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ABSTRACT

In the context of economic globalization, with the deepening of China's economic openness, a large amount of
foreign capital inflows have not only brought about technological and management innovations, but also filled the
funding gap for China's economic development. Especially, as a pillar industry of the national economy, the rapid
development of China's real estate market has attracted a large amount of foreign investment. This study is based on
data from 35 large and medium-sized cities in China, and deeply analyzes the impact and mechanism of housing prices
on FDI inflows, providing theoretical support for the government to formulate relevant foreign investment policies.
Research has shown a significant positive correlation between Chinese housing prices and FDI inflows. This study not
only enriches the empirical evidence of emerging market research, but also provides more specific and representative
analysis by focusing on urban clusters. In addition, this study further explores the role of foreign direct investment in
the real estate industry through empirical testing, providing a new perspective for research in related fields.
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1. Introduction

With the development of economic globalization, a large amount of foreign capital has flooded into the
Chinese market, which not only brings more advanced technology management, but also the huge amount of
foreign direct investment (FDI) makes up for the gap of insufficient capital in the process of China's
economic development!'l. According to data from China's Ministry of Commerce, 53,766 new FDI
enterprises were established in China in 2023, up 39.7% year-on-year, and the actual amount of FDI utilized
was RMB 113.31 billion. Among them, actual investment in China from Spain, Germany and the
Netherlands increased by 263%, 34.7% and 9.5% respectively. Foreign direct investment in China is
developing at a faster pace, and China is gradually becoming one of the most attractive countries for foreign
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direct investment.

China's real estate sector has undergone a remarkable transformation over the past few decades,
intricately intertwined with the country's economic development, local finance, infrastructure enhancements,
and rapid urbanization?]. Since the initiation of economic reforms in 1978, China's real estate industry has
emerged as a key driver of economic growth, attracting substantial foreign direct investment (FDI) in the
process. The sector's evolution has been marked by several significant milestones. Initially, housing was
primarily viewed as a social welfare rather than a commodity, with limited private ownership®. However,
with the country's shift towards a more market-oriented economy, the real estate market began to open up,
allowing for increased private participation and foreign investment. This transition was further accelerated
by the introduction of land use rights reforms, which allowed for the leasing and sale of land use rights,
effectively privatizing land ownership and stimulating real estate development 41,

As China's economy continued to grow, local governments increasingly relied on land sales and related
revenues as a significant source of finance *). This so-called "land finance" model has played a pivotal role
in fueling urbanization and infrastructure development, as governments use land sales proceeds to finance
public works projects, including roads, bridges, and public transportation systems*! . In turn, this
infrastructure development has attracted more people to cities, driving up demand for housing and further
stimulating the real estate market.

The vigorous development of the real estate industry has played a pivotal role in improving the living
conditions of residents, stimulating consumption, boosting domestic demand and promoting the growth of
the national economy [¢l. With the advancement of China's housing system reform, the real estate industry
has developed into an important pillar industry for national economic development [l China's real estate
market has developed rapidly, with real estate development investment growing at a fast pace and the real
estate market becoming increasingly prosperous, with the average selling price of commercial properties
rising from RMB 1,854 per square meter in 1998 to RMB 10,322.67 per square meter in 2021, an increase of
556.78%. The current excessive housing prices have clearly exceeded the affordability of ordinary home
buyers [®l. The rapid rise in housing prices will not only seriously affect the lives of residents, destroying
social stability and harmony, but also more likely to cause an imbalance in the development of the real estate
industry itself, resulting in housing price bubbles, which is not conducive to the stable development of the
national economy 1. Therefore, scholars have begun to pay attention to China's real estate market and
explore the influencing factors of housing prices.

