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China in Focus

The path to consumption growth
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¢ China’s policy focus is shifting to supporting consumption
more, following announcements from the Third Plenum

¢ Services consumption is a particular focus while falling home
prices continue to be a major drag on economic growth

¢ Growing coordination between urbanisation, industrialisation,
and rural revitalisation policies should help consumption

China data review (August 2024)!

e Industrial production growth slowed to 4.5% y-o0-y in August as softer
domestic demand weighed on production growth, despite robust exports data.
Part of the drag stems from property-related weakness as well as policies to
deter low-quality production in response to excess capacity in some sectors,
such as steel and lithium-ion batteries (Global Times, 19 June; Bloomberg,

24 July). High-tech manufacturing, however, continued to outperform up by 8.6%.

e On the domestic consumption front, retail sales growth slowed again, to 2.1%
y-0-y in August, with the key drag continuing to stem from purchases of
discretionary goods, including autos (-7.3%), cosmetics (-6.1%) and jewellery
(-12%). However, household appliance sales saw a 3.4% pick-up amid the
consumer goods trade-in program. Services-related retail sales still
outperformed sales of goods, although momentum continued to face.

o Fixed asset investment softened to 3.4% y-o0-y in August as manufacturing
(+8.0%) and infrastructure investment (+6.1%) growth were outweighed by the
drag from property investment (-10.2%). Property has been a key drag on
private investment so far this year, which has fallen to -0.2% y-o-y. Excluding
property, private investment is up by 6.3% y-0-y year-to-date.

e Inflation prints in August saw some mixed performances on consumer and
producer fronts. CPI inflation continued to rise in August, to 0.6% y-0-y, owing
to a further pickup in food prices, although core CPI inflation was still weighed
down by a relatively higher base and edged down to 0.3 % y-o0-y. PPI inflation,
meanwhile, fell to -1.8% y-o-y amid falling commodity prices and lingering
pressures in some property-related sectors.

e Trade data provided some relief that the export boost may last longer, helping to
offset some of the recent, sluggish domestic demand. Exports were up by 8.7%
y-0-y in August driven by electronics and transport-related goods, while
weakness continued to stem from consumer discretionary products. Imports,
however, saw a softer increase of 0.5% y-0-y on the back of softer domestic
demand weighed down by the property sector.
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Support for consumption is
an increasing priority

Services consumption has
plenty of room for growth

Policies could include direct
subsidies tied to services
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The path to consumption growth

China has often focused on boosting production to stimulate the economy. However,
policymakers are now shifting their approach more towards supporting consumption,
especially as spending has slowed, which they see as essential to meeting growth targets and
facilitating the country’s economic transition. While there is a focus on goods, like the
RMB150bn allocated to consumer goods’ trade-ins, July’s Politburo Meeting also highlighted
services consumption, as did the State Council in August.

Growing services demand

Services consumption hasn'’t yet reached half of all consumer spending in China, even though it
is often the lion’s share in advanced economies (Chart 2), showing there is still plenty of
room for growth. In the post-pandemic period, consumers have shown a clear preference for
spending on experiences over buying physical items, mirroring the shift from goods to services
seen in other economies. Given China’s current development stage as a high middle-income
country, consumers naturally have growing demand for services as well.

Chart 1. Services consumption has Chart 2. ...but still has room to grow
rebounded since 2023...
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only include one type of service consumption — catering. 2024 is H1 data.
Source: Wind, HSBC

Supporting services consumption

July’s Politburo meeting reinforced the view that consumption-led growth will help drive the
recovery. The Politburo specifically called for growth in domestic demand, driven by income
growth, increasing consumption by low- and middle-income groups, and increasing
consumption of services in areas like elderly care, childcare, and household-keeping services.
This means that more near-term support to push forward consumption is likely, possibly in the
form of direct subsidies to individuals tied to certain types of services.



Efforts are being made to
stabilise the housing market

Productivity and social
welfare also in focus
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What’s held consumption back?

Stabilising the housing market is critical as it is the primary drag on household asset value and
consumer confidence. The good news is the recent shift in the policy stance by the central
government: during the Third Plenum’s press conference, a senior official acknowledged the
housing market’s systemic importance to the economy, justifying China’s direct bailout, such as
using the central government’s balance sheet to acquire distressed housing units.

Sustained consumption growth hinges on reforms across other areas

The Third Plenum included reforms targeting productivity growth and enhancing social
welfare, which are both capable of boosting domestic consumption. Providing public services
based on permanent residence, as well as land reforms that allow migrant workers to profit from
their rural properties, could unleash their full spending power. Meanwhile, reforms to reduce
internal barriers (e.g. a unified national market) and accelerating opening-up could spur
innovation and provide jobs for new graduates.

