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China real estate takes a back seat 
amid consumption recovery hopes

BEIJING: China is tapping the brakes on property
prices and cutting the availability of mortgage loans to
spur households to spend instead of repaying debt, as
policymakers try to ignite private consumption and
stimulate the pandemic-stricken economy. China’s
household leverage ratio had soared to a record by the
end of June, prodded by a jump in mortgages as the
government allowed real estate to support the econo-
my.

Indeed, the mortgage burden for Chinese house-
holds has grown so huge that it hobbles private con-
sumption, analysts say, and residential incomes plunged
into negative territory this year.

Since August, policymakers have tried to stimulate
spending under a so-called “dual circulation” strategy
President Xi Jinping espoused this year, analysts say.
But balancing consumption with the property market
could be tricky to pull off. A precipitous fall in property
prices would crush consumer sentiment, the opposite
of what policymakers want to achieve.

“China’s property market is more and more crowd-
ing out spending ability,” said Wang Jingwen, senior
analyst with China Minsheng Bank. “Those who have to
tighten their belts to pay down payments or mortgages
are the ones with the most marginal propensity to con-
sume, a demographic critical to China’s shift to a con-
sumption-led economy.” The Chinese Academy of
Social Sciences (CASS) said in a report last year that
China’s property market has not made a net contribu-
tion to the economy since 2018, when homes became

so expensive that they left little spending cash for
households.

China’s central bank said last year that every 1 per-
centage point increase in ratio of household debt to the
country’s gross domestic product (GDP) would cut
retail sales growth by 0.3 percentage point. The ratio
rose to 59.7 percent as of end-June, from 55.8 percent
at the end of 2019, CASS data showed.

At the same time, household income has plummeted,
down 1.3 percent in the first half of this year, compared

with a 5.8 percent increase in 2019. Data will not
immediately show whether slowing mortgage growth is
giving households more financial freedom to spend,
unless incomes suddenly jump.

Still, in August, for the first time this year, retail sales
grew, up 0.5 percent year-on-year. “The government
aims to rely less on the property market, but will keep it
moving within a band, to prevent any drastic price rise
or drop,” said Lu Wenxi, senior analyst for property
agency Centaline.

Income growth 
At the height of the Sino-US trade war in 2019, new

home prices were allowed to rack up double-digit
gains for months, piercing the upper limit of what ana-
lysts say is an informal regulatory band determined by
the growth rates of household income and gross
domestic product.

Then came COVID-19. China’s first economic con-
traction on record prompted the government to quickly
loosen curbs on the property market, which traditional-
ly contributes a fifth of China’s GDP.

Mortgage debt ballooned, with medium- to long-
term household loans hitting a record in July, central
bank data showed. But instead of letting the property
market soar further, policies soon guided prices back
into a lower range not seen since early 2018. Prices
have been growing just under 5 percent year-on-year
in recent months.

Economists polled by Reuters expected China’s
home prices to grow 4.8 percent this year and slow to
3 percent for the first half of 2021. “The important thing
is to guide money into the real economy, and let real
industries fuel economic growth and get income
growth to outpace home price growth,” said Song
Hongwei, senior analyst of Shanghai-based property
consultancy Tospur.

That would deflate the property bubble without
bursting it, and let consumption become a more impor-
tant economic driver, Song added. Economists say the
household debt ratio will keep growing as new homes
are built amid urbanization and urban renewal, but at a
pace more in line with the growth rate of the rest of the
economy. “The key is to give people money to spend,”
Yao Jingyuan, an adviser to the cabinet, told Reuters.

“In the past, because of our economic model, capital
has contributed more to economic growth, and enjoyed
a bigger share in distribution,” Yao added. “Rich people
got richer and banks made big fortunes. In the future,
we should adjust the contribution of key factors and let
workers’ incomes to get a bigger share.” — Reuters

Beijing taps brakes on property prices, cuts mortgage loans

Home prices 
could grow 

4.8% this year 

WUHAN: An employee working on the upper floors at the construction site of the Wuhan Greenland Centre in Wuhan in
China’s central Hubei province as the city continues its return to some form of normal after being ground zero for the
COVID-19 coronavirus earlier this year. — AFP

BERLIN: European Central Bank (ECB) President Christine Lagarde is seen on a screen as she speaks during a meeting
of the Franco-German Parliamentary Assembly in Berlin. — AFP

Google clamps down 
on apps dodging 
Play Store 30% cut
SAN FRANCISCO: Google said Monday it plans
to start enforcing a rule requiring Android apps in
its Play store to use its payment system, which takes
a 30 percent cut of transactions. “We have clarified
the language in our Payments Policy to be more
explicit that all developers selling digital goods in
their apps are required to use Google Play’s billing
system,” product management vice president
Sameer Samat said in a blog post.

