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The Role of Foreign Investment in Real Estate Prices

of Tianjin—The Principal or an Accomplice ?

Abstract

The reform and opening in mainland China in 1978 had fretted the surface
of the water of the economic market. The concepts of public housing and
housing welfare system had been broken, leading to a line of hope in the
reform of the house property system. After Xiaoping Deng's speech during his
south tour, he set up the basic route of the "socialism market economy with
Chinese features", resolving the market economy ideology issue from the root.
Since then, the house property market in Chine has been activated. In the recent
decade, the average price of commercial residential buildings had increased
from YMB$2,112 in 2000 to YMB$5,032 in 2010. In major cities such as
Beijing, Shanghai, and Guangzhou, the prices had already went over
YMB$10,000.

The asymmetric development of the house property market has further
caused structural conflicts and confrontations in Mainland China. Apparently,
high housing prices were not beneficial to the sound development of the
domestic economy. And thus the central government in Mainland China had to
face up to this serious problem and aggressively took the microscope
controlling measure in the attempt to suppress the increasing housing prices to
resolve people's complaints. In the mean time, under the desire for the great
profits behind the rapid development of the economy in Mainland China,
foreign funds had entered the Chinese market one by one, getting some extra
attention of the Chinese government. Because the rumor of "foreign funds in
real estate speculation” and some doubles had continuously bothered the
Chinese government, under the atmosphere with high housing prices and high
social grievance, requests for reviewing foreign funds in the industrial,
governmental, academic, and research circles were very broad. However,

whether there was real estate speculation with foreign funds behind high
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housing prices is worth thinking and studying.

Using Tianjin City in Mainland China as a target for observation, this
study attempted to apply the autoregressive ARDL model to explore the
influences of foreign direct investment (FDI) on price changes in housing
property, in order to clarify the role foreign funds play in real estate prices. The
independent variables included in the model were consumer price index (CPI),
per capita income (INC), loan interest (INT), exchange rate (EXC), and stock
price (STOCK), in order to observe the influences of the macro economical
factors on the Chinese real estate market. According to the empirical results, in
the short run, foreign funds could indeed drive up housing prices. However, in
the long run, the influence was not significant. This means foreign funds are
not the main cause driving up real estate prices. The role they played was a
"partner in crime" instead of a "main suspect". The study found that there was
indeed a significant and substantial influence of exchange rate changes on real
estate prices, meaning that if the Chinese government would like to surprise
increasing housing prices using exchange rates as a tool, it is necessary to allow
YMB appreciation. However, currently, Mainland China is still a country with
mainly exports. In the long run, YMB appreciation may lead to certain impact
on China's exportation. Therefore, operating exchange rate related policies may

lead to a dilemma (to appreciate or depreciate).

Key words: Tianjin ~ real estate ~ foreign direct investment ~ autoregressive ARDL
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