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Abstract

Along with the global real estate boom and bust cycles, and the increasing share
of housing wealth in households wealth over the last two decades years, more and
more scholars began to focus on the impact of real estate market fluctuation on the
macroeconomy and financial; Especially after the US subprime crisis in 2007,
conduction mechanism of the real estate price flunction to macroeconomy and its
monetary policy response again becomes the focus of scholars. At present, the global
economy is experiencing a difficult and tortuous road to recover, China also faces
profound economic transformation. In this context, the study fries to reveal
conduction mechanism of the real estate price flunction to inflation, output and
household consumption, and explore the strategy how monetary policy to respond to
house price shocks under the condition of uncertainty.

Firstly, in view of the drawbacks that domestic scholars mainly adopts linear
model and rarely utilize methods of out-of-sample forecast, the report inspects the
nonlinear relationship mechanism between house prices, inflation and output with
theoretical model, and uses threshold model depicting this nonlinear relationship.
Then, the thesis compares the out-of-sample forecast ability between linear model and
threshold model. The study discovers that: House prices have threshold effect on
future inflation and output, and when house prices are in low growth stage, the
positive influence which house prices bring to inflation and output is very significant;
Other wise, house prices have no significant effect; Relative to the linear model,
threshold model can effectively improve inflation and output forecasts.

Secondly, the report studies the asymmetric impact of the housing prices
fluctuation on household consumption. The conclusions is: House price volatility does
not affect the consuming behavior of homeowners with high income, but promotes the
consumption of constrained homeowners by easing credit constraint; house price rises
will has excluding effects on renter’s consumption; the effect that house price has on
total consumption shows nonlinear characeristic in different house price growth
mechanisms. This study tests the reality in China with threshold model, the results are
as follows: On the whole, when house prices are in lower growth stage or income in
high growth stage, the positive influence which house prices bring to consumption is
very significant, otherwise housing prices have no obvious impact on consumption or
even have excluding effects on consumption; When house prices or incomes of high
down payment urban are in the slow growth stage, and house prices or incomes of
lower down payment urban are in a high growth stage, house prices have a significant

positive effect on consumption; Disposable income is decisive influence factors of
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residents’ consumption.

Nextly, taking Xiamen as an example, the study empirical tests the regional
diversity features of house prices affect residents’ consumption. The study discovers
that: Although in the long run, house prices will promoting consumption in Xiamen,
but in the short time, accelerating in house price rises will has excluding effects on
residents’ consumption in Xiamen. we should take measures to bring down current
house price rising excessively in Xiamen, stabilize the households expectation in
purchasing houses, and raise disposable income of residents and maintain the
sustainable. healthy and stable development of real estate market in the long term.

Lastly, the paper reviews the literatures about how monetary policy response to
real estate bubbles. The study found: Debates among foreign and domestic research in
this field include indirect response. afterward adaptive reaction and direct intervention,
the decisive factor influncing monetary policy response rule choices is uncertainty in
policy environment, and so appropriate policy choice is the integration of the direct
intervention and indirect response to house price bubbles in an uncertain environment.
Monetary policy and prudential supervision of financial should actively coordinate
and cooperate help to achieve the goal of economic and financial stability; We should
make more use of real estate credit policies to control the supply and demand in real
estate market, so as to effectively curb excessive volatility in house market.

Facing the chanllenges of house prices shocks, monetary authorities can consider
the following countermeasures: (1) It should be flexible and practical for central bank
to deal with real estate bubbles and financial risks, and appropriate policy is the
integration of the direct intervention and indirect response to house price bubbles. (2)
Central bank should fully aware the fact that house prices can predict future inflation
and output in different growth mechanisms of house prices, when house prices are in
low growth stage, monetary policy can be appropriately pegged to the house prices,
and then achieves their policy objectives. (3) It should take into account the nonlinear
relationship between house prices and household consumption in different
mechanisms, keep overall house prices in low growth mechanism, and improve
growth rate of residents' disposable income through the reform in the income
distribution system.(4)The currency authority and regulatory authority should
positively coordinate and cooperate, fully make use of the mortgage policy to control
house prices, and adopt differentiated policy mean according to regional house prices,
income, down payment ratio and other characteristics.

Keywords: House price; Macroeconomy; Monetary policy; Threshold Model
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