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Research Questions

� Three statistical inquiries: 

• Q1: Do equity peaks “predict” housing price peaks?

• Q2: What explains lag length between equity and housing price peaks?

• Q3: What explains the size of the downturn in a housing price bust?
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Empirical Methodology
� Sample of 13 industrialized countries (1970-2003)

• AU, CA, DK, FI, IE, JP, NL, NO, ES, SE, CH, UK and US

• Choice of countries driven by data availability

� Algorithm identifies equity and housing price peaks
• 13 quarter window for housing; 21 quarter window for equity

• 1970-1999 since current cycle hasn’t finished

• 26 “peak pairs” (equity and housing)

• 1 independent housing peak (US 1979Q2)
• 6 independent equity peaks

� Empirical analysis: probit/OLS regressions using identified peaks
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Q1: Do equity peaks predict housing peaks?

� Probability (unconditional) of a housing price peak...
• Any 4 quarter window:     0.09
• Any 8 quarter window:     0.18

• Any 12 quarter window:   0.27

� But greater if conditioned on an equity price peak?
• Probit regression

• Dep var:
• Dummy for housing peak within 4, 8, 12 quarter windows.

• Indep Vars:
• Equity peak dummy
• output growth and changes in interest rates and unemployment
• Financial imbalance dummy: 

• Set to one if credit/GDP > 4% of trend and Equity > 60% of trend
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Q1: Do equity peaks predict housing peaks?
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Q1: Do equity peaks predict housing peaks?
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Q2: What determines the lag length between peaks?

� Lag length regressed on…

• Average change in interest rates between peaks

• Output growth, unemployment and financial imbalance dummy

� Only 23 observations!!

� Only interest rates seem to matter
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Q2: What determines the lag length between peaks?
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Q3: What determines the size of the bust?

� Most important question in some respects!! (IMF WEO 2003)

� Housing prices dynamics:
• Average boom: 40% trough to peak

• Average bust:   20% peak to trough     (sample range 3-50%)
• Example: HP starts at 100 � booms at 140 � busts at 110

� OLS regressions:
• Dep Var: Percent change in housing prices (peak to trough) 

• Indep Vars:
• Size of housing boom
• Size of equity boom
• Size of equity bust
• Change in interest rates and output prior to HP peak
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Q3: What determines the size of the bust?

One std dev rise in boom adds 8 percentage points to size of bust

With index of 100: boom of 66% (100 to 166) � leaves index at 120 at bust
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Q3: What determines the size of the bust?
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Conclusions

� Housing peaks tend to follow equity peaks
• Average lag: 2 years (increased over the years)

� Interest rates have small but significant effect on lag length
• 1970s and early 1980s inflation fighting

• Current cycle: 

• rates fell after 2000 equity peak � longer lag between peaks

� The bigger the boom, the bigger the bust
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Real Housing Prices (Y-on-Y changes)
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Real Housing Prices (Y-on-Y changes)
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