Housing

1. In the Japanese economic growth strategy, the government tries to channel capital into the most productive use.  Thus, the government suppresses an 'excessive investment' in the housing sector.  The portion of residential construction in the total capital formation is limited by various policies, including a limitation of supply, a control of construction industry, and various taxes.

2. In China, about 7% of GDP is spent on housing.  In comparison with Korea and Japan in the similar stages of economic development, this looks 'excessive'.

The elasticity of income demand for housing in China seems to be higher than the counterparts of Korea and Japan in the similar stages of development.

Criticism

(1) We may argue that in China too much of capital is diverted from directly productive uses, such as industrial production, to the residential housing sector.

(2) Particularly, we note that the ratio of residential to non-residential construction is very high in China in comparison with Japan.

(3) It seems that the income elasticity of demand for housing, which measures the responsiveness of the demand for housing to an increase in income, is higher in China.  The empirical studies of estimating the income elasticity of housing are difficult and complex. However, there are some studies from the World Bank for the developing countries  (Ji Xin et. al may look into this matter and revise their work as time allows). 

It is true that generally housing is a luxury in East Asia.  

Suppose that an East Asian country started with low levels of nutrition, housing, etc. As income grows, first demand for food and nutrition will rise.  And then later as the income level goes up even higher, then the demand for housing will increase.   

"Engel" shows that the lower the household's income level, the higher the percentage of the household's income spent on food.  Put it reversely, the higher the household income, the lower the proportion of income spent on foods, but the higher the proportion of income spent on other luxury goods, such as housing.

This means that the more share of the national income the upper income class gets, the more spending on the housing.   

This in turn implies that the currently high income elasticity of housing demand in China, being higher than the Japanese and Korean counterparts, may be the result of worsening income equality.   The more percentage of the national income goes to the upper income class of the Chinese, who have a relatively voracious appetite for a larger living space.  
In the simplest exaggeration, the more share of the economic growth and prosperity seems to be going to the people in "Beijing" (government and bureaucracy) and "Shanghai"(business), and the prices of housing in these two areas go up fastest, reflecting the excess demand.

It is a separate study to find out the progression of degrees of income inequality in China, and its comparison with the countries with similar social and cultural backgrounds, such as Korea and Japan.

(4) The strong demand for housing may reflect the lack of alternative wealth accumulation method among the average Chinese.  The Chinese banking sector has yet to reform, and the securities market is fraught with speculative jerking.  The housing sector investment remains to be a most reliable investment along with investment on human capital, such as spending on education. 

(5) China may need 'correct' tax policies for the housing sector.  Its property tax laws are rudimentary as the concept of private property and individual taxation is relatively new in China.  The Korean failure should be a good inspiration.

In Defense of China

It might be true that the current income elasticity of housing demand is higher in China than the Korean and Japanese counterpart of past decades.  However, it may be a unfair comparison. .  In other words, it might not have been such a fashion to have a large space or it might have been cost-prohibitive to have such a large space at the time when Korea and Japan were having rapid economic growth. First, it is the current world trend to have a larger space in housing, cars, and so forth than what people had some decades ago. Second, now with the development of construction technology, the building and having a larger space might be more cost-effective than ever before.    

3. Political Dimension of Housing Prices

Korean and Japanese experiences show that the violent ups and downs of the housing prices, or bubbles, could not be all that economic issues. 

In fact, they are largely political issues as well.

1) The government performances in the housing sector will determine the public opinion or political support for the government. The 'popularity' of government at least among the middle income class will depend on the success of the government's housing policies.

2) Simply fuelling mortgage does not help. It may fan up speculation. 
3) The Korean real estate tax policy has been wrong.  Mainly taxes have been on sales and purchases, siphoning off capital gains.  This does make the owners of houses and lands hesitate to supply their stocks.  As the supply is reduced, the price goes up further.

However, taxes on the holding or the annual property taxes are too low in comparison with the western countries. Thus, some people have excess demand and holdings of properties: they have too large a house or land in light of their income level.  This means that a low annual holding tax induces an excess demand for housing.  In Korea, the larger the house, the better. In Canada, people thinks of the right size of their house all the time in light of their ability to pay the property taxes.  In Ontario, the annual property taxes are about 5%.  This means that if you do not have any income, in 20 years the total price of the house is just enough to pay taxes.
A 'right' tax policy is important.  

3) The real political dimension is that the housing sector in Korea and Japan is the most politically connected and corrupt sector. The incidence of corruptions, being caught, is highest in this sector. There are so many regulatory bodies or government agencies in the construction industry.  

The government's slush funds often come from this sector.  In a sense, this is one remaining area of the government squeezing the surplus from the economy in a legal way. A good example: The Korean presidential candidate promised to reveal the cost of construction of apartments, and then reneged on his election promise after being elected. Hard to prove with direct evidence, but abundant with circumstancial evidence.   However, some studies are going on: It is estimated that at least 20 to 50% of the price of an apartment (the main abode format in Korea) accounts for purely bureaucratic transactions cost, including the legal rent-seeking activities and the outright illegal bribe of the government, in Korea [tentative figures from J.D. Han, "Uneasy Arithmetic of the Korean Apartments: Political Economy of Housing" (in preparation) ].  
The same is true of Japan.

Would it be a case for the future China?

I think that as long as economic growth fuels people's desire for a large living space, the temptation for those in power remains. 

