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Supply-Demand Mismatch: Solving the Puzzle of China’s Housing Price Divergence

Han Libin; Lu Ming

Abstract: Since 2003 housing prices in China have been experiencing rapid growth. From the per—
spective of land allocation policies the present study examines the impact of these changes on land supply
trends in the central and western regions on rising urban housing prices since 2003. In principle we find
that the cities where land supply generally has been restricted after 2003 are basically coastal cities and
large inland metropolises and that these cities are attracting population inflow. Between 2004 and 2013
the average housing prices in cities with a relatively low land supply was about 10. 6% higher than in those
where land supply was not restricted. Moreover the price-wage ratio only increased in the cities where land
supply was restricted. Research findings in this paper show that the inter-eity divergence of housing prices
is due to supply-demand mismatch for land. In the future the long-term mechanism for a healthy and sta—
ble development of the real estate market should focus on increasing land supply in areas with a large hous—
ing demand thereby reducing the spatial distortion of land supply.
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