20 May 2024

Chinain Focus Economics

China

China’s property revival plan

¢ China announced a slew of policy easily measures, from
lower mortgage rates to local government home purchases...

¢ ...marking a new stage in property easing measures, which
injects hope that the inflection point may be near

¢ We believe this is just the beginning and that if more support
is required for the property market, it will be delivered

China data review (April 2024)!

e Industrial production growth picked up to 6.7% y-o0-y in April, from 4.5% y-0-y
in March, likely helped by a push from equipment upgrading policies (e.g.
targeted relending facilities) despite a higher base. Of note, the growth of
higher-end manufacturing production activities stayed elevated at 11.3% y-o0-y,
computer and communication equipment rose 15.6% y-o-y and auto production
lifted 16.3% y-0-y.

o Retail sales growth slowed to 2.3% y-0-y in April, but we don’t think this is
overly concerning. Despite signs of resilience from recent travel and tourism
data, base effects played a large role, as the reopening was well underway at
this point last year; retail sales grew 18.4% y-o0-y in April 2023. Services
consumption was strong, with year-to-date services-related retail sales up 8.4%
while restaurant & catering sales were up 4.4% y-o-y in April.

e Fixed asset investment slowed to 4.2% y-o-y year-to-date, from 4.5% in
March, dragged down by a faster fall in property investment (-10.5% y-0-y in
April) while manufacturing (+9.3% y-0-y) and infrastructure investment (including
utilities, +8.2% y-0-y) stayed buoyant, although their pace slowed slightly. We
think there will be more room to run, especially for infrastructure investment,
given recent fiscal stimulus announcements.

e China’s inflation print saw some modest improvements in April as consumer
prices edged up to 0.3% y-0-y. Signs of resilience in consumption have helped
to lift core CPI growth while higher global oil prices also transmitted to domestic
fuel prices. Meanwhile, producer prices remained in deflationary territory as
ongoing weakness in the property sector has weighed on the prices of building
materials. However, the pace of decline eased slightly to 2.5% y-o-y.

e Goods trade flows revived back to positive growth in April, helped by a lower
base. Exports grew 1.5% y-0-y, in part, reflecting green shoots in global
demand, while imports rose 8.4% y-o0-y given higher commodity prices and
ongoing policy support. Recent improvements in exports orders from PMI
surveys suggests the worst of the trade slump could be past; however, we think
domestic demand will remain the key driver for growth this year.

! Source: Wind, HSBC
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A slew of housing support
measures was announced...

...aimed at supporting
housing demand

Local governments can now
buy homes from developers

A new relending scheme will
help with funding

Policymakers have a renewed
focus on supporting housing
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China’s property revival plan

On 17 May, Chinese government announced a slew of property policy measures, including
easing mortgage rules and encouraging local governments to buy unsold commaodity housing,
to address current housing issues. This came against the backdrop of ongoing liquidity
stress of the property developers amid lacklustre housing market recovery so far this year.

Measures to stimulate demand

The People’s Bank of China (PBoC) issued three important notices: (1) removing the lower
bound of the mortgage loan interest rate policy; (2) reducing the provident fund loan interest
rates, and (3) lowering the down payment ratios by 5ppts for the first and second residential
home purchases. The package of policies is aimed at alleviating home purchase costs and
stimulating housing demand.

While down payment ratios are now at historical lows, perhaps more importantly, local branches
of the PBoC and National Financial Regulatory Authority (NFRA) can set the minimum down
payment ratios for commodity residential housing according to local conditions. This
development has granted local authorities more discretion to implement “one city, one policy”.

New home sales and property investment are unlikely to rebound immediately; however,
alongside still-resilient sales data for new homes and second-hand homes in large cities, the
measures should help to stimulate demand. And with officials providing repeated assurances
on home deliveries, potential homebuyers may be encouraged to re-enter the market.

Government home purchases

On April 30, the Political Bureau meeting proposed to do “coordinated research on policies and
measures to digest real estate inventory and optimise housing supply”. In recent months, trials
began and some local governments purchased commodity housing to convert into public rental
housing but these efforts were often limited in scale and lacked nationwide policy direction.

The central government has now proposed that local governments can acquire idle residential
land and unsold homes at “reasonable prices” directly from property developers. We think
this will help ease developers’ liquidity stress amid the lack of improvement in new home sales.

New monetary policy tool

Local governments will take the lead and direct local state-owned enterprises (SOES) to
purchase completed yet unsold commodity housing and then to convert into affordable housing.
The PBoC announced a new monetary policy tool for such activities, namely, a re-lending
scheme to provide one-year loans to commercial banks at an interest rate of 1.75%, if they
extend loans to SOEs conducting home purchases on behalf of local governments. The scheme
funds 60% of the principal so it can support up to RMB500bn funding.

...is it enough?

On one hand, some existing monetary policy tools have been underutilised, so the effectiveness
remains uncertain. On the other hand, the stimulus could stand a better chance of success
given the bolder and larger scale effort. But we think this is just the beginning and
policymakers are approaching the property market with a heightened sense of urgency.
Stay tuned.



Key upcoming China economic data

Date Indicator Prior
30May  NBS Manufacturing PMI 50.4
2Jun Caixin Manufacturing PMI Final 514
4 Jun Caixin Services PMI 525
6 Jun Exports y-0-y 1.5%
6 Jun Imports y-0-y 8.4%
11 Jun Producer Price Index (PPI) y-0-y -2.5%
11 Jun Consumer Price Index (CPI) y-0-y 0.3%
16 Jun Retail Sales y-0-y 2.3%

Source: Refinitiv Eikon
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Performance of key A-share indexes*
Current  Yearto-  Last1yr

Date
Shanghai Composite 3,154 6.02% -3.96%
Shenzhen Composite 1,786 -284%  -11.86%
CSI300 3,678 7.19% -1.13%

Note: *Past performance is not an indication of future returns. As of 17 May 2024
market close.
Source: Refinitiv Eikon
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Disclosure appendix

Important disclosures

Additional disclosures
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This report is dated as at 20 May 2024.

All market data included in this report are dated as at close 17 May 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
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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
the fiduciary duty act as a reasonable person once in exercising offering/conducting ordinary care in offering trust services/business. However, the Bank disclaims any guaranty on the management
or operation performance of the trust business.

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
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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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