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ABSTRACT

Real estate investments play an important role in all social capitals to promote
industrialization and civilization. Real estate prices influence the social assets, and the
consequence of fluctuations creates impacts on economic stability, political
development, and financial security. It is the collapse of real estate was the fuse of
economic crisis and financial crisis in Japan and Southeast Asia. Over the past several
years, The Chinese real estate sector experienced an economic reform process with
sharp increases in the real estate prices has led to concerns of an emerging real estate
bubble. A deep study of the rational bubble theories on the real estate sector is needed.
There have been many debates among the government sector, and strikes by the
academic circles and professional people.

This paper sought to find the relationship between the real estate price fluctuations
and macroeconomic fundamentals of 21 main cities in China using panel data
stretching from 2000 to 2010. This study found that selected factors had explanatory
power in explaining changes in house prices. All explanatory variables of real GDP,

real mortgage rate, per capita disposable income and land transaction price index have
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positive effects on house prices. However, advance statistical techniques in panel data
econometrics were adopted. Over the whole (and same) sample period, the house
price and house rent have the same order of integration. But these are not
cointegrated. The results show that a bubble exists in the urban real estate market in
China. Finally, this study proposed policy suggestions according to the empirical

result.



