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Capacity Linkage and Price Drag During Real Estate Contraction Period
GAO Feng
(Financial Research Institute, People's Bank of China)
Abstract The sharp decline in real estate investment propagated upstream through input-output networks,
cumulatively depressing GDP by approximately RMB 5.1 trillion from 2022 to 2024. This triggered declines in
capacity utilization rates across non-metallic minerals (7.7 percentage points), ferrous metals (1.1 percentage points),
and electrical machinery (5.9 percentage points), accompanied by synchronous price declines. The correlation
coefficient between PPI and CPI rose from 0.45 to 0.64. The interplay of demand gaps, high inventories, and financial
support has reinforced an "internalization" cycle. However, depreciation and urbanization imply an annual potential
demand of 1.27 billion square meters, indicating market overshoot. To halt the downward spiral, breaking the "price
cuts-pessimistic expectations-shrinking volume" chain is essential. A combination of expanded fiscal home purchase
subsidies and reduced mortgage rates can create space for resolving excess capacity and restoring prices.
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