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External Demand Shocks, Developers’ Irrational

Expectations and Housing Price Fluctuation
Z0U Lin-hua

(National Academy of Economic Strategy, Chinese Academy of Social Sciences, Beijing 100028, China)

Abstract ; This article focuses on the influence of irrational investment on housing price
fluctuation and its implementation conditions under the external demand shocks. By
constructing a shock-conduct real estate cycle model based on the Stock-Flow functions and
simulating it by using different parameters, this paper explained the housing price volatility
since 2008 from the supply side. The results of simulations show that the irrational
expectation of the developers can continuously fluctuate the housing price under the one-off
external demand shock. Positive shocks more likely cause larger fluctuations than negative
ones. Demand rigidity, price stickiness and construction regulations will strengthen the
fluctuation of housing price. Except the rational demand management, it is necessary for us
to improve housing supply system and formulate the counter cyclical policy based on the
supply side.

Key Words: external shocks; irrational expectations; housing price fluctuation; impact

conduction
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