodological framework. Journal of international studies, 13(4),
38-53. doi:10.14254/2071-8330.2020/13-4/3
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Table 1. Public policy dimensions; source: Carmona (2019)

Public policy dimensions

Health Al. Greenness and physical health

A2. Greenness and psychological well-being
A3. Place quality and mental health

A4. Walkability, active travel and related health
AS. Place quality and physical health

Society B1. Street layout and crime

B2. Environmental design and crime

B3. Street design and safety from collisions

B4. Place quality and livability

BS. Urban vitality

B6. Inclusivity and social capital

B7. Enabling environments

BS. Place quality, play and learning

Economy C1. Property values and green space

C2. Residential property values and urban design
C3. Commercial property values and urban design
C4. Streets, public realm and economic value
C5. Economic development and regeneration
C6. Public spending (and savings)

Environment D1. Urban form, density and energy use

D2. Transport, technology and carbon reduction
D3. Thermal comfort, cooling and pollution
D4. Ecology and resilience

The value that the built environment generates. This was revealed by a
systematic study by Carmona (2019). It was backed up by 271 research studies that
were included in the review focusing on the added value of the quality of a space. The
full range of the public policy dimensions covered by Carmona (2019) is presented in
Table 1. The collective evidence on place value is a collection of health, social,
economic and environmental outcomes. The way places are designed plays an
important role in delivering better physical health, mental health, better fitness, greater
daily comfort and enhanced quality of life.

The social evidence corresponds to fewer accidents, social integration, lower
rates of crime, better educational outcomes, enhanced street level vitality and
sociability, stronger civic pride and greater inclusiveness. Economic outcomes consist
of property uplift and reduced vacancy, viable investments and extended regeneration
benefits, reduced public expenditure, higher local tax takes, lower costs of living and
higher productivity.

The environmental benefits from place value include reduced energy use and
associated carbon emissions, adaptive reuse, a viable local exchange network, reduced
heat stress and enhanced thermal comfort, reduced waste and pollution, greater
resilience and ecological diversity (Carmona, 2019). Some economic outcomes are
quantitative and refer to the market value instantaneously to see the impact on the
housing economics. While the health, social, environmental and some of other
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economic outcomes are beneficial to the microeconomic and macroeconomic

environment overall, their impact on the housing economics is collateral through

micro and macro factors, as presented in the following sub-sections of this thesis.

A problem of differentiating types of value can be discussed further. In the
economic context, value is usually interpreted as a monetary amount for an exchange
between a willing buyer and a seller in an open market. However, two main types of
value can be defined:

1. Value in exchange is the quantity of other commodities (normally cash) that a
commodity can be swapped for (Carmona et al., 2001). This is what is generally
called market value and is often related to the concept of price (Nase et al.,
2015).

2. Value in use is often associated with the concept of worth or pleasure that a
commodity generates for its user. It is important to say that worth is not the same
as the price, as there are various factors in the housing market that are not perfect
(inefficient). The valuation of the real estate as well differs widely at the
international level (Nase et al., 2015).

The International Valuation Standards Council (IVSC) and Royal Institution of
Chartered Surveyors (RICS) define market value as:

Market Value is the estimated amount for which an asset or liability should
exchange on the valuation date between a willing buyer and a willing seller in an
arm’s length transaction, after proper marketing and where the parties had each
acted knowledgeably, prudently and without compulsion (RICS, 2019).

However, this definition can be criticized for being too money-centred and with
little consideration of other (physical and social) dimensions (Nase et al., 2015).
Therefore, a wider conception of value, including value in use and welfare, was
applied in this study. Six different types of value of built environment were identified
by Macmillan (2006):
1. Exchange value. Objects of built environments are commodities to be traded.
The market price is the price that people are willing to pay for it.

2. Use value. The contribution of a built environment to the organizational
outcomes, such as productivity, profitability, competitiveness and repeat
business.

3. Image value. The contribution of a built environment to corporate identity,
prestige, vision and reputation; creating organizational values of openness,
design excellence and innovation; architectural factors working together with
people to become part of a brand image.

4.  Social value. Creating opportunities for positive social interaction, enhancing
social identity and improving safety and security as well as preventing
vandalism and crime.

5. Environmental value. Contribution to sustainability of a built environment by
using the principles of adaptability and flexibility, robustness and low
maintenance; the application of a whole-life cost approach.
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6. Cultural value. Intangible phenomena, such as context, sense of place,
symbolism, inspiration, and aesthetics, are considered.

The various types of value described above translate to the first value in
exchange. “This translation process is based on interdependent economic factors that
create value, namely utility, scarcity, desire and effective purchasing power” (Al
1996).

Utility is the ability of a good to satisfy needs. Scarcity is the supply of an
item relative to the demand for it. If demand is constant the scarcity of a commodity
makes it more valuable. In the case here, reduced quantities of a quality (urban
design) product due to initial investment costs reflect its price in the market.
Because it is inefficiently priced, urban design (as a public good product) is
undersupplied by property development and house building industry. Desire is a
purchaser’s wish for a commodity to satisfy needs beyond the essential required to
support life. This is considered in direct relation to quality as the willingness to
pay a higher price for higher utility. Finally, effective purchasing power is the
ability of purchasers to participate in the market (Nase et al., 2015).

This justifies the definition of the Royal Institution of Chartered Surveyors,
which states that the market considers all types of value when defining an exchange
value, market value or price. This is based on the utility theory as all types of value
together maximize the user utility (Nase et al., 2015). It is difficult to confirm,
however, that none of the value is lost during that translation; therefore, the market
value of the housing may not reflect the whole set of described values.

Determinants of the market value. Looking from the perspective of the housing
market value, hedonic theory is based on the idea that the price of any house represents
the price for a bundle of factors (goods). Those factors (goods), according to Dubin
(1988), can be grouped into three main categories:

1. Location factors are the characteristics that describe the geographical location
of the object or its location relative to the other objects.

