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Foreword

any observers and analysts are familiar with the remarkable growth of China’s economy, its ma rket-oriented reforms, a nd t he la rge i nvestments f rom
both domestic and foreign sources that have taken place in the past 30 years. Less
known, however, is how these economic changes have profoundly afected China’s
housing market. For example, China now represents the world’s largest construction market in terms of built space, adding over 2 billion square meters of loor area
annually—nearly ha lf t he g lobal total. Ab out ha lf of C hina’s a nnual constructed
space is residential, which is divided about evenly between urban and rural housing.
his volume provides background and explanations about the causes and consequences of China’s boom in residential construction, and it reviews how some wellestablished and ongoing trends are likely to impact China’s housing sector in coming y ears. he e xpected dem ographic sh its a nd g rowth i n u rban p opulations
suggest that the high rate of change in the housing sector will continue.
Since C hina’s p opulation ha s i ncreased b y ab out a t hird i n t he la st t hree
decades—from 1.0 billion in 1982 to an estimated 1.33 billion today—some of the
growth i n hou sing c onstruction o bviously re sults f rom t his p opulation g rowth.
However, the more signiicant factor driving residential construction has been the
dramatic rise in housing standards in terms of residential space per capita. From
1978 to 2 007, r esidential spac e p er c apita q uadrupled i n u rban a reas (from 6 .7
square meters to 2 8.3 square meters), a nd t ripled i n r ural a reas (from 9.4 square
meters to ab out 29 square meters). China’s per capita loor a rea now exceeds t he
averages in Japan and Eu rope, but this is unlikely to expand much beyond current
levels.
Two major housing reforms in the past three decades have transformed China’s
housing market. he 1988 reforms fostered the privatization of housing, and much
of t he sto ck of rental housing wa s s old to em ployees of public enterprises at low
prices. he 1998 reforms ended enterprise-supplied housing and moved to comprehensive market-based housing provision.
In recent years housing prices have risen much faster than incomes, making
housing unafordable for many. he government has taken steps to moderate housing p rices b y r aising m ortgage in terest r ates, in creasing d own p ayment r equirements, taxing short-term capital gains from real estate, and constraining household
purchases of multiple dwellings. he rapid rise in housing prices indicates that some
recent housing demand has been speculative, resulting in urban vacancy rates that
may b e w ell ab ove t hose r equired f or a h ealthy h ousing ma rket. H owever, do cumenting this is diicult because little data on urban vacancy rates are available.
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Fo rew o rd

Looking ahead, at least two major challenges face China’s housing market. he
irst is the continuing high rates of migration from rural to u rban areas; it is projected that 15 million migrants annually will move from the countryside to the cities. his low will maintain demand for urban housing in the next decade or two
and will moderate demand for rural housing. he second challenge is the aging of
the p opulation; t he sha re o f C hina’s p opulation o ver 6 5—7.7 p ercent i n 2 009—is
projected to r ise to 11.8 percent in 2020 and 24 percent in 2050. Currently, 70 percent of the elderly live in rural areas, but that share will decline as urbanization increases. he impact of aging on housing markets is complex, leading to both a rise in
the demand for specialized housing for the elderly, and a likely decrease in household
size as the surviving elderly add to the number of single person households.
hese challenges and others are explored in this volume, which contains essays
by s cholars w ho sp ecialize i n C hina’s housing ma rket. Ma ny of t he cha pters a re
empirical, drawing on household surveys and public data related to h ousing. he
volume ma kes clear t hat t he dy namism of t he housing sector in China w ill continue in coming decades, while posing many policy challenges to public authorities
at all levels of government.
GREGORY K. INGR A M

President and CEO
Lincoln Institute of Land Policy
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ince 1978, w hen t he e conomic r eform to ok p lace, C hina’s h ousing p olicy ha s
experienced dramatic changes. he privatization of public housing and reliance
on t he ma rket for housing supply i n t he late 1990s, a s opposed to t he s ocialistic
housing a llocation system, have led to p rofound cha nges i n housing d istribution
and consumption i n u rban China. his ha s g reatly a fected social a nd economic
life. he housing reform in 1998 totally abandoned the old system of linking housing distribution with employment units. he housing sector has become a signiicant segment of economic activity and has provided a sizable tax base for the Chinese government. he housing conditions of urban residents, whose loor area per
capita increased from 6.7 square meters in 1978 to 28.3 square meters in 2007, have
greatly improved (Zheng, Man, and Ren 2009). Despite the success of the housing
reform, t he i ncrease i n prices a nd t he consequent a fordability problem i n ma ny
cities ha ve p osed en ormous cha llenges f or t he C hinese g overnment, a t b oth t he
central and local levels. In order to add ress issues related to housing markets and
housing p olicies i n C hina, t his chapter provides a n overview of t he e volution of
China’s urban housing system and land market developments.

