The Formation of Housing Price Expectationsin China: A General

Research Proposal

1. Introduction

It has long been recognized that the expectatibmaavket participants plays a role in
business cycles, there is also a prolonged intenethe economic literatures on the
formation of expectations, especially the ratiomgbectations and adaptive expectations
hypothesis. As far as the real estate economicenserned, despite many studies have
been devoted to test the rational expectations thgse in the housing market, there are
still many questions to be answered. Consequemtlyast decade’s intense housing price
volatility in China provides a good opportunity¢onduct a research on the formation of

housing price expectations and its role in thegovialatility.

China has been undergoing an unparalleled boonuogihg market since the housing
reform launched in 1998, which year is regardethageal beginning of housing market
in China: it is in this year that the welfare-otieth public housing distribution
system ceased and the residential mortgage systenestablished, also in this year the
central government launched the public housing namog Over the last decade housing
prices in urban area of China have escalated &gnity, some metropolitan cities even
tripled, such as in Beijing, Shanghai and ShenzAenording to the National Bureau of
Statistics of China, housing transaction volumeihasased almost 14 times from 1998
to 2007, housing floor area sold has also incredsed O times. Despite the great
achievement of the housing reform in China, theiegehousing price has already led to
many concerns from the whole society, especiakylthv-income households. Due to the
relatively sluggish increase of households’ incomany of them have been excluded out
of the housing market, which makes housing prieesysbeyond the affordability level
of many urban families. Specifically, compiling datvealed by the bureau of Statistics
of Beijing in 2009, it is reported that the ratiohhousing price to disposable income in
Beijing arises to a striking level of 27:1. Simikrenarios also exist in other coastal cities
of China.



On the other hand, the fail of the public housiygtem also contributes to the low
housing affordability of urban citizens. Since timising reform launched in 1998, China
has been trying to establish a housing marketishatainly consisted of public housing,
which includes the affordable housing and the teptiic housing. The difference
between the two programs is that the former ondesigned to help the low-income
families to buy owner-occupied housing. Now it lb@®n more then 10 years since the
proposal was firstly brought on, the developmenpulblic housing program is still at a
tardy pace, especially the development of the d#fole housing program, which is
largely due to the local government’s lack of eqoimincentive: they are benefitting
greatly from the high housing price, which bring tlocal governments with high tax
revenue, high fixed asset investment, most imptgathe immense amount of land
revenue. Hence, the public housing program has beditemma; that led even to the

central government’s pumping of four thousand dmilstimulus package.

Not surprisingly, it is commonplace to see critiegsson the media of the high rocketing
housing price and the affordability problem all owee country, which makes the real
estate developers face to a moral judgment thahthesing market, driven by the real
estate tycoons, has already ‘kidnapped’ the macoox@my (Yi, 2006). Since nowadays
in China, the economic growth lay heavily on theefl asset investment brought by
development of real estate: up to 2 percent of @@®th in 2008 comes from the real
estate industry; on the other hand, a significarhmonent of incremental credit has
flown to the real estate developers and the honyerBuwhich implies that once the
housing prices collapse, the whole financial systamd the economy will face to

immeasurable risk.

Numerous researches have been conducted in Chenglore issues concerning housing
market, as far as the determination of housingepmeost of these researches emphasize
on the constitution of housing price, especially thausality relationship between housing
price and land price, which largely has somethindd with the dispute on whether land

price (the supply of land in urban is directly aofied by the government.) causes the



soaring housing price.

Despite the widespread attention given to the sigting housing price, however, these
researches fail to identify the role of house bsyer potential buyers’ behavior in the
price dynamics, especially how the market playersnftheir expectations on housing
price. This issue deserves special considerationg £xpectations, both of the demand
side and supply side of the housing market, playrgrortant role in decision makings. It
is the intrinsical driving force to entice home buywilling to pay for a striking high

housing price, at least compared to income of rhoaseholds.

In fact as early as 1988, a survey conducted by @Gasl Shiller (1988) on the home
buyers in the US has revealed a fact that the bowenket is driven largely by
expectations. They note that people seem to foaim #xpectations on the basis of past
price movements rather than any knowledge of mddketamentals. The question raised
by this survey spurs the interest among acaderthies, a series of papers investigate the
informational efficiency and the rational expedaatihypothesis in the housing market,
see Mankiw and Weil (1989), Case and Shiller (198890), Poterba (1991), Gatzlaff
(1995), Capozza and Seguin (1996), Man Cho (198@pozza et al.(2002). These
findings have produced a profound impact on theeligament of real estate economics,
in particular on the study of housing price volgtilConsequently, this study tries to shed
some light on this issue in China around the foifgwperspectives: In which way the
price expectations in China are formed: a ratiovey or adaptive way or someway else?
Is there any difference between the formation afsug price expectations in China and

other countries/districts?

