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China Economics Update: Softer economic momentum in August
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Aug data points to softer economic momentum due to domestic demand. Soft Li Cui
income growth continues to hold back consumption and auto sales have cooled, (852) 3911 8274
even though housing-related purchases were less of a drag. Meanwhile, industrial
output slowed, as production of upstream industries eased the most in Jul and Aug,
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reflecting soft domestic demand for these products, but the remaining industries Huiting Yan
maintained solid growth, supported by exports, green investment, and (852) 3911 8012
manufacturing upgrades. yanhuiting@cchbintl.com

Soft data calls for more policy support to stabilize income and growth expectations.
Fiscal spending continued to lag behind nominal growth. We look for stronger
fiscal spending in coming months, and continued liquidity accommodation to
shore up the cyclical economy.

8 ALFrZZENRRGHENAREWES . WA RARIIEIES, KEHEDLE
%, H5405 M WS A R A FTRSS . Tolk /= thie, Reilid Bied ol iy 7= il £
Wi H TR R BE R, ARBUAE ST RS, AHH O SR@ BRI b R 45 ol TR AT
HmE

it ESBORZFHUR BN SHRIBON . WBCZ R R T4 UK. BiltiHARARILA
H B A R, 18 MBS R SRR A ML TEAR, DACRE TR 5.

Analyst certifications and other disclosures on last page. This research report has been created by CCB International Securities Ltd. 1



o‘EsEEmﬁ

Economics | 15 September 2024 CCB International

Industrial production (IP) growth slowed, driven by upstream industries, Aug IP growth of 4.5% (vs 4.7% YoY consensus)
was down from 5.1% YoY in Jul. Seasonally adjusted IP expanded 0.3% MoM in Aug, compared with 0.4% MoM in Jul.

In detail: Output of computer & electronic equipment remained the main contributor and sustained double-digit growth
despite the slowdown. Growth in auto and electric machinery was broadly stable. In contrast, YoY growth of upstream
industries such as ferrous-metal and non-metal mineral products continued to drop in the past two months. Other energy
intensive sectors such as electricity production and non-ferrous metal held up better.

Retail sales remained sluggish, as momentum from strong auto sales earlier in the year faded. Retail sales grew 2.1% YoY
in Aug (vs consensus forecast of 2.5% YoY). Seasonally adjusted sequential growth contracted by 0.1% MoM in Aug.
Auto sales (-7.3% YoY) were the biggest drag, confributing around -0.7ppt to the headline. In contrast, sales of
communication appliance grew near 30% YoY, after the strong performance in July. Housing related spending such as
furniture and decoration materials was flat YoY, after positive growth in earlier months. Meanwhile, catering and online
sales rose 3% and 1% YoY, respectively, poinfing to modest growth momentum

Fixed-asset investment (FAI) continued to show divergent trend. FAI grew 2.2% YoY in Aug by our estimate. Contraction
in real-estate investment was stable at -10.2% YoY, while manufacturing and infrastructure investment remained solid,
driven by the green theme and industrial upgrades. Green infrastructure investment remained strong, with the electricity
sector expanding more than 20% YoY in Aug. Reflecting such drivers, metals and chemical products also grew at a
double digit pace. Equipment investment was solid, recording double-digit growth, possibly reflecting the recent policy
initiatives to encourage upgrades. Meanwhile, auto investment has continued to slow from the strong growth last year,
registering 5.4% growth in Aug. Traditional infrastructure investment (e.g. roads and railways) also eased to 1.2% YoY.

Other property indicators were also weak. Housing sales continued to contract 25.9% in Aug, with high-frequency data
suggesting that momentum remained flat (Fig 3). Seasonally adjusted new home prices and secondary home prices fell
by 0.7% and 1% MoM, respectively, similar to or slightly faster than the pace of adjustment last month. Property new
starts fell 8.9% YoY in Aug while completions dropped 36.5% YoY, indicating contfinued supply-side adjustment.

Rising food prices have pushed up CPI inflation, which is likely to continue. CPI inflation ticked up to 0.6% YoY in Aug,
missing our expectation of 1.0% YoY. Food prices contributed around 0.5ppt to the headline, while energy prices
subtracted from it. High-frequency data suggest a similar frend of food prices in early Sep.

Our view:

Aug data suggests household consumption remains the weak link of the economy, but strong potential for growth
remains. Policies to encourage big-ticket purchase of consumer goods appear to have had limited effect lifting
household purchases. Softer auto sales after the strong performance last year also remains a headwind. On the positive
side, housing related purchases are becoming less of a drag as housing sales show tentative signs of stabilizing. As overall
consumption is still being held back by job and income outlook, subsectors (such as communication appliance) could
still perform well.

Production momentum indicates divergent industrial frends, and possibly energy constraints. Upstream industries slowed
more since Jul, while the remaining industries held up better, pointing to softer demand for materials from slowing
construction. Tight electricity supply could also be a factor affecting the output of these energy intensive sectors in
recent months. Meanwhile, demand factors such as manufacturing upgrade, green investment and exports remained
sfrong in Aug, supporting solid growth in the rest of the industrial sector.

Soft data calls for more policy support to stabilize income and growth expectation. Fiscal spending rose 2.5% YoY during
the first 7 months, pointing to limited fiscal support to the cyclical momentum. We look for stronger fiscal spending in
coming months, and continued liquidity accommodation to shore up the cyclical economy.
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Fig 1: Output growth in key manufacturing sectors
remains strong

Fig 2: Solid manufacturing investment growth
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Fig 3: Property sales remains soft Fig 4: Rising food prices support CPI
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