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The Impact of House Prices Rising on Household Debt and Firm Debt

Liu Qiangian
(School of Business Administration, Guangxi University of Finance and Economics,

Nanning 530003, P.R.China)

Abstract: In recent years, China’s house prices, household debt and firm debt have shown a rapid
upward trend. However, in the process of rapid rise in house prices, the rise of household debt is
greater than that of firm debt. Debt accumulates to the household sector, and the household sector
presents a faster leverage process. In order to explain this economic phenomenon and the economic
mechanism contained therein, this paper uses the quarterly data from 2007 to 2021 to construct a

BVAR model, involving five variables: house price, household debt, firm debt, output and nominal
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interest rate. The results of BVAR model show that under the shock of house prices rising, firm
debt decreases, while household debt, output and nominal interest rate rise and show a hump.,
which means that household debt crowns out firm debt. Then a DSGE model containing real estate
sector, heterogeneous families, price stickiness and non-Ricardo families subject to credit constraints
is constructed. Numerical simulation shows that under the shock of rising house prices, DSGE model
can better fit the characteristic facts of BVAR model. The credit constraint of non-Ricardo families is
the key influence mechanism. On the one hand, the credit constraints of non-Ricardo families form
the housing mortgage effect, which makes families increase housing purchase and increase house
prices, household debt and interest rates. On the other hand, it forms the redistribution effect of
credit, housing and debt, which reduces firm debt and increases household debt. In this process, the
rise of house prices and household debt makes the interest rate rise, inhibits domestic consumption
and fixed asset investment, and the real wage decreases. The negative wealth effect makes families
reduce leisure and increase labor supply. At this time, the output growth is mainly driven by em-
ployment growth. With the help of the benchmark model, this paper further simulates the policy
effect of the central bank’s counter-cyclical regulation of the real estate market, and finds that al-
though the tight monetary policy and tight credit policy can stabilize house prices and reverse the
crowding out effect of household debt on firm debt, these two policies have a negative impact on the
real economy. Among them, the tightening monetary policy has a greater negative impact on the real
economy, mainly because the tightening monetary policy increases the interest rate, resulting in a
large decline and recession in output, inflation, total employment, total consumption and invest-
ment, which is not conducive to steady growth. The implementation of the tight credit policy for the
household sector reduces the interest rate, forms a positive liquidity effect, and makes the invest-
ment rise, while the output, inflation, total employment and total consumption rise to positive in
the long term after experiencing a short-term recession. At this time, the growth of output is mainly
driven by investment and then capital growth. From the perspective of reducing interest rates and
promoting economic growth, the implementation of tight credit policy for the household sector has a
policy effect similar to that of expansionary monetary policy. Therefore, the implementation of tight
credit policy for the household sector is a more effective and appropriate method for the central bank
to regulate the real estate market.

Keywords: House prices rising; Credit constraints; Household debt; Firm debt
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