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ther enhanced. At present, these financial risks are mainly reflected in (i) mar-
ket risks in several areas where the real estate market appears overheated; (ii)
financial risks due to the high debt level of property developers; (iii) moral
hazard reflected in felonies involved in mortgage borrowings; (iv) operational
risks in bank credit lending especially by local branch offices; (v) credit risks on
land developers, and (vi) legal and regulatory risks on property lending.

To further support the real estate industry to play a key role in China’s
economic development on a more sustainable basis, as a principle, structural
adjustments should include enabling healthy development in leading cities and
areas, taking precautionary and responsive measures to different market condi-
tions, and discouraging short-term and speculative housing purchase through
tax measures.

The development of the mid-to small-sized housing units needs to be pro-
moted, which would help improve more efficient land utilization. More efforts
are needed to develop the housing system that offers affordable rents through
government’s subsidized programs. A resource-saving approach also needs to
be adopted to support the real estate market development in a land-saving, en-
ergy-saving, water-saving, electricity-saving, and more environmental friendly
manner.

To mitigate financial risks in the real estate market, banks need to (i) en-
hance efforts to evaluate the quality of real estate firms; (ii) take proactive
measures against operational risks in credit lending; (iii) strengthen efforts to
prevent felonies such as “false mortgage” and raise the effectiveness of puri-
tive measures; (iv) improve interest rate risk management; and (v) develop
housing guarantee system. More efforts are needed to improve the housing

credit insurance system.
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