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Roadmap

Roadmap for Today

I The emergence of China’s land market

� The emergence of housing market in China

� Real estate boom

� 1994 tax reform and land as new source of revenue

� ”4-trillion” plan and local government debt

I Corruption as an unintended consequence of land market boom

� Political exchanges of princeling firms and local officials

� ”Revolving door”
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China's land market The emergence of housing market in China

Housing before 1978

I Before 1978 economic reform, there is no private housing market and
land market in China

� Public house (only the usage right) were allocated to worker by the ” danwei”
(SOEs, government and public organizations etc.) or people's commune (in
rural areas)

� Size and value based on seniority and ranking

� No right to transfer the usage right of the house in private

� Everybody could enjoy housing!
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China's land market The emergence of housing market in China

Housing Reform in China (1978-2000s)

I Great �nancial burden to the SOEs

� In the 90s, SOEs were low e� cient and highly in debt

� Imposed great �scal burden of bail-out to the central government

I The ”Grasp the Large, Let Go of the Small” reform of SOEs in the 90s
inevitably led to housing reform

� Reduce the �nancial burden of large SOE to heighten e � ciency

� Reduce the labor market constraint

? More labor supply to the private sector
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China's land market The emergence of housing market in China

Housing Reform in China (1978-2000s)

Figure 1. Roadmap of Housing Reform in China
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China's land market Real estate boom

Spectacular Real Estate Boom

I Residential housing price indices for 120 cities
� Fang, Gu, Xiong, Zhou (2015)

Figure 2. National Average House Price Index in China
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China's land market Real estate boom

Real Estate Boom in the First-Tier Cities
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China's land market Real estate boom

Land Price and GDP Growth in Japan

Figure 4. Land Price and GDP Growth in Japan
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China's land market Real estate boom

Housing Price and GDP Growth in Singapore

Figure 5. Housing Price and GDP Growth in Singapore
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China's land market Real estate boom

Price-to-Income Ratio of Mortgage Borrowers in China

Figure 6. Price-to-Income Ratio of Mortgage Borrowers in China
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China's land market Real estate boom

Heavy Financial Burden

I Consider a price-to-income ratio of 8

� 40% down payment implies a saving of 3.2 years of household income

� A mortgage loan at 4.8 times of annual income

? 6% mortgage rate implies about 29% of income to pay mortgage interest

? With a maximum 30 year mortgage maturity, 4.8 /30=16% income to pay down
mortgage (linear amortization)

I This high price-to-income ratio rests on high expectations of future
income growth

� The ultimate risk: when does the growth rate slow down to a normal level?

I This high price-to-income ratio also builds on implicit government
guarantees
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China's land market Real estate boom

Also Led to Price Boom of Land

I Land price indices for 300 cities
� Chen, Liu, Xiong, Zhou (2017)

Figure 7. Land Price Index in China, 2004 to 2015
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China's land market Real estate boom

Land Prices across China

Figure 8. Land Price Indices in China's 300 Cities, 2004 to 2015
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China's land market Real estate boom

Roadmap for Today

I The emergence of China's land market

� The emergence of housing market in China

� Real estate boom

� 1994 tax reform and land as new source of revenue

� ”4-trillion” plan and local government debt

I Corruption as an unintended consequence of land market boom

� Political exchanges of princeling �rms and local o � cials

� ”Revolving door”
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China's land market 1994 tax reform and land as new source of revenue

Administrative Structure of China's Government
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China's land market 1994 tax reform and land as new source of revenue

Economic Performance and Local O� cials' Promotion

Ting, Chen (HKBU) Contemporary Chinese Society 18/ 100



China's land market 1994 tax reform and land as new source of revenue

Fiscal Structure of China's Government
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