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Abstract

House prices have a big impact on the economy, and customers and real estate

agents are quite concerned about the price changes. Every year, housing prices

rise, which ultimately highlights the necessity for a method or plan that might

forecast home prices in the future. According to research, house owners and

the real estate industry frequently worry about price swings in real estate. To

identify pertinent features and the most effective models to anticipate home

values, a review of the literature is conducted before the creation and analysis

of machine learning models. Physical attributes including the living area, plot

area, location, number of bedrooms etc. affect the price of a property directly.

Previous studies have been based on just a few of these variables. This pa-

per used dataset for USA housing with different internal characteristics and

applied CART with ensemble techniques (Boosting and Bagging), K-Nearest

Neighbor, Local Regression and Random Forest to predict property prices of

houses and their relationship with different features. The paper will validate

the different machine learning techniques applied by using k-fold cross valida-

tion and RMSE to provide an optimistic view on property price prediction.

Keywords: Property Price Prediction, Real estate Forecast, Classification

and Regression Trees (CART), K-Nearest Neighbor, Random Forest, House

attributes, Cross Validation
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1 Introduction

Real estate has been a crucial component of the economic activity which has changed
drastically since the last few years. The changes are not only seen in pricing dynamics
but also demand, general market trends and technology adaptation. Even though
many people lack any prior real estate trading knowledge, they nonetheless spend
money in this market [19]. Lately there has been extra focus on energy sustainable
resources and eco-friendly living as the emerging trend in the real estate industry.
People are demanding greener homes, or suburbs with more trees and greenery.
Incorporation of IoT is also seen as an emerging trend of the real estate sector and
how it’s now shaping the industry of smart homes pricing them accordingly.

This sector is increasingly becoming unpredictable and the rapid changes in the price
can make it a little hard for the buyers as well as realtors to make wise decisions.
The unavailability of houses in favorable areas can cause bidding wars leading to
higher costs. Purchases in expensive and higher demand cities where cost of living is
already higher, negotiating the mortgage loans and dealing with complex and secure
financing can be extremely difficult. These issues are faced by both buyers and
realtors due to the complicated legal and economic issues faced by the real estate
sector. Higher demand suburbs also face extreme rivalry between buyers as well as
realtors making it even more hard to get a suitable house. Economic uncertainty
plays the part of undermining the customer confidence as they deal with market
reluctance.

Over time, both the number of households and the growth of housing units have
leveled off. However, the kind of dwelling occupancy—whether owner-occupied or
renter-occupied—represents the most important shift that has taken place. The
number of owner-occupied homes stagnated in the years following the financial cri-
sis, while the number of renter-occupied homes increased. This tendency has recently
changed, demonstrating that house ownership remains a key component of the Amer-
ican Dream as shown in Figure 1.

The purchasing power of consumers may be influenced by three key variables: income,
home prices, and mortgage rates. Consumer power rises along with rising earnings.
Since 2016, the median household income in the United States has increased to
more than 60,000 dollars, which is among the highest salaries recently. Housing
affordability decreases as mortgage rates or property prices increase. Since 2011, the
average price per square foot of floor space of existing single-family homes in the US
has grown yearly, reaching 143.83 dollars in 2021 [6].

1.1 External & Internal Factors
A combination of external and internal factors is involved in the process of deciding
the real estate pricing including:
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Figure 1: Number of Housing Units in USA from 1975 to 2021
[7]

• Location: The value of houses is substantially influenced by the proximity to
important facilities such as hospitals, quality schools, entertainment & recre-
ation hubs, parks and shopping malls. Prices are naturally higher in districts
with lower crime rate and scenic neighborhood.

• Market Demand and Supply: Main aspect of home prices is dependent on the
concept of demand and supply. Prices are generally higher in high-demand
locations where there’s scarcity of homes and can decrease where there are
many property options available [8].

• Economic Factors: Affordability and demand are directly relied on the state of
economy, standard of living and the buying power of the people including the
employment levels, purchasing power, GDP growth etc.

• Interest Rates: Mortgage interest rates are known to have a strong influence
on the affordability of the property for buyers as with lower interest rates the
prices generally rise due to higher demand.

• Infrastructure Development: Expected infrastructure initiatives in the area
such as under construction high way connections or commercial hubs around
the area also impact the prices in a positive manner.

• Government Regulations and Policies: Most importantly, the rules and policies
set by the government such as tax breaks or limitations on foreign ownership
for buyers have an impact on the housing values and the housing market itself.

1.2 Value Added Through Personal Characteristics
Apart from external factors of housing, the value of property is directly impacted by
the personal characteristics of the house such as:
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• Size of the property and utilizable space, property. Number of rooms, bath-
rooms, finished basements and the structural design of property is really im-
portant.

• Age and condition also have a direct influence where newer and well-maintained
homes tend to be placed with higher prices compared to older houses without
any renovations.

• Features and amenities of the house also directly affect the price where the pres-
ence of pools, theatre, garden, high-end appliances and contemporary kitchens
can increase the price of house.

• Houses in greener neighborhoods and space for home grown gardens are pre-
ferred by many. Also, a well-lit house with natural light coming in directly are
usually high priced.

1.3 Deployment of Machine Learning
Understanding property values using the traditional techniques are becoming ineffi-
cient and losing accuracy with every passing day as the real estate markets continue
to expand in a more complicated and dynamic way. The ability to capture large
amounts of data and identify insightful patterns quickly, deployment of machine
learning is nothing but a game changer in this situation. This has not only led to
quick analysis but a more precise and accurate property value predictions [20].

Thorough knowledge of the price drivers, market trends and individual property
characteristics is important to successfully understand the real estate industry and
its trends while overcoming the obstacles. The buyers and realtors can cope with
the challenging environment and make well-informed decisions about their property
purchase by making use of effective and smart techniques as well as staying informed.

