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The Chinese Mainland's Downbeat Macro Data Portend a Q2 Slowdown

Summary:

e Monthly economic indicators for May pointed to a moderation in growth, reflecting an
imbalance in which supply outpaced domestic demand.

e Industrial and services production expanded at a solid pace, while retail sales and fixed asset
investment both contracted.

e The property market remained in consolidation, alongside modest stabilisation in sales and
Tier 1city prices.

Industrial and services production expanded steadily. Industrial production exceeded market
consensus and accelerated by 4.5% year-over-year (YoY) in May, up from 4.1% in April. Specifically,
high-tech manufacturing growth accelerated 151% YoY, led by products such as 3D printing
(+54.4%), lithium-ion batteries (+40.0%) and industrial robots (+27.9%). Meanwhile, the growth of
services production edged up by 0.1 percentage points to 4.4% YoY in May, driven by information
and technology, leasing and business services, and financial services. Solid growth in production
data signals that the Chinese Mainland's supply side remained resilient in May.

Retail sales unexpectedly contracted in May. Total retail sales fell to a 0.6% YoY decline in May,
down from a 0.2% growth in April, marking the first negative print since December 2022. While the
retail sales indicated muted consumer spending during the month, this partly reflected a high base
effect from last year's trade-in incentives and earlier 618 promotions. The reduction of purchase tax
exemptions for new energy vehicles also weighed on sales growth. In May, retail sales of vehicles
and home appliances plunged by 16.1% YoY and 15.6%. That said, consumer staples such as
beverages and clothing remained resilient. Concurrently, service retail sales also slowed slightly,
from 5.6% YoY in January-April to 5.4% in January-May. On a positive note, the labour market
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demonstrated a steady expansion, with the unemployment rate easing to a five-month low of 51%
in May, compared to 5.2% in April.

Investment experienced a broad-based deceleration. Fixed asset investment (FAI) recorded a
deeper contraction of 4.1% in January-May, from 1.6% in January-April. The downturn was
widespread across sectors, with YoY growth in manufacturing, infrastructure and property FAl
worsening to -0.4% (from 1.2%), 0.6% (from 4.3%), and -16.2% (from -13.7%), respectively. Excluding
property FAI, overall FAI also contracted by 1.2% in January-May. Adverse weather, notably heat
waves and heavy rains, was cited as the factor behind the subdued FAI performance.
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The property market remained in consolidation, alongside modest stabilisation in sales and Tier
1 city prices. While the downtrend of property development persisted, the sales value of newly built
residential buildings reported a narrowed contraction, improving from -15.7% YoY in January-April
to -12.1% YoY in January-May. The improvement points to signs of a levelling off in housing demand.
Meanwhile, although house price indices generally continued to fall, the recovery in Tier-1cities held
up, with both their new and existing home prices rising by 0.2% and 0.4%, respectively.

More policy stimulus is expected in order to boost growth. May's economic indicators highlighted
an uneven recovery in the Chinese Mainland, with domestic demand remaining soft despite robust
export growth. With ample policy space available, stronger fiscal spending, coupled with targeted
monetary easing, is likely to be deployed to ensure a steady economic trajectory ahead.
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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).
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