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Monetary Shocks, Volatility of Real Estate Returns
and the Choice of Optimal Monetary Policy

CHEN Hu-fei', CHEN Hong-fei’, ZHENG Qi*

(1.School of Finance » Shanghai University of Finance and Economics . Shanghai 200433,
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Abstract: Inconsistent with risk-return trade-offs, real estate market in
China is featured by investment anomaly and long memory. Based on Taylor
rule and the elimination of market expectation, the paper calculates
monetary policy shocks. Then on the basis of the characteristics of aggrega-
tion and time-varying of time-series data of real estate investment returns, it
establishes a GARCH(1,1)-M model to measure the volatility of investment
returns in real estate market and successfully explain why during the period
of strict monetary policy the current housing price rises instead. And at last,
from the new perspective of market investors’ pricing behavior, it gives the
closed-form solution from a dynamic model of economic system. The results
provide a theoretical basis for the implementation of optimal monetary policy
which pays attention to the volatility of asset prices.

Key words: optimal monetary policy; behavioral asset pricing; invest-
ment anomaly; long memory (FHEHRE & )
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