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Real Estate Sector 

Real Estate Sector Is Most Worrisome 

Barclays: Forget the Wild Stock Market Swings,  

And it accounts for 15 percent of Chinese gross domestic product  

Julie Verhage August 4, 2015 — 9:45 AM EDT 
S h a r e  o n  L in k ed In S ha re  o n  R ed d it Sh a re  o n G oo g le+ E - m ai l 

The plunge in Chinese equities has grabbed all the attention in recent weeks, but a team 
at Barclays suggests we should be watching something else.  Analysts led by Ajay 
Rajadhyaksha say that Chinese real estate is the sector to focus on, not Chinese stocks. 
Here's their reasoning: 

Over the years, much attention has focused on the massive share that investment 
commands in China’s growth. At 48%, it is much greater than the investment/GDP ratio 
in other emerging markets such as India and Brazil, as well as developed economies such 
as the US. What is perhaps less known is that real estate accounts for most of this 
increase. A quick glance at Chinese statistics shows that investment as a share of GDP 
has grown from the mid-thirties to 48% since 2000. In that period, real estate has gone 
from below 4% of GDP to around 15%. 

The chart below shows how the growth in real estate in China compared to other 
emerging economies. You'll notice that it's significantly higher.  

http://www.bloomberg.com/authors/ASM-svy7agU/julie-verhage
http://www.linkedin.com/shareArticle?title=Barclays%3A%20Forget%20the%20Wild%20Stock%20Market%20Swings%2C%20China's%20Real%20Estate%20Sector%20Is%20What's%20Most%20Worrisome&url=http%3A%2F%2Fbloom.bg%2F1VZ1CHc
http://www.linkedin.com/shareArticle?title=Barclays%3A%20Forget%20the%20Wild%20Stock%20Market%20Swings%2C%20China's%20Real%20Estate%20Sector%20Is%20What's%20Most%20Worrisome&url=http%3A%2F%2Fbloom.bg%2F1VZ1CHc
https://plus.google.com/share?url=http%3A%2F%2Fbloom.bg%2F1VZ1CHc
https://plus.google.com/share?url=http%3A%2F%2Fbloom.bg%2F1VZ1CHc
http://www.bloomberg.com/news/articles/2015-08-03/china-s-stock-index-futures-fall-after-manufacturing-gauge-drops
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As the analysts anticipate a "sustained slowdown" in the real estate sector in the coming 
years, the next chart worries them. It shows the correlation of real estate and other parts 
of the economy such as auto sales or, say, steel output. (Real estate directly and indirectly 
accounts for 50 percent of all steel used, according to Barclays.) 
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Meanwhile, the Barclays team cites a recent report from McKinsey estimating that nearly 
half of China's debt is related to real estate. 

http://www.mckinsey.com/insights/economic_studies/debt_and_not_much_deleveraging
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The influence of real estate on both China's economy and its debt means that real estate 
bears close watching. 

Here's the team's conclusion: 

We are aware that there are several pressing topics that we do not tackle in this report, 
including the outlook for the shadow banking sector, the size of bad loans on bank books 
and state-owned enterprise reform. We have discussed these issues in the past, and plan 
to do so again in the future. The outlook for the real estate sector remains the most 
important and the medium term path seems clear – a continued, multi-year slowdown of 
very significant proportions but not an imminent collapse. The Chinese economy remains 
on a glide path to slower but more sustainable growth over the next several years, though 
if we are right, the slope down might be a little steeper than many investors expect. 
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Stock Woes Revive Property Market  

Chinese government hopes new stimulus will lead to investment in economy  

Tue, Sep 8, 2015, 04:00 

As investors slowly start to count the cost of the recent collapse in the Chinese stock 
markets and begin to seek other options, the sell-off could drive investors back into 
property, encouraged by a raft of new government stimulus programmes. 
When the property market was booming, the Chinese government raised the 
downpayment required on a second apartment to 70 per cent, a measure aimed at 
cooling the market. In March, the government lowered it to 30 per cent, and now the 
ministry of housing and urban-rural development, the ministry of finance and the 
People’s Bank of China in a joint move have lowered it to 20 per cent. 
 
Meanwhile, benchmark interest rates have been cut five times by an accumulated 1.4 
percentage points this year and China’s five-year mortgage rate has dropped to a near 
decade-low of 5.15 per cent, while that for loans drawn on the housing programme fund 
has dipped to an all-time low of 3.25 per cent. 
 
“The pressure from the weakening economy and the declining stock market, plus new 
low interest rates from the central bank, combined with this new lower downpayment 
requirement, has confirmed expectations that the government will try to stimulate the 
economy by encouraging people to invest in economy,” Li Qiaoling, a senior 
representative from China’s biggest property company, Homelink, told the 21st 
Business Herald in Guangzhou.  

Guidelines 

The minimum payment applies to buyers who have paid off their previous 
mortgage. The big cities of Beijing, Shanghai, Guangzhou and Shenzhen can 
come up with their own guidelines for the lowest downpayment proportion. The 
property market is expected to have a pretty loose policy environment this year 
and next year, she said.  

The headlines in recent months in China have been dominated by the equity markets, 
their spectacular collapse and the fate of small investors caught up in the bear market. 
In that light, the collapse of the housing market has been pushed further down the page. 

http://www.irishtimes.com/business/personal-finance/china-s-stock-woes-may-drive-revival-of-property-market-1.2343222
http://www.irishtimes.com/search/search-7.1213540?tag_organisation=People’s%20Bank%20of%20China&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_person=Li%20Qiaoling&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_company=Homelink&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_location=Shanghai&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_location=China&article=true
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However, as a share of wealth, equities probably make up only about a tenth of China’s 
overall household wealth, compared with property’s more than 40 per cent. The stock 
market surge began after investors started putting money into equities when prices in 
the property sector peaked about four years ago, but the collapse has prompted forecasts 
of a huge wave of investment heading for the property market.  

Housing stock 

Hu Jinghui, vice-president of Homelink, said easing the loans would free up 
demand for buying apartments and lead to a “golden September and a silver 
October”, and also, crucially, get rid of existing housing stock by the end of the 
year.  

“The housing fund has a limit on loans, so this new rule will promote low and medium-
priced apartments but will have little effect on high price apartments,” said Mr Hu.  
It could also trigger a sharp rise in overseas investment.  The Chinese are already the 
biggest foreign buyers of homes in the United States, accounting for a quarter of all 
foreign buyers by value in the year to the end of March, with a record €28 billion 
according to the National Association of Realtors. And Chinese property companies 
must be looking at euro zone properties in places like Ireland.  
 
The impact of the property bubble bursting last year and in the first half of this year in 
China has been powerful.  The property market in China is hard to read, partially 
because so much of what is going on here is happening for the first time, and policies are 
still being written, but fewer property starts and weaker construction has dragged down 
the country’s industrial sector and impacted on GDP expansion, feeding into a decline in 
imports and commodity prices, a rise in non-performing loans and growing deflationary 
pressure.  There has reportedly been an increase in building as developers step up 
launches in response. 
  
In Wuhan, 25 new projects as well as 32 existing ones will meet the market in 
September, compared with 14 new schemes last month. Hunan province’s Changsha will 
see some 40 projects for sale this month, the most on a monthly basis so far this year. 
 

 

 

http://www.irishtimes.com/search/search-7.1213540?tag_person=Hu%20Jinghui&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_person=Mr%20Hu&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_location=United%20States&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_organisation=National%20Association%20of%20Realtors&article=true
http://www.irishtimes.com/search/search-7.1213540?tag_location=Ireland&article=true
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Ghost/New Cities 

The myth of China’s ghost cities By Wade Shepard April 22, 2015 

Ghost towns tend to start as boomtowns, and contemporary China more than likely has 
more boomtowns than any other country in history.   No economy has ever risen so 
rapidly and no place has ever built so much so quickly. This rapid growth has resulted in 
peculiar side effect: ghost cities, everywhere. 

However the term “ghost town” is technically a misnomer in this case. A ghost town is a 
place that has become economically defunct — in other words, a place that has died. 
What China has is the opposite of ghost towns: It has new cities that have yet to come to 
life. 

There are nearly 600 more cities in China now than there were when the Communist 
Party took over in 1949. This large-scale urban transition began in the early 1980s, when 
rural areas began being rezoned as urban en masse and the city took center stage in 
China’s plans for the future.  In the early 2000s this urbanization movement was kicked 
into high gear.  New urban developments began popping up seemingly everywhere — 
along the outskirts of existing cities as well as in the previously undeveloped expanses 
between them.  Many cities doubled or even tripled their size within relatively short 
spans of time.  In just 15 years Shanghai alone grew sevenfold and its population 
increased to more than 23 million from 6.61 million. 

China’s broader urbanization movement shouldn’t be thought of as a developmental free-
for-all.  There is a method behind all of this building and an overarching framework.  Ten 
massive new urban conglomerations called mega-regions have been proposed in strategic 
locations across the country.  These are essentially city clusters of 22 million to more 
than 100 million people each that are to be connected through infrastructure, 
economically, and, potentially, even politically. 

China’s fiscal policy all but requires local municipalities to comply with this broader 
urbanization plan. According to the World Bank, local municipalities must fend for 80 
percent of their expenses while only receiving 40 percent of the country’s tax revenue. 
Land sales make up much of the difference, resulting in a buy low, sell high scheme, as 
municipalities buy up cheap rural land, re-designate it as urban, and then resell it at the 
high urban construction land rate — pocketing the difference.  According to China’s 
Ministry of Finance, land sales raised $438 billion for China’s local governments in 2012 
alone. 
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When developers purchase these new plots of land, they are prohibited by law from 
sitting on them.  They must build something.  While it is commonly thought that getting 
in on a new development zone early is key to making a big profit, these areas tend to lie 
far outside the bounds of mature, built-up urban areas.  This often means constructing 
vast apartment complexes, giant malls and commercial streets in places that do not yet 
have much of a population base to support them. 

Building a new city from the ground up is a long-term initiative, a process that China 
estimates takes roughly 17 to 23 years.  By 2020, Ordos Kangbashi plans to have 300,000 
people, Nanhui expects to attract 800,000 residents and 5 million people are slated to live 
in Zhengdong New District. China’s new cities are just that: new. 

There is hardly a single new urban development in the country that has yet gone over its 
estimated time line for completion and vitalization, so any ghost city labeling at this point 
is premature: Most are still works in progress. But while building the core areas of new 
cities is something that China does with incredible haste, actually populating them is a 
lengthy endeavor. 

When large numbers of people move into a new area, they need to be provided for; they 
need public services like healthcare and education. Therefore, a population carries a price 
tag and there is often an extended period of time between when cities appear completed 
and when they are actually prepared to sustain a full-scale population. This could be 
called the “ghost city” phase. 

Most large new urban developments in China eventually move through this phase and 
become vitalized with businesses and a population.  Essential infrastructure gets built, 
shopping malls open, and places where residents can work are created.  In many of the 
biggest new cities, new university campuses will emerge and government offices and the 
headquarters of banks and state owned enterprises will be shipped in, essentially seeding 
these fresh outposts of progress with thousands of new consumers. From here, more 
businesses are attracted — often drawn by favorable subsidies like free rent — and more 
people trickle in as the city comes to life. 

Some of China’s most notorious ghost cities saw phenomenal population growth in recent 
years, according to a report by Standard Chartered.  In just a two year period from 2012 
to 2014, Zhengdong New District’s occupancy rate rose doubled, while Dantu’s 
quadrupled and Changzhou’s Wujin district increased to 50 percent from 20 percent. 
Though there is still an excess of vacancies in these places, when urban areas of high-

https://research.standardchartered.com/configuration/row%20documents/china_property__mystery_of_ghost_cities_23_05_14_13_12.pdf
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density housing are even half full there’s still a large number of people living there — 
more than enough for the place to socially and economically function as a city. 

It generally takes at least a decade for China’s new urban developments to start breaking 
the inertia of stagnation. But once they do, they tend to keep growing, eventually 
blending in with the broader urban landscape and losing their “ghost city” label. 

What Will Become Of Ghost Cities? 

Kenneth Rapoza July 2015 Forbes Contributor 

Little did we know that most of that iron ore being shipped to Guangzhou from Rio de 
Janeiro and Port Hedland, Australia was going to build Chinese cities; cities that would 
remain vacant for years.  China single-handedly topped the phrase “bridge to nowhere” 
and made ghost cities a euphemism for lousy development planning in the world’s No. 2 
economy.  Anyone can build a useless overpass, but it takes China to build a city for a 
million people with no buyers in sight. 

China’s developing its urban architecture three ways: 

• new cities (xinshi),  
• new districts (xinqu) and 
• so-called townification (chengzhenhua).  

Townification 

Townification is quite a departure from the way Chinese cities have developed to date. 
This is the transformation of small rural centers and even tribal villages and building a 
small urban center around them. The Communist Party planners in Beijing want to 
urbanize over 100 million rural Chinese over the next five years alone. That would 
require the construction of 50 Bostons, or six Shanghais, by 2020.  Townification is 
lower intensity than that.  These are small cities rather than skyscraper zones designed to 
house suits and high heels.  It’s more widespread than traditional urbanization, and will 
define the way China develops socio-economically over the coming years. 

Roughly 40% of the 300 million Chinese expected to move into a city by 2030 will 
mostly be moving to smaller cities in the “chengzhenhua” system.  Rather than migrating 
to cities, the cities will be built around them instead. 

China’s continued urbanization push can be viewed as a full-on effort to develop an 
insulated economy that’s based on domestic production delivering goods and services to 
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domestic consumers. Past crises in Europe and the U.S. have taken their toll on the 
Chinese economy. During the U.S.Great Recession, China had to bail out the economy to 
the tune of nearly a trillion dollars.  Its GDP fell below 7%.  It was, alas, the hard landing 
the popular pundits had been waiting for. To curb the impact that foreign financial 
meltdowns can have, China has performed a U-turn and is now looking inward.  In 2013, 
the service economy topped manufacturing for the first time. City building goes along 
with this. 

Creative Destruction Then & Now 

In 2010, the governments of Shanghai and Beijing invested nearly $60 billion to bring the 
World Expo to Shanghai.  They kicked people off their land.  All told, 18,452 households 
got eviction notices.  Some 270 factories had to move.  China’s “stroke-of-a-pen” 
economy can change fortunes just like that.  Those who complained about the relocation 
program were arrested in typical Chinese fashion.  The focus of the Expo was “Better 
City, Better Life”, but ironically, what it left behind was a ghost town.  When it was over, 
Shanghai was left with a swathe of land the size of Monaco with absolutely nothing 
going on. Many of the buildings were demolished.  In the words of Dutch architect Harry 
de Hartog, “It is still a big empty wound in the city of Shanghai.” 

There is a blip of activity there, near the Expo museum. Getting to it requires walking for 
20 minutes through a desolate, post-urban landscape.  It’s taken five years before change 
has come to town. The area is now one of four key development zones in the city’s 
current five year plan, and a $483 million project is in the works to turn it into a mixed-
use district, with shopping, restaurants, entertainment, and Shanghai’s third business 
center.  Office towers and apartment buildings are already under construction. 

“It’s going to become a high-end destination,” says Pierluca Maffey, a project manager 
for U.S. based John Portman & Associates, one of the firms of architects working on the 
site. 