China's huge market potential and increasingly perfect investment environment greatly promote the
development of foreign trade, attracting a large influx of foreign capital, and the tendency of capital requires
it to flow into high-profit industries or sectors [1%1. As the average profit of China's real estate industry is 10%,
it is undoubtedly the best choice for foreign investment. The high profit margin constantly attracts foreign
capital to enter the real estate industry by taking shares in real estate companies and setting up real estate
subsidiaries [*l. As can be seen from Figure 1, the rise in China's housing prices and the inflow of FDI have
the characteristics of convergence, and the convergence has become more obvious in recent years: the higher
the housing prices, the larger the scale of foreign investment inflow.

The degree of opening up of China's real estate industry has been increasing, with a large influx of
foreign investment, which has promoted the rapid development of China's real estate industry, but the entry
of many foreign direct investments has taken the real estate industry as the focus of speculation, which has
accelerated the rise of China's real estate prices to a certain extent '], Since 1978, foreign direct investment
has played an important role in the process of China's economic development, many scholars have studied
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foreign direct investment more, but for the real estate industry, the research on foreign direct investment is
relatively small ['2. At present, China will shift from policy-based to system-based investment, continue to
promote the liberalization and facilitation of foreign investment, optimize the business environment for
foreign-invested enterprises, and better serve the promotion of high-quality economic development.
Therefore, it is of practical significance to study the impact of China's real estate market on foreign direct
investment.

The marginal contributions of this study are in: first, based on the Chinese context, this study explores
the impact of house prices on FDI inflows in the world's largest developing country, where, as discussed, the
rapid rise in house prices attracts foreign investors looking for high returns, leading to an influx of FDI into
the real estate sector. This, in turn, leads to further increases in house prices in a positive feedback loop.
However, the long-term sustainability of this trend is questionable, as excessive speculation and price
bubbles can destabilize the market and ultimately hinder economic growth. This study further analyzes the
impact of China's real estate market on FDI and enriches the empirical evidence of emerging market research;
second, most of the sample areas of current studies on house prices are selected on a country-wide basis or
based on a single province, and no study has been conducted on a particular group of cities. Meanwhile, the
quality of the local investment environment, including the infrastructure, the legal system, and the
government policies, plays a crucial role in attracting FDI plays a key role. Foreign investors are likely to
choose locations with lower risk and better return prospects. The trend of China's real estate price index is
consistent in certain regions. In 1998, China's National Bureau of Statistics selected 35 large and medium-
sized cities for real estate price index compilation, which has the most accurate data and the longest span of
time, so the selection of 35 large and medium-sized cities as the object of the study has a certain degree of
representativeness and typicality ('], Thirdly, there are many controversies about the role of FDI in the real
estate industry, and many conclusions are based on qualitative analysis. In view of this, this study
empirically examines the impact of China's housing prices on the inflow of FDI based on the data of 35 large
and medium-sized cities in China from 2010 to 2021, and tries to further examine its intrinsic mechanism of
action, so as to provide a theoretical basis for the government's foreign investment policy in regulating the
real estate industry.
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Figure 1. Trends in China's FDI and housing prices from 2004 to 2021.
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2. Literature review

One of the most important manifestations of the internationalization of modern capital flows is foreign
direct investment (FDI), the inflow and outflow of which has a far-reaching impact on the development of a
country's economy. As the number of FDI flows in the international arena continues to increase and the
scope of flows continues to grow, its importance is becoming more and more prominent [14]. Since then,
research on FDI has been a hot spot in economics.

2.1. Study on foreign direct investment

From the existing literature, many scholars' studies on FDI mainly focus on the location choice of FDI,
i.e., the analysis of the influencing factors of foreign direct investment inflow. These scholars mainly focus
on important influencing factors such as labor cost, infrastructure, and market openness. Hammami ['%]
suggests that lower labor costs and untapped Market size are important advantages for low-income countries
in attracting FDI inflows, which help to create an attractive and sound environment for FDI, thus ensuring
the main factors for sustainable economic growth 1. Concurrently, different types of infrastructure affect
FDI inflows, with transportation infrastructure in FDI target countries significantly mitigating the negative
impact of epidemics on FDI inflows '%l. For Middle Eastern countries, reliance on professional management
reduces FDI inflows to the UAE, while linking pay to productivity reduces FDI inflows to Bahrain and the
UAE, and trade openness and infrastructure development have a positive impact on FDI inflows [7],
Furthermore, Liao, Yang !'8's research shows that FDI has a significant positive impact on employment, and
the Belt and Road Initiative has had a positive impact on this impact, with FDI in industrial structure
upgrading having an overall positive impact on employment.

