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ABSTRACT

China's once-booming housing market is facing a significant downturn, characterized by plunging prices, developer defaults, and buyer
boycotts. This crisis, unfolding since 2020, stems from an interplay of factors:

e Debt-fueled development: Decades of rapid urbanization and easy credit led to overbuilding and excessive developer leverage.

e Policy shifts: Government regulations introduced in late 2020 aimed to curb speculation and debt in the sector, inadvertently
triggering a market correction.

e Changing demographics: A shrinking working-age population and slowing income growth dampen demand.

DATA SOURCES

The research is based on secondary research that is collected through various articles available on internet around China’s economy and
the housing crisis. The primary sources of the same are Wikipedia, Worldbank website & IMF. The credits for the same are mentioned
in the last section of the research paper.

ABOUT CHINA

China, officially the People's Republic of China (PRC), is a country in East Asia. With a population exceeding 1.4 billion, it is the
world's second-most populous country. China spans the equivalent of five time zones and borders fourteen countries by land. With an
area of nearly 9.6 million square kilometres (3,700,000 sq. mi), it is the third-largest country by total land area. China's economy is the
world's second-largest by nominal GDP and the largest by purchasing power parity (PPP). The country has undergone a major
transformation from a planned economy to a mixed economy with socialist characteristics. China is a major centre for manufacturing,
and is the world's largest exporter of goods. The Chinese government has played a significant role in directing investment and economic
development.

China is also a major power in international affairs. It is a permanent member of the United Nations Security Council and is a member
of numerous international organizations. China has a significant influence over its neighbours in East Asia, and has territorial disputes
with several countries. China also enjoys the position of a major trading partner for many countries around the world

China's financial standing is strong, but faces headwinds like slowing growth and income inequality. The government is working to
address these issues and maintain stability. Their large reserves and economic power provide a solid foundation, but navigating future
challenges will be crucial. China's financial standing is a complex picture with both strengths and weaknesses, let’s take a look at them
in detail:

STRENGTHS

e Second Largest Economy: China boasts the world's second-largest economy by nominal GDP, behind only the United States
[Wikipedia: Economy of China]. This translates to significant economic power and resources.

e Large Foreign Exchange Reserves: China holds the world's largest foreign exchange reserves, exceeding $3 trillion
[Wikipedia: Economy of China]. This provides a financial cushion and stability.

e Manufacturing Powerhouse: China is a global leader in manufacturing and exports a vast amount of goods [Wikipedia:
Economy of China]. This contributes significantly to their economic growth.

¢ Innovation: China ranks highly in global patent filings, showcasing its growing innovative strength [Wikipedia: Economy of
China].
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WEAKNESSES

e Slowing Growth: China's economic growth has slowed in recent years, with projections for 2024 around 4.5% [World Bank:
China Economic Update - December 2023].

e Income Inequality: Significant wealth disparity exists within China. While the country has lifted millions out of poverty,
there's a gap between the rich and the poor [World Bank: China Overview: Development news, research, data].

e Debt: China has a growing national debt, which could pose challenges in the future [International Monetary Fund: China
Stumbles but Is Unlikely to Fall].

China's GDP depends on whether you're looking at nominal (current US dollars) or purchasing power parity (PPP). Here's a breakdown
for both:

¢ Nominal GDP: Estimated to be around $18.56 trillion for 2024 (source: Wikipedia). This refers to the total market value of all
final goods and services produced in China in a given year.

e PPP GDP: Estimated to be around $35.03 trillion for 2024 (source: Wikipedia). This refers to the total value of goods and

services produced within China, adjusted to reflect the relative purchasing power of its currency within the country. In simpler
terms, it shows what China's GDP could buy domestically.

So, what exactly is the China housing crisis?

China's housing crisis refers to a financial strain in their real estate sector that began around 2020 and continues today (April 2024).
Here's a breakdown of the key factors:

Causes:

e Debt-Fueled Development: Property developers borrowed heavily to fund ambitious construction projects, leading to a
potential bubble.

e Limited Investment Options: With limitations on other investments, households poured money into housing, further inflating
prices.

e Government Regulations: In an attempt to curb speculation, the Chinese government introduced restrictions on developer
borrowing, leading to cash flow problems for some companies.

The crisis has wide-ranging implications:

e Economic impact: The slowdown in housing, a major economic driver, affects construction, finance, and domestic
consumption.

e Financial risks: Developer defaults pose risks to banks and broader financial stability.
e Social challenges: Unfinished projects and mortgage boycotts leave buyers frustrated and vulnerable.

While the government attempts to navigate a soft landing, the crisis exposes the inherent vulnerabilities of China's "housing-centric"
growth model. Long-term solutions likely involve structural reforms to address affordability, financial stability, and demographic shifts.