China’s ghost cities are, and were, a harbinger of the country’s real estate bubble.  It’s 
also part of the narrative that says Chinese municipalities are spending money on projects 
with no possible return on investment.  But seeing how many of these loans are from the 
state, and the state is mainly concerned about job creation, building for the sake of the 
future and for present jobs actually worked.  For a while.  It might not work going 
forward and so there will be less creative destruction 

Happening is operative word. Because it is still happening. 
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Meixi Lake, Changhsha, Hunan 

Meixi Lake, a new city being built around a lake in Changsha, China (Photo by Wade 
Shepard) 

The Phantoms of China 

There are megacities inside of megacities with sprawling poverty in between.  The 
government wants to do away with this.  Instead, if one can envision a megacity with 
tentacles reaching out and ending in circles of much smaller cities, then this is the future 
of China.  This is what the late 21st century will look like. China is building for this. 

Meanwhile, what’s already been built remains vacant, or under-populated.  Some people 
don’t mind.  Along the outskirts of Shanghai there is a town built near a Volkswagen 
plant.  It had everything: housing, parks, canal-side promenades, benches, shops, roads, 
statues and office buildings. T he only thing it lacked was a population.  Shepard recalls 
visiting Anting German Town, a Bauhaus-style town that looks like it belongs in 
Hamburg.  There was a bartender there.  And his wife.  And the VW factory workers that 
came to his bar after work to drink. 

“When I asked the bartender’s wife (left unnamed in the book, so we can trust his 
account or not) if she thought more people would come to Anting, she replied with 
certainty that they would.”  Others interviewed in the book didn’t seem too worried about 
the lack of population.  They seemed to revel in it.  Clean, orderly, no shanty towns 
towering over you.  Not as expensive as Shanghai.  What’s not to love? 

Ghost Cities That Came Alive 

Koos Jansen Posted on 5 Aug 2014 by Koos Jansen  

Wade Shepard  

Reports of the world’s most populated country having tens of millions of empty 
apartments and dozens of cities without people sounds like a sick twist of irony.  But 
images of empty streets, barren skyscrapers, and thickets of brand new high-rise 
apartments housing nobody have been compulsively aired to a global audience that seems 
to have an insatiable appetite for Crazy China Stories.  The dominant angle is that four 
decades of overzealous growth is starting to catch up with China and that the country’s 
irresponsible development may become the harbinger of the next global economic 
meltdown.  The so-called ghost cities are shown as irrefutable evidence of this. 

https://www.bullionstar.com/blogs/koos-jansen/author/koos/
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But when a Chinese “ghost city” does fill up with people and businesses it 
inconspicuously falls off the radar of the dominant international media.  It becomes a 
regular city, mashed into China’s broader urban matrix — a success story that few seem 
interested in hearing about.  We are amused by empty streets, vacant shopping malls, and 
barren financial districts in China, not budding new cities steadily coming to life.  Ex-
ghost cities are rarely news. 

Many places in China that have previously been heralded as ghost cities have by now 
been developed and populated.  Though most are still works in progress, there is no way 
that they could rightfully be called ghost towns. Below are five new cities in China that 
have advanced through the ghost city phase and have come to life. 

Jiangsu Map 

 

5. Dantu, Zhenjiang, Jiangsu 

 

People live in Dantu; the shops are all full, the apartment complexes that have been 
finished and opened to the public largely house residents. From ground level, the place 
looks like any other new Chinese suburb: ridiculously wide streets, cookie-cutter 
apartment blocks, a school, an athletics field, kids playing in the parks, people doing 
exercises, noodle restaurants, cafes, and vegetable stales. Old folks are strolling the 
streets, the young work in the main part of Zhenjiang on the other side of the mountain. 
Everybody seems to be waiting around for the encroaching Shanghai – Nanjing megacity 
to encapsulate their town — and from the looks of the cranes, scaffolding, and the half 
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built highway on the horizon, they probably don’t have much longer to wait.  As of now, 
Dantu is a quiet, easy going kind of satellite city, not a ghost town. 

This was a startling fact to discover, as prior to visiting  Dantu all I’ve ever heard of the 
place was that it was a deserted, failed development — one of China’s oldest White 
Elephants. “The ghost city of Dantu has been mostly empty for over a decade,” Business 
Insider reported.  “In most neighborhoods of Dantu, there are no cars, no signs of 
life,” reported the Daily Mail.  Both of these claims were made from looking at dated 
satellite images that showed the new district while it was still a construction site, not from 
reporters who actually went there.  To put it bluntly, it’s no wonder the place looks 
empty: the images were taken before the place was built yet.  As soon as the district was 
adequately constructed and pumped with the services that a population needs to live 
there, people moved in. 

4. Wujin, Changzhou, Jiangsu 

It’s actually extremely difficult to cross the street in Wujin, which doesn’t bode well for 
the argument that it’s a ghost town.  I visited Changzhou, a city with 4.5 million people 
between Shanghai and Nanjing, on a few occasions through 2012 and 2013, and got to 
know its Wujin new district pretty well.  This is the part of the city that has been paraded 
in both the domestic Chinese and international media as a deserted new development 
representative of a construction boom that is on the verge of collapse.  That’s the 
narrative, but that’s not what the place looks like from the streets. 

Wujin district is full of cars, the sidewalks are dotted with pedestrians, the streets lined 
with shops, the malls are full of shoppers, the cafes are packed with customers until late 
into the night. There are major retail chains here, like Decathlon, Tesco, Starbucks, and 
Golden Eagle. The place is alive by any standards. 

The ghost city claims were made on the basis that there are a lot of empty apartments 
here.  As I discovered early on in my ghost city project, just because an apartment 
complex appears empty isn’t necessarily an indication that the development is faltering, 
as there is an extended interim period between when the exteriors of residential buildings 
are built and the time when residents are able to occupy them.  Wujin district is still very 
much a construction site.  Massive amounts of new buildings are still going up and many 
new residential towers are not even inhabitable yet.  Going around counting dark 
windows at night or apartments without air conditioning units is not an adequate criteria 
for declaring a place a ghost city. 

http://api.viglink.com/api/click?format=go&jsonp=vglnk_jsonp_14072535432089&key=197e85aa88d0317b141e918f711e303d&libId=eca0ac74-da9f-4048-a2b4-bb00e39b145b&loc=http%3A%2F%2Fwww.vagabondjourney.com%2F5-chinese-ghost-cities-came-alive%2F&v=1&out=http%3A%2F%2Fwww.businessinsider.com%2Fpictures-chinese-ghost-cities-2010-12%3Fop%3D1&title=5%20Chinese%20Ghost%20Cities%20that%20Came%20Alive&txt=Business%20Insider%20reported
http://api.viglink.com/api/click?format=go&jsonp=vglnk_jsonp_14072535432089&key=197e85aa88d0317b141e918f711e303d&libId=eca0ac74-da9f-4048-a2b4-bb00e39b145b&loc=http%3A%2F%2Fwww.vagabondjourney.com%2F5-chinese-ghost-cities-came-alive%2F&v=1&out=http%3A%2F%2Fwww.businessinsider.com%2Fpictures-chinese-ghost-cities-2010-12%3Fop%3D1&title=5%20Chinese%20Ghost%20Cities%20that%20Came%20Alive&txt=Business%20Insider%20reported
http://www.vagabondjourney.com/welcome-to-the-chinese-ghost-city-thats-not-even-built-yet/
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A much better way to gauge the vitality of a new district is to count the population 
density by land area, survey the number of people in the streets, the cars on the roads, the 
occupancy rate of store fronts, the success rate of businesses, the number of employees 
working in the area, and, in general, look at how lively the place really is. In a new city in 
China that is truly in the ghost city phase the only thing you hear as you walk the streets 
are your footsteps and the wind, not honking horns and women screeching at you to buy 
their fried tofu. The ghost city label is, of course, very relative to perception, but when 
you walk out of a brightly lit shopping mall in a crowd of people who are running a 
gauntlet through traffic, it’s difficult to understand how anyone could call such a place 
deserted. 

From my visits to Wujin, Changzhou: 

…when I mentioned that both the Chinese and the international media has been calling 
this place a ghost city he recoiled in disbelief. 

“That’s not true,” he exclaimed, “you can come here and see that it’s not a ghost city,” he 
then pointed to the bright lights of the shopping mall that was visible outside the window 
of the cafe. “Wuyi Road is a main road of Changzhou!” he proclaimed with an 
exasperated laugh, seemingly unable to understand how anyone could see this place 
otherwise. “Just look out there, does that look like a ghost city to you?” 

The Wujin district of Changzhou is in its “golden era” of development. This is a tenuous 
interim period between the time when a new area is stocked with everything the people 
need and want to live there and when the crowds roll in. There is a pattern that most of 
China’s new cities and districts tend to follow. For the first few years after a central core 
and some housing is build, new developments stand as virtual ghost cities that are more 
or less unlivable. Then the places begin to develop economically, infrastructurally, and 
culturally, and residents begin to trickle in. For a couple of years the small communities 
that develop seem to live happily in their freshly minted city, and many enjoy the “small 
town” feel. Eventually, this trickle of residents becomes a flood, and a former outpost of 
progress, a trendy new district, is swallowed up into the belly of the plain-old-city which 
it soon becomes. Changzhou’s Wujin district is in no way out of the ordinary, especially 
among the booming cities of the Yangtze River Delta. 

The Wujin district of Changzhou has so many high-population-density style housing 
blocks that if they were all filled to capacity the place would more than likely be so jam 
packed with cars and people as to be virtually unlivable. High-population-density 
neighborhoods can economically function at a respectable capacity while significantly 

http://www.vagabondjourney.com/changzhou-chinas-2500-year-old-ghost-city/
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vacant. Wujin district is a forest of 30+ story apartment towers. There are literally 
hundreds of them crammed into an area spanning around a dozen blocks. Cut down these 
towers by two thirds and you have a city of ten story buildings virtually filled to capacity 
in a thriving new area. A city district of partially occupied high-rise towers still often has 
a lot of people per sq kilometer. Housing vacancy rates alone are a faulty criteria to 
qualify districts as ghost towns. In point, a lot of room is built into China’s new cities for 
speculation. 

Has Wujin district been over-developed? Probably. Are there multitudes of empty 
apartments? Definitely. Will they ever all be filled? Probably not. Is it a ghost town? No 
way. 

3. Zhengdong, Zhengzhou, Henan 
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Zhengdong New District should be seen one of the biggest success stories of modern 
China.  It was inspired by Shanghai’s Pudong district, and was likewise built to become 
the financial capital of central China.  The shear proportions of this new district are 
almost incomprehensible: it started as a 150 sq kilometer new development zone but was 
eventually expanded to encompass 500 sq kilometers — which is more than three times 
the size of San Francisco.  What’s incredible is that Zhengdong is not even a city in its 
own right, it’s just one district of Zhengzhou, the 9 million person capital of Henan 
Province. 

Though this was the place that 60 Minutes focused on in their 2013 ghost city report: 
“We discovered that the most populated country on earth is building houses, districts, and 
cities with no one in them.”  “We found what they call a ghost city of new towers with no 
residents, desolate condos, and vacant subdivisions uninhabited for miles, and miles, and 
miles.”“They’re building cities, giant cities are being built with people not coming to live 
here.” 

I was in Zhengdong at the time the report aired. I found something very different:  The 
area that 60 Minutes shot in surely looked “ghost-like” on film, but when I arrived there I 
found an entirely different scene.  I found a sparkling new financial district that was full 
of sparkling new cars, well-dressed pedestrians, corporate offices of major businesses, 
skyscrapers full of occupied offices, expensive coffee houses, laundry hanging in the 
windows of luxury condos, there were cars parked in nearly every available parking 
space, and signs of life everywhere.  There was nothing desolate about the Zhengdong 
CBD, it appeared to be functioning as planned. 

But 60 Minutes simplified the situation by simply calling the entirety of Zhengdong 
barren and deserted — they went for hype and got it, but rendered their report a work of 
fiction in the process.  They went into skyscrapers full of businesses and then called them 
abandoned; they showed occupied high-rises and claimed nobody lives in them; they 
filmed in an abandoned mall but ignored the thriving one nearby; they filmed areas that 
are not even built yet and used it as an example of how people are not moving into the 
district. 60 Minutes did not find a ghost city in Zhengzhou, they created one. 

By the time 60 Minutes arrived, Zhengdong’s GDP was rising by 13.2% per year and had 
generated $1.22 billion in tax revenue the year before. 15 major banks, including HSBC, 
had their regional headquarters there, which were processing over 70% of deposits and 
60% of all loans in Henan Province.  On top of this, Zhengdong was home to 15 

http://www.vagabondjourney.com/zhengzhou-zhengdong-china-largest-ghost-city/
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universities, which brought in 240,000 students and staff, as well as Foxconn’s notorious 
300,000 worker “Apple City.”  The place that 60 Minutes claimed to be uninhabited “for 
miles and miles and miles” actually had 2.5 million residents. 

Though 60 Minutes wasn’t alone in their critique of Zhengdong. Dateline Australia did 
two reports on the place (one actually coming after the erroneous 60 Minutes segment), 
last year CNN said the new area had, “. . . rows and rows of luxury apartments and office 
buildings sat empty on vast, deserted boulevards,” and most every other major 
international news outlet followed suite with a similar narrative. 

Since 60 Minutes and these other networks aired their ghost city report, Zhengdong 
continued gaining momentum. Zhengzhou’s first metro line went into operation, and was 
extended out to its CBD in December 2013. This metro line firmly tied the new district 
together with the old city, which is one of the prime criteria that needs to be satisfied 
before residents will flood into a fledgling new area.  Over 5 million people are expected 
to live in Zhengdong by 2020.  Eventually, Zhengzhou will be connected with 
neighboring Kaifeng via Zhengdong, creating a 20 million person megacity that will 
become the economic heartland of central China. This isn’t really the picture that 60 
Minutes had painted. 
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2. Zhujiang, Guangzhou, Guangdong 

 

Zhujiang is now the financial heart of Guangzhou. Sometimes the people who live there 
will call it their city’s center.  Though it must be remembered that this new financial 
district wasn’t always so vibrant. 

Construction on Zhujiang began in the early 90s as Guangzhou tried to match Shanghai 
punch for punch by adding what was then a novel concept: a financial district.  While 
Shanghai’s Lujiazui flourished relatively quickly, Zhujiang floundered for over a decade. 
The project went through successive starts and stops, but eventually the area began 
sprouting skyscrapers, malls, vast boulevards, verdant parks, and world class landmarks, 
including Zaha Hadid’s opera house and the Canton Tower. The area was built for 
monumentality. 

