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Housing Price - to — Income Ratio and Household

Consumption: The Housing Wealth Effect

HE Xinggiang and YANG Ruifeng
( Lingnan College Sun Yat-sen University)

Summary: Since the implementation of housing commercialization reform in 1998 house prices in China have shown an
overall rapid upward trend from 2 063 yuan per square meter in 1998 to 8 737 yuan per square meter in 2018. The
cumulative increase in house prices is 323%. Some studies suggest that there is already a certain bubble in Chinas house
prices. Relatively higher house prices have been a broad concern of policymakers and academics. Over the same period the
ratio of household consumption to income ( consumption per capita as a percentage of disposable income per capita) has
continued to decline from 79. 38% in 2000 to 66. 53% in 2018.

A large number of studies have examined the impact of housing prices or housing wealth on household consumption
but no consensus has been reached. Most of the literature finds that house prices or housing wealth promote household
consumption ( Huang & Tu 2009; Mao et al. 2017). Chen & Yang (2013) and Li & Huang ( 2015) examine buying a
house as a savings tool and find that the rise in house prices increases the cost of future home purchases or changes which
encourages households to increase their savings. Other studies find that the rise in housing prices curbs household
consumption ( Kuang 2011; Li et al. 2014). Huang & Tu (2009) Mao et al. (2017) and Yang et al. ( 2014) find that
there are significant temporal and regional differences in the effect of housing wealth on household consumption in China
but they do not explore the reasons for this variation in-depth.

Using European macro-data Casni (2018) finds that the impact of house prices on consumption varies at different
stages of a housing bubble. Many studies suggest that the housing price-to-income ratio is an important measure of housing
bubbles. Differences in the housing priceto-income ratio may be an important reason for the spatial and temporal differences
in the effect of housing wealth on household consumption. Yet no studies explore this issue in depth. Using household-evel
data from the China Household Finance Survey ( CHFS) in 2011 2013 and 2015 we investigate the effects of housing on
consumption using the housing price-to-income ratio. We also investigate the effects on different types of households
including those who own two or more houses have houses rented own commercial and non-commercial houses and
households at different income levels.

We find that household consumption is relatively higher when the housing price-to-income ratio is higher whereas a
rise in the housing price-to-income ratio significantly reduces the elasticity of housing wealth in household consumption. The
main reason for this pattern is that a higher housing price-to-income ratio is associated with a relatively high price of
housing; then as the sustained expectation of rising house prices decreases it weakens the perception of housing value and
the availability of mortgage financing impairs the precautionary saving function of buying a house and reduces the
willingness to sell. Households with two or more houses and that have houses to rent are less affected by the weakening of
the housing priceto-income ratio. Households that own commercial houses are more resistant to the weakening influence of
the housing price-to-income ratio than those owning non-commercial houses. Households with higher income levels are also
more able to resist the weakening effect.

The contributions of our study are as follows. (1) We analyze the impact of the housing price-to-income ratio on the
housing wealth effect of household consumption and conduct an in-depth exploration of the temporal and regional
differences in the effect of housing wealth on household consumption. ( 2) We further investigate the effects in different
types of households including those who own two or more houses have houses rented own commercial and non—
commercial houses and households at different income levels enriching the research on commercial and non-commercial
houses with Chinese characteristics. (3) We use micro-survey data to construct and calculate the urban housing price-to—
income ratio which can be more accurately matched with household micro—survey data enhancing the rigor of research and
the reliability of the conclusions.

Keywords: Consumption; Housing Wealth Effect; Housing Price-to-dncome Ratio
JEL Classification. D12 G11 R31
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