It has become increasingly difficult to predict property values effectively in today’s
changing economy. Here machine learning has proved to be a valuable resource for
everyone especially real estate sector. Stakeholders can know the different variables
affect the real estate pricing by utilizing machine learning algorithms to analyze the
information and identify ambiguities. This has resulted in more informed real estate
agents with better idea about the customer’s choices and are equipped to negotiate
better terms, price properties more fairly, and decide on investments with knowledge.

Machine learning techniques can be used in the real estate in a number of ways.
Firstly, to predict the property prices accurately machine learning algorithms exam-
ine the past sales information, different property characteristics and other variables.
These algorithms can then find intricate relationships and connections between the
selected variables and end up with accurate and consistent property appraisals [11].
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Important factors that have a direct impact on real estate values can be identified
using data analysis techniques. Real estate brokers and sellers can learn what char-
acteristics of a home should be highlighted to draw in potential buyers by ranking
features like location, size, amenities, and age of the property based on their influence
on pricing. Large datasets can easily be analyzed by machine learning algorithms
to spot market trends and price changes over time. Realtors can then utilize this
data to choose the ideal dates to buy or sell a property, modify price plans, and
gauge the general market environment. They can also incorporate data analytics in
their business to assist potential buyers with customized property suggestions based
on their favorable characteristics as well as budget. This technology can recommend
homes that fit the narrow criteria of a buyer by examining their past interactions and
preferences subsequently saving the time and increasing client satisfaction. It also
allows the realtors to compare their prices with competitors and similarly situated
properties to create aggressive pricing tactics. They might establish listing prices
that would correspond to market demand and maximize property turnover.

1.4 Identifying Challenges in Real Estate Investment
Data analysis can help identifying challenges and possible dangers in the real estate
investments as well. Realtors can use machine learning techniques to reduce risks and
make better judgements by taking several factors into consideration such as market
stability, past price patterns and economic data. To enhance the attractiveness
and value of projects or listings, the realtors use machine learning to discover the
attributes that buyers look for in a specific area. Based on these past pricing and
market patterns, machine learning algorithms are able to predict future real estate
values. Prescriptive insights are useful as buyers and realtors can now strategically
plan their investments and foresee market volatility. Real time market insights assist
the real estate professionals to stay updated with ever changing dynamics. They
can react swiftly to changes in demand as well as pricing. Agents can come up with
quicker and informed decisions while saving on both time and money [22].

The real estate sector has therefore benefited greatly from the application of machine
learning and data analysis techniques. Real estate agents have a competitive edge,
they can improve property appraisals, and offer a more individualized and effective
experience for both buyers and sellers by utilizing the power of this technology to
examine the characteristics of homes that impact price.

1.5 Contributions of Research
The research work hopes to contribute a detailed analysis of how machine learning
models can be applied to real estate data and its meaningful outcomes. Real Estate
industry can benefit from a suitable method of forecasting the property prices and
the anticipated increase with every passing year. By reviewing multiple relevant
studies and datasets to chose the best machine learning models for the given dataset
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we hope to bring a new perspective out. Our work would take the application
of machine learning models to real estate industry and it’s forecasting attributes
which will give out fruitful results. Data classification and regression techniques
combined with ensemble learning to model a different set of variables of physical
characteristics of houses explores untapped areas of the field. We hope to overcome
the gaps in the previous studies using this research as a solid work of data exploration,
modelling, processing, analysis and validation. The machine learning models would
be double checked for errors so they can be tested for accountability and accuracy
before deciding what stands out as the best.

1.6 Organization of Project Report
The Report is comprised of eight chapters starting with a detailed introduction.
The introduction highlights the real estate situation around the globe and the USA,
factors which might affect the housing prices, challenges faced by realtors and buyers.
How machine learning techniques can be applied in the real estate industry and what
benefits it can bring by using the right model for forecasting.

Chapter 2 revolves around the research objectives as to why we have decided to
pursue this topic of research and what are our aims to achieve through this research.
It mainly highlights the need of finding the suitable machine learning model for
predicting prices of houses and what possible factors can have a solid relationship
with housing prices.

Chapter 3, the problem statement of the research talks about the real problem faced
by real estate industry which compelled us towards this thesis that is the absence of
a proper workable model to identify the anticipated future property prices and how
realtors and house owners can properly price their property by understanding which
features have the most impact.

Chapter 4 of the research is a detailed review of literature including multiple studies
on machine learning models being already used in real estate sector, how machine
learning models help in predicting prices, what factors can have possible affects
on housing prices and what kind of machine learning algorithms can be used for
different datasets. These research papers and journals have been extracted from
reliable sources and are all well researched and thorough in their subject matter.

Chapter 5 talks about project design which is entirely focused on the methodology
we are going to apply in the study. This includes the dataset we are using, it’s de-
tailed characteristics and exploration of data, our approach with data pre-processing
highlighting the important variables for the research and characteristics we might re-
move or replace as well as the selection of machine learning models. We have decided
to use Classification and Regression Trees with ensemble learning for classification
(boosting and bagging) and Random Forest, K-NN and Local Regression. This is
then followed by the data validation techniques that we will be applying including
Cross Validation and Root Mean Squared Errors.
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Chapter 6 entails the details about our implementation of the models and walks
through a step-by-step procedure of exploratory data analysis, classification and
regression with comparison of models on the basis of their errors.

Chapter 7 is summarization of the findings of the study highlighting which model do
we think is appropriate and what are the most important characteristics of a house
according to our research. This is then followed by the scope of thesis in the future
and how can researchers further expand this piece of work.

Chapter 8 finishes the research work by a couple of recommendations that we have
listed for the particular work and to make amends and what can help achieve even
better results.

