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Policy Choices for Stabilizing the Real Estate Market— An Analysis Based on a Housing Asset
Valuation Framework
ZHANG Bin' ZHU He’
(1. Institute of World Economics and Politics, Chinese Academy of Social Sciences;
2. Research Department, China Finance 40 Forum)
Abstract This paper develops a housing valuation model as part of an effort to identify the sources of the sharp

decline in housing prices since 2021. The model employs a discounted cash flow framework that distinguishes
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between the value of residential structures and that of land. The results of this study indicate that slower rental growth
and a higher risk premium have been the main drivers of the housing price decline, while lower interest rates have
been insufficient to offset their effects. Scenario analysis shows that, under the neutral scenario, housing prices in
Beijing, Shanghai, and Shenzhen have room to rise, whereas under the pessimistic scenario, housing prices nationwide
remain subject to considerable downward pressure. After comparing various policy instruments, this paper argues
that supply-side policies and measures such as lifting home-purchase and resale restrictions are unlikely to directly
improve expected returns on housing investment. However, a sufficiently strong countercyclical policy response—
particularly a reduction in policy interest rates—can raise housing valuations and stimulate housing demand. Three
channels have been identified: lowering the discount rate, improving expectations for rental growth, and reducing the
risk premium. The study suggests this combined response could be a successful policy option for stabilizing the real
estate market at present.

Keywords Real Estate Valuation, Price-to-rent Ratio, Risk Premium, Countercyclical Policy
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