
Volume 3 Issue 3, 2022 

DOI: 10.6981/FEM.202203_3(3).0032 

287 

Frontiers in Economics and Management 

ISSN: 2692-7608 

The Influence of China's Housing Bubble on the Development of 
Real Economy 

Rui Zhou 
Asia Metropolitan University, Malaysia 

Abstract 
For private equity financing enterprises, we should first understand the PE profit model 
and operation style, and do not blindly finance; Secondly, at present, Chinese enterprises 
can consider introducing state-owned PE and non-state-owned PE joint investment; 
Third, in view of the general adverse selection effect in China's PE market, high-quality 
enterprises should prove their quality through "signal effect" or information disclosure; 
In addition, although PE shares bring financing convenience, enterprises should not over 
finance, otherwise it will affect business performance. For equity fund investors, we 
should realize that the high return of IPO Exit of PE investment projects is obtained at 
the cost of bearing a great exit risk; It should be recognized that there are differences 
among PE Institutions. For example, PE invested in stages often has stronger value-
added ability and greater influence in the state-owned PE market. third, we should try to 
restrain PE from over financing investment enterprises. For private equity investment 
institutions, they should choose to cooperate with complementary PE Institutions. When 
choosing Options, they should pay attention to the quality of accountants, political 
connections and other factors, especially the ability to improve due diligence and 
options. For stock investors, we should pay attention to the impact of PE shareholding 
and its characteristic differences on the market performance of Listed Companies in the 
new share stage and before the lifting of the ban on private equity investment 
shareholding after IPO. For intermediaries, PE investment strengthens the positive 
effect of Accountants' reputation and inhibits the negative effect, which is conducive to 
the healthy development of the industry. 
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1. Introduction 

It is undeniable that China's real estate industry has developed vigorously since the reform of 
housing system from 1998. But at the same time, the real economy, the core force supporting 
people's livelihood and steady growth, is in the doldrums. Does the rapid growth of real estate 
industry necessarily relate to the downturn of real enterprises? The rapid development of the 
real estate industry in our country mainly show the real estate prices continue to rise, on the 
one hand, high housing prices can promote the development of real estate and related 
industries, and boost economic growth: on the other hand, Chen Binkai et al. (2015) thinks 
prices will also hinder the development of other entities industry, thus reducing the overall 
growth of the economy. The study of the impact of real estate growth on real economy mainly 
involves two aspects: one is the impact of real estate market on real investment; Second, the 
impact of real estate growth on innovation activities in the real sector. The former directly 
affects the growth of China's real economic output, while the latter is related to the 
transformation and upgrading of China's real sector and long-term development. Existing 
literature mainly proves that the growth of real estate does have an impact on the real economy, 
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but there is a lack of research on its impact mechanism, especially from the perspective of the 
profitability of enterprises in the real sector. The rapid rise of the real estate price in China has 
made it a general consensus that the real estate industry has become a profiteer industry. The 
profit margin much higher than that of other industries also makes a lot of resources 
concentrated in the real estate industry, and the real industry will get less financial support. 

2. Research Design 

First of all, in order to test whether the impact of housing price rise on real investment is linear 
or non-linear, the model is established as follows: 

 
inv , = 𝛼 + 𝛼 ℎ𝑝𝑔 , + 𝛼 ℎ𝑝𝑔 , + 𝛼 Control + 𝜂 + 𝜀  

 
i indicates the province and t indicates the year. Inv represents the level of investment in the 
real sector, and HPG represents the degree of real estate price rise. Considering that there may 
be a reverse causality relationship between housing price rise and investment in the real 
economy, the lag period of HPG is selected as the explanatory variable. Control is all Control 
variables, is the individual effect that cannot be observed, and is the interference term. We 
mainly pay attention to the coefficient of the quadratic term of housing price rise. If the 
coefficient is significantly negative, we believe that there is an inverted U-shaped relationship 
between housing price rise and real investment, and hypothesis 1 of this paper is established. 
Secondly, in order to further verify whether corporate profit margin plays a significant 
mediating effect between housing price rise and physical investment, this paper adopts the 
mediating effect test method (Baron and Keney,1986; Li Junqing et al., 2017) conducted tests 
as follows: 

 
inv , = 𝛼 + 𝛼 ℎ𝑝𝑔 , + 𝛼 ℎ𝑝𝑔 , + 𝛼 Control + 𝜂 + 𝜀 (3 − 2)

profitability
,
= 𝛽 + 𝛽 ℎ𝑝𝑔 , + 𝛽 ℎ𝑝𝑔 , + 𝛽 Control + 𝜂 + 𝜀 (3 − 3)

𝑖𝑛𝑣 , = 𝜇 + 𝜇 ℎ𝑝𝑔 , + 𝜇 ℎ𝑝𝑔 , + 𝜇 profitability
,

+ 𝜇 Control + 𝜂 + 𝜀 (3 − 4)

 

