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Dynamic Bayesian model for evolution of bubbles

LIU Zhen—ao' ZUO Hao-miao> ZHANG Zhen-cuan’

1. Institute for Financial and Accounting Studies Xiamen University Xiamen 361005 China;

2. The Wang Yanan Institute for Studies in Economics Xiamen University Xiamen 361005 China

Abstract: This paper constructs a Bayesian statistical model to describe the formation growth and burst of
bubbles of asset prices. This model shows that the probability for the bubbles to burst becomes larger and lar—
ger as the price of a financial asset deviates from its fundamental value further and further. Based on the time—
varying parameter estimates implied by the model the time for the bubbles to emerge and the duration for the
bubbles to accumulate can be determined. A Bayesian method with approximation is developed to estimate the
model and is applied to Beijings real estate market as an example

Key words: asset bubbles; Bayesian statistical model; housing price



