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July data shows growth underpinned by an unbalanced recovery. Industrial Li Cui
production growth was solid as the global manufacturing frend, domestic upgrades (852) 3911 8274
in high tech, and the green transition contfinued to lead the momentum. Domestic
demand drivers have remained uneven, and the underlying frend for retail sales
has been soft despite a small uptick in July. Huiting Yan

cuili@ccbintl.com

Housing sales showing signs of stabilizing; supply-side changes are key to supply- (852) 3911 8012
demand equilibrium. Housing sales have been flat since June, with a smaller YoY Yanhuiting@ccbintl.com
decline in July. However, inventory is still large, putting pressure on prices. Policy

intervention to remove the inventory overhang (including changing commercial

housing to social housing) remains key to a faster housing market adjustment.

We expect macro policy to stay accommodative, though food prices could be a
constraintin the near-term. As suggested at the July Politburo meeting, fiscal support
could accelerate, likely with a focus on boosting consumption. While monetary
condifions are likely fo remain accommodative, the recent climb in food prices
could pose a constraint on further easing in the near-term.
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Industrial production (IP) growth slowed to 5.1% YoY in July, slightly below the consensus
expectation of a 5.2% YoY gain. Seasonally adjusted IP expanded 0.4% MoM in July, the same
pace asin June.

By subcategory: Output of computer & electronic equipment remained solid, with 14.3%
growth in July. Transportation equipment was also strong at 12.7%. Growth in electronic
machinery, and special & general equipment maintained low single-digit growth, while
upstream industries, especially non-ferrous metals, were weak.

Retail sales growth increased slightly to 2.7% YoY, led by consumer goods. The result beat
the consensus expectation of a 2.6% YoY gain. Seasonally adjusted sequential growth
rebounded from -0.1% MoM the previous month to 0.4% MoM in July. The recovery in retail
sales was driven by higher food prices and stronger momentum behind sales of consumer
goods, with the latter likely related to policy incentives to replace large-item consumer
goods. Catering and auto both eased compared with the strong momentum earlier in the
year. Online sales picked up 7.9% YoY in July, accounting for about a quarter of total retail
sales.

Fixed-asset investment (FAI) grew 1.9% YoY in July by our estimate, one of slowest months of
growth in the past five years. While manufacturing investment was solid, property investment
and government-led traditional infrastructure dampened overall investment growth. More
specifically,

. Contraction in real-estate investment continued to relent to 10.8% YoY in July. Property
investment is still the main drag on the results. In view of weak property sales in recent
months, we expect the contraction in real-estate investment to continue.

o Solid manufacturing investment growth of 8.3% YoY in July. Industrial upgrades and hi-
tech related industries were the main contributors. Investment in hi-tech industries such
as computers, communications, and other electronic equipment categories saw solid
10.0% YoY growth in July. Meanwhile, investment in nonferrous metals and general and
special equipment grew by double-digits in July.

o Broad infrastructure investment growth slowed to 5.6% YoY in July. Tradifional
infrastructure investment (e.g. roads and railways) that rely on government finances
slowed to 2.0% YoY in July, becoming the main drag on the broader infrastructure sector,
while green fransition-related infrastructure investment remained a robust 21.1% YoY in
July.

Soft property data shows some stabilization. The year-on-year contraction in property sales
eased slightly in July, but the softness continues as high frequency data indicated that
property sales in 30 large Chinese cities contracted around 21% YoY in recent weeks.
Seasonally adjusted new home prices fell 0.7% MoM while second-hand home prices fell 0.8%
MoM, continuing the rapid price adjustment that began in 2Q24. Property new starts fell 8.9%
YoY in July while completions confracted 22.3%, pointing to shrinking future supply.

Rising CPI driven by food prices. Data from last week shows a pick-up in July CPI to 0.5% YoY,
compared with an average of 0.1% in 1H24, mainly reflecting rising food prices. Volatile
seasonal goods during the month contributed to the higher reading. Meat prices, led by pork,
also rose 0.4% YoY in July. High frequency data suggests that the rise in food prices contfinued
info early August. Core inflation has stayed at a low level of around 0.5% YoY, as has been
the case for the past two years. PPl continued to fall in July, consistent with limited demand
pressure.
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Our view:

July data indicates uneven growth featuring strong manufacturing output and soft domestic
demand. Industrial production in July was solid, albeit slightly weaker than it was in 2Q24,
consistent with the global manufacturing tfrend and the domestic manufacturing upgrade.
The domestic consumption trend, however, remains soft, and tight government finances are
likely behind weak infrastructure investment last month. Overall, effective domestic demand
is still soft, calling for more policy steps and reforms to counter the cyclical headwinds.

Macro policy accommodation likely to continue. As the July Politburo meeting emphasized
the need to accelerate macro policy support, we anticipate higher fiscal spending in 2H24,
following sluggish spending momentum in 1H24. Fiscal reforms will ease financial pressure on
local governments, although the formulation of these plans will take time. We look for liquidity
conditions to remain accommodative in the latter half of the year, though the recent
rebound in food prices could limit the scope for further easing in the near-term.

Housing sector shows some stabilization. A faster adjustment hangs on changes to supply.
High frequency data on property sales indicates flat sales, albeit with a smaller YoY decline.
Mortgage loans have maintained low single-digit growth since 4Q23. A slow yet positive
increase in loans suggests limited balance sheet stress on households. Housing inventory
remains high, however. Policy is likely to focus on the supply side of the adjustment to housing
stocks, which will help to accelerate the adjustment process.
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Fig 1: Output growth in key manufacturing sectors Fig 2: Solid manufacturing investment growth
remains strong
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