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We expect China’s growth to remain on a downward trend, slowing
from 5.0% in 2024 to 4.1% in 2025, and 3.6% in 2026.

In the case of aggressive US trade protectionism and export
controls, China should keep its expansionary fiscal stance for
longer than currently expected.

Chinese equity will be influenced by the incoming Trump
administration's foreign policy, while additional stimulus could
support Chinese markets, particularly domestic stocks. We
maintain a neutral stance favouring domestic markets.

Investors learned the hard way that, without belief in fundamentals, one can still make money in China.
Over the summer of 2024, the prevailing sentiment was ‘ABC’' (Anything But China) - a full-blown existential
crisis framing China as an uninvestable asset class. In late September, China equities rallied an average of 25%
on the back of official talk, triggering a widespread ‘buy everything’ sentiment, as the fear of missing out
spread across the market.

On 24 September, the PBoC announced equity market support pipelines; then two days later, the Politburo held
an emergency meeting and changed economic policies. For those who rely exclusively on fundamentals, it is
painful to sit out violent rallies. The takeaway is clear: top-down investing in China has become a tactical game
and making short-term judgments most of the time.

Finally, the awakening

Opinions on China are often oversimplified into bullish or bearish camps. It may seem contradictory to pair
optimistic titles on policy announcements with bearish views on China's growth and inflation. In essence, we
recognise a clear policy pivot intention from the leadership, but we remain sceptical about its
effectiveness.

Unlike a year ago, when we described the policy stance as complacently passive, Chinese leadership has now
eliminated all ambiguity. It is explicitly advocating for unconventional policies that include monetary
easing and a more expansionary fiscal policy. This pivot is probably triggered by an atypical systemic
crisis, where local governments were tight on money, struggling to pay corporates, banks and civil servants.
Additionally, the election of Donald Trump as US President further seals the deal for such a shift. As a result of
this newfound clarity in leadership, we expect a series of measures aimed at stabilising the economy, as
follows:

® Monetary policy: we expect a total of 50bp policy rate cuts in H1 2025, bringing the seven-day open market
operation (OMO) rate to 1%, starting with a 25bp cut in February.

® Fiscal policy: we expect an expansionary fiscal policy with a 2% additional fiscal deficit, raising the overall
deficit to 10% of GDP in 2025 from 8% in 2024. Of this additional spending, 1% will be dedicated to
consumption, including a continuous consumer goods trade-in programme and birth subsidies worth 500-
800 RMB for families with more than one child. This will be announced on 5 March 2025 at the National
People’s Congress. We believe this is the minimum required to stabilise the domestic demand,
regardless of what Trump will announce on 20 January.
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= In the case of aggressive trade protectionism policies and export We believe China’s
coqtrol_s from the Trgmp admlnlstratlon, China is likely to leadership
maintain this expansionary fiscal stance for longer than . ]
currently expected. From 2025-27, we can expect broad easing, genuinely intends
reminiscent of the former Japanese Prime Minister Shinzo Abe’s first to stabilise the
and se'\con'd arrows starting in 201.2.. In that case, a delayed flscfal economy, a
consolidation is likely, with the deficit being maintained at 10% in )
2026-27 as well. notable shift from
However, we believe that the impact of these policies will not offset its passive
the existing structural drags completely. A simple way to frame this approach a year
is to consider how long it took Japan to recover from its zero-inflation ago

period after Abenomics began in 2012. Markets are likely to position
similarly.

We expect China’s growth to remain on the downward trend,
slowing from 5.0% in 2024 to 4.1% in 2025, and 3.6% in 2026. The
upcoming package could help ease the drag from deleveraging in the
past few years but is unlikely to reverse the course of the structural
slowdown. As evident in recent data, outside of the segments that
benefited directly from the government consumer goods trade-in
programme, consumer demand remains soft.

In summary, we believe China’s leadership genuinely intends to
stabilise the economy, a notable shift from its passive approach a
year ago. However, there is no quick fix to China's ‘3D" secular
challenges (demographic, debt and decoupling, see here for more
details).

Key take-aways on China equities from the desk

= Policy shift and valuations are supportive: There is a notable policy shift towards a pro-
growth government stance, with a willingness to underpin the property sector, support private
enterprises and encourage consumption. This, combined with the significant excess savings
accumulated during the Covid-19 pandemic, could present attractive opportunities for long-
term investors. Valuations and positioning are also supportive.

= Rising geopolitical risks lead us to keep a neutral stance in the short term, favouring
domestic stocks. High uncertainty about Trump’s policy and the contradictory appointments in
his proposed cabinet call for a neutral stance overall. While offshore markets may at some point
benefit from positive geopolitical developments, a base case would be a de-escalation, we
favour domestic stocks that could be supported by the upcoming stimulus.

= Structural reforms and the size of the fiscal support are key factors to watch. Monitoring
the size and composition of fiscal support is critical, particularly in light of the upcoming '"Two
Sessions' summit. Observing announcements related to structural reforms that could help
rebalance the composition of growth more structurally (such as social security, pension and
Hukou reforms) will be essential for a sustained market rebound. However, the political
challenges in implementing these reforms may hinder progress absent any recognition that
stimulus without reform will only prove to have a temporary effect.

NICHOLAS MCCONWAY, HEAD OF ASIA EX-JAPAN EQUITY, AMUNDI

5 Marketing material for professional investors only


https://research-center.amundi.com/article/china-s-pivot-steering-through-turbulence-sustainability?search_type=suggestion

CROSS ASSET INVESTMENT STRATEGY

: J

" MACROECONOMICS % >

-

=2#China: the "'3D‘ ¢ha||ejrig‘e$

From a long-term perspective, China faces significant and enduring
secular headwinds, characterised by demographic shifts, debt issues
and decoupling - collectively referred to as the ‘3D’ challenges. We
anticipate that these forces will ultimately reduce China's growth
to 3% and we expect this convergence to occur sooner rather than
later, contrary to consensus and IMF projections.

