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1980; the Start of a Free Real Estate Market  

 

China’s first attempt at reforming its socialist housing system began 

in the 1980s when the government labelled the housing market as a 

“commodity” and real estate development was legally allowed. The 

privatization of the housing market however, benefited the wealthy 

and powerful: those who could land the scarce and lucrative 

government permits.  

As China began to experience the economic benefits of embracing 

free markets and trade, housing reform gained traction. The 

government began distributing urban land to developers, often for 

free. In addition, the constitution was amended during the tenure of 

Deng Xiaoping to allow for the transfer of state-owned land rights to 

private parties. Following this reform, real estate-related private 

transaction volumes increased from 19.6% in 1995 to 39.7% in 1997 

(Hui 2009). 

The progressive easing of the government monopoly over land rights 

freed up real estate that Chinese businesses could now develop, 

fostering strong economic growth. Accelerating GDP, loosened 

capital controls, and optimistic investors pushed prices higher. In 

2007, the Chinese government responded by increasing mortgage 

rates and requiring higher equity investments in order to stabilize 
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the booming real estate market. Though the economy fared better 

than many of its trade partners during the financial crisis, China lost 

the blistering momentum it had experienced over the past decade. 

To revive economic growth, the government enacted an 

unprecedented $586 billion infrastructure, land reform, and welfare 

stimulus package that led to significant expansion of both the real 

estate sector and household debt (Cao 2015). 

Current State and Decline of the Market  

In 2014 housing sales in China decreased for the first time since 

2009 (Fung, 2014). As witnessed in many emerging markets, 

aggressive migration to urban areas in China, as a result of economic 

development, greatly fueled housing demand. Although migration 

has peaked over the past five years, property development has 

continued to persist, given the high returns real estate investors 

have seen in the past.  

  

 

 

 

 

 

 

 

Figure 1: From 2001-2011, with the exclusion of 2009, property 

development in China increased 20% each year 

Over the past two years, demand for Chinese real estate has slowed 

down. As a result, prices have fallen. There are a number of reasons 

for this. 

Firstly, urban population growth has begun to slow. This is due to 

the younger generation’s having higher expectations for employment 

standards and career ambitions, as well as different personal goals 

compared to the older generations, leading to a change in migrating 
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patterns (Hu, X). As housing development persists fewer people are 

moving to urban areas. This leads to an excess of supply in the real 

estate market, shifting sales and prices down 

 

 

  

 

 

 

 

 

Figure 2: Urban population growth peaked in 2002 and declined 
over the next decade  

As the economy matures and the Chinese middle class emerges, 

households have gradually started to save more of their income; 

gross savings in 2013 were at a staggering 52.5% of Gross National 

Income.  

 

 

 

 

 

 

 

Figure 3: Gross Savings have increased by 20% over the past 13 

years 

The trend of lower new-home sales has persisted throughout much 

of the first half of 2015; recently, Shanghai house sales have fallen to 

a nine-week low, putting downward pressure on prices. To rectify 
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the slowing real estate market, the Chinese government plans to 

implement a series of unconventional policies that seek to convert 

unsold residential properties into low-cost public housing schemes 

in order to restore buyer confidence and to assist real estate 

developers with an inventory glut. 

Economic woes worsen housing situation 

China’s tumbling economic growth exacerbates the slowdown in the 

Chinese real estate market. China’s economic growth rate fell to a six 

year low when it grew at a meagre 7% year-on-year pace for the first 

quarter of 2015 due to a sharp decline in factory output, retail sales, 

and fixed asset investment.  

 

 

 

 

 

 

 

 

 

Figure 4: China’s economy slumps following a peak in 2010 

As the Chinese government is moving its traditionally export-

oriented economy towards a domestic consumption-based economy 

in order to stabilize growth and to rein in debt-funded spending, the 

property market has to be dealt with extreme caution. With real 

estate significantly contributing to China’s economy, the Chinese 

government must endeavor to prevent a repeat of the US financial 

crisis in 2008, when a housing bust took the American economy into 

recession.  
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The People’s Bank of China (PBoC) has undertaken numerous 

actions to revive the property market and to stimulate the Chinese 

economy. 

 

 

 

 

 

 

 

 

 

Figure 5: The PBoC aggressively lowers rates to fight dismal growth 

Most significantly, the PBoC has lowered benchmark interest rates 

for the third time in six months by 25 basis points to 5.1% (Hua & 

Yao). This move is meant to lower mortgage rates for debt-burdened 

consumers and to decrease borrowing costs for cash-strapped 

property developers. Additionally, the Chinese central bank has also 

dropped the reserve requirement ratio by 100 basis points to 18.5%.  

However, so far the drop in interest rates has not stopped or 

reversed China’s decelerating economic growth. Given the close 

relationship between economic growth and property prices, we are 

cautious about China’s real estate markets in the coming years.  
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Future outlook remains sanguine 

China’s property market is poised for a correction. Considering the 

government’s close relationship with the industry and its tendency 

to intervene in private markets, we expect a controlled soft landing, 

though it may be prolonged. The correction will be more pronounced 

in less populated areas where regional governments have 

overinvested (creating ‘ghost cities’ filled with empty buildings) with 

the implicit financial backing of the central government. Properties 

in prime locations, especially those targeted at the very wealthy, will 

be less affected as persistent demand will prevent a drastic fall in 

real estate prices. In the short term, the PBoC may be forced to 

further ease monetary policy by way of interest rate or reserve 

requirement ratio cuts.  

In the long run, there is much to remain optimistic about the Chinese 

real estate market. Though economic growth is slowing, China still 

remains one of the fastest growing emerging economies in the world. 

As China’s markets continue to open up, we can expect foreign 

investment to drive prices upwards. Additionally, there are strong 

cultural factors that favour home ownership; the marriage tradition 

of Chinese couples pooling money from their families to purchase a 

new home is one example. The dominance of state-owned 

enterprises and the dearth in availability of formal investment 

securities has fostered a culture that sees real estate as the only 

available long-term investment. Increasing transparency and 

liquidity could change this, although we expect it will take time as 

culture is deeply ingrained. Together, these factors will serve as a 

counterweight against a slowdown in the property market. 
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