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China: Beijing’s Volcker moment

Beijing’s unprecedented determination to contain the property sector 
marks a stark shift from previous policies.

Markets may have become so focused on the recent regulatory 
storm that they ignore the elephant in the room: Beijing’s 
unprecedented curbs on the property sector, which makes up 
one-quarter of China’s economy.

•

In a sense, this could be China’s Volcker moment, considering 
Beijing’s strong willingness to sacrifice some near-term GDP 
growth for taming home prices and diverting financial resources 
out of the property sector.

•

Markets should be prepared for what could be a much worse-
than-expected growth slowdown, more loan and bond defaults, 
and potential stock market turmoil.

•

The long-term outlook for China’s property sector is still 
uncertain, as Beijing has not yet have developed a 
comprehensive, long-term plan for the sector and as these 
ongoing curbs may not deliver exactly what top leaders expect.
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Executive summary
Beijing’s recent regulatory blitz on several sectors, including off-campus tutoring and 
internet platforms, has garnered investor attention. However, markets may have become 
so focused on the regulatory storm that they ignore the elephant in the room: Beijing’s 
curbs on the property sector, which makes up one-quarter of China’s economy and half of 
the global construction business.

In coming months, we expect China’s GDP growth to drop significantly, driven by the 
latest wave of Covid-19 (the delta variant), slowing exports, property tightening and the 
campaign to reduce carbon emissions. The property sector may once again be at centre 
stage, testing the nerves of both China’s government and global investors. Markets 
should be prepared for what could be a much worse-than-expected growth slowdown, 
more loan and bond defaults, and potential stock market turmoil.

In a sense, this could be China’s Volcker moment, considering Beijing’s unprecedented 
determination to tighten property sector policy and tame property prices. During the late 
1970s, former Fed Chairman Paul Volcker made a radical move to contain inflation and, 
while the US economy experienced a substantial recession in 1980-82, he set the table 
for the long economic expansions of the 1980s and 1990s. At least at this moment, 
Beijing seems willing to sacrifice some growth stability for achieving these long-term 
targets, namely less dependence on foreign high-tech goods, achieving a higher birth rate 
and reducing wealth inequality.

Seasoned investors may regard the above view as an exaggeration, as they have 
become accustomed to the ups and downs of Beijing’s property sector policies, but things 
are likely to change and past behaviour cannot always be extrapolated into the future. We 
believe this time it’s different, as Beijing has attached national strategic importance to 
reining in property bubbles, directly intervening in the credit supply for the property sector, 
and has left little scope to dial back these curbs.

Since 2018 Beijing has faced three key property sector-related challenges: US-China 
tensions, the rapid decline in birth rates, and worsening wealth inequality. Beijing’s 
determination to roll out unprecedented property curbs is closely associated with its desire 
to address these challenges. Beijing has recently compromised the K-12 off-campus 
tutoring sector to lighten the burden on middle-class households and is now taking steps 
to move the largest mountain – high home prices – and these property curbs are set to 
have a much more significant impact on China’s economy and financial markets.

What’s the end game? The long-term outlook for China’s property sector is still uncertain, 
as Beijing has not yet developed a comprehensive, long-term plan for the sector, and as 
these ongoing curbs may not deliver exactly what top leaders expect.

Beijing appear to be finally determined to expand the property tax system from some trial 
programs in Shanghai and Chongqing to the whole of China for two reasons. First, home 
ownership is one of the major root causes of wealth inequality in China and Beijing has 
vowed to achieve “common prosperity”. Second, the ongoing property curbs should 
broadly reduce local government land sales revenues and Beijing needs to find a 
replacement.

Public housing is unlikely to be the white knight for stabilizing growth in the near term, as 
Beijing does not yet have a mature and comprehensive plan on public housing. We are 
unsure what the eventual impact of the public housing program will be but believe market 
forces will recede to some extent in coming years on the provision of urban housing for 
Chinese households.
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Beijing’s Volcker moment and its curbs on 
the property sector
Markets remain in a state of shock from China’s sweeping regulatory crackdown on 
internet platforms, fintech, video games, off-campus tutoring, ride-hailing, data privacy, 
food delivery, crypto miners and e-cigarettes. Nothing seems to be off limits, and global 
investors seem to have received and are reacting to Beijing’s message of “common 
prosperity”. However, investors may have become so swamped by the regulatory storm 
that they miss the elephant in the room: Beijing’s curbs on the property sector, which 
makes up one-quarter of China’s economy and half of global construction. We believe that 
Beijing is now much more resolved to contain the property sector and that these curbs are 
likely to be far more effective than previous efforts, as Beijing has directly intervened in 
the financial links to the property sector, home price inflation appears to be tamed, 
economic growth will likely take a significant hit in the near term, property taxes may 
finally be implemented and public housing should play a much larger role.

In a sense, this could be China’s Volcker moment, considering Beijing’s unprecedented 
determination to tighten property sector policy and tame property prices. During the late 
1970s, former Fed Chairman Paul Volcker made a radical move to contain inflation and, 
while the US economy experienced a substantial recession in 1980-82 (Figure 1), he set 
the table for the long economic expansions of the 1980s and 1990s. Although the long-
term outlook for China’s property sector is still uncertain, as Beijing has not yet developed 
a comprehensive, long-term plan for the sector and as these ongoing curbs may not 
deliver exactly what top leaders expect, markets over the near term need to be prepared 
for a likely marked growth slowdown, more developer defaults and home foreclosures, 
and perhaps some turmoil in stock markets.

Fig. 1: US: Real GDP growth vs CPI inflation
  

Source: WIND and Nomura Global Economics.

Fig. 2: China: Real GDP growth in year-on-year and quarter-
on-quarter terms: actual data and Nomura projections

Source: WIND and Nomura Global Economics.

 

This time it’s different: Beijing’s determination is now unwavering, even when faced 
with a growth slump
Seasoned investors may regard the above view as an exaggeration, as they have 
become accustomed to the ups and downs of Beijing’s property sector policies, but things 
are likely to change and past behaviour cannot always be extrapolated into the future. We 
believe this time it’s different, as Beijing has attached national strategic importance to 
reining in property bubbles, directly intervening in the credit supply for the property sector, 
and has left little scope to dial back these curbs. Since 2018 Beijing has faced three key 
property sector-related challenges: US-China tensions, the rapid decline in the birth rate 
and worsening wealth inequality. Beijing’s determination to roll out unprecedented 
property curbs is closely associated with its desire to address these challenges. At least at 
this moment, Beijing seems willing to sacrifice some growth stability for achieving these 
long-term targets, namely less dependence on foreign high-tech goods, achieving a 
higher birth rate and reducing wealth inequality.
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High home prices are the largest of “the three mountains”
In China, it has been said that the cost of housing, healthcare, and education are the 
"three large mountains" burdening Chinese families, and surely the surging home prices 
of the past two decades have made housing the largest mountain of the three. Beijing has 
recently compromised the K-12 off-campus tutoring sector to lighten the burden on 
middle-class households and is now taking steps to move the largest mountain – high 
home prices – and the property curbs are set to have a much more significant impact on 
China’s economy and financial markets.

Be prepared for a sharp growth slowdown
In coming months, we expect China’s GDP growth to drop significantly, driven by the 
latest wave of Covid-19 (the delta variant), slowing exports, property tightening and the 
campaign to reduce carbon emissions (see China: Revising down H2 growth forecasts on 
effects from the Covid-19 delta variant, 3 August 2021). The property sector may once 
again be at centre stage, testing the nerves of both China’s government and global 
investors. Markets should be prepared for what could be a much worse-than-expected 
growth slowdown, more loan and bond defaults, and potential stock market turmoil.

China’s property sector is the single largest contributor to the country’s GDP. If we further 
add government land sales revenues paid by developers, the property market’s total 
contribution would comprise around 25.0% of China’s GDP. The importance of the 
property sector to public finance is even more significant; we estimate it accounted for 
44.0% of total government revenue (TGR). The ongoing property curbs have already 
significantly slowed the growth of credit supply to the property sector, and we have seen 
early signs of weakness in major property-related indicators. We expect China’s year-on-
year real GDP growth to drop from 7.9% in Q2 to 5.1% in Q3 and 4.4% in Q4, due partly 
to the slowdown in the property sector (Figure 2). We forecast 2022 GDP growth of 5.1% 
and believe risks are more skewed to the downside. Beijing might have to lower its growth 
target for 2022 (this year’s target is “above 6.0%”).

Public housing in not the answer, at least in the near term
In the face of the incoming growth slowdown, Beijing is very likely to ease its grip on 
government financing, even if it means a rise in hidden debt, to further correct some of the 
overly aggressive measures under the carbon emission campaign (especially after the 
Winter Olympic Games in February 2022) and step up monetary and fiscal easing. 
However, the void left by property tightening, new waves of the Covid-19 delta variant, 
slowing exports and the carbon emission campaign may be too large to fill. Markets now 
once again expect Beijing to significantly increase investment in public housing, and 
Beijing seems to be working on this, but we believe public housing is unlikely to offset the 
slowdown the in the property sector for the following reasons.

First, most local governments are financially stretched, especially as land sales revenues 
have shrunk thanks to the credit tightening measures imposed on the property sector. We 
expect Beijing to step up its fiscal support to local governments, but the annual fiscal 
deficit is determined once a year at the March National People’s Congress conference, 
and we believe Beijing is unlikely to raise fiscal deficit targets before that. Even in March 
next year, in view of Beijing’s conservative nature, there is little room for a significant 
increase in the fiscal deficit. On hidden debt born by local government financing vehicles 
(LGFVs), Beijing will very likely ease its recently tightened grip. If this materializes, it 
would, together with Beijing’s tolerance of excessive local government borrowing, likely 
squeeze financial flows to the high-end manufacturing sector, undermining Beijing’s aim 
to contain the property sector.

Second, determining where to build public housing and how to allocate printed money can 
be quite political and controversial, especially amid the once-in-a-decade personnel 
change, which is set to take place within the next one and a half years.

