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Deflation mildly alleviated while consumer 
demand remained weak 

 

 

CPI growth remained flat in May as energy price moderated while food price 
rebounded. Pork price finally came out of the woods after a prolonged de-
stocking cycle. Core CPI growth weakened as prices of durable goods, 
transport service and tourism service declined amid weak consumer demand 
and e-commerce promotion activities. PPI continued to recover thanks to low-
base effect and rising prices of non-ferrous metals and materials. Looking 
forward, policymakers may continue to loosen credit policy to stabilize the 
housing market and boost consumer demand. Deflation pressure may mildly 
alleviate as commodity prices continue to rebound and service prices mildly 
pick up. We expect CPI and PPI may rise from 0.2% and -3% in 2023 to 0.6% 
and -0.8% in 2024. 

 CPI stayed flat as energy price moderated and food price rebounded. 

CPI YoY growth remained unchanged at 0.3% in May, slightly below market 

expectation of 0.4%. In sequential terms, CPI dropped 0.1% after rising 

0.1% in Apr. Energy price slowed down as vehicle fuel price moderated to 

6.3% from 6.9% since its MoM growth was -0.8% in May compared to 2.9% 

growth in Apr. The recent increases in electricity and water bills have yet to 

be reflected in CPI, as MoM changes of public utilities have been 0 since 

Feb.  The contraction of food price continued to improve as its MoM growth 

rebounded from -1% to 0% driven by pork price. After a prolonged period of 

de-capacity, pork prices have finally bottomed out with its YoY growth 

accelerating from 1.4% to 4.6%. Due to the downward trend of breeding sow 

and hog inventory, pork price may continue to rebound in the upcoming 

months, as indicated by pork wholesale price. On the other hand, non-pork 

food items remained subdued especially the beef price, dropping from 

10.4% to 12.9% in May, which was heavily affected by growing imports.  

 Core CPI receded as durable goods remained subdued. Core CPI 

declined by 0.2% MoM in May after expanding 0.2% while its YoY growth 

edged down to 0.6% from 0.7% in Apr, as a sign of weak consumer demand. 

Tourism, the primary driver of core CPI in the past two months, dipped 0.6% 

MoM in May after 2.7% growth in Apr, in line with normal seasonality 

following the Labor Day holiday. Other services including home service and 

medical service improved with 0.1% MoM increase in May while rent 

declined by 0.1% as weak employment conditions have yet to improve. 

Durable goods became the major headwind for core CPI, as home 

equipment, vehicles and telecom equipment further plummeted 1.1%, 0.9% 

and 0.4% MoM. Both home equipment and vehicle prices witnessed the 

largest monthly declines since Apr 2023, yet there is no sign of bottoming 

out. Prices of clothing and footwear notably grew. Looking forward, core CPI 

growth may remain restrained in the near term given the deterioration in 

household income and balance sheet, elevated real interest rate and fierce 

producer competition, but the trade-in policy could be a potential game-

changer, in our view. 

 PPI continued to recover thanks to low base effect and commodity 

reflation. PPI notably narrowed its contraction from -2.5% in Apr to -1.4% 

YoY, slightly better than market expectation of -1.5%. The MoM change of 

PPI rebounded to 0.2% from -0.2% in Apr. For mining industries, PPI of non-

ferrous metals significantly accelerated to 8.9% YoY from 3.6% due to the 

surge of international non-ferrous commodity prices. Oil and gas mining 

remained unchanged at 9.4% YoY, due to a lower base last year and falling 
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oil price. Coal mining and ferrous metals both narrowed their decline from -

8.5% and -14.2% YoY to -2.7% and -9% YoY in May. For mid-stream 

industries, PPI in intermediate goods such as rubber & plastics and non-

metallic mineral products continued to drop by 0.2% and 0.8% MoM. Final 

goods such as auto manufacturing and computers & electronics remained 

muted, dropping 0.3% and 0.2% MoM in May. Looking forward, PPI may 

continue its MoM growth while its YoY decline may gradually close in on 0 

thanks to lower-base effect and rising raw materials costs, based on our 

estimates.   

 Deflation pressure may mildly alleviate. China may continue to loosen 

credit policy to stabilize the housing market and boost consumer demand. 

We expect smaller YoY declines of housing sales and gradual improvement 

of service consumption in the next several quarters. Deflation pressure may 

mildly alleviate as commodity prices continue to rebound and service prices 

gradually pick up. We maintain our forecast on China’s GDP growth at 5% 

for 2024. CPI and PPI growth rates are expected to rise from 0.2% and -3% 

in 2023 to 0.6% and -0.8% in 2024, driven by a reduction in pig production 

capacity, an improvement of urban service activities and an end of the 

destocking cycle in global manufacturing. 
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Figure 1: MoM Changes of China CPI in May 

 

Source: Wind, CMBIGM  
 

Figure 2: China CPI Growth in Staples  

 

Source: Wind, CMBIGM 

 

Figure 3: China CPI Growth in Durables 

 

Source: Wind, CMBIGM 

 
Figure 4: China CPI Growth in Services 

 

Source: Wind, CMBIGM 

Figure 5: Second-hand Car Price in Shanghai 

 

Source: Wind, CMBIGM 
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Figure 6: Feed Production & Hog-to-Grain Ratio  

 

Source: Wind, CMBIGM 

Figure 7: Agricultural and Vegetable Price 

 

Source: Wind, CMBIGM 

Figure 8: MoM Changes of China PPI in May 

  
Source: Wind, CMBIGM  

 
Figure 9: China PPI in Energy & Metals 

 

Source: Wind, CMBIGM 

Figure 10: China PPI in Equipment 

 

Source: Wind, CMBIGM 
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Figure 11: China Core CPI Growth & 2Y T-bond Rates 

 

Source: Wind, CMBIGM 

Figure 12: GDP Growth Predicted by AI 

 

Source: Wind, CMBIGM estimates 

 
Figure 13: China Economic Activity Index 

 

Source: Wind, CMBIGM 

Figure 14: China Auto & Housing Sales 

 

Source: Bloomberg, CMBIGM 

 
Figure 15: Infrastructure Investment in China   

 

Source: Bloomberg, CMBIGM 

Figure 16: China Coal Inventory & Price 

 

Source: Wind, CMBIGM 
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Figure 17: PBOC Policy Rates & Liquidity Condition 

 

Source: Bloomberg, CMBIGM 

Figure 18: China Credit Growth 

 

Source: Wind, CMBIGM 

 
Figure 19: Manufacturing PMI of Major Economies 

 

Source: Bloomberg, CMBIGM 

Figure 20: Service PMI of Major Economies 

 

Source: Wind, CMBIGM 

 
Figure 21: M2 Growth & Commodity Inflation 

 

Source: Bloomberg, CMBIGM 

Figure 22: Copper-to-gold Ratio 

 

Source: Wind, CMBIGM 
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