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Our Discourse and Recommendations

Housing prices in Hong Kong have been escalating rapidly over the past decade,
much faster than the household income. Owing to the high property price and limited
supply of flats under the Home Ownership Scheme, it is very difficult even for the
middle-income group to achieve home ownership. This report studied oversea policies
and examined existing policies implemented by the HKSAR government. Focusing on
the demand-side of homeownership, we propose three policy recommendations which
would provide assistance and flexibility for first-time home buyers (FHB). We urge
the government to provide new policies supporting FHB which could promote Hong

Kong’s long term economic growth and social development.

(a) Soaring housing prices

Prices of small flats inflated more than 330% in the last decade, which
outperformed the overall pricing index for homes. The annual average residential
transaction volume from 2012 to 2016 was 61,000, which had declined by 44.7%
when compared to the previous 5 years. Correspondingly, the total completion in
private residential market in the same period was 60,000 units, which represented
an increase of 21.8%. Although the amount of completed private residential units
has increased in recent years, the vacancy rate continued to decrease to 3.8% in

2016, demonstrating the huge demand for housing.

(b) Transactions in secondary market collapsed

The HKSAR Government has introduced several rounds of demand-side management
measures since 2010, including the Special Stamp Duty, Buyer’s Stamp Duty,
Doubled Ad Valorem Stamp Duty and New Residential Stamp Duty. It drove out
non-locals and non-FHB demand for housing effectively. In fact, statistics showed
that the majority of residential property transactions involved local-FHB only. These
measures have significantly reduced the transaction volume in the secondary market,

which ultimately affected the homeownership of FHB.
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Our Discourse and Recommendations

(c) Unaffordable down payment

According to official statistics, households with income between $21,000 and
$26,000 would require about 14 years to save $400,000 as down payment. Meanwhile,
households with income between $39,000 to $48,000 would still require 3 years
to accumulate the same amount. Shortening the time required for accumulating the
necessary down payment is of paramount importance to assist FHB. Furthermore, the
overall homeownership rate decreased by 2.7% to 50.4% during the last decade. As

for household head aged between 25 and 44, the rate decreased most seriously.

(d) Mortgage policy becoming ineffective

The number of affordable flats for FHB became fewer as flat prices rose. Many
FHB would consider flats costing $4 million or below as their target, owing to the
90% mortgage policy under the mortgage insurance programme (MIP). However,
the percentage of secondary sales of these flats over the total secondary market
transactions continued to drop sharply to 26.7% in early 2017, from 78.7% in 2010.

This report would propose more choices for FHB’s homeownership decision.

(i) Providing extra funding for down payment—offering more decision choices
and promoting homeownership.

(i1) Reviving secondary housing market—increasing residential property
transactions and releasing potential housing supply.

(111) Balancing budgetary objectives—maintaining sound public finance and
sustainability of new policies.

(iv) Enhancing a harmonious society—reshaping the dream of homeownership and

narrowing the wealth gap.
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Our Discourse and Recommendations

Policy Recommendation 1:

Relaxing the Mortgage Insurance

We recommend to relax the mortgage insurance programme (MIP) ratio and further
extend the applicable property value under the MIP. Currently, the MIP allows a
90% mortgage loan for a property with value at $4M or below. It is suggested to
relax the maximum LTV ratio to 95% for a property with value at $4.7M or below.
The maximum applicable property value under MIP is also recommended to extend
to $8M. These new measures only apply to FHB. The debt servicing ratio and stress
test setting should follow the Hong Kong Monetary Authority’s rule. Therefore, the

benefitted FHB will continue to be under stringent income requirement.

If MIP applicable property value can be extended while the discrepancy of down
payment between marginally qualified MIP flat and marginally unqualified MIP
flat can be narrowed, the price signal can serve better to channel different FHB
to purchase different property according to their purchasing power. With such
modifications, families with small flats could upgrade to medium-size flats more

easily. This would eventually increase the supply of smaller flats in the market.
95% T

90%

Leln

Montgage
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Policy Recommendation 2:
Setting up the “MPF-Help to Buy Scheme”

The “MPF — Help to Buy Scheme” permits potential FHB to withdraw 50% of the MPF
accrued benefits for the home purchase purpose. The Scheme only accepts a family size
with 2 persons or above to file application. This proposal does not require applicants
to repay the withdrawn MPF benefits. However, restrictions against sale and transfer,

e.g., for a 10-year period, would be imposed to reduce possible speculative behaviour.