The demographic profile presents an ultra-long-term challenge

Even if Chinese policymakers successfully raise the total fertility rate
from 1.0% in 2023 to 1.5% in 2025 and 1.8% by 2035, the working-age
population will decline further over the next decade. As a result, the
contribution of an increasing labour force to economic growth is
likely to remain negative for the next several decades.

Economic decoupling from the United States should hinder
productivity growth

This is particularly the case for US policies aimed at containing China's
advancements in critical technologies and redirecting global supply
chains away from China. China's response of doubling down on public
investments in strategic sectors may not yield the desired results.
History has shown that commercialisation and end-user demand are
crucial for the successful adoption of new technologies.

Previously, China advanced rapidly along the global innovation
curve, largely due to its extensive manufacturing ecosystem, which
facilitated process innovation through continuous trial and error.
However, companies are now compelled to relocate production
overseas either for geopolitical reasons or in search of higher profit
margins.

CHART: China’s population
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Source: Amundi Investment Institute, IMF. Data is as of 10 January 2025. Forecasts are by the
IMF.
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CHART: China’s general government debt as a share of GDP
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In late 2021, policymakers enforced a deleveraging process in the property sector and embarked on
a multi-year plan to reduce debt in both real estate and informal local government financing
vehicles. This has added further strain to an already slowing economy, contributing to a systemic
fiscal crisis over the summer of 2024 that resulted in the September policy pivot.

Policymakers are increasingly favouring a flexible stance to address the debt issue.
Nevertheless, it seems unlikely that investors believe that deeply rooted problems can be resolved
solely through stimulus announcements. While attitudes towards debt are shifting and management
strategies are evolving, these changes are expected to create tradable opportunities.

Interest rates must fall

Not long ago, China’'s policymakers operated under the illusion that a growth rate of 5%, a deficit of 3%,
and inflation at 2% (the 5-3-2 rule) could be maintained. However, since September, they have recognised
that growth is closer to 3%, inflation is nearly 0% and deficits may need to rise to 10% temporarily due to
the incoming US administration’s trade policy (shifting to a 3-10-0 set-up).

This new macro setup could disrupt debt sustainability, even if carried out over a few years. According to
public debt management principles, a country has three main options to manage its debt-to-GDP ratio :

1. Grow out of debt: increase economic growth;
2. Fiscal consolidation: reduce primary deficits by cutting spending or increasing revenues;
3. Lower the debt service burden: reduce interest rates.

China's growth rate is declining due to structural challenges, making it unlikely to grow out of its debt
(option 1). The preferred option of fiscal consolidation (option 2) has faced backlash, particularly from
local governments struggling with real estate and financing issues, leading to increased tax enforcement
and economic strain. As a result, this option is now off the table and China is focusing on containing the
growth decline.

With decreasing growth, fiscal spending and deficits are expected to rise. To prevent the debt-to-GDP
ratio from soaring, China must reduce its debt servicing burden, specifically its interest payments.
Lowering interest rates, especially real rates, will be essential. The bond markets have already responded
by lowering long-term yields, indicating confidence in this trend.

If the policy rate reaches 1%, the PBoC may pause at this historically low level. However, if domestic
consumption and inflation do not improve as expected, they might consider lowering rates further,
potentially leading to quantitative easing.
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IMPORTANT INFORMATION

This document is solely for informational purposes.

This document does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation of
any security or any other product or service. Any securities, products, or services referenced may not be
registered for sale with the relevant authority in your jurisdiction and may not be regulated or supervised by
any governmental or similar authority in your jurisdiction.

Any information contained in this document may only be used for your internal use, mae/ not be reproduced or
redisseminated in any form and may not be used as a basis for or a component of any financial instruments or products
or indices.

Furthermore, nothing in this document is intended to provide tax, legal, or investment advice.

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and
is as of 17 January 2025. Diversification does not guarantee a profit or protect against a loss. This document is
provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this
information. Historical data and analysis should not be taken as an indication or guarantee of any future
performance analysis, forecast or prediction. The views expressed regarding market and economic trends are
those of the author and not necessarily Amundi Asset Management SAS and are subject to change at any time
based on market and other conditions, and there can be no assurance that countries, markets or sectors will
perform as expected. These views should not be relied upon as investment advice, a security recommendation,
or as an indication of trading for any Amundi product. Investment involves risks, including market, political,
liquidity and currency risks.

Furthermore, in no event shall any person involved in the production of this document have any liability for any direct,
indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

Date of first use: 20 January 2025.
Document ID: 4171381.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 -
Portfolio manager regulated by the AMF under number GP04000036 - Head office: 90-93 boulevard Pasteur - 75015
Paris - France - 437 574 452 RCS Paris - www.amundi.com
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Amundi Investment Institute

In an increasing complex and changing world, investors need to better
understand their environment and the evolution of investment practices
in order to define their asset allocation and help construct their
portfolios.

This environment spans across economic, financial, geopolitical, societal and environmental dimensions. To help
meet this need, Amundi has created the Amundi Investment Institute. This independent research platform
brings together Amundi’s research, market strategy, investment themes and asset allocation advisory activities
under one umbrella; the Amundi Investment Institute. Its aim is to produce and disseminate research and
Thought Leadership publications which anticipate and innovate for the benefit of investment teams and clients
alike.
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