2. Structural factors are the attributes of the house (size, rooms, age etc.).

3. Neighbourhood factors are the characteristics that describe the socio-economic
and physical neighbourhood properties (pollution, noise, crime etc.) (Can,
1992).

The location and neighbourhood factors that influence the market value of
houses are an outcome of the structure of the same houses and are not entirely
exogenous. This is based on the theory of structuralism, which states that the structure
of elements may acquire new values compared to the sum of the values of the
individual elements. Those new acquired values are location and neighbourhood
factors, as presented in Figure 6.
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Figure 6. Structural, location and neighbourhood factors; source: created by the author

The structure of determinants of the housing market value is presented in Figure
7. The determinants of the housing market value are constructed in three main
categories. The base market value, determined by the structural factors, is modified
by micro modifiers, determined by the neighbourhood factors, and macro modifiers,
determined by the location factors.
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Figure 7. Layers of the housing market value; source: created by the author
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Moreover, it is worth noting that, although “market value” and “price” can have
slightly different meanings, they are used as synonyms in this study.

1.3.4. The concept of architectural factors’

In this sub-section, three main areas of literature are reviewed: (1) the
documentation for the real estate appraisal, (2) the scientific literature on the
determinants of the housing market value, (3) the scientific literature on the value that
the built environment generates. The aim of this review is to understand the range of
architectural factors and variables in order to define and classify them better. Although
the fundamental variance of the housing market value can be explained by various
basic hedonic models, there is still an unexplained part of that variance, which many
studies are trying to address.

The documentation for the real estate appraisal. There are three main valuation
approaches: (1) market approach, (2) income approach, (3) cost approach. Other
approaches that have been defined in the international standards and European
standards, or a combination of approaches above could be used as well (SRL, 2017;
MFRL, 2020; IVSC, 2021). The concept of having these different approaches tries to
solve the fundamental question of why buildings with similar cost, taking into account
the income that they can generate, end up with different market value. Theoretically,
the income and cost approach should be objective, while the market approach should
include the subjective judgment of buyers and sellers. The misalignment of estimated
market value between the different approaches may indicate the unexplained variance
that assessors deal with.

This research looks at the architectural factors across various approaches to the
housing market value. (1) The market approach compares nearby transactions;
however, the main problem of the housing not being homogenous appears; therefore,
the corrections are needed to control for individual heterogeneity. Although the
market approach includes architectural factors, subjectively judged by buyers and
sellers, comparing the most accurately matching housing, the ability to control for
architectural factors could potentially improve the market approach. Numerous
factors could be included if granular enough data existed. (2) The income approach
calculates the potential income; therefore, the architectural factors have an influence
on the attractiveness and image, resulting in higher income. The income approach is
not relevant when buying property for personal use but becomes important when
investing in housing and expecting to rent it. The architectural factors could be crucial
in long term, because high carrying and transaction costs in the context of changing
housing trends limit the ability to sell. (3) The cost approach calculates the
replacement cost and modifies it for the location. Depreciation should consider the
physical and economic lives of the asset (IVSC, 2021). While physical depreciation

? This sub-section has been quoted verbatim from the following source: Skripkitinas, T., &
Navickas, V. (2023). Architectural factors influencing a housing market value: A theoretical
framework. Real estate management and valuation, 31(1), 25-35. doi:10.2478/remav-2023-
0003
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is relatively easy to measure, the economic depreciation is more abstract and
integrates the socioeconomic changes about how people are using the built
environment. Moreover, the correction for location is crucial and must rely on the
exogenous coefficients from the other valuation approaches. The cost approach is very
intuitive because it is based on the cost of construction; however, it can be the least
accurate and needs modifications and corrections to control for the economic value,
location and many potential architectural factors. Architectural factors can act
similarly to the economic depreciation: changing conditions and market trends over
time or across space can strongly influence the market value.

Mass appraisal is a good example of structuring the main factors that are
influencing the housing market value. Considering the Lithuanian example, mass
appraisal of the real estate is performed in stages. The market approach is used to
create value maps and zones. Those value zones are essentially spatial bubbles of the
real estate market value at a country or city scale. According to those value zones and
other known factors, the models with coefficients are created for specific groups of
buildings (OGRL, 2015). Buildings are grouped according to their function. The core
characteristics are included in those models: location, function, physical properties,
such as the total floor area, number of rooms, year of construction and others, based
on the information that is available in the real estate registry, mechanical equipment,
land value coefficient, other known factors (SECR, 2021). The important point is that
the market approach is initially needed to create value maps and zones. The variance
of market value between those zones is unexplained, it merely reflects the market.
However, the building is seen without any architectural detail, interior or volumetric
features, as if all buildings are the same architectural quality wise.

The cost approach is used as well to verify the market approach in the mass
appraisal. A sequence of values is calculated using the cost approach: (1) the
construction cost of the real estate; (2) the replacement cost of the real estate, the
construction cost is adjusted to the depreciation percent for all years in use; (3) average
market value, the replacement cost of the real estate is adjusted using the location
correction coefficient. The latest registry entries, construction cost estimates and
average life span estimates are used to evaluate the real estate by using the cost
approach. A location correction coefficient represents the ratio between the market
value and replacement cost in a particular value zone (OGRL, 2015). This is done to
eliminate the unexplained variance, which defines the scientific problem of this
research.

