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Brief literature review
Macroprudential Policy and Housing

Occasionally-binding collateral constraints on credit:
Fisher (1933)
Auernheimer and Garcia-Saltos (2000) 
Caballero and Krishnamurthy (2001) 
Kiyotaki and Moore (2007)       
Lorenzoni (2008) and Korinek (2009)
Bianchi (2011)

Studies that built on Bianchi’s model:
Bianchi et al. (2012)       
Benigno et al.(2013)
Bengui and Bianchi (2014) 
Bianchi and Mendoza (2016)

In general: no housing  
Housing as capital
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Research questions
Macroprudential Policy and Housing

Q1: I extend Bianchi and Mendoza’s 2016 model in order to provide a 
quantitative assessment of the optimal macroprudential policy in a framework 
for small open economies that considers news shocks, shifts in global liquidity 
and housing.

Q2: I use the aformentioned model in order to study how an exogenous rise in 
external demand for housing changes the optimal macroprudential policy.
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Model - Assumptions
Macroprudential Policy and Housing
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Model - Assumptions
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Stochastic process for the production of tradable goods:
yT
t = (1− ρ)µ+ ρ yT

t−1 + ϵTt

Assume yN
t = yN = 1, At = A = 1: land does not increase or depreciate.

News are modeled as a noisy signal:

p(st = i |yT
t+1 = l) =

{
θ , i = l
1−θ
N−1 , i ̸= l

Regime changes in global liquidity:[
Fhh Flh

Fhl Fll

]
=

[
p(Rt+1 = Rh|Rt = Rh) p(Rt+1 = R l |Rt = Rh)
p(Rt+1 = Rh|Rt = R l) p(Rt+1 = R l |Rt = R l)

]
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Model - Decentralized Equilibrium
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Budget constraint and market clearing: qtbt+1 + cTt = bt + yT
t

Dynamic programming problem of the agent:

V (bt ,At , y
T
t , y

N
t , st , qt) =
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N
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where:

qtbt+1 + cTt = bt + yT
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Model - Decentralized Equilibrium Prices
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Prices denoted in tradables: pX
t =

∂U(Xt )
∂Xt

∂u(cTt )
∂ct

Price of non-tradables: pN
t =

( 1−ω
ω

) ( cTt
cNt

)1+ η

Price of land:

pH
t = 1

αω
cσ−1−ηD
t

[
ω (cTt )−η + (1− ω) cNt )

−η]ηD−η
(cTt )η+1 ∂Ut

∂At

To obtain ∂Ut
∂At

, two disconnected states:

A+ = A + ϵ
A− = A− ϵ.
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Model - Macroprudential policy
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Social planner: takes prices into account

∂u(ct )
∂cTt

+ µt ψt =
β
qt
Et

[
∂u(ct+1 )
∂cTt+1

+ µt+1 ψt+1

]
+ µt ψt = κY

∂pNt
∂cTt

+ κA
∂pHt
∂cTt

Macroprudential policy: constraint does not bind today but may bind
tomorrow

Optimal tax: decentralize τt =
Et [µt+1 ψt+1 ]

Et

[
∂u(ct+1 )
∂cT

t+1

]
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Model - Numericl approach
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Global solution method necessary.

Value function iteration method
interpolated decision rules (linear interpolation) 
occasionally binding constraints

With the policy function obtained: simulate the economy
unconditional moments
moments conditional on sudden stops 
event analysis of sudden stops
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Calibration - Argentina
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Results - Introducing Housing only with DTI condition, low liquidity
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Results - Introducing Housing only with DTI condition, high liquidity
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Results - Introducing Housing only with DTI condition
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Results - DTI and LTV, Low liquidity
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Results - DTI and LTV, High liquidity
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Results - DTI and LTV
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Q1's Conclusions
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No assets in the collateral condition: housing decreases the need for 
macroprudential policy (-6.64% in the average tax).

With assets in the collateral condition: housing increases the need for 
macroprudential policy, and significantly so (+38.7% in the average
tax).

With assets in the collateral condition: housing eases implementation.
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Comparative statics

e proportion of land rented to foreign buyers
10% increase in prices
increase in income: e l

P
pHt At

The effect of the surge in prices is, a priori, ambiguous.
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Model - The surge in House prices
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Calibration - Spain
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Results - Low liquidity
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Results - High liquidity
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Results
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Even when - by construction - the increase in average land prices was
completely exogenous and permanent, macroprudential policy should lean
against the wind. This is a novel result when using the pecuniary
externality approach.

The strengthening of optimal macroprudential policy should be
commensurate with the average increase in prices (45.4% increase for a
10% increase in prices).

Implementation eases with the increase in prices (and vice-versa)
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Q2's Conclusions
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