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Abstract 

In recent years, the government has increased the control of the real estate market, 
which leads to the real estate companies' increasingly difficult financing through banks, 
and seek financing from other channels. The shadow banking market with strong 
product liquidity, fast application and approval speed and low threshold for financiers' 
entry is easy to get the favor of real estate developers. Therefore, this paper will study 
the mechanism of shadow bank and monetary policy on the real estate price fluctuation, 
and put forward some suggestions. 
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1. Introduction 

Shadow bank originated in 1980s, and it is the product of the collision between financial 
innovation and traditional finance in the process of interest rate marketization in major 
developed countries[1]. Shadow banking products have increased the systemic financial risks 
because of their high leverage and high liquidity, leaving hidden danger to the outbreak of 
financial crisis. The subprime crisis, which began in 2007, has evolved into a global financial 
crisis, which has caused immeasurable losses to all major economies around the world. This 
almost forces people to start to study the formation mechanism, impact effect, risk 
measurement and external supervision of shadow banks. McCulley [2] first proposed the concept 
of "shadow banking system", which refers to some other financial institutions and financial 
derivatives that are not regulated by the banking regulatory system but operate business 
similar to banks. Since then, posar defined shadow banks. In summary, the definition of shadow 
banking in foreign countries mainly comes from two perspectives: first, from the perspective of 
supervision, it refers to the financial institutions, credit intermediaries and derivative financial 
businesses corresponding to commercial banks which are separated from the regulatory 
system[3]. Second, the function angle refers to the credit intermediary with credit conversion, 
term conversion and liquidity conversion.  

After 2010, there was a general rise in commodity prices and asset bubbles in China, which led 
to the tightening of the formal credit system. The gradually tightening credit policy makes it 
very difficult for banks to finance the subsequent funds for the projects that have been carried 
out. Banks are also reluctant to see the loans released become bad debts. Both sides cooperate 
immediately. Various shadow banking tools emerge as the times require, such as discount notes, 
trust loans, entrusted loans, etc. Therefore, it is urgent to study the formation mechanism and 
influence effect of shadow bank. 

The real estate industry is in the basic and leading position in the national economy. Its rise and 
fall directly or indirectly affect dozens of industries in the upstream and downstream. Many 
cities regard the real estate industry as its pillar industry. In 2016, the real estate prices in 
Nanjing, Xiamen, Hefei and other first tier cities increased by about 40%, while the CPI in China 
only increased by 2.0% year on year. Obviously, in the context of the real estate industry 
becoming more and more difficult to finance through banks, the real estate industry as the 
"second financial industry" can only be forced to seek other financing channels, and the shadow 
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banking market with strong product liquidity, fast application and approval speed and low 
threshold for financiers entering the market is easy to get the favor of real estate developers. 
So what is the relationship between the increase of shadow bank scale and real estate price? 
How does the change of monetary policy affect the size of shadow banks and the price of real 
estate? 

2. Analysis of the channel of monetary policy on house price 

Monetary policy transmission channels include traditional monetary channels and credit 
channels. Monetary channels are discussed from the bank liabilities. The main representative 
schools are Keynesian school and monetarist school. They think that the choice of institutional 
decision makers between money and bonds can be replaced completely, so the financial market 
can reach a clear state through interest rate[4]; The credit channel is that the central bank 
influences the credit scale of commercial banks through monetary policy, and the scale of bank 
credit goods is closely related to the money supply and interest rate. Therefore, this paper 
discusses the impact of monetary policy on house prices from the following aspects. 

2.1. Transmission channel of interest rate 

We can know that there are many sources of funds for real estate enterprises, of which personal 
mortgage accounts for a large part. Therefore, the change of interest rate will not only affect the 
real estate supplier, but also affect the buyers. This paper discusses the influence of interest 
rate on house price, mainly from the perspective of both supply and demand. From the 
perspective of the real estate demand side: real estate is a product with dual properties. For the 
rigid demand of housing, the house purchase is used for living, and it belongs to consumer 
goods at this time. For the real estate investors, its main function is not to use for consumption, 
but to bring benefits through the rise of house prices, which is the investment product.  

