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China in Focus

Top five questions about China’s economy

Economics
China

¢ No bazooka stimulus — the aim is to solve structural
problems with reforms; watch out for the 15th Five-Year Plan

¢ Household goods consumption is similar to global levels, but
services consumption lags; Hukou relaxation can help

¢ US-China talks have eased tensions, though uncertainty
remains; China’s exports may face headwinds in 2H

China data review (May 2025)*

e Retail sales grew 6.4% y-0-y in May, the fastest pace since December 2023,
driven by the consumer goods trade-in programs. Sales of home appliances rose
by 53% y-0-y, communications appliances by 33% y-o0-y, and electric vehicles by
28% y-0-y (the latter is based on CPCA data). The Ministry of Commerce reported
that the trade-in subsidies helped drive RMB1.1trn in sales this year as of end-
May (or cRMB380bn for May, 9% of retail sales) (Xinhua, 1 June).

e Industrial production (IP) accelerated 5.8% y-o0-y in May supported by robust
export figures but the domestic story was mixed. Policy support for equipment
upgrading and for new growth drivers has kept equipment (+9.0% y-0-y) and high-
tech manufacturing (+8.6% y-0-y) elevated. But, sectors along the housing supply
chain continued to underperform, as IP growth in non-metal minerals (-0.6% y-0-y)
and ferrous metals manufacturing (-4.8% y-0-y) were more muted.

e The property sector came in a bit weaker with a deeper fall in primary home
sales (-4.6% y-0-y) and lower property investment (-12% y-0-y). There
continues to be policy tweaks on the margin which can help to prevent the sector
from seeing a faster slump. A larger push might still be needed, though the
urgency of propping up the property market may fall behind supporting other
sectors such as exporters and boosting consumption.

e Headline CPlinflation dropped 0.1% y-0-y in May as drags from energy prices
persisted. However, core CPI inflation picked up to 0.6% y-0-y given ongoing
policy support to boost consumption. Meanwhile, PPl inflation saw a deeper fall,
-3.3% y-0-y, as deflationary pressures from some excess capacity along the
housing supply chain and falling oil prices have yet to abate. Trade uncertainty
suggests that domestic demand will remain the key driver to boost price levels.

e Exports rose 4.8% y-0-y in May as a deeper fall in US exports (-35% y-0-y) was
offset by robust exports elsewhere, including ASEAN (+15% y-0-y), Eurozone
(+12% y-0-y), and Africa (+33% y-0-y), reflecting China’s moves to diversify more
of its exports and supply chains. Imports declined at a faster pace, -3.4% y-0-y in
May, as lower global commodity prices and ongoing weakness in China’s property
sector have continued to weigh on domestic demand.
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Top five questions about China’s economy

What comes to mind if you are asked to name the most pressing issues facing China’s economy
right now? Trade tensions, labour market pressure, a deflationary trap, sluggish consumption,
and where is the bazooka stimulus? Let us provide you with some answers.

Q1: How fast is domestic consumption recovering?

Retail sales surprised on the upside in May, driven in part by government subsidies (e.g. trade-
in programs). Smaller cities (tier-3 and 4) are faring better than larger ones in terms of retail
sales, helped by urbanisation trends. While China’s goods consumption is in line with global
levels, services consumption lags. More policies emphasising services demand and structural
reforms to support people’s welfare (such are Hukou relaxation) will help sustain consumption.
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Q2: How is the labour market faring?

The headline unemployment rate has edged down (5% in May), but there are still pressure
points. The youth unemployment rate is c16% and may prove to be sticky, given the rise in the
number of graduates and a lack of quality entry level jobs. Low-income and migrant workers
have seen a slower pace of income growth relative to both the rest of the population and the
pace of GDP growth. However, the government’s increased policy focus and the roll out of
measures to support people’s livelihood and boost income growth can help.

Q3: Deflation, deflation, deflation: Is there any way out?

China is experiencing its longest stretch of contraction in the GDP deflator. While CPI weakness
stems from volatile items, core CPl is relatively steady. PPI deflation has been affected by weak
demand and excess capacity. Measures to adjust supply and improve profitability may be
accelerated, particularly in the industrial sector. Addressing shortfalls in the social safety net and
stabilising the labour market are also essential.

Q4: Why have exports stayed resilient this year despite the added US tariffs?

This comes down to frontloading and trade restructuring. We estimate that China’s direct US
exports were largely frontloaded in 4Q last year, spilling over into 1Q ahead of the “Liberation
Day” announcements. These exports took a hit in April and May due to the tariffs. The
restructuring of trade to other markets, particularly emerging markets such as ASEAN and Latin
America, have helped to fill the gap. But other countries may also be facing higher US tariff
rates. We expect overall exports to slow in 2H.
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Q5: Does a China stimulus package depend on US-China relations?

We do not expect China to deliver a bazooka stimulus package, as policymakers tend to favour
policy workhorses rather than show horses. With trade talks heralding a period of relative calm
and domestic activity data holding relatively firm, China will likely continue the steady pace of
policy implementation.

Key upcoming China economic data

Date Indicator Prior
30 Jun NBS Manufacturing PMI 49.5
1Jul Caixin Manufacturing PMI Final 483
3 Jul Caixin Services PMI 511
9 Jul Producer Price Index (PPI) y-o0-y -3.3%
9 Jul Consumer Price Index (CPI) y-0-y -0.1%
14 Jul Exports y-0-y 4.8%
14 Jul Imports y-0-y -3.4%
15 Jul Retail Sales y-o-y 6.4%
15 Jul GDP, Q2 5.4%
21 Jul Loan Prime Rate 1Y 3.00%
21 Jul Loan Prime Rate 5Y 3.50%

Source: Refinitiv Eikon

Performance of key A-share indexes*
Current Year-to-Date  Last 1yr

Shanghai Composite 1,981 1.20% 17.38%
Shenzhen Composite 10,052 -3.48% 9.03%
CSI300 3,843 -2.33% 8.91%

Note: *Past performance is not an indication of future returns. Priced as of 19 June
2025.
Source: Refinitiv Eikon



Economics ® China
m HSBC 20 June 2025

Disclosure appendix

Important disclosures

1
2

This report is dated as at 20 June 2025.

All market data included in this report are dated as at close 19 June 2025, 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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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
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