Scientific literature on the determinants of the housing market value. The use of
architectural factors and variables in scientific articles is analysed. The factors that are
used in the research studies are presented in groups, ranging from building level non-
design factors to the neighbourhood level urban design and urban planning factors.
The architectural factor stands for the expression of some properties, influencing the
housing market value, and the architectural variable stands for the actual measurement
of those properties. The architectural factors across the determinants of housing
market value are widely acknowledged in literature. However, their significance,
classification and hierarchy are not well-established.
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The following architectural factors are found in literature:

(1) Building level non-design factors are very much straightforward, i.e., these
are the basic properties of the housing:

(1.1) Total floor area or living area of the building, apartment etc.; age or
construction year; floor number; total number of floors; total number of living units;
land plot size in the case of complete buildings; number of rooms/bedrooms; number
of bathrooms/half bathrooms; number of kitchens; perimeter and footprint of the
building; parking/garage facilities on-site.

(1.2) Number/area of balconies; number/area of terraces; amount of storage
facilities; number of fireplaces; lift; reception.

(1.3) Heating/ventilation/cooling equipment (natural gas, heat pump, solar etc.);
safety door; security system/alarm.

(1.4) Physical status or maintenance level of a building, apartment etc.
(inside/outside); exterior condition; interior condition; renovation status/date; owner
occupation status; land ownership type (Glaeser et al., 2018; Stamou et al., 2017; Nase
et al., 2016; Coulson and Lahr, 2005; Buitelaar and Schilder, 2017; Asabere et al.,
1989; Vandell and Lane, 1989; Rong et al., 2020; Fuerst et al., 2011; Gat, 1998;
Rudokas et al., 2019; Been et al., 2016).

Some factors are less straightforward in their nature and are slightly closer to
the design factors:

(1.5) Building/housing type (detached, semi-detached, apartment etc.); building
height; construction type/materials; parking facilities type (parking place, carport,
garage etc.); fence (dummy); porch (dummy); office class (A, B etc.); view
rating/orientation (street, sea, front, airy, corner, inside etc.) (Buitelaar and Schilder,
2017; Asabere et al., 1989; Fuerst et al., 2011; Stamou et al., 2017; Glaeser et al.,
2018; Gat, 1998; Rudokas et al., 2019).

Moving from the above-listed non-design factors towards the architectural
design factors. (2) Building level architectural design factors are as follows:

(2.1) Visual appearance and design evaluation, assessor/expert: exterior finish
type; interior finish rating; quality of design (dimensions: decorativeness or
embellishment of the facade; colour and texture of surface materials; quality of surface
materials; differences in configuration or shape of the building, massing and
fenestration, including the presence or absence of site amenities); quality of
components (elevator, lobby, finishes etc.) (Glaeser et al., 2018; Vandell and Lane,
1989; Gat, 1998).

(2.2) Visual appearance and design evaluation, computer: exterior image
features; interior image features (Glaeser et al., 2018).

(2.3) Architectural style/type: building style (traditional, contemporary, cottage,
cape cod, townhouse, neo-traditional, Victorian etc.); kitchen style; bathroom style;
historic period (pre-war etc.); exterior type (frame, stucco, brick, veneer, stone etc.);
roof type (gable, hip, gambrel, mansard, pitched, shed, mixed etc.).

(2.4) Volume type/external design features (diagonal intersection, curvature,
setbacks, podium extrusion etc.); building type (single-family detached, single-family
attached, two-family home, loft building, apartment etc.) (Glaeser et al., 2018;
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Coulson and Lahr, 2005; Buitelaar and Schilder, 2017; Asabere et al., 1989; Been et
al., 2016; Rong et al., 2020).

(2.5) Recognition and awards: designed by awarded architects/firms; designed
by top rated/signature architects/firms (Rong et al., 2020; Fuerst et al., 2011).

(2.6) Heritage object: national heritage designation; local heritage designation;
local district heritage designation; unique project (identity and marketing); unique
architecture (compared to the standard uniform housing projects); completeness of
architectural appearance; altered building (Rudokas et al., 2019; Been et al., 2016;
Coulson and Lahr, 2005).

The next step would go to the larger scale (3) neighbourhood level non-design
factors: number of civic points; distance to green space; different urban green space
types and sizes, noise levels, access to subway, distance to civic points (park, business
district, plaza, route, station etc.); density of services; density/availability of public
transportation (metro, electric trains etc.); density of manufacturing; distance to
expressway; distance to central city; travel time to central city; distance to sub-central
city; travel time to sub-central city; number of parking places within specified distance
from the structure (Nase et al., 2016; Asabere et al., 1989; Gat, 1998; Gong et al.,
2016; Vandell and Lane, 1989; Stamou et al., 2017; Trojanek et al., 2018;
Czembrowski and Kronenberg, 2016; Trojanek and Huderek-Glapska, 2018;
Trojanek and Gluszak, 2018).

(4) Neighbourhood level urban design and urban planning factors:

(4.1) Urban pattern/form/structure/coherence: connectivity; urban density;
attraction index; spatial centrality indices of points of interest; plot type (corner,
irregular etc.); view from the office; commercial land use; other non-residential land
use;  walkability/walk  score;  appropriateness to  the  surroundings
(finishing/identity/material quality/fenestration/massing/height/condition) (Nase et
al., 2016; Aranburu et al., 2016; Been et al., 2016; Gat, 1998; Coulson and Lahr, 2005;
Rong et al., 2020).

(4.2) Heritage area/complex: heritage territory/historic zone designation;
heritage territory/historic zone designation buffer zone; amount of heritage (the
intensity of urban heritage mass existing in the district); carrying the name of the
designated area (identity); district (identity); street (identity) (Asabere et al., 1989;
Rudokas et al., 2019; Coulson and Lahr, 2005; Been et al., 2016).

