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Topic and Research Question 
The influx of people in cities led to the emergence of 
megacities. With the population growth in cities, the 
demand for living space in cities, especially in capitals, 
has also increased. This demand has led to changes in 
the housing markets in capitals. In order to quantify the 
changes, this thesis compares the development of 
affordable housing in the three East Asian capitals 
Beijing, Tokyo, and Seoul, over the period 2000 to 2017. 
This thesis aims to answer the following research 
questions:  

• How does the housing affordability situation differ in 
the cities Beijing, Seoul, and Tokyo between 2000 
and 2017?  

• Are the housing prices developing in equilibrium to 
the average income of households?  

• Can people in the capital cities afford to buy real 
estate?  

State of the Art 
The neoclassical economic theory defines a market by 
supply and demand behavior. The real estate market is 
highly segmented, as the supply and demand behavior 
differentiate between real estate type and location. 
Additionally, real estate has two main characteristics; it 
is immobile and heterogeneous.  
Scholars use various approaches to measure housing 
affordability. The debate about the definition and 
methods to measure housing affordability is ongoing and 
there is no standardized and universally accepted 
definition yet. Most commonly though it is defined by the 
relationship or differences between income and housing 
costs. 

The measurement mechanisms of housing affordability 
can be grouped into three approach categories; the 
Behavior Approach, the Subjective Approach, and the 
Normative Approach. Depending on the approach and 
the measurements used to calculate housing 
affordability, different factors influencing housing 
affordability are measured. The two most common 
factors are the household’s income and their housing 
costs. 

Although there is no consensus on which is the best 
approach to detect housing affordability. Carswell (2012, 
p. 13) points out that the expenditure-to-income ratios 
are most commonly used to measure affordability. 

Methodology and Approach 
To analyze the housing affordability of the three capital 
cities, this thesis uses the Normative Approach and is 
carried out in three stages: 1. investigation of the real 
estate market, 2. calculation of the relative housing price, 
through a measurement of the price-to-income ratio and 
3. evaluation of the price-to-income ratio (PIR).  

 
Source: sources and analysis cited in the study. Author’s design. 

Main Facts 
1. Real Estate Market 
The findings of the framework showed that long-term 
determinants of the real estate prices are heterogeneous. 
China and South Korea had an increase in the GDP 
(current) and Japan a slight decrease. All three countries 
report having a decline in GDP growth since 2000. 
Whereas Seoul had a decline in population, Beijing’s and 
Tokyo’s population increased. Further, the demographic 
data of Tokyo and Seoul demonstrated an increase in 
the elderly population. While examining the transaction 
cost, it was identified that South Korea and China are 
imposing high taxation on property. 

2. Relative Housing Price 
All three capital cities report an increase in the average 
real estate price. Among which Seoul’s real estate prices 
increased the least and Beijing’s the highest. Beijing and 
Seoul both reported an increase in the average floor 
space per housing unit. While Tokyo’s data indicated no 
change, however, while calculating the ideal floor space 
per household a decrease was detected due to a smaller 
number of people per household. The household income 
comparison revealed that while Seoul’s and Beijing’s 
average income increased, the average income in Tokyo 
declined. All three capital cities report having a decline 
in the average number of people per household.   

3. Rating of the Price-to-Income Ration 
The results demonstrate that during the analyzed time, 
the housing affordability in all three capital cities was 
seriously and severely unaffordable. 

Seoul’s housing market situation in 2014, 2016, and 
2017 was severely unaffordable. In Beijing, the average 
house prices have risen more quickly than the average 
income, thus Beijing had the highest price-to-income 
ratio results and therefore the least affordable housing 
market. Tokyo had the lowest price-to-income ratio and 
thus ranked to have the most affordable housing market.  

 
Source: sources and analysis cited in the study. Author’s design. 

Results 
The analysis shows that the housing affordability 
situation in these cities is very similar. All three cities 
have unaffordable housing markets. Beijing and Seoul 
have a severely unaffordable housing situation. In 
particular, Beijing’s unaffordability situation has 
intensified in the last ten years of the study. Since 2007, 
Tokyo’s residential housing markets increased from 

seriously unaffordable to severely unaffordable. Out of 
all three cities, Beijing had the most significant 
development, with housing affordability deteriorating the 
most.  

The analysis leads to the conclusion that despite the 
different levels of economic development, economic 
systems, and property rights, it is difficult for people in 
these three capital cities to purchase a house solely with 
their household’s income. This is due to the fact that 
average households’ income has not increased in the 
same direction nor at the same pace as housing prices. 

 
Source: sources and analysis cited in the study. Author’s design. 
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