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Market Monitor – Mainland China

Slowdown in Key Economic Indicators

China’s main economic data failed to live up to market forecasts in July. Retail sales rose
at 8.5% year-on-year in July, below the market forecast of 11.5%. On a two-year average
basis, it rose 3.6% against the same period in 2019, significantly down from the 4.9%
growth seen in June. The sudden outbreak of the Delta variant and consequent lockdown
measures caused consumers to tighten their purse strings on items from food and
cosmetics to office supplies and communications equipment. The 18th June shopping
event, known as “618”, also contributed to the sharp month-on-month deceleration seen
in online sales. Meanwhile, the urban unemployment rate edged up 0.1 percentage point
to 5.1% in July.
The manufacturing sector continued to be pressed by supply bottlenecks, operational
disruptions due to rain and floods, and emissions curbs, while also facing the challenge
of plateauing overseas demand. Industrial production grew 6.4% year-on-year in July,
down from 8.3% in June. Exports grew at a more tepid 19.3% as the more contagious
Delta variant dampens consumer sentiment abroad, further strains global supply chains,
and slows container turnaround times.
Fixed asset investment rose 10.3% annually across the first 7 months of the year, down
from 12.6% in the first half. Slow issuance of local government special bonds translated
into a softening of growth in infrastructure spending, while continual regulatory
tightening has restricted yearly growth in property investment to 12.7% year-on-year
during the first 7 months, down from 15% in the first half of the year.
M2 money supply dipped to 8.3% growth in July, down from 8.6% in June, while new
renminbi loans amounted to CNY1.08 trillion (after a monthly average of CNY2.12 trillion
in the first half of the year) as the People’s Bank of China (PBOC) tried to rein in debt risk.
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Chinese economy slows in
July, and moderation is seen
across the board with
sudden outbreak of Delta
variant.
In view of uneven recovery
and potential risks, the
government is poised to
provide further support to
the economy.
With the domestic epidemic
under control, financial
markets see a rebound.
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Looking ahead, a levelling-off of global demand will translate into a downward trend for
export growth. The manufacturing sector faces risks including high commodity prices and
government measures to cut carbon emissions. The yearly increase in the producer price
index rose to 9.0% in July, up from 8.8% in June. High input costs are also bound to reduce
profitability for manufacturers. The official manufacturing purchasing managers' index
(PMI) fell to 50.1 in August, while the Caixin manufacturing PMI dropped further to 49.2
in August, down from 50.3 in July. Tensions with the US will also weigh on China’s exports
and foreign investment.
The government is poised to take steps to solidify economic recovery. This could include
increasing infrastructure spending, aided by modest monetary easing. Net local
government special bond issuance amounted to CNY1.01 trillion in the first half of 2021,
about 28% of the annual quota, which implies there is still plenty of room to increase
fiscal spending.
Moreover, as the epidemic is brought under control in China, domestic consumption will
pick up again. China’s overall economic outlook will thus be stable, though yearly growth
is expected to lessen given the fading base effect.

Home prices rise less rapidly amid regulatory efforts
The monthly growth in housing prices eased further in July to 0.3%, down from 0.5% in
June. The Ministry of Housing and Urban-Rural Development called in the leaders of a
dozen cities to reinforce measures against speculative trading. On 23rd July, regulators
began a drive to clean up irregularities in the property sector within 3 years. This involves
launching a probe into new construction by property developers, use of illegal funds for
mortgages, and deduction of rental deposits. Furthermore, some municipal governments
have or will introduce reference prices for second-hand apartments.
In the coming months, home prices are expected to rise only within a narrow band. The
tighter credit environment for the property market, including restrictions on individual
mortgages, is also expected to limit the rise in housing prices. In addition, developers may
speed up the preparation of new flats to improve cash flow ahead of two significant land
auctions in the second half.
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August data will also be downbeat as July’s virus outbreak, which began in Nanjing
airport, continued into August. China has implemented strict containment measures
including movement restrictions in affected areas. Summer tourism was inevitably
affected, and hence domestic consumption. In addition, a Covid-19 infected case led to
the shutdown of the Meishan terminal at Zhoushan, the world’s third busiest cargo port,
for two weeks starting on 11th August. Fortunately, the outbreak was swiftly brought
under control and after 23rd August, there were several days with no local cases
registered.
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Financial markets affected by market concern over moderating growth
In the stock market, A-shares rose by 4.3% between end-July and end-August. Although
economic data was poor in July and the epidemic outbreak clouded the economy in the
first half of August, investors nevertheless snapped up stocks battered by a sell-off in the
previous month, after a series of regulatory policies were rolled out for the technology,
property, and private education sectors. As the pandemic situation improved, with no
local Covid-19 cases reported on 23rd August, the first time since July, investor sentiment
rose.
In the foreign exchange market, the CNY stayed flat against the US dollar during end-July
to end-August, and traded at 6.4607 per US dollar, while the CNH also appreciated slightly
by 0.1%. The US dollar gained strength, with the US dollar index rising by 0.5% over the
same period. However, in face of the slower-than-expected macroeconomic data and
uneven recovery, China Premier LI Keqiang called to ensure cross-cyclical adjustments
and special local governments bonds will be harnessed to expand effective investment.
The market expected the authorities would be loose in fiscal and monetary policies,
supporting the renminbi exchange rate.
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Disclaimer
This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than disclosures
relating to BEA, the content is based on information available to the public and reasonably believed to be reliable, but has
not been independently verified. Any projections and opinions contained herein are as of the date hereof, are expressed
solely as general market commentary, and do not constitute an offer of securities, nor a solicitation, suggestion, investment
advice, or guaranteed return. The information, forecasts, and opinions contained herein are as of the date hereof and are
subject to change without prior notification, and should not be regarded as any investment product or market
recommendations. This document has not been reviewed by the Securities and Futures Commission of Hong Kong, Hong
Kong Monetary Authority, or any regulatory authority in Hong Kong.
BEA will update the published research as needed and as required by the law. In addition to certain reports published on a
periodic basis, other reports may be published at irregular intervals as appropriate without prior notice.
No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of the
information and stated returns contained in this document, and no liability is accepted for any loss arising, directly or
indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment
involves risks. The price of investment products may go up or down. Past performance is not indicative of future
performance. The investments mentioned in this document may not be suitable for all investors, and the specific investment
objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore, you should not
make any investment decisions based solely on this document. You should make investment decisions based on your own
investment objectives, investment experience, financial situation, and specific needs; if necessary, you should seek
independent professional advice before making any investment.
The views and opinions in this document do not constitute the official views of BEA.
This document is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast,
circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms that
exist now or are developed later.
For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economicresearch.html. For any enquiries, please contact the Economic Research Department (email: lerd@hkbea.com, tel: (852)
3609-1504, post: GPO Box 31, Hong Kong).
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