The reckless pursuit of ever higher returns is setting

up

China’s property market for a painful fall, writes Shujie Yao

House of cards

s policynmiakers
atterapt to genthy let
airourofa swollen
mainland property
bubble, warnings

" abound. Cool the
market oo hastily and
econoral; growth wil
be stunted: move o
cauti and
soaring Jm‘oeﬁ will threaten social stability.

But the tuth js that the rle of the
govemnent is lmited; there has beena
gross overestimaton of the government’s
capacity to bend the market to Jis will. [tis
e behavionr of investors and buycrs that
wil deermning the development and
bursting of the matker bubble,

House prices will contnue o rise in
mainiand cities over the coming months,
parfoutady In‘the small and medlum-sleed
dtics as they catch up with thecountry's
major urban centres, The bubble looks sct
1o Dt within two yaars, erecting o
stzeable stunbting ock onChing's path
to urhanisation,

Diemand forhousing will remain high as
r2pld urbanisadon conrinues epace. The
rhan poptdation is dsing by about 3.5 per
cent ayear as rural workers flock 1o the
tgropolises, creating lopsidsd

Lessons from the
2007 stock market
bubble, and the
subsequent fatloud,
have 1ot been heeded

urhanisation panems and exhzusting
limited supplics of alfordable housing.

‘Ihe supply of affordable housing is
estimted st onlyone-fifth of togd demand,
The proportion of imestmentin Jow-cost
housing to wital residential boildings hag
tumlded over the past decade, In 1998, It
wasmone than 13 percentbutfell tean -
awverage of 4.3 per cent n 2008 despite
govemenent pledpes to remeidy the
sl on ~ it was @ meagre 0.38 per centin
Guangdong. -

The governtient hag repeatedly warmed
developers 10 bulld low-cost apammeris of
less than 8)square metres, But the average
stee of residentiad propertics sold on die
rmarket in 2008 was 92 square meires, far
beyund the reach oflow-incorme
heouseholds,

Developers and local governments arg
guilty ofimanipulating governnient quUotas
by consinucting affordahle housng at the
cnd of roads @ nowhere Theladk of
supporting facilities, Lk schools,

hospitals and shaps in fheseremote
suburbs ensures that these new
developmenis licempty,

Developrrs are now Lrylng o slow
construction to malntain high prces. In
Shanghai, 67 sitcs werc supposcd to e
underway this year, but only 17 have been
grarted and the asking prices for new
apanments under constrictonars 14 per
cent higher dhan lasi year.

Demand is also linked ro the Chinere
psyche, There k a great reluctance ta ront
hetsing, reflacted in the fact that private
home ownership in China was amang ihe
hizhestin theword, at 82 per eentin 2008,
compared with #1 percent in Germary and
63 per cent in the United States.

Household structuwe on the mainland
has also changed significanty In the past
decade. The old thinkdng dhat four
generations can tivie happily underone roof
has dissipated. in 2004, the averape
nunzher of people ing in gne househald,
wis 116, down from 3.42 in 2001, Such a
decredse may noi seent netcworty bu,
whien you consider China's huge
population base, it k& dear that this trend s
inspinng a marked increass in lolging
demand.

Added to these demand factons is the
sheer greed that is Oft among the ch.
Chinese invesiors take a highly immatonal
approach o meney-rvaking: they are
envious, avancious and speculatve,

Lessons from the 2007 siock marker
bubble, and the mabscquent fallout, hawe
natbaen heeded. It is these people who are
inflating the howsing bubble as they seek
mare attractive returns than f1ase offiered
by low-interest saving aceauns,

Local government offictsle and profit-
driven developers will not change thelr
mpius operandi overnight. Local
autharities have longacted o bid upland
sale prices and accelerate farmband
mansfomnatio o baost revente, Amound
40 percent oflocal govemmoent reveniue
cormes from land sales.

Evidenow ofunderhand dealing is
glaring, In 2006, land purchascd by
developers dropped by 4.4 percenivearon
year but the land used for development
rose by 20 percen, suggesting thata,
significant ansount of land had Leen
tiarded for future development when
prices rose,

The consequences of a property crash
will be fargrearer than those that flowed
the stock market collapse,

Real esiate has hacome a pillar induwstry
for China's cconomic growtly. Lyvestment
in property devdopment accounted for
18.7 percent of @tal fixed assarinvestment
last yeat, Cumbined, the real estate and
constricting industries contzribute more
than 10 per cent of gross domestic produet
cach year. By the end of 2008, mone than

21 million people were cmployed in the
el estate indusoy.

Possibie selutitng include the
develapsment of a comprehensive,
commercinlised house- renting systesi
ovaerlant traditional thinking that
affordable housing van only be sold but not
rented.

Closercentral government supecdsion
oFho local governments implemcnt
wide-ranging, low-cost housing
Progeamrnes is necessary to- avoid arcpeat
of past corrupiton. Collusion between local
officials and develapers Is not going oo
disappearovemnight.

And I'have long argued fora progressive
tax pollcy to be applicd 1o throe categonias
of housitg based on Acor space. Ownesof
aparmtents ofless than 8 square meges
wiuld Rotbe required to pay taxes and
would enjoy alow deposit reguirement,

whilg gwniers of koasry honges wonld face
hea% tiooes and punitive morigage rakes.

o foar Is that hese measures, even if
implemented, will oome ton late, Rising
prices will furiber exdude low- and
medium-incowe hovseholds from the
markct, and Chinese socicty wifl become
ever more polafised.

When the bubble bursts, the esuldng
political and social Insmability will
Jeopardise China's long- erm sustainable
growih prospects and prospetity, The
reverberatons will be fele botr inside and
ouside Asia.
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