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Li, Lixing, and Wu, Xiaoyu—Housing price and entrepreneurship in China

Housing price has increased dramatically in China during the past decade. The appreciation
of house value could relax credit constraint and thus encourage entrepreneurship. How-
ever, a house serves as both an important investment channel and a prerequisite for mar-
riage in China. The continuous high return of investment in housing and intensified
marriage market competition make house purchase a priority for young people and their
parents, which would crowd out entrepreneurial activities. Using two large datasets, we
find that high housing price in general discourages entrepreneurial activities for urban
adults. For house owners, while house value appreciation has a positive wealth effect,
the ratio of mortgage over income has a negative effect. For non-owners, a higher ratio
of housing price over income corresponds to a lower probability of entrepreneurship. This
study highlights the negative consequences of surging housing price on entrepreneurship
in developing countries. Journal of Comparative Economics xxx (xx) (2013) xxx–xxx. China
Center for Economic Research, National School of Development, Peking University, China;
China Academy of Public Finance and Public Policy, Central University of Finance and Eco-
nomics, China.
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1. Introduction

Entrepreneurship is widely regarded as the engine for economic growth and a solution for employment in developing
countries (Banerjee and Newman, 1993; De Soto, 2000), where small and informal firms provided the major share of employ-
ment (De Mel et al., 2008). Entrepreneurship is also a way to move out of the middle-income trap for countries that expe-
rience stagnancy. As the world’s largest developing country entering the middle-income club, China faces great challenges in
providing jobs for millions of newly graduated students and migrants. Despite its huge importance, few studies have exam-
ined entrepreneurship in China with individual level data. As an exception, Djankov et al. (2006) surveyed 7 cities in China
and find that social environment and people’s attitudes toward risk play an important role in entrepreneurship, which re-
lates entrepreneurship with assets. In fact, China experienced a profound housing reform in the 1990s and the portfolio
of family assets had been completely changed since then. Housing has gradually become the most important assets for urban
families. It was found that the strengthened property rights during the reform of 1990s had encouraged entrepreneurship
(Wang, 2012). In recent years, the housing price experienced a quick increase, which should have deeply affected individual
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behaviors, including entrepreneurship. This paper intends to examine how the rising housing price affects people’s incentive
to start their own business.

Financial constraint creates barriers to entrepreneurship. Imperfections in the credit market could deter potential entre-
preneurs to acquire necessary capital to start a business. Thus, the rising housing price has a positive wealth effect on entre-
preneurship by increasing family resources and relaxing credit constraint. Most studies do find a positive relationship
between wealth and business entry (Evans and Jovanovic, 1989; Hurst and Lusardi, 2004; Paulson and Townsend, 2004;
Djankov et al., 2006; Fairlie and Krashinsky, 2012; Wang, 2012). The increase in housing price and the consequent appreci-
ation of family assets generally encourage entrepreneurship. However, rising housing price could also discourage entrepre-
neurial activities, because wealth is also correlated with risk preference, which clearly affects entrepreneurship. If richer
people are more risk averse, we could observe a negative correlation between wealth and entrepreneurship. In addition,
the property market and financial market in China are relatively under-developed. It is not easy for Chinese home owners
to cash out the growth of the housing wealth for other investment purposes, unless they sell the house. Such institutional
deficiency would negatively affect the amount of resources that could be mobilized from the real estate market to entrepre-
neurial activities. Thus the impact of rising housing price on entrepreneurship through the channel of relaxing credit con-
straints may not be the same as the U.S. and other developed countries (Deng et al., 2012). Overall, the direction of
wealth effect in China would be ambiguous.

More importantly, rising housing price increases the attractiveness of buying a house relative to starting a business in
contemporary China for two reasons. First, after the continuous price increase in the past decade, people have gradually
formed the belief that purchasing houses is one of the safest ways of investment. The return rate of buying a house exceeds
most types of investment. In this sense, a prosperous real estate market may have a negative impact on entrepreneurship for
people who have accumulated certain amount of wealth. Second, Chinese have a tradition of valuing house ownership,1 and
house is one of most important ‘‘status’’ goods in China. For young men in both urban and rural areas, owning a house is usually
a necessary condition for marriage. The competition in the marriage market was intensified by the changing population struc-
ture (Wei and Zhang, 2011a). According to a 2010 survey in Beijing, young people ranked marriage pressure the most important
reason for buying a house.2 Recognizing that housing is a major cost associated with marriage and assuming that getting mar-
ried is one of the most important goals for young people, an increase in housing price will encourage saving and discourage
activities that could delay home ownership, including being an entrepreneur. In sum, a house serves as both an investment
channel and a prerequisite for marriage in China. The rising price makes one more likely to buy a house as opposed to start
a business when she or he has limited family resources. We would call this ‘‘crowd-out effect’’ in this paper.

The ambiguity of wealth effect in theory and the importance of crowd-out effect in contemporary China inspire us to re-
examine the effect of real estate price on entrepreneurship. The possibility that rising housing price could hurt individual’s
incentive of entrepreneurship has largely been ignored in existing literature. In this paper, we extend previous research by
studying the occupational choice of urban adults in the context of a booming real estate market in China. We examine the
effect of not only housing price and its growth rate, but also house ownership, household wealth, and amount of mortgage
payment as well.

Using data from the 2005 China Inter-Census Population Survey, we find evidence that owning a house significantly de-
creases the probability to be an entrepreneur in urban China. People are less likely to start their own business in cities with a
higher housing price. This result holds when we examine the rural area and impute the housing price with construction cost.
People aged between 20 to 39 years old and those with very low education are more likely to be an entrepreneur. We further
examine the effect of house ownership using data from the Chinese Family Panel Studies (CFPS) 2008–2010, which provides
information on the amount of mortgage relative to income and wealth increase due to housing appreciation. We find that
while household wealth has a positive effect, having mortgage decreases the probability to start one’s own business for
house owners. The ratio of housing price relative to income decreases the likelihood of entrepreneurship.

The remaining of this paper is organized as follows. Section 2 introduces the background of China’s real estate market and
describes the rising trend of housing price. Section 3 discusses our data and empirical specification. Section 4 reports the
results. Section 5 concludes.

2. Background

2.1. China’s housing market and recent price trend

Reform in housing system was a part of the nationwide market-oriented economic reform in China. In 1980s, housing was
allocated based on working units. Due to the management and funding problem, a housing reform was gradually adopted
(Wang and Murie, 1999). After pilot experiments in several cities, the government launched the selling of public housing
units to current employees throughout the country in 1994 and ended the purchase of house from public working units

1 According to the 2012 China Household Finance Survey published by the Southwest University of Finance and Economics, China’s home ownership rate is
89.68%, and the world average is around 60%.

2 The survey was conducted by the China Ever-Bright Bank and Homelink Realestate Corporation in 2010. 60% of young home owners in Beijing buy their
homes in order to get married. 64% of all respondents agree that owning a home and enjoying a happy life have direct correlation. See http://
www.chinadecoded.com/2010/09/11/homeownership-almost-a-prerequisite-for-marriage/.
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