Table 2. Determinants of the housing market value; source: created by the author

Groups | Architectural factors/variables | References

Building level non-design

Basic Total area or living area of the building, Glaeser et al. (2018);

properties, apartment etc. Stamou et al. (2017);

non-design Age or construction year Nase et al. (2016);
Floor number Coulson and Lahr
Total number of floors (2005); Buitelaar and
Total number of living units Schilder (2017);
Land plot size in case of complete buildings Asabere et al. (1989);
Number of rooms/bedrooms Vandell and Lane
Number of bathrooms/half bathrooms (1989); Rong et al.
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Number of kitchens

Perimeter and footprint of a building
Parking/garage facilities on-site

Lift

Reception

Physical status or maintenance level of a
building, apartment etc. (inside/outside)
Renovation status/date

Number/area of balcony
Number/area of terrace
Amount of storage facilities
Number of fireplaces

Owner occupation status
Land ownership type

Heating/ventilation/cooling equipment
(natural gas, heat pump, solar etc.)
Safety door

Security system/alarm

2020; Fuerst et al.
(2011); Gat (1998);
Rudokas et al.
(2019); Been et al.
(2014)

Basic
properties, less
non-design

Building/housing type (detached, semi-
detached, apartment etc.)

Building height

Construction type/materials

Parking facilities type (parking place, carport,
garage etc.)

Fence (dummy)

Porch (dummy)

Office class (A, B etc.)

View rating/orientation (street, sea, front, airy,
corner, inside etc.)

Buitelaar and
Schilder (2017);
Asabere et al. (1989);
Fuerst et al. (2011);
Stamou et al. (2017);
Glaeser et al. (2018);
Gat (1998); Rudokas
etal. (2019)

Building level architectural design

Visual
appearance
and design
evaluation,
assessor/expert

Exterior condition
Interior condition
Exterior finish type
Interior finish rating

Quality of design (dimensions:
“decorativeness” or embellishment of the
facade; colour and texture of surface
materials; quality of surface materials;
differences in configuration or shape of the
building, massing and fenestration, often
referred to by the designers as “volumetrics”,
including the presence or absence of site
amenities)

Glaeser et al. (2018);
Vandell and Lane
(1989); Gat (1998);
Hough and Kratz
(1983); Alfred and
Mastro (2012)
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Quality of components (elevator, lobby,
finishes etc.)

Local heritage designation

Local district heritage designation

Unique project (identity and marketing)
Unique architecture (compared to standard
uniform housing projects)

Completeness of architectural appearance
Altered building

Visual Exterior image features Glaeser et al. (2018)

appearance Interior image features

and design

evaluation,

computer

Architectural Building style Glaeser et al. (2018);

style/type Kitchen style Coulson and Lahr
Bathroom style (2005); Buitelaar and
Historic period (pre-war etc.) Schilder (2017);
Exterior type (frame, stucco, brick, veneer, Asabere et al. (1989);
stone etc.) Been et al. (2014);
Roof type (gable, hip, gambrel, mansard, Rong et al. 2020
pitched, shed, mixed etc.)
Volume type/external design features
(diagonal intersection, curvature, setbacks,
podium extrusion etc.)
Building type

Recognition Designed by awarded architects/firms Rong et al. 2020;

and awards Designed by top rated/signature Fuerst et al. (2011)
architects/firms

Heritage National heritage designation Rudokas et al.

(2019); Been et al.
(2014); Coulson and
Lahr (2005)

Neighbourhood level non-design

| Controls for location

Neighbourhood level urban design and urban planning

Urban pattern
/form
/structure
/coherence

Connectivity

Urban density

Attraction index

Spatial centrality indices of POI’s (points of
interest)

Plot type (corner, irregular etc.)

View from the office

Commercial land use

Other non-residential land use
Walkability/walk score

Appropriateness to the surroundings
(finishing/identity/material
quality/fenestration/massing/height/condition)

Nase et al. (2016);
Aranburu et al.
(2016); Been et al.
(2014); Gat (1998);
Coulson and Lahr
(2005); Rong et al.
2020; Nase et al.
(2015)

Civic points

Distance to green space
Distance to civic points (park, business
district, plaza, route, station etc.)

Nase et al. (2016);
Asabere et al. (1989);
Gat (1998); Gong et
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Density of services al. (2016); Vandell
Density/availability of public transportation and Lane (1989);
(metro, electric trains etc.) Stamou et al. (2017)
Density of manufacturing

Distance to expressway

Distance to central city

Travel time to central city

Distance to sub-central city

Travel time to sub-central city

Number of parking places within 800 feet of
the structure

Heritage area | Heritage territory/historic zone designation Asabere et al. (1989);
/complex Heritage territory/historic zone designation Rudokas et al.
(sale after designation) (2019); Coulson and
Heritage territory/historic zone designation Lahr (2005); Been et
buffer zone al. (2014); Lazrak et
Heritage territory/historic zone designation al. (2014)

buffer zone (sale after designation)
Amount of heritage (the intensity of urban
heritage mass existing in the district)
Carrying the name of the designated area
(identity)

District (identity)

Street (identity)

The variables representing the architectural factors can be used as absolute
values, intervals of absolute values, dummies and other. Many selected research
studies in the literature review have controls for location or spatial dependency. This
is not primarily an architectural factor, but it is the core ingredient, because location
is inevitably associated with the architectural surroundings. Most common measures
are latitude and longitude, neighbourhood or other spatial fixed effects used for spatial
econometric models (Glaeser et al., 2018; Stamou et al., 2017; Buitelaar and Shilder,
2017). An extra layer of spatial dependency factors could be added controlling for the
adjacent properties, i.e., value spillovers. Many studies in literature review as well
have controls for temporal effects if data extends over a significant amount of time,
during which the price has changed because of the macroeconomic or other external
factors (Glaeser et al., 2018; Nase et al., 2016; Buitelaar and Shilder, 2017). The most
common measures are transaction year or other time fixed effects. Furthermore, a
polynomial articulation of some variables is used to enhance their significance. The
most common measures that polynomial articulation is used for are age and the
number of living units (Coulson and Lahr, 2005). Some selected studies in the
literature review include the pairs of interactions of the selected variables.