Third, Beijing has learned a valuable lesson from its previous attempt at using printed 
money to support the property sector (see China: Helicopter money for low-tier cities, 13 
August 2018). In the cash-backed shantytown renovation program (SRP), RMB3.6trn of 
funds were printed by the People’s Bank of China (PBoC; at its peak in November 2019) 
via the so-called pledged supplementary lending (PSL), distributed by the China 
Development Bank (CDB; the largest policy bank in the world), and a majority of those 
funds were allocated administratively to low-tier cities as cash compensation for homes 
demolished in relatively less developed areas. Many developers benefited handsomely, 
home prices in low-tier cities jumped, debt burdens of both households and local 
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governments surged, but many of the new homes built in these low-tier cities remain 
empty, as buyers can only live in the larger cities where they make a living. As this cash-
compensation program represented a large stimulus for the property markets, Beijing is 
unlikely to re-launch it.

The end game: Common prosperity, property tax and public housing
In a meeting at the Chinese Communist Party’s (CCP) Central Financial and Economic 
Affairs Commission on 17 August 2021, President Xi Jinping called for “regulating 
excessively high incomes and encouraging high-income groups and enterprises to give 
back more to society”. President Xi emphasized that his ruling party allowed some to “get 
rich first” in the early years of China’s reform and opening up, and it was time to shift 
towards a paradigm of “common prosperity for all”. As achieving common prosperity 
becomes a top “Basic National Policy”, we believe it will become increasingly difficult for 
Beijing to reverse its current property curbs, and we expect it to introduce a nationwide 
property tax in the next few years. As we discuss below, home ownership is a root cause 
of wealth inequality in China.

There has been another push to levy a national property tax. As the ongoing property 
sector curbs will likely to reduce local government revenue from the property sector, 
Beijing will need to find new financial sources for these local governments, and expanding 
the property tax from its trial programs in Shanghai and Chongqing to the whole of China 
is one possible solution. While we expect the nationwide imposition of a property tax, we 
believe the tax rate will be quite low initially and may only be levied on second or third 
homes. Even so, it may dent property markets further.

Public housing is a long-term solution
By contrast, although we argue above that public housing is unlikely to be the near-term 
solution, regardless of whether it is sold or made available to rent, it will highly likely 
comprise a larger share of China’s housing market over the longer term. On many 
occasions in the past few years, Beijing has vowed to improve the housing situation in 
urban areas by speeding up the availability of affordable rental properties (targeting low-
income households), especially in large cities that are experiencing net population inflows. 
In the guidelines issued in early July this year, the State Council pledged to provide more 
policy support for affordable rental housing markets, including more favorable land supply 
policies, easier approval processes, more fiscal subsidies and some tax waivers. At a 
press conference on 22 July, the State Council unveiled its plan to build 930,000 
affordable rental housing units in 40 pilot cities this year and, during the 14th five-year 
plan (2021-25), it has stipulated that new affordable rental housing units should reach 
30% of new residential homes supplied in cities with more young migrants and higher 
home prices.

Beijing has highlighted the role of public housing since the last decade and made some 
policy efforts in recent years, but so far has had limited success. As we discuss above, we 
believe Beijing is unlikely to introduce a massive program in the near term to offset the 
ongoing property curbs. However, we also believe it has become more determined than 
before, and top leaders are looking to public housing markets in Germany, Singapore, and 
Hong Kong for inspiration. Beijing does not yet have a mature and comprehensive plan on 
public housing, but we believe that, like the property tax, Beijing is actively organizing 
these plans. We are unsure what the eventual impact of the public housing program will 
be but believe market forces will recede to some extent in coming years on the provision 
of urban housing for Chinese households.

This could represent China’s “Volcker moment”
During the late 1970s, the US suffered from double-digit CPI inflation and a stagnating 
economy. Paul Volcker, then Fed Chairman, dramatically changed how monetary policy 
was conducted by directly targeting money supply and pushing up interest rates to 20%. 
The US economy dived into a recession, the unemployment rate surged to more than 
10% and the Fed was under strong pressure. However, the Fed’s strategy worked; the 
wage-price spirals were finally broken, inflation expectations were suppressed, and 
inflation was tamed, paving the way for prosperity over the subsequent two decades.

Beijing also wants to completely break purchaser expectations that home prices will 
continuously rise. Over the past two decades, a “home prices – credit expansion spiral” 
has developed and been cemented in the minds of property investors. People believe 
home prices will always rise, as they have funneled a majority of their savings and 
borrowed heavily to buy homes. Developers have seized on the surge in demand, and 
local governments’ have made land sales their major source of revenue. The property 
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sector has become too big to fail and, whenever economic growth has slowed, Beijing and 
the PBoC have always come to the rescue by providing stimulus to the property sector. 
This has resulted in the channeling of an increasingly higher percentage of national 
savings and financial resources into the property sector, squeezing investment in other 
sectors such as chip making, which is a focus of Beijing.

We believe Beijing is determined to embrace its own Volcker moment by breaking this 
“home prices – credit expansion spiral” after failing to tame the surge in home prices for 
the past decade. For Beijing, we believe seeking long-term economic, social, and political 
goals now trumps short-term growth stability, so it is determined to limit home price 
inflation and rein in the rapid expansion of the property sector. In coming months, China’s 
GDP growth may drop significantly on both the property curbs and other factors, including 
new Covid-19 variants, and the property sector may once again be a key focus. Markets 
should prepare for a likely marked growth slowdown, increased developer defaults and 
home foreclosures, and perhaps some stock market turmoil.

In the best case, we believe that, after several painful quarters of low economic growth, 
the current property curbs will allow Beijing to successfully anchor Chinese household 
home price expectations at a low level, reduce funding costs for the whole economy, drive 
more savings into R&D and high-end manufacturing and achieve high, more sustainable 
and more inclusive growth. However, there is no guarantee of success for this strategy 
and the road to prosperity could be quite bumpy.

Structure of the rest of this report
We first discuss why this time the property tightening is likely to be different. We then look 
at some early signs of the property sector slowdown. As Beijing has focused on capping 
credit supply to the property market for this round of tightening, we provide some key 
updates on the funding situation for both developers and home buyers. We conclude the 
report by briefly discussing the near-term economic impact of the ongoing property curbs. 
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Why it is different this time
Over the past two decades, Beijing used property sector policies as a tool for Keynesian-
style demand management. When the economy was overheating, Beijing introduced 
tightening measures on the property sector to cool the economy. By contrast, when 
growth dropped to worrying levels, Beijing eased those tightening measures or even rolled 
out property market stimulus measures to bolster economic growth. This time, however, 
we expect a complete departure from this behaviour. We believe markets may need to 
lower their expectations for an easing of property curbs (at least before spring 2022) and 
should prepare for a hit to the economy and financial markets from a decline in property 
markets.

We see three main reasons why Beijing is likely to be much more resolute in tightening its 
stance on property markets. First, Beijing believes the property curbs will contribute to 
national security, raising the birth rate and narrowing the wealth gap, all of which are 
strategically important. Second, as Beijing realizes many major developers are essentially 
highly leveraged financial intermediaries, it will likely intervene directly in the financial 
sector to rein in credit supply to the property sector. Third, amid the extensive rhetoric and 
the substantial pressure on local governments, the scope for Beijing to withdraw those 
curbs appears limited. Incoming personnel changes that are set to take place around the 
ruling party’s 20th congress may also lead to a further tightening of policy across 
ministries and local governments.

 

The strategic importance of the current property curbs
Since 2018, Beijing has been faced with three major challenges that are closely linked to 
the property sector: US-China tensions, the rapid decline in the birth rate and increasing 
wealth inequality. Beijing’s determination to roll out unprecedented property curbs is 
closely associated with its desire to address these challenges. 

The escalation of US-China tensions has contributed to China’s desire for self-
reliance
For Beijing’s top leaders, the worst of the damage from the US-China trade wars, which 
started in spring 2018, emanated not from tariff hikes but rather the restrictions on 
technology transfers and exports of key high-tech components to some of China’s largest 
manufacturing and computing companies, such as Huawei and SMIC (China’s largest 
semi-conductor manufacturers). As of mid-August 2021, the blacklist, which is officially 
called the “entity list” of the US Department of Commerce’s Bureau of Industry and 
Security (BIS), includes 156 Chinese companies linked to chip-making, telecom 
equipment, surveillance, supercomputing and military. Beijing had thought that the Biden 
administration may at least stop adding more Chinese companies to the entity list in 2021, 
but clearly this has not been the case. As recently as 9 July 2021, the BIS added 34 
Chinese entities to the entity list.

For China’s top leaders, those export restrictions were a rude awakening and undermined 
their existing growth strategies. They are confident that “the east is rising and the west is 
falling”, that the Chinese economy will overtake the US as the world’s largest within a 
decade, and the US will try to suppress China’s economic rise and growth potential. We 
believe the key national strategy is to be self-reliant on key high-tech goods such as 
chips, and this can only be achieved through ramping up investment in the semiconductor 
sector. China’s government appears set to take the lead by mobilizing its state-owned 
enterprises (SOEs) and state-owned research institutions, but it still needs the market to 
get the much more efficient private sector involved. To do this, it needs to find various 
ways to redistribute resources to the hard-tech sector, and the financial sector is very 
likely to play a key role. 

For Beijing’s policymakers, to boost investment in hard tech, the major roadblock is the 
property sector, which has consumed too much savings and has pushed up interest rates. 
Since the global financial crisis, Beijing has extensively relied on the property sector to 
bolster the whole of China’s economy. During typical easing cycles, Beijing’s financial 
regulators have turned on the credit tap to home buyers and developers. These buyers 
and developers, in turn, hand over a majority of their proceeds to local governments, 
which then build infrastructure, public buildings and industrial parks. For example, at the 
peak of the easing cycle in Q4 2016, 54% of bank loans went to the property sector 
(Figure 3). If we take into account the shadow banking sector, the percentage of financial 
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resources allocated to the property sector may be even higher. The success is self-
evident, with both living conditions and infrastructure having massively improved since 
2008. 

