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Identifying Okun’s Law and Business Cycles in Taiwan:

Applications of the Bivariate Markov Switching Model and Giblbs Sampling
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Abstract

According to Okun’s law, this study uses a bivariate Markov switching model that
estimate via Gibbs sampling to describe the business cycles in Taiwan. After taking structural
changes into consideration, we find that this approach is suitable for describing the business
cycles in Taiwan. Therefore, Okun’s law is valid in Taiwan. The government may use the
trade-off of GDP and unemployment rate to estimate the relative cost as the reference point
for developing the economic policy.
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