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Chinese Mainland Economy: Growth sustained steadily in May

e Retail sales growth picked up, while industrial production and fixed asset investment
maintained stable growth rates.

e Enhanced policy support should contain downward pressures on the property market.

e |tisworth following the third plenary session of the Central Committee in July for any signals
of future reform and policy goals.

The Chinese Mainland economy extended a steady growth trend in May. In May 2024, retail sales
beat market expectations with its year-on-year (YoY) growth picking up from a month ago.
Meanwhile, industrial production and fixed asset investment (FAI) maintained stable growth rates,
albeit somewhat slower than expectations. Since there were two more days of Golden Week
holidays in May 2024 than in 2023, monthly indicators were possibly showing influences from the
effects of additional holidays, in which consumers had more days to spend and where factory
output was affected by a production break. Overall, the growth momentum of the Chinese Mainland
remained stable, particularly as the effect of macro-policy support will further surface.

Retail sales growth picked up. Total retail sales climbed from 2.3% YoY in April to 3.7% in May, with
its month-on-month (MoM) growth rising from 0.06% to 0.51%. Improved spending appetite was
supported by favourable sentiment and more rest days during the Golden Week Holiday, early
promotions ahead of the "June-18 festival”, and policy incentives for equipment upgrades. While the
growth rate seemed not that impressive compared to historical records, it was owing to high base
effects as pent-up demand was unleashed in the first phase of full-reopening last year. Moreover,
retail sales of automobiles saw a narrower decline at 4.4% YoY in May from 5.6% in April, supported
by increased subsidies for trade-in programmes. Given various government support measures in
place, consumer spending is expected to sustain a gradual recovery ahead.
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High-tech manufacturing continued to boost industrial production. The value-added of industrial
enterprises cooled from a rapid growth of 6.7% YoY in April to 5.6% in May. Its MoM growth also
moderated, from 0.97% to 0.30%. Most notably, high-tech and equipment manufacturing
maintained rapid growth of 10.0% YoY and 7.5% in May, respectively, compared to 11.3% YoY and
9.9% in April. In May, foreign trade expanded further, with exports up by 7.6% YoY (in US dollar
terms), serving as a major driver for industrial activities. Since mid-May, the US and European Union
(EU) have announced higher tariffs targeting Chinese electronic vehicles (EV). The US market was
relatively small for Chinese producers, and the measures introduced by the EU have yet to be
finalised and are subject to the outcomes of ongoing negotiations. Furthermore, while Chinese EV
producers possess significant competitive advantages supported by a complete value chain, the
effectiveness of these tariffs is still uncertain. Looking ahead, industrial production is expected to
grow at a solid pace and serve as a major economic driver.
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Investments slowed somewhat in May. Total FAIl expanded by 4.0% YoY in January — May 2024,
down from 4.2% in January — April, but its MoM decline narrowed from 0.29% in April to 0.04% in
May. Property FAI remained the major drag, down from -9.8% to -10.1% in the first five months of
2024. Infrastructure and manufacturing FAls slowed slightly from 6.0% YoY to 5.7% and from 9.7%
to 9.6%, respectively. The recent policy boost for large-scale equipment renewals remained notable,
with FAl for the purchase of equipment and instruments rising by 17.5%. Going forward, FAl is poised
to stabilise further amid support from several positive drivers, such as improved corporate
profitability, intensifying policy impacts from the issuance of ultra-long special treasury bonds and
special purpose bonds, faster construction of key development projects and better sentiment
among the construction sector.

Enhanced policy support would contain downward pressures on the property markets. Property-
related indicators largely levelled off with their declines stabilising: the sales of residential buildings
(from -311% YoY in January — April 2024 to -30.5% in January - May), the funds for real estate
developers (from -24.9% to -24.3%), and the floor space of newly started residential buildings (from
-25.6% to -25.0%). In mid-May, the Mainland authorities announced a package to support the
property markets, including a relending programme for the purchase of unsold homes, a reduction
in the down payment ratio and a removal of the floor of mortgage rates. While it will take time for
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the effects of these policies to surface, anecdotal reports from tier-1 cities showed a visible surge
in interest in potential homebuyers, pointing to fresh signs of stabilisation in homebuyers'
sentiment. In early June, the State Council meeting stressed the continued study of new strategies
to stabilise the property market and reduce inventory. It fuelled higher market expectations for
more measures to shore up the property sector ahead. Given a strong policy determination to
stabilise the property markets, further downside risks are likely to be contained.
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Macro-policies are set to boost industrial upgrades. In mid-June, President Xi emphasised
improving the modern corporate system with Chinese characteristics and building an open and
globally-competitive environment for scientific and technological innovation. This signalled a
concerted policy direction to move up the value chain, cultivate emerging industries and bolster
digitalisation. Among the authorities, the National Development and Reform Commission issued
multiple action plans to promote green transition in traditional industries such as cement, oil
refineries and steel. These plans called for greater fiscal support (e.g. government-led investment
and preferential tax policies) and higher standards of energy efficiency to encourage the renewal
of green equipment in related energy-intensive industries. More importantly, it is worth following
the third plenary session of the Central Committee in July for any signals of future reform and
policy goals, which would provide directions and implications for economic development in the
medium term. With macro-policies gradually taking effect, the Chinese Mainland economy is set to
attain the 2024 growth target of around 5.0%.
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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.ntml. 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).

© 2024 The Bank of East Asia, Limited
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