The above discussion was featured in our special report on China’s “dual circulation 
strategy” (DCS) last year (see Asia Special Report - China’s dual circulation strategy: A 
tale of chips versus homes, 20 October 2020). Since the publication of this report, Beijing 
has exhibited an increasing determination to suppress the property sector by rolling out a 
raft of policy measures such as the “Two Red Lines” (more on this later) and has 
campaigned to root out the illegal use of business loans and consumer loans in the 
property sector. With a likely escalation of US-China tensions and increased competition, 
we believe the ongoing property curbs will likely become part of Beijing’s multi-year 
strategy.

Fig. 3: Bank lending to the property sector

Source: WIND and Nomura Global Economics.

Fig. 4: Property price changes by city tier

Note: From January 2018, the NBS stopped releasing the “New residential property 
(including affordable housing)” data series and only releases the “New commercial 
housing (excluding affordable housing)” series. The patterns in the two series are 
similar given that “affordable housing” comprises only a tiny share of the whole.
Source: WIND and Nomura Global Economics.

 

Boosting the low birth rate by removing the largest mountain
China relaxed its half-century-old one-child policy in 2013, replacing it in 2015 with a two-
child policy, and then decided upon a new three-child policy in May 2021. In sharp 
contrast with the government's original expectations, the relaxation of family planning 
rules since 2013 has caused only a very moderate and temporary increase in the birth 
rate, with the total fertility rate further declining from 1.6 live births per woman in 2017 to 
1.3 in 2020. The pandemic may further reduce China’s birth rate in 2021, as there are 
concerns among the populace that vaccination could increase the rate of birth defects.

The release of the Seventh National Population Census data may also encourage Beijing 
to announce the three-child policy and deliver quick-acting policies to boost the birth rate. 
Top leaders were likely deeply troubled by both the officially released and other 
undisclosed census data that showed a sharp decline in the fertility rate and the faster 
ageing rate of the population. They may have been especially shocked to learn that the 
fertility rate is set to drop further in view of the rapidly declining ratio of the young 
population and the increasing reluctance of young couples to have children. For top 
leaders, the falling fertility rate (one of the lowest in the world) and the ageing population 
suggests less growth potential and a less-bright environment for research and innovation. 
Even China’s military buildup could be affected by the negative population trends.

The two minor mountains
Scholars have been recommending a variety of supportive policies to lift China’s birth 
rate. It has been widely agreed upon that the surging cost of education, healthcare and 
housing are the “three large mountains” for Chinese households (especially for the middle 
class) when deciding whether or not to have a new child. To be fair, Beijing has exerted 
significant effort over the past few years to cut medical costs. Then, in late July, Beijing 
launched a sweeping overhaul of the for-profit off-campus tutoring sector, which caused 
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the market value of the sector to decline precipitously in just a few days. We have yet to 
see whether such a crackdown will truly reduce education costs and the concerns of 
Chinese families. Although this is not the focus of this report, it shows that Beijing is truly 
committed to finding ways to boost the birth rate after decades of limiting population 
growth.

The largest mountain
However, healthcare and education are the two smallest of the “three large mountains”. 
The largest mountain, at least for the middle class in large cities, is surging housing costs. 
According to a comprehensive study by Li Sun of University of Leeds , “…private housing 
is significantly unaffordable in Chinese cities with a house price-to-annual household 
income ratio (HPIR) of 7.2 and rent-to-monthly household income ratio (RIR) of 34%, both 
of which are considerably higher than the value of affordability (HPIR ≤ 3.0, RIR ≤ 25%). 
Tier-1 cities have an average HPIR of 14, with Beijing (16.9), Shenzhen (15.0), Shanghai 
(14.2), Guangzhou (12.5) all being multitudes higher than 3.0. The average HPIR of Tier-2 
cities was 7.9, and upon further analysis it was found that their geographical location is an 
important variable, with eastern cities’ average HPIR (9.2) being significantly higher than 
that of inland cities (5.5). The HPIRs of Tier-3, Tier-4 and Tier-5 cities are very similar, 
and slightly higher than 5. Therefore, it is reasonable to argue that although all 30 cities’ 
HPIRs are above 3.0, the affordability crisis is centered in the very extremely unaffordable 
Tier-1 and Tier-2 cities located in eastern China.”

Why are urban homes so expensive?
There are many reasons why home prices are high in China. In our view, in addition to the 
rapid credit growth over the past two decades, Beijing’s tight controls over land supply for 
residential use to keep land for farming, the non-market-based distribution of urban 
residential land and local governments’ monopolistic behaviour of maximizing land sales 
revenue are the three major factors behind surging urban home prices, especially in large 
cities. Limiting nationwide urban residential land supply has resulted in elevated national 
average home prices. Administrative and less discretionary urban residential land quota 
allocations have resulted in exorbitant home prices in those fast-expanding large cities. 
Finally, as China’s local governments generally receive almost one-third of their revenues 
from land sales, their monopolistic pricing of residential land has led to higher home 
prices.

Why does the home rental market remain small?
Still, as rentals appear more affordable, why are people not renting homes? There are 
many explanations, including the competition for wives in view of the severe gender 
imbalance (e.g., Wei and Zhang (2011) ). One factor is directly linked to another 
“mountain” – access to urban schools. Over the past two decades, Chinese local 
governments have extensively used property markets as a channel to redistribute 
household savings to government coffers. For low-tier cities, access to urban high-quality 
schools were linked to Hukou, which refers to the registration of an individual in the local 
system and could only be obtained by purchasing urban homes. For larger cities, access 
to particular K-12 school districts were almost entirely linked to home ownership. The 
excessive bundling of K-12 schools with home ownership has pushed up home prices by 
squeezing Chinese households’ savings to purchase urban homes and has been the 
major cause of exorbitant housing costs for Chinese households.

Achieving “common prosperity”
The widening of income and wealth inequality, as well as limited social mobility over the 
past couple of decades, is well documented. It is also a consensus among scholars that 
housing is the single largest contributor to wealth inequality. According to Wan, Wang 
and Wu (2021) , housing is responsible for about 70% of total wealth inequality, and its 
contribution has been increasing over time. The Covid-19 pandemic has significantly 
strengthened this trend. Despite China’s impressive success in containing the pandemic 
and reviving its economy, low-income workers have suffered disproportionately, as 
evidenced by the 2.7% fall in migrant workers in 2020 (versus 0.9% growth in 2019). 
Urban home prices have risen further during the pandemic, with average home prices of 
Tier-1, Tier-2 and Tier-3/4 cities rising by 8.3%, 7.0% and 6.3%, respectively, from end-
2019 to July 2021 (Figure 4).

We believe China’s leaders will be more concerned about the wealth inequality issue in 
coming years for the following reasons.

First, falling social mobility, as a result of widening wealth inequality, is sowing the •
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seeds of discontent, especially among younger people, who have higher expectations 
after observing the vast amounts of wealth accumulated in cities. This kind of 
disenchantment and dissatisfaction is only likely to worsen with the expected 
slowdown in economic growth. The “lying flat” movement, which calls on young 
people to opt out of the struggle for workplace success and to resist the attractions of 
consumer fulfilment, is a direct extension of this discontent.

Second, as China's elite politicians begin preparations for the political reshuffle (which 
happens only once every five or even 10 years and is due in October 2022), making 
conspicuous attempts to address social justice issues is very important, especially as 
the government has proclaimed that it has already eradicated poverty and is aiming to 
build a more equal society of “common prosperity”.

•

Third, the escalating tensions between China and the US (and several other 
developed nations) have forced China’s leaders to try to increase their support from a 
broader portion of the domestic populace. Building a fairer and more equal society by 
seeking common prosperity is a natural choice for experienced political leaders facing 
increasingly high pressure from foreign powers.

•

As housing is responsible for more than two-thirds of China’s wealth inequality, containing 
the rapid rise in home prices and providing affordable housing have become key tasks for 
Beijing’s top leaders. For local government officials, the issue is much more complicated, 
as land sales account for one-third of their revenues, but the importance of this task was 
likely made clear after top officials in Shenzhen were sacked earlier this year due to their 
failure to stem skyrocketing home prices. We believe many prescient local politicians also 
see the change of mentality and scorecard in Beijing, especially as they need to perform 
well during the personnel change in 2022.

President Xi’s latest emphasis on common prosperity
In a meeting of the CCP’s Central Financial and Economic Affairs Commission on 17 
August 2021, President Xi Jinping called for “regulating excessively high incomes and 
encouraging high-income groups and enterprises to return more to society”. President Xi 
emphasized that his ruling party had allowed some people to “get rich first” in the early 
years of China’s reform and opening period, and it was now shifting to “common 
prosperity for all”. As achieving common prosperity becomes a top “Basic National Policy”, 
we believe it will become increasingly difficult for Beijing to reverse the current property 
curbs. We expect Beijing to introduce a nationwide property tax in the next few years, 
which could dent property markets further.

 

Turning off the credit tap
For this round of property tightening, Beijing is not only much more determined, but we 
believe it is also likely to employ a completely new strategy. In the past, Beijing’s 
tightening has focused on three areas: 1) household qualifications for home purchases 
and sales, as well as qualifications for mortgage loan applications; 2) the down-payment 
ratio and mortgage rates; and 3) taxes imposed on property transactions. The PBoC has 
always maintained its monetary policies in line with those easing and tightening cycles, 
but the PBoC and other financial regulators rarely intervened specifically on how much 
developers and home buyers can borrow and how much banks (and other lenders) can 
lend to developers and home buyers.

Again, this time it’s different. As Beijing has realized that many major developers are 
essentially highly leveraged financial intermediaries, it has now directly focused on reining 
in credit supply to the property sector. More specifically, Beijing is taking a three-pronged 
approach. First, it imposed its “Three Red Lines” to restrict developer leverage. Then, at 
end-2020, Beijing introduced the “Two Red Lines” to cap bank lending to the property 
sector. This year, Beijing stepped up its crackdown on the misuse of commercial loans 
and consumer loans in the property sector, and further tightened the use of shadow 
banking channels (such as trust loans, entrusted loans and commercial paper) by 
developers.

