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Abstract: With the progression of China's economy and urbanization, the real estate industry 

experienced rapid growth, accompanied by increasing speculative activities, which led to a 

continuous rise in housing prices and the formation of a bubble. Therefore, the focus of this 

study was the current state of China's real estate bubble and potential solutions. Given the 

issue of excessively high real estate prices, this study specifically examined the price trends 

and factors contributing to the real estate bubble in four Chinese cities: Beijing, Shanghai, 

Guangzhou, and Shenzhen. The research methodology was as follows: First, data on the 

price-to-income ratio was collected to analyze the current state of housing prices in China, 

revealing that housing prices were still far above their actual value and beyond a reasonable 

range, thereby indicating the severity of the real estate bubble in China. Second, by analyzing 

data and reviewing the literature, the factors contributing to China's real estate bubble were 

identified and categorized into two main groups: policy-related and economic. On the policy 

side, factors included policy reforms, monetary easing, and reductions in both the benchmark 

interest rate and the reserve requirement ratio. On the economic side, factors included the 

growth in per capita disposable income and speculative behavior. Finally, this paper analyzed 

how a property tax could curb speculative activities by increasing the cost of purchasing 

properties, thereby reducing demand and speculative behavior. The findings revealed that the 

real estate bubble in China's first-tier cities remained severe, and that a property tax could 

help curb speculative activities and slow the pace of bubble expansion. 
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1. Introduction 

A bubble generally refers to a situation where asset prices exceed their true value. The earliest 

recorded economic bubble was the ‘Tulip Mania’. In the 17th century, tulips became highly popular 

among the Dutch [1]. However, as demand outstripped supply, tulip prices became exorbitant. 

Speculative activities further drove prices sharply upward, far beyond their actual value, forming a 

bubble. However, in 1637, when some began to realize that the prices had lost their meaning, people 

started to sell off their tulips at lower prices, causing market panic. Confidence plummeted, leading 

to mass sell-offs, which ultimately caused the market to collapse, with tulip prices plummeting as the 

bubble burst [2]. 

Similarly, speculative behavior led to the real estate bubble in Japan from the 1980s to the 1990s 

[3]. Rapid urbanization and increasing urban populations drove up housing demand. However, 
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Japan’s limited land area led people to believe that land prices would only rise. Consequently, large 

amounts of capital flowed into the housing market, causing housing prices to soar far above their 

actual value, resulting in a bubble. The government’s implementation of financial liberalization and 

quantitative easing policies accelerated the bubble’s inflation and eventual collapse [4]. 

Later, in 2001, the U.S. government implemented an expansionary monetary policy, cutting 

interest rates from 6% to 1% through multiple rate reductions to stimulate economic growth, which 

led to rising housing prices and the formation of a bubble [5]. Simultaneously, banks overestimated 

the liquidity of real estate collateral and underestimated the risks of subprime mortgages. From 2004 

to 2006, the Federal Reserve began raising interest rates, gradually restoring the rate to 5.25% [6]. 

The higher interest rates made it difficult for many people to repay their mortgages, leading to 

increased foreclosures, property depreciation, and eventually, the bubble burst. The widespread 

mortgage defaults also caused bank failures, ultimately triggering a global financial crisis [7]. 

With the growth of China’s economy and urbanization, the real estate industry rapidly grew, with 

speculative activities leading to continuous increases in housing prices and the formation of a bubble. 

According to data released by China Daily, in 2023, housing sales accounted for 24% of China’s 

GDP. This revealed high housing demand and exorbitant housing prices, which most ordinary 

families could not afford. Even though housing prices have declined somewhat in recent years, the 

significant gap between income and housing prices has made homeownership unaffordable for many 

families. 

This paper, focusing on the issue of excessively high real estate prices, studied the price changes 

in four Chinese cities: Beijing, Shanghai, Guangzhou, and Shenzhen, and the factors contributing to 

the real estate bubble. Furthermore, the paper analyzed the current state of the real estate market and 

explored ways to reduce housing prices to slow down the bubble’s expansion. The paper aimed to 

better understand the current state of China’s real estate market and explore methods to curb the 

bubble’s growth.  

2. Current State of Real Estate in First-Tier Cities in China 

Figure 1 shows the changes in the price-to-income ratios in Beijing, Shanghai, Guangzhou, and 

Shenzhen from 2007 to 2016.  

