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Global housing

Prime cuts

H O N G KO N G , LO N D O N , N E W YO R K , SY D N E Y A N D VA N CO U V E R

After a long boom, prices of the world’s princeliest properties are falling

O

ne blackfriars soars into the sky
from the south bank of the River
Thames, announcing its presence to central London. The new 50-storey tower contains 274 luxury flats that range in value
from a merely expensive £1m ($1.3m) to an
eye-watering £15m. Thanks to its distinctive midri the building has been nicknamed “The Tummy” by Robert Shiller,
who won a Nobel economics prize for his
work on spotting asset bubbles. The name
might also apply to London’s bloated housing market. Prices have nearly doubled
since 2009.
It is not only in London that property
values bulged in the decade after a housing
bust that nearly took down the world’s financial system: prices are near new highs
in many places, according to The Economist’s latest roundup of global housing
markets (see chart). In five of the world’s
most desirable cities—Hong Kong, London, New York, Sydney and Vancouver—
home prices climbed steadily for several
years after 2009.
Now, though, particularly in the priciest, “prime” areas of such cities, excess is
being shed. In Vancouver, where prime
prices have fallen by 12% in the past year,

agents bemoan hefty discounts on swanky
properties. Michael Bublé, a chart-topping
crooner, recently sold his West Vancouver
pad for 28% less than the assessed value.
Prices started falling in August in Hong
Kong and have dropped by 9% since. Developers there were spooked when their bids
for a vacant parcel of land in the world’s
most expensive neighbourhood—aptly
called “The Peak”—failed to meet the government’s reserve price in October. In Manhattan prices fell by 4.3% last year; Street-

Easy, an online-listings firm, calculates
that 60% of homes o ered for $1m or more
in 2018 failed to sell. In Sydney, prime
prices have slipped by 16% since 2017.
In London Savills, a consultancy, estimates that prime-property prices have fallen by 20% from their 2014 peak. Sales of
homes worth over £1m are 20% lower than
in 2016. Although Brexit has not helped,
there are broader reasons for the slowdown, says Lucian Cook, head of research
at Savills: falling cross-border capital
flows; government policy; the cost of money; and increased supply.
These factors are common to other global cities, too. Indeed, the imf observes
that house-price movements have become
increasingly correlated across the world,
and that the link is greater between big cities than between countries. That is because
housing is becoming a more global asset
class rather than a purely local one. The 1
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2 prevailing winds of the international mar-

ketplace a ect prime residential property
much as they do shares and bonds. The imf
notes that international correlation increases at the time of severe recessions and
can help predict the risk of a downturn.
One factor underlying that correlation
is wealth creation. Thanks to a tech boom
and a rapidly rising China, the world has
minted new millionaires at a rate of 250 per
hour for the past eight years. According to
Credit Suisse, millionaires held 45% of the
world’s household wealth in 2018, up from
36% in 2010. A good dollop of their money
finds its way into posh properties, at home
and abroad. But the Swiss bank reckons
that the pace has been slowing: it forecasts
that the rate of increase in the number of
new millionaires will slow by a fifth in the
five years to 2023.
In China, home to one-sixth of the
world’s new millionaires, it has become increasingly di cult to sneak money out of
the country. In 2015-16, $1.3trn flowed out of
China (excluding foreign direct investment). But the authorities have since
cracked down on corruption among the
elite and tightened enforcement of a limit
of $50,000 per person on access to dollars
and other foreign currencies. That has affected residential markets far and wide.
America’s National Association of Realtors
estimates that Chinese buyers spent $30bn
on homes in America in the year to March
2018, down by 4% from a year earlier. In
Australia, where international buyers are
restricted to new-builds, Chinese investment in new development fell by 36% to
A$1.3bn ($970m) in 2018. Yet the Chinese
still account for a quarter of international
buyers, as they do in London.
Politicians have played their part, too.
Egged on by disgruntled citizens who have
found themselves priced out of urban markets, city and national governments have
sought to cool market excesses. Vancouver
raised its transaction tax on property purchases by non-residents from 15% to 20%
in 2018. Britain’s government has increased
transaction taxes. It levies as much as
£288,000 on a £2.5m home purchase, up
from £100,000 in 2010. It has also imposed
extra taxes on non-citizens. New Zealand
has gone furthest, introducing a blanket
ban on foreign purchases of existing
homes last October.
The cost of money is also having a slimming e ect. Monetary policy, loose for so
long, is tightening. Liam Bailey of Knight
Frank, another consultancy, notes that it
now costs 65% more to service the mortgage on a $1m home in America than it did
three years ago. Granted, luxury-property
buyers often pay cash; but their appetite
may be dulled by falling yields. According
to msci ipd, a research firm, the gross rental yield on investible residential property
fell below 5% for the first time in 2016.
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Yields have been forced down in part by
the weight of supply. During the three years
to 2016 investors would “throw money at
anyone with personality, a pulse and a reasonable idea” for a new development in
London, says Jonathan Vandermolen, a
property consultant. Manhattan is similarly awash with luxury, largely thanks to the
new fad for “super skinny” apartments that
rise from tiny footprints in Midtown. Some
8,600 luxury units are for sale—six years’
inventory at current selling rates.
Taken together, these factors reflect a
world in which “slowbalisation”—the unwinding of two decades of global economic
integration—has taken hold. Although less
well-heeled residents of those cities will be
glad of a fall in prices, a cooling of foreign
interest may have unwelcome consequences for the wider market. A report in
2017 by the London School of Economics,
commissioned by London’s mayor, found
that, on balance, international investment
in the city’s residential property helped to