For an extended amount of time these grandiose structures appeared to have been built on 
false pretenses. They stood virtually empty, as local businesses and institutions were 
hesitant to move in. As Paul Wells blogged in February of 2012: “The only thing missing 
was people. . . It’s a fake opera house across the park from a fake shopping mall next to a 
fake hotel in a fake neighbourhood designed to snow gullible foreigners, not 100 km 
from villages whose residents live in grinding poverty.” 

http://api.viglink.com/api/click?format=go&jsonp=vglnk_jsonp_140725442932811&key=197e85aa88d0317b141e918f711e303d&libId=eca0ac74-da9f-4048-a2b4-bb00e39b145b&loc=http%3A%2F%2Fwww.vagabondjourney.com%2F5-chinese-ghost-cities-came-alive%2F&v=1&out=http%3A%2F%2Fwww.macleans.ca%2Fpolitics%2Fottawa%2Fchina-postscript-ghost-town-pop-13-million%2F&title=5%20Chinese%20Ghost%20Cities%20that%20Came%20Alive&txt=Paul%20Wells%20blogged


China Real Estate  Real Estate Sector 

It is now mid-July, 2014. I have visited the Zhujiang CBD three times in the past three 
weeks. There was nothing about it that seemed out of the ordinary in terms of population, 
business density, and vibrancy.  While parts of it are still under construction, what’s there 
is being utilized. I read Paul Wells’ report and what he described is incomprehensible 
from a viewpoint of how Zhujiang is now.  What was just a couple of years ago a 
Potempkin monument to excess is now the central axis of China’s fourth most populated 
city. 

These things can happen so quickly because they are the direct result of changes in 
government policy, not the humdrum of a gradual urban evolution under an overbearing, 
unchanging framework.  When local governments in China build large scale new districts 
there is often a period that ensues where the local governments face off against the 
businesses and institutions that the new real estate was created for.  As a developer told 
me in Nanhui, a massive and nearly uninhabited new city on the coast of Shanghai: “It’s 
just a matter of when the government is willing to give the right price.  The only question 
here is when.” 

It is also not uncommon for businesses and residents to hesitate before relocating into a 
new town. They are often extremely aggressive about buying up available office space 
and residential units, but extremely reluctant to move into it.  This is with good reason: 
new districts and cities in China tend to be built out in the middle of nowhere, initially 
lacking good public transportation links and public facilities.  Few people in China want 
to live far out of the city center in a new development that has, literally, almost nothing. 
But when these places are slated to become the new city centers — which is fairly 
common — everybody knows that they will eventually fully develop into very kinetic 
places.  So they buy property and wait . . . This is the chicken or egg phase of new city 
building: few people want to move into a new city that doesn’t have a commercial 
presence and good public facilities and these things are slow to be developed in a place 
without people.  In the words of the Nanhui developer, it’s just a matter of when. 

In big cities like Guangzhou, the policies of local governments can act as triggers to make 
“when” come a little sooner.   Zhujiang was vitalized similarly to how almost every other 
big new city in China is: the Guangzhou government resorted to outright fiat.  They 
moved in SOEs they could control, government banks, some large government 
departments, and a 3 hectare lot was given to the U.S. Consulate.  Local governments in 
China don’t build it and wait for them to come, they build it and make them come.  The 
idea is to plant a catalyst of commerce and activity from which a viable economic and 
social base can organically grow out of.  By the time this happens the metro lines are 
often dug, the highways are built, and a new center of a city has enough inertia for market 

http://www.vagabondjourney.com/nanhui-ghost-city-china/
http://www.vagabondjourney.com/nanhui-ghost-city-china/
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forces to take over. This process takes time — vastly longer than the initial construction 
phase — which often leads to foreign visitors thinking these places are failed 
developments or ghost cities.  Zhujiang now sits at the crossroads of three major subway 
lines, it is the new center of the city. 

1. Pudong, Shanghai 

 

You now look at the Pudong financial district – the place in Shanghai with all the 
skyscrapers that you see when you look across the Huangpu River from the Bund — and 
it’s easy to assume that it’s always been there.  It is now one of the most iconic sights of 
China, and its towers form one of the most well known skylines in the world.  But if you 
looked at the same scene 20 years ago you would only see the Oriental Pearl Tower, 
some warehouses, ramshackle fishing villages, and little else. 

Shanghai built one the most vibrant economic zones in the world from scratch.  Though 
the entire process was mocked each step of the way by foreign analysts, economists, and 
journalists, who snickered at the city as though it were a kid wearing a suite two sizes too 
large.  Most infamously, in 2001, Milton Friedman, called Pudong a “Potemkin village” 
and said that the Lujiazui financial district was, “Not a manifestation of the market 
economy but a statist monument for a dead pharaoh on the level of the pyramids.” A 
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Time magazine editor called it “what-is-wrong-with-this-picture economics.” Pudong 
was China’s first ghost city. 

Pudong did run at severe under-capacity for many years.  In 1998, at the height of the 
Asian financial crisis, vacancy in Pudong was an incredible 70%, and many major 
international companies were pulling out or halting construction in the financial district. 
But by 2005 the fledgling new district was bouncing back.  The Shanghai government 
made government own banks and businesses across the Huangpu and into the towers that 
were built for them in Lujiazui, as well as required foreign financial institutions to have a 
Pudong address as an exchange for accessing certain essential economic perks.  To put it 
bluntly, they got the wheels spinning by brute force, and now Pudong’s annual GDP tops 
$400 billion and it’s financial district’s occupancy rate is higher than that of mid-town 
Manhattan. Nobody is calling Pudong a ghost town anymore. 

Conclusion 

If I’ve learned anything in the two and a half years that I’ve spent visiting and 
researching China’s so-called ghost cities and new urban areas, it’s that these places are 
long term projects that take many years beyond the initial construction phase to fully 
develop. Generally, timelines of 15 to 20 years are laid out to build and populate new 
cities and districts throughout China, and any critiques of failure before these timelines 
expire are fired prematurely. If given the proper amount of time, China’s larger scale new 
urban developments do fill up. Against all prevailing logic and in the face of international 
criticism, China’s new city movement is working. This is something that is perhaps more 
fascinating than cities without people. 

Yujaipu 

June 27 (Bloomberg) -- China’s project to build a replica Manhattan is taking shape 
against a backdrop of vacant office towers and unfinished hotels, underscoring the risks 
to a slowing economy from the nation’s unprecedented investment boom.  

The skyscraper-filled skyline of the Conch Bay district in the northern port city of Tianjin 
has none of a metropolis’s bustle up close, with dirt-covered glass doors and construction 
on some edifices halted. The area’s failure to attract tenants since the first building was 
finished in 2010 bodes ill across the Hai River for the separate Yujiapu development, 
which is modeled on New York’s Manhattan and remains in progress.  

“Investing here won’t be better than throwing money into the water,” Zhang Zhihe, 60, 
said during a visit to the area last week from neighboring Hebei province to look at 

http://api.viglink.com/api/click?format=go&jsonp=vglnk_jsonp_140725463579212&key=197e85aa88d0317b141e918f711e303d&libId=eca0ac74-da9f-4048-a2b4-bb00e39b145b&loc=http%3A%2F%2Fwww.vagabondjourney.com%2F5-chinese-ghost-cities-came-alive%2F&v=1&out=http%3A%2F%2Fonline.wsj.com%2Fnews%2Farticles%2FSB10001424052970204770404577080491863427170%3Fmg%3Dreno64-wsj%26url%3Dhttp%253A%252F%252Fonline.wsj.com%252Farticle%252FSB10001424052970204770404577080491863427170.html&title=5%20Chinese%20Ghost%20Cities%20that%20Came%20Alive&txt=higher%20than%20that%20of%20mid-town%20Manhattan
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potential commercial-property investments. “There will be no way out -- it will be very 
difficult to find the next buyer.”  

The deserted area underscores the challenge facing China’s leaders in dealing with the 
fallout from a record credit-fueled investment spree while sustaining growth and jobs in 
the world’s second-biggest economy. A Tianjin local-government financing vehicle 
connected to the developments said revenue fell 68 percent in 2013 to an amount that’s 
less than one-third of debt due this year.  

“There will have to be a reckoning,” said Stephen Green, head of Greater China research 
at Standard Chartered Plc in Hong Kong. Sales of bonds by local-government vehicles to 
repay bank loans are just “buying time,” he said. “The people will pay” for it through 
bank bailouts, recapitalization with public money or inflation.  

Soured Assets  

While a debt crisis is unlikely and major cities like Tianjin can fill vacancies, some credit 
and assets will go sour, leading to a drag on growth, Green said.  

Tianjin, a city of 14.7 million people whose center is about 125 kilometers (78 miles) 
southeast of Beijing’s, saw its economic growth cool to 10.6 percent in the first quarter of 
2014 from a year earlier, from 17.4 percent in full-year 2010, compared with a 
moderation in national expansion over the same period to 7.4 percent from 10.4 percent. 
An annual pace of 10.6 percent would be the weakest for Tianjin since 1999.  

The government financing vehicle, Tianjin Binhai New Area Construction & Investment 
Group Co., reported revenue fell to 5.9 billion yuan ($950 million) in 2013, and profit 
dropped about 37 percent to 246.6 million yuan, according to its annual report.  

Repay Loans  

The company has 20.7 billion yuan of debt due in 2014, including loans, corporate bonds 
and commercial paper, almost triple 2013’s amount. Another 13.9 billion yuan is due 
next year. It sold 2.5 billion yuan of seven-year notes in May at a 6.5 percent coupon to 
repay bank loans and interest, according to a prospectus.  

The Tianjin government didn’t respond to faxed questions yesterday.  

“Both the central and local governments clearly know that a big slump in the property 
market will significantly magnify financial system risks, and they know it’s a delicate 
balance,” said Liu Li-Gang, chief Greater China economist at Australia & New Zealand 
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Banking Group Ltd. in Hong Kong. The government will try to do everything to ensure 
an “orderly de-leveraging,” Liu said.  

China’s leaders have pledged to control risks in local-government debt, with the central 
bank saying in May that it would strengthen monitoring of credit extended to the 
financing vehicles. The nation’s chief auditor said this week that growth in regional 
authorities’ debt has slowed.  

Hotel Shell  

Conch Bay showed few signs of life during a June 19 visit by Bloomberg reporters. Work 
on Glorious Oriental, a two-tower residential and office complex, had stopped, and at the 
north end of Conch Bay, the main building of the Country Garden Phoenix Hotel, billed 
as Asia’s largest hotel, was a deserted shell with no signs of any work under way.  

Developer Country Garden Holdings Co. is “steadily building the walls and roofing” and 
working on mechanical and electronic systems after completing the main construction of 
the hotel, Lin Weiying, a deputy general manager of Country Garden’s strategic 
development department, said in an e-mail.  

Calls to Glorious Oriental’s Beijing and Tianjin offices went unanswered.  
Tianjin isn’t the only place in China where property strains are showing. New-building 
construction dropped 18.6 percent in the first five months of 2014 from a year earlier, 
according to government data. A closely held Shanghai developer suspended construction 
at a property project this month due to a lack of funds, Bloomberg News reported today, 
citing two government officials familiar with the matter.  

Pudong Thriving  

Conch Bay’s ghost-town appearance isn’t necessarily an indication the area will fail. 
Shanghai’s Pudong district overcame struggles in the mid-1990s to thrive as the nation’s 
financial center. Zhengzhou, capital of central Henan province, now suffers from traffic 
jams in its new-city district instead of the vacancies from a few years ago, said Nicole 
Wong, Hong Kong-based head of property research at CLSA Ltd.  

Michael Hart, managing director at real-estate brokerage Jones Lang LaSalle Inc. in 
Tianjin, said the hope is that the local government will help fill buildings, possibly with 
anchor tenants such as state-owned enterprises. “Yujiapu is too iconic and too well-
known in association for Tianjin for the government not to do their best to make it 
successful,” he said.  
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Government Offices  

In fact, the government is already occupying some office space in Conch Bay, where 
shipping-company employee Chen Wenjie, 31, came to renew a license at the Hai River 
transportation administration bureau. “The construction now is nothing compared to the 
days in 2008 and 2009,” Chen said.  

Wang Wei, a 34-year-old Tianjin resident, was driving through the area to check out 
property prices, finding them six times higher than what he’d be willing to pay. “I’ve 
seen a lot of reports about the area, but apparently it’s not a place fit for home -- at least 
for now,” said Wang. “No shops, no schools, no hospitals and no neighbors.”  

To contact Bloomberg News staff for this story: Xin Zhou in Beijing at 
xzhou68@bloomberg.net  

Shenyang  

Move aside, Ordos. China has a new ground zero for overbuilding. 

The northeastern Chinese city of Shenyang recently ranked last on a list of 36 major 
cities in terms of investment and development prospects, weighed down by sluggish 
economic growth and oversupply of buildings. The list was drawn from an annual survey 
of more than 100 property developers, consultants and investors conducted by the 
nonprofit real estate group Urban Land Institute. 

“The lowest ranking for Shenyang is tied to the stagnant economy, partly caused by the 
recent drop in oil price,” the nonprofit said in its report, titled “Chinese Mainland Real 
Estate Markets 2015: ULI Analysis of City Investment Prospects.”  Housing prices in 
Shenyang fell 7.6% in June from a year earlier, outpacing the average 2.7% decline 
recorded in 100 Chinese cities, according to private data provider China Real Estate 
Index System. 

Shenyang, the capital of frigid Liaoning province bordering North Korea, is a transport 
hub and a commodity distribution center with a population of 6.2 million people. But that 
has not made it immune to irrational construction. The city’s housing inventory reached 
the equivalent of 31.7 months of sales in June, the highest among 28 major cities tracked 
by another firm, China Real Estate Information Corp. 

The city’s shopping mall and office markets suffer a similar fate. Between 2008 and 
2013, Shenyang saw more retail development investment than any other Chinese city, 
edging out Beijing and Shanghai, ULI said. Unsurprisingly, Tier 1 cities such as 

mailto:xzhou68@bloomberg.net
http://blogs.wsj.com/chinarealtime/tag/ordos/
http://asia.uli.org/wp-content/uploads/sites/2/2012/04/2015-ULI-Chinese-Mainland-Cities-Survey-EN.pdf
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Shanghai, Shenzhen, Beijing and Guangzhou are currently at the top of the list, nearly 
unchanged from last year. 

A boom in commodities prices and credit growth a few years ago propelled the 
construction of apartments, shopping malls and office towers in many mid-sized and 
small Chinese cities, but demand for such buildings hasn’t kept pace with supply. The 
excessive overbuilding is driving concerns that more areas could fall into urban blight. 
Shuttered storefronts in retail blocks built alongside housing estates dot many cities and 
are falling into decay even before any tenants move in. 

In a visit to Jilin province last week, President Xi Jinping called for fresh efforts to boost 
innovation among businesses in northeast China as part of a bid to revive flagging growth 
in this region. In April, Chinese Premier Li Keqiang visited Changchun, the provincial 
capital of Jilin, and said that the city’s sluggish GDP growth numbers were a worry. 

Some firms still see opportunities in the region. Shanghai-based Fosun Group is 
scheduled to open its Shenyang Yulong City — a 190,000 square-meter culture and 
entertainment complex — by year end. The conglomerate is also building a senior living 
center that is slated to welcome its first tenants next year. 

“There is oversupply in Shenyang’s commercial real estate sector, but if you analyze this 
problem, the excess is reflected more in uniformity of commercial spaces,” said Dai 
Jintie, general manager of Shenyang Yulong City. He noted that the rising popularity of 
online shopping has also contributed to the decline of department stores. 

“But from a long-term perspective, their demise can be seen as making way for the new 
to replace the old,” he added. 

–Esther Fung. Follow her on Twitter @estherfung. 
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Home Prices 

 

Housing Market Signs of Hope 

By NEIL GOUGHMAY 18, 2015  

Residential buildings in Hefei, Anhui Province. Housing prices rose slightly in April in 
China’s biggest  

HONG KONG — For the last year, real estate in China has been a gloomy place for 
investors. 

