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The People’s Bank of China (PBoC) stands as the first major central bank to provide stimulus to its citizens in
the aftermath of the global inflationary shock triggered by the response to the COVID-19 pandemic. As
previously discussed in these pages, China has been grappling with its own version of the Great Financial
Crisis, centered around the implosion of a $50 trillion housing bubble that has unleashed powerful
deflationary forces. Some estimates suggest China's unoccupied housing stock could shelter over 1 billion
people. To manage these deflationary pressures, China has been flooding global markets with low-cost goods,
effectively exporting deflation. Economist Richard Koo, in a Bloomberg interview, aptly describes this as a

"balance sheet recession.":

"He defines a balance-sheet recession as a situation in which households and businesses divert more of their
income toward paying down debt, rather than consuming or investing. Koo argues that was a key reason for

Japan's descent into deflation, and for the slow US and European recoveries from the 2008 financial crisis."

When a country becomes overleveraged, and the value of the underlying assets tied to that leverage begins
to decline, the burden of servicing debt intensifies. As interest coverage deteriorates, it becomes
increasingly difficult for businesses and households o manage their obligations. At the same time, incomes
often shrink, placing additional strain on consumers. Consequently, a growing portion of income is redirected
toward debt repayment rather than consumption. This dynamic, when widespread, can trigger a deflationary
spiral, as reduced spending leads to slower economic activity, further suppressing asset prices and deepening
the downturn. The measures the PBOC has taken to begin to combat the pullback in consumption and help its

citizens out are:

e Cutting the reserve requirement ratio by 50 basis points

e Cutting repo rates by 20 basis points

e Lowering the minimum downpayment on homes from 25% to 15%

e Allowing institutional investors to get liquidity from the PBOC to buy stocks, with an initial fotal amount
of 500B Yuan ($50 Billion)

e Providing 1 time allowances for the impoverished (there are no details on how extensive this will be yet)

While many investors cheered the initial news of China's stimulus earlier in the week, equating it with
government or central bank interventions designed fo prop up asset prices, a closer look at the details reveals
a more tempered reality. The measures China introduced are primarily monetary in nature, aimed at
stimulating bank lending and supporting the domestic stock market. However, this is far from the massive
liquidity "bazooka" that would spark a global asset rally. It's a step in the right direction, but not one that
significantly alters the broader outlook. Monetary policy alone is less effective in addressing China's deep-
seated economic challenges compared to fiscal measures. Moreover, these moves do little to address the

country's poor demographics or the looming threat of global trade sanctions. And an even bigger question
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arises: Why did Beijing feel compelled to announce such a surprise intervention if economic conditions
weren't dire? This is certainly a situation to watch closely, and any broader measures that may emerge could

significantly shift our perspective.

Following the news, large-cap Chinese equities surged. While the stimulus is clearly targeted at boosting their
domestic stock market, significant geopolitical risks remain. However, after years of being heavily oversold,
Chinese equities could present a compelling opportunity for investors comfortable with the inherent risks of
investing in a market tightly controlled by the CCP. For those willing to navigate these uncertainties, the

current environment may offer a unique entry point.
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The Malaysian stock market has been rallying since August, and this latest news adds further momentum. If
China leans into stimulus measures, we expect neighboring Asian markets, including Malaysia, to see increased
capital inflows. Investors are likely fo favor countries in the region with close economic ties to China, as they

stand to benefit from the spillover effects of these policy shifts.
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When discussing the excitement around China's stimulus, no community was more enthused than the crypto
space. Crypto thrives on liquidity injections, and after the Federal Reserve, the PBOC's balance sheet has one
of the largest impacts on global liquidity. To put things in perspective, the global stock market is valued at
approximately $110 trillion, while the bond market sits around $130 trillion. In the U.S. alone, stocks have a
total market cap of about $45 trillion, and bonds are around $55 trillion. Compare this to crypto, with a

market cap hovering near $2 trillion, and the disparity is clear. With the combined balance sheets of the

Federal Reserve and the PBOC sitting at roughly $14 trillion in USD terms, it's easy to see why new liquidity

from central banks has an outsized effect on crypto. When fresh money is created and interest rates fall,
those who receive that liquidity don't just buy goods—they invest in assets, often moving out the risk curve in
search of higher returns. Crypto, with its relatively small market cap compared to ftraditional markets, is
extremely sensitive to these liquidity surges. It doesn't fake much to drive significant price movements in the
space. In plotting the balance sheet of the PBOC against Bitcoin going back to 2017 the correlation between

the two becomes pretty clear.

PBOC Balance Sheet (in Billions) and Bitcoin Price

~—— PBOC Balance Sheet
—— Bitcoin (BTC)

Bltcoln Price (USD)
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In running a regression between the two datasets the R2 is 0.64

Bitcoin Price vs PBOC Balance Sheet Regression (from 2018)

& Actual Data
~—— Regression Line (R = 0.64)
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On Friday, we received the PCE data for August, but it seems the market and investors have largely moved

past it. Unless we see a sharp deflationary print or a resurgence in inflation that threatens the 200+ basis

points of rate cuts already priced in by the market, this data is unlikely o sway sentiment. However, it's

worth noting that the month-over-month numbers came in below expectations for both headline and core PCE.

