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China Policy

Signal of further stimulus in 2025

The Central Economic Working Conference (CEWC) signalled additional policy
stimulus in 2025 with stronger pro-growth commitment. Broad fiscal deficit will
further rise with additional RRR and policy rate cuts. The policies will focus on
stabilising the property and stock markets, boosting consumption, promoting tech
innovation and reducing in-coil competition. China’s economy will continue to
recover in 1H25 with a more active stock market, less property declines, continued
consumption rebound and moderate earnings improvement. However, the
economic growth may slow down in 2H25 as the effects of policy stimulus begin
to diminish and the Sino-US trade war 2.0 is likely to occur. We expect GDP
growth to decelerate from 4.9% in 2024 to 4.7% in 2025.

B Chinais likely to keep main economic targets unchanged for 2025. The
GDP growth target is likely to remain at 5% for 2025 as policymakers try to
restore confidence by making strong pro-growth commitment. The CPI growth
target may be also unchanged at 3% for 2025. The real meaning of the
inflation target seems to be no more than 3% as the CPI growth has never
exceeded 3% in the past 10 years. The priority of defying deflation in China’s
policy reaction function is not clear. However, the good thing is that China’s
pro-growth goal is in line with the direction of resisting deflation.

M Macro policies will be more accommodative in 2025. Fiscal policy should
be more expansionary. Top leaders said at the CEWC to increase general
fiscal deficit, ultra-long special Treasury bond issuance and local government
special bond quota as we expect they may respectively rise from RMB4.06tn
(3.1% of GDP), RMB1tn (0.8% of GDP) in 2024 and RMB3.9bn (3% of GDP)
in 2024 to RMB5.06tn (3.7% of GDP), RMB2tn (1.5% of GDP) and RMB4.4tn
(3.2% of GDP) in 2025. Monetary policy will be more accommodative. We
expect RRR, money market rates and LPRs to decline by 1ppt, 30bps and
20bps in 2025 respectively. Liquidity condition should be more easing while
credit growth may slightly pick up. USD/RMB is expected to rise from 7.30 at
end-2024 to 7.50 at end-2025.

M Sector policies will focus on stabilising property, boosting
consumption, promoting tech innovation and reducing in-coil
competition. The CEWC signalled stronger policy support including
renovation of urban villages and rehabilitation of dilapidated houses to
stabilise the property market. Top leaders said to take special actions to boost
consumption while extend the “trade in” policy for business equipment,
automobiles and durables with possible higher subsidy levels and broader
product coverage. They said to expand investments in urban renewal projects
and reduce social logistics costs, which are positive for LGFVs and negative
for logistics service companies. The policymakers vowed to promote tech
innovation to improve the new productivity force and launch the Al+ initiative
to facilitate the development of future industries. They also said to regulate
the behaviour of local governments and enterprises to reduce involutional
competition, which is positive for over-capacity sectors like photovoltaic
industry

B China’s economy may continue to recover in 1H25 before possible
slowdown in 2H25. GDP growth may reach 5% in 1Q25 and 5.1% in 2Q25
as the policy stimulus continues to boost domestic demand and overseas
interest rate cuts and tariff expectations stimulate China’s exports. However,
GDP growth may fall to 4.7% in 3Q25 and 4.3% in 4Q25 as the policy stimulus
effect diminishes and the trade war comes. For the whole year, we expect
GDP growth to slow from 4.9% in 2024 to 4.7% in 2025 and 4% in 2026, with
the contribution from net exports down from 1.2ppts in 2024 to 0.6ppts in 2025
and -0.4ppts in 2026. Meanwhile, the contribution of consumption and
investment to GDP growth may rise from 2.4ppts and 1.3ppts to 2.7ppts and
1.4ppts, and then to 2.8ppts and 1.6ppts, respectively.
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Figure 1: GDP growth target vs. actual growth Figure 2: CPI growth target vs. actual growth
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Figure 3: Unemployment rate target vs. actual rate Figure 4: Economic activity and stock performance
(6%£ (2019=1) (index)
d 1.4 - - 5500
] 12 1 0
5.9 \\ A - 5000
5.7 LT )
. 0.8 - - 4500
55 1 e — l
0.6 - - 4000
53 - 0.4 t
- 3500
5.1 02 4
0.0 - - 3000
49 A AYM~NOAdAYTNOATNO AT NO AT NO
OO0 O 100010001000« 00O0
PO A A AN A ND DO DT T
4.7 y y y y y y y 88888888888888888888
2018 2019 2020 2021 2022 2023 2024 NANNNNNNNNNNNNNNNNNNA
Unemployment rate target Actual unemployment rate Economic activity index (LHS) SH-SZ 300 index (RHS)
Source: Bloomberg, Wind, CMBIGM estimates Source: Bloomberg, Wind, CMBIGM estimates
Figure 5: China's money market rates Figure 6: LPRs and new loan contract rates
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Figure 7: Real-term loan rates & credit growth

