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Abstract Land supply of the local government influences both real-estate supply and de-

mand. Increases in the supply reduce householders’ willingness to pay. Public infrastructure

increases real-estate values and householders’ willingness to pay. Local governments can max-

imize their financial revenues by supplying more land and better public infrastructure. If buy-

ers hold heterogeneous beliefs in the value of public infrastructure, it is possible that local

governments will provide excessive supply of public infrastructure. This will boost the real

estate value above the one allowed by the fundamentals and bubbles could emerge in the real

estate market,
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