2.2. Study on the relationship between house prices and FDI

Since China's real estate market reform in 1998, foreign investment flows into the real estate market
have risen year by year, which has indeed driven residential consumption and effectively boosted social
demand for a certain period of time ['3]. However, as the real estate industry accounts for a rising proportion
of the national economy, and the correlation with other industries continues to increase, the continuous rise
in housing prices has also led to the exposure of a variety of social contradictions [9]. Even though the
Chinese government has introduced a series of control policies, housing prices are not decreasing but
increasing, and the prosperity of real estate as a non-tradable sector will inevitably attract the inflow of
foreign direct investment. “High house prices” and “rapidly rising house prices” have been the prominent
features of China's house prices in recent years. Some scholars have found that the increase of FDI inflow
will promote the rise of house prices, and have put forward relevant opinions on this phenomenon 14}

The real estate industry is like a reservoir, into which both domestic and foreign capital will
continuously flow, and the concentration of a large amount of capital will further push up the price of
housing, thus promoting the prosperity of the real estate industry [!°1. On the one hand, the high rate of return
of the real estate industry will increase the investment demand of foreign investors, and foreign investors will
even directly participate in the real estate development industry, investment or speculation, in order to obtain
high returns ['4; on the other hand, real estate is one of the most important means of preserving and
increasing the value of wealth 2%, and many enterprises will hold real estate, and for foreign-invested
enterprises holding real estate, the rise in housing prices means that the amount of fixed assets of foreign-
invested enterprises will increase, and the enterprises will be relieved of the problem of rising housing prices
(211, The increase in the amount of fixed assets of enterprises eases their financing constraints and improves
their lending and financing ability ?21. The development of real estate industry is closely related to the
upstream and downstream related industries such as building materials, furniture, decoration, marketing, etc.
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Therefore, the prosperous development of the real estate industry will promote the development of other
industries, further promote the improvement of local infrastructure, improve the level of economic
development, and create a better environment, which constitutes a benign cycle and attracts more inflows of
foreign direct investment.

We propose hypothesis 1: An increase in housing prices will promote the inflow of FDI.

3. Data and model setting

3.1. Data source and sample selection

This study empirically examines the impact of China's house prices on foreign direct investment inflows
based on data from 35 large and medium-sized cities in China from 2010 to 2021. The data for the study are
mainly obtained from the National Bureau of Statistics of China, China Urban Statistical Yearbook, China
Statistical Yearbook and China National Economic and Social Development Statistical Bulletin. This study
combines the theme of the study with data processing. In addition to using the indicator data directly
provided by the yearbook, some missing data are filled in by linear interpolation and individual variables are
logarithmically processed in order to eliminate the influence of possible heteroskedasticity on the empirical
analysis. The final effective sample size obtained was 387.

3.2. Research design

Based on the previous analysis, the following econometric model is constructed:

Fdl:it: 0(+,81Hpsl-t+ﬁ2Xit+ui+/'lt+£it (1)

In equation (1), Fdi is foreign direct investment; Hps is housing prices, and X is a control variable
including population density, level of economic development, degree of financial development, degree of
government intervention and overall industrial upgrading. ais a constant term, € is an error term, i and ¢ are

different cities and years, Ui js city fixed effects, and A is time fixed effects.

Foreign direct investment (Fdi) is the explanatory variable of this paper, which is derived from the
National Bureau of Statistics of China and the National Economic and Social Development Statistics
Bulletin of each city. It is measured by taking the logarithm of the actual amount of foreign investment
utilized in the year.

