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Reconfirmation of the Turning Points of Real Estate Cycle
Indicators in the Taiwan Real Estate Market--An Application
of Markov-Switching Vector Auto-Regression Models
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ABSTRACT

How to precisely confirm the features of real estate cycles has always been an important
issue in the real estate research field. An unerring description of a business cycle outline is not
just a helpful tool for the authority that tries to formulate policies in response to future economic
change, but it also provides a useful message for people who are currently facing buying/renting
decisions. Unfortunately, we are still lacking a good theoretical model that can support us
when making such decisions. While a one-variable Markov switching model performs a good
prediction in terms of capturing the turning point in a business cycle, it still fails to estimate the
cycle’s duration, a problem that has not been overcome.

This research attempts to employ a multi-structure Markov switching model to revise the
duration problem. Based on the confirmation purpose, we compare several settings of Markov
switching structures, and adopt new measurements to evaluate each kind of model. Besides,
we simultaneously test the performance of leading indicators and reference series. The empirical
results show that, when the Markov-switching vector auto-regression model is used, the ability to
estimate the cycle’s duration really outperforms that of the single series Markov switching model.

Key words: real estate cycle, turning points confirmation, markov-switching vector auto-
regression model mode
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