First, for rigid housing demand, they will be sensitive to changes in interest rates. Because at 
present, most buyers apply for housing provident fund loan or commercial bank mortgage loan 
by means of mortgage loan, and the proportion of personal mortgage loan for purchase is 
increasing in recent years, so this makes the demand for housing purchase establish close 
relationship with interest rate. Interest rate first affects the demand of the real estate market, 
and then causes the change of the real estate price. When the interest rate rises, the rigid buyers 
will increase the burden of buying the house, and the rising cost of the house will reduce the 
demand of the real estate market, and eventually lead to the decrease of the house price. When 
the real interest rate decreases, the cost of the rigid buyers will increase the demand for the 
real estate market, and then promote the rise of the house price. On the contrary, interest rates 
have fallen and house prices rise. 

 Secondly, for the investors, there are portfolio investment composed of stocks, funds, 
insurance, bonds, real estate, etc. The change in interest rates will allow them to adjust the 
weight of their portfolio to maximize their investment returns. If the interest rate increases, the 
cost of their investment in buying houses increases, which will reduce the demand for 
investment in the purchase of houses, thus reducing the price of housing. Therefore, from the 
perspective of the investors, the rise of interest rates causes the price to decline. When the 
monetary policy is relaxed, that is, the interest rate is reduced, they will adjust the proportion 
of their portfolio. At this time, the cost of purchasing houses will decrease, which will increase 
their demand for the real estate market. In the long run, the increase of demand in the real 
estate market will promote the rise of house prices, and the final interest rate will cause the rise 
of house prices. From the perspective of real estate market providers, some of the real estate 
companies' funds come from bank loans and personal mortgage loans, so the change of interest 
rate will affect the capital cost of real estate enterprises, and then affect the supply of real estate 
market, and eventually cause the change of house prices. When the interest rate rises, the cost 
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of real estate developers increases, reducing investment in the real estate market, thus reducing 
the supply of real estate, and eventually the house price will rise. When the interest rate drops, 
the cost of real estate companies obtaining funds from banks decreases, and real estate 
enterprises will increase their investment in the real estate market, and the supply of real estate 
will increase and the house prices will decrease.  

In summary, from the perspective of the demander, the rise of interest rate causes the house 
price to decline, and the decrease of interest rate causes the rise of house price. From the 
perspective of real estate supply, the house price rises when the interest rate rises, and the 
decrease of interest rate causes the rise of house price. So the final rise or fall of house prices 
depends on the sensitivity of the supply and demand parties to the change of interest rates. 

2.2. Credit channel 

Bank credit plays an indispensable role in the development of real estate market. The 
development of real estate market cannot be separated from the support of bank credit. This 
paper discusses the influence of bank credit on house price from supply and demand:  

From the perspective of the demand side of real estate, the increase of bank credit will reduce 
the interest rate, the cost of buying houses by the buyers will decrease, whether the investors 
or rigid demand for real estate will increase the demand for real estate, and the increase of 
demand will promote the rise of house prices. Therefore, the increase of bank credit caused the 
rise of house prices. On the contrary, when the bank credit scale shrinks, namely, the deposit 
and loan interest rate increases, the buyers buy more houses, reduce the demand of real estate, 
and therefore the house price drops, so the bank credit contraction causes the house price to 
decline.  

From the perspective of real estate developers, the bank credit expansion is convenient for real 
estate developers to obtain loan funds and increase the supply of real estate. At this time, real 
estate developers may adopt the "cover the market" way to obtain continuous high profits, 
namely, reduce the sales of commercial housing, which will not decrease due to the increase of 
supply, that is, the expansion of bank credit may cause the rise of house prices. When the bank 
credit decreases, the cost of real estate developers increases, which will have two effects on the 
real estate enterprises. One is the rising development cost, the real estate enterprises continue 
to develop real estate with high cost. In order to avoid losing the cost of real estate developers 
to improve the house price, the house price rises. Another is that it is difficult for real estate 
companies to get money from banks and reduce the supply of real estate, which also drives the 
rise of housing prices. 