This report proceeds as follows: the second sedsidine literature review, and the third
section presents the theoretical framework and odetlogy, while the fourth section

discusses the dataset and the research design.

2. Theoretical Framewor k and Methodology

This section presents the theoretical frame andhodeiogy employed to investigate the



formation of housing price expectations in the @fyBeijing, it proceeds as follows:
firstly an asset-based forward looking housingenwdel will be estimated; next step is
the methodology used to test the rational expextathypothesis in the housing market
of Beijing; Secondly, if the rational hypothesis ngjected, as implicated in several
previous studies, the second part of this sectiopl@ys a present value model to test the
adaptive expectations hypothesis in the housingahat astly, this section presents a
brief plan of a simple survey, which will be contka to directly explore how the
housing market players form their expectations.

2.1 Test of rational expectations hypothesisand Relevant Empirical | ssues
This section estimates a housing price dynamicsehadorporated rational expectations
hypothesis (RE), and illustrates the test of REsi@f discussion is presented in the last.

2.1.1 Modeling Housing Price Dynamics

The modeling of housing price dynamics has hisédisidoeen investigated in numerous
papers, it is widely agreed that the housing pdgeamics can be largely explained by
market fundamentals and the deviations from thelibgum prices. Goodman and

Thibodeau (2008) classify these researches inteetlstands: models of long-run
equilibrium in housing markets, models of the shart dynamics of house prices and
estimates of housing supply elasticities. Unfortalya in these frameworks the

mechanism of price expectations formation is ugua#glected, thus they cannot be

employed to directly test the rational expectatiopgothesis.

While in the literatures testing rational expeaas hypothesis in the housing market,
there is a body of researches concentrate on tbessexeturn measurement, which is
borrowed from the tests of efficiency in the stoolrket, mainly enlightened by Case
and Shiller (1990). However as criticized by ManoC(1996), there are several

shortcomings underlying in this methodology, foaetple the measurements of the rental
stream and the maintenance costs; besides thatolvard looking housing prices in

these tests are even not derived from a housirgg pleterminant model, which makes

the evidence reported relatively groundless. JketMan Cho concludestésting these



rational-expectations hypothesis is in fact a jdggt of the model specifications and the
hypotheses themselves. Therefore, a better moeefisption that properly incorporates
market fundamentals and disequilibrium factors whielp generate more sound
evidence......
Another frequently used avenue is to derive antdsssed housing price model that
explicitly incorporates the rational expectatioyptthesis, the rational in this method is
that the expected return on housing should be emuahe return on the alternative
investments. This method is employed by Poterba841991), Case and
Shiller(1988,1989), and Clayton (1996), Ayuso arestey (2006). In a standard stock-
flow model framework provide by Rosen and Smithg§39and Poterba (1984,1991),
which holds that the housing market comprises af $@parate but interrelated markets:
one for the flow of housing service and anotherthar stock of housing capital. Assume
that all the participants are risk neutral, themeluilibrium condition is that the expected
return equals to the rate of return available ¢eraétive investments, which is to say,
R+ R-(L+pt+d)R=iF (1)
While R is the annual rental income, imputed ouaktent of the house if the house is

owner occupied or rentedi, is the mortgage rateptis the property tax and d is the
depreciation ratept + d_denotes the holding cost of houses; P is the presset value

of the houseg®, is the expected annual rate of capital returnthenright side, i is the

nominal return available on alternative assetsh siscthe risk free rate, the 9-monthes or

1-year rate on government bonds. Specifically, whthquarterly data observations,
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R, is the expected housing value one year from notheapresent information set. If
the housing market participant forms housing prieg®nally, thenR?,  is defined as the

mathematical expectation of the one-year ahea@ goaditional on all current and past

information set, which is:
Riu = BIRuI k] (3

As indicates by the rational expectations hypo#aéithe all available information has



been incorporated into the expectations and theeaapon is unbiased, the realized
housing price should differ from the expected valoaly a random error, which is a

serially uncorrelated, mean zero disturbance cahgtam. Then we have,
P = B[R, k]+&., (4)

P,, is the realized home price four quarters laterrdig the equations (1), (2), (3), an

expression for the one-year ahead home price cahdwen as:

E[R.Ik]=A+i +i+pt+d)R-R (5
It can be inferred that the expected housing pisca function of housing prices, rent,
interest rates and the holding cost consisted>ofitel depreciation, under the joint null
hypothesis of rational expectations, risk neutyabihd the asset market equilibrium
condition given by the equation (1). Particulaily,is noticeable that all else equal,
expected home prices is positively related to curreome prices and negatively

relatively related to current rents.

