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“Counter—cyclical” of House Prices and Household Debt
ZHAO Xiang—qin', LU Zhen', CHEN Guo-jin®
(1. School of Economics of Xiamen University, Xiamen 361005, China;
2. The Wang Yanan Institute for Studies in Economics of Xiamen University, Xiamen 361005, China)

Abstract: In recent years, the phenomenon that the real economy downturn coexists with the rapid rise of
house prices and household debt has been widely concerned by government decision —making departments and
academic circles. This paper constructs a dynamic stochastic general equilibrium model that includes heterogeneous
intertemporal substitution elasticity of consumption, analyzes how negative total factor productivity shocks can cause
housing prices and debt rising but real GDP growth declining concurrently. The main conclusions are: negative total
factor productivity shock is an cause of formation of rising house prices and household debt, the durative of shock
has significant impact on the increment of housing prices and debt scale as well as the existence or nonexistence
of “counter—cyclical”; the “counter—cyclical” phenomenon of housing prices and debt to some extent relies on
heterogeneous intertemporal  substitution elasticity of household consumption and less regulated financial
intermediaries, the interaction of these two factors resull in conlinuous expansion of household debt, which push up
housing prices and cause differentiation of households housing wealth; government can restrain the scale of credit
by restricting the leverage of financial intermediary’s mortgage business, which to some extent can eliminate the
“counter —cyclical” phenomenon of housing prices and debt, the macro—prudential policy based on the leverage
factor of financial intermediary has the lowest welfare cost. This paper shows that a sustained total factor
productivity shock will create a movement of housing wealth among households, cause significant and continuous
wealth polarization, which make conventional monetary policies have effect of wealth redistribution, in assessing the
effects of policies, not only aggregate indicators like output gap and inflation gap, but also the impact on wealth
distribution should be considered.
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