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Abstract

In this study we provide a behavioral explanation for spatial dependence in commercial
property asset pricing. We analyze nearly 6000 hotel transactions in the US between 2001 and
2016 applying temporal spatial autoregression with autoregressive error (T-SARAR) models
to test the behavioral explanation. We show that the spatial lags are partially driven by
behavioral biases whereas the spatial errors do not exhibit a distinct pattern of association
with market conditions which are known to influence the investor behavior. In particular,
spatial lags influence future transactions the most when irrational sentiments are the lowest
(during periods of unexplained pessimism) or when the rational financial market anxiety is
the highest (during periods of economic turmoil).
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