S

Evolution of the Urban Housing System
China’s urban housing policies have experienced drastic changes since 1949. Prior
to 1978, the Chinese government carried out a policy of nationalizing private housing and allocating public housing through work units under the central planning
system. Most urban land was state owned, and governments monopolized all land
transactions. C hinese g overnment d irectly co ntrolled t he p roduction, inancing,
allocation, operation, and pricing of urban housing through the work units of employees. Housing wa s a llocated la rgely ba sed on seniority, merits, a nd needs, a nd
employees were required to pay heavily subsidized rent that was so low in most cases
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that it was not adequate to cover maintenance costs, let alone the construction of
the housing (Wang and Murie 1996; Zhou and Logan 1996; Wu 1996). Home ownership and private property rights had virtually vanished prior to the economic reform that began in 1978. he consequences of such s ocialist housing policies were
low investment in the housing sector, a chronic shortage of urban housing, substandard quality of housing, and poor living conditions for most urban residents.
Since 1978, when the transition from the centrally planned economy to a marketbased system began, the housing reform has been at the top of the Chinese central
government’s agenda. Initially, the government restored private property rights by
returning coniscated or nationalized private housing to the previous owners. hen
it started to encourage urban residents to share housing costs by gradually increasing
the rent they paid for public housing.
Since the 1980s the housing reform has gone through three stages. Prior to 1993,
the initial stage of the reform was on a trial basis, with many experiments and pilot
projects in diferent areas and regions. In 1988, the Chinese government introduced
a na tionwide r eform st arting t he co mmercialization a nd p rivatization o f u rban
public housing to encourage home ownership. A large amount of public rental housing was sold to employees in work units or danwei at very low prices.
he s econd st age of housing reform b etween 1993 a nd 1997 focused on t he restructuring of housing construction, and on inance, management, and distribution
systems. he work u nit or danwei wa s st ill a llowed to pa rticipate i n housing construction and distribution to their employees. At the same time, the Chinese government encouraged the development of housing markets for high income groups, and
subsidized t he supply of t he commercial housing for t he m iddle- a nd low-income
families. he C hinese government a lso a llowed t he private s ector to pa rticipate i n
housing construction and development. As a result, the nature of housing was transformed from public goods and ser vices, as a part of the social welfare package enjoyed by employed urban residents, to commodities that were privately owned and
largely provided by the private sector, with rights to be traded in the market.
Starting in 1998, the third stage of the housing reform terminated welfare-based
housing allocation and established a market-based system of housing provision. he
State C ouncil Do cument N o. 23 , i ssued i n 1 998, inally t erminated dir ect p ublic
housing distribution to workers, the commonly known danwei housing system, and
introduced cash subsidies for housing to n ewcomers entering the urban workforce.
Since t hen, t he d irect d istribution o f h ousing t hrough t he w ork-unit s ystem wa s
abandoned, a nd u rban residents relied upon t he ma rket for housing (Wang 2 000;
Wang and Murie 2000). he government also provided subsidized housing or public
rental housing to selected low- and middle- income families and relied on the marketoriented commercial housing to meet the needs of higher income groups with access
to mortgage inancing. As a result, a vigorous urban housing market developed. Employers were allowed to ofer housing subsidies to their new employees but could not
involve themselves directly in housing construction, distribution, or management.
Since 2005, w ith urban housing prices sk yrocketing, housing a fordability has
become an issue. Chinese governments have been called upon to increase the provision of afordable housing to middle- and low-income households. hey have also
attempted to st abilize u rban h ousing p rices, d iscourage sp eculative b ehavior o f

Ho us ing P o licy and H o us ing M a r k et s
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home buyers, a nd reduce t he excessive a nd bad l ending practices of st ate-owned
banks and the possible inancial risks associated with the housing sectors.

