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Rollout of real estate tax may cause
turbulence in China

A Chinese industry expert
recently said that to levy real estate
tax at the moment will possibly
cause large economic turbulence
in the domestic market.

As such, housing management
authorities are expected to build
a long-term mechanism for the
country's property sector.

Tong Yuezhong, honorary
vice president of the China Real
Estate Association, told a forum in
Beijing that restrictions on home
purchasing, loans, prices and sales
in China actually send a signal to
Chinese people - that home prices
will rise in the future, according
to a report released by domestic
news site finance.sina.com.cn on

Monday.

"Home price rises need to be
pressed hard as it is just like a
springboard. If it is released a
little bit, it will rebound," Tong was
quoted as saying in the report,
adding that restrictions give people
expectations that housing prices
will continue to rise.

The expert noted that the
Chinese government is expected to
set up a long-term system for the
domestic real estate industry.

To suddenly start levying real
estate tax, which is likely to be at
a relatively high level, will possibly
have a subversive impact on the
property sector, Tong said.

If the policy is to be released

shortly, it would cause economic
turbulence in China, he said,
adding that many sectors, including
steel, cement, construction
materials, furniture and electronic
appliance, would be affected if
home prices were to largely fall.

As such, the Chinese
government is stepping up efforts
to advance the stable growth of
the domestic property industry and
promote the construction of a long-
term industry mechanism, Mao
Shengyong, spokesperson of the
National Bureau of Statistics, told
a press conference on Monday.

Authorities will start from the
supply side to put forward a series
of policies including real estate
tax and offering equal rights when
renting and selling homes, Mao
said.

Earlier this year famed short-
seller Jim Chanos told Business
Insider he believes Chinese real
estate to be the most important
single asset class in the world.

His reasoning was real estate
represents nearly half of Chinese
investment, and nearly half of
the Peoples Republic's GDP is
investment. Chinese GDP is $12trn,
according to the World Bank, so



with global GDP a smidgen over
$80trn, this one market accounts
for between 3-4 per cent of global
GDP, depending how you cut it.

The doom and gloom technocrats
of the IMF are also concerned. In
April they published a report named
“ Stabilising China's Housing
Market”, which noted “a crisis in
China's housing market would be
of considerable global concern”.

In February the South China
Morning Post reported a pricing
slowdown in Tier 1 and Tier 2
cities, while a new property tax,
designed to curb speculation,
was called for in April by Premier
Li Kegiang after years of the
legislative idea seeming dead and
buried.

Based on data from the Survey
and Research Center for China
Household Finance,established
in 2010 by the Southwestern
University and Finance and
Economics in Chengdu. Mandarin
readers can check out the original
survey.

The first chart shows the
proportion of urban homes
purchased in the first quarter of
2018. They were either brought as
a first (blue), second (yellow) or

third home (red). The results from
the previous decade have been
included for comparison:

HRAEERE LY

So 69 per cent of homes
purchased in the first quarter of
this year were a second or third
(or fourth, fifth, sixth...) home.
Compare this to 2008, when 70
per cent of homes went to first
time buyers. It is clear the Chinese
market has evolved to depend
much more on property investors,
rather than owner occupiers.

The fall in interest in the
domestic stock market is
unsurprising, given the Shanghai
Composite index is down 16 per
cent year-to-date. Although there
is perhaps a disconnect between
the weak performance of China's
real estate giants and popular
enthusiasm for bricks and mortar.

To forestall the inevitable

comments, we should also mention
China's infamous private debt

mountain. Citi Research published
this chart at the end of June,
showing global private sector credit
creation over the past fifteen or so
years. To put it mildly, China has
been on a tear since 2008:

A surge in glooal credit, daven oy Ching
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The extent to which this debt
expansion has driven China's
speculative property market is a
post for another time, but it's fair to
say the two are heavily intertwined.
Most important asset class in
the world or not, it looks like it
deserves more attention.

Source: Global Times, Financial
Times
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