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Discussion on the Target Model of Indemnificatory
Apartment Building in China

Xingiao PING

Professor of School of Economics, Peking University

Professor Ping delivers a speech related to the topic of target model of indemnificatory
housing building in China. First of all, he mentions the demand elements and supply elements
of indemnificatory housing. According to the definition in economics, the indemnificatory
housing is a kind of public goods. The efficient allocation between indemnificatory housing
and commodity housing is a problem of “Groves-Clarke” mechanism. In fact, the allocation
depends on the demand side, such as consumption preference, periodic variation of GDP per
capita, urbanization process, wealth level and so forth, as well as supply side. Furthermore,
the government finances also matters. The supply of indemnificatory housing depends on the

government budget.

Secondly, Professor Ping describes the overview of indemnificatory housing building in
China. From 2003 to 2009, the indemnificatory housing sale area remains stable, about 33
million square meters per year. However, the ratio of indemnificatory housing sale area to
commodity housing sale area drops from 13.5% in 2003 to 3.5% in 2009, which implies
that there is little progress of indemnificatory housing building compared with the progress
of commodity housing building. After 2009, this situation makes a big change. Supply area
of Indemnificatory housing I and II increases 19.83% and 21.07% in 2010 respectively
and furthermore 26.67% and 31.26% in 2011 respectively. In addition, the distribution of
the indemnificatory housing task is generally uneven in each province. Summarily, the
indemnificatory housing task in Heilongjiang province is the largest, which is 8% over the
total tasks. The interior provinces undertake a heavy task. On the contrary, the developed
regions, such as Beijing, Tianjin, Shanghai and Guangdong undertake a task below the

average.

Thirdly, Professor Ping reports the result of empirical study. In the research, Professor Ping

proposes three questions. The first one refers to the intervening function of indemnificatory




housing. The second one is what the proper ratio of indemnificatory housing to commodity
housing is. The third one is what the influencing factors of indemnificatory housing are.
The system GMM will be used in this context to analyze the panel data of 31 provinces
in China from 1999 to 2009 with the aims to answer the above questions. The empirical
results reveal that there is not a clear relation between indemnificatory housing building and
housing price, which means that indemnificatory housing building cannot be used as a proper
policy instrument to mitigate the real estate boom in China. Moreover, the indemnificatory
housing building will reduce the land grant fee of the government. This result implies
that the commodity housing plays a very important role the process of indemnificatory
housing building. Too much effort paid to indemnificatory while ignoring significance of
commodity housing building is not suggested to be adopted by local government. Finally,
the governmental factor is more important for the progress of indemnificatory housing than
marketable factor.
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Understanding Indemnificatory Apartment Building from the
Perspective of Relevant Regulations and Policies

Xingzhou REN

Director of the Institute of Market Economy,
Development Research Center of the State Council

In her speech, Prof. Ren analyzed the issue of constructing indemnificatory apartment from
the perspective of relevant regulations and policies. She first stated the path of reform and
changes of housing security regulations. Then she analyzed the basic situation of current
indemnificatory apartment construction based on the survey results of relevant research groups
in development research center of the state council’s market economy research institute. Last,
she proposed questions about regulations and policies that needed immediate research and

solutions.

Firstly, Prof. Ren summarized the stages of the process of the Housing Social Security System.
Housing System Revolution entered into the trial period ever since Xiaoping Deng raised the
idea of Housing Commercialization. The comprehensive Housing System Revolution starts
from 1998. The 18th document issued by the State Council of the People's Republic of China
in 2003 was a turning point of the system. It narrowed the range of targets who can enjoy the
housing welfare. With the high-speed economic growth, massive housing price increase and
the acute imbalance between supply and demand in 2007 and 2008, the State Council issued
24th and 131st documents. In China’s 12th Five-Year Plan, it proposed the construction of 36
million units of indemnificatory apartment goal of the project, which marks the construction

of housing security to enter a stage of rapid development phase.