 
In the above recursive model, inv is the dependent variable, hpg is the independent variable, 
and 39.0% is the intermediate variable representing the profit rate of enterprises. Where, 
coefficient, represents the total effect of rising housing price on real investment, coefficient, 
represents the effect of rising housing price on corporate profit margin; Coefficient represents 
the effect of corporate profit rate on real investment; Coefficient represents the direct effect of 
housing price rise on real investment after controlling intermediary variables. In addition, the 
change of corporate profitability will have an impact on investment only after a certain period 
of time, and there may be a reverse causality relationship between corporate profit rate and 
real investment. Therefore, in model (4), we take the profit rate of enterprises lagging one 
period as the explanatory variable of entity investment. The other variables in the formula are 
defined in the same way as above. 
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3. The Impact of Real Estate Prices on the Real Economy 

3.1. Analysis 
Table 1. Basic relationship between housing price rise and real investment 

variable Model 1 
Step 1 
Model 2 

outcome variable(inv) Model 3 Model 4 

L.hpg -0.116 2.925** 0.0503 3.011*** 
 (-1-27) (2.07) (0.73) (3.14) 
L.hpg*L.hpg  .1.345**  -1.311*** 
  (-2.16)  (-3.10) 
rjgdpg   -0.0712 -0.0788 
   (-0.82) (-0.91) 
cz   0.0135 0.0139 
   (0.52) (0.54) 
zbpjg   -0.00488** -0.00514** 
   (-1.98) (-2.11) 
open   0.0294 0.0528 
   (0.51) (0.92) 
fdi   I992*** 1.918*** 
   (3.72) (3.61) 
fd   0.381*** 0.376*** 
   (9.49) (9.46) 
jc   0.367*** 0.367*** 
   (15.72) (15.87) 
_cons 0.581*** -1.125 0.208 -1.418** 
 (5.76) (-1.41) (0.85) (-2.45) 
Method FE FE FE FE 
N 480 480 480 480 
R2 0.004 0.014 0.552 0.562 

Note: t statistics are in parentheses; ***, ** and * are significant at the level of 1%, 5% and 10% 
respectively. 
 
First, we conduct benchmark analysis on the relationship between housing price rise and real 
investment through model (1), and verify hypothesis 1. As the research object of this part is 
panel data, it is necessary to conduct Hausman test on the model to judge the form of the model. 
We find that Hausman's test results reject the original hypothesis, which indicates that this 
paper should use the fixed-effect model to conduct an empirical study on each model 2. First of 
all, we conducted regression on the model containing only basic explanatory variables, and the 
regression results were shown in Model 1 and Model 2 in Table 1. We found that: when the 
single term of housing price increase (L.hpg) was regression, although the coefficient was 
positive, its significance was not strong. And join the second item prices (L.hpg*L.hpg), at the 
levels of at least 5%, prices have risen significantly quadratic term coefficient of negative, a 
coefficient is positive, the regression results consistent with the hypothesis of this article is 
expected, it shows that as the speed of rising home prices accelerating, investment entity 
department will present decline after the first growth momentum. Next, in order to improve 
the reliability of the model, we will add various control variables to measure the 
macroeconomic environment on this basis. The estimation results are shown in Model 3 and 
Model 4. It can be found that: The fitting degree of the regression model is greatly improved, 
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and the coefficient of the quadratic form of housing price rise (L.hpg*L.hpg) is still significantly 
negative (-1.311) at the 1% level, indicating that the inverted U-shaped relationship between 
housing price rise and real investment does exist. In addition, in order to better understand the 
critical point of the impact of housing price rise on real investment, we calculate that the 
inflection point of the inverted U-shaped curve in Equation (4) is 1.15, that is to say, when 
housing price growth exceeds 15% last year, housing price rise will have a negative impact on 
real investment. The reasons may be as follows: the "collateral effect" brought by a certain 
degree of house price rise relaxes the investment constraints of the enterprise sector and 
promotes the investment of the real sector; Beyond a certain limit, the "mortgage effect" of 
rising house prices will gradually be replaced by the "crowding out effect", which will depress 
investment in the real sector. Therefore, we believe that the rapid development of the real 
estate industry is not necessarily beneficial to the real economy, but the rapid rise of the 
housing price will hinder the development of the real economy, so the Hypothesis 1 is 
established in this paper. 
In addition, in the aspect of control variables, we found that the per capita GDP growth (rjgdpg) 
coefficient is negative, and coefficient of significance is not strong, it has to do with Zhu Yi and 
Xiong Siming (2009) concluded, this may be due to economic growth in recent years more and 
more is to rely on real estate investment, real estate investment and real investment between 
"shift", Therefore, the growth of per capita GDP reduces the level of investment in the real 
economy. The influence coefficient of foreign trade (open) and foreign direct investment (fdi) 
on real investment is positive, which indicates that strengthening foreign trade and introducing 
foreign investment can alleviate the current situation of excessive investment in real estate in 
China to a certain extent. At the same time, the improvement of financial development level (fd) 
also has a positive impact on real investment by alleviating the financing constraints of real 
enterprises. In addition, the improvement of infrastructure construction (jc) has a significant 
promoting effect on the real economy investment, while the increase of capital goods price 
(zbpjg) increases the cost of enterprise investment, so it has a significant negative effect on the 
real investment. Finally, the impact of government intervention (cz) is relatively insignificant. 
(2)Analysis of the influence mechanism of rising housing price on real investment 
In terms of the influence channels of rising housing price on real investment, we will focus on 
analyzing the mediating effect of corporate profit rate, mainly using the mediating test method 
proposed by Wen Zhonglin and Ye Baojuan (2014) (model 4-2, 4-3, 4-4). Table 1 has reported 
the regression results of the first step of the recursive model, and the regression results of the 
second and third steps of the mediation effect are shown in Table 5.4. First of all, Model 5 and 
Model 6 mainly investigate the impact of housing price rise on profit margin of industrial 
enterprises: the empirical results show that there is an obvious inverted U relationship 
between housing price rise and profit margin of industrial enterprises. At the level of at least 
5%, the first term coefficient of housing price growth is significantly positive, and the second 
term coefficient is significantly negative. This shows that when the housing price growth 
exceeds a certain value, the rise of housing price will have a negative impact on the profit 
margin of industrial enterprises. In other words, the excessive rise of housing price has a 
restraining effect on corporate profitability, which is consistent with the hypothesis of this 
paper. The reason may be that moderate house price rise can promote economic prosperity and 
reduce the cost of investment and financing of enterprises, and then promote the increase of 
profit margin of enterprises. The excessive rise of housing price will weaken the profitability of 
enterprises by increasing operating costs. 
On the other hand, the empirical results of Model 7 and Model 8 show that the profit margin of 
industrial enterprises has a significant positive impact on the investment in the real sector, 
which indicates that the improvement of the profit margin of enterprises contributes to the 
increase of the investment in the real sector, which to some extent reflects the nature of capital 
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to pursue profits. At the same time, the model (1) after adding profit margins, rising prices of 
quadratic term coefficient is significantly negative, and its absolute value is not join before than 
model (2, 4) model, by turning point also move to the left 3, suggesting that prices on the real 
sector investment still exist inverted u-shaped impact, but the impact degree of less than before. 
Overall, the rise of housing price has a significant inverted U-shaped effect on corporate profit 
margin, and corporate profit margin has a significant positive effect on real investment. 
Moreover, after the addition of intermediary variables, the rise of housing price still has an 
inverted U-shaped effect on real investment. According to the mediation test method proposed 
by Wen Zhonglin and Ye Baojuan (2014), this is just the embodiment of part of the mediation 
effect of corporate profit rate. Therefore, hypothesis 2 of this paper is valid. 
To sum up, the growth of real estate is not necessarily conducive to the growth of real economy. 
There is an inverted U-shaped relationship between the rise of housing price and real 
investment. When the growth of housing price exceeds a certain level, the "crowding out effect" 
brought by real estate growth will restrain the increase of real investment. At the same time, 
due to the inverted U-shaped intermediary effect of corporate profit rate, the rapid rise of 
housing price will further inhibit corporate investment by reducing the profit rate of industrial 
enterprises. 

