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Abstract

Article information

Exchange rate fluctuations can substantially influence
individual behavior in financial markets, often amplifying
behavioral biases such as herding among investors and
homebuyers. This tendency may result in systematic errors in
investment, consumption, and saving decisions, fostering a
dependency-oriented culture in economic decision-making,
particularly within the housing market. Accordingly, the
present study investigates the role of dependency culture in
shaping herding behavior in the Iranian housing market, with
specific consideration of exchange rate volatility. The analysis
covers 31 provinces of Iran over the period 2011-2021 using
quarterly data and a spatial econometric framework. After
confirming the presence of spatial effects, the Spatial
Autoregressive (SAR) model was employed for estimation.
The findings reveal that exchange rate volatility exerts a
positive and statistically significant effect on housing markets
across both target provinces and their neighbors, reinforcing
herding behavior through the mechanism of dependency
culture during the study period. Additional results indicate that
inflation, population density, and the logarithm of stock market
trading volume also exert positive and significant influences on
housing markets, whereas the logarithm of distance from
Tehran province shows a negative and significant effect.
Overall, the study highlights the interconnected nature of
macroeconomic fluctuations, cultural dynamics, and spatial
spillovers in shaping behavioral patterns in the housing sector,
offering important insights for policymakers aiming to mitigate
financial instability and speculative tendencies.
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Aim and Introduction

By integrating insights from psychology—especially cognitive psychology—into
economic theory, behavioral economics provides a more realistic understanding
of human behavior and economic decision-making (Thaler, 2017). A key subset
of this field is behavioral finance, which posits that investment decisions are not
always based on rational optimization. Instead, behavioral factors often lead to
perceptual distortions, biased judgments, and irrational interpretations. These
tendencies stem from various behavioral biases—collectively referred to as
irrational behaviors—which commonly arise due to investors’ limited capacity to
process information and the impact of emotional factors on their decision-making
(Tan, 2022).

One notable cognitive bias is herding behavior, which refers to individuals
mimicking the actions of the majority. This phenomenon is particularly notorious
in markets such as housing, coins, and currency, where it is widely regarded by
experts as a primary driver of severe and irrational price fluctuations (Rook,
2006).

Methodology

This research employs spatial econometric techniques to analyze the effects of
dependency culture on herding behavior in the housing market across 31 Iranian
provinces from (2011-2021) on a seasonal basis. Spatial econometrics extends
traditional panel data models by incorporating geographical dimensions, which
enables the analysis of spatial interdependence and regional heterogeneity. In the
presence of spatial components, two primary issues must be addressed: spatial
dependence, which refers to correlation among geographically proximate units,
and spatial heterogeneity, which refers to structural differences across regions.
Before estimating the spatial panel models, tests for spatial autocorrelation were
conducted to determine the necessity of incorporating spatial effects into the
analysis. Specifically, Moran’s I, Geary’s C, and Getis-Ord J statistics were used
to assess the presence of spatial autocorrelation among the error terms. A
significant spatial dependence justifies the application of spatial econometric
models. To define spatial relationships, two forms of spatial weighting structures
were considered: coordinate-based distances derived from latitude and longitude,
and neighborhood-based contiguity matrices that capture the relative location of
each province in relation to others. Based on the detection of significant spatial
autocorrelation, the Spatial Autoregressive (SAR) model was selected to capture
the dynamic spatial interactions within the housing market across Iranian
provinces.

Findings

The results of the spatial econometric analysis confirm that exchange rate
fluctuations have a positive and statistically significant impact on the housing
market across both the target provinces and their neighboring regions. This
finding supports the hypothesis that dependency culture, shaped by sensitivity to
macroeconomic signals such as exchange rate movements, plays a key role in
fostering herd behavior within Iran’s housing sector during the study period. The
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presence of spatial spillovers indicates that changes in one province can influence
housing activity in surrounding areas, reinforcing regional contagion effects.

In addition to the exchange rate, the variables of inflation rate, population density
index, and the logarithm of stock exchange transaction volume were also found
to have positive and significant effects on housing market dynamics. These factors
appear to stimulate speculative behavior and intensify market activity.
Conversely, the logarithm of the distance from Tehran province exhibited a
negative and significant effect on housing market outcomes.

Discussion and Conclusion

In Iran, there are no legal limitations on the frequency of property transactions,
which allows a residential unit or parcel of land to be repeatedly traded within a
year. This lack of regulation encourages speculative and herding behavior. To
mitigate this, the study recommends implementing transaction limits and a more
effective taxation system, similar to those used in developed countries. For
example, imposing higher taxes on multiple home ownership and on vacant
housing units can discourage speculation.

Despite the high number of vacant units, a significant proportion of Iranian
households remain without access to adequate housing and face declining
welfare due to soaring rents. Targeted housing assistance—including free land
allocation—could help meet the actual demand and reduce speculative demand,
thereby limiting herd behavior.

Furthermore, price booms typically originate in metropolitan and affluent regions,
suggesting that a more balanced spatial development strategy could help diffuse
housing market pressures. Introducing region-specific construction and
transaction regulations, especially in high-risk speculative areas, could further
manage housing price volatility.

Finally, encouraging investment in parallel financial markets and increasing
stability and public trust in those markets could redirect speculative behavior
away from real estate. Creating viable alternative investment opportunities would
absorb excess liquidity and help stabilize the housing sector.
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Table 1:Description of Variables
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Table 2:Descriptive Statistics of Research Variables
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Table 3: Results of Levin, Lin & Chu Unit Root Test
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Table 4: Results of Correlation Matrix Test
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Table 5: Diagnostic Test Results for Spatial Effects
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Figure 1: Moran’s Scatterplot
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Table 6: Results of Spatial Model Selection Test

Jlezt o)) ool lade Ao B gl
BT (ol e 5 e 5 8 35 055 5500 =0
OIOY (2lad oy90 6o blie o olad sl 545D 6 = -Pp

a3 Ve v )8 (6 lo e s o )3 B mdaw [0 (5o Jxe i o )0 ) e (o (gl S

gy slaazil, sl

Ope3l S o 4 el Cube b G 58l 2 Sl (F) Jgur mls @ azg L
Bl @lad (g yT 055 Joe I gl gai o) (lad mysd Blie o (2lad (g 55095
2 2lad gl yga3l )0 jho as b aSiLl 4 x5 b Gdios 6551 (sl epg > j0 005 e
IR S Bb jl ogd oo Sl (plad slad Jue I 9 o0 5, (2ldS (90 e
gz ST oyl el SolST o)l ¢ ol aings osSl Sl Cgz a5 350 (glayso;]
(5l Joe o e <38 oylel @ a5 b g e plol oL (55Ul o inmslio g (i (S
s sl 358 Dgasl @S Sl Jogs DMLl s (e 52eS 5l 45 05 walss (55

el 0ol S (V) Jgaz o b

i e Joo i 9031 ol ¥ Jgur

Table 7: Results of Spatial Model Selection Test
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Table 8: Results of Lagrange Multiplier (LM) Tests
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Table 9: Results of Fixed Effects Tests for Time, Space, and Spatial Hausman
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Table 10: Estimation Results of the Model
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Table 11: Results of Total, Direct, and Indirect Effects
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