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Housing Purchase Restriction Policy Spillover and

Land Allocation Efficiency
CHEN Zhao and SHEN Yang

( China Center for Economic Studies, Fudan University)

Summary: In response to the soaring house price, the State Council issued a housing purchase restriction policy ( Circular
of the State Council on Resolutely Curbing the Excessive Rise of House Prices in Some Cities) on April 17, 2010. Since
then, 46 cities have implemented restriction policies before 2012. This is the first time that the central government
intervenes in the housing market from the demand side and takes steps in most of the large cities. Most of the existing
literature has proved the effectiveness of the housing purchase restriction policy on house prices. However, there has been
no literature show that how the policy affects bubbles in the real estate market, which is especially important. The goal of
the policy is to curb the overspeculation in the housing market. However, high house price does not mean housing
speculation, but bubbles in the housing market is the necessary result of the speculation. Additionally, since the policy has
been adopted by large cities, it is crucial to identify whether house bubbles will shift to non—restricted cities, which helps us
to further understand the policy implication from the perspective of housing market risk.

This paper first presents a simple theoretical model to illustrate how to measure house bubbles. The idea is that house
price depends both on the supply-demand relationship of residential purpose and house price bubbles determined by
speculation. However, house rent has nothing to do with house bubbles. Therefore, the difference between cities in the
deviation degree between house price and rent can reflect the difference between cities in the change of bubble factors. We
investigate the changes of bubbles across non—estricted cities with different sizes since the housing purchase restriction
policy has been implemented by using monthly house price and rent data by a difference-in-difference ( DID) empirical
design. The data is collected from the Wind Economic Database and China City Statistical Yearbooks. We also combine
land transaction data and urban employment data to examine the effects of the housing purchase restriction policy on land
allocation and urban employment. A series of robusiness tests and placebo tests are conducted to verify the results above.

We find that after Beijing adopts the policy, the house bubble rises significantly in large non—restricted cities than
small non—estricted cities. Similar results could be found after Shanghai issued the housing purchase restriction policy. The
parallel trend test shows that there was no difference in the bubble level among the above cities before the policy was
implemented. Since the policy is first adopted in large cities, the results above indicate that house bubbles would finally
shift from large cities to small cities. We also show that after large cities like Beijing and Shanghai implemented the housing
purchase restriction policy, the share of out-town housing buyers in Wuxi increased sharply, which proves that the housing
purchase restriction policy led to the shift of speculation from large cities to small cities. We further find that the area of
residential land transaction decreased obviously in restricted cities after the policy was implemented. Specifically, the area
of land transaction in restricted cities decreased 41.6% comparing with non—restricted cities. The result is robust even after
controlling city—year fixed effects or randomly assigning the policy date for 500 times. Moreover, the policy has no obvious
change on industrial and commercial land or employment. Thus, the housing purchase restriction policy not only raises the
risk possibly caused by the housing bubble, but also worsens the spatial misallocation of land supply.

This paper contributes to the literature in three ways. First, previous study related to the housing purchase restriction
policy only focuses on the local market. In contrast, considering the possible inter-regional housing speculation, we
complement their work by evaluating the effect of the policy from the perspective of spatial spillover effects. Without
denying that the housing purchase restriction policy has effectively controlled local house prices, this article reminds the
policy makers to be wary that the policy has led to housing bubbles in the non—estricted cities. Second, our analysis reveals
the possible efficiency loss caused by the housing purchase restriction policy from the perspective of spatial allocation of land
resources for the first time. Different from the existing research, this paper focuses on the changes of residential land
transaction volume in different regions before and after the policy, and extends the research of housing purchase restriction
policy to the spatial allocation of land resources. By comparing this finding with the spatial characteristics of population
agglomeration in the process of urbanization in China, we can get further meaning of the policy on the spatial allocation
efficiency of land resources. Compared with the existing literature on land allocation efficiency, this article points out the
impact of the policy on the spatial allocation efficiency of land resources, focusing on the exogenous policy impact of housing
purchase restriction since 2010. Finally, this article also promotes the research of Chinas housing bubble. Most of the
existing literature estimates the bubble level from the perspective of national level or single city. In this paper, the
exogenous impact of the housing purchase restriction policy is used to investigate the change of the deviation degree between
urban house price and rent, which is equivalent to replacing the estimation of bubble index with fixed effect and a series of
control variables, thus avoiding the difficulty of measuring unobservable factors to a certain extent.
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