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Drag from Real Estate Reduces Significantly
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The recent rate cut by the People's Bank of
China (PBoC) comes as no surprise, considering the
escalating concerns over economic growth since May.
However, the way in which the PBoC executed this cut is
rather unusual compared to its previous actions. Unlike
the typical simultaneous adjustment of the daily 7-day
policy rate and the monthly adjusted 1-year rate under
the current monetary policy regime, the PBoC chose to
cut the 7-day policy rate two days before the 1-year
rate. This deviation from convention, previously seen
only during the sudden onset of the pandemic in early
2020, indicates that policymakers are acknowledging
the mounting pressure on growth and business
confidence. It suggests that policy rate and benchmark
loan rate cuts are being deployed as the initial measures
to support the economy.

The most recent financial and economic data
paint a broad picture of fragility, further undermining
market sentiment. Notably, the unemployment rate
among individuals aged 16-24 has risen by
approximately 10% compared to pre-pandemic levels,
resulting in an increase of 3 million young job seekers,
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as highlighted by officials. This persistent labour
market slack is expected to continue weighing on
growth. An expanding service sector driven by robust
business confidence could be an effective remedy.
However, this may take longer to materialise due to
the lingering negative effects of certain previous
initiatives, such as tighter regulations on the internet
and financial sector, which have yet to see a
meaningful reversal.

Another significant but diminishing drag on
growth is the downturn of the housing sector. Its
negative contribution to fixed asset investment
growth has receded from its peak of 3% to the latest
figure of 1.3% in just one quarter. Initially, it was
projected that this drag would diminish significantly as
early as mid-2023, but the worsening economic
sentiment may delay the turning point until the
second half of 2023 (23H2). The absence of the long-
expected substantial loosening of market restrictions
in major cities clearly demonstrates policymakers' firm
determination to diversify growth and employment
away from the real estate sector. Fortunately, the
spillover effects on non-financial sectors are well
controlled due to supply-side reforms implemented in
previous years, which have reduced the capacity in
the most affected sectors. However, the impact on
the financial system
the sustainability of employment and income growth.

remains contingent on
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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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