The “Three Red Lines”
Although China’s financial regulators have not yet made an official announcement of the 
“Three Red Lines” to the public, according to many reputable media reports, including the 
Securities Times , the rules have been in effect since September 2020 for some key 
developers, requiring them to achieve their targets to lower debt levels by end-June 2023. 
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In subsequent quarters, the “Three Red Lines” have been extended to a wider range of 
developers (including more small and medium-sized developers) and debt financing tools 
(including IOUs, which have been used by some developers as a channel to disguise 
debt).

Why Beijing is so determined to curb financing to property markets
Beijing is very concerned about the rapid rise in property sector debt for two main 
reasons. First, the excessively rapid accumulation of property-related debt by households 
and developers may trigger a systemic financial crisis if and when property prices 
experience a sustained decline. Second, this rapid accumulation of debt is unsustainable 
and crowding out funding that could instead be allocated to more sustainable and efficient 
uses such as investment in high-end manufacturing and household consumption.

More details on the “Three Red Lines”
These “Three Red Lines” include: 1) a 70% upper debt-to-asset ratio limit after excluding 
advance receipts (“Red Line 1”); 2) a 100% upper net debt ratio limit (“Red Line 2”); and 
3) a 100% lower cash-to-short-term-debt ratio limit (“Red Line 3”). The more red lines 
developers breach, the tighter regulations they will face when borrowing in subsequent 
years. Based on our sample of 116 listed developers using 2020 data, we estimate 61.2% 
of developers (=71/116) will be directly affected by the “Three Red Lines”, as they breach 
at least one of these lines; we further estimate that 28.4% of developers breach at least 
two and 12.1% breach all three. In addition, Red Line 1 is breached by 40.5% of total 
developers in the sample, while Red Lines 2 and 3 are breached by 23.3% and 37.9%, 
respectively (Figure 5).

Fig. 5: The share of listed property developers that breach different sets of Red Lines

#1 & #2 #2 & #3 #1 & #3

#1

a 70% upper limit on debt-to-

asset ratio after excluding 

advance receipts

40.5 18.1

#2
a 100% upper limit on net 

debt ratio
23.3

#3
a 100% lower limit on cash-to-

short-term-debt ratio
37.9 18.1

38.8

21.6

12.1

12.9

Red 

Line
Restrictions

% of listed property developers that breach different sets of Red Lines (among 116 

listed developers)

x0 x1
x2

x3

Note: Our estimates are based on financial data of listed Chinese property developers in A-share markets in 2020.
Source: WIND and Nomura Global Economics.
 

The “Two Red Lines”
At end-2020, the PBoC and the China Banking and Insurance Regulatory Commission 
(CBIRC) jointly announced that they would establish a concentration management system 
(CMS) for bank property loans (see China: Regulators set caps for banks’ property loans , 
3 January 2021). Specifically, The CMS set tier-based caps for a proportion of 
outstanding property loans (including mortgage loans) to total RMB loans at five different 
bank tiers, effective 1 January 2021. Specifically, for large banks, the proportion of 
outstanding property and mortgage loans to total RMB loans is capped at 40.0% and 
32.5%, respectively. For medium-sized banks, the proportion of outstanding property and 
mortgage loans to total RMB loans is capped at 27.5% and 20.0%, respectively. The caps 
for smaller banks are much lower.

By our calculation, the “Two Red Lines” suggest the ratio of outstanding property loans to 
total RMB loans is 32.0%, which is higher than the actual reading of 28.0% at end-Q2 
2021. However, this does not mean the “Two Red Lines” are not binding simply because 
quite a few banks have already breached their respective upper limits. Since the 
beginning of this year, an increasing number of large cities, such as Shanghai and 
Wuhan, have started to tighten their mortgage policies for second homes purchases to 
meet the requirement set by the “Two Red Lines”. We believe some small and medium-
sized banks, which have significantly increased their reliance on the property sector 
during 2015-18 (see China: Helicopter money for low-tier cities , 13 August 2018), may 
face even more difficulties in meeting the “Two Red Lines”.

Nomura | Asia Special Report 24 August 2021

12

http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=1037456&appname=GRP&cid=cENuT3FkWXFoOW890
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=930546&appname=GRP&cid=cENuT3FkWXFoOW890


Curbing developers’ financing through bonds and shadow banking products
The “Two Red Lines” impose restrictions on how much commercial banks can lend to the 
property sector. But developers also have access to the shadow banking and bond 
markets, while home buyers may illegally fund their home purchase through bank loans 
designated for other purposes. These loopholes were effectively plugged earlier this year.

On developer bond financing, according to a 13 August 2020 report by 21st Century 
Business Herald , the National Association of Financial Market Institutional Investors 
(NAFMII, a PBoC-backed body that oversees the interbank market) issued new guidelines 
capping developer bond issuance at 70-90% of maturing debt, forcing developers to 
reduce their bonds outstanding. Before this, rolling over maturing bonds was not difficult. 
For offshore bond financing, the National Development and Reform Commission (NDRC) 
tightened its policies on developers in July 2019 by requiring their offshore bond issuance 
to only be used to replace their medium- to long-term debt maturing within one year.

On shadow bank financing, Beijing has further tightened policies on this channel over the 
past year. In May 2020, the CBIRC issued an order requiring the share of capital trust 
investment on a single non-standard credit asset (NSCA) be no higher than 30% of the 
trust company’s net assets, and the share of total NSCA investment in all assembled trust 
products be no higher than 50% of the total funds in these trust products. As the lion’s 
share of trust product funds has been allocated to the property sector and LGFVs, tighter 
restrictions on trust products have directly weighed on developer trust product financing.

Tightening financing via some stealthy financing channels
China’s financial regulators have also tightened other obscure funding sources for the 
property sector, including misused loans, IOUs and property-related private equity funds.

Cracking down on the misuse of consumer and business loans in property markets
Since February 2021, an increasing number of local financial regulators, including those in 
Beijing, Shanghai and Guangdong, began inspecting for the misuse of business and 
consumers loans in the property sector. In a 26 March announcement this year, the 
PBoC, CBIRC and Ministry of Housing and Urban-Rural Development (MOHURD) jointly 
implemented policy measures to prevent the misuse of business loans in the property 
sector, including strengthening the screening of borrowers, employing “see-through rules” 
to track the use of business loans, and increasing the penalties for business misconduct.

The rise and fall of developer IOU financing
IOUs (also known in China as OTC commercial bills) were less captured by Beijing’s 
regulatory framework for property sector financing and thus have been used by some 
developers as a channel to disguise debt on their balance sheets. For developers that 
breach Beijing’s “Three Red Lines” and face constraints on growing their debt, IOUs 
provide a channel to pass their cash-flow pressures on to upstream suppliers (e.g., 
suppliers of construction materials, furniture and home appliances), which usually have 
limited bargaining power when dealing with developers.

Developers over the past year have become increasingly reliant on IOU financing to deal 
with Beijing’s tightening measures in the sector. According to the Securities Times , the 
amount of repaid IOUs by developers totaled RMB367bn in 2020, which represents a 
36.2% increase from 2019. It has been widely reported that some developers have 
delayed the repayment of their maturing IOUs this year, challenging the cash-flow 
conditions of their upstream suppliers. To fill the loophole in its regulatory framework for 
property sector financing, Beijing has recently extended its “Three Red Lines” to IOU 
financing.

Curbing financing via property-related private equity funds
In the past, property-related private equity funds were sometimes, if not frequently, used 
to disguise developer debt in the form of equity investment. According to the 21st Century 
Business Herald  quoting estimates from industry experts, the outstanding asset under 
management (AUM) of property-related private equity funds were around RMB2trn in 
2020. According to a recent report from Bloomberg , the Asset Management Association 
of China (AMAC), an industry self-disciplinary body under the supervision of the China 
Securities Regulatory Commission (CSRC), verbally informed private equity firms that 
they will not be allowed to set up new funds to invest in property-related projects; 
applications that have already been submitted will also be denied, while existing funds 
would not be affected. These tightening measures, if confirmed, should exert more 
downward pressure on developer financing.
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Crossing the Rubicon
We see little room for Beijing to backtrack on its current round of curbs. First, Beijing has 
increasingly reiterated its determination at all top-level meetings and has frequently 
featured these curbs in major state-owned media. Second, ministries and local 
governments have been fully mobilized and pressured to toe the party line on property 
curbs. Third, the incoming personnel changes expected during the ruling party’s 20th 
congress may also ratchet up tightening across ministries and local governments.

Property curbs have become “Basic National Policy”
As top leaders have reached consensus on tightening the property sector while building 
more state-sponsored public housing, reining in the private property markets has also 
achieved the status of “Basic National Policy”, a status reserved for only the most critical 
strategic policies, such as the one-child policy; these policies cannot not be easily revised.

Top-level party and government agencies have rarely missed highlighting their 
determination to limit property sector growth. At its recently concluded mid-year Politburo 
meeting, top leaders once again emphasized their motto that “housing is for living in, not 
for speculation” and requested “stabilizing housing prices, land prices, and expectations”. 
In a video conference just before this meeting, Vice Premier Han Zheng, who is also a 
member of the CCP standing committee, said that China will not use the property market 
as a vehicle for short-term economic stimulus and that local governments should strictly 
control financing for developers, including bank loans.

Unprecedented mobilization at both ministerial and local government levels
Other than directly restricting credit supply to the property sector, the central government 
has also significantly mobilized ministries and local governments. The recent mobilization 
is unprecedented, considering the strategic importance attached to these property curbs, 
the very proactive enforcement of the central government’s home prices monitoring 
mechanism and the competition for influence among ministries and local governments 
amid the once-in-a-decade personnel change. In our view, these numerous policies 
promulgated at the local and ministerial level will likely be quite difficult to reverse. Here, 
we list the property tightening measures rolled out in the past couple of months.

The PBoC’s Shanghai headquarters held a meeting on 23 July with Shanghai-based 
banks and/or their local branches. Following the meeting, according to the China 
Securities Journal , mortgage rates for first-time buyers were raised from 4.65% to 
5.00%, and mortgage rates for non-first-time buyers were raised from 5.25% to 
5.70%, effective 24 July (see China: Property-related policies have been tightened 
further, 25 July 2021). We expect Shanghai’s mortgage rate hike to be applied to 
other first and second-tier cities, loopholes in other cities to be closed and China’s 
central government to maintain or even introduce new property-related tightening 
measures, even though China’s economy faces a significant slowdown in coming 
quarters.

