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ABSTRACT

Real estate is a special market and the regional difference of which is
obvious. Thereis alarge difference between the Chinese real estate mar-
kets and the Western real estate markets. Many scholars study the wealth
effect of the real estate by the quantitative analysis, but their study has a
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lot of controversy and it is difficult to get a consistent conclusion. Based
on the empirical analysis of alarge number of data, this paper compares
and studies the wealth effectsin different province. And the result shows
that direct wealth effect in most of the real estate markets of China hasn’t
appeared, while indirect wealth exists. Finally, the paper gives a corre-
sponding explanation of it and puts forward suggestions according to

China’s current situation.

INTRODUCTION

In China, the history of thedevel opment of thereal
estate market and the study of thewealth effect isnot
longwhile someearlier studiesof thewedlth effectis
generdly based on qualitativeresearch. Inthe new cen-
tury, Chinese schol arsbegan to study the wedl th effect
of thered estate by the quantitativeanaysis, but their
study hasalot of controversy anditisdifficulttogeta
consistent conclusion. From the research, wecanfind
that theresearch on thewedlth effect of thereal estate
hasthefollowing mainviews: (1) Thewedth effect of
thereal estate exists. Theanaysisof the Case (1992)
showsthat compared with thewedl th effect brought by
the stock market, the effect of housing pricesismore
obviousin promoting consumption. Zheng Sheng, Gu
Qiao, and MaYongkai (2011) show through empirica
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research that in long term thereal estate market has
obviouswealth effect but negativeimpact on consum-
ers’ spending in China. Based on the analysis of the
data from 1998 to 2006 data, Song Bo (2007) be-
lievesthat intheshort term therising housing priceswill
increaseresidents’ consumption and has the same re-
sultinthelong-term. (2) Thewealth effect of thereal
estate doesnot exist and only has substitution effect.
Levin (1998) thinks that residential property price
changes havelittleeffect on thechangein consumption.
Through theempirical analysis, Yao Zhenlingand Liu
Dan (2007) holdsthat thereal estate wealth effectis
not good for the consumer spending, but simply the
“crowding-out effect”. Based on the data from 1987 to
2005, Zhang Cuntao (2007) concluded that increasing
real estate priceshasanegative effect onretail goods
consumption. (3) Thewedlth effect of thered estateis
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not deterministic. Skeiner (1995) believesthat therise
inthe housing price will prompt the home ownersto
increases their consumption. But those renters and
would-be homebuyerswill increasetheir savingsand
reducing consumption because of therising price, thus
they offset each other. By comparing and analyzing the
wealth effect of thereal estateinthefivebigcitiesin
China, Li Mingyaand Tong Lencheng (2007) bothfind
that therearelarge differencesbetweenthecities.

Itishard to determinethe cashed wedl th effect, the
uncased wedth effect, the budget constraint effect, the
liquidity congtraints effect, and the substitution effect
sizesindifferent periods and different economies. In
view of this, further researchin China’s real estate wealth
effect should bedone. At thesametime, asChinaisin
the sensitive period of theregulation of therea estate
market, the development of thereal estateinthe small
and middlecitiestakeson variousformsand different
patterns among the provinces. Then doesthewealth
effect of thereal estate market in Chinaexist? Canit
stimulate consumption or just cause““crowding-out ef-
fect”? Are there any differences in the wealth effect
between different citiesin China? What arethe social
and economicfactorsthat influencethewealth effect?
These are the problems we need to solve before we
makefurther policy inthefuture. Therefore, itisof greet
theoretical and practical significanceto study theinter-
provincia differencesof thewealth effect of thereal
edate.

EMPIRICALANALYSISOFTHE DIRECT
WEALTH EFFECT OF THE REGIONAL
REAL ESTATEMARKETS

Model selection

The precautionary saving model of Zeldes (1989)
hasgreat influenceon thestudy of thedirect real estate
wealth effect. Zeldes supposed inthemodel — as the
life cycle hypothesis, he can have morethan onelife
cyclesand maximizethelifetime, assumingthat thein-
come could be divided into two parts: thetemporary
incomeand persistenceincome. The utility equation of
consumersshould takeinto account aconstant relative
risk averdon, assumingthat it facesmulti-period choices
and the consumers can choosetheoptima current con-
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sumption and havethe contingency plansfor thefuture
consumption, soasto maximizedivisbleexpected value
of hislifetime. Exogenousfuturelaborincomeand as-
St pricechanges are sources of uncertainty, whilethere
Isno way to resist the uncertainty of market transac-
tions. Ineachperiodt (t=1,2,...,T,T <o), consumers
choose C, to maximizeitseffectiveness. That is:

