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A Micro-Based Dynamic Macro Analysis of Land Market
‘Expanding and Shrinking Mechanizm of Rational Babble

based on Liquidity Preference

. Takaharu Morishima
Institute of Socio-Economic Planning, University of Tsukuba

In Japan, as stock price rise, land value rise occur for the latter of 1980s. Most of
people believe that land value rise is caused by excess expectation for land as bubble. But
they do not explain enough how land value rise.

Bubble is the difference of land value from fundamental value based on profitability.
Money gives us no profit. Then, t‘he value of money is bubblé. The value of money has
not been caused by profitability, but liquidity. We can exchange money for every goods '
in future. This is a liquidity of money. Money has only liquidity. Real capital, human
capital, durable goods, real estate etc. have only profitability. Stocks and land has not
only profitability but also liquidity. Bubble on the stock price and land value is the value
based on liquidity. |

In this paper we wish to explain how land value rise. We consider a dynamic -
model in which a representative household with preference for liquidity of asset maximizes
time sequence of his utility under flow budget constraint with perfect-foresight. Most of
recent papers analyze perfect equilibrium that clear all market. We analyze imperfect
equilibria that do not clear all market. We show that there are two cases, one case is
existence of perfect and imperfect equilibrium, another is existence of two impcrféct

equilibria, and imperfect equilibrium on land market make land value go up.
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