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An Exploratory Research of the Relationship between
the Real Estate Market Cycle and the Business Cycle

Chong-Fu Guo

Section Chief
Economic Development Department, NDC

Abstract

The real estate industry plays an important role in economic activities and is
regarded as the "economic driver". The booming real estate industry can drive the
development of steel, cement, building materials, finance and other related industries,
create employment opportunities in related industries. And after the house is
completed and sold to the buyer, the buyer will carry out decoration, purchase of
furniture and home appliances, which will create economic activities in the
construction, retail, and financial industries, thereby driving overall economic growth.
Therefore, some studies believe that the real estate industry has the nature of leading
economic growth.

In order to explore the relationship between real estate market cycle and the
business cycle, the study collects 14 real estate production, transaction, financial and
other related series, and carries out cyclical analysis based on the reference series to
observe the relationship between each series and the overall trend of the economy.

The study finds that among the production indicators, the number of issued
construction licenses, the number of construction start licenses, the floor area of the
construction start floor, and the construction cost of the construction start are four
series leading the business cycle. It shows that the builder’s application for a building
license and the start of construction reflect its expectations of the trend of the
economy. When the economic situation is expected to rebound and consumers will be
more willing and able to afford housing expenses, the builder will apply for a building
license and start construction. The number of buildings for first registration of
ownership and the area of buildings for first registration of ownership are lagging
behind the business cycle, which may reflect that the registration time is after the
building is completed. Among the transaction indicators, the number of registered
building ownership transfers and the registered area of building ownership transfers
are leading the business cycle, reflecting that consumers expect the economy to
recover and they will be more able to afford housing purchases in the future, which
will drive transactions to become more enthusiastic. The Sinyi House Taiwan District
House Price Index is simultaneous, possibly because house price reflects the current
economic situation. In the financial indicators, the balance of construction loans lags
behind the business cycle, and it may be that construction loans are allocated
gradually according to the progress of the project. The building material construction
stock price index leads the business cycle because stock prices reflect investors'
expectations of corporate profits.
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