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Abstract 

Real estate is an important part of China's economic development. However, due to the 
current narrow financing channels in the real estate industry, the reliance on bank loans 
has increased systemic risks. Therefore, we need to seek new financial means to solve 
this problem, and the successful experience of REITs in the international market 
provides a new solution to the problem. First, this article analyzes the market situation 
of my country's REITs, and then compares the origin, development status, and system 
construction of related issues between the United States and China's REITs. Next, based 
on the data of first-tier and new first-tier cities, this article established a pricing model 
for housing rental REITs based on Monte Carlo simulation algorithms. Finally, it is 
concluded that the development of REITs in China is necessary, but experience should be 
summed up in practice. Future development should focus on five aspects: standardizing 
the order of operation of the real estate industry, improving the legal system of REITs, 
perfecting the operating structure of REITs, training REITs management personnel and 
vigorously developing public offering REITs. 
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1. Introduction 

1.1. Definition of REITs 

REITs, also known as real estate investment funds, are trust funds that use real estate as 
investment assets, real estate rental income and value-added income as the main sources of 
income. REITs originated in the United States in 1960. The essence of REITs is that the real 
estate income right enters the capital market. This is a real estate-based securitization 
investment product and a financial product that connects the real estate and the capital market. 
This is a new form of real estate financing. For investors, REITs can provide them with stable 
income; for real estate developers, the emergence of REITs provides them with new financing 
channels; for the government, the establishment of REITs can reduce the pressure of real estate 
industry on bank credit to reduce systemic risks. As of December 2018, more than 37 countries 
and regions in the world have successively launched real estate investment trust funds with a 
market value of approximately US $ 2 trillion. 

As the birthplace of REITs, the United States has a mature REITs market. For publicly listed 
REITs, all investors are allowed to trade freely on exchanges. Real estate developers also accept 
the emergence of REITs and use REITs to achieve financing purposes and reduce pressure on 
bank credit . The development of China's REITs is in the initial stage of exploration. Due to the 
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particularity of China's capital market, REITs are mostly issued by private equity, and only 
qualified institutional investors are allowed to buy and sell. Therefore, China's existing real 
estate investment trust fund products are called "quasi-REITs" 

2. Classification of REITs 

Real estate investment trust funds have a variety of classification methods. According to the 
different issuance methods, organizational forms and profit models of REITs, they can be 
divided into different types. 

2.1. Public and Private Equity Funds 

REITs, as investment funds, can be divided into public offerings and private placements 
according to whether they are publicly issued. 

The issuance of publicly-listed REITs refers to the act of publicly raising funds for public real 
estate investment after approval by the regulatory agency. The issuing unit can promote and 
sell through the media. Public-listed REITs have the investment advantages of low investment 
threshold and high liquidity, which not only enables ordinary residents to share the value-
added income of the real estate industry, but also reduces the dependence of the real estate 
industry on bank credit and contributes to the stable growth of the social economy. 

The issuance of private equity REITs is the act of privately raising funds for real estate 
investment after approval by the regulatory agency. The issuing unit can only sell privately 
through non-public means, and ordinary investors are not eligible to purchase. Private 
placement REITs only allow qualified investors to buy and sell real estate securities. The 
investment threshold is high and lacks liquidity. It is more popular in the early stages of the 
development of REITs. 

In the industry development of American REITs, there are fewer companies engaged in 
publicly-funded REITs, with a total of 32% accounting for 13.2%; but the total assets of publicly-
funded REITs account for a relatively large amount, reaching 70.1%. Of the 43 products in the 
Chinese REITs market, only one is an inter-bank public offering, and only qualified institutional 
investors are allowed to buy it. The rest are private placements. 

2.2. Company Type, Contract Type and Limited Partnership 

REITs set up different organizational forms according to different legal provisions, among 
which REITs can be divided into company type, contract type and limited partnership system. 