Scientific literature on the value that the built environment generates. Another
part of the research looks at the economic outcomes of the built environment rather
than trying to determine its market value. The economic outcomes include
architectural factors that result in: (1) influence on property values, (2) influence on
economic value, (3) influence on economic development, (4) influence on public
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spending. The following paragraphs go through place quality factors that result in
specified groups of economic outcomes.

The following architectural factors that result in economic outcomes are found
in literature:

(1) Direct influence on property values is one of the major economic outcomes.
Scientific evidence of place quality factors can be found in literature:

(1.1) Green space: adjacency to the landscape with trees, forests, residential
development with landscape integration or open landscape, presence of parks and
plazas, amount of natural open space (Anderson and Cordell, 1988; Wolf, 2007; Li et
al., 2016; Nilsson, 2014; Correll et al., 1978; CABE, 2005; Anderson and West, 2006;
Kongetal., 2007; Zhang et al., 2012; McCord et al., 2014; Smith, 2010; Dewaelheyns
et al., 2014; McConnell and Walls, 2005; Kopits et al., 2007).

(1.2) Urban design: walkability, street networks, diversity in form, mixed land
use, density, proximity to retail sites, public transport, quality of street layout, quality
of green space, sense of place, size of residential development (Diao and Ferreira,
2010; SR, 2010; SR, 2016; Song and Knaap, 2004; Matthews and Turnbull, 2007;
CABE, 2003; Tu and Eppi, 1999; Ahlfeldt and Mastro, 2012; Thorsnes, 2000; Bowes
and Ihlanfeldt, 2001; Bartholomew and Ewing, 2011; Levine and Inam, 2004; Yang
et al., 2016; Cervero and Duncan, 2004; Whitbread, 1978).

(2) Influence on economic value is less directly related to the housing market
value. There are some overlapping and some unique factors: streets layout, public
realm: quality of street space, mixed use street environment, bike paths, expanded
walking facilities (UN, 2013; Lawlor, 2013; Carmona, 2015; CABE, 2007; NYCDT,
2012a; NYCDT, 2012b; Carmona et al., 2017; CBRE, 2017).

(3) Influence on economic development is even less directly related to the
housing market value. Scientific evidence of the influence of architectural factors for
regeneration can be found: heritage based regeneration, high quality architecture,
compactness and mixed use (Worpole, 2000; Bell, 2005; EH, 2002; Ahlfeldt et al.,
2012; Spencer and Winch, 2002; Carmona et al., 2001; McIndoe et al., 2005; La Rosa
etal., 2017; Ryan and Weber, 2007).

(4) Some place quality factors have influence on the public spending:
walkability, distance to public transport, passive security, good street lighting, good
maintenance (Zapata Diomedi et al., 2016; Litman, 2004; Leinberger and Alfonzo,
2012; Ewing and Dumbaugh, 2009; Glaeser and Gottlieb, 2008; CABE, 2009; Zhan
and Chui, 2016).

Table 3. Value that the built environment generates; source: Carmona (2019), table
modified by the author

Groups | Architectural factors/Place quality factors |
Green space
Influence on Good views from buildings; Anderson and Cordell
property Housing in the vicinity of landscaping with (1988); Wolf (2007);
values trees (especially large trees); Li et al. (2016);

Trees and forest cover in development growth | Nilsson (2014);

areas; Correll et al. (1978);

CABE (2005);
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Residential developments with stronger
landscape integration;

Urban amenities and accessibility factors,
such as air pollution, forest coverage, quality
of public schools and commuting cost;

Open landscape amenities in residential areas;
Presence of structural green space in
residential areas;

Greenbelt areas in neighbourhoods;
Presence of a high quality park;

Proximity to open space;

Type and size of open spaces;

Accessibility to parks and plazas;
Residential proximity to green spaces;
Proximity to parks and water bodies;

Urban green space proximity;

Natural open space proximity;

Presence and amount of parkland space;
Presence of permanently preserved open space
in the residential areas;

Size and continuity of open space in the
residential areas;

Types of open space (parks, greenways,
forests and other natural areas) and location
relative to households;

Size and location of open space

Anderson and West
(2006); Kong et al.
(2007); Zhang et al.
(2012); McCord et al.
(2014); Smith (2010);
Dewaelheyns et al.
(2014); McConnell
and Walls (2005);
Kopits et al. (2007)

Urban design

Influence on Quality of green space (as opposed to the Diao and Ferreira
residential quantity or proximity), proximity to heritage, (2010); SR (2010);
property walkability, connected street networks, Asabere (1990); SR
values diversity in form, land use and transport; (2016); Song and

Auto dominance (accessibility to public
transport and jobs, connectivity and
walkability);

Qualities of sustainable urbanism;
Permeability, connectivity, street layout;
Cul-de-sac streets layouts;

Investing in place-making;

Mixing land uses and parks into residential
areas;

Proximity to retail sites;

Density, proportions of open space, sense of
place, design innovation;

New Urbanist housing principles (public
space, interconnected street networks,
pedestrian oriented design, a mix of uses and
neo-traditional architecture);
Neo-traditional development;

Knaap (2004);
Matthews and
Turnbull (2007); Tu
and Eppi (1999);
Buitelaar and
Schilder (2017);
Ahlfeldt and Mastro
(2012); Bowes and
Ihlanfeldt (2001);
Bartholomew and
Ewing (1995); Levine
and Inam (2004);
Nase et al. (2016);
RICS (2016); Yang,
Song, and Choi
(2016); Cervero and
Duncan (2004);
Whitbread (1978)
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Architectural styles in residential
developments;

Proximity to iconic heritage buildings in
residential areas;

Size of residential developments;

Presence and proximity of rail stations in the
residential areas;

Transit-oriented development;

Pedestrian- and transit-oriented development;
Public investment in the exterior of properties;
Connectivity and vitality associated with
building density, appropriateness of material
quality and fenestration and massing in
relation to the surroundings;

