
HOUSING MARKET HETEROGENEITY 
IN A MONETARY UNION 

Margarita Rubio

Documentos de Trabajo 
N.º 0916

2009



HOUSING MARKET HETEROGENEITY IN A MONETARY UNION



HOUSING MARKET HETEROGENEITY IN A MONETARY UNION

Margarita Rubio (*)

BANCO DE ESPAÑA

(*) Bank of Spain, Alcalá 48, 28014, Madrid, Spain. margarita.rubio@bde.es. I am truly thankful to Fabio Ghironi, 

Matteo Iacoviello and Peter Ireland for their invaluable advice. A great part of this project has been undertaken 

during my stays at the Federal Reserve Board and at the Bundesbank. I thank them for their fi nancial support 

and helpful comments. I also thanks Antonio Miralles and Rubén Segura-Cayuela for very useful comments. All 

errors are mine. Usual disclaimer applies.

Documentos de Trabajo. N.º 0916

2009



The Working Paper Series seeks to disseminate original research in economics and fi nance. All papers 
have been anonymously refereed. By publishing these papers, the Banco de España aims to contribute 
to economic analysis and, in particular, to knowledge of the Spanish economy and its international 
environment. 

The opinions and analyses in the Working Paper Series are the responsibility of the authors and, therefore, 
do not necessarily coincide with those of the Banco de España or the Eurosystem. 

The Banco de España disseminates its main reports and most of its publications via the INTERNET at the 
following website: http://www.bde.es.

Reproduction for educational and non-commercial purposes is permitted provided that the source is 
acknowledged.  

© BANCO DE ESPAÑA, Madrid, 2009

ISSN: 0213-2710 (print)
ISSN: 1579-8666 (on line)
Depósito legal: M-36444-2009
Unidad de Publicaciones, Banco de España



Abstract

This paper studies the implications of cross-country housing market heterogeneity for a monetary 

union, also comparing the results with a fl exible exchange rate and independent monetary policy 

setting. I develop a two-country new Keynesian general equilibrium model with housing and 

collateral constraints to explore this issue. Results show that in a monetary union, consumption 

reacts more strongly to monetary policy shocks in countries with high loan-to-value ratios 

(LTVs), a high proportion of borrowers or variable-rate mortgages. As for asymmetric technology 

shocks, output and house prices increase by more in the country receiving the shock if it can 

conduct monetary policy independently. I also fi nd that after country-specifi c housing price 

shocks consumption does not only increase in the country where the shock takes place, there 

is an international transmission. From a normative perspective, I conclude that housing-market 

homogenization in a monetary union is not benefi cial per se, only when it is towards low LTVs 

or predominantly fi xed-rate mortgages. Furthermore, I show that when there are asymmetric 

shocks but identical housing markets, it is benefi cial to form a monetary union with respect 

to having a fl exible exchange rate regime. However, for the examples I consider, net benefi ts 

decrease substantially if there is LTV heterogeneity and are negative under different mortgage 

contracts.

JEL classifi cation: E32, E44, F36.

Keywords: Housing market, collateral constraint, monetary policy, monetary union.
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