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Movement’s in house prices have a significant impact on household welfare, financial stability and 
business cycles. Producing accurate house price forecasts is therefore of importance for central 

banks, financial supervision authorities as well as other economic agents. However, forecasting house 
prices using a single or a few selected variables appears ine cient because movements in house prices 
may reflect many different sources of information. House prices, along with other financial indicators, 
move jointly with future economic activity and nation. The recent financial crisis, as well as its links with 
the housing market boom and bust in several countries around the world, have provided additional 
evidence that housing variables commove strongly with the business cycle.

This article examines the ability to forecast house prices using data-rich approaches. Many problems 
in economics require the exploitation of large panels of time series. Recent literature has shown the 
value of large information for signal extraction and forecasting and has proposed several methods to 
handle the large dimensionality problem. These methodologies can be classified into two broad classes: 
(1) Sparse modelling techniques which focus on selecting a small set of explanatory variables with the 
highest predictive power from a much larger pool of possible  regressors. Techniques like the popular 
LASSO and its variants belong to this class of estimators that yield sparse representations of predictive 
models. (2) Dense modelling techniques on the opposite side of the spectrum recognize that all possible 
explanatory variables might be important for prediction, although the impact of some of them may be 
small.

Australian housing prices: A big-data predictive model
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