Next, Prof. Ren analyzed current situation of indemnificatory apartment construction. First,
its total size is very large. Data from Ministry of Housing and Urban-Rural Development of
China, various types of indemnificatory apartments which began to construct during 2006 to
2010 are 16.3 million units, including the rebuild shanty areas, 11 million units are generally

completed, 800-900 million of them can be set in use.

Second, regarding to regional structure, the west takes 44% of the total construction load,
the east takes 30% and the middle area takes 25.7%. The west is covered with the largest

percentage. But its financial ability to pay back is weak, which results a conflict. It’s not
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enough even the central government invests relatively heavily in the west.

Third, the supply structure of the indemnificatory apartments has also changed. Except for
the low-rent housing, there is a declining trend for the supply proportion of the affordable

housing.

Without sufficient funding, local governments are all busy with exploring effective ways
to finish this year’s task. In the case of financing, there are several feasible means, such as

establishing a government financing platform to accumulate social capital.

Based on the investigations, Prof. Ren summarized the outstanding problems faced with the
current establishment of this system. They includes: the lack of funding and the high financial
pressure of the local governments, the tense supply of land due to the limited land index, the
increasing cost of demolition; the ambiguous usage of the land for the public rental housing,
the long time of the approval procedures. Moreover, the management of established public
rental housing is quite weak, since institutional arrangement is not prepared. There is a lack of

laws and regulations towards procedures, funding and the responsibilities of relevant bodies.

Finally, Prof. Ren gave her suggestions on the future research into the establishment of the

Housing Social Security System.
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The Survey of Survival Status and Financial Situation of
Small Business in Pear River Delta

Xiaoming HU

Vice President of Alibaba Group
& General Manager of Alibaba Financial Company

To inspect the survival status and financial situation of small business, Alibaba Group,
cooperated with National School of Development of Peking University, surveyed the small
businesses of Pear River Delta in July 2010. Xiaoming Hu, the general manager of Alibaba

Financial Company and the vice president of Alibaba Group, presented the result.

The object of this survey is the small business with annual sales equaled or below 30 million
RMB. 2889 small businesses were surveyed by internet, and 95 of which were interviewed. In

addition, 11 specific markets and 15 financial institutions were included in this survey.

The rising production cost, sluggish order and falling capacity utilization reduced the
profitability of small businesses from 2010. Meanwhile, the declined bank credit line, the
rising interest rate and shorten loan term indicated the financial situation of small businesses
deteriorated. The financial channel of small business is narrow still. Raising fund from
relatives and friends was the primary channel, but it became less important and the credit

cooperatives loan and bank loan increase as the scale of business get larger.

Mr Hu also advised on the issues about how to improve the profitability and ease financial
situation of small business. Firstly, the tax load on small business might be reduce and the
preference policies would carry out; secondly, small business would develop markets by brand
and lead industry fashion by the innovation; thirdly, support the development of the financial
institutions served for small business, such as small-load company, to broaden the financial
channel of small business; finally, accelerate development of a credit system for the general

public to reduce the cost of information collecting.
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Macroeconomic Policy Guides the Inflation Down

Wensheng PENG
Chief Economist of CICC

In his speech, Dr. Peng establishes that the inflation goes downward due to China’s tight
macro-adjustment policy, while the Chinese economy also slows down and will become
slower before rebounding. The topics covered are whether the domestic liquidity is too tight,
the risk of hard-landing of Chinese economy, the relationship between real estate market and

macro-economy, and the RMB exchange rate.

Dr. Peng proposes that whether the liquidity is too tight depends on both the growth rate of
money supply and the money stock. The data reveals that the growth rate of M1 and M2
reduce significantly. However, Dr. Peng argues that the decline of potential growth rate
could ease the tightness of liquidity to some extent. Meanwhile, Dr. Peng documents that
higher interest rate and investor’s risk-loving preference could reduce the liquidity of money
stock. Due to the slowdown of global and domestic economy, the investors become less risk-

preferred, which also ease the tightness of liquidity.

As for the hard-landing risk of Chinese economy, Dr. Peng proposes that the significantly
decreasing trade surplus to GDP ratio tells that external-demand-led hard-landing of China's
economy less likely happens. Meanwhile, more and more evidence shows that the inflation is
money supply pulled and demand pulled, which reduces the possibility of stagflation and the

possibility of hard-landing resulted from the intense tightening policy to curb the inflation.

