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Preface

The past three decades have witnessed the rapid development of the
Chinese housing market®, which is considered as a barometer of and an
extremely crucial component of the whole Chinese economic system.
Although some important findings have been obtained by previous research,
many conclusions have been controversial and a comprehensive understanding
of the mechanism and behaviour of the Chinese housing system is a
worthwhile endeavour.

The existing studies about the Chinese housing market are mostly
confined to qualitative analysis, lacking the support of a theoretical basis and
empirical research. This book aims to employ more recent econometrical
methodologies, from both theoretical and empirical perspectives, to
systematically analyse several prevalent issues of the Chinese housing market.
More specifically, this book is going to explore the main determinants of
house prices, the convergence and ripple effects of regional house prices, and
the interactive relationship between housing conditions and individual’s
subjective well-being.

Some empirical findings can be drawn from this book: 1) by using the
system GMM dynamic panel data models, the results indicate that Chinese
house prices are mainly affected by factors related to government policies and

speculative demand rather than the urbanization process, which is

@ “The Chinese housing market” in this book refers to the housing market in urban China, because the
rural area of China has still implement the homestead system, which is completely different to the
common concept of “housing market” system across the world. Generally, the homestead system in
rural China aims to allocate homestead land to rural individuals by the village committees based on the

average principal.
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understandable in a non-fully market-oriented status quo; 2) there is evidence
of very limited convergence of regional house prices by employing unit root
tests, o-convergence and pJ-convergence approaches; however, the
alternative methods, such as panel regression models, Engle-Granger/
Johansen cointegration tests and Granger Causality tests, imply that house
prices can ripple out from some core cities to other cities; 3) the results of the
Ordered Probit Models suggest that the housing conditions in urban areas play
a significant role in peoples’ subjective well-being in respect of housing
satisfaction and overall happiness; additionally, the effects of housing factors
impact on different groups of residents in different ways.

Due to the limitations of data sources in the early days, this book is the
first to combine such a wide panel data series, on both the time dimension
and geographic dimension, to study the Chinese Housing Market. Also, when
analysing the convergence and ripple effects models, this book transfers the
original link indexes used by previous scholars into modified constant growth
indexes, which improves the efficiency of empirical models to a greater
extent. In addition, approaches using the system GMM method, ¢- and -
convergence analysis, Engle-Granger/Johansen cointegration tests and
Granger Causality tests are first introduced into the study of the Chinese
housing market, generally achieving good results especially in the
determinants of house prices and the ripple effects of regional house prices.
Moreover, except for the commonly used method of the Ordered Probit
Model for the questionnaire survey research, this book produces the predicted
value of housing satisfaction by using two-stage estimations, to investigate the
effects of housing conditions and housing satisfaction on people’s overall
happiness. Meanwhile, the approach of “money equivalent effects” is also a
new perspective in detecting the effects of housing conditions on overall

happiness.
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Glossary

[ 1] The reform and opening up: this policy was carried out by Chairman Deng in 1978,
which marked the date that the Chinese economy started to transform from the
centrally planned economy to the market economy.

[ 2 ] Shi Ye Dan Wei: quasi-government organizations.

[ 3 ] Zhu Fang Gong Ji Jin: the Housing Provident Fund program.

[ 4 ] Quangian; refers to the property developers using many different ways to get financing
from the market, especially the stock market and bond financing.

[ 5] Quandi: buying and holding land in hand as much as possible.

[ 6 ] Wudi: enterprises hold the land without selling or constructing any buildings

[ 7 ] Wupan: property hoarding, means enterprises delaying selling their dwellings in order
to get more profits from house price increases.

[ 8 ] NBSC: National Bureau of Statistics of China.

[ 9 ] Tube-shaped apartments: a typical housing style in China, which is a product of the
Chinese state-owned enterprises welfare housing system in the 1970s and 1980s. These
buildings are dormitories with a long corridor, shared toilets & kitchens, and the same
size individual rooms, usually less than 20 m* for each room.

[10] An Ju Gong Cheng: the largest affordable/low-renting housing project supported by the
governments.

[11] “90-70" Policy: in 2006, the central government issued a declaration that real estate
developers are obligated to allocate 70% of the total area in each of their new housing
projects to “affordable housing”, i.c., smaller than 90 m* per unit.

[12] Diwang: the highest records of land transfer fees.

[13] Wenzhou Real Estate Corporation: speculators from Wenzhou, a rich and developed
area in Zhejiang province, that build up groups to acquire buildings for speculation in
big cities, such as Beijing and Shanghai.

[14] Hukou: a unique Houschold Registration System in China with two types: official
migration with Hukou transfer (or permanent migration), and unofficial migration

without Hukou transfer (or temporary migration).



Chapter 1

Introduction

1.1 Research Motivations and Contributions

As we know, China has become one of the fastest developing countries in
the world. Even during the Asian and the Global Financial Crises, the
Chinese economy has still maintained a very high-speed of growth. As we can
see from Figure 1.1, China’s GDP growth rates have only dropped slightly
after the 1997 Asian Financial Crisis and 2007 Global Financial Crisis. Even

16.0% After 2007 Global

14.2% 404, Financial Crisis

14.0% 13.1% After 1997 Asian
1% " . 5 % 13%
Financial Crisis

11.6%
0d0.4%

12.0%

10%10.1 10.3%

10.0%

9.2% 9.1%

8.0%

6.0%

4.0%

2.0%

0.0%
® 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Gop grototh rate in China, 1991—2010
Figure 1.1 GDP Growth Rate of China: 1991 - 2010

Data Source: National Bureau of Statistics of China http.//www. stats. gov.cn/.
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during the crisis, the growth rates have stayed around 8% , which is still very
impressive. Afterwards, China’s economy has recovered very quickly from
the financial crisis.

The housing market relates to a significant industry for the whole
economic system and has always been a barometer of the economy. Since the
welfare housing system® has been gradually phased out in the 1990s, the
Chinese housing market has been through a rapid development over last two
decades. In recent years, the fast urbanization has provided another
favourable opportunity for the real estate market. Meanwhile, benefitting
from land policy, financial support and local government policies, the high
rate of return of the housing industry has attracted huge amounts of
investments, to the extent that the Chinese housing market has sustained an
increasing growth trend over recent times.

Real estate wealth has become one of the major factors promoting
economic growth in China. It reflects not only the tendency for economic
development but also the speed of economic development. Since the reform
and opening-up®, marked changes have occurred within the Chinese housing
market and the behaviour of the housing market in China has had a
significant impact on the aggregate economy. Housing accounts for a
significant proportion of the wealth of the personal sector®. Over the last 30
years in China, both the super-fast economic growth and the rapid increase of
personal disposable income have stimulated the demand for owner-occupied
dwellings, and thereby there has been a dramatic increase in house prices and
house purchases. During the global financial crisis periods, most countries’
housing markets have been through an unprecedented rough time; while the
Chinese housing market has sustained growth rather than a depression, and
Chinese house prices have kept an upward trend since the reform and

opening-up in 1978 (see Figure 1.2).

@ Under the welfare housing system, all land and housing resources were entirely owned, built and
delivered by the state or state agents, such as local public entities and work units.

@ The reform and opening-up policy was carried out by Chairman Deng in 1978, which marked that
Chinese economy started to transform from central planning economy to market economy.

@ A similar situation exists in the UK (Holly and Jones, 1997) and US (Poterba, 1991).
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