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Is Information of Financial Variables
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Evidence from Taiwan’s Leading Indicators
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ABSTRACT

The composite leading indicator, compiled by the Council for
Economic Planning and Development, consists of two sets of indicators:
the real and financial leading indicators. This paper argues that the use
of all leading indicators simultaneously may mix two different sets of
information and thus provide a less accurate prediction of a future
recession. We divide Taiwan’s six leading indicators into two different
sectors, real and financial sectors, and show that the two sectors may
reveal different information. We use the Markov switching factor model
to extract the common factor for each sector and find that the predicted
recessions based on the two sectors are different in three periods.
Finally, using financial variables seems to outperform the real variables
in predicting a future recession.
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