Housing Market Development Trends
he development of China’s housing markets was accompanied by rapid economic
growth during the period between 1999 and 2010, when both the gross domestic
product (GDP) a nd u rban household d isposable i ncome e xperienced a n a nnual
growth rate of about 10 percent on average. he rapid urbanization, from about 20
percent of the total population living in urban areas in the early 1980s to nearly 45
percent in 2007, was also a driving force behind the fast growth of housing markets
in urban areas. In this section, the trends of housing market development with respect to h ousing supply, housing t ransactions, a nd housing prices a re d iscussed;
due to data limitations, the discussion focuses on new residential housing markets
instead of housing stock.

Land Markets and Land Supply
Development of the housing market in China in the past de cade has been fueled by
the drastic increase in land supply by central and subnational governments. he central government is determined to stimulate economic growth by developing the real
estate market and construction sectors. More land has been provided for the construction of residential and commercial property; home ownership is encouraged as
a national strategy for economic growth; and the Chinese government has begun to
welcome a nd fac ilitate t he de velopment of a m iddle cla ss u nder Deng X iao P ing’s
slogan “Getting rich is glorious.”
In addition, the big iscal gap between the expenditure assignment and revenue
assignment of most local governments a ter t he 1994 tax reform has forced local
governments to s eek o ther r evenue s ources. I n t he la te 1990s l ocal g overnments
started to collect fees from land leasing, commonly known as land transfer fees, to
inance public goods and ser vices, as mandated by the central government.
In anticipation of great proits in the housing sector, a growing number of companies, both state and privately owned, have been entering the real estate market.
he reorientation of China’s land policy and subsequently booming land markets
have contributed to t he breathtaking growth of the real estate market. According
to the China Land and Resources Almanac (2008), the quantity of land transferred
for urban use increased at an average annual rate of 22.8 percent during the period
from 1999 to 2 007. Not surprisingly, t he fees collected from land leasing by local
governments also grew, at an annual rate of 31.29 percent on average during this
period (Man 2010). Investment in land development experienced double-digit
growth e very y ear e xcept 2 004 b etween 2 000 a nd 2 007. he i ncreased su pply o f
land led to the rapid growth of the housing supply.

Housing Supply
During the period from 1999 to 2007, investment in real estate development increased by 21.5 percent annually, on average, while investment in residential housing

6
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development increased by 22.9 percent a nnually. he loor area of new construction has also increased signiicantly. For example, in 1999, there was only 188 million square meters of newly built loor area. Since then the number has increased
every y ear, a mounting to 7 88 m illion s quare m eters i n 2 007, a n i ncrease o f 3 20
percent (China Statistical Yearbook 2008).

Housing Sales and Prices
he boom in land supply and real estate investment and the consequent increase in
the loor a rea o f n ew co nstruction dem onstrate su pply-side f orces a nd p olicies.
But the demand for housing is relected in the housing transactions and the quantity
of hou sing c onsumption. he to tal s quare m eters o f s old h ousing spac e i ncreased
from 130 million in 1999 to 701 million in 2007, an increase of 439 percent, indicating a strong demand for housing and the rapid development of a real estate market.
Although the total value of housing transactions increased signiicantly during
the period between 1999 and 2007, the housing price per square meter did not experience a si milar increase between 1999 a nd 2004. Starting in 2004, however, it
enjoyed a double-digit increase, with a growth rate of 18.7 percent.

Patterns of Urban Housing Consumption
he National B ureau o f St atistics o f C hina (N BS) co nducted t he L arge-Sample
Urban Household Surveys in 2007 and 2010, each of which covered more than 600
cities. he data set from the survey is unique because it reveals the condition of all
housing stocks in China instead of only new construction. For 2010, we studied 265
prefecture-level cities, and analyzed various housing consumption characteristics,
including d welling si ze, p roperty t ype a nd ten ure st ructure, o wner-occupancy
rate, and housing value. However, the survey covered only formal housing in urban
areas; informal housing, such as temporary dwellings, villages in cities, and construction site shelters that are oten occupied by migrant workers and low-income
people, were not included. Interpretation of the indings based on the survey needs
to be put within this context.

