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Does the long-run relationship exist between housing prices and income ?

Evidence from the quantile unit root test
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Abstract

Recently, housing prices have been not only booming over the world but also
raising abnormally in many countries, if housing market is a bubble which has become
an important issue for everyone. In housing studies, it has indicated that based on
housing affordability household income and housing price should be integrated in the
long-run, because effective demand for housing depends on household income. In

other words, PIR is a stationary variable.

This thesis applies a new quantile unit root test developed by Koenker and Xiao
(2004) to investigate whether or not the long-run relationship exist between housing

price and household income in the US and Taiwan.

Our empirical results suggest that when the PIR is in lower quantiles that mean
reversion behavior is found as the negative shock hits the PIR time-series, which is
meaning income could afford for housing price, therefore, they have long-run
equilibrium relationship. On the contrary, when the PIR is in upper quantiles positive
shocks with large magnitudes induce unit-root behavior; on the other hand, growth in
income appears to be unable to catch up with increased house prices, thence,

indicating that both US and Taiwan seems to have sign of a bubble in this moment.

Keywords : Housing Affordability; Price to Income Ratio; Quantile Unit Root test
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