2 Objectives

The data in this study is tested using a number of different machine learning tech-
niques which is going to use a combination of pre-processing methods to increase the
accuracy. The purpose of this study is to examine the accuracy of forecasting prop-
erty values using Regression, K-Nearest Neighbors, and Random Forest. The goal
of this research is to understand more about these approaches in machine learning
and what works best for this kind of dataset. We aim to identify if any relationship
exists in property prices with certain characteristics of the houses (those mentioned
in the dataset) including living area, plot area, presence of basement or not and wa-
terfront, number of bedrooms and bathrooms, number of floors, chronological age,
condition and whether the property has been renovated. We also hope to understand
more about these characteristics by studying their relationships with property price
and how impactful they can be. Using machine learning models, we aim to classify
the data and then use regression to design favorable algorithms that would help us
in predicting the property prices accurately. This would give us an idea about the
models which would be best suited for our kind of dataset and what exactly would
prove to be useful.

3 Problem Statement

With the growing uncertainty in the real estate market around the globe especially
after being hit by the pandemic in 2019/20, real estate agents and buyers face diffi-
culties over pricing and the never-ending bidding wars. Sellers always decide pricing
for their properties with little to no knowledge about how the internal and external
characteristics would impact the property’s value and the realtors also base it on
just a few factors totally negating the rest. This paper takes into account the most
important internal characteristics of a property which can help realtors and sellers
understand what would really be important to set up property prices. Not only this,
the buyers would have a knowledge before making their purchase and backing their
bidding wars with logic. Using Machine learning techniques to study the different
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characteristics which impact a property’s value would not only be a help to buy-
ers but a breakthrough in the real estate sector to further analyze the features of
property on a different level.

4 Literature Review

The process of evaluating property values using a different set of techniques is known
as "house price prediction." Despite the fact that there are now high property de-
mands, we don’t have enough appropriate ways that might aid in predicting home
prices. Machine learning focuses on creating algorithms that can forecast future re-
sults based on previous data. Similar principles apply to the forecast of home prices.
This study discussed numerous theories and previous research on this topic. The
act of generating an opinion of value is a crucial tool for analyzing housing prices
whether selling, buying, financing, or insuring on real estate properties [23].

The demand for real estate is growing yearly, which consequently drives up the price
of real estate. In order to make educated judgments and assist the owners in setting
fair home prices, buyers and brokers want to understand the factors influencing the
price of a property. House price predictions may be made using a variety of MLM
models, such as ANN and VR. According to Zulkifley ET al.’s [24] study from 2020,
there are two main components to property price prediction: ANN is more inclined
on house characteristics, and the other focuses on the machine learning model used to
estimate housing values. Based on the factors that affect them, house prices may be
divided into three characteristics: location, structure, and suburban condition. His
research examined the factors that earlier academics had taken into account while
developing various prediction models to forecast real estate values [24]. The findings
indicate that when combined, SVR, ANN, and XGBoost can be effective models for
predicting home prices. It was found that homes in strategic locations cost more than
homes in remote areas with less amenities, such as close access to a retail center.

Researchers want to forecast property values properly while avoiding losses and inef-
fective price predictions. When estimating efficient house pricing for customers based
on their budget and preferences and anticipating home prices, several factors must
be taken into account. Many relevant models are tested and based on results most
accurate models are recommended for forecasting the housing prices. The study by
Truong in 2019[20], examined and assessed the performance of three distinct ML
model types, including Hybrid Regression and Stacked Generalization Regression,
Light Gradient Boost, Random Forest, and XGBoost. All of these models produced
fair results with a specific combination of advantages and disadvantages. RFA had
the lowest error and was the most effective approach for training data, although it
was evidently prone to over-fitting. In terms of accuracy, XGboost and LGBM were
excellent models, but they struggled with time complexity. The performance of hy-
brid regression or HRA was noteworthy and marginally superior to the other three.
Staked GR was a complicated model that is only useful when data accuracy is impor-
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tant. Both HRA and Staked GR produce acceptable results, but time complexities
must be taken into account because both models contain the RFA, a very time-
complex model [21]. The least time-consuming method is Stacked Generalization
Regression, which also uses K-fold cross-validation.

The study by Chouthai et al. [4], in predicting housing prices applying machine learn-
ing showed regression trees to be as effective as linear regression, although polynomial
regression produced results with smaller errors. While neural networks struggled to
effectively use the dataset. In their study, they used a variety of machine learning
techniques to forecast housing prices [4]. These included logistic regression, support
vector regression, the Lasso Regression approach, and decision trees. The research
includes the characteristics and data for 100 dwellings. This study produced accurate
findings.

Numerous regression models combining tree-based algorithms, Support Vector Re-
gression, and Least Square Based Linear Regression have been utilized in order to
build an accurate real estate price prediction model and investigate the most effective
component on the home price. A hybrid Lasso and Gradient Boosting method for
predicting individual house prices was developed by Lu et al. in 2017 [14] using the
Iowa state dataset that was made available on the internet for the researchers. The
selling prices log is their goal variable, and their final prediction is a mix of Lasso
and Gradient Boosting [14].

Ozdemir’s study from 2022 studied many tree-based algorithms to create the ideal
regression model for forecasting real estate values. The analysis revealed that the
CatBoost model was most suited for the property dataset prediction, and it was
determined that living area is the most useful of the three residential properties in
predicting selling price. Out of 80 factors, the above-ground housing area, general
condition, and locality are very significant [25]. Apart from their general quality,
garage properties are also effective.

HPI or the house price index is to determine the increase in residential real estate
prices in multiple countries, including the USA Federal Housing Finance Agency HPI,
the United Kingdom Halifax HPI, UK National Statistics HPI, and Singapore’s URA
HPI. According to studies, they include location, concept, and physical state. The
area of the house, number and size of bedrooms, kitchen and bathrooms, and garage,
the presence of a yard, the plot area and the year of build of the property are physical
characteristics that may be seen to have strong impact on prices [3].

