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With the remarkable economic growth in recent decades, China’s housing market has
developed rapidly, accompanied by high growth of housing price. Due to this rapid
increase represents an impending housing “price bubble,” scholars and policy makers
seriously concern about problems of housing market. Given this unprecedented run-up in
house prices, it is essential to identify the determinants driving China’s housing price.
High house prices cause more middle- and low-income households being not able to
afford houses. The multi-level housing supply system was established as a solution to the
resulting problem of housing affordability. Two main systems are affordable housing
program for middle- and low-income households, and public housing program for
lowest-income households. However, there exist several problems in multi-level housing
markets. In turn, this study further illustrates the main problems of affordable and public
housing markets.

This thesis consists of five chapters. Given the housing economy is closely related with
the basic economy and social development, the introduction in Chapter 1 highlights
economic and social backgrounds, and shows the importance of the housing market in
China’s national economy. Because of the special relationship between house and land,

this chapter introduces the development of housing and land policies. Based on the

development of multi-level housing markets, the chapter summarizes the development
status of the housing market to illustrate its current problems, including high growth of
housing prices, decreasing construction of affordable housing, and illegal subsidy policy
in the public housing market. The following three chapters analyze the related problems.

Chapter 2 analyzes the macroeconomic determinants of housing prices to illustrate why
housing prices grow quickly, and the methods that can control housing prices. Housing
prices significantly influence economic activity and financial stability; Hence, estimating
their determinants is very important. In geperal, housing prices depend on the
fundamental factors affecting the supply and demand of houses. This chapter not only
uses the basic variables, such as land price, real estate investment, disposable income,
inflation rate, employment, newly-started floor space, mortgage rate, and stock market
return, but also includes the policy variables of enactment of “Property Law” and “China
Banking Regulatory Commission’s Notification of Improvement of the Real Estate
Credit,” to analyze the determinants of China’s house prices. The method used is a fixed
effect model with data from 30 provinces and cities from 2002 to 2012. The main results
indicate that land prices and disposable income have significant roles in pushing housing
prices up, while newly-started housing floor space and the mortgage rate would push
housing prices down; the enactment of “Property Law” and the raising of the minimum
down payment ratio negatively affect the changes in house prices.

As a program to ease the problem of housing unaffordability, the implementation of the
affordable housing program appears to ease the problem of decreasing construction.
Chapter 3 analyzes its reason, crowding-out effects of affordable and unaffordable
housing, by using panel data from 29 provinces and cities over the period 1999-2010 in
China. To examine the dynamic intefactions between affordable and unaffordable housing
construction, this chapter applies the Dynamic Panel Model with controls for
region-specific and time-specific fixed effects. The chapter analyzes whether affordable
(unaffordable) housing construction has changed in response to the past and
contemporaneous construction of unaffordable (affordable) housing. The empirical
results reveal an asymmetric crowding-out pattern between affordable and unaffordable

housing. Also, the crowding-out effect of unaffordable housing construction on affordable



bousing construction is related with the urbanization rate. When the urbanization rate is
lower than 57.39%, unaffordable housing construction would crowd out affordable
housing construction. Moreover, the crowding-out effect of unaffordable housing on
affordable housing decreases with rising urbanization rates.

Although the affordable housing program targets middle- and low-income households
to help them afford houses, the lowest-income households cannot even rent houses in the
market. As a result, the public housing program complements the affordable housing
program. However, to recover the construction fund as soon as possible, the local
governments began to sell public housing units to the lowest-income households. To
illustrate the effects of this illegal subsidy method, Chapter 4 compares the effects of this
method with another legal method, renting public housing units to households. To do
effective comparison, we collect the micro data of the households who fall under the
public housing program. Due to funding restrictions, the analysis of this chapter is based
on a survey conducted in the city of Baoji, which is one of the cities in Northwest area

whose implementations of public housing program are the best. How can we assess the

effects of the two subsidy policies? This chapter applies a Cobb—Douglas utility function.

to measure the extra benefits for households that fall under the sell-oriented policy (SOP)
and households that fall under the rent-oriented policy (ROP). The results indicate that
while both policies offer benefits to households, ROP households benefit more than SOP
households do. In contrast, the low-income SOP households have a stronger taste in terms
of housing consumption, and so, after buying public housing, they acquire more
satisfaction. However, both groups of households are dissatisfied with tlhe public facilities
supplied to the public housing units. The main policy conclusions are that although the
SOP could improve household utilities, the ROP is the more efficient of the two policies.
In addition, public facilities to public housing units should be considered when
undertaking new public housing projects. Finally, Chapter 5 summarizes the main results

of this study, and presents the limitations and direction for future work.
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