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The Impact of Housing Price Deflation on

Consumption in Urban China
Wan Haiyuan'"*, Li Qinghai'’ & Li Rui'
(Business School, Beijing Normal University' ;
China Institute for Income Distribution, Beijing Normal University” ;
School of Economics, Nanjing University of Finance and Economics®)
Abstract: Fending off and defusing major risks has been the primary task for the whole macro
economy in recent years. So the potential housing price bubble burst and its shock on household
consumption becomes a central issue for the policy makers and the public. This article evaluates the
effect of housing price deflation on consumption in urban China, based on 2010 —2014 CFPS panel
data, and it further analyzes its impact mechanism and heterogeneity on different population
groups. We find that, the housing price has the same direction effect on household consumption,
while the negative effect of housing price deflation is also significant. Furthermore, precautionary
saving is the factor that explains the positive impact of housing price deflation on household
consumption, while the liquidity constraints and direct wealth effect are not existing in
China. Therefore, it is important to reduce the housing price fluctuation, in order to decrease the
extent of precautionary saving in shrinking the consumption in the coming years.
Keywords: economic and financial risk, obvious housing price deflation, urban household consumption,

precautionary saving mechanism
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