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Abstract: Urban real estate price fluctuations are primarily driven by macroeconomic conditions, monetary policies, mar-
ket supply-demand dynamics, and investment behavior. Economic growth and income levels influence purchasing power, 
while interest rates and credit policies regulate market liquidity. Land supply, population mobility, and urbanization shape 
long-term price trends, whereas short-term volatility is affected by inventory cycles and speculative demand. Additionally, 
government intervention measures such as purchase restrictions and taxation policies significantly impact price adjustments. 
This paper examines the interplay of these key factors and their combined effects on the real estate market.
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1. Introduction
Real estate serves as a crucial pillar of economic stability, wealth distribution and resource allocation, with China's rap-

id urbanization creating distinct regional disparities where first-tier cities experience sustained price growth while lower-tier 
markets face oversupply pressures. The market's complexity has intensified due to global monetary easing, demographic 
transitions and frequent policy interventions, particularly in the post-pandemic era where expansive monetary policies have 
significantly amplified real estate's financial attributes. This study systematically examines price determinants through a 
five-dimensional analytical framework encompassing macroeconomic fundamentals, financial policies, supply-demand dy-
namics, investment behavior and government interventions, aiming to enhance economic modeling, inform differentiated 
regulatory approaches and guide market participants while addressing critical issues including evolving factor influences, 
policy coordination mechanisms and speculative demand impacts - with findings offering substantial theoretical and practi-
cal value for financial risk mitigation and policy optimization in dynamic market conditions[1].

2. Impact of Macroeconomic Environment
The macroeconomic environment serves as the fundamental underpinning for the long-term development of the real 

estate market, with its impact mechanisms exhibiting both cyclical and structural dimensions. From the demand side, na-
tional income levels and employment market stability directly determine the purchasing power threshold of households. 
When GDP growth remains within a reasonable range, sustained increases in wage income stimulate demand for housing 
upgrades through the "wealth effect"—a phenomenon particularly pronounced in economically dynamic regions such as the 
Yangtze River Delta and the Pearl River Delta. Conversely, during economic downturns, waves of corporate layoffs often 
lead to spikes in mortgage defaults, creating latent risks for non-performing loans in the banking system. On the supply side, 
local governments' reliance on land sales revenue and the scale of infrastructure investment jointly shape the elasticity of 
land supply[2]. The recent debt repayment crises among urban investment platforms in some central and western provinces 
highlight the structural contradictions of the traditional growth model, in which real estate is deeply intertwined with infra-
structure-driven development.

Monetary policy, as a key macroeconomic regulation tool, exerts multi-layered influence on the real estate market 
through transmission channels. Central bank adjustments to benchmark interest rates not only alter developers' financing 
costs and mortgage burdens for homebuyers but also reshape price expectations among market participants. For instance, 
during the 2015-2017 interest rate cut cycle, panic-driven home purchases in cities like Beijing, Shanghai, Guangzhou, and 
Shenzhen exemplified how accommodative liquidity conditions and inflation expectations fueled demand for asset alloca-
tion. Notably, the interplay between exchange rate fluctuations and cross-border capital flows has introduced new dynamics. 
The divestment of foreign capital from premium residential markets during the Federal Reserve's aggressive 2022 rate hikes 
revealed the substitutability and safe-haven characteristics of real estate assets in an open economy.
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3. Transmission Mechanisms of Monetary Policy & Financial Leverage 
The transmission mechanism between monetary policy and financial leverage in the real estate market exhibits multi-di-

mensional and nonlinear characteristics, operating through both explicit channels of funding costs and implicit channels of 
market expectations. Adjustments to reserve requirement ratios and open market operations by the central bank first impact 
liquidity supply in the banking system. This liquidity shift initiates the first transmission channel through commercial banks' 
credit extension behaviors—for instance, when the People's Bank of China implemented targeted RRR cuts for inclusive 
finance during the COVID-19 pandemic in 2020, financing costs for large developers' bonds immediately dropped by 150-
200 basis points, while small and medium-sized developers still faced funding difficulties due to credit stratification[3]. This 
structural divergence exacerbated the "Matthew Effect" in land markets. Targeted monetary policy tools such as relending 
and pledged supplementary lending (PSL) constitute a secondary transmission channel. The 3.4 trillion yuan injected through 
PSL between 2014-2018 directly fueled the monetized housing reform program, creating unique "policy-driven" demand in 
third-tier cities and temporarily altering regional supply-demand dynamics through such administrative financial measures.

