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Abstract

This paper analyzes the 2020 housing crisis in China, exploring its causes, impacts, and
policy responses. The crisis stemmed from rapid urbanization, speculative investments, and
insufficient regulatory oversight, leading to defaults among major developers like Evergrande.
The study examines how these factors affected various stakeholders, including homeowners,
investors, and local governments. It critiques the Chinese government’s reactive measures,
particularly the Three Red Lines policy, assessing their effectiveness in stabilizing the market.
The paper highlights key shortcomings in this approach and emphasizes the necessity for
proactive regulatory reforms that improve market transparency and reduce risks. It offers strategic
recommendations, such as promoting affordable housing, enforcing stricter debt management,
and considering successful housing models from other countries. By tackling these structural
issues, the paper argues that China can build a more resilient and sustainable real estate sector,
contributing to long-term economic stability. This analysis not only provides insights into China’s
housing market challenges but also serves as a reference for policymakers facing similar issues
worldwide.

Keywords: China housing crisis, Real estate sector, Policy evaluation, Regulatory reforms,
Financial stability, Speculative investment, Evergrande, Three Red Lines policy, Affordable
housing, Market transparency



SCHOLARLY
1| REVIEW

Introduction

In 2020, China’s housing market faced a
severe crisis, precipitated by a combination of factors
that exposed underlying vulnerabilities in one of the
world’s largest and most dynamic real estate sectors.
It marked a critical point as the Chinese government
grappled with escalating property prices, mounting
debt among developers, and an increasing number
of unfinished residential projects. This policy paper
aims to analyze the nature of the crisis, exploring
the economic, social, and regulatory dimensions that
contributed to the situation.

This paper will delve into the roots of the
housing crisis, which resulted from a combination
of inadequate regulatory oversight, excessive
speculative activity, and an overly centralized
market structure. It will assess the impact on various
stakeholders, including homeowners, investors, and
local governments, and evaluate the effectiveness of
policy responses. By examining both the immediate
effects and long-term implications of the crisis, it
will provide a comprehensive understanding of the
challenges facing China’s housing market and propose
recommendations for creating a more resilient and
sustainable real estate sector. To mitigate future risks,
it is essential to implement targeted regulatory reforms
that enhance market transparency, enforce financial
discipline, and balance state intervention with market
forces.

Background

Under Mao Zedong (1949-1976), China’s
real estate sector was largely non-existent, with
property ownership confined to the state. The post-
Mao era (1976-1989) marked a dramatic shift towards
market-oriented reforms, leading to the rapid growth
of the real estate sector. The property sector currently
accounts for almost a third of the economic activity
in China (Associated Press, 2024). China’s market
socialism represents a hybrid economic system where
market mechanisms operate alongside substantial
state control. This unique approach to economic
management has influenced housing policies, creating
a regulatory environment that attempts to balance
market efficiency with social stability. However, this
balance is challenging to maintain, and the housing
crisis highlighted the limitations of this model. This
structure both facilitated rapid growth and contributed
to market instability.

The financial crisis of 2007-2009 exposed
vulnerabilities in China’s financial system, which
were exacerbated by global economic turbulence
(Yueh, 2010). The Chinese government responded
with a massive economic stimulus package, which
included significant investments in infrastructure
and real estate. This stimulus, while successful in
stimulating short-term economic growth, contributed
to the overheating of the housing market and the
creation of an unsustainable bubble. The introduction
of private property rights and market mechanisms
spurred economic development but also introduced
risks associated with speculative investment and debt
accumulation (Dorn, 2023).

The housing market in China experienced
a significant bubble, characterized by excessive
borrowing, speculative investments, and inflated
property prices. Developers, motivated by rapid
growth and high profit margins, engaged in aggressive
expansion strategies, often funded by high levels of
debt. This speculative behavior was fueled by the
expectation of continually rising property values. As
prices escalated beyond sustainable levels, the bubble
eventually burst, revealing deep vulnerabilities within
the market and leading to a widespread financial and
housing crisis in 2020.

