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Market Monitor — Mainland China

A Steady Recovery with Enhanced Policy Support

e Retail sales and services spending posted a faster growth driven by pent up demand
and the normalization of economic activity after reopening.

e The investment and industrial sector maintained a steady growth led by the
infrastructure and high-end manufacturing industries.

e The Mainland authorities have stepped up its policy efforts which will likely sustain

a steady recovery momentum ahead.

Domestic consumption remained a key growth driver

Mainland China’s economy further recovered, driven by sustained expansion in
domestic consumption and steady investment and industrial activity. Monthly
indicators in May showed a steady expansion, albeit at a pace slightly softer than market
expectations. Pent-up demand, a normalization of economic activity and high levels of
saving have powered a solid expansion in the domestic consumption market. Meanwhile,
the growth of fixed asset investment and industrial production moderated. A slowing
global economy also weakened external demand, dragging on trade performance.

Retail Sales, Industrial Production
and Fixed Asset Investment
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Other fast growing retail sectors included gold, silver & jewellery, which increased by
24.4% YoY in May, reflecting the return of large-scale social activities such as wedding
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banquets and birthday celebrations. In January - May, the services production index and
retail sales jumped by 9.1% and 9.3% YoY respectively.

Fixed asset investment (FAIl) and industrial production maintained a steady growth. In
January — May, FAI grew by 4.0% YoY. Infrastructure investment continued to take a lead
in FAl with a growth of 7.5% YoY in January — May, led by railway transportation (+16.4%
YoY) and water conservancy management (+11.5% YoY), reflecting the impetus from
policy-led mega projects. Manufacturing investment went up by 6% YoY in January — May,
of which innovative technology and policy-supported sectors continued to receive rapid
fund inflows. Property investment remained in consolidation with a YoY decline of 7.2%
in January — May. Moreover, industrial production increased by 3.5% YoY in May,
reflecting the diminishing impacts from the low base last year. Production in automobile
and electric machinery & equipment continued to benefit from a surge in automobile
consumption and industrial upgrade, rising by 23.8% and 15.4% YoY respectively, in May.

The property market maintained a gradual recovery. Sales value of property increased
by 8.4% YoY in January — May, largely unchanged from the 8.8% YoY growth in January —
April. As of May 2023, new home prices in 70 major cities stayed stable rising by around
1.4% when compared to end-2022. On the supply side, developers generally maintained
a cautious sentiment as the floor space of newly started residential buildings is yet to
rebound. Recently, certain local governments implemented policy relaxation through
subsidies, reducing the down payment ratio, and raising the cap of provident fund loan
for house purchases, etc. In addition to the policy support on house purchases, it is
expected that more could be done on easing financial conditions and liquidity injection
to higher-quality property developers to lower their financing costs and to ensure a stable
housing market development.

Enhanced macro-policy stimulus to sustain steady recovery

Despite no large scale stimulus measures expected, the Mainland authorities have
stepped up its policy support in the face of softening growth momentum. In mid-June,
the People’s Bank of China (PBoC) lowered several key interest rates in a bid to spur both
consumption and investment activities. The state-owned banks, etc. lowered their
interest rates on demand deposits and time deposits, while the 1-year medium-term
lending facility (MLF), 1-year and 5-year loan prime rates were all reduced by 10 basis
points to 2.65%, 3.55% and 4.2%, respectively. Moreover, the Mainland authorities
announced an extension of the favourable tax-and-fee policies, including tax incentives
on the purchase of new energy vehicles, targeted policy support to small enterprises and
corporates specializing in innovative technology and major goods supply, as well as cost
reduction and strong financing measures for corporations to revitalize confidence and
boost employment, etc. Finally, the State Council executive meeting also unveiled plans
to enhance financing for technology enterprises and to promote home appliances
consumption. These policies reflected a measured and targeted approach to stabilize
growth and to further support long term high quality development.

Looking ahead, the Mainland’s economy is expected to sustain a steady pace of
recovery. The coming Politburo meeting in July will likely assess the economic
development condition in 1H 2023 and lay out an economic plan for 2H 2023. Given
benign inflationary pressure, further supportive measures such as a slight reduction of
the reserve requirement ratio and policy rates remain a possibility. With a focus on high
quality development, upcoming policy support will likely be focused on expanding
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domestic consumption and further fostering technological advancement.

Investors remained cautious amid the uncertain economic and interest RMB/USD vs US Dollar Index

rate outlook 060 16
6.70

Financial markets remain volatile, largely driven by a wait-and-see sentiment. The 6.80 1o

expectations for stronger policy support and the PBoC’s rate cuts in June has once 6.90 102

boosted market sentiment. However, the softer-than-expected pace of economic 7.00

recovery and rising expectations for renewed US rate hikes have reinforced a cautious 7.10 100

sentiment. Meanwhile, the widened differential between China and the US’s monetary 7.20

policy has weighed on RMB performance. In June 2023, both onshore and offshore RMB 730 o8

depreciated by 2.0% against the US dollar compared to the previous month with CNY and 4/23 5/23 6/23

CNY/USD (LHS) === US Dollar Index (RHS)
Sources: Bloomberg, data as of 30/6/2023

CNH closing at 7.2537 and 7.2677 per US dollar respectively, while the A-shares index
slightly decreased by 0.1%.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. 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 expressed solely as general market commentary, and do not constitute an
offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an
offer. 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 material 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. 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 material, 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, and may become valueless. Past performance is not
indicative of future performance. The investments mentioned in this material 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 material. 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.

This material 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-economic-
research.html. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).

© 2023 The Bank of East Asia, Limited
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