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House Price Consumption and Optimal Monetary Policy:
A Perspective from Heterogeneous Expectation

Xiao Weiguo Zheng Kaiyuan and Yuan Wei

( School of Economics and Management Wuhan University)
Abstract: The paper develops a model concluding household” s consumption decision enterprise” s production decision and central
bank’ s decision of monetary policy considering household” s heterogeneous expectation on house price and borrowing constraints. Based
on the model the paper adopts combined econometric method denoted by RBC — VAR and the data sample from the first quarter in 1998
to the third quarter in 2010 and simulates the relation among house price consumption and optimal monetary policy. The results show:
the more householding rising expectation on house price the more significant effect the volatility of house price will have on volatility of
consumption; the bigger loan — to — value ratio is the more significant magnified effect of house price fluctuation on consumption
fluctuation is. But empirical evidences do not support this magnified effect. Central bank could not benefit much from targeting house
price because the decreasing output volatility is at the cost of increasing inflation volatility. The monetary policy suggestion are as
follows: Chinese central bank should focus on curbing high biased house price especially rising expectation. However monetary policy
should not target house price.
Key Words: House Price; Consumption; Monetary Policy; Heterogeneous Expectation
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