Then substituting equation (5) to (4) will leadtéstable restrictions implied by rational

expectations and housing market efficiency:
P,=@+i,+i+pt,+d)R-R+¢,, (6)

Hence, to test the hypothesis of rational expemtatunder risk neutrality is to test the
regression model estimated as bellow:

Ria = ot p(A+ip +i+pt+d)R -1, R+e,, (7)
If the assumption of rational expectations and nsutrality holds, the joint null
hypothesis thay, =0 and x4, = x, =1should not be reject, as well as the disturbance
constant terme,,, should be a serially uncorrelated, mean zero sithsequence. Of

course, this test specification is valid when &llhese variables are stationary time series.

This is the basic housing price model to test #tiomnal expectations hypothesis.

2.1.2 Econometric and Measurement Issues in thefteational expectations hypothesis

Before conduct the test based on the stock-flonketaquilibrium condition defined by

equation 7, there are several empirical issuesriyndg the model need to be discussed.



A significant difficulty lies in the equation 7 ithat the rental income of the owner-
occupied houses is unobservable, hence the prestadges provides several proxies to
deal with this problem. The most common methodsiagithe rent component of the CPI
(Consumer Price Index) as a proxy; Case and SI{i@89) include the cit-specific index
for residential rent, which is derived from a camtdefine as the ‘dividend price ratio’;
Meese and Wallace (1994) resort to constructingma series based on asking rent for
two-bedroom condos pulled from local media; Claytd896) impute rent as a function
of observable market fundamentals. Since this reReeonducted in Beijing, the rental
income is also observable; this will be one keyést be dealt with in the subsequent

study.

Another troublesome empirical issue is that for tBst sample containing different
metropolitan areas, the variables should be idedtiés varying cross-sectionally from
the others varying time serially, for example, Maimo (1996) points out that the risk-free

rate is usually regards as varying intertempotalliynot contemporaneously.

Additionally, there is another measurement issuélfe test in China: the holding costs
of houses in the model, consisting of the propedy, depreciation value and
maintenance costs. In China, the property tax erothner-occupied houses is still under
formulation and experiment, at present only thee@rhouses are taxed on the rental
income. On the other hand, the depreciation vahg raaintenance costs vary greatly
between different districts, even in the same ¢ignce, as a matter of convenience, this
part is omitted from the model; actually this isabkdopted in many other studies (See
Clayton (1997) and Capozza et al (2004)). It imdiethat more supplicated measure of
user cost is needed also possible, but it is beylmmdcope of this research.

2.1.3 Test of Rational Expectations Hypothesis

After the previous empirical issues clarified, ttolowing steps are taken to test the
rational price expectations in the housing mark&eijing.

Step 1. Unit Root Test



As noted previously, the regression model defingdEquation 7 is only valid that all of
the underlying series are weakly or covarianceastaty. If the series under study are
nonstationary, which is to say, there are a urat exist in the serial, which may lead to
misleading results. Hence an Augmented Dickey-Fulleit root test is employed to
examine if the series are stationary. Noticeablth&t there are also other studies using
other unit roots test method, such as Phillipsdtemethod, Dickey-Fuller GLS method,
etc.

Step 2. Percentage Change Model Specification

As we know, a time serial with the existence oftunbt must be first-differenced to
render it stationary. But at the same time, th&t-filifferenced treatment will result in loss
of valuable long-run time serial information andchespecification of short-run dynamics
(Johansenn and Juselius, 1990). Taking in congiderthat the short history of housing
market in China, the time serial is only ten yebisg, hence the first-differenced

treatment may lead to inevitable loss to the datase

Consequently a percentage change on the equatisrc@nducted here to prevent the
unwanted first-differenced treatment as ClaytorO)&uggested. Subtracting the current

price, P, form each side, then dividing both sides of #gulting expression bf2 yields
the following test of the rational expectations bipesis:

P,,—P -
%:/'{0+ﬂ1(|m+|t)Pt_ﬂ2(%j+gt+n (8)
t t

In which, n denote the different forecast horizgnarterly and annually by defining n=1
and n=4. Consistent with the previous null hypathesf rational housing price

expectations, the hypothesis holds whers0 andy, = i, =1.Clearly that the realized

housing price appreciation equals optimal expeafgateciations plus a random error.