Housing price (Hps) is the explanatory variable of this paper, which is obtained from the statistical
yearbook of each city, and is measured by taking the logarithm of the average price of commercial housing
in the current year.

Existing literature identifies certain potential factors that can lead to changes in the level of FDI. In
order to avoid the effect of omitted variables, this paper controls for six variables, namely population density
(popd), economic development level (edol), financial development level (fdol), government intervention
level (goil) and overall industrial upgrading (ouid), by drawing on relevant literature. The main variables are
defined in Table 1.



Environment and Social Psychology | doi: 10.59429/esp.v9i8.2884

Table 1. Variable definition.

Variable Sign Variable description
Foreign direct
Explained variable Fdi Foreign direct investment for the year in logarithmic
investment
Explanatory
) Housing prices Hps Average price of housing in the year taken in logarithms
variable
Population density Popd Person/km?
Level of economic )
Edol GDP in logarithms
development
Level of financial ) ] )
Fdol Balance of deposits and loans of financial institutions/GDP
) development
Control variables
Level of government
goil Local fiscal expenditure/GDP
intervention
Value added of primary industry as a share of GDP*1+Value added of
Industrial Upgrading ouid secondary industry as a share of GDP*2+Value added of tertiary

industry as a share of GDP

3.3. Variable descriptive statistics

In order to have a preliminary understanding of the research sample, this paper first conducted a
descriptive analysis of the relevant variables, and the results are shown in Table 2. The average level of
foreign direct investment in China's 35 large and medium-sized cities was 12.213, but there are large
fluctuations in this value, and the standard deviation is close to the mean, indicating that there are large
differences in foreign direct investment among cities. The large difference between the minimum and
maximum values shows that there are significant differences in the ability of different cities to attract FDI in
the study sample. The mean value of housing prices is 9.422, with a small standard deviation, indicating that
housing prices are relatively centralized among cities, but still have a large range of fluctuations. Population
density shows the number of people per unit area, with a mean value of 6.340566 and a small standard
deviation, implying that the distribution of population density is relatively close in most cities, but there are
still some differences; the standard deviation of the level of economic development is small, showing that the
level of economic development is relatively close among cities; the degree of financial development is
measured by the deposit and loan balances of financial institutions at the end of the year, with a mean value
of 4.448116, with a relatively large standard deviation, indicating a large difference in the degree of financial
development between cities. For the degree of government intervention, the level of urbanization and
industrial upgrading, the standard deviation is very small, indicating that the degree of government
intervention, the level of urbanization and industrial upgrading are similar among cities.
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Table 2. Variable descriptive statistics.

Variable Obs Mean Std. dev. Min Max

Fdi 387 12.21397 1.620016 4.905275 14.94127
Hps 387 9.421992 .5833419 8.376321 10.99186
Popd 387 6.340566 0.717264 1.517323 7.808888
Edol 387 11.33007 0.391235 10.22543 13.05569
Fdol 387 4.448116 1.342277 2.355984 12.56896
goil 387 0.14792 0.038456 0.081708 0.267

ouid 387 2.506693 0.212446 0.000246 2.835702
CFdi 387 12.80096 1.699963 7.350516 15.80852

4. Analysis of empirical results

4.1. Benchmark regression

This section demonstrates the impact of housing prices on foreign direct investment, and the regression
results are shown in Table 3, based on the sample data with the gradual inclusion of control variables.
Column (1) of Table 3 shows that the coefficient of the explanatory variable Hps is 1.225, which is
statistically significantly positive at the 1% level, when fixed effects and control variables are not included,
suggesting that an increase in housing prices can increase the inflow of foreign direct investment. Column (2)
of Table 3 shows that with the inclusion of fixed effects, the coefficient of Hps of the explanatory variable is
positive and statistically significant at the 1% level. Columns (3) and (4) of Table 3 show that the Hps
coefficient of the explanatory variable is still positive and statistically significant at the 1% level with the
inclusion of fixed effects, including some and all control variables, respectively. Overall, the direction of the
effect of the explanatory variables and the level of significance do not change significantly between columns,
indicating that the model estimation is highly robust, further validating the research hypothesis of this paper,
which suggests that rising housing prices can promote the inflow of foreign direct investment.
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Table 3. Benchmark regression.

