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Housing Investment Demand and Urban Sprawl in China:
An Analysis Based on Spatial Equilibrium Model

Tan Rui
( Lingnan ( University) School Sun Yat — Sen University)

Abstract: In this paper we develop a simple spatial equilibrium model to address the issue of housing investment demand and Chinese
urban sprawl trying to explain why the Chinese cities sprawl with the soaring housing prices. The simulation results show that housing
price population and physical space of the model city increase with the investment enhancing. At the same time urban infrastructure
wage and total product also increase. The mechanism behind these phenomenon is that housing investment has twofold effects. On one
hand investment expansion forces the city’ s housing price to soar which implies that urban congestion effect becomes powerful. On the
other hand however city governments acquire much more land revenues brought by investment and these revenues turn into urban
infrastructures which help decreasing commuting costs and then the congestion effect is weaken. If the urban agglomeration economies
don’ t deteriorate the relative reduction of congestion effect makes the net agglomeration economies stronger as a consequence the city
sprawls.
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