Dr. Peng analyzes the relationship between real estate market and macro-economy from both
short-run and long-run horizon. In short run, due to the dual economic structure, the soaring
housing price in urban areas couldn’t benefit the rural residents, which tends to enlarge the
gap between urban and rural areas. In the long run, fast rising housing price changes the
intertemporal distribution of wealth, which is not conducive to the efficient resource allocation

and creative spirit.

As for the exchange rate, Dr. Peng argues that RMB should not appreciate too fast in short
period. Based on close examination of different economic consequences of the appreciation
of JPY and DEM relative to USD in 1980s,Dr. Peng points out that China should enhance the
flexibility of RMB exchange rate. Meanwhile, China should avoid sharp appreciation of RMB
real effective exchange rate (REER) in a short period, which asks us to take into consideration

that whether trade-partners would raise exchange rate relative USD accompanied with RMB.
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The era of negative contribution of exports is coming

Jianfang ZHU
Chief Economist of CITICS

Firstly, Dr. Zhu gave his view of China's export situation and the relationship macro-
economic, he thought that exports began to give negative contribution to GDP, and then he
gives the empirical evidence to support his view, and finally he suggested the government’s
policy should be based on this trend.

Dr. Zhu thought there are three evidence of judging that export began to contribute negative
effect to the economy. The first is the country's dependence on foreign trade is very high,
which is the result of globalization and government policies to stimulate the export. High
dependence on trade makes our economy vulnerable to external demand change, and all times
of hard landing were caused by external demand impact. In general, a country's exports can
hardly constitute more than 3% of global GDP, it is also difficult to account for the proportion
of world trade more than 10%. China has now reached the two boundaries, making the growth
of exports not sustainable. The second is based on our previous high export growth depends
on the stimulation of china’s government. If the government abolished export subsidies,
the profitability of many export industries will not continue. The third is that the huge trade
surplus lead to huge foreign exchange reserves and investment of the reserve came to be more
risky. Dr. Zhu pointed that China's must adjust the export structure if she would to adjust the

economy structure.

Dr Zhu believed that the government should introduce measures to promote the transformation
due to the situation, there are six policy suggestions. Firstly, government should adjust export
tax rebate rate, and adopt different policies to support the different export sector. Secondly,
they should advance revaluation of the price of factors. Thirdly, the control over the RMB
exchange rate should be lifted to promote adjustment of export. The fourth is adjusting the
industrial encouraging directory and the fifth is strengthening the financial services, reduce
the financial risk of domestic business. Last but not the least, it is necessary to strengthen tax

subsidies in the labor force training and retraining.

These six measures conducive to the implementation of China economy restructuring, and we
should not worry about the negative effects of the policies. Our economy will not have a big

recession and the employment will not face a big challenge.
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Inflation: money supply and international transmission

Guoqing SONG

Professor of National School of Development, Peking University

Professor Song interprets current inflation from two perspectives, money supply and
international transmission. Current inflation cannot be explained as much as in the past. From
2000.1-2008.6, the elasticity coefficient of inflation of money supply is more than 1, while it

decreases much lower than 1 recently.

Inflation is influenced through international transmission. On the condition of fixed exchange
rate, monetary policy not only contribute to the domestic demand, but also, have effect on the
domestic supply through the variation of international trade. Since both the domestic demand

and supply change, the effect of money supply on inflation is varying.

In 2009 when expansionary economic policy was implemented, domestic demand increases.
Also, domestic supply increases since net export decreases. Therefore, inflation did not
emerge. In 2011 when credit policy was tightened, domestic demand decreases. Inflation

emerges because domestic supply decreases more since net export increases.

For our government to make the macroeconomic policy in future, economic situation abroad
should be taken into consideration more and the effect of monetary policy on inflation should
be revaluated. If international demand keeps weak, it will improve China’s trade condition and
increase domestic supply. Our economy will face a good opportunity of rapid growth without

high inflation.
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