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Income, Money and House Prices: An Observation of
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ABSTRACT

The purpose of this study is to investigate the relationships between the changes of households' income,
money supply and other factors pertaining to people's housing demand or supply and the changes of house
price over time. To this end, the author first derived a price function for houses from the demand and supply
functions of the housing market to work with regression. Then, the author proceeded to employ an econ-
omchic method called Yule-Walker procedure to estmate the parameters of the price function with various
time series data that were collected for this empirical study. The results from the estimation were then
analysed and the author found that, although not all the statistics turned out to be as expected — especially
those of househelds' income and the changes in household numbers which have unexpected negative co-
efficients, the rest are neverthless good enough. The estimated coefficients of the key variables of this study
— the money supply and the people's expected rate of appeciation of houses over time do have the expected
sign and the required statistical significance and thus confirmed the author's surmise that the principal fac-
tors of the house price inflation that we have obsened in the past twenty years for the area of Taipei have
been the irregular changes in money supply and the appreciation expectation with regard to houses that
people have long built in their minds. '
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