People with smartphones or tablets powered by
Google-backed Android software are free to get
apps from online venues other than the Play Store
run by the internet giant. Google has always
required apps offered on the Play Store’s virtual
shelves to use its payment system, which takes an
industry-standard 30 percent commission-the same
as Apple does in its App Store for iOS-powered
mobile devices.

Unlike Apple, however, Google has been lax
about enforcing the rule. Google said the policy
applies to fewer than 3 percent of developers with
apps in the Play Store. “We only collect a service
fee if the developer charges users to download their
app or they sell in-app digital items, and we think
that is fair,” Samat said. Changes coming to the next
version of Android, due out next year, will make it
easier for people to use other app stores while
watching out for user safety, according to Samat.

“Even if a developer and Google do not agree on
business terms the developer can still distribute on
the Android platform,” Samat said. “This is why
Fortnite, for example, is available directly from
Epic’s store or from other app stores including
Samsung’s Galaxy App store.”

Apple and Google in August  pulled video game
sensation Fortnite from their mobile app shops after
its maker, Epic Games, released an update that
dodges revenue-sharing with the tech titans. The
latest version of Fortnite contains a payment system
that lets player transactions bypass Apple’s App
Store and Google’s Play, preventing the firms from
collecting their typical cut. Epic quickly filed a fed-
eral lawsuit against Apple, accusing the iPhone
maker of wielding monopoly power.

The suit said Epic is not seeking favorable treat-
ment, but is asking the court to order Apple to
change its commission structure for all developers.
Apple said Fortnite was pulled after “Epic Games
took the unfortunate step of violating the App
Store guidelines that are applied equally to every
developer and designed to keep the store safe for
our users.” —AFP

In this file photo a Google logo is seen on the brand’s
stand ahead of the annual meeting of the World Economic
Forum (WEF) in Davos. — AFP

Weak demand now 
the bane of Aussie 
housing market
BENGALURU: Australian housing market activity
won’t recover from the recent slowdown for at
least a year as dwindling household incomes and
soaring unemployment hammer demand, causing
home prices to fall this year and next, a Reuters
poll of analysts showed. Now in its first recession
in three decades, Australia’s economy is expected
to recover slowly even though the spread of the
coronavirus is largely under control and most
businesses have reopened. Still, policymakers
expect unemployment to rise to about 10 percent
from 6.8 percent in August.

That forecast comes despite aggressive mone-
tary policy easing from the Reserve Bank of
Australia, which has so far chopped its key interest
rate to an all-time low of 0.25 percent and
launched a bond-buying campaign to hold market
yields down. The Sept. 16-28 poll of 12 property
analysts showed average home prices would fall
4.5 percent this year and another 2.8 percent next.
The market is forecast to recover 3.4 percent in
2022. All of these were slightly milder predictions
than in the Reuters poll in June.

“The deterioration in household income will be
the biggest driver of weakness, but elevated
uncertainty, much lower population growth and
weak investor appetite given the slump in the
rental market will all weigh on house prices,” said
Felicity Emmett, senior economist at ANZ.

“Government support and the deferral of home
loan repayments have undoubtedly helped sup-
port the market. But with unemployment likely to
continue to rise and fiscal stimulus to shrink in Q4,
prices are likely to continue to decline.” Six of the
10 property analysts who answered an additional
question said activity in the Australian housing
market would take at least a year to recover from
the recent slowdown. In a worst-case scenario, the
median forecast of a slightly smaller sample
showed a 5.0 percent decline in house prices this
year and next, with forecasts ranging from -6.0
percent to as low as -15.0 percent.

Asked which was a greater risk for the
Australian housing market over the coming year,
all but one of six analysts said a sharp economic
slowdown. “We believe house prices will face
downward pressure nationwide, as supportive fac-
tors will be outweighed by the impact of the
change in net immigration,” wrote Ben McCarthy
at Fitch Ratings in a note. “Immigration had
already been slowing prior to the outbreak of the
pandemic, but has plunged since the health crisis
led to strict controls on international travel.” A
regional breakdown of the poll data showed
Sydney and Melbourne, which contribute about 43
percent to the country’s gross domestic product,
were forecast to decline 2.0 percent and 7.0 per-
cent in 2020, respectively, sliding again by nearly
4.0 percent in 2021. “The impact of closed borders
on immigration, which has helped fuel the housing
market, particularly in Sydney and Melbourne in
recent decades, will be significant,” said Shane
Oliver, chief economist at AMP Capital. “Home
prices are expected to fall by around 10 percent-
15 percent from their April high. Melbourne is par-
ticularly at risk on this front, as its ‘Stage 4’ lock-
down has pushed more businesses and households
to the brink.” — Reuters

Lagarde’s peace at 
risk as ECB splits 
over virus response 
FRANKFURT: European Central Bank policymakers
are increasingly divided over how to steer the economy
through a second wave of COVID-19, threatening
President Christine Lagarde’s hard-won peace, conver-
sations with eight ECB insiders show. Lagarde has man-
aged to end the public infighting that left the ECB in dis-
array in the final months of Mario Draghi’s tenure last
year and she has seamlessly pushed through several
record stimulus packages to keep the economy afloat
amid the pandemic.

