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The glorious 
Bund in Shanghai 

The shabby 
downtown 
in Shanghai 

Signifying a mixing story of 
real estate market in China…. 
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Poor Economy Performance 
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China's Major Economy Index (1 year ago =100) 
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From January to July, the 

industrial profits of 

enterprises above 

designated size achieved 

3317.31 billion RMB, a 

year-on-year decrease of 

1.0 percent.  

From January to July, 

the profit margin from 

principal business of 

industrial enterprises 

above designated 

size hit 5.45 percent 



The Housing Market Going Down 
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The Monthly Sale of New Housing in China 

当月销售面积(万平方米） 同比增幅(%) 

10,000 sqm 

In 2014, the sale space of new commodity housing in China was 1.21 billion 

s.q.m, which was 7.6% lower than one year ago. Among it, the sale space of 

new residential housing dropped 9.1% . In terms of sale value, the total housing 

dropped by 6.3% while residential housing dropped by 7.8%.  
9 



The hardest time? 

• Many property developers reported higher debt levels 
and thinner margins amid the slowing economy. 

• “We are definitely facing the most challenging years for 
our mainland investment property business in 15 
years,” said Ronnie Chan, chairman of commercial 
property developer Hang Lung Properties Ltd., in his 
letter to shareholders dated March 24. 

•  “The time to recovery might be even longer than we 
had expected. Frankly, we cannot see the end of it at 
this stage,” he added. 
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Series of rescue packages 

• In September 2014, the PBC allowed purchasers of second homes 
to be considered first-time buyers if they have paid off mortgages. 
Banks are encouraged to offer as much as a 30% discount on 
benchmark rates for mortgages. 

• On May 30, 2015, as part of efforts to encourage upgraders to take 
the plunge, the PBC and the Housing Ministry:  

The minimum down payment of buyers of second homes was 
lowered to 40%, down from the previous 60%;  

The minimum down payment of first-home buyers was lowered to 
20%, as opposed to 30% previously. 

• Same day, Property owners will be exempt from a business tax 
(5.5%) on the sale of an ordinary home if they have owned it for at 
least 2 years, down from 5 years previously.  

• Interest rates have been cut down 4 times since November 2014. 
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Housing sale get a boost but 

mainly in the East 
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The price trend shows recovery 

but diverges… 
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The growth rate of real 
estate investment  is 
record low since 1998 

The developers are 
very pessimistic for the 
outlook of the market 



The funds hesitate to flow in the 

real estate market 
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The structure of funding for 

developers (Jan- July, 2015) 
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The total funds for real estate development enterprises reached 

6,930.1 billion RMB, up by 0.5%: 

the domestic loans stood at 1,251.5 billion RMB (18.1%), 

decreased 4.5% 

foreign investment stood at 18.5 billion RMB, down by 24.5% 

self-raising funds was 2,776.1 billion RMB (40.1%), down by 1.1%,  

other sources stood at 2,884.0 billion RMB(41.6%), up by 4.7%. 

deposits and advance payments was 1,696.5 billion RMB, up by 2.4%;  

personal mortgage loans totaled 860.8 billion RMB, up by 12.5%. 



The high inventory 

• Feb 2015, the real estate inventory is 0.639 billion sqm, 24.4% higher than one year ago； 

• Feb 2015, the housing inventory is 0.421 billion sqm, 24.4% higher than one year ago； 
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The real estate inventory in China 

待售面积(万平方米） 同比增长率(%) 
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Enormous incoming supply 

• 2014，the national-level real estate space that under 
construction is 7.26 billion sqm (5.15 billion for 
residential housing) 

• 2014, the newly finished real estate space is 1.07 billion 
sqm (0.81 billion for residential housing 

• The incoming supply of real estate (under construction 
plus inventory) is 7.88 billion sqm(5.56 billion for 
residential housing). 

• Implication 1: Each individual in urban would have 10.5 
sqm real estate and 7.4 sqm residential housing in the 
next few years. 

• Implication 2: It will take 6.5 years and 5.3 years to sell 
off the incoming supply (at 2014 sale level). 



The long-run excessive supply 

• 1999-2014, 23.8 billion sqm of real estate was completed (12 billion for housing) 

• Since 2011，every year 1 billion sqm or 10 million units of housing was completed. 

• By the end of 2014, the total housing stock in urban China is 23.2 billion sqm, 53% is 
completed after 2000 and 90% after 1990. 
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The excessiveness of housing supply is 

non-revertible 

• In 2014, the net addition of urban population was 18 million, lower than 
20 million in previous years, suggesting the urbanization speed is 
slowing down.  

• Even all newly-arrived urban population can afford 34 s.q.m housing 
space per person, they will just consume 0.6 billion s.q.m of housing 
space, leaving half of new construction space of housing space to be 
consumed by existing urban residents. 

• With existing incoming housing supply, the housing stock in urban China 
will reach 30 billion sqm in 2020. At that time, the urban population is 
estimated to 0.84 billion, and housing space per person will rise to 36 
sqm, higher than most middle-income countries.  

• If every year 1 billion new housing space will be started in the future 
years, the housing stock in urban China will rise to 36 billion sqm, 
implying housing space per person reach 43 sqm. 

 



The declining population trend 
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Housing space: international comparison 
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Long-term prediction of the supply-demand 
balance/imbalance of housing sector in China 
 

Total demand（billion s.q.m） Lower 
band 

Middle 
Upper 

band 

2015-2020 5.21 5.98 6.81 

2015-2025 10.23 11.82 13.47 

2015-2030 15.92 18.53 21.12 

Total supply（billion s.q.m） Sum 

2015-2020 7.64 

2015-2025 14.01 

2015-2030 20.38 
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It is highly likely that the demand is much less than the supply capacity. 



Solutions? 

•Let the market decides 
Clear up the excessive supply by price mechanism 

Opportunities for urbanization 

•Reform the Hukou system and land system 

•Reform the local fiscal system 

•Deleverage as soon as possible 

•Reform the housing finance system 
Shifting indirect financing to direct financing 

REITs (Real Estate Investment Trusts) 

ABS, Mortgage Securitization… 

25 



Conclusions 

•Gloomy outlook of residential housing market 

•Not directly due to “the new normal” 

• It is just the punishment from the market force 

•Long-run excessiveness 

•National convergence vs. regional divergence 

•How to avoid market collapse? => Market 

•Housing finance system reform 