 

 
Figure 1. The Structure of Company-type REITs 

 

Company-type REITs are established according to the "Company Law", in the form of issuing 
shares to raise funds from the public to invest in real estate. The holders of REITs, as 
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shareholders of the company, have independent legal personality and can participate in the 
daily management of the company. The operation of the REITs fund needs to be entrusted to 
the fund custodian and fund custodian institution for management and operation. The 
organizational form of American REITs is dominated by companies during the mature period. 

 

 
Figure 2. The Structure of Contract-type REITs 

 

Contract-type REITs are established in accordance with the "Trust Law" to issue beneficiary 
certificates to raise funds from the public to invest in real estate. Investors of REITs themselves 
do not have legal personality. The operation and management of funds need to entrust fund 
managers and fund custodians to operate. The behavior of the three is restricted by the trust 
contract, and there is a double entrusted one-one agency relationship. 

The organization form of American REITs adopts the contract type in the early stage of 
development, and the organization form of Chinese REITs is currently the contract type. 

Limited partnerships REITs are a form of partnership enterprise, which includes general 
partners with unlimited joint liability for partnership debts, and limited partners with limited 
liability for partnership debts within the limit of the investment amount. Limited partnership 
REITs not only have the advantages of limited liability in the corporate system, but also have 
the advantage of exempting partnership enterprises from income tax. The UK and the United 
States mainly use limited partnerships to issue REITs. 

2.3. Equity, Mortgage and Hybrid Funds 

According to the profit model of REITs, it can be divided into equity type, mortgage type and 
mixed type. 

Equity-type REITs refer to investing investment funds directly into mature real estate assets to 
obtain rental income and value-added income through the purchase, management, lease and 
sale of real estate properties. The income of equity-type REITs depends on the rental income 
and asset appreciation. The choice of real estate investment by managers is the key to 
determine the value-added income. The overall interest rate is less affected by interest rates. 

Mortgage REITs refers to the behavior of REITs management companies lending the raised 
funds to real estate developers to obtain loan interest. The REITs company does not directly 
own real estate assets, but only earns interest income, so the level of income is greatly affected 
by market interest rates. 

Hybrid REITs refer to the act of using investment funds for real estate investment and real 
estate loans at the same time, which can simultaneously obtain interest income and value-
added income from loans. The return rate of REITs mainly depends on the market interest rate 
and the two types of holding ratio. 
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According to the statistics of Nareit, as of December 2018, the equity-type REITs in the United 
States accounted for 93.6% of all REITs, and the Chinese-type REITs were mainly equity-based. 

3. Development status of Chinese REITs 

Since 2014, China's REITs products have developed rapidly.  

 

 
Figure 3. Number and scale of China-like REITs issued from 2014 to 2018 

 

As of December 2018, China has issued 43 REITs-like products, with a total issued amount of 
90.321 billion yuan (as shown in the table), which is far from the scale of about 2 trillion US 
dollars. 

From the perspective of the number of issuances, Chinese REITs have grown geometrically. 
Two orders were issued in 2014; four orders were issued in 2015; eight orders were issued in 
2016; sixteen orders were issued in 2017; and 13 orders were issued in 2018. 

From the perspective of issuance scale, the amount of Chinese REITs issued in 2014 was 9.605 
billion yuan, and the issuance amounts in 2015 and 2016 were flat, at 130.85 billion yuan and 
13.125 billion yuan respectively. The amount of issuance in 2017 reached 29.138 billion yuan, 
an increase of 122% from 2016. The amount of issuance in 2018 was 25.368 billion yuan, a 
decrease of 12.9% from 2017. 

The expected rate of return of Chinese REITs is 5.56% on average, which is higher than the 
domestic 10-year Treasury bond interest rate of 3.5% and lower than the international mature 
REITs market. The 43 single-type REITs products that China has issued have an expected rate 
of return between 3.8% and 7.5%. 

4. Development of American REITs industry 

4.1. Establishment Conditions 

As the birthplace of real estate investment trust funds, the United States has clear legal 
requirements for the establishment of real estate investment trust funds. On the basis of 
referring to the conditions for setting up REITs in the United States, other countries have also 
launched REIT products that meet their own conditions. The development of the US real estate 
investment trust fund began in 1960, and the conditions for its establishment have changed 
slightly. In order to avoid the imbalance of shareholder structure, the income structure achieves 
the purpose of ensuring investors' income. 