According to a study by Kang [12] there are certain other characteristics which might
directly impact the housing prices and can be called as the physical attributes of the
house just as when was it built, the size of the building, the area and design of
rooms, and other aspects which have an effect on the interior design of a house.
Although ideas cover a range of advertising strategies used by developers to draw
in possible investors. This shows how approachable the house is to entertainment
centers, schools, markets, and highways. A house’s price is directly impacted by its
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locality and vicinity of the amenities [12].

Increased property value can decrease financial flexibility and lead to debt-financed
spending, which might increase demand by levitating owner’s income. There are
usually two types of forecasting techniques for prices[1]. The first group of techniques
include oil and stock price prediction, like predicting market patterns in a time-series
manner. The prices of let’s say plane tickets or real estate fall in the second group.
Here the time series technique would be searching for a correlation between past and
future rates.

This second group would use hedonic pricing based on linear regression. The study
by Abigail has applied a regression model to examine Boston housing statistics and
make predictions about house prices based on the dataset’s attributes. It inves-
tigated the use of the random forest approach for forecasting home prices. The
suggested model’s performance was assessed using the Boston housing dataset, with
performance measures including Mean Absolute Error, Root Mean Square (RMSE)
and R2 or Coefficient of Determination [2]. The study demonstrated the capabilities
of the random forest machine learning approach to have successfully forecast home
values based on the factors available in the dataset.

According to research, before negotiating further, realtors, sellers, and buyers typ-
ically consider if an MRT station is close. Real estate values are significantly in-
fluenced by the age of the home, which is the second important factor. According
to Li et al. (2015)[14], the earth is home to a number of seismic zones, including
those in Tonga, Fiji, Japan, Indonesia, China, Turkey, and Iran. A house’s collapse
during an earthquake could be influenced by its age. Additionally, older homes are
less resistant to damage than newer homes. Therefore, before making a purchase
or renting a home, clients are recommended by dealers to find out the age of the
property. Geographic coordinate information significantly affects real estate values,
as claimed in a study by Melanda, 2016[15]. The transaction date and the number
of convenience stores that are accessible by foot from the housing circle make up the
remaining factors. These are minor than the rest in the process of estimating real
estate prices [15]. In general, this study provides real estate tenants, sellers, and
buyers with early knowledge on the worth of property variables.

5 Project Design

The dataset housing prices in USA contains entries of over 4,600 houses with 17
variables representing the real estate situation in 2014 published on the internet and
updated on 2018. The variables present in the dataset were crucial in impacting the
prices of houses directly. The important step in implementation is data collection
followed by exploration (to understand the variables in dataset), pre-processing stage
for data cleaning and making it suitable for the development of model.
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5.1 Data Collection & Exploration
The dataset includes houses from different cities all over the USA and contains
houses with bigger plot sizes and smaller living spaces. Exploratory data analysis is
required prior to model construction. In order to choose the best machine learning
techniques, it is necessary to first find the underlying tendencies in the data. In order
to understand the features in the data and their purpose, exploration of data was
done. The features include house price (in US dollars) as our dependent variable,
number of floors, bedrooms & bathrooms, plot area, living area, area above ground,
waterfront, presence of basement, year of construction & renovation, address. The
area variables are in square ft. The house of prices range between 7.8 thousand dollars
to 26.6 million dollars. Mean number of bedrooms in houses were three while the
average living area was 2100 square feet and many houses were below that average.
The average plot area was around 14,800 square feet almost seven times more than
size of house (living) however there were less than 50% plots which exceeded 10,000
square feet. This shows that some houses are with larger plot size but smaller living
area and it’s not evenly distributed. Only 30 houses were located by the sea which is
a very small number compared to the other 4570 houses making it a very insignificant
variable. Floor area was 1830 square feet on average with a right-hand symmetry
showing that many houses have below average areas.

5.2 Data Pre-Processing
Now that we have a detailed look at the variables, we know about the important
features and lesser important features which do not have much impact on the de-
pendent variable of price. All of the features involved in the dataset are not fit for
analysis and some need modification or elimination.

• Address would be removed from the database.

• Number of floors also does not contribute anything important so it was re-
moved.

• View is removed as it makes the data redundant.

• Basement and renovation are changed to dichotomous features ( where 1 means
yes and 0 means no).

• Construction year was also subjected to dichotomization too with 0 taking old
houses and 1 as new houses and cutoff year of old houses set at 1970.
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Figure 2 will show that prices higher than 1 million clearly stand out from the rest,
so we eliminate entries with price greater than 1 million dollars. After elimination
of 340 of such entries we’re left with 4260 entries.

Figure 2: Number of Houses and Prices in the dataset

5.3 Model Selection
The data should be properly processed before developing the machine learning models
so they can learn the patterns more quickly. We divide the dataset by splitting
into train and test sections using the ratio 3:1. The training set has some 3159
entries while the test set contains 1052 entries of houses. The work is based on
supervised machine learning models for both classification and regression. Based
on the dataset variables, regression forecasts a continuous value. Regression issues’
primary objective is to calculate a mapping function based on the input and output
variables. Simply put, it also helps identify a solid relationship or correlation between
the dependent and independent variables. Whereas a classification machine learning
model forecasts distinct output features, such as categories, by approximating a
mapping function from input variables. This results in making mapping functions
in charge of forecasting and predicting the category of input variables. This makes
both discrete and real-value variables be used classification process.

