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Does Income Gap Drive Housing Price Rising in China

Zhou Huadong, Zhou Yahong
(School of Economics, Shanghai University of Finance and Economics, Shanghai 200433, China)

Abstract: Many people think that income gap is one of the most important impetus to housing price rising in recent
years. This paper investigates the impact of income gap upon housing price by constructing a homogeneous housing market
model. we find that income gap affects housing price by “ consumption effect” and “speculation effect”. The former decreases
the housing demand and depresses housing price directly thus can be called “direct effect” ; the latter increases the housing
demand and boosts housing price indirectly thus can be called “indirect effect”. The “total effect” depends on the two effct
fighting each other. The empirical analysis based on 31 provinces in China from 1999 through 2011 confirms that income gap
totally depresses the housing price and the robustness tests conform these conclusions. Moreover, we explain why the public
have hallucination that income gap increases the housing price.
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