
Chinese	Real	Estate	Market







Development	of	China’s	Real	Estate	Market
• Housing	reform
• 1988:amended	constitution	to	allow	land	transactions:	set	the	legal	
stage	for	privatization	of	housing
• 1994:	allowed	state	sector	employees	to	purchase	property	rights	at	
subsidized	prices
• 1998:	abolished	the	welfare	housing	system	;	targeted	the	real	
estate	sector	as	a	new	engine	of	economic	growth	
• 1998:	People’s	Bank	of	China	(PBC)	outlined	procedures	for	home	
buyers	to	obtain	residential	mortgages	at	subsidized	interest	rates.	
• between	1998	and	2002,	the	PBC	lowered	mortgage	interest	rate	
five	times	Broadening	the	scope	of	real	estate	loans	
• allowing	pre-sales	by	developers.	



Development	of	China’s	Real	Estate	Market	(cont’d)
• Urbanization	process
• 10th	Five-Year	Plan	(2001),	set	urbanization	as	a	national	strategy	
• Allowed	free	rural-to-urban	migration	for	counties	and	small	towns.	

Between	1980	and	2020,	the	
urban	population	increased	
from	19.4%	to	63.9%,



The	housing	boom







The	housing	boom





Real	estate	and	local	governments
Land	sales
• land	supply	in	Chinese	cities	is	determined	by	land	sales	of	local	
governments
• land	is	legally	owned	by	the	State	and	controlled	by	local	governments.
• Under	the	current	land	law,	industrial	land	can	be	leased	for	a	term	of	30	
years,	commercial	land	for	40	years,	and	residential	land	for	70	years.
• Land	transactions	between	local	governments	and	private	buyers	
constitute	the	primary	land	market
• sale	revenues	serve	as	an	important	source	for	local	governments	to	fund	
their	fiscal	budgets	and	local	infrastructure	projects.	



Real	estate	and	local	governments
Policy	Implication	Tax-sharing	Reform	in	1994

Kung, Xu, and Zhou (2009) and Han and Kung (2015) argue that the changing 
fiscal incentives might have caused local governments to shift their efforts from 
fostering industrial growth to “urbanizing” China, for instance, by developing the 
real estate and construction sector.



Real	estate	and	local	governments
Policy	Implication	Budge	Law	1995
• prohibited	local	governments	from	running	budgetary	deficits	or	
obtaining	external	financing



Real	estate	and	local	governments
• Tying	local	government	budgets	to	revenue	from	land	sales	is	a	novel	
mechanism	design.	
• local	tax	revenue	was	far	from	enough	to	fund	large	capital-intensive	
infrastructure	projects	and	other	local	business	developments.
• The	great	uncertainty	also	discouraged	banks	from	funding	such	projects
• land	prices	paid	by	buyers	are	determined	by	current	business	conditions	
in	a	city	and	their	expectations	of	future	conditions.	
• As	local	governments	need	to	regularly	sell	land	to	the	public	to	fund	their	
future	budgets,	they	are	incentivized	to	implement	those	promised	
infrastructure	projects	and	improve	local	business	environments.	Thus,	
this	is	an	incentive-compatible	design,	much	like	staged	VC	financing.	



Real	estate	and	local	governments

• land	is	an	important	instrument	for	local	governments	to	attract	prominent	
firms	
• pursue	projects	in	their	cities	
• support	local	industrial	policies

• Land	(especially	industrial	land)	is	often	given	out	for	free	to	promising	firms	
in	high-priority	industries.	
• Local	governments	may	also	supplement	the	land	grant	with	an	additional	tax	
allowance	or	funding	support.	
• In	return,	local	governments	benefit	from	future	tax	revenues	from	these	
supported	firms	or	from	an	improved	business	environment	and	industry	
structure	in	their	regions.	



Real	estate	and	local	governments
Local	government	debt
• Land	and	future	land	sale	revenues	serve	as	key	collaterals	for	local	governments	
to	raise	debt	financing.	
• 2008: 4	trillion	RMB	stimulus	program	,	equivalent	to	12.5%	of	China’s	GDP.	

• mostly	infrastructure	projects,	implemented	and	financed	by	local	governments	
• infeasible	for	local	governments	to	fund	this	program	through	regular	tax	revenue	or	land	
sales	in	a	short	time	period.	

• the	central	government	allowed	local	governments	to	create	the	LGFP	to	raise	debt

• a	local	government	creates	an	LGFP	and	injects	land	reserves	or	future	land	sale	
revenues	as	capital	into	the	LGFP,	which	in	turn	can	apply	for	bank	loans.	
• LGFP	also	carries	either	explicit	or	implicit	guarantees	from	the	local	government.	
• this	led	to	tremendous	growth	in	debt	taken	on	by	local	governments	after	2008.	



Real	estate	and	households
• 23%	of	household	consumption	as	of	2019
• accounted	for	66%	of	household	wealth	in	2016







Real	estate	and	households
• Housing	market	expectations







Issues
• Overbuilt
• Bank	exposure
• Real	estate	firms	
• House	purchasers
• Mortgage	payment