 

 Figure 1: Price-to-Income Ratio in Beijing, Shanghai, Guangzhou, and Shenzhen 
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The data indicated that the price-to-income ratio in Shenzhen had the most significant increase, 

consistently exceeding that of Beijing, Shanghai, and Guangzhou since 2007. The price-to-income 

ratios in the four cities decreased from 2007 to 2008 but began rising again in 2009. With economic 

development, the ratio in Beijing, Shanghai, and Guangzhou fluctuated slightly from 2009 to 2016. 

However, Shenzhen’s ratio surged significantly starting in 2013. By 2016, Shenzhen’s price-to-

income ratio reached 25.35, far surpassing the other three cities: Beijing and Shanghai stood at 11.6 

and 10.75, respectively, with Guangzhou having the lowest at 9.19. Furthermore, data from the 

National Bureau of Statistics suggested that a price-to-income ratio below 7.64 is considered 

reasonable, while a ratio above 9.17 is deemed severely unreasonable. As shown in the figure, the 

price-to-income ratios in all four cities generally fell within the severely unreasonable range, with 

only Shanghai remaining in the moderately unreasonable range from 2011 to 2014, while Shenzhen 

exceeded the severely unreasonable standard by nearly three times in 2016. These data reflected the 

severe bubble conditions still present in China’s real estate market. 

3. Factors Contributing to the Real Estate Bubble in First-Tier Cities 

Housing bubbles are typically caused by excessive demand and insufficient supply. The early stages 

of China’s real estate bubble can be traced back to the 1980s. The contributing factors are as follows: 

3.1. Government 

Firstly, the formulation of government policies was closely tied to housing price fluctuations. The 

housing policy reforms marked the beginning of the rapid increase in housing prices. With the 

development of urbanization in China, the urban population gradually increased, thereby increasing 

the demand for housing. However, housing at that time was provided by the government and state-

owned enterprises at extremely low prices, leaving little incentive for private enterprises to invest in 

the real estate sector, ultimately leading to a housing shortage. Thus, in 1988, the Chinese government 

implemented a series of housing reform policies, promoting real estate privatization to encourage the 

growth of the real estate industry. Consequently, China’s housing sector shifted from a planned 

economy to a market economy, aiming to encourage more private home purchases and real estate 

investments. As most private enterprises aimed to maximize profits, they raised prices to achieve this, 

ultimately contributing to the real estate bubble. After implementing this policy, local government 

revenues declined significantly, with local fiscal revenue as a proportion of the national budget 

revenue dropping from 77.98% in 1993 to 44.3% in 1994 [8].  

Secondly, to address the shortfall in fiscal revenue, local governments began selling land rights at 

high prices to generate income. More importantly, the scarcity of land resources and the monopolistic 

position of local governments further drove up housing prices. Local governments exacerbated the 

real estate bubble by selling land at high prices to increase fiscal revenue.  

Thirdly, expansionary monetary policies also contributed to the rise in housing prices [9]. In 

response to the sharp decline in housing prices following the 2008 global financial crisis, the Chinese 

government injected 4 trillion yuan into the economy to prevent economic downturns and continued 

declines in housing prices. Subsequently, housing prices stopped falling and began to rise.  

Finaly, to prevent economic decline and stimulate economic growth, the central bank repeatedly 

lowered base interest rates between 2008 and 2015 [10]. According to the data that from the National 

Bureau of Statistics, the base interest rate dropped from 4.14% to 1.50%. This measure reduced the 

cost of financing for enterprises and households, encouraging more investment by enterprises and 

home purchases by households, thereby driving up housing prices. The central bank also reduced the 

quantitative easing, allowing banks to lend more funds, increasing money supply in the market. Since 

the financial market was underdeveloped, real estate became the primary destination for capital 
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inflows. As a result, numerous amounts of capital flowed into the real estate market, rapidly driving 

up housing prices and exacerbating the real estate bubble. 

3.2. Economy 

First, increases in disposable income per capita and China’s population growth contributed to the rise 

in housing prices [11-12]. As incomes increased, people’s demand for housing also increased. 