T -1 .
MaxE > @+5) u(C.,) @
i=0

Thecondraint conditions

Wt+l = (Wt - Ct Xl"‘ r)"’ Yt+l
W, > C,

C, 20 @
T < o

Amongthem, C, isconsumptionof t period, W is
thewesalth of t period, J istheutility discount rate, r is
thered interest rate betweent periodandt + 1 period,
Y.,,, ist+ 1theperiod of Iabor incomeisnot random, T
isthe non-randomized date of death, E, isthe expecta-
tion based ontheinformationint period

Here, takinginto account the rel ationship between
the assets and the consumption, we can put the con-

graint condition for further evolution:

T-t

Z (1+ r)i(yui - Ct+i): Wt

i=0
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Establishing the Lagrange equationfor first order
derivativeof theconsumer utility maximizationandsm-
plifying thewedth effect, thentheequationis.
C.=aW,+py, 4

Thisequation was also used by Ludwig and Slok
(2003) in estimating thewedlth effect. ltsmeaningis
that the consumer spending isafunction of household
wesdlth and current labor income. Wedl thincludes sav-
ings, stocks, bonds, real estate. Asthis paper mainly
discusses the wealth effect of the real estate, so the
hypothesisof wedthinrea esatehere(W) isvariable,
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therest (W) arewealth constant.
Thesdection of data

The monetization of thehousing reform beganin
1998, so the study of this paper is based on the data
from 199810 2011. The dtatistical dataof thered estate
wealth W arenot published in our country Yearbook,
sowecanonly estimatethereal estatewealth by other
means. Thispaper thinksthat thered estatewedth (W)=
theurban stock red estateareaof last yearxhouse prices
growthindex +thenew vaueof red estate of thisyear.
But, the statistical dataof the urban real estate stock of
last year area so not published, so this paper estimates

by the quotation: the urban real estate stock areaof last
year = urban per capitahousing areax urban popula-
tion. Y, for thelabor remuneration of the urban resi-
dents. And wea so can’t find the wage income of the
urban residentsfrom the statistical data, soit hasto be
cd culated by the quotation: Thewageincomeof urban
residentsincome=residents pay — the average annual
wageincomeof therural residents x rural population.

Theempirical resultsanalysis

This paper adopts SPSS17.0 softwareto makea
regression estimation onthewedth effect of red estate
market and weget thefollowing results:

TABLE 1: Direct real estatewealth effect empirical results

Regions C P Value a P Value B P Value F Value
Beijing -68.099 0.62 0.002 0.874 0.687 0.011 208.313
Tianjing -99.951 0.341 0.025 0.107 0.625 0.991 275.706
Hebei -314.252 0.005 0.082 0.019 0.352 0.01 367.542
Shanxi 45.582 0.404 0.018 0.705 0.685 0.022 174.998
Neimenggu 45.081 0.523 0.079 0.103 0.303 0.121 103.037
Liaoning 453.591 0.018 0.116 0.099 -1.121 0.765 139.929
Julin 150.276 0.032 0.039 0.382 0.439 0.038 132.112
Heilongjiang 520.799 0 -0.001 0.983 0.524 0.017 73.281
Shanghai -423.117 0.002 -0.025 0.294 1.344 0 700.759
Jiangsu -392.723 0.052 0.001 0.925 0.652 0.001 582.586
Zhejiang -254.382 0.464 0.063 0.03 0.064 0.831 184.544
Anhui 7.742 0.953 0.005 0.938 0.761 0.117 161.374
Fujian -530.785 0.026 0.035 0.243 0.516 0.079 93.34
Jiangxi -15.635 0.894 -0.104 0.619 1.124 0.298 33.292
Shandong -485.152 0.105 0.071 0.145 0.389 0.121 142.823
Henan -92.337 0.22 -0.016 0.62 0.649 0.001 609.514
Hubel -256.512 0.457 0.024 0.177 0.649 0.033 96.378
Hunan -353.047 0.039 0.087 0.269 0.42 0.242 107.422
Guangdong -1422.18 0.003 0.042 0.167 0.696 0.015 509.28
Guangxi -5.016 0.97 -0.104 0.206 114 0.007 160.566
Hainan 0.188 0.991 0.07 0 0.061 0.597 238.033
Chongging -197.183 0.016 -0.083 0.06 1.507 0.001 190.79
Sichuan 59.074 0.36 0.022 0.305 0.527 0.006 547.632
Guizhou 16.508 0.911 -0.048 -0.812 1.258 0.252 63.836
Yunnan 363.799 0.274 -0.105 0.387 0.899 0.036 98.746
Tibet 16.395 0.203 -0.009 0.864 0.245 0.316 4.201
Shanxi -90.829 0.443 0.126 0.362 0.01 0.99 41.826
Gansu 19.255 0.642 0.093 0.015 0.336 0.003 147.314
Qinghai 8.268 0.186 0.021 0.424 0.467 0.003 387.54
Ningxia -4.475 0.77 -0.041 0.56 0.92 0.01 215.522
Xinjiang 91.117 0.02 0.184 0.003 -0.177 0.174 135.23
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Theempirica resultsshow that therearegreat dif-
ferencesbetween thewed th effect caused by thechange
inthe stock of wed th and theincome effect caused by
thechangeintheincome. Fromthe F va ue of theem-
pirical results, the constant term showsgreet diversity.
From thewholemodd s of the provinces, except Tibet,
thered estate weath and theemployment income have
asignificant effect on the consumption expenditure of
their urban resdents.