5.3.1 Decision Trees

The strongest and most popular technique for categorization and prediction is the
decision tree. It’s a tree structure that looks like a flowchart, each internal node
stands in for a test on a characteristic, each branch for the result of the test, and each
terminal node for the class label. An ML prediction method is called a Classification
and Regression Tree (CART). It demonstrates how other values may be used to
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anticipate the values of a target variable. Every branch of the decision tree has a
prediction for the target variable at the end of each node and a predictor variable at
the beginning of each branch. One essential decision tree technique that presents a
foundation for machine learning is the classification and regression tree algorithm[18].
Leo Breiman came up with the term "CART" (Classification and Regression Trees)
to refer to decision tree techniques that might be used to address classification or
regression tree predictive modeling problems.

5.3.2 Random Forest

Random forest is a popular supervised machine learning model used for both classi-
fication and regression. It uses the ensemble learning techniques by using different
classification and regression models up to perfect precision. This model takes the
results of multiple decision trees and averages them to increase the prediction ac-
curacy of data. Random Forest does not depend on single decision tree but it uses
results from trees individually and calculates the performance based on majority of
votes [?].

5.3.3 K-NN

For classification and regression problems, one common machine learning method
is the K-Nearest Neighbor (K-NN) algorithm. It is predicated on the notion that
labels or values for related data points are frequently similar. The K-NN method
uses the full training dataset as a reference throughout the training phase. When
producing predictions, it uses a selected distance metric, such as Euclidean distance,
to determine the distance between each input data point and each training sample.
When classifying data, the method chooses the K neighbors as the most popular class
label out of the projected labels for the input data point. In order to forecast the
value for the input data point, regression computes the average or weighted average
of the target values of the K neighbors. Since it is a non-parametric regression, it
makes no assumptions about the distribution of the data and hence encourages the
training stage. It swiftly picks up complex target functions without forgetting what
it has learned. ’K’ observations with xi nearby are taken into consideration for a
given input x of training data, and the average response of those ’K’ independent
variables offers [9].

5.3.4 LOESS or Local Regression

In a K-NN method, the window size, or k, is an adjustable parameter that, in this
case, controls the estimate’s smoothness. This algorithm is pretty similar to a K-NN
algorithm in that respect. K might be thought of as your bias vs. variance slider.
Lower values of K will provide larger variance, whereas large values of K will produce
higher bias. To fit linear or quadratic predictor functions at the centers of neighbor-
hoods, the Loess approach employs weighted least squares. A specific percentage of
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the data points must be present in each neighborhood; therefore, its radius is set ac-
cordingly. The smoothness of the predicted surface is determined by the percentage
of data, or smoothing parameter, in each local area. A smooth decreasing function
of the data points’ distance from the neighborhood’s center determines how heavily
each local neighborhood’s data points are weighted [10].

5.3.5 Ensemble Learning

Comparison to using just a single decision tree, the ensemble learning approach
incorporates many decision trees to give out higher predicting performance. The
ensemble model works on the principal that weak learners can be combined to form
much stronger learners. The objective of this learning is to generate a powerful
classifier combining several learners to get more precise classification results. The
four types of ensemble learning techniques are voting, stacking, bagging and boosting.
In this paper, the popular ensemble learning methods of boosting and bagging are
applied to the experimental data and then compared on basis of their cross-validation
errors [16].

5.4 Data Validation & Accuracy
Once the data has been modelled, we can now test the model’s accuracy by using
certain techniques to compare errors between the different machine learning mod-
els and then identify which one suits the best and has the lowest error. Accuracy
score evaluates the number of correct predictions made by a model. A good model
would not only have a lower error, higher accuracy but also be successful in building
meaningful relationships and identifying patterns between variables.

5.4.1 K-Fold Cross Validation

A method for assessing prediction models is K-fold cross-validation. There are k
folds or subgroups in the dataset. The model is first trained and assessed k number
of times, with each evaluation utilizing a distinct fold as the validation set. To gauge
the model’s generalization performance, performance measures from each fold are
averaged. This approach supports the evaluation, selection, and hyper-parameter
tweaking of models and offers a more accurate indicator of a model’s performance
[17].

5.5 Root Mean Squared Error (RMSE)
RMSE is considered as one of the most used and popular performance measuring
technique in regression models. It typically calculates the difference between the
actual values and value predicted by a model. This gives out the accuracy of a
model and the quality of it’s prediction abilities. Lower RMSE value means that the
model is more accurate and better at prediction. Ideally, the RMSE value should be
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0 which is rarely the case since no model would be perfect in always predicting the
accurate results [5].

5.6 Confusion Matrix
Figure 3 shows that confusion matrix or simply the error matrix is known for fore-
casting the performance of a classification machine learning model. It’s a summary
of number of correct and incorrect predicted values by the model (actual and pre-
dicted). With actual values on horizontal axis and predicted values on
vertical axis, it is divided into 4 quadrants of true positive (model predicts value

Figure 3: Confusion Matrix for Multi-Class Machine Learning Model

as positive and it’s positive), false positive (model predicted a positive value which
is in fact negative actually) it’s also known as type 1 error, false negative (model
predicted value as negative but it is actually positive) it’s also known as type 2 error,
and true negative (model predicts a value as negative and it’s actually negative) [13].

6 Implementation & Results

We have gone through a detailed machine learning modelling starting from explo-
ration of data and then applying the CART algorithm. This chapter would include a
step-by-step process of the machine learning models implementation and their results
followed by a comparison of their errors in the end.

6.1 Exploratory Data Analysis
Here in Figure 4 we can see that certain values are more distinctive than others.
Some of these are really expensive homes. As a result, we decide to discard the
instances where
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Figure 4: Number of Houses and Prices in the dataset

the cost of the home exceeds $1 million because they are exceptionally high in the
context of the research question (the possible seller or buyer will not be looking of
such a high-priced properties). We have 4260 cases following this method leaving
340 of such properties out.

After eliminating 340 cases, here in Figure 5 we have shown 4260 properties following
the method in which we leave out any of the property where the cost crosses the
benchmark of $1 million. While looking at Figure 5 we see that many of the houses
are between $20,000 to $60,000 range.

