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Rising house prices construction expansion and the return on capital of

China’s manufacturing industry: an empirical analysis
based on the data of 285 cities in China

YANG Jun LIU Yao JIANG Mobing
( School of Economics and Management Zhejiang Sci-Tech University Hangzhou 310018 China)
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Abstract: Based on the data of 285 cities in China from 2003 to 2016 this paper empirically tests the effect of rising
house prices on the return on capital of China’s manufacturing industry and analyzes the mechanism of the impact from the
perspective of construction expansion. The results show that rising house prices suppress the return on capital of China’s
manufacturing industry which remains stable after replacing the explanatory variables and instrumental variables. The
analysis by region and city size shows that these dampening effects are significant only in the central and western regions
medium-sized cities and small cities. The mechanism analysis further reveals that the rise in housing prices not only reduces
the absolute scale of manufacturing employment and capital stock but also reduces the employment scale and capital stock
scale of manufacturing relative to construction. The resulting “crowding out effect” worsens the employment and investment
problems in manufacturing which further leads to the decline in the return on manufacturing capital. The rise in housing
prices also leads to lower return on capital of manufacturing industry through resource misallocation and reduction of
technological innovation. The conclusion of this paper is not only conducive to deeply understanding the influence of rising
house prices on the return on capital of the manufacturing industry from the perspective of construction expansion but also
helpful to explore the causes of the development dilemma of the real economy so as to provide a reference for the construction
of the transformation and development policy of manufacturing industry.

Key words: rising house prices; construction expansion; return on capital, crowding out effect; resource misallocation

( 29 )
How does land misallocation affect the quality of urban innovation
and entrepreneurship in China?

Empirical evidence from the city level of prefecture-evel cities

MAO Wenfeng LU Jun
( School of Government Peking University Beijing 100871 China)

Abstract: The impact of land allocation on regional innovation and entrepreneurship has become a key issue for the new
era of high-quality development. This paper measures the quality of urban innovation and entrepreneurship with an innovation
and entrepreneurship index constructed by big data covering all industries and full-scale enterprises. It empirically examines
the effect of land misallocation on the quality of urban innovation and entrepreneurship and focuses on testing and identifying
the mechanism of action. The study finds that land misallocation significantly inhibited the quality of urban innovation and
entrepreneurship. This conclusion is still valid after considering the endogenous and series of robustness tests. The higher the
proportion of newly-distributed extensive land transfer areas with low land prices and agreed transfer methods in a city the
lower the quality of innovation and entrepreneurship. This effect is more evident in small and medium-sized cities in the
central and western regions. The mechanism test analysis shows that the R&D investment crowding-eut effect credit financing
constraint effect industrial structure upgrading suppression effect and agglomeration economic dilution effect are important
transmission mechanisms of land misallocation affecting the quality of urban innovation and entrepreneurship. Among them
the industrial structure upgrading suppression effect plays a leading role. The conclusion of this article provides theoretical
and empirical support for accelerating the progressive market-based allocation of land elements to improve the quality of urban
innovation and entrepreneurship.

Key words: land misallocation; innovation and entrepreneurship quality; R&D investment crowding; financing

constraints; industrial structure upgrading; urban sprawl

— 126 —