@) (2) 3) 4)
VARIABLES Fdi
Hps 1.225%%%* 0.921%%** 0.920%** 0.8717%%*
(0.103) (0.243) (0.238) (0.250)
Popd -0.278%* -0.270%*
(0.113) (0.110)
Edol 0.581 0.783*
(0.437) (0.402)
Fdol 0.015 -0.021
(0.197) (0.201)
goil 3.876
(3.784)
ouid 0.051
(0.084)
Area fixed effects No Yes Yes Yes
Time fixed effect No Yes Yes Yes
Constant 11.955%** 12.019%** 7.137 4.268
(0.087) (0.059) (5.791) (5.185)
Observations 387 387 387 387
R-squared 0.195 0.862 0.865 0.866

Robust standard errors in parentheses

w8k p<0.01, ** p<0.05, * p<0.1

4.2. Robustness check

4.2.1. Replacement of explained variable

In order to further examine the credibility of the regression results, this paper adopts the method of
replacing the explained variables to carry out the robustness test. We replace the explained variables, the
original explanatory variable “Fdi” with the amount of contracted foreign investment in the current year
“Cfia”, the regression steps remain the same, the regression results are statistically significant at the 1% level
and the coefficient is positive, indicating that the regression of housing prices on foreign direct investment is
significant. The coefficient is positive, indicating that the regression of housing price on foreign direct
investment is significant. Table 4, column (1) shows that the regression results are basically consistent with
the previous section, indicating that the estimation results are robust.

4.2.2. Explained variable and explanatory variable lagged one period

To ensure that the conclusions are robust, column (2) of Table 4 presents the regression results of this
paper with an extended observation window for the explained variables. Column (2) of Table 4 presents the
regression results for the lagged explanatory variable (L.Fdi). From the regression results, it can be seen that
by lagging the explained variables, the coefficients of their explanatory variables are still significantly
positive and statistically significant at the 1% level. It indicates that house prices have an impact on FDI after
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one year and the conclusions of this paper have not been substantially changed and the regression results are
still robust.

Column (3) of Table 4 shows the regression results after extending the observation window for the
explanatory variables. Column (3) of Table 4 shows the regression results for the lagged explanatory
variables (L.Hps). From the regression results, it can be seen that by lagging the explanatory variables, the
coefficients of their explanatory variables are still significantly positive and statistically significant at the 1%
level, the conclusions of this paper have not been substantially changed and the regression results are still
robust.

Table 4. Robustness check.

@ 2 3
VARIABLES Cfia L.Fdi Fdi
Hps 0.677*** 0.584%**
(0.199) (0.272)
L.Hps 0.877***
(0.238)
Popd 0.012 -0.126 -0.249%*
(0.083) (0.169) (0.116)
Edol -0.234 0.809* 0.652*
(0.201) 0.421) (0.389)
Fdol -0.135%* -0.043 -0.029
(0.056) (0.189) (0.188)
goil 2.769%* 1.836 3.801
(1.610) (3.548) (3.736)
ouid -0.018 0.101 0.025
(0.078) (0.076) (0.073)
Area fixed effects Yes Yes Yes
Time fixed effect Yes Yes Yes
Constant 7.722%%* 3.355 5.753
(2.540) (5.329) (4.988)
Observations 387 351 351
R-squared 0.943 0.869 0.876

