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Abstract

Cycles in real estate prices are often connected to stability of financial systems. However, models of asset pricing have difficulties in explaining real estate price movements in many countries. In this paper the standard real estate price models are reviewed and evaluated in the case of Japan and the UK. An alternative approach is presented, based on a macroeconomic model that includes the role of bank lending and that is evaluated using the general-to-specific econometric approach. It is found that the alternative approach and especially the disaggregated credit component, has some statistical significance. This has implications for models of real estate prices in general, as well as for central banking policy and the link to economic stability. Limitations of the model and findings are discussed, as well as the need for further research in this area.
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