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In Beijing, nothing screams, “Look at me!”
like a flaming red Volkswagen Jetta. China’s
astounding growth over the last decade has
been reflected in urban incomes. With ele-
vated incomes comes the quest for elevated
status, and there is no better symbol of sta-
tus than a shiny new automobile. 

But how all of the 1 million people who
bought new cars in China last year managed
to afford their purchases is puzzling. In the
1990s, passenger cars were the toys of privi-
leged elites, who would simply walk into the
dealership hauling a briefcase full of cash.
Today’s Chinese car buyers are increasingly
likely to be members of the growing middle
class, and they come to
dealers with something
else—loan papers. In
2002, a record 20 per-
cent of Chinese car
buyers financed their
aspirations with a bank
loan, fueling a 55 per-
cent annual increase in
auto sales.

The problem is, the
prices of new cars far

exceed the incomes of
those purchasing
them. The top two
sellers in China last
year—the Jetta and
the Santana—retailed
for between $25,000
and $40,000 after ad-
justing for price differ-
ences. Yet in Beijing,
60 percent of families
with an annual income
of $5,000 or more plan
to buy a car, and the
average Chinese household feels that it can

afford a new car at an income
of about $9,600. Borrowing
the typical 50 percent for a
60-month loan on a new Jet-
ta, a household earning
$9,600 per year would be
forced to commit 35 percent
of its income to car payments
before interest. And that’s af-
ter the down payment and
registration, which together
can exceed $20,000. 

What happens to car buyers who take on
more debt than they can handle? The short
answer is…who knows? Many owe large
debts not only to banks but also to friends
and relatives who helped to finance the
down payment. Many more exhaust huge
portions of their savings to meet the steep
up-front costs. Banks reserve the right to re-
possess the cars of borrowers who do not
make payments, but with an underdevel-
oped legal system, there have been very few
lawsuits. Is the Chinese car market an acci-
dent waiting to happen? —Kristina Johnson

observations

Take home pay
The purchase of a home is a financially momentous step for
a first-time buyer. In the greater Boston area, where the
median selling price of a single-family home exceeds
$415,000, this step may be too large for many young fami-
lies to take. Recent economic developments such as low
interest rates and new mortgage programs for first-time
homebuyers have brought some families within reach. But
the homeownership rate in Massachusetts, at 60.6 percent,
still lags more than 7 percentage points behind the nation’s. 

Over the last decade, a solution has emerged that solicits
help from an alternative source—employers. About one in
seven employers nationwide offers some sort of housing
assistance to their workers, according to a recent study by
the Society of Human Resource Professionals. For instance,

In Beijing, 64 percent
of families rate owning
a car above owning a
home. But can they af-
ford either one?

SHOW ME THE MONEY

STATUS SYMBOL
Cost of most popular new car 

as a percentage of average 
annual income, 2002

Japan 21%  

United States* 34  

Italy 48  

Mexico* 182  

China 1,622  

* 2001
sources: Manufacturers’ data, national
statistical agencies, and BBC
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Bentley College in Waltham, Massachusetts,
offers their employees access to mortgage
service and real estate benefits programs.
Other area employers, like Citizens Bank
and MassEnvelope Plus, are providing for-
givable loans and generous mortgage rates
to their employees. Employers see benefits
for themselves and for their employees
stemming from these programs, such as
higher retention rates, greater job satisfac-
tion, and a competitive edge in the quest to
attract high-quality applicants. 

As a long-term solution to the affordable
housing problem, though, the benefits of
employer-assisted housing are less certain.
The programs currently help only a small
proportion of the workforce; for instance,
just seven companies have signed up for a
Greater Boston Chamber of Commerce pro-
gram introduced last year to help business-
es set up employer-assisted housing. In
addition, they take time to organize and can
involve substantial legal and administrative
costs. And it’s particularly hard to convince
employers to take on this additional cost
during an economic downturn, when com-
petition to attract workers is less fierce. 

But perhaps most importantly, these
programs do not affect the supply of hous-
ing. Two years ago, vacancy rates for owner-
occupied housing in the Boston area
dropped to a level of 0.6 percent, well
below the 2 percent that is considered nor-
mal. Increases in supply since then have
been minimal, exacerbating an already tight
housing market. While employer-assisted
housing programs may allow companies to
help their own workers with housing issues,
it remains to be seen whether the programs
can contribute substantially to resolving
Boston’s affordable housing problem.

—Jennifer Young

IT MAKES sense to evaluate macroeconomic
policies by how happy they make us.
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