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		Abstract

		This paper models the demand and supply sides of the housing market separately. In the empirical analysis, the vector error correction model (VECM) is preferred to identify the impacts of fundamental macroeconomic factors on the demand and supply sides of the Turkish housing market between the period of October 2007 and June 2012. It is found that the housing market and macroeconomic fundamentals, such as the interest rate, gross domestic product (GDP) and housing prices are cointegrated. In light of the evidence on two cointegrating equations, the error correction model is estimated to examine the effect of the variables on housing demand and supply in Turkey. While the dependent variable on the demand side is real mortgage credit volume, the dependent variable explaining the supply side is the number of construction permit. The study reveals that the macroeconomic variables have different impacts on the dynamic behavior of mortgage credit and construction permit numbers. Additionally, the impulse response analysis based on structural VECM suggests that the housing market in Turkey is sensitive to shocks in the economy. This study also presents forecast error variance decompositions (FEVD) and indicates the important role of real house prices and real GDP per capita on the housing market in the long run. Therefore, we point out the significance of policy implications of real prices and income in the Turkish housing market. 
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