The establishment conditions of a real estate investment trust fund are divided into five parts: 
first, in the organizational structure, the organization form of a company, business trust or 
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association is required; second, in the equity structure, there must be at least 100 shareholders, 
the top five The shareholding ratio of a named shareholder must not exceed 50%; third, in 
terms of asset structure, the value ratio of real estate assets, cash and government securities 
assets held must be at least 75%; fourth, in the income structure, at least Need 75% of total 
income must come from real estate leasing or real estate mortgage interest, at least 95% of total 
income must come from real estate-related sources and dividends and interest from passive 
sources; Fifth, in the distribution structure, real estate investment trust funds are required 
every year Reduce it to not less than 90% of taxable income. Due to the distribution of dividends 
to shareholders, if the REIT fails to allocate at least 85% of the income in the income year, if it 
is generated, a consumption tax of 4% will be levied.  

4.2. Market Size 

Since the establishment of the US Real Estate Investment Trust in 1960, it has developed rapidly 
and the market has matured. In the US market, real estate investment trusts can be divided into 
three categories according to whether they are publicly listed: the first category, publicly listed 
real estate investment trusts; the second category: publicly listed unlisted real estate 
investment trusts; the third category is private equity Investment trust funds. 

The US real estate investment trust industry has approximately $ 2.15 trillion in commercial 
real estate assets, including public and private listed real estate investment trusts and private 
listed real estate investment trusts. According to the statistics of Narite's official website: From 
the perspective of total market assets, the total assets of publicly listed, unlisted and privately 
listed real estate investment trust funds in the United States were US $ 1.39 trillion and US 
$ 0.112 trillion respectively, accounting for 0.1%. 64 trillion US dollars, accounting for 64.7%, 
5.5% and 29.8%, of which the total assets of publicly listed real estate investment trusts 
dominate. 

4.3. The Positive Impact of REITs on the US Real Estate Industry 

Real estate, as a capital-intensive industry, has a strong dependence on capital. In the 
development process, sufficient funds are needed to ensure the smooth progress of the project, 
so most of the funds for real estate development projects come from mortgage loans. REITs, as 
a new financing channel for the real estate industry, have injected public investors' funds into 
real estate development and operation through diversified investment methods and 
professional management models. After 60 years of development, the current annual 
securitization scale of housing mortgage loans in the United States Reached US $ 2 trillion, and 
the stock exceeded US $ 9 trillion, providing power for real estate financing. 

As a bridge between the real estate industry and financial investors, American REITs have won 
the favor of investors. According to Nareit estimates, as of the end of 2017, American REITs had 
total real estate assets of about US $ 3 trillion. In real estate, about 40% of the households in the 
United States have about 40% of the adults own REITs stocks, and the average 10-year return 
is as high as 15%, which is significantly higher than the 10-year Treasury yield. 

5. Pricing analysis of China's housing rental REITs 

5.1. Analysis of Factors Affecting the Cash Flow (Rent) of Basic Assets of my 
country's Housing Leasing REITs 

5.1.1. Price of House 

The relationship between house price and rent is similar to the relationship between stock 
price and earnings per share in the stock market. If the housing price is valued and analyzed 
according to the cash flow discount method, the future rent discount is the current value of the 
house price, so house price and rent are positively related . 
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5.1.2. GDP 

GDP refers to the total value of all final products and services produced by a country (or region) 
in a certain period of time. The growth of urban GDP means an increase in the level of urban 
economic development, which also increases the per capita disposable income, resulting in a 
need to improve life. The decrease in the growth rate of urban GDP will also lead to an increase 
in the unemployment rate and the resident population. Loss, which in turn affects housing 
demand. Generally speaking, GDP and rent have a positive correlation. 

5.1.3. Change in Permanent Population 

The number of permanent residents in the city also has a certain relationship with housing 
rental prices. From the perspective of economic theory, when the resident population of a city 
increases, it will inevitably increase the demand for rental housing, and the supply of rental 
housing is certain in the short term. Therefore, the increase in the permanent population will 
drive up the price of housing rentals. The number of urban permanent residents and the price 
of housing rentals should change in the same direction. 

