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Growth sustained with all eyes on the third plenary session
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e Retail sales growth picked up amid an improved spending appetite, while
industrial production and investment expanded moderately.

e Enhanced policy support has contained the downside risks for the property
market, with early signs of stabilisation.

e The PBoC emphasised supportive monetary policy, with potential shifts
ahead. The third plenary session of the Central Committee will be held on

15™-18™ July, offering hints on future economic reforms and goals.

Steady growth in May

The Chinese Mainland economy largely held up in May. Retail sales grew at a
faster pace and beat market expectations. Industrial production and fixed asset
investment expanded moderately, albeit slightly slower than consensus. Seasonal
influences were notable in May due to the differing timing of the Golden Week
Holidays in 2024 and 2023. There were 2 more days of holidays in May 2024,
resulting in more rest days to spend and a production break. Overall, growth held
up steadily.

Retail sales growth picked up amid an improved spending appetite. The growth
of total retail sales picked up from 2.3% year-on-year (YoY) in April to 3.7% in May.
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 consumption upgrades. While the growth
rate seemed not as impressive compared to historical records, it was owed to
high base effects as pent-up demand was unleashed in the first phase of full-
reopening last year. Among major commodity categories, retail sales of
telecommunication equipment and sports & recreational goods accelerated from
13.3% YoY to 16.6% and from 12.7% YoY to 20.2% in May, respectively. In addition,
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retail sales of automobiles saw a narrower decline of 4.4% YoY in May from 5.6%
in April, supported by increased subsidies for trade-in programmes. Given various
support measures in place, consumption is likely to sustain a gradual recovery
ahead.

Industrial production and investment moderated in May. The value-added of
industrial enterprises moderated from a growth of 6.7% YoY in April to 5.6% in May.
Among the industrial sector, high-tech and equipment manufacturing remained
the outperformers, growing by 10.0% YoY and 7.5% in May, compared to 11.3% and
9.9% in April, respectively. Improving external demand continued to be the major
driver for the industrial sector, with merchandise exports (in US dollar terms)
accelerating from a growth of 1.4% YoY in April to 7.6% in May. Overall, industrial
production is likely to remain a major economic driver with solid growth. Moreover,
fixed asset investment (FAI) expanded by 4.0% YoY in January — May, down from
4.2% in January — April. Property FAI remained the major drag (from -9.8% in
January — April to -101% in January - May). Meanwhile, FAI for the purchase of
equipment and instruments surged by 17.5% YoY in January - May, reflecting the
policy boost for equipment renewals. Going forward, FAIl is set to stabilise further
amid support from several positive drivers, including improved corporate
profitability and intensifying fiscal support from the issuance of ultra-long special
treasury bonds and special purpose bonds.

Enhanced policy support would contain downward pressures on the property
markets. While total sales of residential buildings remained muted with a 30.5%
YoY decline in January — May, major property developers reported a notable
rebound in sales in June. This showed initial signs of stabilising market sentiment
amid the implementation of various support measures. The State Council
meeting in early June also stressed the need to continue the study of new
measures to clear housing inventory and stabilise the property market. This
fuelled surging expectations for more policy support in the future. Besides, the
Ministry of Natural Resources is reportedly studying the possibility of permitting
local governments to purchase idle land from developers with the proceeds of
special purpose bonds. In late June, Beijing joined other tier-1 cities to enact
easing measures, including lowering the minimum down payment ratio and
mortgage rates for first homes. These policy measures are set to provide
increasing support for the property market.

Further reforms can be anticipated ahead

The PBoC set out directions to enhance its monetary policy framework. In mid-
June, the PBoC Governor revealed a blueprint for monetary policy reform, which
contained a few notable proposals, such as including the trading of treasury
bonds in the secondary market into the PBoC's toolkits to manage liquidity,
promoting an interest rate reform by using a short-term interest rate to guide
markets, optimising the framework of structural policy tools to meet specific
policy goals, and so on. This suggests that there is still ample room for monetary
policy to support the economy. After the PBOC Monetary Policy Committee
meeting in Q2 2024, the PBoC stressed that prudent monetary policies with more
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attention to countercyclical adjustments will help expand domestic demand and
boost confidence, as well as pledging to guard against excessive fluctuations in
the RMB exchange rate. In early July, the PBoC announced a treasury bond
borrowing operation from primary dealers to stabilise bond markets.

Besides, the third plenary session of the Central Committee is scheduled to take
place on 15"-18" July. Previous third plenums have been used to launch major
reforms, with the market currently expecting that the meeting will focus on
building up new productive forces through technology and innovation, developing
a national unified market, fiscal and rural reforms, etc. Thus, it is worth following
the upcoming meeting for signs of next-stage economic reforms and goals.

Market sentiment turned cautious

Financial markets retreated. In mid-June, the European Union (EU) announced
its plan to impose higher tariffs on Chinese electric vehicles (EVs). Subsequently,
Canada was reportedly considering joining the US and EU to increase tariffs on
Chinese EVs. The news triggered intensifying
protectionism. Furthermore, the Fed's dot plots in June signalled only one rate

renewed concerns over

cut in 2024, meaning a likely delay in the easing of monetary policy. Both news
stories have led to reduced market optimism. Near the end of the month, financial
markets stabilised somewhat with hopes of further policy support, as the dates
for the third plenary session were confirmed. As a whole, the Shanghai Stock
Exchange A-Share index declined by 3.9% in June. The onshore CNY and offshore
CNH also depreciated slightly by 0.4% and 0.5% against the US dollar in June,
closing at 7.2673 and 7.2993 per US dollar, respectively.
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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).
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