Figure 5: Houses within the Range of $1 Million

In Figuer:6 it shows that the cost of a property is 467.5 thousand dollars on average.
Most of the properties are below the average value as shown in Figure 6 with a
right-hand asymmetry in the distribution. Looking at this we can say that based on
number a house will typically cost between $250,000 and $500,000.
The distribution in Figure 6 supports the fact that the median is below average at
about $315,000.
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Figure 6: Average House Prices

The elimination of outliers forced the price range to be from $7,800 to $1 million.
Moving on we will see how the dichotomization effects where we will divide our prop-
erty features in two variants and then analyze.

In Figure 7 it is shown that property that is priced at "0" in this method is going to
be considered as inexpensive, whereas a property that is priced at "1" is considered
to be costly, that is, one that is priced higher than the mean. We have 2348 afford-
able/below average properties in our dataset. When compared to costly properties
which accumulate at almost 1900. Moving on we will be investigating the factors
that determine a cost of a property.

Figure 7: Above & Below Average Houses

Figure 8 shows that three bedrooms are common in about half of the properties.
Four bedrooms are also common in properties showing up in nearly every fourth
property. Properties with one, five, or more bedrooms are not very common. The
feature gives a mean of 3.347 showing that on average a property has more than 3
bedrooms.

Figure 8: Average Number of Bedrooms
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Figure 9 shows the Floor Area which also has a very clear right-hand asymmetry
like most of the graphs mentioned. Most of the properties are smaller than the 2000
square feet whereas the average here is a little over 1800 square feet making it less
than almost 300 square feet of the House Area.

Figure 9: Average Square Feet (Floor Area)

Figure 10, the property is often less than 15,000 square feet as projected in Figure
10, or more than 7 times the size of the typical home. Majority of the plots are
less than 10000 square feet. The graph here explaining the Plot Area which includes
House and Floor area also has a substantial right-hand asymmetry.

Figure 10: Average Square Feet (Plot Area)

There are just 18 properties that can be labelled as seaside residences shown in Figure
11, or 0.42% of the overall properties in our dataset. The remaining properties are
spread across different cities.
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Figure 11: Properties by the Sea

In Figure 12 a scale from one to five determines the condition of the properties, half
of them were evaluated at 3. 381 properties to be exact, or less than 9% of all the
properties were rated at 5 receiving the highest rating available. Evaluations 1 and 2
were not at all common showing that most of the properties were in good condition.

Figure 12: Rating of Properties Condition

As per Figure 13, 1740 houses, or a little over than 40% of all properties, have
gone through renovation. Which means that most of the properties have never been
renovated.

Figure 13: Number of Properties being Renovated

In Figure 14 we have divided properties by making 1970 as a benchmark year and
distributing them as older and newer by analyzing that how many properties were
built before and after 1970 shown in Figure 14. A lot of properties are more than 50

18



Figure 14: Build Before and After 1970

years old (2007 to be exact), making them relatively old. A total of 2253 properties,
or 52.8% of all properties, were constructed after the year 1970.

The final feature is shown in Figure 15 where we will be using dichotomization is
going to specify if the property contains a basement or not. Around 38% of the
properties does include a basement. A total of 2612 properties (or a little over 60%)
doesn’t have a basement or an underground place.

Figure 15: Properties Containing Basement

In Figure 16, the correlation plot shows that the surface of the property (House Area)
and the Floor Area of the property are strongly correlated. As a result, we will be
putting the regression line on a scatterplot.

Figure 16: Co-relation of Main Factors
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In Figure 17, we have taken both of the main features from the previous correlation
plot and here it demonstrates that both the features have almost the same/equal
values (which are located along a line that passes through the coordinate system).
Although a small dispersion is shown through the line.

Figure 17: Scatterplot of Main Factors

Therefore, we determine to pick one of the two mentioned feature and discard the
other. The feature to stand out is the Floor Area.

The Chi Square test results in Figure 18 shows that the pair of variables are not
strongly related to each other and a moderate relationship exists between the age
of the house and whether it has been renovated, so we don’t eliminate any further
variables.

Figure 18: Chi-Square Results

The data modeling section started with dividing the dataset into train and test with
a 3:1 split respectively as shown in Figure 19.

Figure 19: Training & Test dataset

6.2 Classification
We come to classification of data using decision trees first with seven main variables
chosen to be basement, build, bedrooms, condition, renovation, living area and plot
area.
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It is evident in Figure 20 that the tree created in first attempt is substantial and
trees further optimization. The idea of choosing the best decision tree would be cre-
ating the smallest possible where the k folds cross validation error is just 1 standard
deviation greater than the minimum error.

Figure 20: Single Tree Classification

After being able to successfully create a much smaller tree as shown in Figure 21
which was able to meet the prior conditions, we’ll then move on to envision our model
created.

Figure 21: Single Tree Classification Optimization
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As shown in Figure 22, the highest node shows that living area is the variable with
most impactful values compared to other features. This was further visualized by
using the weights function.

Figure 22: Single Tree Classification Optimization

The Figure 23 further supports the above claim that living area is the most prominent
variable in predicting property prices in the classification tree model followed by the
number of rooms and the plot area. The most unimportant variable came out to be
presence by the sea or simply waterfront.

Figure 23: Single Tree Important Variables

Now we know what were the important characteristics according to this model, it’s
now time to check the viability of model by using it on a test set.
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Prediction error in Figure 24 shows that the model is better suited to predicting
property type than randomly classifying. The confusion matrix above identified
that 263 (103+160) almost 26.7% of total properties were incorrectly classified. 160
properties which were

Figure 24: Prediction Error Single Tree

actually cheaper were predicted to be expensive and 103 happen to be expensive in
reality but were predicted to be cheap. The model was comparatively simple and
quick to run so we now move on our two ensemble models of tree aggregation of
boosting and bagging.