Robust standard errors in parentheses

#x p<0.01, ** p<0.05, * p<0.1

4.3. Endogeneity testing

Despite the fact that we control for city-level characteristic variables and fixed effects in the estimation
in Table 3, there may still be endogeneity between house prices and FDI. An effective way to address
endogeneity is the instrumental variable approach, where we conduct endogeneity tests by looking for
macro-level instrumental variables. Green space per capita, as an exogenous variable, reflects the quality of
the local environment and the level of urban planning, and these factors can have an important impact on real
estate prices. For example, more green space can improve the quality of life of residents, thus driving up
house prices. However, at the same time, the green space per capita itself is not directly affected by house
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prices and FDI, which satisfies the basic condition of being an instrumental variable. Based on the above
analysis, this paper uses green space per capita (Pgs) as an instrumental variable for Hps, with specific data
from the China Urban Statistical Yearbook. Column (1) of Table 5 reports the first-stage results of the two-
stage least squares (2SLS) estimation, which shows that Pgs has a significant negative effect on Hps.
Column (2) reports the second-stage results, in which Hps is significantly positively correlated at the
statistical level of 5%, which indicates that Hps significantly improves the inflow of Fdi while controlling for
the endogeneity, and suggests that the present study effectively removes the effect of endogeneity, thus
obtaining a more accurate estimation result. thus obtaining more accurate estimation results.

Table 5. Endogeneity testing.

@ 2
VARIABLES Hps Fdi
Pgs -0.001**
(0.001)
Hps 5.557**
(2.778)
Popd 0.026 -0.458**
(0.018) (0.188)
Edol 0.162* 0.043
(0.086) (0.586)
Fdol -0.023 0.074
(0.019) (0.252)
goil 1.142%* -2.652
(0.536) (5.839)
ouid -0.050 0.199
(0.035) (0.157)
Area fixed effects Yes Yes
Time fixed effect Yes Yes
Constant -0.998** 11.338*
(0.001) (6.652)
Observations 387 387
R-squared 0.952 0.728

Robust standard errors in parentheses

w5k p<0.01, ** p<0.05, * p<0.1

4.4. Placebo test

In order to test the validity of the above findings, this paper completes a placebo test using a randomly
generated experimental group to verify the impact of house prices on foreign direct investment. Firstly, the
explanatory variable “Hps” is randomized, and then it is put into the model for regression to produce an
estimated coefficient 8, and then this process is repeated 500 times, and finally 500 8 are produced. Figure 1
shows the distribution of p , which is close to the standard normal distribution with a mean close to 0,
indicating that the estimated equation passes the placebo test, suggesting that the impact of house prices on
FDI is robust and excluding other random factors from interfering with the results.

10
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Figure 2. Placebo test.

5. Heterogeneity analysis

China's economic development process is affected by geographic location, resources, policies and other
factors, the problem of regional development imbalance is becoming more and more prominent, in this
context, the effect of house prices on FDI will also vary from place to place. Therefore, it is of great
significance to further study the impact of house prices on FDI in different regions. In this section, 35 large
and medium-sized cities are categorized into regressions according to their geographical locations in the East,
Middle and West.

The regression results in Table 5 show that the role of house prices for FDI varies across regions. In the
eastern region, rising house prices have a positive effect on FDI inflows and are statistically significant at the
1% level. In the middle and western regions, the effect of rising house prices on FDI inflows is not
significant.

The eastern region, due to its earlier opening to the outside world, higher level, infrastructure is more
complete, the industrial structure is also more reasonable, the market capacity is larger, although the price of
housing will be through the increase in the cost of living to promote the rise in labor wages, thus increasing
the cost of foreign-invested enterprises, so that the cost of enterprises to increase, weakening the
competitiveness of the capital to reduce the efficiency of the use of capital. However, it cannot be ignored
that the eastern region of the market environment is more favorable, the rise in housing prices means that the
real estate industry has a greater potential, the real estate industry as a capital reservoir, high-speed liquidity
to enhance the efficiency of the use of capital and the rate of return, the capital has the characteristics of
profit-seeking, so more foreign capital is willing to inflow of real estate-related industries in order to obtain
more income. Even if foreign capital does not flow directly into the real estate industry, but into the real
industry in the eastern region, the real estate owned by the real estate industry, real estate will be
accompanied by the rise in housing prices and value-added, in order to alleviate the financing constraints of
the enterprise, to enhance the ability of its loans, financing, increase the number of funds used, improve the
liquidity of funds, and drive the development of the real economy.

