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Implications of the Dichotomy

« If capital gain is always higher than income
growth, then renters are facing a deteriorating
living standard,;

* An inflationary monetary policy is pushing
people to buy rather than rent;

* People have to pay longer and longer
mortgages;

 If mortgage > 50 years = leasehold period, then
buying a flat is just a 50-year fixed rent tenancy.



Tenure Choice

* What affect your decision to Buy or Rent?

— Constraints (in respect to the housing price and rental level):
« Current income level or permanent income level?
« Current personal wealth or parent’s wealth?
« Job and income security?

— Expectations:
« Expected rental growth and price growth?
« Expected and current real interest rate?
« Expected tenure security?

« Expected mobility?
(see Gyourko, 2003)

Income Constraint Wealth Constraint

Housing Finance Cost Housing Price Growth



Tenure Choice (cont’d)

“In the absence of liquidity constrained households, higher
permanent income Is expected to be associated with a
higher probability of owning.” (cite Rosen, 1979)

— If you expect price drop, would you buy or rent?

“Stable households that are not especially mobile across
housing markets are presumed to receive higher utility from
ownership” (cite Jones, 1995)

— If your job requires you to travel often between HK and
Shanghai, would you buy or rent?

— If your job requires you to travel often without fixed
destinations, would you buy or rent?

— Is your decision related to the certainty of mobility? If yes,
see my paper on household location choices: Yiu, C.Y.
(2011) A Spatial Portfolio Theory of Household Location
Choice, Journal of Transport Geography 19(4):7
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Housing Location Choice
B BEBABE > FEIR - RKE

2011 Internal Migration Population (cf 2006), Total 875,210
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Tenure Choice (cont’d)

“purchases a home only after a threshold amount of a riskless, liquid
asset has been accumulated.” (cite Grossman and Laroque, 1990)

— How about borrow 100%, from banks, developers, HKMC,
parents?

— Would you buy when your job is not secure, but have saved
enough down-payment?

“both of these papers strongly indicated that wealth constraints
dominate income constraints in terms of their influencing tenure
status.”

— Highly wealth constrained household were 61% less likely to
own than ...

— An income constrained family can reduce its loan-to-value ratio
below 80% in order to satisfy the payment-to-income criteria.
There is alternative to renting when the household is income
constrained, but not wealth constrained.

— When the max. LTV ratio is high, then the growth in ownership
rate is also high.



Tenure Choice (cont’d)

What would you do if you have wealth constraint for paying the
down-payment, but you want to buy? Why?

— Borrow from parents?

— Joint venture with friends?

— By personal loans?

Why the young (even single) wants to buy a flat much earlier than
their previous generations?

It explains (1) why there are strong difference in ownership rates
between different ethnic groups, (2) the relatively high price-to-
Income ratio in Asia countries, and (3) the longer and longer periods
of mortgage repayment periods.

“the savings history of parents, ..., could be important because of
the extent of intergenerational transfer. *

How to strike a balance between the risk management of the
banking industry and the aspiration of home ownership among
citizens? What is the optimal LTV ratio?



An Unsustainable Game of
Housing Mortgage

 Bear a life of debt, just for earning the
tear and sweat of the kids? (Yiu, 2013)

Decade Loan-to-Value Mortgage
Ratio Period

1970s 90% 10 yrs

1990s 70% 20yrs
2010 50% 25Yyrs
20303 ? 30yrs?

20505 ? 40 yrs?

13
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Housing Finance

« Financial risk in housing investment:

— Lumpiness

— llliquid

— Indivisible

— Obsolescence

— Difficult to increase productivity

— Take long time to build (slow in response)

— Co-ownership problems (unclear property
rights)

— Complicated and changing taxation policy

(property tax, sale profit tax, development profit
tax, etc)

15



Risk of Owning Housing

« Financial risk in housing investment:
— Default risk
— Liquidity risk
— Valuation error
— Insurability
— Disasters (natural or man-made)
— Forced sale value
— Cannot be hedged
— Portfolio risk (diversification)

16



Tenure Choice (cont’d)

* |If parental support is required to buy a housing
unit, then it implies an intergenerational wealth
iInequality in the long run.

