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Redesigning the Incentive Mechanism of Local Governments and the Long—term
Mechanism of House Price Control

CHEN Xiao-liang', LI San—xi*’, CHEN Yan-bin?
(1. Institute of Economics CASS, Beijing 100836, China;
2. School of Economics, Renmin University of China, Beijing 100872, China)

Abstract: This paper tries to probe into the main reason why the governments control the house price
ineffectively in the past from the theory level, and puts forward the new way of constructing the long—term
mechanism of house price control from the perspective of reconstructing the incentive mechanism of the local
government. For this reason, this paper builds a principal—agent model that takes the central government as the
principal and the local government as the agent, and includes two tasks: promoting economic growth and
controlling house price. The results show that the main logic behind the poor effect of house price control in the
past is that the central government’s assessment of local government focuses on economic growth and ignores the
evaluation of house price, resulting in the lack of motivation for local government to control house price. Not only
that, when the economy is facing more severe downward pressure, the central government itself lacks incentives to
control house price, resulting in a lack of consistency and credibility of its policies. This further weakens the
incentive for local governments to control house price. Based on the conclusion of the model, this paper put
forwards two suggestions for long—term mechanism of house price control. First, house price should be included in
the assessment system of the central government for local governments, and reflect the thought of “different policies
for different cities”. Second, the central government should keep house price control independent of macro control,
so as to ensure the long—term stability and credibility of the central government’s house price control policy.

Key Words: incentive mechanism; long—term mechanisms; multi—task principal —agent model; different
policies for different cities
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