On a year-over-year basis, PCE inflation eased from 2.5% last month to 2.2% this month. The progress is

notable, considering that just 12 months ago, inflation was running at 3.39%, and even three months ago, we

were still at 2.57%.

PCE (Personal Consumption Expenditures)

= =12 Months Ago: 3.39%
6 Months Ago: 2.59%
3 Months Ago: 2.57%

Inflation Rate (%)
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The year-over-year core PCE did tick higher, moving from 2.6% to 2.7%, despite a modest 0.13% month-over-
month reading. This uptick is largely attributed to base effects in the 12-month look-back period. Last
August, the month-over-month reading was 0.102%, which exerted upward pressure on this month's year-
over-year comparison. Looking ahead, to meet the Fed's year-end target of 2.6% core PCE, we need to
average monthly readings of 0.15%. Should the data come in higher than this, it could introduce some
uncertainty around rate cuts and may push the Fed to pause. Next month's base effects are favorable, so we
might see a dip in the year-over-year figure. However, October and November will face tfougher comparisons,

with last year's humbers at 0.13% and 0.09%, respectively.

Core PCE & Projections to Year End

=—— Core PCE
== Core PCE MoM % Change
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On to housing, We will continue to closely monitor this data as a key indicator for whether a soft landing
remains achievable, rather than an outright recession. With mortgage rates easing to just over 6% for a 30-
year fixed rate and buy-downs for new homes bringing rates closer to 4% in some cases, we should anticipate
a gradual rebound in housing activity. The recent uptick in the MBA Purchase Index, which tracks U.S.
mortgage application volumes, shows signs of life over the past few weeks. As the Fed continues to ease, we
expect further momentum in housing demand, signaling that the consumer may not be as strained as initially

feared. This will be critical in gauging the resilience of the economy.
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MBA Purchase Index and Mortgage Rates
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Falling interest rates also signal that we should expect building permits to gain momentum, and indeed they

did in August, rising by 67,000 to a seasonally adjusted annual rate of 1.47 million—representing a 4.9%

month-over-month increase. Historically, changes in mortgage rates tend to lead housing activity by about

three months, and with the recent decline in rates, building permits are likely to move into positive territory

on a year-over-year basis.

Building Permits YoY Change & 30-Year Mortgage Rate YoY Change (Inverted)
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We should expect these changes in the housing market to begin unlocking the existing supply of homes, which

currently represents 85% of the market but has remained locked up. As noted, rate buydowns are allowing

new home buyers fo enter the market at rates below current market levels, helping drive an increase in new

home sales. Housing analysts believe that rates in the 5% range could start to unlock the existing supply. It's

important o remember that during the pandemic, mortgage rates hovered around 3%, and over half the

country refinanced at those historically low levels. These ultra-cheap mortgages have effectively become
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assets, keeping homeowners locked in place. Until rates reach a level that makes it enticing to give up those

low-cost loans, existing supply is likely to stay constrained.

Existing Home Sales and New Home Sales

Indicator
—— Existing Home Sales
~——— New Home Sales

New Home Sales (Thousands)
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We Appreciate Your Feedback!

We highly value your feedback and earnestly invite you to contribute your insights regarding potential
enhancements and suggestions for future content. We welcome all forms of constructive feedback and suggestions,
as they are crucial in guiding our efforts to refine and develop our offerings. Please share your professional insights

and recommendations through the link provided below. Your input is instrumental in shaping our direction and

ensuring our services align with your expectations. We anticipate your contributions with great interest

The information provided by Apex Macro LLC ("we," "us," or "out") on any platform, including but not limited to websites, reports, emails, newsletters, and presentations, is for general informational and
educational purposes only. All information is provided in good faith, however, we make no representation or warranty of any kind, express or implied, regarding the accuracy, adequacy, validity, reliability,
availability, or completeness of any information.

None of the content offered by Apex Macro LLC constitutes financial advice, legal advice, or any other type of advice meant for your specific reliance for any purpose. Any use or reliance on our content is
solely at your own risk and discretion. You should conduct your own research, review, analysis, and verification of our content before relying on them. Trading and investment in securities involves high risk
and the possibility of losing some or all of the principal investment. It is crucial to seek advice from an independent financial advisor who is licensed to provide investment advice.

Our content is intended to be used and must be used for informational purposes only. It is very important to do your own analysis before making any investment based on your own personal circumstances.
You should take independent financial advice from a professional in connection with, or independently research and verify, any information that you find on our platform and wish to rely upon, whether for
the purpose of making an investment decision or otherwise.

This disclaimer has been created to expressly convey that Apex Macro LLC and its content creators are not providing financial advice through the dissemination of the information contained herein and are
merely providing information and insights as a public service. Apex Macro LLC, its directors, employees, and agents will not be liable for any loss or damage of any nature arising in any way from the use of,
or reliance on, the information provided or for any decision made on the basis of such information, including (without limitation) any loss of profit, business, contracts, revenues, or anticipated savings.

Terms of Use: This document is the property of Apex Macro LLC and is intended solely for the use of the recipient. It contains confidential and proprietary information and may not be
reproduced, redistributed, or disclosed in whole or in part to any third party without the prior written consent of Apex Macro LLC. By accessing this document, you acknowledge that you have read and
understood these terms and agree to be bound by them.
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