2.3. Money supply channel 

When the central bank regulates the money supply, the house price will also change with the 
change of money supply. From the perspective of the property demand side. The increase of 
money supply and the increase of real estate demand lead to the rise of house prices. At the 
same time, the increase of money supply will invest, which will promote economic growth, 
increase residents' income and realize the growth of residents' wealth. This will also indirectly 
increase the demand for home purchases, from promoting the rise of housing prices. The 
decrease of money supply will reduce the demand for house purchase and cause the decrease 
of house prices. From the perspective of the real estate supplier, the increase of money supply 
makes the interest rate decrease and reduces the capital cost of real estate enterprises. Through 
the discussion above, we can see that real estate development enterprises rely on bank credit 
funds very much, so the increase of money supply will increase the funds used by real estate 
enterprises for investment and development, and lead to the increase of real estate supply and 
decrease of house prices. On the contrary, when the money supply decreases, the capital used 
by real estate enterprises to invest in real estate will decrease, and the supply of real estate will 
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decrease, which will eventually lead to the rise of house prices. In summary, from the 
perspective of the property demand side, the increase of money supply leads to the rise of house 
prices, and vice versa. From the perspective of the real estate supplier, the increase of money 
supply leads to the decrease of house prices, while the price of housing rises. How the final 
house price changes depends on who the supply and demand respond more to the change in 
money supply 

3. The theoretical analysis of shadow bank's influence on monetary policy 
regulation 

At present, the main transmission channel of monetary policy in China is bank credit channel. 
Although there are many kinds of financing channels in the market, bank loan is still one of the 
important sources of enterprise financing. Secondly, the channel of interest rate, especially the 
pilot range of interest rate marketization in China is expanding, and the transmission channel 
of interest rate will become more and more important. Therefore, this paper analyzes the 
impact of shadow banks on the transmission mechanism of monetary policy from the following 
three aspects. 

First, the influence of shadow banks on money supply. Shadow banks influence the credit scale 
of banks through the function of direct or indirect credit creation[5]. The indirect credit creation 
mode of shadow bank flows into the market through financial management and asset 
securitization, and then returns to the banking system, and finally forms the component of the 
broad money supply. So shadow banks will influence the scale of money supply through credit 
creation. The influence of shadow bank on money supply can be divided into two situations. 
When the statutory reserve ratio and excess reserve ratio are larger than the shadow bank 
squeeze ratio, commercial banks will bypass policy supervision through shadow bank channels 
to realize lending. The size of shadow banks is expanded and the supply of goods currency 
increases. When the statutory reserve ratio and excess reserve ratio are less than the shadow 
bank squeeze ratio, it indicates that the monetary policy is loose. In this case, commercial banks 
can increase the fund housing loan without shadow bank channels. At this time, the size of 
shadow banks decreases and the money supply decreases. 

Second, the influence of shadow bank on credit channel. Credit channel is usually the window 
for commercial banks to make loans. The process of influence is that when the money supply 
decreases, the bank loans decrease, investment decreases, and then output decreases. But 
because of the existence of shadow banks, the capital is still provided under the tight monetary 
policy, so the tight monetary policy can not reduce investment and production. At the same time, 
the existence of shadow banks provides many financial products for the market. These products 
have high returns and flexible purchase methods, thus increasing the share in the market, 
weakening the leading position of commercial banks in the financial market. In turn, the change 
of credit scale will cause the change of shadow bank scale. Under the loose monetary policy 
regulation, the bank credit scale expands, the cost of the loan obtained by the fund demanders 
from the commercial banks decreases, so the fund demanders increase the weight of obtaining 
loans from the commercial banks; The shadow bank makes the financing cost of the fund 
demanders through shadow bank channel higher than the cost of obtaining loans from 
commercial banks through layer by layer channels. Therefore, the fund demanders will reduce 
the financing amount from shadow bank channels and the size of shadow banks will decrease. 

Third, the influence of shadow banks on interest rates. First, shadow banks, in order to meet 
market demand, constantly innovate financial products, make financial market become active, 
and the control of financial market through interest rate will decrease. Secondly, compared 
with the credit creation function of shadow banks, shadow banks change the scale of money 
supply and the reaction of interest rates to the change of money supply will change. When the 
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money supply decreases, interest rate rises and investment decreases. However, due to the 
existence of shadow banks, when the money supply decreases, shadow banks will provide 
money to the market. At this time, investment will not decline and output will not decrease. In 
turn, interest rates will also have an impact on shadow banks. When interest rates rise, the cost 
of obtaining funds through shadow banks becomes higher, and the fund demanders will reduce 
the access to funds through shadow banking channels, and the size of shadow banks will 
decrease. 