Housing prices have plunged. Well-known developers suffered. At least one major 
property company even defaulted on its debt — a rarity in the country’s closely 
controlled economy. 

But there may be small signs of stabilization, data showed on Monday. In China’s biggest 
cities — metropolises like Beijing, Shanghai and Shenzhen — housing prices ticked 
slightly upward. 

The tentative rebound in some cities’ housing prices suggests that recent steps by policy 
makers are helping engineer at least a slight turnaround in the market. Last week, the 
central bank cut interest rates for the third time since November; it had already removed 
several restrictions on some home purchases. 

China’s G.D.P. Slows to 7 Percent, the Weakest Rate Since 2009APRIL 14, 2015  

 “April’s home sales growth returned to positive territory, the first time since December 
2013, following a slew of easing measures introduced to support the weak housing 
market,” analysts in Hong Kong at Bank of America Merrill Lynch wrote on Monday in a 
research note. “We expect home sales to remain robust in the coming months as the 
recent monetary and property easing measures continue to provide support.” 

Modest Rebound  

China's housing market still faces challenges, but prices appear to be turning the corner, 
especially in the biggest cities.  

Note: First-tier cities are Beijing, Shanghai, Guangzhou and Shenzhen; Second-tier cities 
include 21 regional capitals; Third-tier cities are the 45 next-largest cities.  

http://topics.nytimes.com/top/reference/timestopics/people/g/neil_gough/index.html
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Sources: Wind Info, China’s National Bureau of Statistics  

The data on Monday painted a divided picture of China’s housing market. New-home 
prices fell 6.3 percent in April compared with a year earlier, their biggest monthly drop in 
a decade, according to figures compiled by Wind Information, a financial data service 
focused on China. 

But in month-to-month terms, which tend to better capture the most recent trends, prices 
showed signs of stabilizing, falling only 0.1 percent in April from March. In the biggest 
cities, prices increased, rising at their fastest pace since late 2013. 

Plunging housing prices in China were partly to blame last month when Kaisa Group 
became the first Chinese developer to default on its overseas debt, throwing a chill over 
the market. Even with tentative indications of a turnaround, investors say a genuine 
recovery in Chinese housing may still be some way off. 

After years of increases, home prices in China have begun to drop. This is good news for 
buyers, but bad news for residents of the Xixi Moho apartment complex that developers 
stopped building.   “The issue that really began to scare us is the extent of the inventory 
overhang,” Russell Platt, the chief executive of Forum Partners, a private equity firm 
based in London that invests in Chinese real estate, said of China’s glut of unsold homes. 
Forum was an early investor in Kaisa, but cashed out well before the default.  Forum has 
been slowing its investments into China’s property market. “You have to know when to 
get in, but more important, you’ve really got to know when to get out,” Mr. Platt said. 

China’s residential property market is a major indicator of the country’s economic health. 
By some economists’ estimates, housing and related industries account for more than 20 
percent of China’s gross domestic product. Partly as a result of the sluggish property 
market, China’s economy grew at its slowest pace in six years in the first quarter, as the 
Communist Party tried to reduce China’s reliance on credit-propelled investment and to 
bolster consumer demand. 

If it continues, the improvement in housing prices in recent months could provide help to 
some of the hardest-hit parts of the economy, lifting businesses as diverse as developers, 
construction companies, steel and cement plants, property brokerages and banks. 

One of the biggest challenges to a recovery in China’s residential property market 
remains huge swaths of unsold homes, but the situation varies greatly across the country. 
In a working paper published last month, economists at the International Monetary Fund 
found that overbuilding in China’s so-called Tier 1 cities of Beijing, Shanghai, 

http://www.nytimes.com/2015/04/21/business/chinese-property-developer-kaisa-defaults-on-debt.html
http://www.nytimes.com/2015/04/15/business/international/china-gdp-slows-to-7-percent-a-six-year-low-for-giant-economy.html
http://www.imf.org/external/pubs/cat/longres.aspx?sk=42873.0
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Guangzhou and Shenzhen had created an inventory equal to less than 12 months’ worth 
of sales. 

That level is fairly manageable, especially considering that those cities continue to attract 
migrants from the countryside. But in Tier 2 cities, unsold inventories rose to nearly 1.5 
years’ worth of sales. China’s least-developed cities, those in Tier 3 and Tier 4, had an 
alarmingly high stock of unsold homes equal to nearly three years’ worth of sales. 

Despite the overbuilding, China’s heavily indebted developers have only recently begun 
to curtail borrowing for new projects and land purchases. Last year, net debt levels for the 
country’s biggest developers rose 29 percent from 2013, nearly twice as fast as their 
revenue growth, according to calculations by Moody’s Investors Service. 

Such a precarious financial position could lead more developers to follow Kaisa into 
default. But other builders appear to have caught a break. Companies like Evergrande 
Real Estate Group have been promised huge credit lines from China’s biggest state-
owned banks. And, following in the footsteps of China’s stockbrokers, property 
companies have found a new source of funding in the continuing stock market rally that 
can help them reduce their reliance on bank debt and bond sales. 

Last week, China Resources Land raised 10 billion Hong Kong dollars, or $1.3 billion, by 
selling new shares. Also last week, Yuzhou Properties, a smaller developer, said it would 
raise 800 million Hong Kong dollars in a share sale. 

“The recent run-up in Chinese property developers’ share prices has made it attractive for 
developers to raise equity capital,” Franco Leung, a vice president at Moody’s in Hong 
Kong, wrote on Monday in a research note. “The proceeds will expand the companies’ 
funding channels and reduce their reliance on debt, which has been a major funding 
source for developers over the past few years.” 

Record Fall In Property Prices 

 Brings More Bad News For China's Slumping Real Estate Market 

By Duncan Hewitt @dhewittChina on March 18 2015 4:53 AM EDT 

SHANGHAI -- Property prices fell again in most major Chinese cities in February, amid 
continuing anxiety about the state of the country’s real estate sector. New house prices 
declined in 66 of 70 large- and medium-sized cities surveyed, according to China’s 
National Bureau of Statistics (NBS). Prices fell an average of 0.4 percent on the previous 

http://www.nytimes.com/2015/03/18/business/international/china-developer-gets-lifeline-amid-slump.html
http://www.nytimes.com/2015/04/01/business/dealbook/fueled-by-market-rally-in-china-gf-securities-raises-3-6-billion-in-ipo.html
http://www.ibtimes.com/reporters/duncan-hewitt
http://www.twitter.com/dhewittChina
http://news.xinhuanet.com/english/2015-03/18/c_134076769.htm
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month, ending 5.7 percent lower than a year earlier, according to Reuters. It is the biggest 
year-on-year fall since the national survey began in 2011. 

The only major cities that did not see a drop were the southern special economic zone of 
Shenzhen, where prices rose 0.2 percent, and the central industrial city of Wuhan, which 
saw no change. Prices for the secondary market also fell in 61 cities, though there were 
rises in five cities. The bureau blamed the sharp fall partly on February’s week-long 
Chinese New Year vacation, and predicted that prices would rebound this month. That 
did not stop the figures attracting widespread attention, however: one Chinese-language 
news website blared the headline: “Hangzhou house prices back to their level of five 
years ago?”  

Such headlines are a reminder of China’s obsession with real estate prices: while falling 
prices could be seen as good news for the many citizens who feel that property in the 
country’s cities has become unaffordably expensive, the slowdown in the market has also 
raised widespread anxiety. A decade-long boom in the real estate sector, until the past 
few years, led many families to invest an unusually high proportion of their savings in 
property, leaving them vulnerable to a drop in prices. 

The property sector is also thought to account for some 15 percent of China’s economic 
output, while land sales are estimated to amount to at least 40 percent of Chinese local 
governments’ revenues. The NBS also said on Wednesday that new land purchases by 
developers fell 31.7 percent year-on-year in the first two months of 2015. 

Li-gang Liu, chief economist for Greater China at ANZ Bank, said in a note on 
Wednesday that weak property sales in the first months of the year have played a part in 
dragging down consumer confidence in China. The bank’s ANZ-Roy Morgan China 
Consumer Confidence Index fell to a record low in March, he said, though almost two-
thirds of respondents still expected China’s economy to experience ‘good times’ next 
year. Liu noted that “the effect of recent monetary easing has been limited,” and said the 
government ought to take “more aggressive” measures to arrest economic slowdown. 

Nervousness over the real estate market has been fueled by several recent developments: 
two of the best-known developers in Shenzhen, the southern Chinese boomtown across 
the border from Hong Kong, are reported to be under investigation for connections to an 
official detained in anti-corruption investigations. One of them, Kaisa Group, recently 
narrowly avoided defaulting on its dollar loans, but has continued to seek concessions 
from creditors, according to the Wall Street Journal. Meanwhile, Evergrande Real Estate, 
one of China’s largest developers, headed by prominent tycoon Xu Jiayin, revealed 

http://uk.reuters.com/article/2015/03/18/uk-china-property-prices-idUKKBN0ME05920150318
http://thepaper.cn/
http://www.bloomberg.com/news/articles/2015-03-16/china-graft-probe-said-to-snare-another-developer-after-kaisa-i7b9hn94
http://http/www.wsj.com/articles/kaisa-group-holdings-proposal-says-no-haircut-for-offshore-creditors-1425823522
http://www.bloomberg.com/news/articles/2015-03-17/evergrande-gets-100-billion-yuan-credit-lines-as-sales-decline
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earlier this week that it had taken out an extra $16 billion in loans to help it cope with 
falling sales. 

With total property sales in China down 7.6 percent last year, real estate companies have 
tried a number of measures to improve sales, including discounting and Internet 
marketing. And some analysts predict the government may take further steps to boost the 
market, including lowering the down payment needed for purchases, as it seeks to 
achieve a growth target of about 7 percent for the year. 

Yet while the government has eased some restrictions in many cities, including rules 
preventing cheap housing loans for a second property, it has been unwilling to do the 
same in the biggest cities -- Shanghai, Beijing, Guangzhou and Shenzhen. One former 
adviser to China’s central bank said late last year that this was out of fear of stoking a 
further bubble in prices.  

Some analysts say the government may have hit on one possible way of helping 
developers sell inventory without creating another bubble in house prices, 
with reports that it may be planning to convert unsold properties into social housing. The 
Chinese government has promised to build a million new subsidized ‘affordable’ homes 
this year, as part of a program to construct tens of millions such units during the course of 
this decade. But so far many developers have been reluctant to participate in the plan, 
considering the profits to be too low; it remains to be seen whether the current slump in 
the market will change their minds. 

Middle-Class Dream On A Bubble? 

June 29, 2015 Doug Saunders 

Among the many ambitious but debt-burdened Chinese millennials I met this week, one 
of them, a 28-year-old air-conditioning engineer named Li Hongyan, is pretty much the 
living and breathing embodiment of the new, post-export Chinese economy: Ambitious, 
highly risky, mildly panicked, tumultuous and impossible for his authoritarian 
government to predict or manage. 

I met Mr. Li in the claustrophobia-inducing dormitory room he shares with his fiancée in 
northern Beijing, taking part in the suddenly popular Chinese activity of worrying about 
real estate. 

http://http/www.scmp.com/business/article/1740820/lunar-new-year-lull-sees-home-price-falls-spread-mainland-china
http://www.scmp.com/business/china-business/article/1679752/default-shenzhen-developer-kaisa-offers-lessons-perils-china?utm_source=edm&utm_medium=edm&utm_content=20150115&utm_campaign=scmp_today
http://uk.businessinsider.com/china-is-trying-to-reverse-a-real-estate-crash-by-turning-its-unused-properties-into-social-housing-2015-3?r=US
http://www.chinadaily.com.cn/china/2015twosession/2015-03/15/content_19814412.htm
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It has been five months since Mr. Li used years of savings to buy his (and his entire 
extended family’s) first house – a 650-square-foot apartment in a slightly worn-out 
building. 

His flat cost him the until-recently-unthinkable sum of $519,000, or 22 times his salary. 
On top of that, he borrowed most of the 40-per-cent down payment from a variety of 
friends and relatives; he, like many of China’s millennials, is leveraged up the wazoo. 

His mortgage payments on the little apartment, at 5.3-per-cent interest, are $2,400 a 
month; his salary is $2,000 a month, which should make him comfortably middle-class, 
except that he really can’t afford the property that goes with it. So he’s renting it out, but 
can only get $940 a month for it, so is still paying the largest share of his earnings to 
support a house he cannot afford to live in. He and his fiancée have given up on 
restaurant meals and vacations. 

They won’t be able to live in it for at least four years, he reckons, and only then if 
everything keeps growing – until then, they live in a tiny room, not much bigger than its 
double bed, in a workers’ dormitory, sharing a kitchen and bathroom with 10 other 
people. 

“This is going to be a tough few years,” he says. “But, you know, I am constantly going 
over this decision in my head, and it still feels like a really good investment in my future. 
It does cause me a lot of worry, though – I think about it in the middle of the night.” 

This is the new Chinese dream of secure membership in the middle class – a real-estate-
driven wave of upward mobility that began in 2008, when Beijing opened up the 
mortgage-loan market to ordinary people in an effort to wean the economy off cheap 
exports and build a consumer-driven internal economy. 

The last few months have seen that dream turn uneasy as China’s economy has gone flat: 
For the first time in many years, it isn’t growing at double-digit rates, and analysts say it 
is the overcooked real-estate market that is stalling the whole economy. China’s 
economic fate is no longer largely dependent on Western consumers buying its export 
products and China financing their debt: It is now the Chinese themselves whose mass 
decisions determine their economic fate. 

It is the second great shift that China has undergone in the last 30 years: The first saw Mr. 
Li’s parents and their generation, by the hundreds of millions, move out of peasant 
farming and into factory work. That was a huge, carefully managed shift out of poverty. 
But the urban children of that generation have found themselves stuck in an awkward 
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place, well above poverty but unable to have the economic security of middle-class 
homeowners in other countries – even if, like Mr. Li, they have an elite professional 
degree. 

The Communist Party of China seems to have discovered that an emerging middle-class 
debt-and-consumerism market is a lot harder to manage than a manufacturing-plant 
economy. The state-controlled Chinese banks finance their mortgage lending with the 
enormous household savings of Mr. Li’s parents’ generation – who still save, rather than 
spend, because the Chinese state offers few health or retirement protections. The banks 
hold a lot of questionable debt which, if the economy stalls for much longer, could 
provoke a larger crisis. 

And much of the real-estate boom is on an awkward foundation: Millions of empty 
apartments fill the smaller cities, built not by market forces but by state planning; 
analysts say it will be four years before they are all occupied. Meanwhile, Beijing and 
Shanghai housing is inflated beyond the means of even well-paid professionals. 

Mr. Li figures he’s safe: He’s with a state-run company, so his salary is bound to go up. 
But, he admits, he’s very anxious these days. And he’s not alone: An entire generation 
has gambled their future on the belief that their salaries, their property prices and their 
country’s economy will keep on growing. 

July Investment Slows, Sales Improve  

BEIJING | BY XIAOYI SHAO AND KOH GUI QING  Markets | Wed Aug 12, 2015 2:44am EDT  FRetures 

China's real estate investment growth continued to slow in the first seven months of 2015 
due to weak new construction, but property sales and housing investment improved, 
indicating a mixed recovery in the struggling property market. 

