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The paper

Introduction of "social dynamics" in asset pricing.
"Social dynamics" = non-market interactions, a¤ects expectations.
Endogenize expectations in Piazzesi and Schneider (2010)

Compatible with rational expectations 6= learning

Fascinating question.
Boom-bust without any macro shock, but due to endogenous
social dynamic.



Plan

1. Social dynamics

2. Competitive market

3. Search market

4. Data on expectations about the US housing market



Social dynamics

Current payo¤ is εlow .
Future payo¤ can take two values εhigh and εlow given.
Probability φ at each period, uncertainty is revealed.

Three states : i , v , c :

If i expectations : εhigh

If v , c expectations : εlow
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Social Dynamics

Number of agents having such expectations evolves exogenously.

I Not a¤ected by asset prices
I Not a¤ected by market structure : Even if it is di¢ cult to �nd
someone on the market, people a¤ect each other the same
way.

I Extensive margin only (number of people for exogenous
expectations)

I Too strongly exogenous ? : No interactions with economic
forces : a single equilibrium

I What is "curing" ? Fundamental value : εlow ?



Competitive Market Structure

stock of homes : k,
1� k homes to rent.

Strong limits to arbitrage :
- Households can buy only one unit of the assets, no short

selling.
- Houses are not produced
- No choice between renting and buying.



The price is made by the marginal investor.
If i < k then the marginal investor is either v or c
If i > k then the marginal investor is i .

i : Phigh = β
εhigh

1� β

v and c : P low = β
εlow

1� β
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Search market

Search model of the housing market + time varying heterogeneous
expectations.
Search model : Di¤erent model: no marginal agents : the price
now follows the average valuation.
Very intuitive.



Data on housing market expectations

Use Piazzesi and Schneider (2010) analysis.
Average sentiment: I use Survey of Consumers of University of
Michigan







Data on housing market expectations: Dispersion

I use Consensus forecast. Provides for the US the expected
Housing Starts, in millions of units.

Expectations of 20 Economic Forecasters. Forecasts one year
ahead, ranked in increasing order.

How much heterogeneity? Movements in the intensive or extensive
margins ?
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1) Some heterogeneity in the cross section
2) But, more or less, uniformly distributed.
3) Lots if movements in the intensive margin. Common drift in the
same direction.



Conclusion

1) Two di¤erent models in the same paper: di¤erent implications
2) social dynamics is very exogenous to prices and allocations, and
(payo¤s).
3) Movements as well in the intensive margin.
4) Normative implication ?

A very interesting and stimulating paper.
Dynamics of heterogeneous expectation in a tractable setting.