After the percentage specification, the unit rosdttshould be conduct again on the
Equation 8 to ensure the series are stationacgntoe seen from the previous studies that

this treatment could effectively eliminate the uoibt.



Step 3. Empirical Test

If there are no unit roots exist in the right haside of equation 8, the OLS regression
method will be conducted to directly test the moaletl the joint null hypothesis. The
empirical results will reveal if the risk neutrabusing market participants form the
expectations ‘rationally’ under the asset marketildgium condition defined by

equation 6.

2.1.4 A Brief Discussion

This section presents a directly test of rationapeetations hypothesis, mainly
enlightened by Clayton’s asset-based forward logpkiousing price model (1996), which
is under the assumption of the risk neutral mapkayers and the equilibrium condition
of the stock-flow housing market model. Howeverréh are several theoretical and

empirical issues needed to be discussed.

First, this model, similar to other models, alssumses a frictionless housing market,
certainly it is unrealistic. In a report revealeg the OECD in 2008(Cruz, 2008), In
OECD countries, roundtrip transaction costs inhlbesing market are generally above
5%, there are some countries with transaction aohbish are even unnecessarily high.
Specially, South Korea has the highest housingséetion cost in the OECD, accounting
for 22% of the property's value in Seoul. Althougkre is no available data in Beijing,
this report implies that the roundtrip transacti@monsisting by the searching cost,

transaction cost and transfer taxes, cannot beegrnia the housing market research.

Second, as this model is derived from the asseingrimodel, there are several important
variables used in other models absent in it, sicipea capita income and population.
Even the effect of income can be supposed to besrirdted from rent or other variables,
it still seems unconvincing without the effect eicome, which is almost included in
every housing price dynamics model. On the otherdh&hina is undergoing a fast
urbanization, there is a huge number of people fiotw the city, certainly including

Beijing. This is an inevitable factor for the sayihousing price. Thus the omitted of

these variables may lead to the failure of this ehaw capture the housing prices



movement.

Third, obviously that the variables contained instimodel are all census data.
Consequently this model can only be explained amero-level examination of rational
expectations, since it could not reveal any mienel information. That is, what it
examines is the way in which the ‘market’ forms esgations, not the housing market
players, including the potential home buyers, hogisharket investors, house occupiers,
formation their price expectations. The latter oodyuld be revealed in a survey method,

as presented in the successive section.

2.2 Test of Adaptive Expectations Hypothesisin the Booming M ar ket

It is mentioned in the literature review that ra@b expectations hypothesis is generally
rejected in the previous studies, and the survetherhomes buyers by Case and Shiller
(1988) suggests that the market for residential estates is very different from the
traditionally modeled in the literatures, peoplersgo form their expectations on the past
price movements rather than any knowledge of mafietiamentals. Herring and
Wachter (1999) and Malpezzi and Wachter (2005) @sgue that investors show a
particular form of adaptive expectation. Theseifigd indicate that it still worth a try to
test the adaptive expectations hypothesis, espetahe booming market, although the
adaptive expectations hypothesis has already bkandaned since the emergence of
rational expectations.

Additionally, Chow (1989) use data on stock prieasl dividends and on interest rates,
test an important implication of present value medéhat current value is a linear
function of the conditional expectations of the taperiod value and the current
determining variable. It is very interesting thhaistimplication combined with rational
expectations( RE) is strongly rejected, the implication combined wistdaptive
expectations (AE), is accepted. Besides that,dfarlthmic form of the model for stock
price shows that the AE version is not only préf&abut also helps to explain the
phenomenon of mean version. Thus he concludeshbd®E assumption should be used
with caution; the AE assumption may be useful ionemnetric practice. Following in this

section is a brief methodology to test the ratioegbectations hypothesis in Chow’s



sense.

Step 1. Modeling the Adaptive Expectation of Hogdfrice
According to the error learning nature of the hyyesis, a simple adaptive expectations

hypothesis could be simply described as the betigwiguation:
ER. =Y A(-A) R;; 0<A<1 (8)
i=0

Where E denotes the expectation of housing priegs,indexes time. This equation can
also be manipulated readily to deliver:

ER.=E, P+ A(R-E,P+& (9)
In whicheg, summarize other factors tha ¢ E_, P) that effect the expectations. It is
noticeable that the expected housing price is mservable, thus the equation 10 is

unable to test. Here the present value model tékeilChow (1989) is performed, to
render the unobservable expectation housing preasoreable.

