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Housing Price, Liquidity Effect and Financial Constraint
Yu Jingwen', Tan Jing’
(1. School of Economics and Management, Wuhan University, Wuhan 430072, China;
2. Schoeol of Economics, Shanghai University, Shanghai 200436, China)

Abstract: Since the housing reform in China, housing price experiences a rapid growth. The bubble theory reveals that
the increase in housing price exerts two effects on real economy. The first is the liquidity effect which relieves the financial
constraint, and thus crowds the entity investment in. The second is the leverage effect which crowds the entity investment out
through the rise of return on investment in real estate. Especially, if the financial constraint becomes more serious, the liquid-
ity effect will play a more important role. Using Chinese industrial enterprises survey data combined with macro data from 35
large and medium cities, this paper investigates the relationship between housing price and financial constraint, and verifies
the liquidity effect on business investment in the context of financial constraint. The empirical results reveal that with one
standard error increase in housing price, the cash flow sensitivity of investment will decline by 5.05% . The liquidity effect
induced by the rise of housing price is statistically significant as well as economically significant. Moreover, enterprises with
longer operating time or larger liquidity inside are benefit more in the process of real estate boom, and thus the financial con-
straint will be more largely relieved. This research provides a novel explanation for the phenomena of growing in Chinese non-
state economy as well as a new evidence for the influence mechanism of real estate boom on real economy.

Key words: housing price; liquidity effect; financial constraint
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