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Easy Monetary Policy Spatial Mismatch between Supply and Demand

and Continuous Housing Price Differentiation

NI Pengfei
( National Academy of Economic Strategy CASS)

Summary: Over the past several years the surges and differentiations in housing prices in Chinese cities have posed
numerous challenges to the country. This paper combines an examination of macroeconomics with an analysis of regional
markets conducted on the basis of a new theoretical model of economic geography. This model uses housing sector and
monetary policy variables to construct a general equilibrium model that reflects the relationships between differing prices for
urban housing. The model reveals how the spatial mismatch between housing supply and demand aggravates the
differentiation of housing prices. The model also simulates the impact that various monetary policies can have on the spatial
mismatches between supply and demand and therefore on housing price differentiation. On the basis of these projections
two hypotheses are proposed. First the supply-demand mismatch between big and small cities results from a more rapid
growth of demand for housing in big cities and slower growth of demand in small cities. This mismatch arises due to the
income gaps and the trends in migration of the population. In addition this mismatch involves a per capita increase in the
housing supply in small cities and a decrease of the supply in big cities even though the land-to-housing—supply ratio in
large and small cities has barely changed. These trends tend to aggravate the differentiation of housing prices between
different cities. A second hypothesis is that the easy monetary policy that has prevailed for some time has led to higher
housing prices and faster growth in big cities than in small ones. This policy affects people” s income levels and the rates of
labor migration between small and large cities thereby exacerbating the differentiation in housing prices.

To test the validity of these hypotheses 285 sample cities that have data available between 2001 and 2013 are divided
into four tiers on the basis of relevant criteria. The PDI ( spatial differentiation index) formula is used to calculate nine
groups of PDIs between each combination of two tiers of these cities with comparisons of the explained variables the core
explanatory variables and the control variables. These comparisons produce 117 sample observations. To avoid possible
endogenous bias in the estimations the PDIs of urban residents’ water consumption the average years of education for
residents of each city in 2000 and the local vegetable yields are used as instrumental variables. These three variables
respectively are used to validate the PDIs of urban population income and area of transferred land. The regression results
show that differences in population and income levels in cities of different tiers lead to housing price differentiation and this
process is exacerbated by a reversed differentiation trend as is shown in the amounts of land transferred. The results also
show that the faster the money supply grows the more severe the differentiation in income and population becomes which
in turn pushes up the level housing price differentiation.

To test the reliability of these findings the variables are then changed to prove the robustness of the major explanatory
variables. With these redefined variables the findings are as follows. First the differentiation of surges in housing prices is
to some extent inevitable in Chinese cities as it takes time for the supply to respond to changes in demand. Second
government policies on land housing and monetary policy at the macro level have significant effects on the differentiation
of housing prices between cities.

To reduce this over-differentiation governments should create conditions by which the quotas for new construction land
in urban areas can be truly linked to the number of rural migrants who are granted urban residency in each city so that the
housing supply can better match the demand in spatial terms. In addition the government should prevent its monetary policy
from impacting the housing market. Financial regulation should be strengthened to prevent overflows of capital into the housing
market. A differentiated mix of land financial and taxation policies should be adopted to better match the supply and
demand for housing in spatial terms and to reduce the housing price differentiation caused by the uniform monetary policy.
Keywords: Housing Price Differentiation; Supply-Demand Mismatch; Monetary Policy
JEL Classification: C21 DI2 Q12
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