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1. Introduction
Recent years have witnessed a significant increase in 

housing prices, especially in the big cities in Vietnam, such as 
Hanoi and Ho Chi Minh. For example, housing prices in Hanoi 
at the end of 2015 were nearly two times higher than in 2013. 
Such housing price increase raises a question of its causes.

Theory predicts that the housing prices may be determined 
by many factors such as income, spending, interest rate, in-
flation, and the availability of credit  (Atalay, Whelan, & Yates, 
2014; Ferrero, 2015; Oikarinen, 2009;Windsor, Jaaskela, & Fin-
lay, 2015; Windsor, La Cava, & Hansen, 2015).  Among these 
different factors, this paper focuses on the role of public go-
vernment spending that attracts more attention of researchers 
and policy makers in recent time (Garcia, Montolio, & Raya, 
2010; Khan & Reza, 2014).

There is a growing literature on testing and debating about 
the hypothesis if housing prices affected by changes in go-
vernment spending. In general, these studies find that a rise in 
government spending is likely to increase the property values, 

and this pulls up housing prices (Oates, 1969). However, the 
current study is still significantly different from its predecessors 
with two features. First, while there are many studies exami-
ning this hypothesis in developed countries, pioneering studies 
such as Garcia et al. (2010), Oates (1969), the evidence from 
developing countries is limited. As policy-making has started 
to shift from being data-averse to evidence-driven, there is a 
need for quantitative studies to address policy-relevant ques-
tions. Hence, this study contributes to the research of the prob-
lem by providing the fist evidence of the role of public spending 
on housing price in Vietnam. The answer to this question is im-
portant because it has immediate policy implications. Inflation 
of housing prices is one of the urgent challenges facing policy 
makers in Vietnam. If public spending indeed has an effect on 
housing price growth, curbing housing price inflation by regu-
lating price might be less pertinent and persistent than stem-
ming from public finance reform programmes.  

Second, previous studies often use total expenditure in 
considering the linkage with housing prices. However, the 
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various types of government expenditure may affect different-
ly on housing prices. Hence, going beyond the literature, this 
study considers the role of each component of total govern-
ment spending on housing prices. It is worth decomposing to-
tal expenditure because this can provide a more detailed pic-
ture of the role of government spending on housing prices. In-
terestingly, contrary to several studies, our study reveals that 
an increase in government expenditure for investment and de-
velopment leads to a higher housing price, but increases in 
recurrent expenditure or other government spendings impact 
negatively on housing price growth. 

2. Methodology and data
Vector autoregression error-correction models (VECM) 

are used in this study which considers the changes in housing 
pri ces with changes in other explanatory variables. The pre-
dictability of changes in the housing prices is considered to 
associate with lagged-price changes and other fundamental 
macroeconomic variables. The advantage of VECM allows to 
examine changes as well as provide explanations for the be-
haviour of housing prices (Hill, Griffiths, & Lim, 2008; Tuluca, 
Myer, & Webb, 2000). Hence, according to previous studies 
(Oikarinen, 2009; Sing, Tsai, & Chen, 2006), the generalized 
form of VECM is as below in formula 1.

where D(Yt) is a vector of changes for natural log of house 
price index, Xt is a vector of macroeconomic variables, litera-
ture including gross domestic product and inflation; E(t) repre-
sents for a vector of local public expenditure. The model also 
includes an error correction mechanism to correct for short-
term deviations of the price series ( ). If  is different 
from 0, and then a vector of co-integration exist in the system 
(Sing et al., 2006). 

Before applying VECM, a series of testing is included. First, 
the presence of unit roots of each variable is tested to use the 
augmented Dickey-Fuller (ADF) tests. All variables in the mo-
del are converted in natural logarithm form and first difference 
to ensure that series are stationary and avoid spurious regres-
sion in our case. Second, the appropriate lag length for each 
variable is selected from several certain criteria, i.e., Akaike In-
formation Criterion (AIC), Schwarz Bayesian Criterion (SBC), 
and Adjusted Likelihood Ratio (ALR) tests.

When optimal lag length is set up and the tests of unit roots 
are reported, the test for co-integration also is conducted by using 
the procedure by previous studies (Johansen, 1988; Johansen & 
Juselius, 1990).  Based on the results of selecting the optimal lag 
length and co-intergration,1 specific models for the role of the go-
vernment spending on housing prices are as below:

1 The results are available on request.

As shown by previous studies (Case & Shiller, 1988; 
Glindro, Subhanij, Szeto, & Zhu, 2008; Hui & Yue, 2006), 
changes in the housing price growth are more closely related 
to demand variables instead of supply factors. In addition, the 
main focus is on the relationship between housing price and 
government spending. Hence, only some fundamental mac-
ro-variables such as income proxied by GDP and inflation are 
controlled for in the model. 

The data for gross domestic product, local public expenditure, 
and CPI were taken from the General Statistics Office of Vietnam, 
while house price index is obtained from Savills. This study uses 
quarterly time series data in the period from 2011Q1 to 2015Q4 
because housing price index only exists starting from 2011.