6.2.1 Bagging

Bagging or bootstrap aggregation is used to decrease the variance of a single decision
tree classifier. The model works as follows.
Bagging operates as:

1. Take n number of samples from the first data that has been bootstrapped.

2. Draw a decision tree for every sample that was bagged (bootstrapped).

3. Calculate the mean of individual tree’s projection and a final model.
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Here in Figure 25 we have used 30 trees apriori to bagging tree classification.

Figure 25: Bagging Classification Tree

The model is run and visualized and it’s already smaller compared to the previous
classification tree without clipping so we then move on the vote process.
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Values in yellow shown in Figure 26 (164 and 161) shows that the values were incor-
rectly classified. There were rarely any instances where the numbers of both classes
matched. However, half of them got correct prediction on the thirty trees.

Figure 26: Bagging Classification Votes

As we lay out the weights of this model in Figure 27, we again see living area stand
out from the rest of variables and has the highest impact and plot area and build

Figure 27: Bagging Classification Important Variables
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follow second and third. However, unlike before the bedrooms are considered to be
least important which was surprising.
Now moving to the quality check of the model by using Cross Validation.

In Figure 28, the K-fold cross validation gave out the prediction error to be 0.267
where k=10. This also meant that almost 73.3% of the properties were accurately
classified.

Figure 28: Prediction Error Bagging

The prediction error on test set using the 10-fold cross validation came out to be
0.246 (as shown in Figure 29) meaning that 75.4% of it.

Figure 29: Prediction Error Bagging (Test)

Both the errors are close and thus it negates the idea of the model being over trained.
The results of confusion matrix show that (262 out 1065) were incorrectly classified.
And 125 were classified as false negative whereas 137 came out to be false positive.

Figure 30 shows that the error is fairly constant just after a few attempts as we
visualize on the graph how the number of trees impact the classification error. The
ideal model would be the one consisting 30 trees.

Figure 30: Bagging Error vs Iteration
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6.2.2 Boosting

Boosting combines several weak learners into a single better model, similar to bag-
ging. Contrary to bagging, boosting instructs these slow learners in a step-wise
manner, with each learner building on the errors of the last. Depending on the size
of errors weights are presented in the model. Like bagging, we do 30 trees model.
However, unlike bagging, the trees are not very independent and are affected by the
previous models.

It is seen in Figure 31 that, living area on the highest node shows its importance in
this dataset and how impactful it is compared to other variables. As we visualize the
results with weights distribution we can further analyze.

Figure 31: Boosting Classification Tree

We can understand how the weights had been distributed shown in Figure 32.
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Figure 32: Weights for Cheap vs Expensive

The problem is evident that the votes are for the wrong class and the trees have
incorrectly classified the houses.

The importance of feature shown in Figure 33 for this model indicates that living
area is considered to be the most important characteristic for deciding property prices
followed by plot area and age.

Figure 33: Boosting Important Variables

However, it has also given less importance to renovation which seems unsuitable since
build and renovation would be impactful in reality. Presence by water is considered
as the most unsought characteristic because it does not have much impact on the
price according to this model.
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Figure 34, the model is now tested for accuracy using the k-fold cross validation
where the prediction error turns out to be 0.258 when k=10 and is somewhat similar
to the previous model.

Figure 34: Boosting Prediction Error

The error is then checked (in Figure 35) on the test set and it came out to be 0.24
and we have 76% correctly classified cases in this scenario. It is again in line with
the k-fold validation error and very similar to the bagging error. The confusion error
matrix shows less error compared to bagging with only 256 wrongly classified cases
out of 1065.

Figure 35: Boosting Error Matrix (Test)

Figure 36 helped us see how the error is changed based on the number of trees, the
error is seen to be stabilized after 10 iterations on both test and train sets so we
decided to build model with 10 trees and then check the prediction error on test set.
This gave an even lower error (0.2376) and can replace the 30-tree model.
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Figure 36: Boosting Error vs Iteration

6.2.3 Random Forest

As the technique uses random selection of subset of the data then building several
decision trees on it to call it as random forest classification, we move on to that.
Here every tree acts an individual source of knowledge about the data and draws its
way of classification for the dataset. We start with a model of 1000 trees which are
small so they don’t need any pruning.

We can see in Figure 37 that just after a few attempts the error fell drastically and
stabilizes and so we build a new model with number of Trees=100.
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Figure 37: Random Forest Classification (1000 Trees)

It is not appropriate in predicting expensive properties even though the error keeps
reducing in the training dataset with the addition of trees shown in Figure 38. It
is comparatively easier to observe inexpensive houses but for this particular model,
living area is again the most important and distinct variable. Presence of basement
and renovation do not hold much importance according to this model.
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Figure 38: Random Forest Classification (100 Trees)

We check the error on train set which comes out to be 0.285 the average error is
28.5% and the area under the ROC curve is 0.79 as shown in Figure 39.
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Figure 39: Random Forest Prediction Error

Figure 40 tells that similar to the previous models when looked at the important
characteristics we observe that living area again stands out to be distinct.

Figure 40: Random Forest Important Variables

As the living area increases, the property price increases and classifies it into an
expensive one. As with plot area, the probability first decreases and then starts
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increasing with greater area plots. Presence of waterfront also shows an impact.

The final step is to now analyze the model’s performance and accuracy on the test
set. The random forest model performed worse than the boosting model we just
evaluated giving an error of 0.257 while the average error comes at 25.7% as shown
in Figure 41.