Step 2. Transmitting the Unobservable Adaptive Eiqtens
In Chow’s model, tock price is modeled to be thespnt value model of expected

dividends as bellowing,
Y, =6) 0EZ,+c (1)
i=0

WhereY, denotes the price of stock at the beginning oioget, while Z, is the dividend
derived from the above stock during periodtjs the discount factor. The equation 11
can lead to:
Y =0E(Y.* %) (12)

Similarly, in the case of housing market, the dérid of housing investment is the rental
income, denoted by R. Substituting equation 120tatlbecomes,

P-P,=0A(RP+R,))-AP,+d (13)
Solving this equation fd?, the result is:

p = A-AR, +IR  + %

14
t > (14)




Finally, the housing price model incorporating #taptive expectations hypothesis is the
defined by Equation 14, it can be estimated udmegpiast ex post housing price data and

the rental income data. As far as the residualanag, Chow (1989) assumes it to be

proportional tdP_,)?, since he finds a regression of log of the sqaérhe residual of

equation 14 on the log ¢P_,)* has a coefficient of 1.075 with a standard erfdd.h66

in the stock market.

Step 3. Test the adaptive expectation hypothesis
Then the ultimate form of the housing price modelder adaptive expectations
hypothesis is as following:

R=aR,+pR, (15)

Using the value ofr andg in the equation 15, the value oéfand A can be derived. If the

model defined in equation 15 holds, then it indisathat the housing price expectations
form in consistent with the AE.

As Chow (1989) points out that the acceptance efAR hypothesis is just under the
implication of present value model identified inuatjon 12, how the equation 12 might
explain the volatility of stock price is anothepto deserving further study. However, this
finding also suggests that the assumption of adapkpectations can sometimes be a
useful working hypothesis in econometric practielence by using this model, this

research may contribute the existing knowledgeoaising price expectations formation.

2.3 A Simple Survey on Housing Prices Expectations

As discussed in the previous section, the exisshgdies on the housing market
expectations all rely on the census data and agtgaegarket data, these researches can
only test if the ‘market’ forms expectations ratdlg or adaptively on the macro level,
but little information concerning how specific matk players form their price
expectations has been revealed. The only way sxd#tis process is to conduct a survey
on the different housing market actors, including home buyers, potential home buyers

and the real estate developers, as accessionéicptavidence to this research.



So far few similar surveys have been done. Pertitepsiost known survey of this kind is
conducted by Case and Shiller on four metropoléseas of the U.S in 1988, but their
survey only covers home buyers in the booming niankéich may lead to some
misleading results, since the home buyers, or tovesnust one of the most optimistic
and radical groups on housing market among theespootherwise they would not
choose to purchase a house, not rent one, in thmibhg period. Hence the responds
from them may be not appropriate to represent thelevsociety’s behavior on housing
price expectations. On the other hand, the surfease and Shiller is designed to
investigate the home buyers’ purchase and invedtrhehavior, not to explore the

expectations formation process.

Another available survey of this kind is conduadtetiong Kong by Wong et al.(2005), it
is a cross-sectional market outlook survey to meadiifferential housing price
expectations in November 2000. Their result shdws both of the numerical value and
direction of the correlation between housing pmeevements and expectations differs
among different housing market actors and changestone in Hong Kong. But as the
authors admit these findings may suffer from théeptial non-response errors in the
survey, and it is difficult to determine the extémtwhich the nonrespondents differ and
the degree to which this biases the study, sinte 2it? completed questionnaires were
coded form a valid sample of 1239. They point tatt ta better designed survey and a

larger sample size can minimize the influence eflitas.

In addition, there are some unique factors of thiesing market in China. Firstly, China
is undergoing rapid urbanization, which is paralieby million of people flowing into
cities. In 2008, the urbanization level has surged5.68% from the level of 30.1% in
1998; the urban population is growing at a rapidepaf 5.8% in the last decdgevhich

is an important impulse of the soaring housingeric

Secondly, the China economy (GDP) has been growing rate of 9.8% since the

! National Bureau of Statistics of China, < SerittiStics Report 10th: 60 years of the New China>
http://www.stats.gov.cn/tjfx/ztix/qzxzgcl60zn/t200@17_402587821.htpeAssed by Nov. 147, 2009>




economic reform launched at 1978he pre capita income is also increasing steadily
which is also a reason for the future housing pappreciation. Lastly, as in China, the
housing market is still strictly controlled by tgevernments: the residential land supply
is controlled by the government, since accordinght® <Law of Land Management>,
urban land is totally stated-owned; besides that,government also controls the finance
system. Hence the housing price movements arelgiafitenced by the government’s
regulation and relevant policies towards housingketa which will inevitably affect the

formation of market players’ expectations.