At 5% confidencelevel, among the 31 provinces,
only five provincesincluding Hainan, Xinjiang, Gansu,
Hebdl, Zhgiang haveahighleve of Satistica signifi-
cance for the wealth effect in the real estate, and
Chongging and Liaoning show it under 10%. Among
these provinces, thewedth effect isthemost obviousin
Xinjiang, thesmallestin Zhgjiang. Itindicatesthat in
most areas of China, thereal estate wealth effect isnot
evident and therising property priceshavenot caused
theincreasein consumption expenditure of the urban
resdents.

Now considering theincome effect, inthe seven-
teen provincesincluding Chongging, Henan, Jiangsu,
Gansu, Qinghai, Sichuan, Guangxi, Hebei, Ningxia,
Beljing, Guangdong, Heilongjiang, Shanxi, Hubei,
Yunnan, Jilin, theemployment incomeof theurbanres-
dentshasasignificant influence ontheir consumption
expenditureunder 5% confidenceleve whilein Fujian,
itisobviousunder 10% confidencelevel. And seven
more provinceshave been obvioudy influenced at the
70 percent. Thisshowsthat in most areas of our coun-
try, the consumption expenditure of theurban residents
dependslargely ontheir labor remuneration. Thegrowth
inthe consumer spendingismainly duetotheincrease
of labor remuneration and theincreaseinthered estate
wedlth haslittleeffect.

THEEMPIRICAL ANALYSISOF
THEINDIRECT WEALTH RFFECT OF
THE REAL ESTATE MARKET

The previous part of the paper focuseson thedi-
rect wealth effect of thereal estate market, that isthe
risng priceswill directly affect consumptionthroughthe
channd s, thusinfluencethe devel opment of thenationa
economy. Thenacloser analysisof thewesalth effect of
thered estatemarket will beundertaken fromthe point
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of theindirect transmisson mechanism, namely explor-
ing thealink between thereal estate boom index and
consumer confidenceindex. The experienceof thede-
vel oped countries showsthat consumer confidencehas
agrest contributionto theincreasein consumer spend-
ing, but if we can provethat the changeinthered es-
tate market boom also has influence on the Chinese
family consumer confidenceby demondration data, then
the socia influence brought about by rising property
prices after the housing reformin 1998 will be more
extensive and profound.

Analysisof theexistingindirect wealth effect

Indirect wedth effectismainly displayed by thein-
fluence of the consumer confidence on spending. Sothe
indirect wedlth effect of thered estate market isthat the
rising property pricesbring about people’s expectations
of theimproved economic development and theincress-
ing consumer confidence, thusexpanding the consump-
tion expenditure. Researchersfound that the indirect
wed th effect of thered estateindudtry isredized through
“confidence channels”. This mainly displays in: first, high
pricesmean real estate ownershave morewealth and
aremorepsychologicdly satisfied and moreemotionaly
optimistic. Second, therising property priceaso indi-
catesabetter devel opment of thefuture economy and
thestronger consumption desire. Chinesescholarshave
found theexistence of theindirect wedth effect brought
by the stock market through theempiricd studies, but
they pay littleattentionto theindirect wed th effect of the
red estate market. Inthefollowing, the paper will prove
that such indirect wedlth effect dso exigsinthered es-
tate market, ie. demonstrating therel ationshi p between
real estateboom degree and consumer confidence.