Regarding the main interest variable, two different proxies of 
government spending are used. First, the recurrent expenditure 
includes different kinds of expenditure. For example, recurrent 
expenditure includes expenditure for current spending, expendi-
ture for administration, expenditure for economic management, 
expenditure for wage reform, expenditure for pension, and ex-
penditure for interest. Second, expenditure for investment and 
development accounts for kinds of expenditure relating with de-
velopment such as development of infrastructure, street mainte-
nance, and building up new streets. More specifically for the va-

riables in the model, statistical descriptions are dis-
played as the below table.

3. Empirical Results and discussion
First, regarding to the role of the main interest va-

riables in housing prices, the study finds that hou sing 
prices in Vietnam are closely related to increases in 

public expenditure for investment. One period lagged-term has 
an insignificant effect on current housing prices implying that lo-
cal investments may take some time to capitalize into hou sing pri-
ces. However, the estimated coefficient from column 1 of Table 2 
shows that 1 percent increase in the second lagged pe riod term 
leads to a surge in housing price by 0.021 percent, keeping other 
factors constant.  These results are in line with findings of other 
studies (Garcia et al., 2010). This finding also supports for Tiebout 
model that indicates communities with a higher expenditure have 
higher values in property and housing.

This result also reflects the fact that when local govern-
ments spend money on building up new streets, improve in-
frastructure, create entertainment areas, and build new parks, 
they enhance the quality of local public amenities, and produce 
a positive impact on housing prices.

Interestingly, our study reveal that lagged recurrent spending or 
total public government expenditure has negative impacts on cur-
rent housing prices. Such negative impacts can be explained as 
follow. Total public expenditure includes many kinds of expenditure, 
where expenditure for recurrent activities and consumption account 
for over 70 percent. It is noted that these expenditure cannot add 
the values for society. In addition, an overspending in public finance 
also might lead to budget deficit, and this in turn may create reces-

sion for economy and make housing pri-
ces fall. This finding is consistent with other 
studies (Ruiz & Vargas-Silva, 2016).

Regarding other fundamental macroe-
conomic covariates, the results show that 
1 percent increases in GDP of previous 
quarters pulls up housing prices by around 
0.012 percent, holding other factors con-
stant. This result is as expected, and con-
sistent with many previous studies. For 
exam ple, as shown by Oikarinen (2009), a 
change in income as proxied by changes in 
GDP has a positive impact on housing pri-
ces. This may be explained by the fact that 
the growth of GPD will increase housing af-
fordability and wealth of households. These 
in turn impact positively on the demand of 
houses, and pull up housing price index.

Finally, empirical results show that 
movements in inflation have little impact 
on changes in house price (Breitenfellner, 
Cuaresma, & Mayer, 2015). However, the 
results from this study exhibit significant 

(1)
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positive effects of historical price changes on 
current housing price index. Such positive 
impact may reflect the investment motive of 
households in Vietnam. When housing pri-
ces in previous quarters increase, it also is 
expected that current prices continue to in-
crease. This may encourage households to 
invest more money into property market, 
and thus further push housing price up.

4. Summary and policy implications
In an attempt to contribute to a small but 

growing amount of empirical evidence con-
cerning the determinants of housing prices, 
this study revisits a popular hypothesis that 
public spending causes a surge in housing 
prices in a transitional economy. Based on the 
empirical results, some main findings may be 
summarized as below.

First, the rapid growth of expenditure for in-
vestment and development is found to have 
positive impact on housing prices, a rise in re-
current expenditure or total expenditure coin-
cides with a decrease in housing price. These 
results imply two things. On the one hand, the 
findings may suggest that one of solutions to 
curb housing price inflation is to limit govern-
ment spending on new streets, infrastructure, 
and street maintenance, as well as building im-
provements. On the other hand, government 
can rely on housing and land transfer taxes or 
fees as an important off-budgetary revenue to 
offset for budget deficit; a positive impact of the 
expenditure for investment on housing prices 
can also reflect that households in the areas 
where investment project are located can be 
willing to pay for an increase in public spen-
ding through taxes and fees. The reason is that 
the rise in housing prices can generate positive 
wealth effects to households.

Regarding the traditional factors, the study 
in general is consistent with findings in existing 
literature (Oikarinen, 2009; Sing et al., 2006). 
For example, factors such as GDP or histori-
cal housing prices have been found to be im-
portant determinants of current housing price.

Finally, this study focuses only on two big-
gest cities in Vietnam. With the availability of 
comparable data from other pro vinces, future 
work could consider how the linkage between 
housing prices and government expenditures 
changes over time, in order to provide a broa-
der understanding of the role of go vernment 
spending for housing prices in Vietnam.