Home Ownership Rate
Home ownership rate is an important measure of the condition of the housing market. We follow the international standard by deining the home ownership rate as the
ratio o f owner-occupied h ousing u nits to to tal h ousing u nits. B ased o n t he L argeSample Urban Household Survey data, we found that the owner-occupied home ownership rate reached 82.3 percent in 2007 and rose to 84.3 percent in 2010. As table 1.1
shows, this igure varied widely across cities. Among the 265 prefecture-level cities in
our sample, the owner-occupied home ownership rates ranged from 34.8 percent to
97.8 percent. But a majority of the sample cities (about 69.1 percent) had an owneroccupied home ownership rate exceeding the national level of 84.3 percent.
Table 1.1 reveals that the average rate of owner-occupied housing for the four
largest municipalities in China was 77.1 percent, lower than the provincial capital
cities ( 79.9 p ercent) a nd t he p refecture-level c ities ( 86.4 p ercent). he rate of
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TABLE 1.1

Owner-Occupied Home Ownership Rate by City Type and Region, 2010
Owner-Occupied
Rate (%)

Regions

Municipalities
Capital cities
Prefecture- level cities

77.1
79.9
86.4

National average

84.3

Owner-Occupied
Rate (%)

Region

East
West
Central
Northeast

81.6
80.5
85.0
85.7

Sour ce: C alculated by authors based upon National Bureau of Statistics of China, Large-Sample Urban Household Survey, 2010.

TABLE 1.2

Owner-Occupied Home Ownership Rate by Income Group in
2007 and 2010
Owner-Occupied
Home Ownership
Rate (%)

Average Floor Area
(square meters)

Income Group

2007

2010

2007

Lowest 10%
2nd 10%
3rd 20%
4th 20%
5th 20%
6th 10%
Highest 10%

72.9
77.6
80.5
83.5
86.0
86.2
87.4

79.3
80.3
81.2
83.7
83.6
85.5
88.5

67.8
72.2
77.5
83.6
89.6
96.3
107.3

National average

82.3

84.3

84.5

Sour ce: C alculated by authors based upon National Bureau of Statistics of China, Large-Sample
Urban Household Survey, 2007 and 2010.

owner-occupied home ownership was lower in the east and northeast regions than in
the west and central regions. It may be that housing costs in the big cities and along
the east coast afect the owner-occupied ownership rate in the respective areas.
It is not surprising that, as in many other countries, owner-occupied home ownership in China is highly correlated with household income. Table 1.2 reveals that
among the seven income groups deined by China’s National Bureau of Statistics,
the rate of owner-occupied home ownership for the lowest-income group was 79.3
percent, while t he highest-income g roup had a n 88.5 percent rate, about 9.2 percentage points higher. he middle-income g roup had a n 84.5 percent rate, about
0.2 percentage points higher than the national average. (By comparison, the American home ownership rate, according to the U.S. Census Bureau in 2000, was 66.2
percent.) his su ggests t hat t he Chinese housing reform t hat st arted i n 1980 ha s
resulted in a higher owner-occupied home ownership rate.

8
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Quantity of Housing Consumption
In addition to t he home ownership rate, the quality and quantity of housing consumption can relect the condition of the housing market. According to t he 2007
and the 2010 surveys, the average loor area of a dwelling is 84.5 square meters per
household in 2007 and 91.9 square meters per household in 2010, equivalent to 63.4
and 68.9 square meters of usable living loor area per household respectively. Based
on an average family size of 2.98 people per household in 2007, it can be calculated
that the average loor area and the usable loor area per capita is 28.3 square meters
and 21.3 square meters, respectively. his is consistent with the report of the China
Statistical Yearbook that the per capita residential loor area was 26.1 and 27.1 square
meters in 2005 and 2006, respectively. But by 2010, the per capita average loor area
of a dwelling had reached 31.7 square meters, up by 3.4 square meters within three
years, suggesting a rapid increase in housing consumption by city dwellers in China.
Table 1.2 shows that in 2007 the lowest-income group occupied 67.8 square meters of
loor area per household unit, on average, but the highest-income group of households
consumed about 107.3 square meters per unit, on average, indicating a strong correlation between household income and the quantity of housing consumption.
he housing consumption of t he lowest-income g roup, which had 6 7.8 square
meters of loor area, or 50.9 square meters of usable living loor area, exceeds the
consumption o f t he l ow- a nd m iddle-income g roups i n s ome co untries such a s
Singapore. his indicates that the housing reform of the past 30 years has successfully eased the chronic problem of overcrowding in the formal housing market in
Chinese u rban a reas. I t dem onstrates t he e fectiveness o f t he ma rket-based a pproach, as compared with the central planning system, in increasing housing production and housing ser vices to urban residents in China. But due to the data limitations, it does not relect h ousing co nsumption a nd co nditions i n t he i nformal
markets for migrant workers and the mobile low-income population.