•

On 23 July, Shanghai’s housing authority issued a notice outlining strengthened 
regulations on property gifting to improve the effectiveness of restrictions on home 
purchases.

•

Also on 23 July, eight major property market-related policymaking bodies issued an 
order to further strengthen regulations on property market activities (broadly covering 
property development, home sales, housing renting and property management 
services). These regulators emphasized that they will increase the penalties for 
developer business misconduct, increase supervision and impose tighter regulations 
for developers that default on debt repayments, delay the delivery of pre-sold new 
homes and/or elicit other negative news or market concerns.

•

More cities have tightened their controls on home and land prices
In addition to direct curbs on property sector financing, an increasing number of Chinese 
cities have stepped up efforts to contain their local housing prices, as the curb on housing 
prices will likely discourage households from home purchases and then weigh on 
developers’ new home sales and, in turn, their funding conditions. Based on our 
estimates, outstanding funds from new home presales accounted for 25.7% of 
outstanding developer financing at end-Q2 2021.

For example, Shenzhen, Ningbo and Chengdu, among a few others, have in recent 
months launched a new mechanism to set guidance prices for banks to follow when 
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approving mortgage loans, in an effort to directly intervene in home-sale values. Wuhan, 
the capital city of central China’s Hubei province, even introduced a “housing ticket” 
system to contain property market speculation; under this plan, only applicants that have 
been issued a “housing ticket” can register to buy property and only in one residential 
project. This is reminiscent of the food ration coupons (known as Liangpiao in Chinese) 
during the planned economy era in China (mainly prior to China’s reform and opening-up 
policies in the late-1970s).

Beijing has also intervened in land markets by launching the concentrated land supply 
scheme in some large pilot cities this year and imposing curbs on land prices (e.g., an 
upper limit of 15% for the land price premium). Through these restrictive measures on 
home and land prices, the central and local governments can directly control developers’ 
mark-ups (or profit margins) to a degree.
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Early signs of a slowing property sector
China’s property market is not crashing thanks to the PBoC's relatively easy monetary 
policy stance, which has been in place since January 2020, the fear of higher inflation, the 
speedy recovery of China’s economy, and a preference for better and larger homes amid 
the pandemic (as people spend more time at home). However, this is not a reason for 
complacency, as there is usually a lag between tightening measures and its 
consequences. We have already seen several early signs of weakness pointing to a much 
more significant decline in coming months. In this section we provide a short review of 
these early signs.

To adjust for the Covid-related base effects in 2020, we focus on annualized growth 
between 2019 and 2021 (annualized 2y-o-2y growth). Overall, land sales volume, the 
strongest leading indicator for the whole property sector and the most sensitive indicator 
to funding conditions of developers, weakened materially in the first seven months of this 
year, and its weakness has already been reflected in new home starts. Land sales value 
has been holding up relatively well, especially in Q2, as large cities, where land is much 
more expensive, started auctioning land under the new centralized land supply scheme. 
However, as land authorities have recently adjusted land auction rules on the centralized 
land supply scheme, land sales in large cities may also cool in H2.

Due to the restricted quota for mortgage loans, new home sales volumes and values have 
also started to weaken in recent months, with the weakness concentrated mainly in lower-
tier cities. For more lagged property-related indicators, including property construction 
investment, homes under construction and new home completions, their resilience has 
largely endured through Q2, as developers need to speed up their construction to meet 
rising delivery pressures as a result of strong new-home presales in previous 
years. However, we have seen some early signs of weakening for those more lagged 
property-related indicators in the latest July data.

A notable deterioration in land sales volume
Amid a significant tightening of funding conditions for developers, there has been a 
notable contraction in land sales volumes this year (Figure 6). On a quarterly basis, 
annualized 2y-o-2y land sales volume growth fell from -4.9% in Q1 to -7.3% in Q2, 
pointing to a more significant deterioration in recent months. In July, its annualized 2y-o-
2y growth rose to 0.5% from -4.3% in June, due mainly to a low base in 2019 (July 2019: -
36.8% y-o-y). Overall, annualized 2y-o-2y growth of land sales in volume terms was -5.2% 
over the first seven months of this year; considering the already sluggish land market in 
2019 (the base period for 2y-o-2y comparison), with growth in land sales volumes of -
29.4% y-o-y over the first seven months of 2019, the deterioration in land market 
conditions this year may be even worse.  

Weak land sales volume led to weak new home starts
Under the well-known “high turnover” business model for the property sector, developers 
quickly develop their purchased land into new home starts and further into presales of 
new homes, as a stealthy way to increase their leverage. Therefore, the weakness in land 
sales volume is quickly reflected as slow new home starts (also reported by NSB in 
volume terms). Specifically, the annualized 2y-o-2y growth of new home starts remained 
negative over the first five months of this year before rising to a small positive rate of 2.3% 
in June and then dropping to -6.5% in July. On a quarterly basis, annualized 2y-o-2y 
growth of new home starts remained sluggish at -1.2% in Q2, despite rising from -3.4% in 
Q1. For the first seven months, its annualized 2y-o-2y growth remained weak at -2.7%.
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Fig. 6: Annualized 2y-o-2y growth of property-related 
indicators

Source: WIND and Nomura Global Economics.

Fig. 7: WIND 100-city land sales volume: 22 pilot cities under 
the new centralized land supply scheme

Source: WIND and Nomura Global Economics.

  

Land sales revenue has been holding up better as developers favor large cities
Unlike the notable deterioration in land sales volumes, land sales value (sales revenue) 
has exhibited strong resilience, especially in Q2. On a quarterly basis, annualized 2y-o-2y 
growth of land sales value rose to 7.0% in Q2 and 15.6% in July from -17.7% in Q1, 
taking its annualized 2y-o-2y growth in the first seven months to 3.4%. In our view, the 
divergence between land sales volume and land sale value suggests developers have 
concentrated their land purchases in large cities, due mainly to the launch of the new 
centralized land supply scheme, tightening of funding conditions for developers and a 
cooling of property markets in small cities.

The new centralized land supply scheme: A major reason for land sales divergence
In late-February 2021, according to Guandian , a property intelligence provider, China’s 
Ministry of Natural Resources announced the launch of a new centralized land supply 
scheme in 22 pilot cities, including four Tier-1 cities and 18 Tier-2 cities. Under the new 
scheme, local governments are now required to release land supply, bidding no more 
than three batches in a year. According to land supply information from local 
governments, since April, 22 pilot cities have successively launched the new centralized 
land supply scheme.

As funding conditions for the property sector have been broadly tightened by the “Five 
Red Lines”, developers have responded to the new land supply scheme by concentrating 
their funding on bids for land in large cities, while their land purchases plans in small cities 
have been squeezed. The divergence between large and small cities may be quite 
worrying. According to city-level land sales data for the WIND 100-city sample, we 
estimate annualized 2y-o-2y growth in land sales volume in the 22 pilot cities jumped to 
10.7% in Q2 from -14.8% in Q1, while for the remaining 78 cities in the 100-city sample, 
their annualized 2y-o-2y growth dropped to -6.6% from -4.0% over the same period.

This mechanism of favoring large cities and squeezing small cities stands in sharp 
contrast with the cash settlement of the shantytown renovation program (SRP) backed by 
the PBoC’s outright money printing between 2015 and 2019 (see China: Helicopter 
money for low-tier cities, 13 August 2018). In this program, Beijing used its administrative 
powers to distribute credit from the PBoC to low-tier cities, stimulating the property 
development in those cities. Between January 2020 and July 2021, the PBoC withdrew 
RMB522bn from the cash-backed SRP, taking the outstanding PSL down to RMB3.0trn 
from RMB3.5trn. We believe the withdrawal of this program and the concentration of 
developer funds in bids for land in large cities will further exacerbate the fiscal divergence 
between large and small cities.

Even land markets in large cities appear set to cool in H2
The rising land prices from those auctions in large cities have quickly gained the attention 
of policymakers. On 22 July, Vice Premier Han Zheng called for increased efforts to 
establish a mechanism to stabilize land prices, improve the land auction system and build 
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an effective system for monitoring funds used for land purchases. The land authorities 
have also adjusted the auction rules of the centralized land supply scheme to cool land 
markets in large cities. In early August, according to Leju , a property intelligence provider, 
the second batch of centralized land supply in several large cities, including Tianjin, 
Shenzhen, Qingdao and Shanghai, has been delayed.

Moreover, according to the Economic Observer, the Ministry of Natural Resources has 
recently adjusted the auction rules for the centralized land supply in large cities. 
Specifically, the adjusted rules cap the land premium rate at 15%, and land bidding will be 
decided in the form of a lottery when the upper price limit is reached. In addition to auction 
rules, the land authorities also plan to strengthen investigations into the sources of funds 
for land purchases. We believe these adjusted rules in the centralized land supply 
scheme will materially constrain land markets in large cities.

In addition, based on city-level land sales data for the WIND 100-city sample, we estimate 
annualized 2y-o-2y growth of land sales volume in the 22 pilot cities slumped to -40.0% in 
July from 12.8% in June (Figure 7), while annualized 2y-o-2y growth in the remaining 78 
cities in the 100-city sample fell less notably to -5.4% from -0.3% over the same period. 
This suggests a notable worsening of land market conditions in large cities.

New home sales also have started to weaken
China’s new home sales have recovered rapidly since the reopening of the economy in 
Q2 2020, thanks to the Covid-related monetary stimulus and rising inflation expectations. 
However, amid the new tier-based Red Lines on bank lending to the property sector and 
rising mortgage rates, new home sales have started to show early signs of weakening. 
Annualized 2y-o-2y new home sales growth in volume and value terms slowed from 9.9% 
and 19.1% in Q1, respectively to 7.0% and 11.8% in Q2, and dropped notably to 0.1% 
and 4.1% in July. For high-frequency data in August, based on daily new home sales for 
the 30-city sample collected by WIND, we estimate its annualized 2y-o-2y growth dropped 
to -6.1% during 1-22 August from 3.4% in July.  

