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	In recent years, the effects of capital market imperfections for monetary policy transmission have received much attention in empirical macroeconomics. This dissertation examines such a channel for monetary policy transmission through residential construction. There are reasons to believe that the construction industry is among the most likely sectors to be affected by asymmetric information problems in the credit market. Builders are usually small firms with limited reputation. In addition, aggregate construction is likely to manifest the liquidity constraints of some builders since the 'lemons' problem in land transactions makes it costly for unconstrained builders to substitute for liquidity-constrained builders. A reduced-form empirical equation is derived from the implications of the Euler equation of a liquidity-constrained builder. The equation is estimated with two-stage least square and GMM. In addition to the interest rate, several credit-related variables all appear highly significant, including a dummy capturing the impact of a series of new financial regulations implemented since 1989 and the median time to sell for new house. The latter variable is expected to affect borrowing because a longer time to sell increases the uncertainty of new construction and uncertainty aggravates the moral hazard problem of lending. On the other hand, many indicators of the stance of monetary policy, including the Romer dates and the Fed Fund rates, all appear insignificant. These results suggest the following: First, financial markets propagate their impulses to residential construction through many channels in addition to the conventional interest rate channel. Second, unless the monetary policy indicators are inaccurate, monetary policy shocks should not have caused significant financial impulses to residential construction which are independent from the interest rate. Third, the series of new financial regulations proposed and implemented since 1989 have reduced construction loan supply. Fourth, housing selling time affects construction loan supply by affecting the uncertainty involved in lending. I also expect that speculative construction has more severe information problems because of a greater uncertainty. To test this hypothesis, a speculative housing starts series is derived from data available from the Census Bureau. Estimation results with this series support this hypothesis and are consistent with the results for the total construction series summarized above. This evidence further suggests that monetary policy shocks independent of the real interest rates are not important in residential construction. 
  


