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ABSTRACT

The purpose of this paper is to reveal the effect of flood risks on land prices. In this

study, we use the hazard maps from the local government as risks of the flood and

estimate the effect by Hedonic Approach. Previous researches didn’t consider the biases

from omitted variables and spurious correlations. We use the Instrumental Variables

Method to solve these problems. In addition, we calculate the market’s valuation of the

flood disaster by using the Expected Utility Theory.

This study reveals that the price in the risky area is discounted against that of the

safe area by around 17%. This result shows that previous researches underestimated the

negative effect of the flood risk on the land prices. Besides, the amount of damage

calculated by Expected Utility Theory is larger than the statistics.
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