AR B
HAofFEFo —v b EEHE : LY — L 24 vF v 2 DSGE
ET VA K B EAEDT
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Abstract



We investigate the role of credit conditions in Japan's housing-credit cycle of 1981Q1-19980Q4 using an
estimated DSGE model that separates two distinct channels. Building on Iacoviello and Neri (2010), we
augment the collateral constraint of impatient households with a bank lending-attitude shock that captures
autonomous shifts in credit conditions independent of the loan-to-value (LTV) benchmark, and we extend
the model to a two-regime Markov-switching specification in which the LTV ratio itself switches across
regimes. Three findings emerge. First, the smoothed lending-attitude shock-identified without any
information on bank lending-co-moves strongly with the Bank of Japan's Tankan lending-attitude
Diffusion Index (Pearson correlation 0.64) and did not loosen during the bubble. Second, housing-demand
shocks dominate the variance of house prices and residential investment, while the lending-attitude shock
is the second-largest driver of household debt; credit conditions amplify household leverage rather than
directly inflating asset prices. Third, the estimated LTV ratio is counter-cyclical: the economy is in a low-
LTV regime throughout the bubble and switches to a high-LTV regime only at the post-1990 collapse.
Together, these results indicate that housing demand set the direction of Japan's cycle while credit

conditions amplified its magnitude, rather than that credit liberalization caused the boom.



