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Local Governments' Land Revenue Plunges
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China’s inaugural government work report of
March 2024 paints a persistent picture of a contracting
housing market juxtaposed against resilient industrial
production. Despite a bold mortgage rate cut in late
February, core cities continue to witness lacklustre home
turnover and price dynamics - with both falling short of
market expectations. Projections indicate a further decline
of 5-10% in housing investment for 2024. With the housing
sector’'s drag on China’s nominal growth expected to
decrease below 1%, compared to the previous year's 1.6%.
Consequently, without additional policy intervention,
economic growth could edge up to 4.6% in 2024, building
on the 4% annual expansion compounded annually
witnessed from 2021 to 2023. The deployment of the
government’s special bond program aims to offset local
governments' dwindling revenue from land sales, signalling
the potential conclusion of the structural transformation
initiated in 2021.

Given the context of relatively high down payment
ratios, limited speculative activity in the housing market,
and manageable impacts on the financial system, the
special bond program is poised to alleviate economic
strains stemming from weaker local governments and
reduced construction demand. While infrastructure
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spending can aid in navigating the transition to
much lower reliance on the housing sector, the
crux of the challenge lies in bolstering local
government revenues. Fiscal data underscores a
significant loss in annual land sale revenue,
estimated at 3 trillion CNY from its peak, a gap
that could be substantially mitigated by the special
bond program. It therefore appears that China's
growth is bottoming out.

Following the substantial rate cut in
February, China has maintained the status quo
with unchanged policy rates and benchmark loan
rates. Despite assurances from central bank
officials regarding policy flexibility, money market
rates are being carefully managed to remain above
the policy rate. Meanwhile, the vyield curve
remains flat, although the ultra-long end is
experiencing heightened volatility as select market
participants hedge their equity exposure with
ultra-long rates. While many onshore investors
attribute the central bank's pause to cautionary
cues from the Federal Reserve, we believe that the
People's Bank of China may prioritise shoring up
market confidence through rhetorical support
rather than resorting to further rate cuts. Thus,
even in the event of rate cuts by the Fed mid-year,
the PBoC may opt to diverge if domestic growth
indicators maintain a positive trajectory.
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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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