The Chinese government also played a
pivotal role in the economy through both direct control
and regulatory frameworks. This role includes setting
policy guidelines, managing state-owned enterprises,
and intervening in market activities. For example, the
Three Red Lines policy, introduced in 2020, aimed
to limit the amount of debt that real estate developers
could accrue. This policy set three thresholds related
to a developer’s financial health, including debt-to-
equity ratios and other key metrics. While the policy
was intended to curb excessive borrowing and lessen
financial risk, its abrupt implementation and lack
of clear communication led to widespread defaults
and financial distress among developers. This crisis
was not an isolated event but rather the culmination
of long-standing trends and policy decisions. Rapid
urbanization, speculative investment, and excessive
leverage by property developers created a volatile
environment that was further exacerbated by the onset
of the COVID-19 pandemic. The Three Red Lines
policy, introduced to mitigate systemic risks, played
a pivotal role in reshaping the landscape of housing
finance and development but also contributed to
unintended consequences (Jing, 2022).
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The crisis gained widespread attention with
the collapse of prominent real estate companies such
as Evergrande in 2021, one of China’s largest property
developers (Carbonaro, 2024). Evergrande’s financial
troubles were emblematic of a broader crisis in the
sector. The company, heavily leveraged with over 300
billion yuan in debt, failed to meet its obligations,
leading to a default on payments and an inability
to complete numerous construction projects (Mark,
2024). This collapse not only affected investors and
homeowners but also had ripple effects throughout the
economy, contributing to a loss of confidence in the
real estate sector.

The financial repercussions of the housing
crisis were profound. Banks faced significant losses
due to the default of major real estate companies,
leading to increased national debt and reduced
financial stability. The crisis also led to a tightening of
credit, affecting businesses and consumers alike. The
financial sector’s instability had cascading effects on
the broader economy, contributing to a slowdown in
economic growth (Associated Press, 2024). China’s
high homeownership rate, at approximately 90%,
meant that a significant portion of the population
had substantial financial stakes in the real estate
market. For individuals with multiple properties, the
devaluation of real estate represented a major financial
loss. Renters also faced instability, as the crisis led to
fluctuations in rental prices and reduced availability of
rental properties (Dorn, 2023). The crisis had varied
impacts on different segments of the population. Urban
areas, such as Beijing, experienced significant financial
distress due to high homeownership rates and stalled
construction projects. In contrast, rural areas were
less directly affected but still experienced economic
repercussions due to the broader impact on the national
economy. Chinese households typically have almost
50% of their net worth involved with real estate, with
less consumer spending as a result of fallen property
prices (Ezrati, 2023).

China’s housing market failures can be
allocated to three major factors. Firstly, rapid
urbanization has led to excessive demand for housing,
resulting in inflated property prices and a significant
affordability crisis. Many citizens, especially those of
lower income, cannot afford decent housing, leading
to a supply and demand imbalance. There has also
been rampant speculation, where investors purchase
properties for quick profits rather than genuine housing

needs. Government policies also historically favor
larger developers and urban projects, leading to further
misallocation of resources. Smaller developers and
affordable housing projects often lack support.

Government’s Approach
(2020-2022)

In response to the crisis, the Chinese
government implemented several immediate
measures, including a $42 billion fund to purchase
vacant apartments and provide relief to distressed
property developers (Mark, 2024). Additionally, the
government reduced interest rates by 0.25% and
down payment requirements to 15% of the purchasing
price to stimulate the housing market and encourage
purchasing. While these measures offered short-term
relief, they were insufficient to address the underlying
structural issues in the housing market (Kurtenbach,
2024).

China’s long-term recovery strategy focused
on stabilizing the housing market while fostering
broader economic growth. This included promoting
domestic consumption, encouraging innovation, and
investing in infrastructure. However, the effectiveness
of this strategy has been questioned, particularly
regarding its ability to address the root causes of the
crisis and prevent future occurrences.

During the crisis, the government’s response,
including the bailout of distressed developers and
the introduction of the Three Red Lines policy, was
criticized for being reactive rather than proactive.
Instead of implementing proactive measures to
regulate housing markets and developer borrowing
beforehand, the government responded to the crisis
by enforcing stricter financial thresholds to stabilize
the industry. The lack of comprehensive and forward-
thinking regulation contributed to the severity of the
crisis; The lack of effective regulatory oversight and
risk management practices played a significant role
as well. The absence of stringent measures to curb
excessive borrowing and speculative investment
contributed to the housing bubble. This reactive
approach highlighted a lack of foresight in managing
the rapid expansion and risk accumulation in real
estate.
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In the United States, the Housing and Economic
Recovery Act of 2008 was similarly criticized due to
its reactive policy, focusing on foreclosure prevention
and stabilizing home prices after they had already
plummeted (Knowledge at Wharton Staff, 2018).