China’s real GDP growth by decade
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Source- Wikipedia

China's Wobbly Tower: Global Repercussions of the Housing Crisis

China's housing crisis is not just a domestic concern. As the world's second-largest economy and a major player in global trade, a
significant slowdown in China could have ripple effects across the globe. Here's how the crisis might affect China's global economic
standing:

Reduced Global Demand:

e China is a major consumer of commaodities like steel, iron ore, and copper, all heavily used in construction. A slump in the
housing market will likely lead to decreased demand for these materials, impacting global commodity prices and potentially
hurting resource-exporting countries.

e  Weaker domestic consumption: Consumer spending is a significant driver of China's economic growth. If household wealth
takes a hit due to falling property values, Chinese consumers might tighten their belts, reducing demand for imported goods
and impacting global trade.

Financial Market Jitters:

e Investor Risk Aversion: A financial crisis stemming from the housing market could erode investor confidence in China. This
could lead to capital flight, where investors pull their money out of China, potentially destabilizing global financial markets.

o Disrupted Supply Chains: China is a critical player in global supply chains. A severe economic slowdown could lead to
production slowdowns and disruptions in the movement of goods, impacting businesses worldwide.

However, the severity of the global impact depends on several factors:

e The extent of the crisis: A managed slowdown with limited financial contagion will have less impact than a full-blown
financial crisis.

e The response of the Chinese government: The government's ability to contain the crisis and stimulate the broader economy
will be crucial.

e The resilience of the global economy: A strong global economy can better weather the storm of a slowdown in China.

From Boom to Bust

China's housing crisis is a complex story with significant economic, financial, and social ramifications. Its resolution will shape the
future trajectory of China's economy and society.

China's real estate sector, once a roaring engine of economic growth, is facing a period of significant turbulence. This article explores
the causes and consequences of the ongoing crisis, and what it might mean for China's future.

For decades, China's property market boomed. Rapid urbanization, coupled with cultural emphasis on homeownership, fueled a surge
in demand. Developers piled on debt to meet this demand, while local governments relied on land sales for revenue. This created a
seemingly endless cycle of rising prices.

However, by the late 2010s, cracks began to appear. The government, concerned about a bubble, introduced regulations to curb excessive
borrowing by developers. This, combined with an economic slowdown, triggered a decline in sales and a wave of defaults among heavily
indebted property firms. The crisis gained global attention in 2021 with the near-collapse of real estate giant Evergrande.

China's housing crisis can't be fully understood without examining the role of the shadow banking system. This system operates outside
traditional banking regulations, providing alternative financing channels for borrowers who might not qualify for loans from regular
banks. In China's case, the shadow banking system played a significant role in inflating the housing bubble.

Here's how it unfolded:

e Increased Demand: Shadow banks provided a ready source of credit for developers and homebuyers. This included wealth
management products, trust loans, and peer-to-peer lending platforms. This easy access to credit fueled a surge in demand for
properties, pushing prices ever higher.

e Bypassing Regulations: Traditional banks faced restrictions on lending to the property sector. Shadow banks, however,
weren't subject to the same oversight, allowing developers to take on more debt than would have been possible through
conventional channels. This fueled excessive risk-taking in the property market.
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e Moral Hazard: The implicit government guarantee of "too big to fail" for major developers further emboldened the use of
shadow banking. Investors believed the government would bail out struggling developers, encouraging them to invest heavily
in the property market with borrowed money.

The Burst Bubble

e However, the shadow banking system's contribution to the housing boom ultimately proved unsustainable. As the government
cracked down on excessive borrowing and the economy slowed, developers struggled to repay their debts. This triggered
defaults and a wave of financial instability that shook the entire system.

Lessons Learned

e  The experience with the shadow banking system highlights the dangers of unregulated lending practices. China is now working
to bring the shadow banking sector under greater control, with stricter regulations and increased transparency. This aims to
prevent a similar bubble from forming in the future.

The Unfolding Impact

The housing crisis has sent ripples across China's economy. Construction activity, a major driver of growth, has plummeted. Homebuyer
confidence is shaken, with many hesitant to purchase in a falling market. This creates a vicious cycle, as fewer sales lead to further
developer distress.

Beyond the Crisis

The Chinese government is navigating a challenging path. They need to address the immediate financial risks while also laying the
groundwork for a more sustainable property market. Measures include bailouts for strategic developers, increased investment in
affordable housing, and a shift towards a more rental-oriented market.

The Road Ahead

The future of China's housing market remains uncertain. A sharp downturn could have significant repercussions for the global economy.
However, China's policymakers have a history of navigating complex situations. A successful resolution could pave the way for a more
stable and balanced property sector in the long run.

The Human Cost

Beyond the economic ramifications, China's housing crisis has a significant human cost. One of the most concerning issues is the plight
of homebuyers who have invested in unfinished housing projects. Due to developer defaults and financial struggles, many construction
sites have stalled, leaving families who have already poured their life savings into these projects with no place to live.