The deepening of interest rate liberalization has made the Loan Prime Rate (LPR) a more responsive transmission 
node, yet commercial banks' practice of applying floating spreads introduces pricing friction in the transmission process. 
For example, when the mortgage rate floor was adjusted to "LPR minus 20 basis points" in May 2022, the theoretical exe-
cution rate should have been 4.25%. However, post-implementation monitoring revealed only 38% of bank branches fully 
complied, while 62% maintained profit margins by increasing credit risk premiums—a manifestation of the tension between 
market-driven pricing mechanisms and regulatory objectives, particularly pronounced during easing cycles. Notably, the 
real estate loan concentration ratio under the Macro Prudential Assessment (MPA) framework forms a tertiary transmission 
path. After tiered caps on real estate loan balances were imposed across financial institutions in 2021, developers observed 
an average 7-workday extension in loan approval cycles, with some regional banks even engaging in "quota reallocation" 
of existing loans. This structural deleveraging directly undermined the operational foundations of developers' high-turnover 
business models.

4. Dynamic Balance of Supply-Demand Structure
The real estate market's equilibrium is driven by long-term demographic and industrial trends alongside short-term 

policy and financial cycles. Core cities face dual pressure from urbanization and investment demand, while smaller cities 
struggle with population outflows and oversupply. High-tech hubs see surging housing needs, whereas industrial decline 
regions experience prolonged market adjustments. Supply elasticity varies sharply—land-constrained Tier-1 cities exhibit 
price volatility, while some Tier-2 markets suffer from inefficient oversupply due to fiscal dependence on land sales.

Financial conditions create dual distortions: household leverage inflates demand while developer financing constraints 
suppress supply. However, emerging tools like rental REITs demonstrate how market mechanisms can balance policy goals, 
converting purchase demand into stable rental supply. The solution lies in aligning institutional reforms with financial inno-
vations to achieve sustainable equilibrium across city tiers without over-reliance on administrative interventions.

5. Effectiveness Boundaries of Policy Interventions
Government intervention in real estate markets achieves optimal effectiveness when policy instruments align bidirec-

tionally with market development stages, balancing short-term administrative measures with long-term institutional building. 
International comparisons reveal that success hinges not merely on intervention scale but on coordinated systems design—as 
seen in Singapore’s 87% public housing coverage versus Hong Kong’s 45%, or China’s 2016 "city-specific policies" that 
initially stabilized prices but later induced "policy dependence syndrome." Fiscal-monetary policy synergy proves critical: 
China’s 2020 "three red lines" reduced developer leverage by 11 percentage points but triggered a 600-billion-yuan default 
wave, illustrating Minsky’s liquidity collapse risk when dual credit tightening occurs. Contrastingly, Germany’s tax-credit 
approach sustains 80,000 annual social housing units without market distortion, while China’s 2023 REITs pilot mobilized 
150 billion yuan privately for renovations, exemplifying hybrid "government guidance + market operation" models that 
redefine intervention boundaries.

The institutional completeness dictates intervention timelines, as Japan’s 1991 post-crash land tax hike demonstrated 
the perils of misaligned policy-market cycles. China’s rental-purchase parity reforms, elevating institutional rentals in Bei-
jing from 5% to 15% (2019–2022), show how legalizing policies (e.g., Housing Rental Ordinance) can transition admin-
istrative controls into sustainable frameworks. Property rights arrangements form the deeper boundary: the UK’s 999-year 
leasehold system offers insights for China’s rural homestead reforms, while affordable REITs yielding 150bps above bonds 
prove market mechanisms can sustain policy housing. When short-term measures like price caps exceed 36 months, they 
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distort pricing signals—yet strategic withdrawal, as seen in Germany’s social housing finance or China’s market-driven 
renovations, becomes efficiency-enhancing once institutional foundations mature.

6. Conclusion
This study identifies three core findings on urban real estate dynamics: (1) long-term prices follow macroeconomic fun-

damentals while short-term volatility responds to financial policies; (2) structural supply-demand imbalances show first-tier 
cities resilient due to land constraints and population growth, contrasting with oversupply challenges in lower-tier cities; (3) 
effective regulation requires balancing immediate administrative measures with enduring solutions like property taxes. We 
recommend tailored regional policies, refined financial oversight, and expanded tax pilots. Future research should examine 
digital technologies' role in market transparency, green building premiums, and subsidized housing's price effects to support 
market stability.
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