5.1.4. Completion Area 

The completed area of urban dwellings determines the supply of urban rental housing. Part of 
the purchase of housing is for self-occupation and part is for rent, so when the area of completed 
housing increases, it also means that the supply of rental housing increases. From the 
perspective of supply and demand theory, an increase in the supply of rental housing will cause 
a decline in the rental price of housing. Therefore, the completed area of residential buildings 
and housing rental prices should be reversed. 

5.2. Pricing Ideas for Housing Rental REITs based on Monte Carlo Simulation 
Algorithm 

According to the views expressed in "Distress Risk and Stock Returns on Equity REITs", some 
stock REITs have the problem of wrong pricing, resulting in greater returns for financial 
products with less risk REITs, so we make a pricing model for rental REITs Initially explore the 
pricing methods of REITs products. 

Monte Carlo simulation is a method of stochastic simulation. It relies on historical volatility 
parameters estimated by market data to simulate a large number of future market volatility 
changes. Compared with historical simulation methods, Monte Carlo simulation requires a 
There is less data, but the accuracy and reliability are higher. In addition, it has unique 
advantages, such as full-value estimation, non-distribution assumption, etc., which can deal 
well with the forecasting problem of the actual economy. 

5.3. Regression Model Analysis 

This article will explain the relationship between rent, house price, GDP, number of permanent 
residents, and floor space completed by establishing a regression model. 

For the selection of samples, this paper mainly selects four first-tier cities such as Beijing, 
Shanghai, Guangzhou, and Shenzhen, as well as new first-tier cities such as Tianjin, Chongqing, 
Chengdu, Changsha, and Hangzhou, as the research samples in this paper. 

Based on the above analysis, this article establishes the following regression model: 

𝑙𝑜𝑔𝑅 = 𝜌 + α 𝑙𝑜𝑔 𝑝 + 𝛽 𝑙𝑜𝑔 𝐺𝐷𝑃 + 𝛾 𝑙𝑜𝑔𝑚 + 𝛿 𝑙𝑜𝑔 𝐽 + 휀 

Among them, R represents the rental level of residential houses in each city, P represents the 
price of residential houses in each city, GDP represents the gross national product of each city, 
M represents the number of permanent residents in each city, and J represents the completed 
area of each city. 

Next, this article uses Eviews software to perform regression analysis on the panel data of the 
above model, and obtains the results shown in the table:  
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Table 1. Regression Model 1 
Dependent Variable: logR 

Variables Correlation coefficient Standard deviation T test value P 
logP 0.4654 0.0376 12.95 0 

logGDP 0.1865 0.028 5.81 0 
logM -0.0887 0.0522 -1.71 0.087 
logJ 0.0195 0.0288 0.67 0.524 

constant -0.9937 0.1497 -6.58 0 

 

It can be seen from the regression results in the above table that the regression results of the 
two variables of residential completed area and number of permanent residents are not 
significant, so these two factors affecting rent are not the most important, while the two 
variables of urban housing price and urban GDP The P value in the regression results is 0, which 
is very significant. 

Therefore, in this paper, the house price and GDP are used as the most important influencing 
factors to establish a regression model. details as follows: 

𝑙𝑜𝑔 𝑅 = 𝜌 + 𝛼 𝑙𝑜𝑔𝑃 + 𝛽 𝑙𝑜𝑔 𝐺𝐷𝑃 + 휀 

R represents the rental level of residential houses in each city, P represents the price of 
residential houses in each city, and GDP represents the gross national product of each city. 
Eviews software is used to perform regression analysis of the panel data of the above model, 
and the corresponding regression results are obtained, as shown in the table: 

 

Table 2. Regression Model 2 
Dependent Variable: logR 

Variables Correlation coefficient Standard deviation T test value P 
logP 0.3142 0.0508 6.17 0 

logGDP 0.2365 0.3168 7.51 0 
constant -0.7125 0.1374 -5.42 0 

 