. — 2014-07-15

— http://news.stheadline.com/dailynews/headlin
e _news detall columnist.asp?1d=293584&se
ction _name=witt&kw=222

[1] 25%
36%


http://news.stheadline.com/dailynews/headline_news_detail_columnist.asp?id=293584&section_name=wtt&kw=222
http://news.stheadline.com/dailynews/headline_news_detail_columnist.asp?id=293584&section_name=wtt&kw=222
http://news.stheadline.com/dailynews/headline_news_detail_columnist.asp?id=293584&section_name=wtt&kw=222

A Hedonic Treadmill

Housing is both an asset and a consumable;
Housing supply is highly inelastic;

Land supply is highly constrained;

Housing markets are likely to be problematic;

Housing need is a relative concept, rather than an
absolute one;

—1.e. a hedonic treadmill

Public housing can never be satisfied, itis a
wealth redistribution;

Housing is both a private and a public goods, and
government interventions are commonly

accepted. N



Housing is a Status Good

* Why a couple has to buy a flat before
getting married?

. —_— 2014-
07-29

— http://news.stheadline.com/dailynews/he
adline_news detail _columnist.asp?id=29
5342&section _name=witt&kw=222
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Why Housing Issue is
Hard to Solve?

Both a necessity and luxury goods

Spatial specificity

Heterogeneous (quality)

Indivisibility (expensive)

Multiple-ownership (tragedy of commons)
Government interventions

Externalities (school network, infrastructure, ...)
Inclusive and exclusive phenomena (price)

Inclusive and exclusive policy (density planning
and proximity land use)

20



Housing Demand

Investment Demand v. Accommodation Need

Households : -
— Size of a household 1. What Is Housing"

— Size of a housing unit | 2. HOW to estimate

Moving population housing demand?
— Servants

— Working visa
Tourists (Hotels and Guesthouses)
Non-local Students (Dormitory) and
other accommodation needs

2013-11-19

e http://news.stheadline.com/dailynews/headline news detail colum

nist.asp?id=263272&section name=wtt&kw=222 21
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Yield v. Housing Price
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Housing Demand Due Population
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Housing Demand Due Population
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Housing Demand Due Marriage
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Housing Demand Due Marriage
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Housing Price v. Marriage
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Housing Price v. Marriage
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Housing Supply

« Land Supply
— Government land sale
— Private developers’ land bank
— Redevelopments

« Housing Starts and Completions

e Presales

1. How to estimate

nousing supply?

2. |Is pre-sale or
completion a good
proxy for supply?




Housing Supply by Completions

Year OP units
2004 23,899
2005 | | 17,321
Supply is reducing,
2006 Why? 16,579
2007 11,343
2008 8,776
2009 7,157
2010 13,405
2011 20147 9,460
2012 Are tr-1ere many 10,144
2013 units in the pipeline? 8,254
Average 12,634

http://ecyyiu.wordpress.com/2014/03/12/housing-supply-should-not-be-measured-diy-
housing-completions-or-housing-starts/



http://ecyyiu.wordpress.com/2014/01/03/housing-supply-forecasts-2014-2017/

Total Housing Supply by Completions

Private Total

Year PRH SSF Total Housing |Housing
Completions | Supply

2002-2003 20390 26400 46790
2003-2004 15148 15711 26040 41751
2004-2005 24682 25015 17320 42335
2005-2006 17153 17153 16580 33733
2006-2007 7192 8968 10470 19438
2007-2008 13726 16560 8780 25340
2008-2009 19050 20674 7160 27834
2009-2010 15389 15759 13410 29169
2010-2011 13672 14782 9450 24232
2011-2012 11186 11186 10150 21336
2012-2013 13114 0 13100 8250 21350
2013-2014 15031 0 14100 15820* 29920
2014-2015* 12700 0 12700 15000* 27700
2015-2016* 20400 0 20400 15000* 35400
2016-2017* 18700 2100 20800 15000* 35800