Homeownership in China is largely associated with an individual’s marital value and family 

formation. Traditionally, Chinese people consider owning a house a prerequisite for marriage, as it 

symbolizes certain assets and responsibilities, ensuring stability in married life. Additionally, in 

Chinese culture, a home symbolizes reunion and a sense of belonging [8]. According to data from the 

National Bureau of Statistics of China, in 2023, disposable income per capita grew by 6.3% compared 

to 2022, and China’s population reached 1.4 billion in 2024. Therefore, more people would likely 

choose to buy houses, driving up housing prices. Secondly, compared to the stock market’s 

uncertainties, real estate investment was considered a relatively safe and stable way for Chinese 

citizens to make money, driven by speculative activities [10]. Due to speculative activities, market 

demand drove prices higher, leading many to believe that real estate assets were highly valuable and 

appreciated quickly, with little risk of depreciation. As a result, many families chose to buy homes to 

increase their savings. This also led many businessmen to view real estate investment as a quick and 

profitable way to make money. Consequently, more businessmen engaged in speculative activities, 

purchasing homes and trading them repeatedly to earn the price difference. Ultimately, this led to a 

rapid rise in housing prices and the formation of a bubble. 

4. The Impact of Property Tax on Curbing Speculative Home Purchases 

The occurrence and subsequent bursting of real estate bubbles have had negative impacts on a nation’s 

economic development and social stability. In China, current property prices have significantly 

exceeded their intrinsic value. Therefore, implementing appropriate measures has not only been 

critical for economic development but also for ensuring sustainable development and maintaining 

social order. 

The introduction of a property tax has been identified as a potential method to curb speculative 

home purchases. China’s existing tax system has levied property taxes since 1986; however, non-

commercial residential properties were exempted, which limited the effectiveness of this policy in 

deterring speculative activities. As the economy developed, speculative behavior intensified, driving 

property prices far beyond their real value and making homeownership unaffordable for many 

households. In response, on January 28, 2011, China introduced a new property tax in Shanghai, 

extending the tax to non-commercial residential properties. The tax targeted homes purchased after 

the implementation date by both residents and non-residents. According to a statement from China 

Daily, the initial tax rate was calculated at 70% of the transaction price of the property [5]. This policy 

increased the cost of homeownership for families and raised the cost of speculative activities, as 

property purchases became taxable. Consequently, the higher the property value, the more tax was 

required, which significantly reduced demand for homes and speculative buying, particularly in first-

tier cities where property prices were already high. The decrease in demand subsequently led to a 

decline in prices, thus mitigating the expansion of the bubble. Empirical evidence demonstrated that 

property taxes effectively suppressed speculative home purchases [13]. Following this, China began 

to implement property taxes on a broader scale nationwide, further curbing speculative activities and 

slowing the expansion of the real estate bubble. 
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5. Conclusion 

This study found that the real estate bubble in China's first-tier cities remains significant. It also 

identified the factors that contributed to rising housing prices in China. By analyzing the price-to-

income ratios in Beijing, Shanghai, Guangzhou, and Shenzhen, it was observed that all four cities had 

ratios far above reasonable levels, particularly Shenzhen, where the ratio significantly exceeded those 

of the other three cities. This finding underscored the severity of the real estate bubble in China. The 

study categorized the factors contributing to the bubble into two main groups: policy-related and 

economic. Policy-related factors included government housing reforms, monetary easing policies, 

and reductions in both the benchmark interest rate and the reserve requirement ratio. These policies 

collectively fueled the increase in housing prices. Additionally, local governments further 

exacerbated the bubble by selling land-use rights at high prices to offset fiscal deficits, which drove 

up land and housing prices. On the economic side, factors such as the growth in per capita disposable 

income and speculative behavior played crucial roles. As the income levels of Chinese residents 

increased, coupled with the traditional importance placed on homeownership, the demand for housing 

rose, leading to higher prices. Moreover, real estate speculation, viewed as a relatively stable 

investment, intensified, further inflating the bubble. Given the potential negative impacts of a large 

and bursting real estate bubble on China's economic and social environment, this study also analyzed 

how a property tax could mitigate speculative buying behavior. The findings suggested that a property 

tax could effectively curb speculative activities by increasing the cost of purchasing homes, which 

could reduce the demand and slow the expansion of the bubble. 

This research contributed to raising awareness about the extent to which real estate prices in China 

have exceeded their actual value and sheds light on the underlying factors driving such high prices. 

It also provides a foundation for people to implement more targeted methods to curb the expansion 

of the bubble. However, the also included certain limitations. It focused solely on first-tier cities in 

China, which might not fully reflect the nationwide real estate market. Additionally, the study did not 

sufficiently consider the impact of global economic fluctuations on China's real estate market. Future 

research could broaden the scope to include a wider range of cities and further explore the long-term 

effects of global economic conditions on China's real estate bubble, providing policymakers with 

more comprehensive insights for decision-making. 
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