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SUMMARY

Many problems in the valuation of real estate have
not been resolved. The most important one’s includes
the need to correctly allow for low liquidity in the val-
uation (difficult transferability) or real estate. The pe-
riod of searching for a buyer in the real estate market
usually takes months. The low iquidity of the real es-
tate results in additional risk in comparison with the
valuation of liquid assets, which must be allowed for in
the estimation process. The estimation of the amount of
the premium is difficult, moreover it is not constant in
time, it changes as the economic situation and the sit-
uation of the real estate market changes. For example,
research conducted in the United States showed that in
the years 2005-2008, and thus in the period of strong
shocks in the financial markets, the premium for liquid-
ity risk in real estate markets was constant, and it was
relatively constant also in the years 2009-2010, but it
was established at a higher level - it increased from 25-
33 points to 61-89 (D. Andrews 2011).

The ability to correctly value low liquidity is partic-
ularly important for institutional investors at the stage
of construction of investment portfolios. The problem
of mapping the dynamics of changes in the market.
The requirement for the value of real estate to be de-
termined as of the valuation date may suggest that the
valuation is of static nature.

The static nature of the valuation is supported by
certain economic principles of valuation, such as: in-
ternal equilibrium principle, substitution principle, or
conformity principle.

However, the very fact that the value is determined
as at the given date, the valuation date constitutes an
attempt at overcoming the market volatility. The need
to allow for market volatility in the valuation process is
indicated by subsequent valuation principles: the antic-
ipation principle, the variability principle or competi-
tion principle. The real estate markets show dynamics.
In the literature on the subject, three rights of the dy-
namics are indicated: markets are driven by the occur-
ring differences between demand and supply, the rate
of changes is proportional to the size of those differenc-
es (for example, the more the demand exceeds supply,
the quicker the prices will change, aiming to achieve
balance) and a turning point takes place in the form of
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the new adjustment of demand and supply (BRADLEY
1990). The market volatility may reduce the validity of
the estimated value level, which means that the market
value as of the valuation date is not sufficient for users.

The awareness of changes taking place in real estate
markets puts a question mark on the expression of value
in the form of one number suggests - besides the deter-
mination of the current value of the property - the need
to publish the analysis of disclosing future directions of
changes in real estate markets and their impact on the
level of the estimated value13. The recipient of the valu-
ation should be aware that the value calculated as at the
valuation moment may be subject to fluctuations within
certain anticipated boundaries as the effect of market in-
stability (TURCAS 2008) the valuation of new products
connected with real estate, e.g., shares of legal securities
issued on the basis of the real estate, i.e., “future” type
contracts for the future prices of houses, which requires
the development of new methodologies.

Each of the products must be valued in a manner
appropriate for their own features and markets from
which they originate, it must allow for risks specific to
the real estate assets, despite the fact that that the place
of their trading is the securities market. Problems with
the correct separation of the value of enterprise and
the value of real estate. This problem has become the
subject of a global discussion. It becomes particularly
relevant in the case of valuations for the purpose of
assessment of the real estate tax on such properties as
hotels or shopping centers, difficulties in obtaining and
maintaining databases in real estate markets, which
causes, as Vandell writes, the possibility of occurrence
of the “Garbage in - garbage out” situation. Oneof the
more serious problems related to real estate is not just
the meagerness of market data,

but also, the low speed in their acquisition in com-
parison with the equity and bond market - months may
pass between the signing of the preliminary agreement
and its finalization and recording the change of the
owner. For subsequent months, the transaction may not
be disclosed, which may suggest that the market is not
responding to current events. However, the determina-
tion of the value requires having market data defining
the market on the valuation date, growing gap between
the valuation theory and practice. Not just the theory
but also the market has outstripped the valuation prac-
tice. The establishment of new products caused a new
participant to appear in the valuation area - besides
practitioners and academics, financial economics has
appeared, which substantially hinders the integration
of valuation theory with practice.
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