Evidence from the funding front suggests a visible deterioration in new home sales. 
According to a breakdown of monthly new bank loans data released by the PBoC, the 
medium- to long-term component of new household loans (mostly mortgage loans) dipped 
to RMB397bn in July (Figure 8), the weakest July print in the past five years. In terms of 
outstanding mortgage loans, their year-on-year growth dipped to 13.0% y-o-y at end-Q2 
2021, after staying unchanged from end-Q4 2020 to end-Q1 2021 at 14.5%. The 13.0% 
print marked the lowest growth since end-Q4 2012. Accordingly, the share of outstanding 
mortgage loans in overall bank loans edged down to 19.7% at end-Q2 2021 from 19.8% 
at end-Q1 2021 and 20.0% at end-Q4 2020.

Fig. 8: New household loans: medium- to long-term

Source: WIND and Nomura Global Economics.

Fig. 9: WIND 30-city new home sales volume by city tiers

Source: WIND and Nomura Global Economics.

 

Weakening new home sales are more evident in lower-tier cities
According to city-tier level data from the WIND 30-city sample, we estimate annualized 
2y-o-2y growth in new home sales volumes in Tier-3 cities was -6.0% in July (Figure 9), 
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much weaker than the 7.9% for Tier-1 cities and 7.2% for Tier-2 cities. For high-frequency 
data during 1-22 August, we estimate annualized 2y-o-2y growth of new home sales 
volumes in Tier-1, Tier-2 and Tier-3 cities at 21.2%, -10.9% and -16.3%, respectively. The 
continued 2y-o-2y contraction in new home sales volumes in Tier-3 cities suggests 
property market conditions in lower-tier cities may have significantly worsened, likely 
weighed on by the tapering of the PSL-backed cash settlement of the SRP and the K-
shaped recovery pattern from Covid-19.   

Secondary housing markets in large cities have deteriorated
Amid the widely-reported more-restricted mortgage loan quotas and the faster rise in 
mortgage rates for existing homes, the cooling of existing home sales appears to have 
been more notable in recent months, especially in Shenzhen, which has forbidden all real 
estate agencies from releasing quotations for existing homes since February 2021. 
Specifically, annualized 2y-o-2y growth in existing home sales volume slumped from 
20.9% in Q1 to -21.1% in Q2, and dropped further to -32.2% in July. In Beijing and 
Guangzhou, annualized 2y-o-2y growth of existing home sales volumes also fell in Q2, 
albeit less notably, to 19.2% and 17.9%, respectively, from 27.6% and 39.1% in Q1 2021. 
Data on existing home sales in other cities is less frequent or of low quality.   

Early signs of weakness in more lagged property indicators
Amid still-resilient new home sales, strength in the more lagged property-related 
indicators, including property construction investment, homes under construction and new 
home completions, has been largely stable in Q2 from Q1. Specifically, annualized 2y-o-
2y growth in property construction investment and new home completions rose to 9.8% 
and 11.5% in Q2, respectively, from 8.3% and 1.7% in Q1 2021. For homes under 
construction, measured in year-to-date terms, annualized 2y-o-2y growth edged up to 
6.3% in June from 6.2% in May. However, with weaker land and new home sales, we 
have seen early signs of weakness in those more lagged property indicators. In July, 
annualized 2y-o-2y growth in property construction investment, new home completions 
and home under construction slowed notably to 6.6%, 4.0% and 6.0%, respectively, from 
12.9%, 24.7% and 6.3% in June.
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Developers’ deteriorating financing conditions
China’s property sector is heavily credit dependent. Based on our own estimate, Chinese 
developer debt totalled ~RMB33.5trn at end-Q2 2021, up from RMB32.5trn at end-2020. 
China’s household mortgage loans totalled RMB36.6trn at end-Q2 2021, 13.0% higher 
than the RMB32.4trn at end-Q2 2020 (Figure 10). To put these numbers in perspective, 
China’s nominal GDP in 2020 was RMB101.6trn, outstanding bank loans and outstanding 
aggregate financing (AF) were RMB185.5trn and RMB301.6trn, respectively, at end-Q2 
2021.

Many developers have become seriously financially stretched after years of debt 
accumulation. Using another sample of 132 listed Chinese property developers, we 
estimate their weighted average net gearing ratio, defined as net debt divided by equity, 
nearly doubled from 58.7% in 2010 to the recent peak of 111.9% in 2017, and have 
remained elevated at 91.0% in 2020 despite a sequential decline (Figure 11).

Fig. 10: Growth of outstanding loans to the property sector vs 
outstanding RMB loan growth

Source: WIND and Nomura Global Economics.

Fig. 11: Weighted average net gearing ratio of listed Chinese 
property developers

Note: The sample covers 132 major Chinese developers subject to data availability.
Source: Bloomberg and Nomura Global Economics.

 

Since the summer of 2020, Beijing has significantly ramped up its credit tightening 
measures on developers (e.g., the “Five Red Lines”) and tightened its restrictions on bond 
financing and many obscure financing channels. As a result, financing for the property 
sector via the following major channels has broadly weakened:

Growth in outstanding RMB loans to the property sector (including loans to 
developers and mortgage loans) fell steadily in recent quarters, dropping to 9.5% y-o-
y at end-Q2 2021 from 10.9% at end-Q1 2021 and 11.7% at end-2020, with the 
proportion of new RMB loans to the property sector to total new RMB loans falling to 
14.0% at end-Q2 2021 from 21.0% at end-Q1 2021 and 22.2% at end-2020. Growth 
of outstanding RMB loans to developers declined to 2.0% at end-Q2 2021 from 5.4% 
at end-2020 (its recent peak was 24.6% at end-2016), while outstanding mortgage 
loan growth only moderated to 13.0% y-o-y at end-Q2 2021 from 14.5% at end-2020 
(recent peak: 35.0% at end-2016).

•

On bond financing, we estimate growth in outstanding developer bonds (including 
onshore and offshore bonds) has been negative this year, falling to -2.7% y-o-y at 
end-Q1 2021 from 4.8% at end-2020, and dipping further to -5.9% at end-Q2 2021, 
well below the 4.8% growth in 2020 and 12.6% in 2019 (Figure 12).

•

Developer financing via trust and entrusted loans also shrank. Based on our 
estimates, outstanding trust product funds raised by developers moderated to 
RMB4.0trn at end-Q2 2021 from RMB4.1trn at end-2020, with year-on-year growth 
rising to -9.6% from -14.6% over the same period. Also, outstanding entrusted loans 
to property developers remained unchanged from end-2020 at RMB2.2trn at end-Q2 
2021, with year-on-year growth remaining negative at -2.6% at end-Q2 2021, despite 

•
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an uptick from -3.3% at end-2020.

In our view, the tightening in financing conditions for the property sector may even be 
more significant than the above data suggest, as some stealthy funding channels (such as 
IOUs, the illegal use of business loans and commercial loans, and PSL) have also been 
under scrutiny. Developers extensively reliant on IOU financing, such as China 
Evergrande and Sichuan Languang Development, have especially felt the pinch from 
these measures.

Developers owed total debt of RMB33.5trn at end-Q2 2021
As of end-Q2 2021, Chinese developers owed RMB33.5trn, which included RMB15.3trn 
from loans, RMB4.0trn from trust products, RMB2.2trn from entrusted loans, RMB2.0trn 
from onshore bonds, RMB1.4trn from offshore dollar bonds and RMB8.6trn from unspent 
money from new home presales (Figure 13; see more details from Box 1. A breakdown of 
property developer debt: A Q2 2021 update ). Due to the current round of tightening, year-
on-year growth in developers’ total debt fell to 4.4% at end-Q2 2021 from 5.5% at end-
2020, 11.0% at end-2019, and the recent peak of 25.7% at end-2017.

Fig. 12: Outstanding bond financing by property developers 
via onshore and offshore bond markets

Source: WIND and Nomura Global Economics.

Fig. 13: A breakdown of Chinese property developer debts by 
source

Source: WIND, PBoC, China Trustee Association, Bloomberg and Nomura Global 
Economics.
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Box 1. A breakdown of property developer debt: A Q2 2021 update
Based on our estimates, as of end-Q2 2021, Chinese developers owed RMB33.5trn. We provide a breakdown of 
property developer debt at end-Q2 2021 as follows (Figure 14):

RMB loans: RMB15.3trn (accounting for 45.8% of total developer debt). Based on the PBoC’s data, property 
developers in China owed banks an aggregate RMB15.3trn in formal bank loans as of end-Q2 2021. However, 
year-on-year growth in outstanding RMB loans to developers (property-related RMB loans excluding mortgage 
loans) dropped to 2.0% at end-Q2 2021 from its recent peak of 24.6% at end-2018.

•

Trust product funds: RMB4.0trn (11.9%). The China Trustee Association’s official statistics put outstanding property 
trust product funds at RMB2.1trn, or 13.0% of the total RMB16.0trn in total trust product funds at end-Q2 2021. 
However, we believe this figure is likely to be understated, as some trust products that were invested in the property 
sector may not have disclosed the actual use of funds or intentionally made this information less transparent, to 
circumvent financial regulations. We estimate developers’ actual borrowings from trust companies may be around 
RMB4.0trn as of end-Q2 2021 (down from RMB4.1trn at end-2020), or around one-quarter of total proceeds from 
trust products.

•

Entrusted loans: RMB2.2trn (6.5%). For the outstanding RMB10.9trn in entrusted loans at end-Q2 2021, we 
conservatively estimate around 20%, or around RMB2.2trn, were borrowed by developers.

•

Bonds: RMB3.4trn (10.0%). Developers had RMB3.4trn in outstanding bonds at end-Q2 2021, with RMB2.0trn from 
onshore bonds and USD214bn (equivalent to RMB1.4trn) from offshore dollar bonds. The year-on-year growth in 
outstanding bonds issued by developers slumped to -5.9% at end-Q2 2021 from 4.8% at end-2020 (its recent peak: 
21.3% at end-2017), with growth in outstanding onshore bonds and outstanding offshore dollar bonds (converted 
into RMB terms) both falling to -5.5% and -6.5%, respectively, from 5.1% and 4.3% over the same period.

