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A Study of Limited Rationality, Income Gap and House

Price Bubble
LI Chun-feng', WEI guo®, LIU Jianjiang’

(1. School of Business, Nanjing University Information Science & Technology, Nanjing

210044, China; 2. Department of Mathematics & Computer Science, University of North
Carolina at Pembroke, Pembroke North Carolina 28372, U. S. A; 3. School of Economics and

Management, Changsha University of Science and Technology, Changsha 410114, China)

Abstract; Based on the theory of behavioral economics, this study found that; residents”’ limited

rationality increases investors’ housing investment preference and aggravates the house price bub-

ble; the difference of housing attributes leads to the income gap, which further leads to the thresh-

old effect of real estate price bubble. We built a dynamic threshold panel data model and used the

dynamic panel threshold method that put forward by Kremer et al. (2013) for further verification.

The results showed that: there is momentum effect existing in China’s house price bubble and there

is no reversal effect. Irrational bubble theory and the noise trading theory are more reasonable for

explanation, and rational bubble theory is not strong for explanation; Income gap is the buffer of

real estate price bubble, which has significant threshold effect on real estate price bubble. When it

is below the threshold, the effect is inhibitory, and when it is above the threshold, the effect be-

comes stimulative. In order to coordinate the steady and healthy development of the real estate mar-

ket, we should not only reverse the irrational housing investment preference of residents, but also

control the income gap reasonably.

Key words: limited rationality; income gap; housing investment preference; house prices bubble

28 w/(‘-%% ‘ 2019 1 348



