ol
-
-y China Post Global

China Bulletin:
Market View

ncome Growth Drops Below Mortgage Rate, Adding Debt Service Pressure
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Confidence remains weak following the State
Council's policy meeting at the end of June, with the
much-anticipated adjustment of housing market
restrictions in core cities still elusive. This absence has
led to the equity market hitting a year-to-date low. In
contrast to prevailing expectations of a boost in
economic growth through fixed asset investment in the
housing sector, we contend that a different approach is
required. Given the heavy debt burden on households,
sluggish income growth, and pessimistic income
outlook, it is critical to implement policy actions that
stimulate consumption spending. This could involve
lowering household debt service ratios, reversing the
downtrend in income growth, or both.

The visit of top officials from the Biden
administration and the appointment of a PBoC veteran
as the central bank’s new governor carry positive
signals. While tensions between the US and China
persist and are likely to endure in the long term, the
focus is expected to remain confined to trade and
technology disputes, with the probability of a military
confrontation being extremely low. Both countries are
seeking avenues for cooperation, particularly in the

China Post Global | 11%July 2023

realm of climate issues. Temporary mitigation is both
plausible and meaningful, as it can help prevent a
free-fall in risk sentiment. Another concern impacting
risk appetite in China's financial market is the
potential for a crackdown akin to the 2021 internet
regulatory measures. However, the expected
appointment of the new central bank governor
provides some relief, even in the face of tightening
regulations.

The significant depreciation of the Chinese
yuan (CNY) versus the US dollar since early May may
find support around the USDCNY level of 7.25
following policy intervention through guidance. The
acceleration of China's growth momentum in the first
quarter of 2023 proved to be a short-term impulse
resulting from the reopening of the economy.
However, the drag from the property market
downturn continues, with weakening domestic and
export demand not fully offsetting its impact. In
contrast to our previous report on the subject, we
now anticipate the negative impact of the housing
sector to diminish significantly by the end of 2023
instead of mid-2023. This would raise the possibility of
a material pickup in economic activity in 2024. Against
the backdrop of strengthening US growth in the
second half of 2023 (23H2), the CNY may remain
relatively weak until the end of 2023.
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This document is issued by China Post Global (UK) Limited ("China Post Global") acting through its offices at 75 King William Street,
London EC4N 7BE and for the purposes of Directive 2014/65/EU has not been prepared in accordance with the legal and regulatory
requirements to promote the independence of research. This document has been prepared for information purposes only. It
shall not be construed as, and does not form part of an offer, nor invitation to offer, nor a solicitation or recommendation to enter
into any transaction or an offer to sell or a solicitation to buy any security or other financial instrument. No representation,
warranty or assurance of any kind, express or implied, is made as to the accuracy or completeness of the information contained
herein and China Post Global and each of its affiliates disclaim all liability for any use you or any other party may make of the
contents of this document. The contents of this document are subject to change without notice and China Post Global does not
accept any obligation to any recipient to update or correct any such information. China Post Global (UK) Limited is authorised and
regulated by the Financial Conduct Authority. This document is not for distribution in the U.S. or to U.S. persons. This document is
directed at Institutional Investors only. This communication is exclusively directed and available to Institutional Investors as
defined by the 2014/65/EU Directive on markets in financial instruments acting for their own account and categorised as eligible
counterparties or professional clients. This communication is not directed at retail clients. It should not be distributed to or be
relied on by retail clients in any circumstances. For the UK, institutional investors (“Institutional Investors”) are Professional
Clients as defined by the FCA. Calls may be recorded. This document is confidential and not to be communicated to any third
party or copied in whole or in part, without the prior written consent of China Post Global. This communication contains the
views, opinions and recommendations of China Post Global. This material is based on current public information that we consider
reliable, but we do not represent it as accurate or complete, and it should not be relied on as such. The information, opinions,
estimates and forecasts contained herein are as of the date hereof and are subject to change without prior notification. There
can be no assurance that future results or events will be consistent with any opinions, forecasts or estimates contained in this
document. Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied is made regarding future performance.
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