•

Unspent money from new home presales: RMB8.6trn (25.7%). In addition to the numerous types of debt listed 
above, we believe there is a significant amount of hidden debt. Between January 2000 and June 2021, property 
developers sold 21.3bn sqm of new homes, but only completed construction of 15.8bn sqm. Assuming these 
undelivered homes were, on average, 50% complete at a construction cost of around RMB3129 per sqm, we 
estimate Chinese developers would need to spend around RMB8.6trn to complete the construction of homes they 
have sold but not yet completed, more than triple 2016’s level (RMB2.3trn). This RMB8.6trn of unspent money 
could be viewed as a short- to medium-term liquidity facility for developers under the presales mechanism.

•

There are definitely other obscure financing channels yet to be covered by the official statistics, such as IOU financing 
mentioned before, and their outstanding amounts are likely to be non-negligible, especially for a few property leaders 
such as Evergrande.

Fig. 14: Outstanding debts of property developers via different channels

H1 2021 2020 2019 2018 2017 2016 2015

RMB trn 15.3 15.1 14.4 12.9 10.4 8.8 7.7

% y-o-y 2.0 5.4 11.0 24.6 18.2 13.3 17.4

RMB trn 4.0 4.1 4.8 4.7 4.0 2.5 2.3

% y-o-y -9.6 -14.6 0.6 17.7 59.7 11.0 -1.7

RMB trn 2.2 2.2 2.3 2.5 2.8 2.6 2.2

% y-o-y -2.6 -3.3 -7.6 -11.5 6.0 20.7 17.2

RMB trn 2.0 2.0 1.9 1.9 1.7 1.5 0.7

% y-o-y -5.5 5.1 0.5 13.7 12.2 113.5 277.4

RMB trn 1.4 1.4 1.4 1.0 0.7 0.5 0.4

% y-o-y -6.5 4.3 35.2 37.9 48.8 18.3 14.1

RMB trn 8.6 7.6 6.1 4.6 3.2 2.3 1.5

% y-o-y 26.5 25.0 30.7 43.9 43.4 51.3 25.9

RMB trn 33.5 32.5 30.8 27.7 22.9 18.2 14.8

% y-o-y 4.4 5.5 11.0 21.3 25.7 22.8 18.4

Onshore bonds

Offshore dollar 

bonds

Unspent money from 

home presales

Total

Financing channels Unit
Debts of property developers (period-end level)

RMB loans

Trust products

Entrusted loans

Source: WIND, PBoC, China Trustee Association, Bloomberg and Nomura Global Economics.
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Refinancing pressures for developers remain a concern
Maturing developer bonds (including both onshore and offshore bonds) peaked in Q1 this 
year at RMB363bn, with RMB260bn for onshore bonds and RMB103bn for offshore 
bonds, and these will likely remain elevated in coming quarters, despite a sequential 
decline (Figure 15). We forecast average quarterly maturing developer bonds of 
RMB202bn from Q3 2021 to Q4 2022, compared with RMB234bn in 2020 and RMB200bn 
in 2019. Refinancing pressure will likely be lower in onshore bond markets than offshore 
markets. We forecast a decline in average quarterly maturing bonds in onshore markets 
to RMB113bn during Q3 2021-Q4 2022 from RMB160bn in 2020 (Figure 16), against an 
increase in offshore markets to USD13.8bn from USD10.9bn over the same period 
(Figure 17).

Fig. 15: Property developer total bond financing: Issuance, 
repayment and net financing

Note: Total bond financing includes the financing via both onshore and offshore bond 
markets
Source: WIND, Bloomberg and Nomura Global Economics.

Fig. 16: Property developer onshore bond financing: 
Issuance, repayment and net financing

Source: WIND and Nomura Global Economics.

 

We see credit risks rising for the property sector
Despite the sequential decline in bond repayments, the risk of developer bonds defaulting 
has been rising, as evidenced by the defaults of China Fortune Land Development 
(CFLD) and Sichuan Languang Development, in addition to the negative news on China 
Evergrande.

Based on our estimates using deal-level bond data from WIND and Bloomberg , 
developer bond defaults – via onshore and offshore markets combined – rose sharply in 
recent quarters, from RMB5.5bn in Q4 2020 to RMB15.5bn, RMB15.5bn and RMB21.5bn, 
in Q1, Q2 and quarter-to-date Q3 2021 (as of mid-August), respectively, while total 
corporate bond defaults rose from RMB99.3bn in Q4 2020 to RMB105.8bn in Q1 2021, 
and then dropped to RMB54.4bn in Q2 2021 and RMB45.7bn in quarter-to-date Q3 
(Figure 18). As a result, the share of developer bond defaults in total defaults surged from 
5.5% in Q4 2020 to 47.1% in quarter-to-date Q3 2021; on an annual basis, the ratio 
jumped from 4.4% in 2019 to 10.9% in 2020 and 25.5% in year-to-date 2021. 

Because of worsening prospects in China’s property sector, we expect credit defaults by 
developers to increase, with risks skewed more to bonds issued by small and medium-
sized developers with heavy exposure to low-tier cities in inland and North China.
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Fig. 17: Property developer offshore corporate dollar bond 
(OCDB) financing: Issuance, repayment and net financing

Source: Bloomberg and Nomura Global Economics.

Fig. 18: Total corporate bond defaults and the share of those 
by property developers

Note: Total corporate bond defaults include defaults in both onshore and offshore bond 
markets. The 3Q21 print refers to data available as of mid-August 2021.
Source: WIND, Bloomberg and Nomura Global Economics.
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We expect the property sector to be the 
largest drag on growth in H2
China’s property sector is the single largest contributor to China’s GDP. Based on 2020 
data, we estimate the property sector contributed 12.3% to China’s GDP under our narrow 
measure, and 16.4% under our broad measure. If we add government land sales 
revenues paid by developers, the property sector's total contribution amounts to around a 
quarter of China’s GDP (see Appendix 1: The “systemically important” property sector  for 
more details on our estimates). The property sector’s importance to government revenue 
is even more significant; we estimate the property sector contributed 24.0% to total tax 
revenue in 2020 and, on a broader basis, it contributed 44.0% to total government 
revenue.

Amid the stringent “Five Red Lines”, tighter policies by local governments on the housing 
sector (see China: Property-related policies have been tightened further, 25 July 2021) 
and the notable weakness in leading indicators (such as land sales volume), we believe a 
sharp downturn in the property sector in H2 is inevitable. On the direct impact, we focus 
on new home sales volumes and property construction investment (in real terms), which 
account for 5% and 11% of China’s GDP, respectively, based on our estimates.

For new home sales volumes, we expect annualized 2y-o-2y growth to drop from 8.1% in 
H1 to -3.0% in H2, taking year-on-year growth from 27.7% in H1 to -15.5% in H2. As a 
result, the 43.2pp drop in new home sales volumes could reduce China’s real GDP growth 
by around 2.2pp in H2 from H1. Note, due to the extremely low base, year-on-year real 
GDP growth was 12.7% in H1.

For property construction investment, we expect annualized 2y-o-2y growth in nominal 
terms to drop from 9.2% in H1 to 4.5% in H2, taking year-on-year growth from 19.4% in 
H1 to -0.7% in H2. In view of rising raw material prices, we estimate a drop in real 
property construction investment year-on-year growth from H1 to H2 of around 20pp, 
which could reduce China’s real GDP growth by another 2.2pp (= 20pp * 11%) in H2 from 
H1.

Together, the slowdown in new home sales volumes and property construction investment 
(in real terms) may directly weigh on real GDP growth in H2 from H1 by a combined 
4.4pp. As we expect China’s real GDP growth to slow by 8.0pp to 4.7% y-o-y in H2 from 
12.7% in H1, more than half (~55%) of this slowdown would be a result of the cooling 
property sector. However, if we consider the indirect impact from upstream and 
downstream sectors for the property sector, including the production and sale of 
construction materials, furniture and home appliances, and financial services for property-
related loans (e.g., mortgage and other corporate loans for property investment), the drag 
on overall growth may even be larger.

The void left by the property sector is just too large to be filled
A review of China’s major economic indicators suggests that its economic recovery in Q2 
from Q1 this year was broadly based across major demand-side factors. Specifically, 
annualized 2y-o-2y growth in exports, retail sales, property construction investment, 
manufacturing investment and infrastructure investment rose to 14.4%, 4.6%, 9.8%, 4.6% 
and 3.7% in Q2 (Figure 19), respectively, from 13.4%, 4.1%, 8.3%, -1.5% and 3.0% in Q1. 
However, as we expect the delta variant, slowing exports, property tightening and the 
campaign to reduce carbon emissions to result in a notable slowdown in H2, 
manufacturing and infrastructure investment have become the main potential offsets to 
the upcoming slowdown in H2.

Manufacturing investment may remain solid but will still likely face headwinds
As one of the key elements of the dual circulation strategy (see Asia Special Report - 
China’s dual circulation strategy: A tale of chips versus homes, 20 October 2020), Beijing 
aims to divert more funding away from the property sector and into high-end 
manufacturing, and this is also a major reason why the expected sharp downturn in the 
property sector appears inevitable. We have seen increasing evidence showing more 
funding is being diverted into the manufacturing sector. According to the PBoC, growth in 
outstanding medium- and long-term bank loans to the manufacturing sector reached 
41.6% y-o-y at end-June 2021, 16.9pp above the pace at end-June 2020, which marked 
the fourth consecutive month of an above 40% pace. By contrast, growth in outstanding 
bank loans to the property sector had already dropped to 9.5% y-o-y at end-June, its 
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slowest pace since Q4 2004, when the PBoC first released the series.

However, the void left by the property sector is just too large to be filled. Despite the rapid 
expansion in recent months, the share of outstanding medium- and long-term bank loans 
to the manufacturing sector in total outstanding medium- and long-term bank loans and 
outstanding overall bank loans remained quite low at 3.2% and 4.8%, respectively, at end-
February 2021 (latest data available). By contrast, the share of outstanding bank loans to 
the property sector in outstanding overall bank loans remained elevated at 28.4% at end-
March and 28.0% at end-June 2021 (latest data available). Therefore, it is unlikely 
manufacturing investment will be able to fill the void left by the cooling property sector in a 
relatively short period.

