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Economic growth has been robust up until now
— although probably not as high as official figures show
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Consumer confidence remains depressed

PBoC urban depository surve . .
g Y Y  Falling apartment prices reduce
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—More investment —\Willing to buy house hOUSGhOId Wealth
70 Jeshare of respondents « Weakening employment prospects
o A~ » Longdelays in public sector wage
payments in some regions
50 ’J\’\—/ * Persistent youth unemployment
40 » Higher household savings
30 * Domestic consumption set a top theme at
National People’s Congress
20 [ .
« Measures announced to date quite modest
10 » E.g.broadening the consumer trade-in
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Real estate troubles continue — the sector plays much smaller
role as an engine of economic growth

Real estate construction and sales Real estate sector and related activities, % share of GDP
——Sales. CNY —Fixed investment. CNY B Investment in construction B Investment in equipment
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Note: series are 12m moving sums. Source: NBS, CEIC, Rogoff & Yang (2021) and BOFIT calculations

Sources: NBS, CEIC and BOFIT.
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Manufacturing investment and output still growing rapidly

—Total industrial output —Manufacturing output
« Manufacturing investment are increasing —High-tech manufacturing output —Retail sales

« Government support e.g. for advanced Real y-0-y change, %

technologies
» Chinatargets greater self-sufficiency

* Production capacity growth has outpaced
demand growth in many sectors

» Capacity utilisation is declining in many sectors

» Thisis reflected also in prices
» And has boosted exports
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* Manufacturing sector is vulnerable to the
escalation of the US-Chinatrade war 2022 2023 2024 2025

Sources: NBS, CEIC and BOFIT
Retail sales growth based on consumer price inflation.
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Strong export growth has been the bright spot of the economy
— supported by declining prices
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130 =|mport volume 125 - S import prices - China
Export value (CNY) 120 | ==-US import prices - Overall P
 — \
120 Import value (CNY) ’ —— 115 ;‘ \\
! o la ===
110 110 ~ N
D e S P
105 ’
100 /,_:'_' \(_/ ’
100 el A
o0 / > \ ,’J
95 v
80 90
70 | 85
2017 2018 2019 2020 2021 2022 2023 2024 2025 2017 2019 2021 2023 2025
Source: WTO, China Customs, Macrobond and BOFIT Source: BEA. CPB World Trade Manitor. Macrobond and BOFIT
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Less Chinese value added consumed abroad than a decade ago,
still export sector remains important for the economy

e Around 15 % of Chinese value added is The largest share of exported Chinese value-added in 2020 went to the US, % share

consumed abroad

Share of Chinese value-added in foreign final demand, %

* Foreign companies still account over one United States EE—

fourth of Chinese exports
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Especially with local fiscal conditions weakening, many regions
still need to resort to off-budget borrowing

Central and local government debt issuance

* Local governments are traditionally

New quota for paying down hidden debt = Local government special bonds

re5p0n5|b|e for StImUIUS measure57 more debt B Local government general bonds Central government special bonds
needed e.g. to cover the revenue from land m Central government
sales 14000 CNY billion

» Part of new central government debt to 12000

recapitalising big state-owned banks and to

. . 10000
finance consumer trade-in programme

8000

» Off -budget borrowing still expected to <000 o
increase to finance spending, even if - B =
government plans to phase it out local off- 4000 B -
budget borrowing 2000 | g pu I I I I I
 Local government financial vehicle debts have 0 1M .

increased 2 pp Of GDP annua”y in recent yearS 2017 2018 2019 2020 2021 2022 2023 2024 2025

(March

Sources: China Ministry of Finance, CEIC and BOFIT quota)
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More fiscal policy easing expected - worsening the already

severe public sector imbalances

China General Government deficit

W Budget™
M Special bonds and funds**
B Other***
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*) The finance ministry’s reported budget deficit in internationally comparable form. **) The finance ministry’s
reported estimated deficits (surpluses) in government funds, as well as central and local government measures
funded with special-purpose bonds. ***) The IMF’s estimate of deficits of LGFVs and government-guided funds.

Sources: IMF, China’s finance ministry and BOFIT.