Property investment, a main driver of the economy, grew 4.3 percent in the January to 
July period from a year earlier, the slowest rate since the March quarter of 2009, data 
from the National Bureau of Statistics(NBS)showed on Wednesday. 

Wednesday's weak property investment data is a bad omen for China's economic growth, 
which has stalled as low overseas demand cut into exports and industrial production, 
prompting the People's Bank of China to devalue the yuan on Tuesday. 

A year-long slump in the housing market has dragged on the economy, which is widely 
expected to post its worst performance in a quarter of a century this year. 

http://www.reuters.com/finance/markets
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Weak property investment is expected to continue this year as a huge overhang of unsold 
houses deters developers from starting new construction, analysts said. 

"There are no obvious recovering signs in the land market and new construction, 
especially in second- and third-tier cities. So investment will keep its single-digit growth 
rate for a period of time," said Jeffrey Gao, head of China Property Research at Nomura 
in Hong Kong. 

New construction fell 16.8 percent during the January to July period from a year ago, 
worsening from a 15.8 percent annual drop in the first half, the NBS data showed. 

SALES IMPROVING  

Property sales picked up again after a barrage of government support measures. The 
official data showed the total floor space sold in the first seven months rose 6.1 percent 
during the January-July period, up from a 3.9 percent increase in January to June. 

There was good news in quickening pace of housing investment, which increased 3.0 
percent in the January to July period from a year ago, faster than a 2.8 annual growth in 
the first half, the NBS data showed. 

That rise marked the first increase in investment growth since December 2013. Housing 
investment accounted for 67.3 percent of China's total property investment.  

"The recovery of housing investment growth will fuel the growth of total property 
investment in coming months," Li Jiao, senior statistician at NBS, said in a statement 
accompanying the data. 

China's top economic planner said on Monday that the property market was likely to 
continue to improve in the second half of this year, a good sign for the economy. 

Beijing has rolled out a series of measures since September to make it easier for people to 
buy second homes, and four cuts to benchmark interest rates since November have also 
helped to bolster market sentiment. 

(Reporting by Xiaoyi Shao; Editing by Eric Meijer) 

3rd Monthly Rise in New Home Prices 

Nyshka Chandran | @NyshkaC  

Monday, 17 Aug 2015 | 9:30 PM ETCNBC.com 

http://www.cnbc.com/nyshka-chandran/
http://twitter.com/@NyshkaC
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China's all-important property sector may be finally bottoming out after a year-long 
slump, with official data on Tuesday showing monthly home prices climbed for a third 
straight month in July.  

Nationwide new home prices rose 0.3 percent on month in July, versus a 0.4 percent gain 
in June and May's 0.2 percent rise. On an annual basis, July prices fell 3.7 percent, 
compared to the previous month's 4.9 percent slide, indicating the market could be in the 
nascent stage of a recovery.  

The nationwide house price index is a weighted average calculated by Reuters, based on 
data from China's National Bureau of Statistics.  

Once red hot, real estate prices dropped sharply from April 2014 to May 2015 amid 
oversupply and cooling demand, helping push economic growth to a six-year low in the 
first three months of the year. The home-building sector, including related industries such 
as steel and cement, contributes 25-30 percent to gross domestic product (GDP).  

China has a two-speed real-estate market, where home demand in first-tier cities like 
Beijing, Shanghai and Shenzhen is recovering, while high inventory levels plague lower-
tier cities. But as monetary stimulus kicks in, the overall market is showing signs of life 
again.  

China's central bank has cut interest rates four times since late last year, on top of 
measures including reserve requirement cuts for banks, lower down-payment levels and 
bigger tax break for home buyers. More fiscal and monetary policies are widely expected 
in order to fend off a renewed slowdown.  

But analysts remain cautious. 

Structurally, the market is still going down due to supply-demand differences between 
big and small cities but government policies have helped the market bottom out in the 
near-term, Du Jinsong, head of Asia property Research at Credit Suisse, told CNBC on 
Tuesday.  

"Going forward, how many more rate cuts can we have? In cities like Shenzhen and 
Shanghai, banks are tightening mortgage lending because home prices surged a lot, and 
we also have new housing purchase restrictions," said Edison Bian, head of China 
property at UOB Kay Hian, referring to home purchase restriction (HPR) measures in 
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Beijing announced on Friday that require residents to have three years of local working 
experience before buying a second home in the Tongzhou district.  

Bracing for a weaker yuan 

A landmark decision to devalue the renminbi triggered initial capital flights out of 
Chinese property, but that trend is unlikely to last in the long-term.  

The People's Bank of China (PBoC) devalued its currency by 1.9 percent against the 
greenback on August 11, sparking fears of excessive yuan declines. A free-falling 
currency typically sends worried investors rushing to park their money into offshore 
property hubs such as the U.S. and Australia.  

But following the central bank's re-assurance last week that it won't allow dramatic 
depreciation, experts say a weaker yuan may not have a big impact on the property 
market.  

Rick Sharga, executive vice president at real estate sales service Auction.com, told 
CNBC on Friday that while Chinese purchases of U.S. real estate did initially spike 
following the devaluation announcement, he did not expect it to continue unless the yuan 
significantly depreciated further.  

"A number of empirical market studies suggest that local currency depreciation against 
the major international currencies, such as the U.S. dollar and British pound does not 
necessarily lead to a downturn in the real estate market," Colliers International said in a 
report on Monday, referring to historical examples in Japan and Australia.  

Moreover, currency depreciation won't alter the market's fundamental issue of 
oversupply, Colliers added.  

But it's a different story for property developers.  A large portion of the U.S. dollar debt 
outstanding in China's private business sector has been issued by real estate companies 
and property developers, Credit Suisse noted in a recent report. "The principle payment 
on this debt has just increase by 3-4 percent and may be a headwind for real-estate 
projects."   Indeed, the renminbi's devaluation adds pressure to developers' projects, as 
well as their U.S. dollar denominated borrowings: they have to pay more renminbi to 
cover for higher financing costs, Bian of UOB Kay Hian noted.  

http://data.cnbc.com/quotes/CNY00H%3D
http://www.cnbc.com/2015/08/12/china-central-bank-holds-press-conference.html
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On the bright side, the pain may be short-lived.  "I believe the devaluation will likely be a 
short-term issue for developers. For example, China Vanke has 20 percent of dollar-
denominated debt, so the yuan devaluation could cut Vanke's earnings by 5 percent, but 
that will be a one-off," Dennis Yao, property and healthcare sector analyst at GF 
Securities Hong Kong Brokerage, told CNBC on Friday.  

On Sunday, Vanke—the mainland's largest property developer—reported a 0.8 percent 
rise in net profit for the January-June period.   "But in the absolute worst scenario, further 
currency depreciation could cut earnings of developers by 20-30 percent," Yao warned.  

Nyshka ChandranAssociate Producer, CNBC Asia-Pacific 

August 2015 Home Prices 

August home prices +0.3 pct m/m, -2.3 pct y/y 

* New home prices rose m/m in 35 cities versus 31 in July 

* Supply glut seen capping gains in many cities 

* Rebound in new housing starts, investment needed for recovery (Adds national year-
on-year figure, buyer quotes) 

By Xiaoyi Shao and Nicholas Heath 

BEIJING, Sept 18 (Reuters) - Home prices in China rose for a fourth consecutive month 
in August, offering hope that the ailing property sector is becoming less of a drag on the 
slowing economy. 

But analysts do not expect a full-blown turnaround any time soon, as a huge overhang of 
unsold homes discourages new construction and investment in all but the biggest cities. 

Average new home prices inched up 0.3 percent in August from previous month, 
according to Reuters calculations based on data released by the National 
Statistics Bureau (NBS) on Friday, the same pace as in July. 

Price gains were recorded in 35 of the 70 cities the NBS surveyed, up from 31 in 
the previous month. 

The NBS said that, on a nationwide basis, prices rose 1.7 percent year-on-year 
in August, marking the first increase since September 2014. A Reuters 

http://data.cnbc.com/quotes/Z2-CN
http://www.cnbc.com/nyshka-chandran/
http://www.reuters.com/places/china
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calculation, based on the bureau's data, showed prices were still down 2.3 
percent from a year ago. 

The property sector accounts for 15 percent of China's gross domestic product, 
so even modest signs of improvement would relieve some pressure on the 
economy, which is expected to expand at its slowest pace in a quarter of a 
century this year. 

But economists at Standard Chartered say sentiment in the property market is 
still fragile, and believe it remains one of the biggest headwinds for the economy, 
especially as growth in other areas slows. 

A StanChart survey of 30 non-listed developers in medium-sized cities such as 
Hangzhou in July found that inventories are being worked off only slowly, 
construction activity remains weak and access to financing is becoming more 
difficult despite lower funding costs. 

"Our surveyed developers expected further policy loosening in the second half of 
2015," StanChart said. 

Indeed, China relaxed its housing investment rules for the second time in two 
weeks on Sept. 1 by slashing the downpayment level for some second-home 
buyers. Days earlier, it loosened rules for foreigners to buy real estate. 

INVESTMENT RECOVERY IS KEY 

While home sales and prices have picked up, growth in China's property 
investment in the first eight months of the year slowed to 3.5 percent from a year 
earlier, the lowest since early 2009, while new construction starts plunged by 
nearly 17 percent, depressing demand for materials from cement to steel. 

Moreover, price trends are uneven across the country, with those in smaller cities 
such as the northeastern city of Dandong continuing to fall, albeit at a milder 
pace. Since economists believe much of the inventory overhang is in second- 
and third-tier cities, that weakness is expected to persist. 

The biggest "first-tier" cities fared better, with Shenzhen being the top performer 
with a rise of 5.1 percent on the month and 31.3 percent from a year earlier. 

"Getting bank loans is still easy," said a Shenzhen retiree who gave her surname 
as Zou, adding she had bought two new apartments recently. 

http://www.reuters.com/finance/markets
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"Many people bought new flats because they thought the stock market has 
peaked, so they took profits from the stock market to buy property," she said. 
China's stock markets have plunged some 40 percent since mid-June. 

Home prices in Beijing rose 1.1 percent from July and 3.0 percent from a year 
earlier, while those in Shanghai rose 1.3 percent and 5.6 percent, respectively. 

A string of downbeat activity data combined with wild price swings in the stock 
markets and a surprise currency devaluation in August have fuelled fears that the 
Chinese economy may be slowing more sharply than was expected earlier, 
putting Beijing's 2015 growth target of 7 percent at risk. 

Some economists believe current growth levels are already much weaker than 
official data suggest. 

 

Barron’s 

Shuli Ren September 5, 2015 

For years, Hong Kong made money by selling goods to China’s wide-eyed middle class 
and arranging financing for Beijing’s projects. But as China devalues the yuan, and the 
Federal Reserve looks to raise rates, the island city is in a bind. One result could be that 
residential property prices fall sharply over the next year.  

Since China devalued the yuan three weeks ago, there has been speculation that Hong 
Kong will abandon its dollar peg. Last week, for the first time since April, the Hong 
Kong Monetary Authority intervened in the currency markets, buying more than US$3.5 
billion in two days, as its own currency, the Hong Kong dollar, hit the 7.75 upper band of 
the peg. Investors rushed to sell yuan and move into the more stable Hong Kong dollar.  

However, a stronger HK dollar deters mainland shoppers, the island’s big growth engine. 
From 2009 through 2013, Hong Kong’s retail sales rose at a brisk 11.3% per annum, far 
outpacing its overall 2.8% economic gain. But starting a year ago, many Chinese opted 
for shopping destinations such as Korea and Japan, where the yuan went further. In 
July—even before the yuan was devalued—retail sales fell 2.8%. The number of Chinese 
visitors to Hong Kong has slumped 10% from the total a year ago. Last week, U.S. 
handbag brand Coach closed the store that had been its Hong Kong flagship.  

DE-PEGGING MIGHT HELP RETAILERS, but it wouldn’t be a wise thing to do. 
Trade, of everything from raw materials to consumer electronics, is still the largest piece 

http://online.barrons.com/public/search/results.html?KEYWORDS=%22SHULI%20REN%22&ARTICLESEARCHQUERY_PARSER=bylineOR
http://quotes.barrons.com/COH
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of the pie, accounting for 19% of the goods and services that Hong Kong generates, 
versus retail’s 4.5%. A simple peg trims traders’ exchange-rate risk—“a considerable 
advantage” for a small, open economy, says Capital Economics’ Chang Liu. Financial 
services generate 15% of total value-add, and this sector benefits from a firm Hong Kong 
dollar in a volatile time. 

Global trade is barely expanding, while Hong Kong’s financial center is alarmingly quiet 
after China’s stock market rout. The benchmark MSCI China index, which tracks Hong 
Kong-listed mainland stocks, fetches just eight times earnings, 30% below its historical 
average. And average daily turnover on the Hong Kong Stock Exchange fell from 
HK$164 billion (US$21 billion) in the second quarter to under HK$100 billion in August. 

Over the past six years, hot money and low interest rates have pushed property prices 
75% above the previous peak, hit in 1997. A 540-square-foot apartment now is quoted at 
$780,000. That makes analysts worry that residential property prices are vulnerable, 
particularly because debt is so high. Private nonfinancial sector debt now exceeds 180% 
of the city’s gross domestic product, about 60 percentage points above 1997’s level.  

A UBS analysis finds Hong Kong’s property sector responds more to the city’s economic 
growth than to mortgage rates. If GDP contracts 2% next year, UBS estimates, residential 
property prices could fall 16%. Economists polled by Bloomberg expect Hong Kong to 
grow by 3% next year, in line with 2014’s 2.5%, but that might be too bullish. The poll 
also showed that the consensus forecast is for China’s economy to expand by 6.9% this 
year and 6.7% in 2016. However, Citigroup’s top economist, Willem Buiter, thinks the 
real growth rate is “something closer to 4.5% or less.” And of all Asian economies, Hong 
Kong is the most exposed to China’s slowdown.  

Green shoots in property market 

FTL Gabriel Wildau in Shanghai July 2, 2015 8:21 am 

Chinese housing prices rose at their fastest monthly pace in 18 months, a private survey 
showed on Thursday, the latest sign that the country's property market, a key growth 
driver, is recovering from a year-long slump. 

The slumping property market is a major reason growth in China’s economy slowed to 
a six-year low in the fourth quarter. Economists estimate that building, sale and outfitting 
of apartments accounts for about a quarter of the country’s gross domestic product. 

http://www.ft.com/cms/s/0/582bc22e-f4ba-11e4-8a42-00144feab7de.html
http://www.ft.com/intl/global-economy/china
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Average home prices rose 0.56 per cent in June from a month earlier, data from the China 
Index Academy’s survey of 100 cities show, up from a 0.45 per cent gain in May and the 
fastest growth since January 2014. In spite of the new figures, however, analysts expect 
the market to recover only gradually. 

“A nationwide property market recovery will remain a prolonged and strenuous process, 
dragged by large inventory overhangs in second and third-tier cities,” Australia and New 
Zealand Banking Group analysts led by Liu Li-Gang wrote in a note. 

The central bank has slashed benchmark interest rates four times since November, 
helping to lower mortgage costs. The People’s Bank of China has also cut the amount of 
cash that commercial banks must hold in reserve at the central bank, increasing liquidity 
in the financial system. 

