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What drove optimistic beliefs about house prices in the 2000s?

e Incomplete information about the evolution of house
prices 1n an unprecedented aggregate economic state.

* Nationwide loosening of credit conditions 1n an eco-
nomic expansion lacked historical precedent.

Beliefs can be a driver housing booms

* Shown by Kaplan et al. (2020) in a general equilibrium
model with incomplete markets and aggregate risk.

* This paper enriches their state-otf-the-art framework with
endogenous beliefs via adaptive learning.

 Under endogenous beliets, the model’s house prices
match the time path and volatility observed in the data.

e Calibrate endogenous beliefs to a novel proxy of house
price expectations.

* Persistently positive forecast errors consistent with data,
mainly negative 1n exogenous beliefs specification.

Expected house price growth from a novel proxy constructed from
the Michigan Survey of Consumers
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* Beliefs highest when house prices peak, at odds with full-
information rational expectations.

Endogenous beliefs

e Krusell and Smith (1998) method relies on evolution of
house prices pz,
Z = Z,Z'—current and future aggregate states

logpz,,, = CLOZ + a% logpz, +ez,
w%az
* Exogenous beliefs are fixed and known, a z.
 Under adaptive learning, endogenous beliefs are time-
varying and unknown, a z,.
e Learning gain g and forecast error e;_1 are key parame-

ters, and calibrated to novel survey proxy.
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Impulse responses—aggregate shocks to income and credit
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Calibrate annual learning gain ¢ to mean squared forecast error

e Aggregate House Prices, 1997=100
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Model’s forecast error positive under endogenous beliefs, mostly
negative under exogenous
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