Public | BOF/FIN-FSA-UNRESTRICTED

In the budget approved in March the 2025
planned general government deficit 1 pp of
GDP larger thanin 2024

More easing measures are expected to
support the economy

General government debt was 124 % of
GDP in 2024 and is estimated to climb over
140 % at the end of 2027
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Monetary policy easing surprisingly limited, the PBoC limits
yuan depreciation against the dollar

PBoC policy rates
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Sources: PBoC, National Interbank Funding Center and CEIC Sources: Macrobond and BOFIT
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Low inflation would support monetary easing, but is
constrained by capital outflows

Price developments China's balance of payments
14 Y-0-y, % 600 USD billion, 4-quarter moving sum
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BOFIT expects actual GDP growth to remain well below 4 % p.a.

BOFIT China Forecast 2025-2027 and contributions o Already Slowing growth driven by

mm Consumption Investment ~ mmNet exports ~ —GDP Stl"UCtUI"aI faCtOrS
%

* Tradewar will have a negative effect on
growth

» Policy support will be increased

BOFIT forecast for GDP growth
2025: around 3% %
2026: around 3% %
2027: around 3%
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Source: NBS and BOFIT.
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The forecast comes with increasing risks

« Economicpolicies + (or -)
« Economic stimulus may be stronger than expected, potentially boosting growth beyond the forecast
« Targeting stimulus challenging to produce timely economic growth without creating new imbalances

e Financial sector - (or +)

 Financial market risks have increased, and policy space is more limited, raising the risk of contagion to the
real economy

 Structural reforms (?) to limit local government off budget borrowing and banking sector risks

» Trade and geopolitics +/ -
» Trade policy uncertainty is expected to remain very high throughout the forecast period
* Negative effects could be mitigated if the US and China manage to calm the current situation
« Elevated geopolitical risks add to the overall uncertainty

Public | BOF/FIN-FSA-UNRESTRICTED 28.4.2025



Thank you!

The forecast is available online:

BOFIT Forecast for China 2025-2027
BOFIT Kiina-ennuste 2025-2027

Bank of Finland Institute for Emerging
Economies (BOFIT)
Bank of Finland

FINLANDS BANK

EUROSYSTEMET
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https://www.bofit.fi/en/forecasting/latest-forecast-for-china/
https://www.bofit.fi/fi/ennusteet/viimeisin-kiina-ennuste/
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Cliche “Uncertainty is unusually high” might be now true...

US Trade Policy Uncertainty
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If Chinese exports increase much faster than imports for
an extended period... We have a problem

Foreign Trade Volume
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Sources: China Customs, CPB, CEIC, Macrobond and BOFIT.
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What happened the last time China and the US raised tariffs?

 US tariffs on Chinese exports were gradually China's goods trade with US
raised to approximately 20% during 2018 and USD billion, 12-month moving sum
2019 ﬁg | | | |
* Chinaretaliatedinfull :gg : mmm Trade balance ——Exports ——Imports
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However, despite the drop in direct bilateral trade,
Chinese value-added ended in the US as before

Chinese value-added in EU and US manufacturing

% of foreign value-added m 2018 w2023

12

10

EU-27 USA

Sources: Bank of Finland Institute for Emerging Economies (BOFIT), based on Asian Development Bank (ADB) data.
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But now we are in a very different place

US-China trade war tariffs: An up-to-date chart

Last updated April 12, 2025

° Some electronics etC. have been a. US-.China ta.riff rates toward each oth%r and re%t of world (ROW) | |
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nOW” 150% ¢ 147.6%
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» Chinahas also exempted certain key
goods and components
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* Looming tariffs on third countries,

including Mexico and especially
Vietnam would be very high (46 % for .
Vietnam), making flow of Chinese 60
value-added through e.g. these N

countries more difficult i
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Importance of the US has declined in China’s foreign trade

Main trade partners' share of China's total trade

% of total trade
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How are export orders doing?
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What happens next?

* Are Chinaand the US negotiating? There seems to be some confusion on this...
* Decoupling of China and the US in many areas seems almost certain

« Some parts of the global value chains continue to move away from China (all iPhones destined
to the US market to be manufactured in India etc.)

» Giventhe importance of net exports for China’s recent growth, where will the goods
previously destined to the US go? And how will other countries react?

likka Korhonen | Bank of Finland Institute for Emerging Economies (BOFIT), Bank of

Finland 28.4.2025
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Thank you!

The updated forecast is available at:
https://www.bofit.fi/en/forecasting/latest-forecast-for-china/
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