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Introduction to “China’s Mortgage Loans in Post — Crisis Era”
' by Zhao Lei and Zhang Yuan

The global financial crisis and economic crisis of 2008 have marked a funda-
mental shift of global economic power from the west to the east. As the emerging
markets lead the world 1o recover from the great economic recession, while much
of the developed world still struggles to find traction in economic recovery, inter-
est in the emerging markets has grown significantly. The booming housing and
real estate markets in emerging markets such as China, India, and Brazl have
been in sharp contrast to the soft real estate markets in developed countries.
Since they comprise a major part of the emerging markets’ GDP, the housing and
real estate markets in emerging markets have attracted intense attention from both
academics and public policy makers.

Yet, in the post global financial crisis era, there has been widespread con-
cern about whether it’s prudent to encourage the growth of the housing and real
estate loans in China, as the global financial crisis was brought on by the “sub —
prime” mortgage loans in the U. S. and the securitization of such mortgages into
complex financial derivatives. If mortgage loans and their securitization into
financial derivatives should pose inherent risk to the financial system, a wise poli-
cy would be to discourage mortgage loans and restrict the development of
mortgage — based financial security markets. However, without a healthy mort-
gage industry and the accompanying financial markets, the housing and real es-
tate markets in China can hardly grow to a scale commensurate with China’s rising
economy and consumer demand. Consequently, there exist divergent views about
whether and how to grow China’s mortgage industry and the financial markets for
mortgage — based securities.

Mr. Zhao and Miss. Zhang have developed a well — written and extremely
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timely book to examine the pressing issues faced by the mortgage industry and
financial markets in China. Based on their extensive research of the roots of the
global financial crisis and current development of the mortgage industry and finan-
cial markets for mortgage - backed securities (MBS) in China, Mr. Zhao and
Miss. Zhang have made a compelling case in their book for the need and opportu-
nities to continue to grow China’s morigage industry and the financial markets for
MBSs. Contrary to many people’s view that the mortgage industry and the finan-
cial markets for MBSs should be regulated more tightly following the global finan-
cial crisis, the authors of this book contended that it is the excessive government/
political interventions of the industry/markets in the U.S. that prevented the
financial system from self — correcting the problems originated from sub — prime
mortgage loans and their securitization. Therefore, the authors advocate strongly
the continued growth or the mortgage industry and the financial markets for MB-
Ss. In addition, they offer a systematic set of advices in this book for how to
properly develop China’s mortgage industry and financial markets for MBSs with-
out running into similar financial crisis happened in the U. S. in 2008.

After providing an overview of China’s economic situation in the post finan-
cial crisis era, especially the impact of the fiscal stimulus and monetary easing
initiated by China’s government in response to the global financial and economic
crises, the authors offered an comprehensive examination of the roots of the finan-
cial crisis in the U. S.. From the theoretical base of mortgage — backed securitiza-
tion to the roots of sub — prime mortgage crisis and to the effect of mushrooming
growth of MBS, the authors give the readers a rich, objective, and easy —to —
understand perspective of how various factors had contributed to the great finan-
cial and economic crises in the U. S. and beyond. There is no doubt that this
book contains valuable resources for anyone who would like to learn about the
roots of the financial crisis and the role of sub — prime mortgages and the MBS
markets had played in the cnsis.

Turning to China, the book discusses the risks and opportunities that China’s
economy faces in post — crisis era, as well as the current state of development of

China’s mortgage indusiry and securitization of mortgages and banks’ non — per-



F 9

(il

forming assets in China. It also examines the feasibility of securitization of hous-
ing morigage loans in China, potential benefits of MBS markets to China’s econo-
my , and applicability of international models to China. The information contained
in this book about China’s development of mortgage industry and MBS markets is
both comprehensive and insightful. I found this part of the book enlightening.

The book then focuses on the systematic risk associated with the securitiza-
tion of mortgage loans. In plain language, the authors examine the credit risk
related to excessive use of financial derivatives, how excess financial leverage
could enlarge financial risks, and the role of monetary policy in fueling risky be-
haviors of financial institutions. They also compare the similarity of the risk posed
by China’s skyrocketing housing prices to that posed by the U. S.’s sub - prime
mortgage boom in the pre — crisis run up. This part of the book adds caution to
readers about blind push for growing the mortgage industry and MBS markets in
China. It gives the book a much needed balance in its support for growing China’s
mortgage industry and MBS markets and its caution of the risks associated with
the growth.

Finally, the authors advance a rich set of recommendations for implementing
securitization of China’s housing and mortgage loans in order to perfect China
financial markets. They tackle many issues such as the sources of financing house
purchases, establishment of financial markets for housing transaction, regulation
of housing markets, and need for offering subsidized housing for low — income
households. They also offer recommendations for developing supporting infrastruc-
ture for the housing and mortgage markets, including the development of credit
insurance system, rating service agencies, institutional investors, personal credit
reporting, and foreign capital utilization. These recommendations cover a wide
range of sectors that are indispensible to developing a health market system for
MBSs in China. Not surprisingly, the authors also make recommendations in this
book about government’s role in leading the development and perfection of China’s
mortgage industry and MBS markets. Indeed, the last part of the book demon-
strates the authors’ breadth of knowledge in both micro and macro issues in

China’s financial system.
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Overall, the book offers a refreshing view of whether and how China’s hous-
ing mortgage industry and MBS markets should develop, and what government
policy can do to facilitate their healthy development. It is an excellent and timely
resource book that should appeal to anyone who is interested in China’s housing
and mortgage industry and related financial markets, but especially to academics
and government policy makers in the area of mortgage industry and financial mar-

kets in China.

Shaoming Zou
Dec. 15, 2010
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