From the regression results shown in the table above, we can see that the P value is 0, indicating 
that the result is very significant, and the R² of the regression model is 0.91, and the model's 
explanatory power is very strong. For this reason, the quantitative relationship between rent, 
house price and GDP can be obtained in this paper: 

𝑙𝑜𝑔𝑅 = −0.7125+ 0.3142 𝑙𝑜𝑔𝑃 + 0.2365 𝑙𝑜𝑔𝐺𝐷𝑃 

5.4. Conclusion 

This chapter mainly obtains the pricing model of housing rental REITs through Monte Carlo 
simulation algorithm. Specifically, the pricing model of housing rental REITs based on the 
Monte Carlo simulation algorithm studied in this paper, when the property assets of housing 
rental REITs are in first-tier cities or new first-tier cities, we can easily calculate the housing 
lease through the pricing model Distribution of future cash inflows of REITs products. 

6. Suggestions for the development of Chinese REITs 

6.1. Regulate the Operation Order of the Real Estate Industry 

The large-scale development of REITs requires a large number of property assets that can 
generate stable income. This requires the real estate industry to carry out various reforms, 
regulate the operation order, and provide diversified high-quality real estate for the rapid 
development of REITs. 

In order to improve the comprehensive competitiveness of the real estate industry, the state 
should strictly stipulate the qualification conditions for participating real estate developers, 
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implement an audit system, and continue regular education for practitioners to keep abreast of 
the country ’s new regulations on the development of the real estate industry. Provide human 
support for operation. To ensure the smooth operation of real estate project development, the 
state should introduce a unified land circulation system to ensure the fairness of the real estate 
market. 

6.2. Improve the Legal System of REITs 

The development of REITs in China should introduce special laws that clearly stipulate the 
conditions for the establishment of REITs, including specific requirements in terms of main 
structure, operation mode, investment field, asset management, risk control, and income 
distribution, etc., to protect the property safety of real estate developers and investors. 

The growth of American REITs is promoted by preferential taxation policies. Real estate 
developers and investors investing in REITs products can reduce or exempt business tax, real 
estate tax and personal income tax. China ’s current investment entities do not have tax 
incentives, so in order to promote the rapid growth of REITs, China should introduce 
corresponding tax incentives. 

6.3. Improve the Operating Structure of REITs 

American REITs are classified as public offering, public offering, non-listing, and private 
placement. Investors in publicly listed REITs can freely transfer their stocks on the stock 
exchange and freely buy and sell the beneficiary certificates held at the counter. The liquidity is 
high. The issue of REITs in my country is mostly private placement, and has not yet achieved 
listing transactions, there is a high subscription threshold, and the market liquidity is poor. As 
an important measure of real estate asset securitization, REITs should strengthen its liquidity 
in the capital market. The establishment of publicly listed REITs allows investors to freely trade 
on the exchange, fully reflecting the liquidity of REITs. The Chinese government can increase 
the liquidity of REITs on the basis of lowering the threshold of REITs investment, and increase 
the public's enthusiasm for investing in REITs products. 

6.4. Training REITs Management Talents 

The normal operation of REITs in China requires real estate developers, sales staff and 
management personnel, as well as managers, investment personnel and risk control personnel 
in the operation of real estate investment trust funds. The knowledge of these professionals is 
the key to the efficient operation of REITs. Therefore, China should increase the recruitment 
and introduction of talents to train professionals. 

6.5. Vigorously Developing Public Offering REITs 

At present, China is in the key period of changing the mode of development, optimizing the 
economic structure and transforming the driving force of growth. Structural problems, 
institutional problems and cyclical problems are intertwined, and the downward pressure on 
the economy is increasing. China's economic development was also affected by COVID-19 in 
2020. At the present stage, the introduction of offering REITs can guide funds to invest in key 
areas such as transportation infrastructure, medical treatment, warehousing and logistics, 
which benefit both the supply and demand sides and have multiplier effect. Offering REITt can 
better serve the work, study and life of the Chinese people, ensure the operation of China's 
economy in a reasonable range, and also have a huge impact on China's wealth management. 
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