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We believe the recent government measures to cool the property market is a
needed move to prevent the emergence of a damaging property bubble, and we
think the negative impact on the economy is manageable:

= A very “basic” consumption and household balance sheet helps:
Compared with developed economies such as the US, Chinese
consumptions have a much smaller discretionary component. Also, the
balance sheet of Chinese households is less leveraged, more liquid and less
sensitive to property than that of US households.

m Local government reliance on property overstated: We think the
common calculation of land sales as a percentage of local government
revenue, usually at about 40%, is wrong for three reasons: 1) the
denominator does not include land sales revenue, 2) fiscal transfer from the
central government is not included and 3) costs associated with land
acquisition, about 50% of land sales revenue, are not included. The actual
ratio should be below 20%, on our calculations.

s Good for market, bad for property stocks, in our view: We think 1) It
means the market concern about Chinese economy on this tightening is
overstated; 2) it means that tightening policy could be longer-than-market
expected, which is bad for property stocks; and 3) there will be a negative
impact on the banking system, but banks should still be profitable, without
facing any solvency risks.
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