o

Accepted Manuscript

Journal of
BANKING
& FINANCE

The Term Structure of Interest Rates with Housing

Carles Vergara-Alert

Pl S0378-4266(18)30172-9

DOI: https://doi.org/10.1016/j.jbankfin.2018.08.005
Reference: JBF 5399

To appear in: Journal of Banking and Finance

Received date: 31 July 2015

Revised date: 17 May 2018

Accepted date: 4 August 2018

Please cite this article as: Carles Vergara-Alert, The Term Structure of Interest Rates with Housing,
Journal of Banking and Finance (2018), doi: https://doi.org/10.1016/j.jbankfin.2018.08.005

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.


https://doi.org/10.1016/j.jbankfin.2018.08.005
https://doi.org/10.1016/j.jbankfin.2018.08.005

The Term Structure of Interest Rates with Housing

Carles Vergara-Alert

IESE Business School. 21 Pearson Avenue, 08034 Barcelona, Spain.
Email: cvergara@iese.edu. Phone: +84 932534200. Fax: +34 932534343.

Abstract

This paper develops a general equilibrium model to study the link between the amount
of capital invested in housing assets and the term structure of interest rates.”In the model,
the production of housing assets is irreversible and housing assets“can be used as collateral
for borrowing funds. Agents’ decisions about consumption and investments in housing and
non-housing assets generate a time-varying market price of risk that*drives the dynamics of
the term structure. The calibration to U.S. data using the simulated method of moments
technique captures the dynamics of consumption, and theé short- and long-term interest rates.
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1. Introduction

Consumers and firms generally use short-term debt to finance the purchase of computers
and most non-housing assets. Investments in computers represent a short-term investment
because computers are assets eliaraeterized by high depreciation rates and a relatively short
service life. In contragt, houses are usually financed with long-term debt. As opposed to
computers, housesrepresent long-term investments with low depreciation rates and a long
service life. Consequently, the aggregate amount of capital invested in non-housing assets,
K, and the.aggregate amount invested in housing assets, H, should be related to the short-
and long=term interest rates.

Inorder to study this relationship, I develop a general equilibrium model in which the
term structure of interest rates is endogenously determined by the representative agent’s
decisions on consumption and investments in housing and non-housing assets. The model is
a fundamental extension of the Cox, Ingersoll, and Ross (CIR, 1985a and 1985b) model. As

in Hirshleifer (1972) and Diamond and Dybvig (1983), the model considers two production

Preprint submitted to Journal of Banking and Finance August 9, 2018



Download English Version:

hitps://daneshyari.com/en/article/11004817

Download Persian Version:

https://daneshyari.com/article/11004817

Daneshyari.com


https://daneshyari.com/en/article/11004817
https://daneshyari.com/article/11004817
https://daneshyari.com

