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Abstract

Since the implementation of bid invitation, auction and listing (BAL) system of
operating land, China's land transfer income scale has seen a rapid expansion, and its
share of local financial resources has also increased year by year. Meanwhile, the real
estate market in general, has been showing an overheating, which means that housing
prices and floor prices have been rising significantly, and that relative scale of real estate
development investment has been expanding year by year. Academic circles put forward
a variety of criticism of land finance, and most of them regard it as an important reason
of overheated real estate market. But most of these studies are superficial, and are not
able to establish a theoretical framework based on China's institutional background and
to do the empirical analysis. Being different from previous studies, based on China's
unique land BAL system, under the conditions that local government has complete
information and that developers do not hoard, we build a theoretical framework,
describing the mechanism of land price formation of residential land and factors affecting
house prices. On this basis, we study local government’s adjustment mechanism of land
transfer income scale and the influence mechanism of land finance scale on real estate
market’s important variables under different incentive targets in the short and medium
term separately. Our empirical study confirms the existence of the above mechanism, and
verifies the real effect of land finance on the real estate market. On the basis of
summarizing the pros and cons of land finance, we do numerical simulation of different
policies on land finance governance under the general equilibrium framework, and we
get the reform direction of solving land finance problems and stabling real estate market.
After that, we come up with reasonable policy recommendations, which have certain
reference values to solving real problems.

In the short term, the local government facing financial gap will expand the scale of
land finance to achieve budget balance. Land supply in the short term is difficult to adjust,
therefore, the adjustment of the volume rate is the key to the local government to achieve
its objectives. Because the floor price offered by developers will do a negative response
to volume ratio, the result of the game between local government and developers is to
realize Land Financial scale expansion by set a higher volume ratio. As a result, floor
prices will drop in a small margin. On the other hand, house prices and local government

spending is positively related, as a result, the falling scale of local fiscal spending is



limited, so that land finance plays a supporting role on housing prices. We base on the
“guasi natural experiment” of expanding the scope of the reform of transferring business
tax into VAT, and use DID method to confirm the above theory. Research results show
that, short term land finance’s expansion coping with financial gap, does not necessarily
lead to rising land prices. At the same time, this kind of expansion mechanism has some
positive significance to the protection of the level of local public expenditure and the
stability of housing prices.

In the medium and long term, the incentive target of the local government to operate
the land is the maximization of the land transfer income, and this goal is achieved
through the selection of the cross period optimal land area. Under the BAL system, land
finance dependence of local government has a direct connection with relative scale of
real estate development investment. Land finance dependence, however, does not affect
housing prices. The rising housing prices are mainly due to demand side factors. Because
land finance will cause high land prices to some extent, its scale expansion comes from
developer's economic profit. This reveals why the local government is keen to promote
the development of the real estate industry. Our dynamic panel data model based on 274
prefecture level cities confirms the conclusion above, and gets the necessity of reducing
the land finance dependence and the management of real estate supply and demand.

Under the framework of general equilibrium, we carry out policy simulation of the
existing central government management idea and future real estate tax reform ideas. The
findings suggest that, whether by reducing local government’s land transfer revenue or
increasing local tax revenue, the scale of land finance and the heat of real estate market
will not be reduced. On the basis of imposing real estate tax on the stock of housing, we
should limit the size of the financing of developers, so that we will get an ideal policy
effect. Finally, on the basis of the full text research, we come up with some reasonable
suggestions aiming at solving land financial problems and stabling real estate market. At
the same time, we also put forward some suggestions on the adjustment of the current

central policies.

Keywords: Land Finance; Bid Invitation, Auction and Listing system; Residential Real
Estate Market; Real Estate Tax Reform
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