Better place-making in residential areas;
Commercial activity in residential areas;
Land-use diversity in residential areas;
Replacement of elevated freeways;
Proximity to bad neighbour uses or eyesores

Influence on
commercial

property
values

High development density, land use mix and
walkability;

Proximity to public transportation;

Greater walkability;

External design quality;

Higher design quality specifications across
interior, exterior and urban scales;

Trophy architect design;

Building quality (configuration and external
design factors);

Architectural quality;

Architectural (aesthetic) excellence;

Retail design (plan layout, durability,
aesthetics);

Urban greening, especially trees;

Urban greenery;

Aspects of quality design (connectivity,
frontage continuity and variety, material
quality and massing appropriateness);
Public art on buildings;

Buildings designed by signature architects

Cervero and Duncan
(2002); Nase et al.
(2016); Vandell and
Lane (1989); Hough
and Kratz (1983);
Fuerst et al. (2011)

Streets, public realm

Influence on
economic
value

Presence of quality street space;
Walkability, streetscape quality, vehicle
access;

Mixed use street environments;
Traditional high street qualities;

Public realm quality;

UN (2013); Lawlor
(2013); Carmona
(2015); CABE
(2007); NYCDT
(20122); NYCDT
(2012b); Carmona et
al. (2017); CBRE
(2017); SR (2016)
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Bike paths, expanded walking facilities, new
parks, streetscape improvements, bus transit
facilities;

Improved accessibility and a more welcoming
street environment;

Public realm improvements on mixed high
street locations;

Public space improvements;

Redevelopment of post-war Modernist
housing with street based urbanism

Regeneration
Influence on High quality architecture; Worpole (2000); Bell
economic Aspects of architectural design in a downturn | (2005); EH (2002);
development (appearance, space and layout); Ahlfeldt et al. (2012);
Masterplanned development; (2013); Spencer and
Heritage based regeneration; Winch (2002);
Heritage based designation; Carmona et al.
Retention and investment in heritage (2001); McIndoe et
buildings; al. (2005); La Rosa et
Low cost health based physical interventions al. (2017); Ryan and
(to encourage physical activity); Weber (2007)
Well-designed buildings (that better meets
occupier needs);
Better urban design (more attractive,
accessible, legible, connected, mixed, resilient
etc.);
Better urban design (local character,
connectivity, density, mixed uses,
adaptability, high quality public realm);
Greater permeability, compactness and mixed
use;
Urban design types and preferences
Safety and well-being
Influence on Accessible, attractive and well-cared for Zapata-Diomedi,
public greenspace; Herrera, and
spending Density, land use mix, availability of Veerman (2016);

destinations, distance to public transport,
design and neighbourhood walkability;
Healthy and unhealthy neighbourhoods;
Increased walkability;

Good, bright, even lighting after dark;
vehicles prohibited from parking on the
pavement; direct green man crossings; and
pavements with no cracks and which are even;
Design responses focused on personal
security, good street lighting, the quality of
environment generally and good maintenance;
Compact city (over sprawl) urban structures;
Compact city urban structures;

Pineo (2016); Litman
(2004); Leinberger
and Alfonzo (2012);
Ewing and
Dumbaugh (2009);
Glaeser and Gottlieb
(2008); CABE
(2009); Zhan and
Chui (2016)
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Green infrastructure in urban developments;
Green infrastructure (including public parks);
Sustainable urban drainage (SuDS) and open
space in relation to development;

Reducing crime risk through design;
Benefits of low impact development (LID)
practices (green roofs, bioretention systems
and porous pavements);

Poorly constructed and designed housing;
Bad design (the one that fails)

These architectural factors or place quality factors are primarily orientated
towards design, whether regarding the building level or urban level. Reflecting on the
research problem, these factors represent design properties that might add value to the
housing directly to its market value or through other economic mechanisms. These
architectural factors suggest economic intuition behind the variance of market value,
which professional assessors can capture by using the market approach. Including
these factors in hedonic models could be a step forward towards a universal model
that is suitable for professional use. Although creating a universal model for
professional use would be complicated, because usually there is no data granular
enough for architectural factors inside a city. In order to solve this problem, expert
valuation or computer computed rating of architectural appearance could be used.

Looking at these architectural factors from a theoretical perspective helps to
understand the range of architectural factors that might have an influence on the
housing market value. While architectural factors from the scientific literature on the
determinants of the housing market value have a more direct influence on the property
market value, the other part of architectural factors found in literature on the value
that the built environment generates have positive public outcomes, which result in
higher market value. A direct influence as well as indirect influence on the market
value exists. The complex mechanism of value transfers between architectural factors,
the built environment, public policy dimensions and a housing market value exists.

1.3.5. The classification of architectural factors'’

The hierarchy of architectural factors is complex, i.e., the lower scale factors are
the same ones that create higher scale factors (Figure 8). The structural theory explains
that structures get unique properties compared to their elements when elements are
embedded in a structure. This explains why the concept of urban design emerges. The
combinations of buildings create unique urban properties. The crucial idea is that
those are the same building level architectural properties that, acting together as a
combination, create urban level properties.

