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Ⅶ. Conclusions 

    Previous studies have shown the effectiveness of Neftci model in predicting 

recession in business cycle of the US and other countries. The idea behind Neftci 

model is that the switching of distribution from upturn regime to downturn regime of 

the predictors can signal the imminent recession. This study applied Neftci model to 

Taiwan stock market in order to predict imminent bear markets. I take exchange rate, 

scoring monitoring indicator, and turnover rate of TAIEX as predictors and assume 

the transition probability to be 0.02 and 0.1 given 10 percent probability of false alarm. 

The results show that although Taiwan is an export-oriented country, the fluctuation of 

exchange rate of NTD to USD is incapable of predicting upcoming bear markets. Few 

signals of exchange rate that indicate the distribution of exchange rate switching from 

upturn regime to downturn regime may be due to the fact that the floating exchanged 

rate was managed, or intervened, by central bank so that the switch of regimes seldom 

occurs. 

     Monitoring indicator of business cycle signals bear markets almost concurrently 

when applying 0.1 as transition probability. It seems that investors have already 

incorporated their expectation about future economy condition into stock market. 

Turnover rate has the same result about the leading time, but the missed signal of 

turnover rate is less than the monitoring indicator. The results imply that when 

turnover rate signals a downturn, it is about the time to pull money out of the stock 

market because the bear market will happen in the near future or it has already 

happened. 

    It seems that Neftci model for predicting recession can be improved when 

applying to predict the volatile stock market. Of course, if we examine more variables, 

there may be other variables with even more outstanding predictive abilities. 
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Furthermore, there is not official definition about bear markets and bull markets. After 

changing the parameter 2λ , the threshold of defining bear market compared with the 

latest peak, some variables may become more capable of predicting and others 

become less helpful. 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