ANZ estimates that a 1 percentage point increase in property prices translates to 0.2 
percentage points of GDP growth. 

Analysts also say that some investors are now taking profits from the Chinese stock 
market — which hit a seven-year high on June 12 but has tumbled more than 20 per cent 
in the past two weeks — and investing them into property, which looks more fairly 
valued after a year of falling prices. 

 

http://www.ft.com/intl/cms/s/0/6e9af244-1cbc-11e5-aa5a-398b2169cf79.html#axzz3eWdRK9TZ
http://www.ft.com/intl/cms/s/0/f6306aca-1fca-11e5-aa5a-398b2169cf79.html
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Local governments have also taken measures to stimulate the housing market. Xi’an, in 
central China, recently allowed non-native homebuyers who purchase flats larger than 90 
sq m to obtain a residence permit for the city, which comes with social welfare benefits. 

The price recovery matches official data showing that new residential property sales were 
up 13 per cent annually in floor-area terms in May, the second month of gains after 13 
straight months of falling sales. 

The central bank’s first-quarter household survey showed that 14.7 per cent of residents 
said they planned to buy a home in the next three months, up from 13.8 per cent in the 
previous quarter. 

Rating agency Moody’s upgraded its outlook for China’s property sector on June 1 to 
stable from negative. 

Official data still showed monthly price declines for newly built residential apartments in 
May but the decline narrowed to 0.1 per cent, according to FT analysis of the figures. 
Official property price data for June is due out July 18. 

 

24 Aug 2015 1:00 AM GMT/UTC 

 Developers 

The message was simple if logically inconsistent — China’s exchange rate would now be 
decided by the market but the People’s Bank of China had the power and the resources to 
make sure the currency trades at whatever level China’s leaders feel is appropriate, without 
any messy volatility. “We need to believe in the market, respect the market, fear the market 
and adapt to the market,” said PBoC deputy governor Yi Gang. “But we also can’t forget 
that the government must play a more important role.” 

In the week since it has become clear that the central bank will intervene whenever it wants 
to make sure the currency continues to trade in a tight band around the US dollar.  

But many global investors are asking why Beijing decided to move now and what it hoped 
to achieve. People familiar with Chinese bureaucracy say the devaluation was a classic 
reformist move by the PBoC, which has been trying for years to move to a more freely 
tradable currency. That would remove some of the distortions in the economy and allow 
Beijing to run a more independent monetary policy. But this is opposed by several 

http://www.ft.com/cms/s/3/1b31b3d0-1056-11e5-ad5a-00144feabdc0.html
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agencies, such as the commerce ministry, which represents the interests of exporters. 

In selling this move to Beijing’s leaders, the PBoC dressed it up as a devaluation that 
would help exporters and sold it as being in the national interest. But to the outside world, 
it has tried to portray the move as a market-based reform on the road to a more freely 
traded exchange rate. 

“The [central bank] has orchestrated a clever combination of a move to weaken the 
renminbi with a shift to a more market-determined exchange rate, blunting foreign 
criticism of the renminbi devaluation,” says Eswar Prasad, the former IMF China head. 
The coming months will reveal whether devaluation or market forces were the more 
powerful motivation for the move. 

Favor Onshore Debt 2H15 

Link to Fitch Ratings' Report: Chinese Property Onshore Bond Issuance 

Fitch Ratings-Shanghai-23 August 2015: 

 Fitch says in special report Chinese property developers' issuance in onshore bond market 
will continue to increase in 2H15, regulations and market conditions permitting, while 
offshore high-yield Chinese property bond issuance is likely to contract further in the short 
term.  
 
Issuance of onshore corporate bonds by Chinese developers reached a record CNY73.8bn 
by the end-1H15 since regulators reopened the domestic bond markets to the property 
sector in mid-2014, while that of offshore Chinese real-estate bonds has shrunk for three 
straight half-year periods to reach USD7.2bn.  
 
Lower-rated Chinese property developers, especially those in the 'B' rating category on 
int’l rating scale, reap biggest cost advantage from issuing debt in domestic bond market 
and may be more active in China's onshore bond market in 2H15 as they tap the abundance 
of idle liquidity. The cost gap between onshore and offshore markets could widen further if 
the US Federal Reserve raises its benchmark rates towards end-2015.  
 
However, China's corporate bond market is at an early stage of development; its depth and 
track record has yet to become comparable to that of the offshore market and the risk of 
regulatory interventions is higher. The full report, titled "Chinese Property Onshore Bond 
Issuance: Would Better Terms at Home Lure High Yield Developers from Offshore 
Market?" is available on www.fitchratings.com or by clicking on the link in this media 

https://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=869740
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release. 

Land Sales Cast Shadow  

5:20 am HKT Sep 18, 2015 Reuters 

China watchers were cheered this week when new economic data showing housing sales 
are continuing to rise.  But those who watch the vital sector closely look at another statistic: 
sales of land by local government to property developers.  Sluggish numbers there suggest 
the cheering may be premature. 

China’s housing market remains a major driver of growth in the world’s second-largest 
economy, though policymakers have been attempting to restructure the economy to make it 
less reliant on investment and more on domestic consumption. A sluggish property market 
is one reason China’s economic growth – already targeted by the government to come in at 
its lowest level in 25 years – could end up lower still. 

Lately housing sales have shown signs that the market is coming out of its funk. Housing 
sales in the first eight months of this year rose 8% to 616,494 square meters, and in August 
alone they rose 15.3% from a year earlier. 

But land sales haven’t followed. The volume of land sales nationwide fell 32.1% to 141.1 
million square meters in the first eight months this year, according to the latest data issued 
by the National Bureau of Statistics. In August alone, land transaction volume was down 
32% from a year earlier. 

“In August, many cities released land for sale, but it became local governments’ one-man 
show as many sites went unsold during auctions,” said property consultancy China Real 
Estate Information Corp in a note.  Taking a cue from weak land sales, construction starts 
should decline for three straight years from 2014 to 2016, said Citi Research analysts Oscar 
Choi and Marco Sze in a report. 

Land sales are buoyant in major cities such as Shanghai and Beijing. Earlier this month in 
Beijing, property developers paid prices that averaged more than 50,000 yuan per square 
meter for four plots of land outside the Fourth Ring Road, meaning they are at a significant 
distance from the city center and marquee commercial areas like the Central Business 
District. According to data from SouFun Holdings, the average price of residential Beijing 
land that changed hands in August was 30,201 yuan per square meter. 

Appetite pales considerably in less-developed cities known as third and fourth tier cities. 
Such cities account for more than 60% of the country’s property market. 

http://www.wsj.com/articles/china-cuts-2014-economic-growth-to-7-3-from-7-4-1441593730
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Apart from high inventories, another factor holding developers back is the absence of a 
meaningful drop in land prices. 

In Huizhou, a third-tier city in southern China’s Guangdong province, at least four plots of 
residential land in the Huicheng district have failed to sell in three auctions in the past two 
years. Local officials kept the reserve prices for the four plots of land at a total of 316.5 
million yuan during the last two auctions held last month and in December 2014. 

The recent reserve price is also an increase from the 270.1 million yuan reserve price 
recorded during the first auction in October 2013, according to the website of the local land 
bureau. Local officials didn’t respond to requests for comment. 

–Esther Fung. Follow her on Twitter @estherfung. 

Sign up for CRT’s daily newsletter to get the latest headlines by email. 
 
For the latest news and analysis,  

Architecture Firms Dial Back  

Reuters  There is a cloud shrouding prospects for architects in China. 

After a boom in construction and investment in real estate projects in recent years, work is 
drying up amid a slowdown in the world’s second largest economy. Property developers 
are cutting back on new projects, and with construction starts down 16% in the first half 
this year from a year ago, many firms are cutting salaries or letting staff go. 

In late June, Aedas, the fifth-largest architecture firm in the world, sent a memo to its staff 
in Hong Kong informing them there would be pay cuts ranging from 5% to 20% starting 
July 1, according to a copy of the notice seen by China Real Time. A total of 275 people 
out of 627 of its staff in the Hong Kong office were affected by the pay reductions, while 
five directors in mainland China received a pay cut of 10%, the firm said in response to 
queries. 

This follows a move in February to lay off 24 out of 281 staff in its offices in Beijing, 
Shanghai and Chengdu. 

“Aedas’ workload has reduced and in these challenging times we need to adjust our costs 
to suit our current workload and the prospects for new work in this difficult market,” said 
the staff notice. “This is a very tough decision to make.” 

“We are adjusting to a slower pace of urbanization in China with a recovery of the 

https://twitter.com/estherfung
http://online.wsj.com/public/page/email-setup.html?sub=china_real_time
http://blogs.wsj.com/chinarealtime/2015/01/13/in-a-record-year-for-skyscrapers-china-is-miles-above-everyone-else/
http://www.wsj.com/articles/china-economy-sputters-into-second-half-of-year-1439115382
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American and Middle East markets,” Keith Griffiths, chairman of Aedas, told China Real 
Time. “We took this move avoid (further) layoffs.” 

Elsewhere, other design firms have retrenched staff as local governments cut back on urban 
projects and property developers halt projects and delay payments. Architects interviewed 
said that fees industry-wide are at least 25% lower compared to a year ago, adding to the 
stifling pressure. 

Shanghai-based architect Teddy Hu shrunk his office of ten people to five a few months 
ago as property projects slowed to a trickle. Mr. Hu, who specializes in urban planning, 
once counted several cities in Northeast China where he had clients. But he is now looking 
to China’s coastal Fujian province, which is more prosperous, for opportunities. 

“After Chinese New Year, when I realized things weren’t turning around, I had to let (my 
employees) go,” said Mr. Hu, who started his own architectural practice in 2013. “Looking 
back, the timing of starting my own practice wasn’t good. I was an idealist, but I have a 
more realistic mindset now.” 

 

 

Architects had been banking on a rebound in the property development sector after a slump 
in sales and prices last year. Home prices and sales started to pick up in major cities in the 
second quarter. But builders are more cautious about starting new construction due to 
increased wariness of vanity projects amid a corruption crackdown as well as a supply glut 

http://www.wsj.com/articles/china-housing-market-shows-signs-of-life-1431509457
http://blogs.wsj.com/chinarealtime/2015/07/22/chinas-latest-ground-zero-for-property-glut-shenyang/
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of both residential and commercial buildings. 

The unregulated payments structure in China is also hurting architects, who describe 
delayed payments as an industry norm. “We have to go a lot further between payments, 
which puts us at greater risk as developers have further leverage over us,” said another 
architect at a U.S.-based firm, who declined to be named because he wasn’t allowed to 
speak to the press. “We haven’t pulled the trigger on salary reductions across the board, but 
it will be soon,” added the architect, who has a say in recommending such moves. 

As the nation-wide building fever took off in 2010, architecture firms in China began 
expanding their offices, some of which boast open spaces, exposed pipes and ducts and 
other industrial elements. Now, as firms shrink, many are looking to share office space for 
cost-savings and corporate image reasons. 

Tjerk Reijenga, the Dutch founder of Bear-ID Sustainable Urban Planners and Architects, 
said he had been approached by another larger architecture firm in Shanghai to occupy part 
of its premises after several layoffs left desks empty. 

“It doesn’t look good when clients pop by,” said Mr. Reijenga, who has been based in 
Shanghai for the past eight years and currently rents a small office for a staff of five. 

As fees for building designs dwindle, younger architects are also tempering their 
ambitions. 

When times were good, Mr. Reijenga said, it was hard to attract architecture graduates 
from Tongji University’s well-regarded architecture and urban planning program. But this 
year he had been surprised by the caliber of applicants when he advertised an opening two 
months ago. 

“Salary expectations are more reasonable,” he said. 

–Esther Fung. Follow her on Twitter @estherfung. 

Rising Home Prices Won’t Help Developers 

By Shuli Ren 

China’s residential property market seems to be getting better. 

In August, home prices rose in half of the 70 cities surveyed by the government, compared 
with 31 in July.  Sales momentum has kept up this month. Deutsche Bank talked to 18 
listed developers about their sales performance. According to analysts Tony Tsang and Foo 

https://twitter.com/estherfung
http://www.bloomberg.com/news/articles/2015-09-18/china-home-price-growth-widens-to-more-cities-amid-eased-credit
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Leung, in the first two weeks of September, “contracted sales momentum so far has been 
mostly stable. No meaningful pick-up vs. Aug has been seen yet, but then no significant 
slowdown was experienced” either. 

And yet today’s stock price reaction is fairly muted. The Shanghai real estate developers’ 
index rose only 0.6%.  Since April, property sales have shown strong sequential and year-
on-year improvements, but why haven’t property developers’ stock prices picked up? 

Investors and developers alike are worried about their profitability, pointed out the 
Deutsche analysts.  The profitability of Chinese developers has been on the decline since 
2010, mainly because of surging land prices. Recently, developers have not increased their 
new land purchases and new starts even as the industry was looking better. 

Fast increases in land costs, as well as surging borrowing costs (because many developers 
are already heavily leveraged), are going to cripple their profitability down the road, even 
if the end demand picks up.  Therefore, Deutsche Bank only recommends real estate 
developers with stable margins. It likes blue chips such as China Overseas Land & 
Investment (688.Hong Kong) and China Resources Land (1109.Hong Kong).  This 
morning, Longfor Properties (960.Hong Kong) rose 2.7%, Guangzhou R&F (2777.Hong 
Kong) gained 2.4%, Shimao Property (813.Hong Kong) was up 2.1%. 

New Projects 

(Xinhua)Updated: 2015-06-11 11:15 

BEIJING -- China's top economic planner announced Wednesday it has approved 
feasibility reports on seven new infrastructure projects, a sign of quickened fiscal spending 
to spur slowing growth. The projects, including railways and airports, have combined 
investment of over 120 billion yuan ($19.7 billion), according to the website of the 
National Development and Reform Commission (NDRC).  

The four airport projects are in the provinces of Hainan, Heilongjiang, and Xinjiang Uygur 
autonomous region. One railway project is planned in Guangxi Zhuang autonomous region, 
and another will link Shangqiu-Hefei-Hangzhou.   The NDRC also approved an experiment 
base for China Academy of Civil Aviation Science and Technology Center for Aviation 
Safety Technology. The projects will be funded by the central budget, local fiscal funds, 
and bank loans, according to the NDRC.  

The government is looking to boost infrastructure investment to support faltering growth. 
Earlier this year, railway construction was upgraded, including the raising of planned 
fixed-asset investment to 800 billion yuan, putting 7,000 km of new railways into operation 

http://quotes.barrons.com/HK/688
http://quotes.barrons.com/HK/1109
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and kicking off 64 new railway projects. Economic growth slowed to 7 percent in the first 
quarter this year, down from 7.3 percent the previous quarter, fuelling speculation that 
further policy easing measures are on the horizon.  

Infrastructure  

Cambodia 

The push and pull of China’s orbit 

A rush to invest in Cambodia’s infrastructure is part of a larger quest to expand regional 
influence 

Story by Simon Denyer  

Photos by Paula Bronstein  

Graphics by Gene Thorp  

Video by Jason Aldag  

Published on September 5, 2015 

In Phluk, Cambodia 

The thump of jackhammers and the whine of drills pierce the air, workmen in orange safety 
hats beaver away, and a massive concrete wall rises slowly above the river. 