19 This sub-section has been quoted verbatim from the following source: Skripkitinas, T., &
Navickas, V. (2023). Architectural factors influencing a housing market value: A theoretical
framework. Real estate management and valuation, 31(1), 25-35. doi:10.2478/remav-2023-
0003
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Urban level (groups of buildings)

City planning level (districts inside a city)

Figure 8. The structural hierarchy of architectural factors; source: created by the author

The visualisation of architectural factors across two dimensions is presented in
Figure 9. Two main dimensions of architectural factors are identified: (1) factors
spanning from building/interior/private to urban and planning/public (from bottom to
top); (2) factors spanning from non-design/explained/functional (utilitarian) to
design/unexplained/abstract (from left to right). A gradient or matrix of variables
exists rather than strict groups. The first dimension resembles aesthetics and
functionalism, both of them interactive with the design distinguished by Vandell and
Lane (1989). The second dimension resembles a building (object) and urban structure
(the structure object is situated in) as intrinsic and extrinsic attributes that are as well
explained by Vandell and Lane (1989). Similarly, Vandell and Lane (1989) wrote that
every object possesses design and non-design characteristics. Non-design
characteristics are selected by consumers, and there could be numerous design
configurations in order to achieve those characteristics. Those different configurations
can create different amounts of value.
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Figure 9. Dimensions and categories of architectural factors; source: created by the author

The concept of architectural factors is positioned between the basic hedonic
properties of housing and the unexplained part of the housing market value.
Furthermore, on the other dimension, the architectural factors are widely spread
between market/private and non-market/public realm. Therefore, some of the variance
created by the architectural factors is already captured by the hedonic models. The
least explored area of architectural factors is in the upper right quarter of Figure 9,
comprising design/unexplained/abstract and urban and planning/public. If market
value is considered from the product perspective, this quarter is what drives market
value further from the fundamentals and creates market bubbles. The problem with
those unexplained urban design architectural factors is that there is no data or the fact
that it is hard to measure those factors.

It is clear that not all architectural factors described in the literature review are
equal in terms of scale, measurability, public or private context, aesthetic or functional
priority. For example, size is so commonly used and easy to measure compared to the
architectural style, which is difficult to understand and hard to identify. Moreover,
size is something that comes from a client or necessity rather than architectural vision,
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is not primarily in control of an architect, while architectural style is more abstract
and emotionally binding. Consumers select the size of the housing object because of
objective reasons and select the style because of subjective preference. The primary
classification of architectural factors is suggested in Figure 10.

Basic properties
Additional properties
Non-design > Technical equipment
Physical condition
Building level > L Building type
Visual appearance and design evaluation
Architectural style

Design> Volume type/external design features
Recognition and awards
L | Heritage
. Location
Non- > . .
on-design Civic points

Urban and —
planning level > ——

Design > Urban pattern/form/structure

Heritage area/complex

Figure 10. The classification of architectural factors; source: created by the author

Various approaches to housing market value exists. The market approach tries
to compare similar transactions, whereas the cost approach has correction coefficients
to deal with the unexplained variance. The concept of having these different
approaches tries to solve the fundamental question, i.e., why buildings with similar
cost, taking into account the income that they can generate, end up with different
market value. The misalignment of estimated market value between different
approaches indicates the existing unexplained variance. In the context of a housing
market, the architectural factors and economic factors should be considered as a
complex system that cannot be analysed in parts. This research looks at the overlap
between the architectural factors and the housing economics. In the modern context
of behavioural economics and neuromarketing, there is a need to recognise the
similarities of a housing market value dynamics to other asset class price dynamics
and architectural design factors to be included within the economic models.

There is a significant number of architectural factors that according to the
literature review, might have an impact on the housing market value and can be used
for the valuation models. However, the architectural factors are not well-defined, and
the boundaries of such variables are blurred in various dimensions. This research
positions those variables in the context of existing hedonic models and economic
literature. At a fixed moment in time, the difference between the cost of architectural
factors and their effect on the price is what creates value. Architecture, in the widest
sense, works as a unique structure. The combined structural effect of the combination
of individual factors creates new properties or urban and planning factors that have
no additional cost, therefore creates value.
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Although architectural factors are often interpreted only as the ones that are
contributing to a visual or design appeal, a more systematic approach would be to
classify them as a matrix of built environment properties. It is clear that specific
architectural factors are of a different nature. Two orthogonal dimensions can be
identified: architectural factors spanning from building/interior/private to urban and
planning/public; and factors spanning from non-design/explained/functional
(utilitarian) to design/unexplained/abstract. The architectural factors include well-
known non-design utilitarian measures starting with size or age and ending with
abstract measures of visual appearance, heritage and others.

1.3.6. The positioning of architecture between market value and public value'!

Market value (good). Buildings are seen as singular objects. There are lots of
hedonic housing price models where buildings are market goods. In those models, the
determinants of the housing market value are various attributes of buildings that have
influence on the price.

Looking at the built environment as a market good, it is seen as a product with
its price. Regarding the looks, various studies show that architectural quality has an
impact on selling and rent prices. It was shown that in downtown Chicago, new
commercial buildings that won architectural awards had higher rent levels (Hough
and Kratz, 1983). Commercial buildings that were rated highly by the architects in
Boston and Cambridge as well had higher rent levels (Vandell and Lane, 1989). A
price premium for certain architectural styles was found in Newburyport,
Massachusetts (Asabere et al., 1989) or the Netherlands. Moreover, the market value
of the housing is driven by the expectations and desires; therefore, the design trends
and irrational behaviour over time become apparent. Although looks, whether inside
or outside, are important, nothing that is not exclusively dedicated to its owner utility
directly adds up to its price. This is where architecture as an externality emerges.

Externalities. Buildings are seen as singular objects related to other singular
objects. “An economic situation involves a consumption externality if one consumer
cares directly about another agent’s production or consumption” (Varian, 2006).
Therefore, a consumption externality in housing is very common as building is
perceived in its architectural surroundings. “Similarly, a production externality arises
when the production possibilities of one firm are influenced by the choices of another
firm or consumer” (Varian, 2006). Therefore, the architects are highly influenced by
the site restrictions when designing a building.

There is no market for better architectural surroundings, but the housing market
is highly influenced by them. Market value becomes dependent on the externalities
(production and consumption of neighbouring architectural objects). “However, there
are other social institutions such as the legal system, or government intervention that
can ‘mimic’ the market mechanism to some degree and thereby achieve Pareto

! This sub-section has been quoted verbatim from the following source: Navickas, V., &
Skripkitinas, T. (2020). Microeconomics of architecture: between market and public. Vadyba
= Journal of management, 36(2), 85-90.
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efficiency” (Varian, 2006). The regulations and municipality administration can take
this part.