Other headwinds
Amid rising raw material prices, annualized 2y-o-2y growth in industrial profits surged to 
20.6% in H1 this year, which should be positive for manufacturing investment. However, 
the surge in industrial profit growth was mainly concentrated in upstream sectors, 
including mining/processing of ferrous and non-ferrous metals and related raw materials, 
as well as the manufacture of chemical products, while profit growth in downstream 
industries and small businesses has been somewhat squeezed. The mixed impact from 
rising raw material prices on upstream and downstream sectors may limit the potential 
upside in manufacturing investment.

Second, as we expect exports to weaken notably in H2, slowing exports bodes poorly for 
manufacturing investment, especially in the export-oriented manufacturing sector. Lastly, 
US-China relations remain quite uncertain. The US government has continued to 
implement bans and other restrictions on the export of high-tech products (especially 
chips) to China amid trade tensions. Manufacturers may remain cautious about their 
investment plans.

The upside for infrastructure investment appeared limited
The funding of infrastructure investment is derived mainly from three sources: fiscal 
expenditure, government bond issuance and local government revenues from land sales. 
With slower-than-usual fiscal expenditure and government bond issuance, annualized 2y-
o-2y growth in infrastructure investment remained mediocre over the first seven months of 
this year at 2.7%, mainly supported by still-strong local government revenue from land 
sales (with annualized 2y-o-2y growth of 12.8% over the same period). As we expect 
Beijing to fully tap the remaining RMB4.3trn of its net bond financing quota for the final 
five months of this year and fiscal expenditure to speed up in coming months to counter 
the expected slowdown, infrastructure investment may increase in coming months. 
However, as we expect property market conditions to worsen notably, a likely slump in 
local government revenue from land sales suggests the potential upside for infrastructure 
investment is likely to be limited. In fact, the sharp slowdown in volume sales of capital 
durable goods in recent months, including excavators (Figure 20) and heavy-duty trucks, 
also bodes poorly for infrastructure investment in H2.

Fig. 19: Annualized 2y-o-2y growth of major activity indicators
  

Source: WIND and Nomura Global Economics.

Fig. 20: Growth in excavator sales volume: y-o-y and 
annualized 2y-o-2y

Source: WIND and Nomura Global Economics.
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Appendix 1: The “systemically important” 
property sector
China’s property sector has already become a huge sector that is “systemically important” 
to the overall economy and financial system. Based on our estimates using 2020 data, the 
property sector contributed 12.3% to China’s GDP under our narrow measure, and 16.2% 
under our broad measure. Its importance to government revenue is even more significant. 
We estimate the property sector contributed 24.0% to total tax revenue in 2020, and on a 
broader basis, it contributed 44.0% to total government revenue (TGR), thanks to its 
sizeable contribution to government revenue from land sales.

The property sector contributed 16.4% to China’s GDP in 2020
According to the National Bureau of Statistics (NBS), headline nominal GDP from the 
property-related services sector was RMB7.5trn in 2020, which equates to about 7.3% (= 
RMB7.5trn / RMB101.6trn) of headline GDP. However, this number merely captures the 
value-added by developers and other providers of property-related services. The property 
sector's actual contribution is likely to be much larger, as it is closely linked with 
construction, production of raw materials, retail sales and financial services. We provide 
both narrow and broader measures of the total value-added by the property sector.

Narrow measure: Headline value-added from the property sector, plus value added 
from the property-related construction sector.

•

Broad measure: In addition to net property investment and sales, our broad measure 
includes value-added in related sectors, such as the production and sale of 
construction materials, furniture and home appliances, and financial services for 
property-related loans (e.g., mortgage and other corporate loans for property 
investment) and other products.

•

Our narrow measure suggests the property sector contributed 12.3% to GDP
Based on 2020 data, the value-added from the construction sector was RMB7.3trn (7.2% 
of nominal GDP), with around 70% coming from property-related construction, instalment 
and decoration. We estimate the share of property-related construction in total 
construction using sectoral output data. In addition to property-related construction, 
infrastructure-related construction, such as roads, railways, mines and pipelines, makes 
up the remainder. Thus, based on our narrow measure, the property sector contributed 
12.3% to headline nominal GDP, with 7.3% from property-related services and 5.0% 
(=7.2% * 70%) from property-related construction. The 12.3% estimate for 2020 is higher 
than our earlier estimate of 12.1% for 2019 (see Asia Special Report - China’s dual 
circulation strategy: A tale of chips versus homes, 20 October 2020) and 11.2% for 2017 
(see China’s property sector: Winter is coming, 15 November 2018).

… and our broad measure suggests the property sector contributed 16.4% to GDP
The three sectors closely related to the property sector – home appliances, furniture, and 
construction & decoration materials – contributed 6.3%, 1.2% and 1.3%, respectively, to 
overall retail sales by retailers above the designated size based on 2020 data. 
Conservatively assuming 50% of these sales were driven by home sales, we estimate the 
property sector contributed 4.4% to total consumption. As private consumption accounted 
for 37.7% of GDP in 2020 based on the expenditure approach, we estimate the property 
sector contributed 1.7% (=4.4% * 37.7%) to China’s headline GDP via its upstream and 
downstream sectors (i.e., home appliances, furniture, and construction & decoration 
materials).

On property-related financial services, we assume the property sector contributed 28.4% 
to value-added in the financial services sector in 2020, based on the share of outstanding 
property-related loans (including mortgage loans and loans to developers) in total loans. 
Because the financial services sector accounted for 8.3% of nominal GDP in 2020, we 
estimate the contribution from the property-related financial services to GDP was 2.4% in 
2020 (=8.3% * 28.4%).

In sum, our broad measure suggests the property sector contributed 16.4% to overall 
GDP, with 7.3% from property-related services, 5.0% from property-related construction, 
1.7% from its upstream and downstream sectors and 2.4% from property-related financial 
services. Its overall contribution to GDP in 2020 (16.4%) was even higher than in 2019 
(16.2%) and in 2017 (15.5%).

24.0% of tax revenues came from the property sector
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To estimate the property sector’s contribution to tax revenue, we first select nine types of 
taxes that have a close relationship with the sector and assign them to one of two 
categories (i.e., property sector-specific taxes, and general taxes), depending on whether 
the tax is paid mainly by property-related entities (developers, holders and buyers).

More specifically, property sector-specific taxes include land appreciation taxes, farmland 
occupation taxes, urban and township land use taxes, property taxes and deed taxes, and 
we assume all revenues are paid by property-related entities, while general taxes refer to 
those that are broadly applicable to all sectors, including corporate income taxes, 
individual income taxes, value-added taxes and stamp taxes. We also assume the 
property sector’s contribution to these tax categories is proportional to their contribution to 
headline GDP (16.4% based on our broad measure). We estimate the property sector 
contributed 24.0% to overall tax revenues in 2020 (Figure 21), higher than the 23.7% in 
2019 and 22.4% in 2017.

Fig. 21: Contribution from the property sector to tax revenues in 2020

(RMB bn) (%) (RMB bn) (%)

Land appreciation tax 646.8 100.0 646.8 4.2

Farmland occupation tax 125.8 100.0 125.8 0.8

Urban and township land use tax 205.8 100.0 205.8 1.3

Property tax 284.2 100.0 284.2 1.8

Deed tax 706.1 100.0 706.1 4.6

Corporate income tax 3642.4 16.4 597.4 3.8

Individual income tax 1156.8 16.4 189.7 1.2

VAT 5679.1 16.4 931.4 5.9

Stamp tax 308.7 16.4 50.6 0.3

Total 3737.8 24.0

Property-

sector-

specific tax

General tax

Category Tax type Revenues in 2020

Contribution from the 

property sector to the 

revenues of the specific tax 

category

Revenues 

contributed by the 

property sector 

Contribution from the 

property sector to the 

overall tax revenues

Source: WIND, MOF and Nomura Global Economics.
 

Notably, the property sector contributed to 44.0% of total government revenue
Land sales directly contributed RMB8.4trn in revenue to local governments in 2020, 
equivalent to 30.8% of their total revenues, which we estimate at RMB27.3trn in 2020, 
including RMB10.0trn from fiscal revenue, RMB8.3trn from tax rebates and transfer 
payments from the central government, and the remaining RMB9.0trn from revenue from 
local government managed funds (Figure 22). If we define revenue from fiscal budget and 
government managed funds (including both central and local government managed funds) 
as total government revenue (TGR), the property sector contributed 44.0% to TGR in 
2020, based on our estimates (Figure 23). This share should be much higher for local 
governments, as all revenue from land sales belongs to local government managed funds.
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Fig. 22: A breakdown of key funding sources for local 
governments

Source: WIND and Nomura Global Economics.

Fig. 23: The breakdown of total government revenue in 2020: 
property-related and non-property-related

Source: WIND and Nomura Global Economics.
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Glossary
 

AF: Aggregate financing

AMAC: Asset Management Association of China

AUM: Asset under management

CBIRC: China Banking and Insurance Regulatory Commission

CCP: Chinese Communist Party

CDB: China Development Bank

CMS: Concentration management system

CSRC: China Securities Regulatory Commission

DCS: Dual Circulation Strategy

FAI: Fixed asset investment

IOU: I owe you; a written promise to pay back money owed

IP: Industrial production

K-12: Kindergarten through twelfth grade

LGFV: Local government financing vehicle

MOHURD: Ministry of Housing and Urban-Rural Development

NAFMII: National Association of Financial Market Institutional Investors

NBS: National Bureau of Statistics

NDRC: National Development and Reform Commission

NSCA: Non-standard credit asset

OCDB: Offshore corporate dollar bond

OTC: Over-the-counter

PBoC: People’s Bank of China

PSL: Pledged supplementary lending

SOE: State-owned enterprise

SRP: Shantytown renovation program

TGR: Total government revenue
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