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HOUSING 

We need also to recognise the role that credit can 

play in driving asset price cycles which in turn 

drive credit supply in a self-reinforcing and 

potentially destabilising process. Thus … 

increased credit extended to commercial real 

estate developers can drive up the price of 

buildings whose supply is inelastic, or of land 

whose supply is wholly fixed. Increased asset 

prices in turn drive expectations of further price 

increases which drive demand for credit: but they 

also improve bank profits, bank capital bases, 

and lending officer confidence, generating 

favourable assessments of credit risk and an 

increased supply of credit to meet the extra 

demand. Adair Turner in “The Future of Finance” 
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