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A Brief Introduction to Elliot Anenberg, and Edward Kung (2016) “Interest Rate and

Housing Market Dynamics in a Housing Search Model”

1.1 What s the question?
afamARE GG BT « EAREHIG FHEN S E G AT E B DU E R & e
RF 1 Pt EE R B R R s 2

1.2 Why should we care about it?
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Real World Example:
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1.3 Whatis your answer?
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1.4 How did you get there?
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Notations Used

Notations Meanings

h=1,2 Types of housing units (new and old)

P = p1,-,p Possible price levels

P c The price of land

6=>» / S The ratio of buyers to sellers in the submarket

Pp(0) The probability that a buyer meets a seller

ps(0) The probability that a seller meets a buyer

744 (%) The value function of a buyer when the aggregate state is x

Vo (x) The value function of an owner when the aggregate state is x

Ve(x) The value function of a seller when the aggregate state is x
|43 (C' x) The value function of a builder sitting on an undeveloped plot of land
V2 (C' x) The value function of a builder in development
V3 (C' x) The value function of a builder who is listing her property for sale.

W3(l,r,x,p)  The value function for a seller currently listing at price p. W

k The present value of the buyer’s utility if he does not enter the housing market

Gn(e) After the buyer meets a seller, he discovers an idiosyncratic preference shock &€ for

that particular house

r=714,,ry The interest rate

u(y —rent) The flow utility from consumption, where Y is per-period income and rent is the

rental rate




D05323005 43

Up:.—-D The utility function used to evaluate net wealth at the time of a move.

k(p,h x) the probability that the seller meets a willing buyer in submarket (p, h)

l The loan amount,

Cg A per-period search cost

C Heterogeneous construction costs C
E, the builders’ opportunity cost

n An additively separable, idiosyncratic cost to begin development each period
F, The cdf of 1

B The discount factor

A A moving shock

a The probability of depreciation conditional on moving shock

¢ =1 / 6 The average construction time from start to completion is 6 months
] In subsequent periods, the seller can only change her list price with probability p.
Calibrated equals to 0.37.
L Builders

H An estimate of the size of the housing stock in SanDiego from the 2000 census