This situation creates a precarious situation for these individuals, often referred to as "pre-sale victims." They are stuck in limbo, paying
mortgages on properties they can't occupy and facing an uncertain future. The social safety net in China may not fully address this issue,
leaving many vulnerable.

A Widening Gap

The housing crisis also risks exacerbating existing social inequalities. While some homeowners may benefit from a cooling market, low-
income earners and migrant workers struggle to find affordable housing options. This could widen the gap between rich and poor,
leading to increased social unrest.

Looking for Solutions

The Chinese government is grappling with how to address these social issues. Measures being explored include:
e Providing financial assistance to pre-sale victims.
e Incentivizing developers to complete stalled projects.

e Increasing the supply of affordable housing units.

Finding a solution that balances economic stability with the needs of everyday citizens will be crucial for navigating this complex crisis.
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The potential impact on China's demographic challenges, as a declining birth rate intersects with a housing market slowdown-
A Double-Edged Sword

China's housing crisis is colliding with another major challenge: a declining birth rate. The high cost of housing, particularly in major
cities, is often cited as a deterrent for young couples considering having children. With soaring property prices, many young adults
struggle to afford a down payment, let alone the ongoing mortgage burden. This financial stress can significantly impact decisions
around starting a family.

On the other hand, the housing market slowdown could have an unintended consequence of boosting birth rates. As housing prices
potentially stabilize or even decrease, the financial burden on young couples could lessen. This might make them more comfortable
starting a family, especially if the government implements policies to further incentivize childbearing, such as childcare subsidies or tax
breaks.

Impact of China Housing crisis on other economies
A slump in China's housing market can have ripple effects on other economies around the world, here's how:

e Reduced Demand for Commodities: China is a major consumer of raw materials like steel, iron ore, and copper used
extensively in construction. A housing slowdown can lead to decreased demand for these commaodities, impacting their prices
and potentially hurting economies that rely on exporting them.

e Disrupted Supply Chains: China is a crucial player in global manufacturing. If the housing crisis weakens its manufacturing
sector, it could disrupt supply chains for various goods, causing shortages and price increases for consumers worldwide.

e Global Financial Market Volatility: Financial institutions around the world are invested in China's real estate market, either
directly or indirectly. A crisis can lead to defaults, losses, and decreased investor confidence, causing volatility in global
financial markets.

e Impact on Trading Partners: Countries with strong trade ties to China, especially those exporting building materials or
finished goods, could see a decline in demand due to the housing slowdown. This could hurt their economic growth and
employment.

Potential Severity
The severity of the impact on other economies depends on several factors:

e Scale of the Crisis: A deeper crisis in China's housing market will have a more significant global impact.

e Strength of Global Economy: A strong global economy can better absorb the shock compared to a weak one already facing
challenges.

e Policy Responses: How effectively China and other governments manage the crisis can influence its global ripple effects.

Examples of Vulnerable Economies

e Commodity-Rich Countries: Economies heavily reliant on exporting raw materials like iron ore and copper used in
construction could be more vulnerable to a decline in demand from China.

e Trading Partners of China: Countries with a high volume of trade with China, particularly those exporting building materials
or finished goods, could be significantly impacted.

Overall

While the global impact of China's housing crisis is likely to be moderate, it's still a concern. Countries with strong trade ties to China
and those exporting commaodities used in construction might be more susceptible. The situation is ongoing, and how it unfolds in China
will determine the extent of the global impact

The Need for a Balanced Approach

However, this scenario is not a guaranteed outcome. The psychological impact of the crisis, coupled with broader economic
uncertainties, could still dampen the desire to have children. To truly address the demographic challenge, China will need to create a
more supportive environment for young families.

This could involve:

e Making quality childcare more affordable and accessible.
Lengthening parental leave policies.
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Encouraging flexible work arrangements.
Addressing the cultural pressures that contribute to high childcare costs.

Only by tackling both the housing affordability issue and the broader societal factors influencing family size can China hope to mitigate
the long-term consequences of its demographic decline.

CONCLUSION

Even if China navigates the crisis successfully, its global economic standing might shift. The reliance on the real estate sector as a
growth engine might need to be re-evaluated. China may focus on fostering other sectors like domestic consumption and technological
innovation to diversify its economy and lessen its vulnerability to future housing market fluctuations.

In conclusion, China's housing crisis poses potential risks to the global economy. However, the extent of the impact will depend on the
severity of the crisis and the effectiveness of policy responses. This situation could also mark a turning point for China, pushing it
towards a more balanced and sustainable economic model. We also need to understand that:

The crisis is ongoing with developers facing pressure to manage debt and complete projects.

The government is trying to balance supporting the market with preventing another bubble.

Long-term effects on housing affordability and the broader economy remain to be seen.

The crisis is mainly focused on the residential market, but commercial properties may also be affected.
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