Housing Tenure Structure
Table 1.3 reports the property type and tenure structure of the housing stock, according to the 2010 Large-Sample Urban Household Survey. Market-oriented commercially provided commodity houses and rental houses account for 38.1 percent
of total housing stock. Privatized state-owned houses account for about 28.8 percent of the total housing stock. Afordable housing subsidized by the government
and state-owned public rental housing account for 3.4 percent and 5.8 percent, respectively, indicating inadequate government support for low-income households
in the area of housing consumption.

Housing Market Value
he 2007 and the 2010 household surveys report the self-estimated housing value
of each household. Based on t hose data, we calculated t he estimated mean market
value of all types of residential housing to be 445,000 yuan (US$65,000; see table 1.4).
Calculated by mean loor area, the estimated value is 4,844 yuan per square meter.
he housing market value varies by region and jurisdiction. Not surprisingly, the

Ho us ing P o licy and H o us ing M a r k et s
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TABLE 1.3

Property Type and Tenure Structure in 2010
Marketization

Market-Oriented Housing

Tenure
Structure

Own

Property Type

Subsidized Housing

Rent

Own

Commercial
House

Rental of
Private
House

Original
Private
House

Private
House
Obtained
from
Housing
Reform

31.7

6.5

20.5

28.8

Share of total
housing
stock ( % )
Total ( % )

38.1

Rent

Economical and
Comfortable
Housing

Rental of
Publicly
Funded
House

Other

3.4

5.8

3.4

58.4

3.4

Sour ce: C alculated by authors based upon National Bureau of Statistics of China, Large-Sample Urban Household Survey, 2010.

TABLE 1.4

Housing Value by City Type and Region in 2010
Regions

Housing Value
(10,000 yuan)

Municipalities
Capital cities
Prefecture- level cities

85.90
43.70
28.00

National average

44.5

Region

East
West
Central
Northeast

Housing Value
(10,000 yuan)

69.20
25.50
26.70
21.80

Sour ce: C alculated by authors based upon National Bureau of Statistics of China, L arge-Sample Urban
House hold Survey, 2010.

four largest municipalities have an average of 859,000 yuan (US$126,324) estimated market value, followed by capital cities of 437,000 yuan (US$64,265) and
prefecture-level c ities o f 2 80,000 y uan ( US$41,176). B ut t he e stimated h ousing
market value for the east region is more than twice that for the western, central and
northeast regions, posing political challenges for assisting the poor in the big urban areas and east regions with their basic housing consumption.
In addition to the regional disparities in housing value, there also exist large variations in the market values of residential housing among diferent income groups. Table
1.5 reveals that the higher-income group, the higher estimated housing value, demonstrating a strong positive correlation between income and housing consumption in
urban China. he h ighest 10 percent i ncome g roup has a ma rket value of 6 44,000
yuan (US$95,000) on average, about 130 percent higher than the national average of
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TABLE 1.5

Housing Value by Income Group in 2007
Income Group

Market Value of Residential Housing
(10,000 yuan)

Lowest 10%
2nd 10%
3rd 20%
4th 20%
5th 20%
6th 10%
Highest 10%

13.0
15.0
18.6
22.7
32.1
41.4
64.4

National average

28.1

Sour ce: C alculated by authors based upon National Bureau of Statistics
of China, Large-Sample Urban Household Survey, 2007.

