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Traditional correlation between Growth and Credit Creation may be weakening
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During the week-long National Day holiday,
which traditionally marks a peak travel season, various
indicators are pointing toward a mild rebound in tourist
traffic and spending, approaching pre-pandemic levels.
The post-pandemic recovery, while gradual and delicate,
exhibits a distinct feature: despite historically low
interest in home purchases, consumer spending on
travel and discretionary items continues to steadily rise.
Despite enduring a housing investment decline
exceeding 20% over ten quarters, equivalent to around
2.5% of annual nominal GDP, there are encouraging
signs for households. The household loan-to-deposit
ratio has dropped below 60%, down from its peak of
70% in 2021, and mortgage interest rates have been
adjusted

suggests that the growth trajectory is likely to remain on

lower under central bank guidance. This
its current path of consolidation.

Despite the lessening severity of the housing
downturn and the healthy financial
households and corporations, consumer sentiment could

positions of

improve further if stronger measures are introduced to
facilitate the completion of unfinished housing units. The
pre-sale of unfinished units to homebuyers, a source of
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funding for property developers, has left homebuyers
vulnerable when developers liquidity
challenges — as seen in recent years. Even with policy

encounter

initiatives that require local governments to help
expedite delivery of completed housing units, the
process remains sluggish and continues to weigh on
sentiment. An IMF report indicates that the gross cost
of completing all troubled pre-sold housing projects
across China amounts to approximately 5% of GDP,
potentially making it a more effective fiscal policy tool
than spending on
investments.

traditional infrastructure

Latest economic data show that China is still
free of inflationary pressure, enabling the PBoC to
implement further measures to bolster the ongoing
economic recovery. While producer prices may
remain subdued amid the housing contraction, there's
a possibility they could edge above 0%. Consumer
prices are expected to rise with increasing confidence
but are likely to remain below the central bank's 3%
target. Muted inflationary pressure enables monetary
policy to prioritise growth targets. It's important to
that the
monetary policy is increasingly occurring through the

note transmission of accommodative
credit channel, including reductions in interest rates
on existing loans. Without a housing boom, credit
creation is expected to remain moderate even during
a robust recovery, leading to reduced accuracy in

using credit indicators to forecast economic growth.
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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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