In the United Kingdom, the Help to Buy scheme,
introduced in response to rising housing costs,
provided financial assistance after the market had
already become unaffordable for many, rather than
addressing underlying supply issues, and has since
ended (Harper, 2023). Both of these instances, along
with China’s housing crisis, reflect a lack of proactive
planning that could have mitigated these crises earlier.

Analysis

China’s recovery plan for the housing crisis,
while substantial in its intent, exhibited several critical
flaws that undermine its effectiveness. The allocation
of $42 billion to purchase vacant apartments and
support distressed developers, although significant,
was insufficient relative to the scale of the problem.
With trillions of dollars tied up in housing inventory
and numerous developers facing severe financial
difficulties, this amount fell short of providing
comprehensive relief. Furthermore, the heavy reliance
on government intervention to stabilize the market
inadvertently undermined private sector confidence.
Investors and developers, already wary due to the
crisis, perceived the government’s measures as
inadequate or overly controlling, increasing distrust
and hesitancy in the market (Mark, 2024).

The dynamic between developers and the
government further complicated the situation. Trust
in developers plummeted due to widespread defaults
and unfinished projects, leading many to view them as
unreliable. Conversely, while the government’s efforts
were seen as necessary, there was skepticism about
their effectiveness and motivations. This dual distrust
complicated efforts to stabilize the housing market, as
stakeholders were uncertain about whom to rely on for
solutions. This erosion of trust was compounded by the
government’s focus on short-term measures, which did
not address the deeper, structural issues plaguing the
market.

Moreover, the emphasis on technological
advancements and the tech sector, including
developments in Al, distracted from the urgent need

for real estate market reforms. The rapid growth and
investment in technology overshadowed the pressing
need to address housing market instability. This
diversion of focus led to a misallocation of resources
and insufficient attention to resolving core housing
issues, delaying effective recovery and exacerbating
existing problems.

Policy Recommendations

To effectively tackle the housing crisis and
prevent future occurrences, it is essential to adopt a
multi-faceted approach.

The $42 billion allocated to purchase vacant
apartments should have been used more strategically.
While government measures have been introduced in
response to the crisis, they have often been reactive
rather than proactive. A more proactive approach
to regulation and oversight is needed to prevent
similar issues in the future, such as investing in
both infrastructure and public services to support
sustainable urban development to enhance the
overall livability of housing projects. This includes
improving transportation, utilities, and community
facilities to create more attractive and functional
housing environments. Focusing on affordable
housing development is also crucial. Allocating
funds to projects that address the needs of lower-
income populations can help alleviate some of the
pressures on the housing market and promote broader
economic stability. Given the scale of the crisis, the
$42 billion represents only a small fraction of the total
housing inventory, highlighting the need for a more
comprehensive approach to addressing the housing
market’s challenges.

Furthermore, a critical recommendation is the
implementation of comprehensive regulatory reforms.
Stricter regulations are necessary to manage developer
debt and curb speculative investments. This involves
setting clear limits on debt-to-equity ratios, enhancing
transparency in financial reporting, and ensuring
rigorous enforcement of these standards. The lack of
effective risk management practices meant that the
market was ill-prepared for the scale of the crisis when
it occurred. By establishing a more robust regulatory
framework, the market can better absorb shocks and
reduce the risk of speculative bubbles.
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China could also adopt certain policies from
other countries’ more successful models. Singapore’s
HDB model has successfully created a public housing
system that provides over 80% of the population with
affordable homes, focusing on long-term planning,
and integrating transportation and amenities to foster
community (Lin, 2024). For China, adopting a similar
system could stabilize the market by increasing
affordable housing supply, reducing speculation, and
improving living standards. Germany’s rent control
policy of Mietpreisbremse has helped maintain
affordability in urban areas by limiting rent increases
to inflation and a small percentage (Conny, 2019).
Implementing similar controls in China could help
curb excessive rent hikes. China’s rapid urbanization
has created significant housing demand; Focusing
reforms on affordability is crucial for social stability,
especially in urban areas where economic disparities
are more pronounced. Given China’s centralized
government, these policies could be done effectively
when implemented by leveraging state resources and
planning capabilities.

