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ABSTRACT

The housing bubble in Taipei was not only affected by investors’ optimistic expectations,
but also by macroeconomic variables. This paper focuses on the determinant factors of a
housing bubble. First, this paper regards the housing fundamental as the sum of the expected
present value of rent and applies the state-space model to measure the bubble price from June
1976 to September 2014 in Taipei City. Second, Granger causality analysis and VAR modeling
methods are used to investigate the causes of the housing bubble. The empirical findings show
that money supply, the stock price index, and the exchange rate were the causes of the housing
bubble, and that real interest rates were not. The results imply that sufficient funding was the
main cause of the housing bubble; therefore, the Taiwan government should implement a
prudent monetary policy to avoid the bursting of the housing bubble, which would trigger a
financial crisis.
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