Key upcoming China economic data Performance of key A-share indexes*

Date Indicator Prior Current  Yearto-  Last1yr
20Sep  Loan Prime Rate 1Y 3.35% i : Date

20 Sep Loan Prime Rate 5Y 3.85% Shanghai Composite 2,17 910%  -13.42%
30 Sep NBS Manufacturing PMI 491 Shenzhen Composite 1,492 -19.67% -23.49%
30Sep  Caixin Manufacturing PMI Final 504 CS1300 3159 -7.92%  -15.45%
30 Sep Caixin Services PMI 516

13 Oct Producer Price Index (PPI) y-o0-y -1.8%

13 Oct Consumer Price Index (CPI) y-0-y 0.6%

14 QOct Exports y-0-y 8.7%

14 Oct Imports y-0-y 0.5%

18 Oct Retail Sales y-o-y 2.1%

18 Oct GDP, Q3 4.7%

Note: *Past performance is not an indication of future returns. As of 13 September
2024 market close.
Source: Refinitiv Eikon

Source: Refinitiv Eikon
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Disclosure appendix

Additional disclosures

1
2

This report is dated as at 16 September 2024.

All market data included in this report are dated as at close 13 September 2024, unless a different date and/or a specific
time of day is indicated in the report.

HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of
Research operate and have a management reporting line independent of HSBC's Investment Banking business.
Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses
to ensure that any confidential and/or price sensitive information is handled in an appropriate manner.

You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest
payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument,
and/or (iii) measuring the performance of a financial instrument or of an investment fund.
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purposes in mind and does not take into account any investment objectives, financial situation or personal circumstances or needs of any particular customer. HBAP has prepared this document
based on publicly available information at the time of preparation from sources it believes to be reliable but it has not independently verified such information. The contents of this document are
subject to change without notice. HBAP and the Distributors are not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or
relating to your use of or reliance on this document. HBAP and the Distributors give no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document. This
document is not investment advice or recommendation nor is it intended to sell investments or services or solicit purchases or subscriptions for them. You should not use or rely on this document
in making any investment decision. HBAP and the Distributors are not responsible for such use or reliance by you. You should consult your professional advisor in your jurisdiction if you have any
questions regarding the contents of this document. You should not reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose.
This document may not be distributed to any jurisdiction where its distribution is unlawful.

The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed to its customers: HSBC Bank (Taiwan) Limited (“the Bank”) shall fulfill
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The following statement is only applicable to by HSBC Bank Australia with regard to how the publication is distributed to its customers: This document is distributed by HSBC Bank Australia Limited
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Mainland China

In mainland China, this document is distributed by HSBC Bank (China) Company Limited (“HBCN”) and HSBC FinTech Services (Shanghai) Company Limited to its customers for general reference
only. This document is not, and is not intended to be, for the purpose of providing securities and futures investment advisory services or financial information services, or promoting or selling any
wealth management product. This document provides all content and information solely on an "as-is/as-available" basis. You SHOULD consult your own professional adviser if you have any
questions regarding this document.

The material contained in this document is for general information purposes only and does not constitute investment research or advice or a recommendation to buy or sell investments. Some of
the statements contained in this document may be considered forward looking statements which provide current expectations or forecasts of future events. Such forward looking statements are
not guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such forward-looking statements as a result of
various factors. HSBC India does not undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual results could differ from those
projected in the forward-looking statements. Investments are subject to market risk, read all investment related documents carefully.

© Copyright 2024. The Hongkong and Shanghai Banking Corporation Limited, ALL RIGHTS RESERVED.

No part of this document may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording or otherwise, without the
prior written permission of The Hongkong and Shanghai Banking Corporation Limited.

Important information on sustainable investing

“Sustainable investments” include investment approaches or instruments which consider environmental, social, governance and/or other sustainability factors (collectively, “sustainability”) to
varying degrees. Certain instruments we include within this category may be in the process of changing to deliver sustainability outcomes.

There is no guarantee that sustainable investments will produce returns similar to those which don’t consider these factors. Sustainable investments may diverge from traditional market benchmarks.
In addition, there is no standard definition of, or measurement criteria for sustainable investments, or the impact of sustainable investments (“sustainability impact”). Sustainable investment and
sustainability impact measurement criteria are (a) highly subjective and (b) may vary significantly across and within sectors.

HSBC may rely on measurement criteria devised and/or reported by third party providers or issuers. HSBC does not always conduct its own specific due diligence in relation to measurement
criteria. There is no guarantee: (a) that the nature of the sustainability impact or measurement criteria of an investment will be aligned with any particular investor’s sustainability goals; or (b) that
the stated level or target level of sustainability impact will be achieved.

Sustainable investing is an evolving area and new regulations may come into effect which may affect how an investment is categorised or labelled. An investment which is considered to fulfil
sustainable criteria today may not meet those criteria at some point in the future.
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