FIGURE 1.1

Housing Values by Housing Type
Yuan 10,000
45
40.0

40
35

30.4
30
25.0

25
20

22.4

21.6

19.3

15
10
5
0
Rental of
Publicly Funded
Housing

Rental of
Private
Housing

Original
Private
Housing

Private Housing
Obtained from
Housing Reform

Commercial
Housing

Affordable
housing

Sour ce: N ational Bureau of Statistics of China, Large-Sample Urban Household Survey, 2007 and 2010.

281,000 yuan (US$41,000). here is about a 4 00 percent d iference in t he ma rket
value o f t he h ousing o f t he r ichest a nd p oorest 10 p ercent o f u rban households.
his inding suggests that the wealth disparity among Chinese urban residents is
alarmingly noticeable and problematic, and it may well be a side efect of the otherwise successful urban housing reform and the consequent rapid increase in housing prices in the past 10 years.
Housing value a lso varies by property t ype a nd housing tenure. he most expensive h ousing i s co mmercial h ousing, w hich ha s a n a verage p rice o f 58 4,000
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yuan (US $85,882), fol lowed by a fordable hou sing (466,000 y uan or US $68,529)
and publicly funded rental housing (396,000 yuan or US$58,236).he price diferences ma y w ell r elect t he v ariations i n h ousing cha racteristics such a s b uilding
age, loor size, quality, and other attributes, as well as neighborhood characteristics
(e.g., whether a co mmunity i s gated a nd what s er vices a re available) a nd ma rket
demand (see igure 1.1).

Housing Affordability Among Chinese Cities
In the past few years, most Chinese cities have experienced a rise of housing prices to
various degrees, which raises the problem of housing afordability as a major policy
concern. Based on the Large-Sample Urban Household Survey in 2010, we employed
the indicators of t he housing price-to-income ratio (PIR) and t he Housing A fordability Index (HAI) to evaluate housing afordability in 265 prefecture-level cities.

Housing Price-to-Income Ratio
he housing price-to-income ratio is the basic afordability measure for housing in
a given area. It is generally the ratio of the median house price to the median family
income. I n t he Gl obal U rban Obs ervatory Da tabases o f U N-HABITAT ( Flood
2001), PIR is one of the urban indicators. UN-HABITAT regards ratios of 3 to 5 as
normal or satisfactory.
Demographia (2009) conducts an annual housing afordability survey that covers more than 200 markets in Australia, Canada, Ireland, New Zealand, the United
Kingdom, and the United States. PIR is an important indicator that is commonly
used to evaluate housing afordability across cities or countries. Housing afordability is rated in four categories based on the value of PIR: If PIR is equal to or greater
than 5.1, the rating is “Severely Unafordable”; if PIR ranges from 4.1 to 5.0, the rating is “Seriously Unafordable”; if PIR ranges from 3.1 to 4.0, the rating is “Moderately Unafordable”; and if PIR is equal to or below 3.0, the rating is “Afordable.”
Table 1.6 shows Demographia’s survey results for the third quarter of 2008. Among
265 cities surveyed, the highest value of PIR is 9.6, while the lowest is 1.8. Housing was
rated as Severely Unafordable in 64 cities. he PIR for the United States, from a sample of 175 cites surveyed, is 3.2, falling in the category of Afordable; only 22 percent of
the surveyed cities are rated Seriously Unafordable or Severely Unafordable.
Based on the 2010 Large-Sample Urban Household Survey, we calculated PIR for
China as a whole and for each of 265 prefecture-level cities in China. he results indicate that the median price-to-income ratio (PIR) nationwide in 2010 was 7.07, and
the mean PIR for all the cities in China was 8.79. Both igures go beyond the normal
or satisfactory level deined by UN-HABITAT. hey fall in the category of Severely
Unafordable.
By studying the price-to-income ratio for 265 prefecture cities, we ind t hat in
2007 t he m edian P IR i s 5 .21, a nd t he a verage P IR f or t he s ample c ities i s 5 .54.
Among 265 prefecture-level cities, only 10 percent are afordable, with PIR below
3.0. Nearly 52 percent of all the prefecture-level cities in China are sufering from a
Severely Unafordable problem, a nd about 21 percent a re Seriously Unafordable.
As table 1.6 shows, the situation in 2010 worsened. he number of cities that have
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