A balanced approach between government
intervention and market forces is also crucial.
While state support is necessary to stabilize the
market in the short term, it should not overshadow
the need for market-driven solutions. Economic
theory states that free markets lead to the efficient
allocation of resources. However, in cases of
market failure of housing shortages or excessive
speculation, government intervention can correct
these inefficiencies. Targeted government policies
could help stabilize the market while still allowing
market mechanisms to operate. The theory of public
goods suggests that certain housing needs (affordable
housing) require government provision or regulation
to ensure access for all citizens, and social contract
theory posits that the government exists to ensure the
welfare of its citizens. Therefore, government policies
should aim to support market stability while allowing
for organic growth and innovation. Encouraging
private sector participation and restoring investor
confidence is also essential for long-term recovery.

Long-term structural changes are vital to
address the root causes of the crisis. This includes
tackling issues such as land supply constraints,
property speculation, and financial instability.
Policies that promote sustainable development and
equitable growth will help create a more resilient

housing market. Both Singapore and Germany,

two thriving housing markets, have successfully
invested in infrastructure and public services that
China could consider replicating. Singapore’s public
transport system and integrated urban planning could
help China enhance its urban mobility and reduce
congestion (Lin, 2024). Germany’s emphasis on
sustainable infrastructure with renewable energy and
public transport could also be integrated into China’s
infrastructure projects to promote sustainability
(Conny, 2019). Investing in infrastructure and public
services to support urban development and enhancing
the overall livability of housing projects are key
components of this approach.

The housing crisis has led to a cautious
approach among investors and consumers,
necessitating efforts to restore confidence (Mark,
2024). Transparent communication is essential for
rebuilding trust. Providing clear and consistent updates
on government policies and recovery measures will
help address concerns and demonstrate a commitment
to resolving the crisis effectively. Addressing past
mistakes is also crucial for restoring confidence. Clear
and consistent information on property valuations,
development plans, and developer finances will help
restore confidence among investors and consumers.
Acknowledging and learning from previous policy
errors will be key to developing more effective
solutions. Demonstrating a willingness to adapt and
improve based on past experiences will help rebuild
trust in both government institutions and the housing
market.

When Evergrande, China’s largest developer,
faced severe liquidity issues in 2021, China intervened
to manage the fallout, partly due to the “Too big
to fail” mentality. Evergrande’s collapse would be
catastrophic to the economy, prompting the Chinese
government to intervene to prevent this failure. China’s
response was the reactive “three red lines” policy to
limit borrowing of developers, but more can be done.
Scaling down the size of developers can also help to
reduce systemic risk. Smaller, diversified developers
may be less likely to contribute to large-scale market
failures, creating a more stable and resilient market.
China has a decent amount of small developers but
not enough medium-sized developers. This approach
helps ensure that funds are used effectively and
that a broader range of developers benefits from the
recovery plan. Encouraging diversification within the
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real estate sector can further reduce risks. Supporting
smaller developers and promoting alternative
investment opportunities can reduce reliance on a
few large players and spread risk more evenly across
the market. Diversification can help create a more
balanced and resilient housing market. Supporting
alternative housing models and investment avenues
can help create a more balanced and resilient market
(Stevenson, 2024).

Conclusion

In conclusion, the 2020 housing crisis in
China highlights significant failures in regulatory
oversight and proactive policymaking. Key mistakes
included the lack of stringent controls on developer
debt, insufficient communication about the Three
Red Lines policy, and an overreliance on a few large
developers, which left the market vulnerable. These
missteps contributed to widespread defaults and
financial instability.

To address these issues, several reforms
are recommended. First, implementing a proactive
regulatory framework that sets clear debt management
standards can help curb speculative investments and
ensure financial discipline among developers. Second,
prioritizing affordable housing initiatives is essential
to alleviate the housing affordability crisis and support
lower-income families. Third, encouraging the growth
of smaller and medium-sized developers can foster
competition and reduce systemic risk in the market.

Furthermore, transparent communication
regarding policy changes and recovery efforts is vital
for rebuilding trust among stakeholders. By learning
from past mistakes and embracing these strategic
reforms, China can create a more resilient and
sustainable housing market, ultimately contributing to
long-term economic stability and social well-being.
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