In summary, it is believed that in the long rurg tiousing price expectations in China
will be based on optimistically economic expectasicand faced to uncertainty policy
changes towards the housing market, which is sggmfly different with other countries.
In this research a more comprehensive survey wikdnducted in the city of Beijing to
reveal how the housing market players form thaoepexpectations. In terms of coverage
of the survey, the home buyers and potential hoayers in the market will be surveyed

to capture the full scenario.

In terms of the questions, consider that the aimmgo explore the expectations
formation process; the questions will focus onwgables influencing their expectations
of further housing prices; and the time intervattrdir price forecasting.

In terms of the areas of survey, this survey waiifs on the very center of the urban area
in Beijing, that is, not include the outlying suban districts, such as Yanging, Shunyi.
This selection is also adopted in other researcf@sgexample, Zheng and Kahm
(2008).As far as the sample size, since this suordy aims to identify the variables
concerning the formation of expectations, providggpropriate control of sample
selection, the sample size would not need to bdaxe to capture the factors roughly.
This also can refer to the sample size of CaseShulter (1989) and Wong et al.(2005)

3. Data and Research Design

2 National Bureau of Statistics of China, < SeriegiStics Report 1st: 60 years of the New China>,
http://www.stats.gov.cn/tjfx/ztix/qzxzqgcl60zn/t200807_402584869.htnxAssed by Nov. 147, 2009>




3.1 Why Beijing?
This study chooses Beijing, the capital of Chimaganduct the case study of the housing

price expectations in China, which is because efotlowing considerations:

Firstly, as the housing market in China has mdoeln established since the year of 1998,
the development of local housing markets are sgamtly diversified across the country.
Beijing as the capital of China, is one of the nuisteloped cities, is believed to have the
most perfect and matured housing market mecham#meover, nowadays the housing
market climate in Beijing is an important weathane for the whole country. Therefore
the housing market participants in Beijing shoukdtbe most experienced and educated
ones on the housing market in China, hence the dwom of their housing price

expectations is vemgpresentative for the whole country.

Secondly, for the concern of data availability, jBel has the most completed and longest
dataset of the relevant variables in the housingketaThe earliest monthly housing
price index can be traced the year of 1998; thisokavailable in other metropolitan
areas in China. Beside that, Beijing is the citgittts most exposed to the media and
public opinion, which means the information of hogsmarket in Beijing should be the

most sufficient to conduct this survey.

3.2 Dataset

The variables employed in this research are includehe equation 8 and 14, listing as
blow: ex posthousing price, rental income, residential mortgeaje, risk-free interest
rate. As many monthly data of these variables tsavailable until the year after 2004,
since all the variables are quarterly data, cogefiom 1998:1 to 2008:4 sample period.

This sample period will also extend as the resegogs on.

Specifically, the ex post housing price is a qurtdousing price index of Beijing,
provided by Beijing Municipal Bureau of Statistiegailable at the Wind databank. The
rental income is derived from the rent componer@pf, also the rent index can be found

at DTZ. Residential mortgage rate is also availatléhe Wind databank. The interest



rate of one year government bond is adopted asskidree interest rate.

As far as the data collected in the survey, itggaithe further planning and execution of
the survey. Additionally, this survey is conductieddo a qualitative analysis on the
housing price expectations; hence the relevant dathstatistics should not be a key

concern.

4. A Brief Conclusion

Generally in this paper, a two-level research om hlousing expectation in China is
roughly designed. It concludes a two-stage econiendest on the expectation
hypothesis in the housing market, rational and &dapand a survey on the housing
buyers and potential buyers. The two econometststare responding enlightened by
Ayuso and Restoy (2006) and Chow (1989), whilesiinevey mainly follows the similar
guestionnaire by Wong et al.(2005).

It is easy to tell that this two-level research asning to make a comprehensive
investigate on the formation of housing expectatio@hina from both of the theoretical
and practical perspectives. And | hope this Ph&sith could shed some light on the

subsequent researches in China.
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