Housing Supply by Housing Starts

Year Notice to commence
2003 17,684
2004 Housing Start <> 14.155
Housing :
2005 Completion, Why? 9,060
2006 10,057
2007 12,737
2008 6,992
2009 7,367
2010 2011 & 2012 5,397
2011 Increased, then 11,061
2012 dropped. 14,327
2013 Not much in the 10,064

pipeline!

average | 10,809 33




Housing Supply by Presales

Total No. of Res

Units | No. of Res Units pending

Approved (year end figure)
2004 23,804 g o 7,399
2005 17,563  constrained by the 9,238
2006 15,382 pre-sale approval 1,937
2007 11,286 Process? 10,463
2008 12,209 8,713
2009 15,092 6,631
2010 0,234 7,525
2011 13,256 ncreasing 7,616
2012 | Steady 13,192 Application 12,009
2013 | pPProval 14171 R 7,697
2014* 15,000 > 10,000




Why BSD and DSD Do Not
Bring Housing Price Down?
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Why Land Sale Increase Does Not
Bring Housing Supply Increase?

Lai, N. and Wang, C. (1999) Land-supply Restrictions, Developer Strategies
and Housing Policies: The Case in Hong Kong, International Real Estate
Review, 2(1): 143-1509.

Developers’ /\

Land Bank

Construction
e Land Sale (_- « Sell A
« Conditions « Starts * Buy

« Completions « Stock

* Presales
- / e Market
Developers’

Housing Stock
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Land Bank of Developers

Year New Land New Public Completed Usable Developers Land Developers

Supply Units Floor Bank Supply in Gross
(in m2) Area* in Gross Floor Area
(in m2) Floor Area (in m2)
(in m2)
1980 432,284 33553 850,000 1,669,508 227,595
1981 651,379 32494 1,084,000 2,685,360 159,119
1982 455,091 48581 785,000 2,601,788 436,935
1983 154,223 35531 1,102,000 2,496,802 260,158
1984 434,452 41135 625,000 2,293,737 377,609
1985 411,725 49804 1,461,000 2,363,804 537,949
1986 212,960 34912 1,178,000 2,847,079 566,236
1987 264,730 33950 1,378,000 3,781,695 477,137
1988 354,521 40503 1,260,000 4,639,067 664,251
1989 321,239 65169 1,770,500 4,633,197 586,651
1990 190,680 50403 1,367,000 4,589,783 546,858
1991 330,876 42212 1,814,000 4,556,511 652,685
1992 230,286 16779 956,000 9,283,985 733,213
1993 281,951 65749 1,427,000 9,986,897 798,642
1994 279,900 21692 1,255,000 9,734,211 1,042,509
1995 662,468 33573 885,000 10,348,246 774,367
1996 641,165 29083 769,000 11,315,436 589,39%
1997 649,629 37581 712,000 11,492,622 587,400



Housing Completion v. Housing Price
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Housing Completion v. Housing Price

300

250

200

150

100

50

¢ y = -74.53In(x) + 851.36
R?= 05257
*
*
\
<.
* o
4 *
® o
*
*
*
*
5,000 10,000 15,000 20,000 25,000 30,000 35,000

2036



30%

25%

20%

15%

10%

5%

0%

Housing Presales v. Housing Price
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Housing Vacancy v. Housing Price
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No. of Housing Transactions

Numbers of Agreements

Numbers of S&P Agreements in Primary and Secondary Housing Markets in Hong Kong
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No. of Housing Transactions v.

Housing Price Changes
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Unit Price of Housing Transactions
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The End

comments are welcome.
Enquiries to:
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