For the middle region, although its economy is developing faster, its real estate market has not yet
reached the same level of development compared to the eastern region. Rising housing prices may lead to an
increase in the cost of land for enterprises, which in turn affects production and labor costs. For foreign firms
seeking cost-effectiveness, such rising costs may inhibit their willingness to invest in the central region.
Meanwhile, the industrial structure of the central region may not yet have reached the level of that of the
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eastern region, especially in terms of high-tech industries and modern service industries. Foreign investment
in the Middle is likely to be more concentrated in traditional manufacturing and resource-based industries,
which are relatively less dependent on the real estate market. The western region is usually a relatively
backward region of China's economy, where the real estate market and infrastructure may not yet be well
developed. Therefore, the impact of rising house prices on FDI inflows may not be significant. Foreign
investment in the Western region may focus more on the natural resources or other specific advantages of the
region than on the real estate market. This means that changes in house prices may not be a major factor
influencing foreign investment decisions in the western region.

Table 6. Heterogeneity analysis from the region.

(0 2 3
East Mid West
VARIABLES Fdi
Hps 1.005%** 0.433 0.723
(0.299) (0.520) (0.827)
Popd 0.666 0.197** -0.318*
(0.470) (0.081) (0.169)
Edol 0.607* 1.359 1.277
(0.328) (0.886) (0.962)
Fdol -0.413%%* 1.308%*** 0.929***
(0.040) (0.237) (0.244)
goil 14.224%%%* -11.817* -15.536*
(2.768) (6.397) (8.185)
ouid -0.187** 4.249%* 0.344
(0.081) (1.864) (0.225)
Area fixed effects Yes Yes Yes
Time fixed effect Yes Yes Yes
Constant 0.868 -18.107* -4.012
(5.194) (10.747) (12.070)
Observations 184 91 112
R-squared 0.874 0.855 0.897

Robust standard errors in parentheses

#x p<0.01, ** p<0.05, * p<0.1

6. Further analysis

The prosperity of the real estate industry is not only limited to real estate itself, but will also stimulate
the development of the real estate industry and related industries, driving market demand and increasing
investment in fixed assets ['l. This will drive the development of related industries such as construction,
renovation, and home furnishing, and increase the scale and volume of investment in fixed assets, thus
further boosting the overall development of the local economy. Meanwhile, rising house prices will directly
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incentivize real estate developers to increase their investment in real estate projects. As house prices rise,
developers expect project returns to increase, thereby increasing investment in land acquisition, building
construction, etc. Rising house prices act as a market signal that will increase investor confidence and attract
more capital into the market. This confidence is not only reflected in investment in the real estate market, but
also spreads to other areas, contributing to the growth of overall fixed asset investment. Based on this, we
choose fixed asset investment (Fixai) as the mediating variable for further analysis. Table 6 demonstrates the
regression results, column (2) of Table 6 shows that the increase in house prices increases the increase in
fixed asset investment. The results in column (3) of Table 6 show that Hps and Fixai are positively
significant at the 1% statistical level, indicating that Hps increases FDI through Fixai.

Table 7. Further analysis.