Figure 41: Random Forest Prediction Error (Test)

We will be outlining our results here categorically. We were able to develop and
study four of the models which were: Single classification tree, random forest boost-
ing, and bagging (all of which were based on classification trees). We are aware that
an error on the test set will decide which model to apply in practice. These are the
outcomes:

Boosting: 0.2376

Bagging: 0.246

Single Tree: 0.2469

Random Forest: 0.2572

The second boosting model gave us the smallest error and random forest gave us the
largest. If we differentiate between the most suitable and the worst model, there is
a 1.96% of gap.
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6.3 Regression
We now turn to the regression modelling of data. We will describe the continuous
feature, the value of the property in USD. We will be working on the same features
to explaining and will be technically tweaking them a little.

Once again in Figure 42, we only keep the features chosen as predictors in the set
and divide our dataset into train and test sets with a ratio of 3:1 respectively.

Figure 42: Training & Test dataset

6.3.1 K-Nearest Neighbour

The K-Nearest Neighbour method will be the first technique we employ. This ap-
proach entails finding a number of items that closely resemble the instance being
studied, then estimating their values. To begin, we will develop a basic model with
a single neighbour.

Here in Figure 43, error on the test set came out to be 222084.3, by changing the
neighbors we also change quality of the model.

Figure 43: K-NN RMSE

The most appropriate value for k would be decided after looking for the error on
different set of neighbors.
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In Figure 44, the RMSE value is seen to go down with the increase in the number
of neighbors so choose the model with the lowest RMSE value and K=50 which is
163499.

Figure 44: K-NN Lowest RMSE

6.3.2 Random Forest

Similar to random forest classification. We move to using this model for the regression
of data. We start in a similar fashion of creating 1000 trees of small size.

It can be observed by the graph in Figure 45 that after addition of trees after a
certain stage which can lead to over-fitting, the error reduces very slowly so we take
number of trees as 100.

Figure 45: Regression Random Forest (1000 Trees)
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Figure 46 shows comparatively better results with stabilization of error as the trees
number reach to 100. The three most important variables came out to be living area,
presence of water and bedrooms number. Renovation of the house came out to be
much insignificant.

Figure 46: Regression Random Forest (100 Trees)

With the increase in house prices (in Figure 47), the living area is seen to increase
similar to what we saw in classification. Area of the plot is seen to increase as with
the prices increase but after certain point, with larger and larger plot areas the price
is seen to go down.
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Figure 47: Regression Random Forest Error & Important Variables

Houses built after the year 1970 are seen to have relatively higher prices compared
to older houses.

RMSE of this model in Figure 48 came out to be 157740 which is 5759 less than that
of K-NN model so it can be considered a little better than the previous mode.

Figure 48: Regression Random Forest RMSE
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6.3.3 LOESS - Local Regression

By using Loess regression using the Loess() function to a numerical vector, one may
smooth it out and predict the Y locally (i.e., the learned values of Xs). Using
the span option, which has a value between 0 and 1, it is possible to regulate the
neighborhood’s size. It regulates the level of smoothing. The fitted curve is hence
smoother the higher the amount of span. We have chosen four variables which have
showed significance in earlier models including living area, plot area, number of
bedrooms and the built year.

With this model however, the RMSE value came out to be greater than in the
previous regression models (Figure 49).

Figure 49: Regression LOESS RMSE

Similar to the classification models we were able to sort the 3 models used in regres-
sion based on their errors and are listed as:

Random Forest (RMSE=157740 )
Loess Regressor (RMSE=159569 )
K-Nearest Neighbor (RMSE=163499 )
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7 Conclusion

While running the various models, one feature emerged with the greatest importance
when it comes to the price of a house. Be it any of the classification methods used,
square feet living was given most importance. When mapped onto a weighted graph,
square feet living carried greatest importance. In single tree classification modes, the
least weighted feature was the location of the house by the water. This model also
gave rise to a larger number of false positives and false negatives in the data. Random
Forest gave rise to the highest error of 25.7% during the classification process but
indicated that square feet living is again the one with greatest importance. The
model with the lowest error in classification of data was boosting (23.7%).

In regression however, Random Forest showed the most influential variable on the
price is the living space of the house. With the living space increasing, the house
starts to be classifying into expensive houses. An over-fitting problem occurs because
by adding new trees, the error starts to decrease gradually leading to an over-fitting
problem. There is a different situation with the plot area. Initially, the price for a
house increases with increasing plot size, but at 20,000 square feet, the value of the
house begins to slowly decline with more and more space. Renovation is a debatable
feature. New houses which are built after 1970 are on average slightly more expensive
than old houses.

The best model in regression was Random Forest but it did not turn out to be the
best classification model. In the case of classification, it is possible to use other
models (e.g., neural network) or improve the existing model. The Random Forest
model showed the least variation when predicting the price of a house based on
several features.

Future Work
This study can allow real estate developers and realtors to understand what features
that are presented in the data can impact the value of the property Machine Learn-
ing Algorithms can help identify the important target features for clients and then
appropriately price the house to match the clients price point as well as require-
ments. The study can not only help sellers but also buyers. This study can be used
as a foundation for a variety of research in the future, including real estate market
forecasting, and stock price prediction.

The dataset used in this study was limited and had a limited number of variables
to analyze the predication of property rates. Due to time constraints involved and
complexity of different models, only three models were run and compared. Also, the
data was relevant to the US market, for analysis of different geographical areas and
the factors affecting their property prices, different datasets can be used to generate
a simple yet all-rounder machine learning model for real estate price prediction.
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8 Recommendation

Future studies can examine other predictive models, such as neural networks, Lasso,
and Ridge regressions, whose performance has been demonstrated previously. this
can put stress on future engineering and incorporate user-defined characteristics ac-
quired by mixing a subset of current attributes. This textual tabular information
may be combined with visual aspects of the houses, such as photographs of the in-
teriors and exteriors, to create a more robust, innovative house price forecast in the
future. Finally, other macroeconomic variables such as the price of gold, the stock
market index, property taxes, and the appraised value of a property can impact
the housing market; taking these into account can assist in constructing home price
prediction models that properly anticipate house values.
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