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Will RMB 300bn re-lending facility be a turning point?

A number of relaxation policies have been introduced including PBOC’s
announcement of a RMB 300bn re-lending facility for banks to support de-
stocking. The market has showed strong and positive reactions to recent policy
initiatives and we presented the potential reasons and investor’s feedback in
the concluding paragraph. Overall, we anticipate that there may be instances
of profit-taking in the short term, given that the sector has been in an upward
trend for c.1 month without improvements in the underlying fundamentals and
the announcement of RMB 300bn re-lending facility is below the market’s
previous expectation of RMB 1tn. Nonetheless, from a medium to long-term
perspective, we foresee a continuous recovery in the sector's performance.
This optimism stems from the positive pivot in top-level policy discourse,
specifically the initial mention of inventory reduction after 2016. We are
confident that, despite the current difficulties associated with the
implementation of supporting policies, additional measures will be rolled out to
fulfil the objective of inventory reduction, thereby engendering a constructive
transformation in the industry's fundamentals. Considering that the sector’s
valuation remains at a relatively low ebb, we advise investors to buy the dip.
For stocks, we prefer PM companies like CR MixC, Poly Services and Onewo,
property agent BEKE, and PJM company Greentown Mgmt. For developers, we
recommend CR Land with long-term value.

B What is new?

1) PBOC announced to reduce 5 ppt of the downpayment ratio for the
purchase of first and second homes to historical low of 15% and 25% from
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2) PBOC also announced RMB 300bn re-lending program for 21 banks
(with interest rate of 1.75%) to support local state-owned enterprises 7. NeUW Hope Services (3658 HK) -
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policies in achieving the inventory reduction goals
B What are the challenges on RMB 300bn re-lending program?

1) From the perspective of banks, these types of loans essentially
represent financing secured by unsold residential properties and could
have been applied before, but were not issued much for well-known
reasons. With the new re-lending facility, a bank, if having issued RMB
10bn loans to a local SOE to purchase unsold houses for converting into
affordable housing, now they can seek a RMB 6bn (allowing 60% principle
to be refinanced) refinancing from the PBOC at a rate of 1.75%. It seems

inventory with poor sales, hope
lies in Mar
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like a strong incentive but it is important to highlight that PBOC also
emphasized that banks should make lending decisions autonomously,
adhering to principles of risk self-assumption and commercial viability. Are
banks willing to take more risks? We think it is unlikely, unless
supplementary clauses or exemption mechanisms are in place. We would
like to highlight that PBOC launched RMB 100bn of Rental Housing Loan
support program at the beginning of 2023, while only RMB 2bn has been
utilized as of end of Mar 2024.

2) From the perspective of local SOEs involved in the acquisition of
unsold homes: i) Assume local SOE “A” is interested in acquiring a certain
residential community for affordable housing. ii) When applying for
affordable housing loans, question arises: how to finalize the purchase
price, how to evaluate the property's worth, and how to determine the LTV
ratio? iii) Assume the loan is successfully obtained at LTV ratio of 50%,
guestion arises: the enterprise must self-fund the remaining 50% of the
purchase price, as banks are unlikely to provide full financing. iv) Assume
the enterprise successfully acquires the community, question arises: is
there sufficient (rent/buying) demand for affordable housing, and what
implications will the acquisition price have for the valuation of
neighbouring properties? How will the original property owners within the
community reflect to the acquisition? In summary, many obstacles are yet
to overcome.

Why market reacted so positively to recent policy measures and
what is the feedback of investors?

1) Fear of Missing Out (FOMO): Some investors who missed out on the
upswing that commenced on 16 April displayed higher willingness to
purchase some to avoid further missing out on potential rallies.

2) Positive policy outlook and anticipation of further support: Certain
investors perceive the mention of "de-stocking" at the politburo meeting
on 30 April as a signal of a paradigm shift in the upper echelons' stance in
the industry. Even if the current proactive policies do not yield immediate
results, it is anticipated that persistent efforts will be directed towards
addressing inventory issues until tangible outcome is achieved.

3) Limited alternatives. Some investors believe that there are limited
attractive investment opportunities in other sectors, making the property
sector a comparatively more appealing option. Some also mentioned their
findings from recent communication with a variety of sell-side institutions
that a common underlying assumption in the extrapolation of many
investment strategies and sector-specific investment advice is expectation
of “recovery in the real estate market”. Thus, they are of the opinion that it
could be advantageous to allocate capital towards property stocks.

4) Trust the decision of state capital. Some investors interpret the RMB
300 bn re-lending facility as a signal of state capital's strategic market
entry to identify and capitalize on undervalued assets, underpinned by the
belief that state funds are usually not involved in ventures that incur
losses. Thus, even though the sector has not yet demonstrated signs of
reaching its nadir when assessed through fundamental analysis, it is
assumed that the upper echelons of governance may take proactive
measures to ensure that the juncture at which state capital is deployed
marks the market's bottom.
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Figure 1: Adjustment records of lower limit of downpayment ratio
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Ratio Policy for Personal Housing Loans

Source: State Council, PBOC, CBRIC, CMBIGM
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