(e 2 3
VARIABLES Fdi Fixai Fdi
Fixai 0.407***
(0.151)
Hps 0.871%*** 0.197** 0.790%**
(0.250) (0.096) (0.246)
Popd -0.270** -0.062+** -0.245%**
(0.110) (0.023) (0.110)
Edol 0.783* 0.204 0.699%*
(0.402) (0.168) (0.389)
Fdol -0.021 -0.002 -0.021
(0.201) (0.028) (0.208)
goil 3.876 -0.150 3.937
(3.784) (0.894) (3.783)
ouid 0.051 0.024 0.041
(0.084) (0.044) (0.093)
Area fixed effects Yes Yes Yes
Time fixed effect Yes Yes Yes
Constant 4.268 15.572%*%* -2.077
(5.185) (2.027) (5.480)
Observations 387 387 387
R-squared 0.866 0.907 0.869

Robust standard errors in parentheses

5% 50,01, ** p<0.05, * p<0.1

7. Conclusion and policy implication

7.1. Conclusion

Using data from 35 large and medium-sized cities in China for the period 2010-2021, this study
provides an in-depth analysis of the impact of housing prices on FDI inflows and its mechanism of action.
Our results show that rising housing prices can promote FDI inflows; Moreover, the role of housing prices
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on FDI varies across regions. Among them, rising house prices in the eastern region have a positive effect on
FDI inflows; while in the central and western regions, the effect of rising house prices on FDI inflows is not
significant. Further analysis shows that rising house prices increase FDI inflows by increasing urban fixed
asset investment. This study controls for other potential confounders through a placebo test to more
accurately assess the true effect of rising house prices on FDI inflows. In addition, we conduct a series of
robustness tests on the empirical results, and the estimates are all robust.

7.2. Policy implication

Based on the above findings, this study makes the following observations and recommendations:

First, policymakers need to consider regionally differentiated strategies. Given the regional differences
in the impact of rising house prices on FDI inflows, policymakers should formulate regionally differentiated
policies. In developed eastern regions, the regulation of the real estate market should be further optimized to
ensure that house prices rise within a reasonable range in order to attract more FDI. For central and western
regions, although the impact of rising house prices on FDI inflows is not significant, policymakers still need
to pay attention to the healthy development of the real estate market to avoid the negative impact of
excessively rapid house price rises, and at the same time seek other ways to promote FDI inflows, such as
optimizing business environments and strengthening infrastructure construction.

Secondly, local governments need to optimize the investment environment and strengthen the regulation
of the real estate market. Rising housing prices can increase urban fixed-asset investment, thus attracting
foreign direct investment. Therefore, the government should continue to increase investment in infrastructure
construction and upgrade the level of hardware facilities in the city to create a better environment for foreign
investment. At the same time, the government should also pay attention to the construction of the soft
environment, such as improving the efficiency of government services, optimizing the examination and
approval process, and protecting the legitimate rights and interests of foreign investors, in order to enhance
the investment attractiveness of the city. Although rising house prices can promote FDI inflows, excessively
high house prices may also bring a series of social problems, such as increasing the cost of living of residents
and lowering consumption capacity. Therefore, the government should strengthen the regulation of the real
estate market to prevent the negative impacts of excessively high housing prices. Control measures may
include implementing land supply management, adjusting real estate tax policies and strengthening real
estate market supervision.

Thirdly, there is a need to strengthen regional cooperation among local governments and to enhance
policy advocacy and communication. Regional cooperation among the eastern, central and western regions
should be strengthened to promote the optimal allocation of resources and the synergistic development of
industries. Through regional cooperation, we can jointly enhance the investment attractiveness of each region
and realize win-win development. The government should strengthen external publicity to demonstrate to the
outside world the healthy development of China's real estate market and a favorable investment environment.
At the same time, it should strengthen communication and exchanges with international investors, answer
their doubts and concerns in a timely manner, and increase their confidence in the Chinese market.

7.3. Limitations

We suggest that future research could consider more potential influencing factors, such as government
policies and financial market development, in order to gain a comprehensive understanding of the
mechanism by which house prices affect FDI inflows. Meanwhile, the scope of the study can be further
expanded to consider data from other countries or regions to obtain broader conclusions.
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