Here, in lush northeastern Cambodia, the $800 million Lower Sesan 2 Dam stands as a 
potent symbol of China’s growing reach, and Beijing’s ambitious plans to expand its 
influence throughout Asia by building desperately needed infrastructure. 

CHINA'S BACK YARD: This is part of an occasional series examining China’s efforts to 
win friends and clients in Asia and to assert a more dominant role across the continent. 

Above: A boatman motors along the Sesan River at sunset close to the fishing village of 
Phluk in northeastern Cambodia, near the site of the hydroelectric dam that is under 
construction. 

Nearly 5,000 people are likely to be evicted from their villages when the dam’s reservoir 
fills, and almost 40,000 living along the banks of the Sesan and Srepok rivers stand to lose 
most of the fish they rely on for food, yet this dam project is part of a much larger Chinese 

http://www.washingtonpost.com/people/simon-denyer
http://www.washingtonpost.com/people/gene-thorp
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ambition. Chinese President Xi Jinping is making a bold move, billed as the great 
rejuvenation of the Chinese nation, to restore what he sees as Beijing’s historic place at the 
center of Asia. 

A Chinese dam rises in Cambodia 

  

 

 

Play Video  

China is the major underwriter of an $800 million dollar hydro-electric dam being built in 
rural Cambodia. But the project threatens a way of life for villagers along the Srepak and 
Sesan rivers. (Jason Aldag)  
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This is a new assertive China, with a grand strategic vision to match its still considerable 
economic might, countering President Obama’s foreign policy “rebalance” toward Asia 
with hundreds of billions of dollars of new investment of its own in its neighbors. Even as 
Xi arrives in the United States for a historic visit later this month, keen to be seen as 
Obama’s equal on the world stage, he is working behind the scenes to surpass the United 
States as Asia’s regional power. 

Nowhere is this more apparent than in Cambodia, a country that has found itself drawn into 
China’s orbit and lured away from the West with the promise of billions of dollars of easy 
money, offered with no strings attached, often in the blink of an eye, for roads, bridges and 
dams. 

“Without infrastructure, you can’t revive,” said Commerce Minister Sun Chanthol, in an 
interview. “We have been blamed for always going to China, but it is because we need 
infrastructure fast and quick, nothing more than that. Are there any conditions put on 
Cambodia by China? I can tell you, absolutely nothing. No conditions at all.” 

Xi says he wants to restore ancient trading routes, to create a new “Maritime Silk Road” 
through the seas of southern Asia and a new “Silk Road Economic Belt” across the deserts 
and mountains of Central Asia. The new Asian Infrastructure Investment Bank, based in 
Beijing, and a $40 billion Silk Road fund will provide some of the money. China sees 
opportunity in Asia much the way the United States once saw — and grasped — 
opportunities in Latin America. Beijing’s plans are already unfolding across the region, 
with China simultaneously making new friends, and new enemies, as it spreads its wings. 
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Chanos 

Best way to be short China 

is not to be short China. 

"We are not and have not been short the Shanghai index," Chanos said. In fact, Kynikos 
is long Shanghai A-share ETFs to hedge its portfolio.  Instead of shorting Shanghai and 
Shenzen, Chanos looks at industries and asset classes that will be affected by a Chinese 
slowdown — like the mining sector and commodities. He also looks at the country's 
neighbors and trading partners. "People who have been making money in China are doing 
it from the first and second derivatives," he said. "Shanghai is fun to watch but it doesn't 
really tell you, a) about what's going in China or b) where the big money is." 

Aug. 31, 2015, 11:07 AM  

Now — with a recent currency devaluation, flailing stock market indexes, debt at 280% 
of gross domestic product, and manufacturing data flashing 2009 numbers — it looks as 
if his China call was a prescient one.  But the story's not over. Even as more investors 
come around to Chanos' way of thinking, there are things he still thinks the world doesn't 
understand about China. He shared five of them with Business Insider. 

GDP for politics 

, not economics." 

China has consistently hit its GDP growth target even though key sector indexes have 
been lagging for over a year.  "Eighty to ninety percent of the financial community is 
looking at this number," Chanos said, "and it's meaningless." What it can tell you, 
Chanos said, is that China isn't really reforming its economy. It is not transitioning from 
an investment-based economy to a consumption-based economy as leaders have 
promised. Fixed-asset investment was 48% in 2010 when Chanos started looking at the 
economy. It's now down to 46%.  Those numbers, he said, "still drive everything." 

It's all about the debt. 

(Not the Equity) 

The Chinese stock market is dominating the headlines, but Chanos thinks the real story is 
the country's debt-to-GDP ratio. "Chinese debt growth has been two to three times 
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nominal GDP growth every year," he told Business Insider. "This is problematic because 
we go into this year with debt three times GDP. If you do the math, and even if the 
country's GDP is growing at 5%, and debt is growing at 10%, in another six years we're 
going to be at 400% debt to GDP." 

Trade &  Currency Flows 

 are becoming important again." 

Many analysts took China's recent currency devaluation as a sign that it wants to boost 
exports. Chanos agrees. The country will have to use its foreign-exchange reserves to 
keep the yuan at an optimal rate to make its exports attractive. 

"When the Chinese make an initial policy announcement, pay attention to it, it's usually 
the first step," he said. This is likely not the last we'll hear of the government intervening 
to devalue the yuan. As a result, capital flight has become a concern for observers.  By 
Kynikos' calculations, China's exports started to slow down markedly in the middle of 
this year.  "We're also watching things like shipping rates, which have collapsed, and 
trade flow numbers where we can get them," he said. 

Ignore politics at your own risk. 

"What we know about Xi's regime is that it's a bit different from the old ... regimes," 
Chanos told Business Insider.  "Even in the realm of business and finance there are signs 
you have to be aware of that you wouldn't have to in the West." Take the country's 
ongoing anti-corruption drive for example. When an executive is under investigation, the 
executive's company will start to trade lower. 

Macau serves as an example as well. The gambling mecca has been absolutely pummeled 
by the government's crackdown on gambling. The writing for that was on the wall in 
early 2014, when the government started restricting visas and implementing other policy 
measures.  Chanos sees the same thing happening to the internet industry in China. Xi 
"sees the internet differently than other leaders," he said. "It's a power base he can't 
control ... and quite frankly China is afraid of it." 

3 Year Adjustment – But No Crash 

"Estimating an excess Chinese housing inventory of some 20 percent, it determines that 
China’s adjustment still has a long way to go, perhaps another three or more years. But it 
also dismisses the likelihood of a financial crash..." 
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Milton Ezrati  

September 2, 2015 

Since concerns over China’s real-estate bubble manifested themselves in recent stock-
market panics, it might help to take a sober look at the matter. On the bad-news front, 
there is no denying that China suffers from a significant and dangerous real-estate bubble. 
The adjustment to it will take years to complete and will inevitably have adverse 
economic and financial implications. On the good-news front, the adjustment has already 
begun and is proceeding in an orderly fashion that promises to avoid the kind of financial 
collapse that many fear. 

Signs of excess and all that goes with it are clear. Between 2012 and 2014, China 
significantly overbuilt residential real estate. At times, the country was increasing 
national floor space at a rate approaching 50 percent a year. Spending on residential 
construction reached an unsustainable 10.4 percent of the country’s gross domestic 
product (GDP). That is the second-highest figure on record for any country. Only Spain’s 
2006 bubble, which took such spending to 12.5 percent of GDP, surpassed it. China’s rate 
tops Japan’s 1973 bubble peak at 8.7 percent of GDP and certainly this country’s 2005 
peak at 6.5 percent of GDP.  

Per Capita Space 

The Chinese building surge has managed to raise per capita floor space 20 percent in a 
remarkably short time. At some 30 square meters, it stands far above any other emerging 
economy and even some developed economies. Japan, for instance, has only some 22 
square meters of living space per capita. Significantly and dangerously, China’s 
construction boom has so far exceeded sales that unsold inventories at last measure 
exceeded two years of sales.      

Debt Problems 

Debt problems have inevitably accompanied this kind of overbuilding. Though 
government debt in China is still a relatively low 25 percent of GDP, real estate–related 
debt in recent years has exploded to more than twice that figure. At last measure, almost 
half of all outstanding credit in China was somehow real estate–related. A significant 
portion of this total seems likely to default, with some estimating that a fifth of all the 
real-estate debt will fail in one way or another. Since that figure amounts to nearly one-
tenth of the country’s GDP, the legacy of this overbuilding cannot help but strain Chinese 
financial institutions, investors, financial markets generally and, consequently, overall 

http://nationalinterest.org/profile/milton-ezrati
http://www.ft.com/intl/cms/s/0/8d3c2752-3b54-11e5-bbd1-b37bc06f590c.html#axzz3kasbvbQo
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economic-growth prospects. The need for construction cutbacks will further impair the 
country’s growth potential, not least because residential building has until recently 
accounted for so much of China’s economic activity. 

Avoidance 

But as strained as all this looks, and is, much suggests that China can avoid the implosion 
many frequently fear. Primary in this regard is the clear evidence that adjustments have 
already begun and, far from a crash, are proceeding in an orderly way. Cutbacks in 
residential construction had started in 2014, and by December, new construction was 
reported 26 percent below year-ago levels. No doubt these cutbacks contributed to the 
slowing of China’s overall pace of growth, but the fact that overall growth continued 
despite them argues against popular fears of how the adjustment will inevitably lead to 
recession. What is more encouraging is that even in this relatively short time, the 
cutbacks have begun to address the overhang of unsold space. Inventories remain high, to 
be sure, but by the middle of 2014, they had already stabilized and had begun to ease by 
the turn to the new year. Little data exists so far for 2015, but all signs suggest that 
inventories fell at least modestly during the last few months. 

Meanwhile, declines in real-estate prices will help relieve the inventory overhang further 
by bringing new buyers to the market. The price picture certainly has changed radically 
from the 2013 peak. Back then, home prices in China’s 100-city average were rising at 
annual rates approaching 15 percent, squeezing many buyers out of the market. By late 
2014, that pace of advance had slowed to 5 percent and has held steady so far this year. 
Since household income in China has continued to grow, this price slowdown has made 
Chinese real estate considerably more affordable. The percent of average annual income 
needed to purchase 100 square meters of living space stands today almost 20 percent 
below where it stood in 2010 before the bubble even began to inflate. There are already 
signs that this affordability improvement has moderated the pace of sales declines. In 
contrast to early 2014, when purchases were dropping at a 10-percent annual rate, official 
sources recorded only a 3-percent rate of decline in early 2015. And recently, the 
Shanghai Daily reported an almost 17-percent jump in purchases during the first seven 
months of 2015. That figure may exaggerate reality, but its direction certainly points to 
another source of relief for China’s huge unsold inventory.      

Not Like US 

There is another aspect of this problem that deserves attention. Americans understandably 
respond to real-estate problems anywhere by drawing parallels to this country’s 2007-09 
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debacle. That would be a mistake in this case. Aside from the fact that China has, if 
anything, overbuilt more than the United States did, its problems in other aspects are not 
nearly as dangerous as America’s were eight years ago. 
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Regulations 

Foreign Investment 

On August 27, the Chinese government announced its plan to lift restrictions on foreign 
individuals and companies buying real estate property in China, in a move to lift its 
sluggish domestic property market. It is clarified that foreign individuals, as well as eligible 
foreign institutions (i.e., branch offices and representative offices that are not engaged in 
the real estate industry) may now freely purchase commercial real estate for self-use in 
most parts of China. However, foreign individuals and institutions will still be subject to 
the city-jurisdiction rules and local property control measures implemented in some 
cities.  

Further, the limit for foreign-invested real estate enterprises to borrow money overseas 
and make foreign exchange settlements has also been removed. Previously, foreign real 
estate enterprises were required to pay up the registered capital prior to conducting the 
above-mentioned businesses.  

 

 

 

The sun set behind residential buildings in Beijing on March 10. PHOTO: BLOOMBERG NEWS  

By  

Esther Fung 
The Wall Street Journal 

CANCEL  

Updated March 30, 2015 9:00 a.m. ET  

SHANGHAI—China is ramping up efforts to support its flagging housing market in a 
new sign that Chinese leaders are worried about economic growth. 

Buyers of second homes would be required to make a minimum down payment of 40%, 
down from the previous 60%, as part of efforts to encourage upgraders to take the plunge, 
the People’s Bank of China, the housing ministry and the banking regulator said in a joint 
statement. 

Property owners will be exempt from paying a business tax on the sale of an ordinary 
home if they have owned it for at least two years, down from the previous minimum of 

http://www.china-briefing.com/news/2015/08/21/china-investment-roadmap-the-commercial-real-estate-sector-new-issue-of-china-briefing-magazine.html
http://www.wsj.com/articles/china-lowers-down-payments-for-buyers-of-second-homes-1427712176
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five years. The tax, which is around 5.5%, is usually added to the bill and paid for by 
home buyers instead. 

The moves signal that Beijing is increasingly worried that the weak property sector is 
hampering growth. China said 2014 growth was the slowest in more than two decades and has set its 

annual target for this year at an even lower rate. “It’s a sign that the policy makers are 
becoming more anxious,” said Rosealea Yao, an analyst at Gavekal Dragonomics. 

But some analysts aren’t convinced that these measures will do much to pare down the 
hefty inventories of homes in China’s less-developed cities, where demand isn’t as 
strong. The property markets in Beijing and Shanghai have been stronger than those of 
other cities. 

“In the short term, there might be a boost in sales as people return to the housing market 
on hopes for reform and further loosening measures, but it’s still a question mark 
regarding how effective the lowered rates would be in reviving the market in the longer 
term,” said Ms. Yao 

25-year low 

Last week, the Chinese Premier, Li Keqiang, said China remained on track to meet all its 
economic targets for this year despite the economic data.  

China has already cut interest rates five times since November to encourage lending and 
spur economic activity, along with other measures to boost growth. 

Premier Li pledged that China would take more steps to boost domestic demand and that 
it would implement more policies designed to lift imports. 

China recently revised down its 2014 growth figures from 7.4% to 7.3% - its weakest 
showing in nearly 25 years. 

For this year, the government is targeting annual economic growth of about 7%. 

Meanwhile, the Chinese authorities said they would take new steps towards a more 
market-based economic system by offering shares in state-owned businesses to private 
investors.  

The move, which they said would help improve corporate governance and asset 
management, is planned to take place before 2020. 

  

http://www.wsj.com/articles/china-gdp-growth-is-slowest-in-24-years-1421719453?KEYWORDS=china%20growth
http://www.wsj.com/articles/china-lowers-growth-target-to-about-7-1425515032?KEYWORDS=china%20growth
http://www.wsj.com/articles/china-lowers-growth-target-to-about-7-1425515032?KEYWORDS=china%20growth
http://www.bbc.co.uk/news/uk-34052618
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Weakened Foundations 

China's industrial economy is dominated by 111 conglomerates which are state owned. 

Jamil Anderlini – FT – 8-19-15 

Facing a slowdown, and with policy options running low, Beijing’s leaders broke an old 
taboo and devalued the renminbi.  In the thick of the Asian financial crisis of the late 
1990s, as one desperate country after another slashed the value of their currencies, China 
was credited with halting the malaise by keeping its exchange rate pegged firmly to the 
dollar. 