An empirical analysisof indirect wealth effect

The collection of monthly dataof Thereal estate
boom index (REBI) and the consumer confidencein-
dex (CCl) wasfrom January, 1999 to July, 2011, asit
isnot longfor China’s official compilation of the con-
sumer confidenceindex (CCl) and no Thereal estate
boom index (REBI) can bepublicly available through-
out thewhole country, soit’s difficult for the paper to
investigatetheindirect weal th effect of theregiond redl
estate market of al the cities. However, withtheinte-
gration of theprovincid economy devel opment, thein-
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creasing frequence of the population flow and thede-
velopment of theinformation technology isnarrowing
thepsychologica differencesbetweenthedifferent re-
gions. Sothestudy of theindirect wealth effect of the

nationa redl estate hascertainguidingsignificance. The
sequencediagramof Thered estateboomindex (REBI)
and the consumer confidenceindex (CCl) isdrawn by
SPSS17.0, asfollows:

115

110

106

100

__ REBI
CCl

] I | I 1 I | 1 1 I I 1 I I
JAN NOV SEBEP JUL MAY MAR JAN NOV SEP JUL MAY MAR JAN NOV

1999 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Figurel: Thesequencefigureof thethereal estateboom index and theconsumer confidenceindex.

From the sequencefigure we can seethat thereal
estate boomindex and the consumer confidenceindex
areall of non-stationary time series, showingacertain
trend. Inthispaper, theauthor carries on the Grainger

causdlity test by EViewst after the stationary process-
ing through the difference. Inthe case of alag phase 1,
theresultsareasfollowing:

We can seethat the results denied the hypothesis

TABLE 2: Grainger causality test results

Theoriginal hypothesis Observation F Statistics Probability
Thereal estate boom index is not the Granger cause of 136 4.02954 0.04672
the consumer confidence index
The consumer confidence index is not the Granger cause of 0.00515 0.94289
Thereal estate boom index
that thered estateboom index isnot the Granger cause
of the consumer confidenceindex, suggesting that in- CONCLUSION

creased Thereal estate boom index will lead to the
rising consumer confidence. Andthe statistical indica:
torsarethemost sgnificant inthecase of alag phase 1.
S0, it takesabout onemonth beforethevariationinthe
real estateboom beginstoinfluencethe consumer con-
fidence. Thetest results accepted the theory that the
consumer confidenceindex isnot the Granger cause of
thered estate boom index, showing anincreasein con-
sumer confidencewill not enhancethered estate mar-
ket boom.

Empirica resultsshow that thedirect weal th effect
in most partsof China’s real estate has not appeared.
the consumption expenditure of the urban resdentsde-
pendslargely ontheir labor remuneration. Thegrowth
inthe consumer spendingismainly duetotheincrease
of labor remuneration and theincreaseinthered estate
wedth haslittle effect. Indirect wedth effect redlly ex-
istsin most areas of China, Thereal estate boomindex
and the consumer confidenceindex areall of non-sta-
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tionary timeseries, showing acertaintrend. Increasing
thereal estate boomindex will lead to therising con-
sumer confidence,

To promotethe generation of red estatewealth ef-
fect in most regions, measures must betakento solve
the problemsexistinginthered estate market. Chinese
government Take avariety of measures, guaranteeing
and improving theurban residents’ property income.
Thewedth effect of thered estateindustry isbased on
the ensurancethat urban residents’ real properties can
beturned into cash. In our country, agood system of
credit consumption has not been established, so only
with thevalue-added cash incomefromthered prop-
erties, cantheresdentschangeit into effectivedemand.
Therefore, we should take measuresto guaranteeand
improvethe urban residents’ property income. Gov-
ernment Curb therapid risein pricesand promoting the
healthy development of thereal estate market. Gov-
ernment Speed up thereal estatetax levy andraising
the cost of real estate speculation. Speculativefactors
arethemain reasonsfor therapidincreasein housing
pricesin recent years. Thecentra regulation of redl es-
tatemarket amsmainly a the speculativedemand. This
value-added part of the specul ative demand has not
been turned into effective consumption. On the con-
trary, it raisesthe housing prices, affectsthe consump-
tion of thelow-incomefamiliesand restrictsthewedth
effect.. Theadvancement of property tax will aso con-
tributeto thewedth effect of thered estateindustry.
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