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Structural reforms picking up pace

¢ China’s H2 economic policy aims to speed up capacity
reduction and roll out more demand-boosting policies

¢ The new ‘anti-involution’ campaign should help enhance
productivity and better balance supply and demand

¢ Emphasis on consumption policies to increase goods and
services demand could help unlock more growth potential

China data review (July 2025)*

e Retail sales slowed to 3.7% y-0-y in July amidst a notable pullback in auto
sales (-1.5% y-0-y). The China Passenger Car Association recently noted that
passenger car and EV sales were up in volume terms by 6.3% and 12% y-0-y in
July, down from 10.8% and 33.3% in 1H (Yicai, 8 Aug). Also, the third batch of
trade-in subsidies was likely deployed only towards late July (Gov.cn, 26 July).

e Industrial production decelerated to 5.7% y-0-y in July likely owing to the anti-
involution campaign. However, sectors benefiting from ongoing policy stimulus,
such as equipment upgrading and incentives to promote technology and
innovation, still led the overall growth, e.g., high-tech manufacturing up 9.3%.

e Property investment dropped 17% y-o-y in July, the deepest contraction since
November 2022. Meanwhile, primary residential home sales also fell 7.1% y-o-y
in volume terms. Of note, the latest July Politburo meeting and the Central
Urban Work Conference had set the tone that advancing urban renewals and
increased urbanisation will be the key focus in the longer term.

e CPlinflation was flat in y-0-y terms in July, largely owing to falling prices of
food and energy. However, core CPI continued to improve, rising 0.8% y-0-y,
likely helped by the ongoing fiscal push to boost consumption. On the producer
side, PPl inflation remained weak in July, dropping 3.6% y-o0-y. It will take more
time to see impacts from anti-involution campaign.

e Exports sustained the growth momentum, rising 7.2% y-o0-y in July, given a low
base from last year as well as continued trade restructuring and related front-
loading to emerging markets regions. Meanwhile, imports grew 4.1% y-o-y,
helped by ongoing strength in processing imports, while ordinary imports also
returned to positive growth.

! Source: Wind, HSBC
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Growth support is the
Politburo’s primary focus

Supply side reform should lift
productivity in longer term

The new urbanisation plan
will be the policy anchor

Economics ® China
15 August 2025

Structural reforms picking up pace

Strong 1H growth (chart 1), reciprocal tariff pauses, technology innovations from DeepSeek to
innovative drugs, and recent policy momentum around structural reforms have made markets
more optimistic and could lead to more stable H2 growth than originally expected. China is also
shifting to high-quality growth, focusing on consumption, urbanisation, technology upgrades,
and addressing excess capacity.

Policy support to accelerate

Politburo sets the tone: Policymakers were clear in July’s Politburo meeting (30 July) that
supporting growth is still the primary focus. The economic policy in H2 aims to implement
structural measures, with capacity reduction set to speed up and large projects and new
urbanisation plans to be rolled out in an effort to boost consumption. A larger fiscal push may
also include mega infrastructure projects, such as the recent RMB1.2trn Tibet Dam.

“Anti-involution” campaign to accelerate: While the anti-involution push may slow short-term
growth due to industry consolidation and layoffs, it should lift productivity and improve the
balance between supply and demand in the longer run. Unlike the supply side reforms in
2016, China is aiming for a more market-oriented approach to reduce capacity. A series of laws
and regulations, such as the Private Economy Promotion Law, have recently been enacted
aiming to level the playing field. If these are properly implemented, they will not only deter and
penalise anti-competitive behaviour, but also accelerate national market integration.

The campaign should also help to lift prices (chart 2). During the prior round of reforms, PPI
reverted to positive growth after about three quarters from the launch of the campaign. This time
around, the pace may be somewhat slower given the emphasis on the market-based approach.

Boosting domestic demand: Like before, policies aimed at lifting demand will be a key
element. The new urbanisation plan will serve as the policy cornerstone, focussing on
urban renewal programmes, improved urbanisation rates and the building of city clusters. The
plan aims to expand affordable housing too, potentially converting existing stock. These large-
scale longer-term projects will also receive more focus in the upcoming 15th Five Year Plan.

China is also maintaining its strategy to enhance high-quality consumption growth. While
subsidies for consumer durable goods have been in place since last year, a significant
development is that the central government is now providing direct support for services
consumption, such as child and elderly care. As urbanisation advances, new urban residents
may be more willing to increase their spending, especially with equal access to public services.

1. Growth reached 5.3% in the first half 2. Capacity reductions can help to lift
prices and profitability
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Key upcoming China economic data

Date Indicator Prior
20 Aug Loan Prime Rate 1Y 3.00%
20 Aug Loan Prime Rate 5Y 3.50%
31 Aug NBS Manufacturing PMI 493

1 Sep RatingDog Manufacturing PMI Final 49.5

3 Sep RatingDog Services PMI 526

8 Sep Exports y-0-y 7.2%

8 Sep Imports y-0-y 4.1%
10Sep  Producer Price Index (PPI) y-o-y -3.6%
10 Sep  Consumer Price Index (CPI) y-o0-y 0.0%
15 Sep Retail Sales y-0-y

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

Date
Shanghai Composite 3,683 9.90% 28.44%
Shenzhen Composite 2,289 15.54% 46.77%
CSI300 4177 6.14% 25.26%

* Past performance is not an indication of future returns
Source: LSEG Eikon. As of 13 August 2025, market close
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Disclosure appendix

Important disclosures

1
2

This report is dated as at 15 August 2025.

All market data included in this report are dated as at close 14 August 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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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
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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)
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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
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