References
1. Atalay, K., Whelan, S., & Yates, J. (2014). House Prices, Wealth and Consumption: New Evidence from Australia and Canada. The Review of Income and Wealth, 62(1), 69-91. 
doi: https://doi.org/10.1111/roiw.12145
2. Ferrero, A. (2015). House price booms, current account deficits, and low interest rates. Journal of Money, Credit and Banking, 47(S1), 261-293. doi: https://doi.org/10.1111/jmcb.12202
3. Oikarinen, E. (2009). Interaction between housing prices and household borrowing: The Finnish case. Journal of Banking & Finance, 33(4), 747-756. doi: https://doi.org/10.1016/j.jbankfin.2008.11.004
4. Windsor, C., Jaaskela, J. P., & Finlay, R. (2015). Housing Wealth Effects: Evidence from an Australian Panel. Economica, 82(327), 552-577. doi: https://doi.org/10.1111/ecca.12137
5. Windsor, C., La Cava, G., & Hansen, J. (2015). Home price beliefs: Evidence from Australia. Journal of Housing Economics, 29, 41-58. doi: https://doi.org/10.1016/j.jhe.2015.05.002
6. Garcia, J., Montolio, D., & Raya, J. M. (2010). Local public expenditures and housing prices. Urban Studies, 47(7), 1501-1512. doi: https://doi.org/10.1177/0042098009356120
7. Khan, H., & Reza, A. (2014). House prices and government spending shocks. Carleton economic papers, 13-10. Retrieved from http://carleton.ca/economics/wp-content/uploads/cep13-10.pdf
8. Oates, W. E. (1969). The effects of property taxes and local public spending on property values: An empirical study of tax capitalization and the Tiebout hypothesis. Journal of political 
economy, 77(6), 957-971. Retrieved from http://www.jstor.org/stable/1837209?seq=1#page_scan_tab_contents
9. Hill, R. C., Griffiths, W. E., & Lim, G. C. (2008). Principles of econometrics. Hoboken, NJ: Wiley.
10. Tuluca, S. A., Myer, F. N., & Webb, J. R. (2000). Dynamics of private and public real estate markets. The Journal of Real Estate Finance and Economics, 21(3), 279-296. doi: 
https://doi.org/10.1023/A:1012055920332
11. Sing, T.-F., Tsai, I.-C., & Chen, M.-C. (2006). Price dynamics in public and private housing markets in Singapore. Journal of Housing Economics, 15(4), 305-320. doi: https://doi.org/10.1016/j.jhe.2006.09.006
12. Johansen, S. (1988). Statistical analysis of cointegration vectors. Journal of economic dynamics and control, 12(2), 231-254. Retrieved from http://www.sciencedirect.com/science/
article/pii/0165188988900413
13. Johansen, S., & Juselius, K. (1990). Maximum likelihood estimation and inference on cointegration - with applications to the demand for money. Oxford Bulletin of Economics and 
statistics, 52(2), 169-210. doi: https://doi.org/10.1111/j.1468-0084.1990.mp52002003.x
14. Case, K. E., & Shiller, R. J. (1988). The behavior of home buyers in boom and post-boom markets. Cambridge, Mass.: National Bureau of Economic Research. Retrieved from 
http://www.nber.org/papers/w2748
15. Glindro, E., Subhanij, T., Szeto, J., & Zhu, H. (2008). Are Asia-Pacific housing prices too high for comfort? A Joint Research Project of the Bank for International Settlements, the Hong 
Kong Monetary Authority, Bangko Sentral ng Pilipinas and the Bank of Thailand under the auspices of the Asian Research Program of the Bank for International Settlements. Retrieved 
from https://www.bis.org/repofficepubl/arpresearch_fs_200806.06.pdf
16. Hui, E. C., & Yue, S. (2006). Housing price bubbles in Hong Kong, Beijing and Shanghai: a comparative study. The Journal of Real Estate Finance and Economics, 33(4), 299-327. 
doi: https://doi.org/10.1007/s11146-006-0335-2
17. Ruiz, I., & Vargas-Silva, C. (2016). The impacts of fiscal policy shocks on the US housing market. Empirical Economics, 50(3), 777-800. doi: https://doi.org/10.1007/s00181-015-0961-8
18. Breitenfellner, A., Cuaresma, J. C., & Mayer, P. (2015). Energy inflation and house price corrections. Energy Economics, 48, 109-116. doi: https://doi.org/10.1016/j.eneco.2014.08.023

Received 8.10.2016

Tab. 1: Statistical Descriptions

Source: General Statistics Office of Vietnam

Tab. 2: Vector Error Correction Estimates

Notes: Robust standard errors in brackets, (***), (**), (*) significance at 1% and 5%.
1 When replacing recurrent government expenditure by total expenditure, negative 
effects of total government spending on housing prices are also recorded.
2 D(LNHP), D(LNGDP), D(LNDAUTU), D(LNCPI) and D(LNCHIKHAC) are the 
first difference for the natural logarithm of housing price, gross domestic product, 
expenditure for investment, consumer price index, and recurrent expenditure. 
CointEq1 and CointEq2 are cointergration levels 1 and 2 respectively.

Source: Elaborated by the author
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