14



Our Discourse and Recommendations

One possible alternative under this Scheme would be the requirement of applicants
to repay the withdrawn MPF benefits to the MPF account. This can safeguard the
retirement protection. If the withdrawn benefits are also covered by the MIP, the MPF

account would remain intact.

In the long term, a rising housing market could provide additional retirement
protection. The government should consider strengthening the connection between
the “MPF-Help to Buy Scheme” with the reverse mortgage programme, and thus

providing synergy for retirement protection. “

& . ; ili

Policy Recommendation 3:
Providing a Grant to FHB

It is suggested that a $200,000 grant should be provided to FHB for homeownership
purpose. The eligible families for the grant are those Green Form families and
families that fulfilled the White Form income and asset limit. There would be no ratio
restriction for the two different types of applicants. Successful applicants would only

be allowed to purchase flats in the private secondary market.

As for the restriction on property ownership, all White Form family members must
not own any property within the last 5 years, while the Green Form family is not
subject to such a restriction. The annual quota of the grant is suggested to be 2,800,
and this quota could be adjusted based on the future housing transaction volume.
We recommend the Scheme to be financed by the Hong Kong Housing Authority’s

reserve. Additional funding can be sought from the government, if necessary.

GOYV.
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- 0
for LTV 80% or TDS
above
LR R X /
B.C.Home
partnership
— KRR
’ X X
Al SR BT R IK 6 X Y
Home Buyer’s
Plan
BB VIO P P

Exempt 15% stamp | First Time Home
duty Buyers’ Program
(B.C.)

BRI SR THBTEE - vRER - XRELA

xe
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95% LTV;
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35-39% for GDS
and 42-44% for
TDS?

v
First Home Super
Saver Scheme

v/

First Home
Owner Grant
(New Homes)
Scheme(NSW)

b 4

v

First Home
Buyer Assistance
Scheme(NSW)

fiii 2%

Ve
95% LTV,
£600K PV

Loan to income
ratio 4.5 below?!

v
Help to Buy: ISA

Ve
Lifetime ISA

28  This showed the minimal percentage of down payment with capped property value in various cities. Value 18
expressed in local currencies. LTV and PV stand for loan-to-value and property value respectively.

29  GDS refers to gross debt service while TDS refers to total debt service. For information related to
these formula, visit https://www.cmhc-schl.gc.ca/en/hoficlincl/moloin/hopr/mupr_015.cfm. Genworth &
Canada Guaranty offered 39% GDS & 44% TDS while CMHC offered 35% GDS & 42% TDS.

30 NDI ratio stands for net disposable income to commitments ratio. NSR stands for net servicing
ratio. For Genworth’s NDI, visit https://www.genworth.com.au/media/l344/Imi-underwriting-guide-
lines-australia-19-may-2017-v10.pdf For QBE’s NSR, wvisit https://www.gbelmi.com/Uploads/Documents/

¢028e8b8-c94c-4651-bece-511934ac716f.pdf

31 Bank of England’s mortgage policy restriction: http://www.bankofengland.co.uk/pra/Pages/publications/
ps/2017/psS17.aspx; https://www.ft.com/content/efO6b7fc-fd13-11e3-8ca9-00144feab7de
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photocopying, recording, Internet or otherwise, without the prior written permission of
Hong Kong Policy Research Institute.

RRERT A - BIEDLTE -

Any opinions, findings, conclusions or recommendations expressed in this material are
solely those of the author(s). Every effort has been made to acknowledge the origin of
all cited information with reference to copyright material, both illustrative and quoted. We
apologise for any omissions in this respect and will be pleased to make the appropriate
acknowledgements in any future printed and online edition.
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Although the authors and the Institute have made every effort to ensure that the
information in this material was correct at press time, the author(s) and the Institute do not
assume and hereby disclaim any liability to any party for any loss, damage, or disruption
caused by errors or omissions, whether such errors or omissions result from negligence,
accident, or any other cause.
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In the case of any inconsistency or ambiguity in this disclaimer between the English
version and the Chinese version, the English version shall prevail.
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