Her pledge to seek consensus and bring skeptics
onboard is in stark contrast to her predecessor Draghi,
who rarely engaged key opponents of his policies and
signalled moves even before any discussion within the
Governing Council. But tensions are rising again as a
fresh surge in infections forces the ECB to contemplate
even more stimulus, with old rifts resurfacing and chief
economist Philip Lane coming under fire from all sides.

Conservative policymakers, known in central bank jar-
gon as “hawks”, argue that the ECB is downplaying some
of the good news, such as a stream of better-than-
expected economic indicators over the summer. In the
opposite corner, “dovish” central bankers are pushing
Lagarde to adapt stronger language both on the risks to
growth and the threat from the euro’s appreciation
against the dollar.

Disagreements were already clear during the last poli-
cy meeting in September, the eight sources, all with direct
knowledge of the process, told Reuters. The hawks want-
ed the ECB to quietly reduce its bond purchases given
the relatively benign market conditions, saving its fire-
power so it can raise the pace of buying again if needed
at a later date without increasing the overall size of the
Pandemic Emergency Purchase Programme (PEPP).

Some also argued that economic projections were too
pessimistic because they failed to account for fiscal stim-
ulus measures already announced which would inevitably
lead to higher growth and inflation. Both of these points
were rejected by chief economist Lane, but so was a call
to give a clearer warning about the risks to growth from a
stronger euro, the sources said.

The ECB, which speaks on behalf of board members,
declined to comment.

Dovish rebellion?
While most policymakers have echoed Lagarde’s

“wait and see” stance in public statements, some took a

decisively dovish tone in the meeting, openly discussing
prospects for more stimulus, something Lagarde has
deliberately steered clear of. Some of the sources, who
spoke on condition of anonymity, especially objected to
ECB board member Fabio Panetta’s comments last week
that the ECB should err on the side of doing too much
rather than too little. Panetta, who joined the board at the
start of the year, argued that inflation was uncomfortably
below the ECB’s target and in such situations a policy
response may be necessary.

“It’s like Mario is back,” one of the sources said, refer-
ring to Draghi’s tendency to deviate from the Governing
Council’s message and front-run policy before others had
a chance to weigh in. But the sources added that Lagarde
is for now keeping her end of the bargain and she is even
engaging with policymakers Draghi did not talk to. “She’s
working the phones non-stop and managed to get a con-
sensus in June so I have no reason to think she’s about to
change her style,” another source said.

Some senior ECB staff have advocated increasing the
quota for emergency bond buying to 2 trillion euros from
the current 1.35 trillion euros but Lagarde pushed back
on that suggestion, bolstering her credibility among poli-
cymakers who were often at odds with Draghi, one of the
sources said. The sources said that while policy action
may be necessary in December, bringing disagreements
into the public domain and fuelling market expectations
with dovish comments could make it more difficult to
keep it consensual. “If you front-run policy in public
debate, then you harden positions and make it difficult to
compromise,” one of the sources said. “That’s when you
get public dissent and market confusion.” The sources
also agreed that while the possibility of a rate cut was still
there, as often stated by the bank, there was no appetite
for such a move and it was not being discussed.

Lane on the spot
While the majority of policymakers were happy with

Lagarde’s management style, Lane, who is seen as the
most influential voice on policy matters, was criticized by
both factions.

On the one hand, he was criticized for a choice of
words deemed too timid on the euro’s appreciation at
the Sept. 10 policy meeting, underwhelming traders.
Some policymakers had insisted during the policy meet-
ing on tougher language, like that used by Draghi in
2018, but Lane pushed back, two sources said. On the
other hand, hawks objected to Lane’s blog post the
day after the meeting, in which he took a dimmer view
on inflation and warned against complacency, sug-
gesting he wanted to amend the agreed policy mes-
sage, several sources said. Other signs of the tension,
the sources said, were the growing number of leaks
from the Governing Council, some of which lack cred-
ibility and are designed to steer the debate, rather
than reveal it.—Reuters


