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Level 1st difference Level 1st difference
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Null hypothesis: o 0.05 .
Trace Statistic . Probability
No. of CE(s) Critical Value
r=0 12.84349 12.32090 0.0408**
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Null hypothesis Max-Eigen Value 0.05
P gen - Probability
No. of CE(s) Statistic Critical Value
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r=1 0.005944 4.129906 0.9496
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ANAREIT ATBI
Variales Coefficient t-value Coefficient t-value
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ATBI(-1) 0.04213 0.25762 -0.20777* -2.10508
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R-squared 0.138475 0.367997
Adj R-squared 0.101017 0.340519
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Variance Decomposition of T-REITs Variance Decomposition of TCP
Period S.E. TREIT TCP Period S.E. TREIT TCP
1 2.92 100.00 0.00 1 0.08 1.50 98.50
5 7.48 98.85 1.15 5 0.12 22.61 77.39
10 9.21 74.15 25.85 10 0.14 24.32 75.68
15 10.04 62.46 37.54 15 0.15 21.57 78.43
20 10.13 61.33 38.67 20 0.15 21.35 78.65
25 10.15 61.32 38.68 25 0.15 21.41 78.59
30 10.15 61.31 38.69 30 0.15 21.42 78.58
35 10.15 61.28 38.72 35 0.15 21.41 78.59
40 10.15 61.27 38.73 40 0.15 21.41 78.59
45 10.15 61.27 38.73 45 0.15 21.41 78.59
50 10.15 61.27 38.73 50 0.15 21.41 78.59
55 10.15 61.27 38.73 55 0.15 21.41 78.59
60 10.15 61.27 38.73 60 0.15 21.41 78.59
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2011 ARES Conference, Seattle

Monetary Policy, Inflation and House Prices in the U.S.
and Six Asian Markets!

Tsoyu Calvin LIN?
TsungHan Lin®

Keywords: subprime mortgage crisis, asset securitization, monetary policy,
mortgage-backed security (MBS)

Abstract:

The subprime mortgage crisis occurred in 2007 has not only struck the macro
economy and real estate markets in the U.S., but also significantly caused the
worldwide financial markets turbulence. The U.S. has experienced a long-term
period of low interest rates since 1980. Easy monetary policy encouraged
homebuyers to acquire risky mortgages, and bolstered the prices of real estate and
mortgage-related securities (MBSs). Through the use of real estate as a policy tool
to stimulate the economy, banking industries tended to loosely scrutinize the loan
application due to risk transfer mechanism of the mortgage securitization. Most
investment vehicles, including stock, real estate and fixed-income securities (e.g.,
bonds, MBSs, and Collateral-Debt Obligations, CDOs) enjoyed the “irrational

exuberance” during the low interest period. The subsequent rising oil prices in

! The author is grateful to the financial supports from the National Science Foundation in Taiwan
(NSC 99-2410-H-004-181), the Chiang Ching-Kuo (CCK) Foundation, and the Fulbright
Foundation.

2 Corresponding author, Tel: US (510)717-8962, Email: tsoyulin@nccu.edu.tw.

Professor, Department of Land Economics, National ChengChi University, TAIWAN.
Visiting Professor, Fisher Center of Real Estate and Urban Economics, Haas School of Business,
University of California at Berkeley.

3 Assistant Professor, Department of Finance, ChaoYang University of Technology, TAIWAN.



2003 pushed up the inflation. Interest rates in the U.S. were raised drastically to
cope with the rising inflation, leading to the default peak of subprime mortgages
(especially for adjusted-rate mortgages, ARMs) and CDOs, and consequently
crashing the global financial markets.

There are inconsistent conclusions regarding whether the housing boom was
caused by the expansionary monetary policy in the U.S. in the early 2000s
(Bernanke, 2010; Taylor, 2010; Avery, Bhutta, Brevoort, and Canner, 2009;
Fukunaga and Saito, 2009;Lin, 2009; Lin, 2008; Orphanides and Wieland, 2008;
Del Negro and Otrok, 2007). This paper firstly intends to explore the impact of
monetary policy on house prices in the U.S. and six Asian markets including China,
Hong Kong, Japan, Singapore, South Korea and Taiwan. Second, the analysis is
extended to the fitness of “Taylor’s Rule” on the adjustment of inflation and house
prices. Preliminary results show that easy monetary policy tends to inversely affect
the house prices in these markets with the exception of Japan due to the sluggish
economy performance. Further, the application of Taylor’s Rule on the adjustment
of house prices might be inadequate due to the lack of inclusion of house prices in

the CPI, or the investment behavior of home buyers.
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