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Main reference : “WHEN BUBBLES BURST”, IMF, WEO, April 2003
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Busting bubbles

Table 2.1. Equity and Housing Price Bear Markets in

Industrial Countries
(Median over all episodes)

Real Equity Prices Real Housing Pricas

Contraction’  Duration?  Contraction'  Duration?

(parcant)  (guarters)  (percent)  (quarters)
Bear markets? 244 5 57 5
Bustst —45.5 1 -27.3 18
10605 =405 1 — —
19708 —40.5 1 -27.3 19
10803 —47.6 1 —-2B8.5 18
1078 =801 10 — —
2000 416 1 — —

Sourca: IMF stalf calcu tlons,

Contraction from peak to trough in real equity and housing prices,
respactivaly.

T Ime Tram peak o trough (aeciuding he peak quartars).

A bear marksts Ineluding busts,

481l bear markets in the bottom quartile (see texd).

*Busts beginning during 1972-74.

$Busts baginning at the peaks recardsd In 2000 and ending In (2:03 (end
of sampla).

)

Equity Price Busis

B %

Busting bubbles

Housing Price Busts Equity Price Busis

Housing Price Busts
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source : “WHEN BUBBLES BURST", IMF, WEO, April 2003




Busting bubbles

B % %

Table 2.2. Relative Contributions to Output Growth
Before and Atter Asset Price Busts

Equity Housing
Price Busts Price Busts

Before!  After2 Beforel  After?
Avarage contribution to GDP growth

{percent of GDP growth)
Private consumpticn 574 552 @15 365
Private fixed investraent in
machinery and equipment 185 36 108 04
Private imvestment in construction 7.7 1.4 104 -327
Other? 164 427 82 1153
Memormandum
Avarage annual growth
in GOP (percent)? 40 2.6 34 0.8

Source: |MF Sl calculitions.

source : “WHEN BUBBLES BURST", IMF, WEO, April 2003

Busting bubbles
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Asset price / housing bubble bust
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Asset price / housing bubble bust

% = / "
% %" %
% % = 6
%" # " #
% — / -
— # =
/ % #
%
Asset price / housing bubble bust
"
% = - #
= " # — %
%
9 = #
3 —# = =
I 6%




#

Was the recent boom different?
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The impact of the recent bust in the US
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Chart 1: household wealth Tas a share of disposable income]

Chart 2: contributions to consumption growth
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The impact of the recent bust in the US

n #

Chart 5: projected house price trands
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Seurce: DGTPEL cakulanons.

Table 3: the impact of a house price slowdown on
consumption growth {in %)

Seenario [ —i.2 —15 | -L7 —11

| Scenario 2 | 03 [ -19 [ 27 | 22

Sawrce DGTPE caltulaions.
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Detecting bubbles in the housing Market — 3 methods
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Detecting bubbles in the housing Market — Econometric models
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Detecting bubbles in the housing Market — Econometric models
1 #
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Table 2: estimation and stability of the ST relationship

# ?< 5

Table 1: estimation and stability of the LT relationship

3 Az 3

197599 1980-99 197595

Constant —419 386 | -—g4p | |Comstnt et I M
Real construction costs 052 055 050 Error correction term —0.08 —0.04 —000

. — B -

Real per capita disposable income 048 0.45 050 din{Bp{-1)) 044 033 044
Real mortgage rale —0.007 —0.008 —0.007 din{Bpi-4)) -043 0.29 044
- 0.60 0.69 0.60 ouiput_pap 0.11 0.08 0.12
dimor) =0.005 —0.004 —0.005

din{Dinc) 0.21 0.10 0.22

B 0.60 0.42 0.60

Dw 180 2.06 185

< 0<=# < % 3ID:I# % " HOP<H# % %% E3 :




Detecting bubbles in the housing Market — Econometric models
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Real property prices {OFHEQ index]

Basz 100 fallin resl prices requined betwesn the baginning
in 1980 of 2008 and the end of 2008 in crder to defiate the bubble

mEximUT overvaiation
of house prices (2008)

100
& \vad dynamic simulation
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Detecting bubbles in the housing Market — Econometric models
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Detecting bubbles in the housing Market — Econometric models
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Detecting bubbles in the housing Market — Affordability ratio
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Detecting bubbles in the housing Market — Affordability ratio
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Table 4. Households mortgage debt and interest burden

Variable interest

Mortgage debr Interest pavments T
%o of household disposable income i of all loans

1902 1000 1003 1002 1000 1003 il

United States 387 63.0 718 44 52 45 33!
Japan 416 348 384 25 13 14 2
Germany 593 244 23.0 X 40 30 72
France 283 330 3935 B 1.4 11 it}
Traly 84 151 198 07 0.8 07 36
Canada 619 68.0 39 37 49 25!
United Kingdom 794 231 44° 37 30 72
Australia 528 832 48 6.4 7.9 73!
Denmark 1186 im2 106 29 B3 2 e
Finland 367 633 71 22 19 97
Ireland 31.6 60.2 923 23 3.0 25 70
MNetherlands 776 1569 2077 30 84 82 15
New Zealand 67.0 1048 120.0 6.9 43 o4 =
Spam 228 478 674 16 22 7 73
Sweden 980 G944 975 s0° 42 33 £y

Detecting bubbles in the housing Market — Asset pricing approach
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Detecting bubbles in the housing Market — Asset pricing approach
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Lessons for monetary policy
# -

Figure 3.8. Housing and the Monetary Transmission

Mechanism
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A simple experiment
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A simple experiment
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Financial innovation in mortgage industry / A stylized model

16



Financial innovation in mortgage industry / A stylized model
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Financial innovation in mortgage industry / A stylized model
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Open questions
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