create housing supply that would otherwise not have materialised.
Meanwhile, estate agents, whose duty it
is to be eternally optimistic, contend that
these markets cannot lie low for long. The
theory goes that these cities are desirable
for a reason and that land is limited; so
prices will recover. This argument has a
kernel of truth. Demand for property
chronically outstrips supply in Hong Kong,
for example, and investors from mainland
China feel safer there. Yet any rebound is
unlikely to be as strong as the last one: Savills reckons London’s prime-property
prices will be more measured in future.
Fortunately for estate agents, there will
always be some who do not read the memo.
Ken Gri n, a hedge-fund titan, recently
bought 3 Carlton Gardens, near Pall Mall,
for close to £100m, the most paid for a London home in over a decade. He went on to
pay a record $238m for a Manhattan pad.
When a determined plutocrat is in the
mood, it can be hard to stop him. 7





 
Chinese data

Slower but steadier?

SHANGHAI

The economy may be nearly one-seventh smaller than o

F

or a country that is regularly accused
of manipulating its statistics, China is
remarkably diligent about collecting them.
The government has dispatched two million bo ns to visit companies, stores and
even street stalls in the first few months of
this year, as part of a new national economic census. Ads plastered on billboards
implore people to co-operate. In a flashy
promotional video on its website, the national statistics bureau warns that any fabrication of data is against the law.
But these laudable e orts do not appear
to be solving the basic problems with Chinese statistics. A new paper, by Chang-Tai
Hsieh of the University of Chicago and
three co-authors from the Chinese University of Hong Kong, finds that industrial
output and investment have been consistently embellished. As a result, they argue
that China overstated real gdp growth by
two percentage points on average every
year from 2008 to 2016 (see chart). Over
time that adds up: o cial figures for 2016
would have exaggerated the size of the
economy by 16%, or more than $1.5trn.
These economists are certainly not the
first to question Chinese numbers. But
their paper, published by the Brookings Institution in Washington on March 7th, deserves attention because they had better
access to the statistics bureau than most.

cially reported

Cutting a figure

China, GDP, % increase on a year earlier
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Source: “A Forensic Examination of China’s National Accounts”,
by W.Chen, X.Chen, C.-T.Hsieh, Z.Song, March 2019

Though they worked only with public data,
they knew where to shine a light. They
looked at how revenues from value-added
tax on industrial firms compared with reported growth of industrial output. Until
2007 the two lined up well. But after 2008
gaps opened up, although they have narrowed a bit in recent years. The authors
also built an alternative model for measuring growth using indicators that cannot be
easily manipulated, including satellite imagery of night lights, railway cargo and imports, and came to the same conclusion.
Those sceptical of China’s data some- 1