4. The theoretical analysis of shadow bank's influence on house price 

First, the capital acquired by real estate enterprises from commercial banks consists of direct 
loans and personal mortgage loans, and the proportion of real estate enterprises in total 
financing amount is about 20% in 2010-2020. From the previous theoretical part, it can be seen 
that reducing the scale of bank credit will reduce the bank credit line, and the cost of real estate 
development enterprises will rise, which will lead to the rise of house prices. Under the 
condition of bank credit scale shrinking, enterprises are difficult to obtain loans, so they will 
obtain funds through shadow bank channels, but the shadow bank interest rate will be higher 
than that of commercial banks, while the funds invested in the real estate market through 
shadow bank channels will promote the rise of house prices. Therefore, shadow banks will 
weaken the effect of bank credit on the regulation of house prices. 

Secondly, the credit creation function of shadow bank will change the scale of money supply, 
and the interest rate will change with the change of money supply. The change of interest rate 
will affect the development cost and purchase cost of real estate enterprises. When the central 
bank increases the money supply, the interest rate will decrease, and the decrease of real estate 
development cost will cause the house price to decline. At this time, the surplus capital of the 
market will increase the purchase of various products of financial institutions. Financial 
institutions invest the funds of market banquet in the real estate market, which further 
promotes the prosperity of the real estate market, which makes the growth rate of house prices 
higher than expected. When the central bank reduces the money supply, the whole society 
reduces the money, and the real estate enterprises will increase the financing frequency 
through shadow bank channels, thus promoting the rise of house prices, and the effect of 
tightening money to restrain the rapid rise of house prices will be ineffective. 

Third, when the economic environment is relatively stable, the existence of shadow banking 
not only enriches the financing channels of real estate enterprises, but also provides financial 
support for real estate enterprises and promotes the development of the real estate market. 
The main collateral for real estate enterprises to obtain loans through shadow banking is 
housing property rights. When there is speculation in the real estate market, the value of the 
real estate mortgage will rise with the rise of the house price. At this time, the shadow banks 
expect to gain more profits. Therefore, driven by the interests, they will continue to increase 
the financial support for the real estate industry, so as to make the real estate market more 
prosperous. At this time, investors expect the house price to rise and continue to increase the 
real estate transaction volume, So as to promote the rise of house prices. On the other hand, 
changes in the size of the shadow bank will also cause changes in bank credit. When the size of 
the shadow bank expands, the amount of deposits occupied by commercial banks will increase, 
thus reducing the size of bank credit, reducing the credit funds for real estate investment and 
development, reducing the supply of real estate, and eventually causing the rise of house prices. 

5. Conclusion and suggestion 

Based on the above analysis, this paper mainly puts forward the following two policy 
considerations: 



Volume 2 Issue 7, 2021 

DOI: 10.6981/FEM.202107_2(7).0009 

63 

Frontiers in Economics and Management 

ISSN: 2692-7608 

1. The increase in the size of shadow banking has pushed up real estate prices. The main reason 
is that the shadow banking is in the blind area of legal supervision. The high interest rate of 
funds in the market increases the cost of real estate developers, and the developers transfer the 
increased cost to the real estate price. But at the same time, shadow banking also solves the 
financing difficulties of many real estate developers and small and medium-sized enterprises, 
and avoids the impact of the bankruptcy of these enterprises on China's economy. Therefore, 
the government should speed up the formulation of relevant laws and regulations to regulate 
the behavior of these shadow banking intermediaries, and reasonably guide the shadow 
banking credit intermediaries to serve the development of the real economy. 

2. The loose monetary policy can restrain the increase of shadow bank scale to a certain extent 
and push up the rise of real estate price. It can also be said that the tightness of monetary policy 
has a significant impact on the change of shadow bank scale. As the "second financial industry", 
the real estate industry has the characteristics of large capital demand and high debt 
management. Loose monetary policy reduces the financing cost of real estate developers, but 
at the same time, buyers also get the convenience of real estate consumer loans. Under the joint 
action of supply and demand forces, real estate prices may still rise. According to western 
economics theory, loose monetary policy can easily lead to inflation and even economic bubbles. 
From the above theoretical analysis of the equilibrium price change of the real estate market, 
we can see that under the tight monetary policy, the real estate price rises faster with the help 
of the shadow banking. Therefore, in the process of real estate price regulation, we should 
carefully use the degree of tightness of monetary policy to regulate the real estate price. We can 
adjust the real estate price in many dimensions by implementing "real estate tax", accelerating 
the construction of low rent housing and affordable housing, and reforming the land auction 
system. 
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