Facing an economic slowdown with its old tools to stimulate growth losing their power, 
Beijing finally turned to a weapon it had avoided using for more than two decades. Jamil 
Anderlini investigates why China’s leaders resorted to devaluation of the renminbi, and 
the risk of a currency war. In 2008, as the global financial system stood on the edge of a 
precipice, China once again fixed the renminbi to the dollar and launched a huge 
domestic stimulus package that boosted demand for everything from Australian iron ore 
to American cars. 

So why did China decide last week to break the great taboo and devalue its currency 
when there was no apparent crisis?   The answer is that China is already in the midst of 
its own creeping economic crisis and does not have enough tools to deal with it, 
according to analysts and even some Communist party officials speaking on condition of 
anonymity. “Last week’s decision to move to a more flexible currency reflects the fact 
the underlying economy is much weaker than the official figures show,” says Rodney 
Jones, founder of Wigram Capital and one of the people credited with first predicting the 
1990s Asian crisis. “After 30 years, China’s old economic model has broken down and 
actual growth is much weaker than anything we’ve seen before. The problem for China’s 
leaders is that their menu of possible policy options is more limited than in the past.” 

Filling villas and hotels  

On a remote patch of swampy farmland about halfway between Beijing and the enormous 
“Jingjin New City” villa development provides a visual aid for anyone trying to 
understand the challenges facing China.  A little beyond the Kai Xuan Men — literally 
“Arc de Triomphe” — entrance gate and adjacent golden statue sits an astonishing 800-
room Hyatt Regency built to resemble a European palace. 

http://www.ft.com/cms/s/0/9eeb7afe-45f2-11e5-af2f-4d6e0e5eda22.html#axzz3j4wy2MpB
http://www.ft.com/cms/s/2/b94b1178-3ffa-11e5-9abe-5b335da3a90e.html#axzz3j6xt1Rxo
http://www.ft.com/cms/s/3/984a9644-41ce-11e5-9abe-5b335da3a90e.html#axzz3j8xlpS00
http://www.ft.com/global-economy/china
http://www.ft.com/cms/s/0/1ea8c24a-4267-11e5-9abe-5b335da3a90e.html#axzz3j4wy2MpB
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Fewer than 10 per cent of the rooms are occupied on any given night, according to staff. 
The indoor tennis arena and other facilities were locked up and rusting this week. Just 
seven years after the hotel opened, the building is falling apart and the balconies of many 
rooms have tall weeds growing on them. 

From those balconies guests can look out over what property agents boast is “Asia’s 
biggest villa complex”, spread over 15 square kilometres. More than 2,000 villas have 
already been built, hundreds are still under construction and there are plans for another 
4,000. The vast majority of the existing villas, built with generous loans from state-
owned banks, are empty and some appear abandoned. 

The Jingjin development is just part of a much larger 105 sq km planned residential zone 
— nearly twice the size of Manhattan — and around its edges smaller villa complexes, 
with names like “Dream Life in Europe”, are frozen in various stages of construction.   
“We’ve stopped building and selling villas because nobody is buying,” says the caretaker 
at the “Dreamland of Town” development on the edge of Jing-jin New City. “I’m not 
sure if these will ever be finished and put on the market.” 

The problem for China’s leaders is that their menu of policy options is more limited than 
in the past. The nearest hospital is more than 20km away and even the most basic 
amenities are missing from the “new city”. Row after row of storefronts in Jingjin’s main 
shopping complex are boarded up, with only a couple of dingy convenience stores 
showing signs of life. 

“Some people from Beijing and Tianjin have bought places here as investments and they 
sometimes come on the weekends, but most of my customers are workers at the hotel, 
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security guards or people working at the showroom trying to sell villas,” says the owner 
of one of the convenience stores. 

There are scores, if not hundreds, of “ghost cities” across the country. It seems perverse 
that developments such as these should exist in the world’s most populous nation, where 
land is scarce and many people are still too poor to afford decent housing. The Jingjin 
New City project and many others like it exemplify the government’s dilemma as it tries 
to keep growth from tumbling below its annual target of around 7 per cent, already the 
slowest pace for China in a quarter of a century. 

 

For well over a decade, China’s economy has been powered by two main engines: its 
enormous export-oriented manufacturing sector and its scramble to build cities from 
scratch, even if no one actually wants to live in them.  In the aftermath of the 2008 crisis, 
as China’s exports collapsed, the government ordered its state-owned banks to unleash a 
wave of credit that has been described by economists as the greatest loosening of 
monetary policy in history. 

Total debt in the Chinese economy quadrupled from $7tn in 2007 to $28tn by the middle 
of last year, according to the McKinsey Global Institute. At 282 per cent of gross 
domestic product and climbing, China’s debt load was already bigger last year in relative 
terms than those of Germany and the US. 

  

http://www.ft.com/cms/s/0/60b829bc-0e9d-11e5-8aca-00144feabdc0.html#axzz3j4wy2MpB
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Heavy lifting  

The majority of new credit has gone into property and associated industries such as steel, 
cement, glass and factories to produce fridges, televisions, light bulbs and the other 
products people need to put in their new homes. 

Much of the debt and construction was taken on by local governments, which were 
expected to do most of the heavy lifting in boosting GDP and maintaining employment at 
any cost. The investment and construction boom continued even after Beijing began 
tightening restrictions on lending and housing purchases as it tried to rein in the resulting 
credit and property bubbles.  

©FT 

The ornate arch marking the entrance to Jingjin New City 

When investment in real estate finally began to decline this year it prompted the 
government to reverse its restrictions on credit and property purchases, and significantly 
loosen monetary policy through interest rate cuts and state-directed bank lending. 

In recent months, China’s leaders have been in continuous crisis mode, rolling out one 
stimulus measure after another in their efforts to prop up sagging growth. 

The most obvious examples have been Beijing’s extraordinary efforts to reverse a stock 
market collapse last month, which included everything from government stock purchases 
to criminalising share sales by large investors. 

But attempts to support the real economy have been almost as significant. 

Last month, the People’s Bank of China pumped nearly $100bn into two state-owned 
“policy banks” that will fund local government infrastructure projects. The central bank 
has also allowed these banks to issue trillions of renminbi in bonds to support lending. 

http://www.ft.com/servicestools/terms/ft
http://www.ft.com/cms/s/0/082499ca-2658-11e5-9c4e-a775d2b173ca.html#axzz3j4wy2MpB
http://www.ft.com/cms/s/0/082499ca-2658-11e5-9c4e-a775d2b173ca.html#axzz3j4wy2MpB
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Beijing has launched a huge programme that some describe as “quantitative easing with 
Chinese characteristics”, to swap short-term local government debt for longer-term, 
lower-cost bonds. But even after this debt swap, local governments will have to make 
Rmb1tn ($156bn) in interest payments on their existing debt this year alone, according to 
estimates from JPMorgan. 

©FT 

The Hyatt Regency hotel in Jingjin New City 

Yet income from land sales, which had accounted for an average of 40 per cent of local 
government revenues, has plummeted in the past year. This means local governments are 
struggling just to service their growing debts and pay for basic public services, and are in 
no position to contribute to another stimulus programme such as the one in 2008. 

“Local governments’ fiscal constraints were a key cause of the slowdown at the start of 
the year and have limited the effectiveness of growth stabilisation measures,” says Zhu 
Haibin, chief China economist at JPMorgan. 

The central government has tried to encourage private investment in public infrastructure 
projects and has poured trillions of renminbi into huge national projects this year, such as 
rail and road networks, sewage treatment facilities and shantytown redevelopments. 

But this has not been enough to offset falling investment in factories and apartment 
blocks. Last month, fixed asset investment across the country rose by its slowest pace in 
15 years. 

Property woes  

Despite a rebound of housing transactions and prices in recent months in larger cities, the 
downturn is expected to continue because 70 per cent of property investment happens in 
smaller cities and places with chronic oversupply such as Jingjin New City. 

http://www.ft.com/servicestools/terms/ft
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Even with a recovery in major cities, the property sector will probably subtract 1.5 per 
cent from GDP growth this year, according to estimates from Wang Tao, chief China 
economist at UBS. 

 

The construction slowdown has hammered global commodity prices, with Chinese 
production of steel, cement, glass and other materials falling by record levels in recent 
months. As a result of massive overcapacity in these and other industries, average 
producer prices have been falling for more than three years. 

“In the near term, [government] infrastructure investment can directly contribute to GDP 
growth but may not have much of a multiplier effect in the immediate following years,” 
says Ms Wang. “In other words, the government will need to more than double the level 
of new infrastructure investment just to keep overall investment growth steady.” 

That seems impossible, especially in the context of existing overinvestment embodied by 
places such as Jingjin. And thanks to the country’s existing debt load, rampant 
overcapacity and the bursting of property and equity bubbles, China’s available options 
for stimulating growth are far fewer than they were during past crises. 
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It is in that context that Beijing reached last week for a weapon it has refrained from 
deploying for more than two decades. As China’s leaders have long known, devaluing the 
currency is a risky move because it can trigger currency wars — ultimately leaving the 
country no better off. In the wake of China’s move last week, Malaysia’s ringgit and 
Indonesia’s rupiah both fell to their lowest levels against the dollar since the depths of the 
1998 Asian crisis. 

But China’s crucial export sector has performed worse this year than at any point since 
2008. Last week’s devaluation came just days after the government said exports in July 
fell 8.3 per cent from the same month a year earlier. 

 “We believe that the renminbi [foreign exchange] devaluations are aimed at stimulating 
the export sector after the authorities recently realised that domestic demand alone is 
unable to stabilise the economy,” says Li Junheng at JL Warren Capital. 

China’s central bank has publicly ridiculed the idea that it wants to devalue the renminbi 
by at least 10 per cent against the dollar. But with growth rates still falling and few other 
options left, that is exactly what some mid-ranking and retired officials in Beijing think 
the country’s leaders would like to see in the coming months. 

Facing a sharp slowdown at home and few tools to deal with it, China does not seem to 
be in a position to show the resolve it displayed in the late 1990s and 2008. Instead, its 
leaders appear to have concluded that they must risk a currency war abroad. 
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New Information System 

 To  Start Pilot Operation by End of 2015 

China's online real estate information platform system will start pilot operation by the end 
of 2015.  According to the Ministry of Land and Resources, local governments are 
required to carry out real estate registration and collect relevant data to be uploaded to the 
national information platform system. 

With this system, basic information of real estate, including those who hold the 
properties, can be checked and approved in real time, increasing the transparency of real 
estate management.  Leng Hongzhi, who is working with the real estate registration under 
the Ministry of Land and Resources says their next focus is the system construction on 
several junctions before it starts operation.  "We will try to guarantee that for each region 
or city, there will be at least two subordinate cities or counties whose real estate 
information has to be recorded in the system by the end of the year." 

An instruction came out recently that requires housing registration to be incorporated into 
real estate registration and be managed by some institutions taking charge of that.  The 
housing management authorities will continue managing the mortgage, trade or property 
rights transfer of houses.  At the same time it should cooperate with the real estate 
management authority to complete necessary registrations.  Leng said the registration on 
real estate requires the transfer and integration of various data and materials as well as 
functional integration that involve different government departments. The integration has 
been completed generally at the state and provincial level, while it still needs to be 
carried out on a national level.
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US Relations 

Tables Starting to Turn. 

For years after the global financial crisis, China's steady growth kept the world economy 
churning while the U.S. and other advanced nations slumped. Now, after China's summer 
of financial turmoil and increasing signs of a slowdown, President Xi Jinping's economic 
hand is weaker heading into his state visit to Washington later this month. Here are 
four charts that tell the story. 

1. Growing dependence on U.S. trade 

With sluggish demand around the world, China is increasingly reliant on American 
consumers and companies to buy its goods. In fact, if current trends hold, China will pass 
Canada this year as America's biggest trading partner. China's exports to the U.S. have 
climbed 6.1 percent in the first eight months of 2015 from a year earlier, compared with a 
1.4 percent drop in exports worldwide. So Xi needs to ensure that America remains a 
happy customer, while President Barack Obama can rest easier from a trade standpoint, 
given that U.S. exports to China are a proportionally much smaller slice of the U.S. 
economy. 

 

2. Gusher of capital outflows 

http://www.bloomberg.com/news/articles/2015-08-26/china-s-journey-from-new-normal-to-stock-market-crisis-epicenter
http://www.bloomberg.com/news/articles/2015-09-01/canada-economy-contracts-for-2nd-straight-quarter-on-oil-shock
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Capital has flowed out of China to the tune of $610 billion in the 12 months through July 
2015, compared with an inflow of $224 billion through July 2014, based on data 
compiled by Bloomberg. That's the worst pace in data going back to 2007. Because of the 
sharp pullback in investment, China has become and will remain a net exporter of capital 
"for the foreseeable future," putting money into manufacturing and real estate in the U.S., 
said David Dollar, a senior fellow with the Brookings Institution in Washington who was 
previously a U.S. Treasury official in Beijing. 

 

3. Plunging stocks, surging volatility 

Apart from a dollar that's strengthened so much in the past year that China devalued the 
yuan, the stock market is a prime exhibit. After the Communist Party fostered a boom by 
urging citizens to buy equities, the market plunged just as quickly. The rout has made 
China's benchmark index much more volatile than its U.S. counterpart, undermining the 
perception that the Chinese government has a steady grasp on the economy and is ably 
managing the transition toward more open financial markets. 

http://www.brookings.edu/experts/dollard
http://www.bloomberg.com/news/articles/2014-09-03/china-s-state-media-join-brokerages-saying-buy-equities
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4. China isn't such a big holder of Treasuries anymore 

China still holds $1.27 trillion of U.S. Treasuries, making it the biggest foreign holder of 
the government debt as of June. But its share of all foreign holdings of Treasuries has 
been steadily declining. That proportion stands at 20.6 percent, down from a peak of 28.2 
percent in 2011. And it could be poised to fall even further: China's foreign-exchange 
reserves plummeted by a record $94 billion in August, after a $43 billion drop in July, as 
the government sold assets to defend the yuan. 

 

http://www.bloomberg.com/news/articles/2015-09-07/china-s-foreign-exchange-reserves-fall-in-august-on-yuan-support
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To be sure, while the U.S. economy is in "decent shape," China's is still growing at a 
much faster pace, said Hung Tran, executive managing director at the Washington-based 
Institute of International Finance. Not everyone agrees: Willem Buiter at Citigroup 
said that China in reality is growing at closer to a 4 percent pace, far below the 
government's stated rate of 7 percent. (The U.S. reported an annual pace of 3.7 percent 
GDP expansion for the second quarter.) 

  

http://www.bloomberg.com/news/articles/2015-09-09/citigroup-sees-55-risk-of-a-global-recession-made-in-china
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Growth in China's investment and factory output in August has come in below forecasts, in a 
further indication that the world's second-largest economy is losing steam. 

Factory output grew by 6.1% from the year before - below forecasts of 6.4%. 

Growth in fixed-asset investment - largely property - slowed to 10.9% for the year-to-date, a 15-year 
low. 

Growing evidence that the world's economic powerhouse is slowing down has caused major 
investment market falls.  

Other indications that the economy is weakening can be seen in falling car sales and lower imports 
and inflation. 

Chinese manufacturers cut prices at their fastest pace in six years, largely on the back of a drop in 
commodity prices, which have dropped sharply over the past year as demand from China faltered. 
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