With a conviction that the housing market value is highly spatially dependent,
the location factors are becoming ubiquitous in hedonic price models. These may
include methods to capture the distance to city focal points, spillovers of the value of
other buildings or objects. There can be found a lot of research focussing on
identifying house price determinants related to their location and surroundings. It is
confirmed that the housing data is highly spatially dependent (Wilhelmsson, 2002).
Spatial modelling was used to incorporate spillovers of house prices into the
traditional hedonic model for decades (Can, 1990; Anselin, 1988; Le Sage and Pace,
2009); there is research done how to incorporate those spatial econometric models
better in recent studies in Athens (Stamou et al., 2017). Spatially weighted regression
or spatial econometrics are being widely used.

It is demonstrated that there are spillovers of quality design. It is important for
the buildings the looks of the built environment that surrounds them. This hypothesis
can be tested “by looking at the price impact of attractive neighbouring buildings”
(Glaeser et al., 2018) or distance to urban focal points and their influence on the rent
prices (Gat, 1998). It was shown that the houses designed by Frank Lloyd Wright has
a positive effect on the prices of houses nearby (Ahlfeldt and Mastro, 2012). It is
difficult to measure the quality of surroundings; however, various attempts are being
pursued.

Furthermore, abandoned or poorly maintained buildings are negative
externalities. Similarly to various examples of pollution, the owners of such properties
should face social cost of their actions. The concept of network externalities and two-
sided markets is important in city planning. Schools, day care centres, kindergartens,
shops, restaurants and other social infrastructure are undersupplied in new housing
areas, because their market decisions may not meet the needs of the residents.

There would definitely be incentives to internalize such externalities acquiring
public values of quality surroundings. “If the actions of one affect the other, then they
can make higher profits together by coordinating their behaviour than by each going
alone” (Varian, 2006). However, the separation of public and private space in the city
is so deeply embedded in people consciousness and subconscious that the main
structure of city space cannot be internalized (there are other reasons for this, but this
is not in the scope of this study). This is where the architecture as a public value (good)
emerges.

Public value (good). Buildings are seen as complexes and structures. Not all
externalities can be internalized in the district or city. “As soon as there are more than
two economic agents involved things become much more difficult” (Varian, 2006).
Although different locations can have different levels of architectural quality, which
might result in local externalities, the quality of architectural surroundings is such a
widely available externality that everyone in the city must consume the same amount
of it; therefore, it is becoming a public good.

Many public goods are provided by the government. Public spaces in the cities,
e.g., streets, squares, parks, sidewalks, are all the same for everyone to use. Local
municipalities are supposed to cover the need for architectural elements that serve the
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need for public goods. As municipalities are not able to fully satisfy the need for
quality architectural surroundings, this should be accompanied by building owners.
However, the tragedy of the commons or free riding is becoming more apparent. The
players in the housing market are neglecting the need for social infrastructure and
quality public spaces, therefore resulting in lower overall value of their developments
(as the demand for such developments is related to non-market or public goods in that
area).

Architectural design, as a public good or widely available externality, has
impact on many economic activities: it is a huge externality for the housing market, it
is a tool for attracting consumers and producers to the city, advertising quality of life.
There are studies that link tourism sector with the architectural surroundings “that
enhances the special local characteristics of place through unique design qualities that
tourists are attracted to consume” (Scerri et al., 2019), resulting in consumption of
space and economic activity in particular areas of the city (Aranburu et al., 2016). The
quality of built environment cuts deeply into the mental maps of the cities.

Public/nonmarket

Built environment

ikding 1

ikding 2

Figure 11. The position of buildings between market and public; source: created by the
author

Understanding the types of value that the built environment can generate, a
conclusion can be drawn that some types of architectural factors are market goods
while others are public or non-market goods (Figure 11). At the same time,
considering buildings, they are externalities to the other objects. The network
externalities may be detected as well. The internalization of architectural externalities
is limited due to the nature of city public space. Therefore, architecture, as a public
good, is a significant factor of economic activity in the city, as it can be shown in the
examples of tourism sector.

Conclusions. The main concepts that have been outlined in the previous sub-
sections are the following:

1. The housing market value includes fundamental/explained/rational/market part
(architectural non-design factors) and unexplained/irrational/non-market part
(architectural design factors).

2. Multiple dimensions of a housing market value exist: volatility over time,
variance across space, shift/differences between segments (fixed effects of
segments) and other. The variance across space is no less significant than the
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volatility over time, which brings the concept of spatial bubbles. This
dissertation focuses on the variance across space only in the following research.
3. Two major dimensions of architectural factors exist. This creates four categories

of architectural factors: (1) building non-design
(explained/rational/market/private), (2) urban and planning non-design
(explained/rational/non-market/public), 3) building design

(unexplained/irrational/market/private), (4) urban and planning design

(unexplained/irrational/non-market/public). The determinants of the housing

market value and value architecture that the built environment generates are split

between the private value and public value.

All these core components from the previous sub-sections are integrated into the
theoretical model of the influence of architectural factors on the housing market value
in the next section.
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2. THE MODEL AND METHODOLOGY OF EMPIRICAL RESEARCH
ABOUT THE INFLUENCE OF ARCHITECTURAL FACTORS ON THE
HOUSING MARKET VALUE

2.1. The theoretical model of the influence of architectural factors on the
housing market value'

The mechanism of value transfers is presented in Figure 12. The
interrelationships between architecture and the built environment are described in
Figure 5 (see sub-section 1.3.2.). Two main directions, i.e., ‘value in exchange’
(building architectural factors) and ‘value in use’ (urban and planning architectural
factors), can be taken from the built environment perspective. ‘Value in use’ is divided
into five types of value that a built environment can generat