3.2. Result 
The explained variable in this paper is industrial innovation (R&D). Referring to the research 
of Zhang Jie et al. (2016), we select the growth rate of internal R&D expenditure (the amount of 
funds raised for scientific and technological activities) of each region in China to represent it, 
that is, the regional INTERNAL R&D expenditure of the current year/the regional internal R&D 
expenditure of the previous year. Secondly, similar to Section 4.2, we select the growth rate of 
commercial housing sales price (fjg, average commercial housing sales price of this 
year/average commercial housing sales price of last year) as the core explanatory variable to 
measure the degree of housing price rise (Liang Yunfang and Gao Tiemei, 2006). And selecting 
the profitability of enterprises in the real sector represented by industrial enterprises (39.0% 
total profits of all local industrial enterprises/total operating income of industrial enterprises) 
as the intermediate variable; In addition,per capita GDP (Imjgdp), foreign trade (open), foreign 
direct investment (fdi), financial development (fd) and human capital (edu) were selected as 
control variables. 
In addition, in order to improve the reliability of the model, we will add various variables 
controlling the macroeconomic environment on the basis of Model 9 and 11. The final 
estimation results are shown in Model 12 and 13, and it can be found that: In addition to 
changes in the fitting degree of the model, the signs of each coefficient of the mediation effect 
test model did not change, and the inflection point of the inverted U-shaped impact of housing 
price rise on industrial innovation also moved to the left (from 1.20 to 1.15) after the addition 
of the mediation variable. 
In conclusion, we believe that real estate growth is not necessarily conducive to the 
improvement of industrial innovation, and there is an inverted U-shaped relationship between 
the two. When the housing price growth exceeds a certain level, the "crowding out effect" 
brought by real estate growth will inhibit the investment of industrial enterprises in scientific 
research and innovation activities. At the same time, due to the inverted U-shaped intermediary 
effect of corporate profit rate, the rapid rise of housing price will further inhibit the innovation 
ability of industrial enterprises by reducing their profit rate. 
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