Figure 8: M1 growth and CSI 300 Index
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Figure 9: Growth of credit to real sectors

Source: Bloomberg, Wind, CMBIGM estimates

Figure 10: USD/CNY & interest rate differentials
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Figure 11: Broad fiscal revenue, expenditure & deficit

(as % of GDP) 2015 2016 2017 2018 2019 2022 2023 2024F  2025F 2026F
General fiscal revenue 22.1 21.4 20.7 19.9 19.3 18.0 17.6 16.9 17.2 16.5 16.2 15.8
General fiscal expenditure 25.5 25.2 24.4 24.0 24.2 24.2 21.4 21.6 21.8 21.3 21.4 21.2
expenditure-revenue 3.4 3.8 3.7 4.1 4.9 6.2 3.8 4.7 4.6 4.8 51 5.3
ggg‘?g’:ﬁgf”r‘d revenue (over 80%1s gy g3 74 82 86 92 85 65 56 44 3.9 36
Government fund expenditure 6.1 6.3 7.3 8.8 9.3 11.6 9.9 9.2 8.0 7.4 7.2 7.2
expenditure-revenue 0.0 0.0 (0.1) 0.6 0.7 2.4 1.3 2.7 2.4 3.0 3.3 3.6
dsit\f’i‘éirfda)p'ta' systemrevenve (€.9. SOE o, 63 93 03 04 05 04 05 05 04 0.4 0.4
State capital system expenditure 0.3 0.3 0.3 0.2 0.2 0.3 0.2 0.3 0.3 0.2 0.2 0.2
expenditure-revenue (0.2) (01 (01) (0.1) (0.2 (0.2) (02) (0.2 (0.3) (0.2) (0.2) (0.2)
SSS;?("}'/?S”rame revenue (excuding fiscal 55 55 55 67 65 54 65 66 70 7.1 7.1 7.1
Social insurance expenditure 5.7 5.8 5.8 7.3 7.6 7.7 7.5 7.5 7.9 8.2 8.4 8.6
expenditure-revenue 0.4 0.6 0.3 0.7 1.1 2.3 11 0.9 0.8 1.0 1.3 1.5
Broad fiscal revenue 33.9 33.2 34.0 35.1 34.8 33.2 331 30.4 30.4 28.5 27.7 27.0
Broad fiscal expenditure 37.7 37.6 37.8 40.4 41.3 43.9 39.0 38.6 37.9 37.2 37.2 37.2
Broad fiscal deficit | 3.8 4.4 3.9 5.2 6.5 10.7 5.9 8.2 7.6 8.7 9.5 10.2
+ LG debt swap 4.6 6.5 3.3 14 0.2 0.1 0.4 0.4 11 15 15 14
+ LGFV bond financing 1.6 1.7 0.6 0.2 1.0 1.8 1.7 0.7 0.7 (1.0) (0.6) (0.3)
Broad fiscal deficit I 10.0 12.6 7.8 6.9 7.7 12.6 8.1 9.3 9.3 9.2 10.4 11.3
General fiscal deficit 2.4 2.9 2.9 2.6 2.8 3.7 3.1 2.8 3.1 3.1 3.7 3.7
Special treasury bond quota 1.0 0.8 1.5 1.4
LG special bond quota 0.1 0.5 1.0 1.5 2.2 3.7 3.2 3.0 3.0 3.0 3.2 3.3
Broad fiscal deficit Il 2.5 3.5 3.8 4.1 5.0 7.4 6.3 5.8 6.1 6.1 6.9 7.0
Broad fiscal deficit IV (Government & g5 11, 74 54 58 101 79 66 85 80 9.8 10.0

LGFV bond financing)
Source: Bloomberg, Wind, CMBIGM estimates
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