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China’s booming housing market
Putting it in the right perspective
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We believe total bank deposits
are a more straightforward
and intuitive indicator of a
country’s economic prowess.
Bank deposits can be readily
translated into purchasing
power and make for highly
transparent statistics.

By the end of February 2010,
China’s bank deposits were

estimated to have exceeded
those in the US by 5.4%.

CHINAS BOOMING
HOUSING MARKET

Putting it in the right perspective

Since the onset of the global financial crisis in 2008, China has been playing an increasingly
important role in the world economy. While all major developed economies were mired in deep
recession, China achieved strong GDP growth of 8.7% and became a major growth engine for the
global economy.

But how large is China’s economy and how important is its role in the global arena? Gross
domestic product (GDP) is widely used to measure a country’s economic muscle and in terms

of GDP, China was the world’s third largest economy last year after the US and Japan. China’s
nominal GDP was about 33% that of the US, but in terms of purchasing power parity (PPP), its GDP
was about 66% that of the US and ranked second among all economies in 2009.

However, such statistics are not an accurate reflection of China’s role in the global economy, as
there are limitations when using GDP for inter-country comparison. When calculating GDP, two
countries may have very different ‘baskets’ of goods and services, depending on their statistical
systems, and developing countries with ineffective taxation systems have difficulty measuring the
outputs of certain emerging industries. The reliability of PPP comparison is also open to criticism,
as it requires detailed price surveys of large amounts of items in all countries involved, which are
difficult to manage.

We believe total bank deposits are a more straightforward and intuitive indicator of a country’s
economic prowess. Bank deposits can be readily translated into purchasing power and make for
highly transparent statistics. Instead of being compiled by statistical agencies through sampling,
bank deposit figures are closely monitored by commercial banks and regularly submitted to
regulators for independent auditing. Generally speaking, total bank deposits—the size of which
is proportional to trade surplus, net capital inflows and bank credit—provide a good gauge of a
country’s economic strength.

According to our estimate, China’s total bank deposits came close to those in the US by the

end of 2009. This was the result of China’s continuing economic strength coinciding with the
economic decline in the US over the past year. By the end of February 2010, China’s bank deposits
were estimated to have exceeded those in the US by 5.4% (Chart 1). As an increasing number of
Mainland Chinese citizens are digging deep to improve their standard of living, China’s overall
purchasing power may overtake that of the US much sooner than expected.

Chart1
Bank deposits - China vs the US
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The rapidly increasing
purchasing power of Mainland
Chinese is also reflected in
housing market statistics. In
2009, about eight million new
residential units were sold in
China, compared with only
about 500,000 in the US.

Prices of new homes in

urban Shanghai, Beijing and
Shenzhen rose 86.9%, 63.0%
and 65.7% respectively year

on year in the fourth quarter of
2009. Nanjing and Nanning saw
new home prices grow 50-60%;
Suzhou and Xiamen saw them
rise 40-50%; while five other
Chinese cities saw new home
prices rise 30-40%.

The relative economic strength of China and the US is clearly reflected by retail and auto sales
statistics. In 2009, the value of retail sales shrank 7.0% in the US, but increased 15.5% in China.
Last year, China also overtook the US as the largest auto sales market in the world: 13.64 million
passenger and commercial cars were sold in China in 2009—25.2% more than in the US.

The rapidly increasing purchasing power of Mainland Chinese is also reflected in housing market
statistics. In 2009, about eight million new residential units were sold in China, compared with
only about 500,000 in the US. After analysing price statistics collected in 36 Mainland Chinese
cities, we found that prices of new homes in urban Shanghai, Beijing and Shenzhen rose 86.9%,
63.0% and 65.7% respectively year on year in the fourth quarter of 2009. Nanjing and Nanning
saw new home prices grow 50—-60%j; Suzhou and Xiamen saw them rise 40-50%; while five other
Chinese cities saw new home prices rise 30-40% (Chart 2).

Chart 2
Average prices of new homes in China's key cities — year-on-year % change (4Q 2009)
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The gap between home prices in China’s first-tier cities and those in the US has narrowed
substantially over the past year. For example, the average price of a new home in the core area
of Shanghai (comprising Huangpu, Changning, Luwan and Jingan districts) rose 89% year

on year, to about US$7,500 per sq m in the first quarter of 2010. Meanwhile, the price of an
equivalent property in Manhattan, New York dropped about 20% to US$13,000 per sq m over the
same period. The average price per sq m of property in core Shanghai is now about 58% of its
equivalent in Manhattan, compared with only 24% a year ago.
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Despite the phenomenal rise
in home prices over the past
year, China does not face the
imminent risk of a home price
crash. However, the issue of
high home prices squeezing
low-income groups out of

the market still needs to be
addressed.

House prices in Shanghai,
Shenzhen, Hangzhou and
Nanjing are considered high
compared with local purchasing
power. These are cities where
large numbers of wealthy
foreign homebuyers have driven
local people out of the city
centres.

The rapid rise in China’s home prices has already caused grave concern. Some observers say
home prices have now risen to alarming levels, citing that the ratio of home price to average
income in China is now higher than that of the US just before the burst of its housing market
bubble. However, such direct comparison is over-simplified and misleading, as China’s official
income figures are often artificially lowered. Some enterprises grant their employees benefits
in kind, which are not reported as income, while some mid to high-level employees report large
amounts of expenses to offset their nominal wages for tax purposes. Meanwhile, extra income
from side businesses is often not captured by official statistics.

Both savings rate and income growth level in China are significantly higher than those in the US,
indicating that Mainland Chinese can generally afford homes of higher prices when compared
with their income. There are few alternative investment channels in Mainland China, given that
outbound investment is restricted and the stock market is notoriously volatile. Many Mainlanders
have profited from the property market boom over the past decade and believe investing in bricks
and mortar to be a tried-and-tested method of accumulating wealth. All these factors suggest that
China’s property market boom may last longer than those in many western countries.

Chart 3
Per-capita household deposits vs home price (4Q 2009)
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Despite the phenomenal rise in home prices over the past year, China does not face the imminent
risk of a home price crash. However, the issue of high home prices squeezing low-income groups
out of the market still needs to be addressed. In order to identify the Mainland cities in which
home prices are becoming unaffordable, we have devised an alternative method where per-capita
household deposit figures are used as proxies for per-capita income figures, given that the former
is a more accurate statistic, but the two are highly correlated. We divide home prices in each city
by its per-capita household deposits, then the ratios for all cities are averaged. If a city scores
one standard deviation above the average, its home prices are considered too high against the
purchasing power of its average citizen.

The results can be seen in Chart 3, which shows that house prices in Shanghai, Shenzhen,
Hangzhou and Nanjing are considered high compared with local purchasing power. These are
cities where large numbers of wealthy foreign homebuyers have driven local people out of the city
centres.
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