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Abstract

In this paper, we attempt to examine the effects of foreign direct investment in real estate (FDIRE) on
the housing prices in China. We employ ARDL (AutoRegressive Distributed Lag) bound test (Pesaran et al.
2001) to investigate the long-rum relations between macroeconomic variables. We use FMOLS (Phillips and
Hansen, 1990) and DOLS (Stock and Watson, 1993) to calculate the individual cointegration vectors. We
select four categories of commercial residence buildings as dependent variables, namely, business,
commodity, residence and office buildings. Based on existing literature, we employ four macroeconomic
variables as independent variables, i.e. interest rate, exchange rate of RMB to US dollars, FDIRE and
industrial growth ratio as proxy variable of GDP. We find that the FDIRE has a significant negative effect
on the real estate prices in China. This implies the Chinese government should keep providing favorable
conditions for more FDIRE to stabilize the booming real estate market in China.

Key words : Bound test, Johansen cointegration, FDIRE, China's real estate prices, FMOLS, DOLS
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Category Variable Definition Unit Sources
A 11i ice f i 1
Commodity verage selling price for commodity rea Vuan/m? CSSB*
estate
Dependent . . . . 9
. Business Average selling price for business real estate  Yuan/m CSSB
variable
Residence  Average selling price for residential real estate Yuan/m? CSSB
Office Average selling price for office real estate Yuan/m? CSSB
IGR Industrial growth rate % CSSB
Independent oo FDI in real estate 100 mil. CSSB
variable yuan
People’s Bank of
EX Exchange rate Yuan/USD cope S. anke o
China
Rate 3-year interest rate % People’s .Bank of
China

Note : *CSSB : China State Statistical Bureau.
Source : Yu(2017).
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<Table 2> Results of unit root tests
. 1(0) I(1)
Cat Variabl
Aesony ananies ADF PP ADF PP
InCommodity 2.50 3.61 -2.66%* -24.97%%*
Dependent variable InBusiness 1.00 1.83 -15.87%** -32.88%**
InResidence 2.34 3.41 -2.75%* -26.54%**
InOffice 0.91 1.84 -14.00%** -30.91%**
IGR 1.81 5.56 -1.15 -15.02%%*
Independent variable InFDIRE -0.50 -0.75 -0.48%** -46.62***
InEX 0.13 -1.41 -1.44 =757
Rate -0.45 -0.53 -4.73HH* -0, 12%%*

Notes : 1. *Significance at the p <0.10 level, ** significance at the p <0.05 level;

2. 1(0) is integrated of order zero and I(1) integrated of order one.

Source : Yu(2017).
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<Table 3> Cointegration estimation results (Bounds test)

Computed F-statistics : Commodity Business Residence Office
0, =0,=0;=0,=6,=0 4.12%* 4.63%* 3.95% 4.41%*
Critical value bounds Lower bounds(LB), 1(0) Upper bounds(UB), I(1)

10% 245 3.52

5% 2.86 4.01

1% 3.74 5.06

Notes : 1. * ** and *** indicate significance at the p<0.10 level, p<0.05 level and at the p<0.01 level, respectively.

2. The asymptotic critical value bounds for the F-statistic testing for the existence of a level relationship are from Table
CI(iii) Case III : Unrestricted intercept and no trend in Pesaran et al. (2001, p. 300). In this paper, the number of independent
variables is four, or k=4.

Source : Yu(2017).
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<Table 4> Estimation results of FMOLS and DOLS for Commodity

. FMOLS DOLS
Variables ) 3 - -
Without ¢ With ¢ Without ¢ With ¢
C 13.04%** (4.69) 14.27%%* (4.48) 19.99%** (5.89) 10.95% (2.56)

IGR 0.53*** (10.17) 0.51%%* (8.67) 0.01 (0.07) -0.18 (-1.12)
InFDIRE -0.04%** (-3.58) -0.04** (-2.93) -0.03* (-2.16) -0.03** (-2.94)
InEX -3.74%* (-2.83) -4.32%* (-2.85) -6.09%** (-4.05) -0.92 (-0.42)

Rate -0.04** (-3.20) -0.04%** (-3.36) -0.04%** (-3.63) -0.03** (-2.81)

t 0.004** (2.98) 0.01%%* (4.03)
' -4.20E-05** (-3.14) -3.30E-05** (-2.94)
Lag 2 2
R’ 0.917 0.938 0.934 0.938
Adj. R’ 0.914 0.932 0.93 0.933
Notes : Selection of leads and lags for DOLS is based on the maximization of AIC(Akaike Information Criterion);
*Significance at the p <0.10 level; ** significance at the p <0.05 level; *** significance at the p <0.01 level; t-statistics are in
parentheses.
Source : Yu(2017).
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