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China anti-involution push — Stepping up a gear

¢ There’s been plenty of talk about China’s anti-involution
campaign, but so far tangible progress remains limited

¢ The authorities are committed to this agenda but must balance
it with other priorities like keeping the labour market stable

¢ Industrial consolidation is still at an early stage: green
transition, merger and acquisition activity will contribute; fair
competition is key

China data review (Jan 2026)’

¢ China’s first inflation print in 2026 shows a mixed performance. CPI growth
slowed to 0.2% y-o-y in January amidst a high base from last year, given
distortions from the Chinese New Year (January 2025 versus February 2026).
This suggests a rosier CPI figure ahead in February. Meanwhile, PPI dropped
1.4% y-o-y, but strong non-ferrous metals prices and the ongoing anti-involution
campaign helped cushion the fall, with the rate of decline easing to its slowest
pace since August 2024.

¢ China’s January NBS PMI print suggests some renewed pressure as both the
manufacturing (49.3) and non-manufacturing (49.4) gauges fell back to
contractionary territory after a temporary reprieve in December 2025. A key drag
on the manufacturing front stemmed from new orders, which dropped to 49.2.
Although recent local GDP targets indicate that China may adopt a more
cautious stance for this year’s national GDP goal, this NBS reading again
highlights that proactive fiscal policy and “moderately loose” monetary policy are
needed to help boost domestic demand.

¢ China’s January credit data showed an economy that remained on a relatively
weak footing as real demand stayed muted. Total Social Financing came in at
RMB7.2trn in January, up 8.2% y-o-y, driven by government support, but new
bank lending stayed muted at RMB4.7trn. Accelerated government bond
issuance will help to kickstart projects, given that this year is the first of the 15"
Five Year Plan. Household and business confidence still need more support to
transmit into a broader improvement in investment this year.

1 Source: Wind, HSBC
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Boosts to profit margins so
far remain limited

The authorities seek a unified
national market

Policies will likely focus on
lifting consumer demand
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China anti-involution push — Stepping up a gear

China’s anti-involution campaign was launched in July 2025 to much fanfare and was aimed at
combating the intense “race-to-the-bottom” price wars and supporting sustainable industry growth. It
initially worked with producer price inflation turning positive in sequential terms from October, led
by a few sectors like aluminium, copper, and coking coal.

To date though, guidance has been largely advisory rather than compulsory, and included voluntary
production cuts by industry associations, regulatory reforms, such as amendments to the anti-unfair
competition law, and National Development and Reform Commission (NDRC) meetings on the
criteria for disorderly price competition. However, in the absence of robust monitoring and
enforcement mechanisms, progress in industrial consolidation and enhancements to profit
margins remain limited.

The 15" FYP shows the government’s commitment

The anti-involution campaign is far more than just a slogan; Chinese authorities are working
towards a unified national market and promoting fair competition. This strategic focus is
highlighted in the draft of the 15™ Five-Year Plan, which stresses the urgent need to curb
“involutionary competition” and rebalance the economy.

Indeed, involution frequently manifests as ‘predatory’ pricing that undercuts competitors with
unsustainably low prices. To address this, we expect the government to step up endorsing and
enforcing competition law principles and implement further measures to restore market order,
while simultaneously balancing other policy objectives, including labour market stability and
sustained economic growth.

Next steps

The 15™ Five-Year Plan stresses the need to increase domestic consumption as a proportion of
GDP, necessitating policy measures that foster sustainable consumer demand growth.
Presently, the most significant deflationary pressure originates from the Producer Price Index
(PPI).
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Meanwhile, supply-side reductions are underway, and these can be complemented by targeted
demand-side initiatives, particularly those with a strong pull effect on upstream sectors. For
instance, infrastructure investment focused on improving human well-being and quality of life,
such as better intra- and inter-regional connectivity, and expanding social housing, can
effectively reflate the economy.
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Key upcoming China economic data Performance of key A-share indexes*

Date Indicator Prior Current Year-to-Date  Last 1yr
24Feb  Loan Prime Rate 1Y 3.00% Shanghai Composite 4,132 411%  24.53%
24 Feb  Loan Prime Rate 5Y 3.50% Shenzhen Composite 2,695 6.49% 34.22%
2Mar  RatingDog Manufacturing PMI Final 50.3 CSI300 4,714 1.81%  21.39%
4 Mar  NBS Manufacturing PMI 49.3

4Mar  RatingDog Services PMI 523

9Mar  Producer Price Index (PPI) y-0-y -1.4%

9Mar  Consumer Price Index (CPI) y-0-y 0.2%

10 Mar  Exports y-0-y 6.6%

10 Mar  Imports y-o-y 5.7%

16 Mar  Retail Sales y-0-y 0.9%

Source: LSEG Eikon * Past performance is not an indication of future returns

Source: LSEG Eikon. As of 11 February 2026 market close
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Disclosure appendix

Important disclosures

1
2

This report is dated as at 16 February 2026.

All market data included in this report are dated as at close 13 February 2026, 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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HSBC Group. This document is distributed by HSBC Continental Europe, HBAP, HSBC Bank (Singapore) Limited, HSBC Bank (Taiwan) Limited, HSBC Bank Malaysia Berhad (198401015221
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purposes in mind and does not take into account any investment objectives, financial situation or personal circumstances or needs of any particular customer. HBAP has prepared this document
based on publicly available information at the time of preparation from sources it believes to be reliable but it has not independently verified such information. The contents of this document are
subject to change without notice. HBAP and the Distributors are not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or
relating to your use of or reliance on this document. HBAP and the Distributors give no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document. This
document is not investment advice or recommendation nor is it intended to sell investments or services or solicit purchases or subscriptions for them. You should not use or rely on this document
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The following statement is only applicable to by HSBC Bank Australia with regard to how the publication is distributed to its customers: This document is distributed by HSBC Bank Australia Limited
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objectives, financial situation and needs. Because of that, before acting on the document you should consider its appropriateness to you, with regard to your objectives, financial situation, and
needs.

Important Information about the Hongkong and Shanghai Banking Corporation Limited, India (‘HSBC India”)
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Mainland China

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 reference
only. This document is not, and is not intended to be, for the purpose of providing securities and futures investment advisory services or financial information services, or promoting or selling any
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The material contained in this document is for general information purposes only and does not constitute investment research or advice or a recommendation to buy or sell investments. Some of
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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) that
the stated level or target level of sustainability impact will be achieved.

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
sustainable criteria today may not meet those criteria at some point in the future.
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