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Robust exports buoy the economy. Rebounding oil imports will continue as
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Recent Developments

e The Chinese and Indonesian navies completed drills east of Taiwan on 19 August, where the navies
conducted coordinated maneuvers and completed all objectives of the maritime passage exercise.

e Shanghai rolled out a fresh batch of easing measures for homebuying, with residents being able to
withdraw savings from the housing provident fund to make downpayments for properties already
completed and under construction. Shanghai also lowered the downpayment required for a second
home in the suburbs to 15% from 20%.

e  Chinais accelerating the establishment of rules governing the recycling and reuse of wind and solar
equipment and intends to set up a closed-loop system for waste from the industry before 2030.

e China’s Ministry of Finance announced changes to enterprise income tax policies for non-monetary
asset exchanges by integrate circuit companies and machine tool firms.

e  Chinaintends to increase forest coverage to 25.8% by 2030.

e On 13 August, the US imposed tariffs on Chinese-made drones of up to 100% rate. Drones from
other sources face much lower rates of 10-25% if the economies have signed trade deals with the
us.

e Chinaimposed 54% levies on US pecans while Mexican pecans face levies ranging from 17.8% to
51.6%.

e  China set rules on exit bans to guard technology and state interests. Government agencies have
begun imposing travel restrictions on individuals involved in AU work and considered as strategically
important to the country.

e  China set a target of 26 bcm of annual coalbed methane production by 2030, as part of the new 5-
year plans for the coal sector. Output was 18.13 bcm in 2025. The plan also includes faster phasing-
out of inefficient coal mines, with large-scale, modern mines accounting for 87% of capacity by
2030.

e  Beijing will allow for curtailment of renewable energy in some regions by as much as 15% in the next
5 years, according to a new plan on building a new power system by 2030. By 2030, non-fossil
power sources will provide around 40% of the country’s dependable power system support.
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Beijing Bides Time While Exports Soar

China’s growth continues to disappoint, prompting us to marginally shave our 2026 GDP forecast to 4.6%
while keeping the 2027 profile at 4.5%. Domestic demand fell further in July, deepening the split between
winners and losers. A fast start to the year provides a wide buffer against a slow summer. At 4.7%, year-to-
date growth sits safely inside the 4.5%-5.0% government target. Because early gains secure the annual target,
gloomy new data have not budged median forecasts (Chart 1).

Chart 1: Despite softer than expected data in the last 3 months, GDP forecasts have remained steady
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Beijing appears in no rush to open the taps before the Politburo meets in October. Public spending dropped
off after a strong start to the year. This has turned government spending into a drag on growth. This shortfall
fits a seven-year pattern of under-spending that 2026 seems set to repeat. Indeed, local government debt
issuance has room to accelerate for the rest of the year (Chart 2). Local officials may find more time for public
works as they finish the CNY 6 trillion hidden debt swap program. Yet, a grand construction boom is still
unlikely. The central government still watches every yuan with a hawk's eye, keeping purse strings tight
beneath big promises of support.

Chart 2: Local government debt issuance is running below target
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Exports remain the main growth engine, motoring along with double-digit growth since April. Amidst wilting
domestic demand, the stark K-shaped growth is becoming more entrenched. Global appetite for tech gear and
Al has benefited the high-tech manufactured goods. Shipments of electric cars sprinted up to 30% y/y ytd as
of July (Chart 3). Exports of minerals, made up mostly of refined oil, join the party as export controls eased. On
the other hand, textiles and other traditional exports lag. Shipments to the US are picking up too, benefitting
from the calm after President Donald Trump's May visit to Beijing. The new tariffs imposed since the US
Supreme Court decision are unlikely to dent this truce. Stable relations should hold through

President Xi Jinping's summit in the United States this September.
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Chart 3: High tech sectors are the main driver of double digit growth in exports
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While the war in Iran cut China’s oil imports, the worst of the pinch may be over. Since March, China has
shifted its sourcing strategy turning to Brazil and other producers to replace missing Gulf supplies (Chart 4).
While Russia still supplies a fifth of China’s imports, new buyers elsewhere capped its export growth to
Beijing. Even so, China’s oil imports bounced back in July as refining turned a profit again. Independent
refiners started to make money by mid-June, and the state-backed giants followed a month later. As long as
crude oil prices remain low enough to keep those margins safe, Chinese oil buyers will keep steadily
building back their stocks.

Chart 4: China turned to alternative suppliers to partially plug the gap from the Gulf
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Factory gate prices cooled in July as the energy shocks from the Middle East faded. Producer price inflation
peaked at 4.1% y/y in June, driven by costly coal, oil, and metals after war in Iran broke out. That price spike
boosted factory profits and lifted tax revenues for the state. Yet, shop floors tell a different story. Weak
domestic demand stops factory price hikes from reaching shoppers, leaving consumer inflation stubbornly
soft (Chart 5). As high commodity prices fade from the math in 2027, China risks falling straight back into
deflation.

Chart 5: Transmission between PPl and CPI remains very weak reflecting malaise in domestic demand
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Weak domestic demand keeps hopes of further monetary easing alive. Continued, though gradual, decline in
bond yields reveal expectations of a gentle easing. We expect a 10 bps cut to the 7-day reverse repo rate
before yearend. Chinese government bond (CGBs) yields have been declining for years (Chart 6) as credit
transitioned into structurally lower growth. Subdued credit demand from corporates and households leave
CGBs safe from sharp sell-offs. While the central bank urges banks to lend more, Beijing’s crusade against
aggressive price wars also curb corporate investment. This policy clash keeps credit in a slow grind. Even so,
CGB yields have little room to fall without bigger rate cuts, in our view.

Chart 6: Lower bond yields reveal expectations of mild easing
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The People’s Bank of China (PBoC) clearly intends to keep the yuan from rising too fast. Underlying flow
dynamics favour a stronger currency. Huge trade surpluses leave Chinese bank vaults bulging with foreign
currency deposits. As of July, exporters hold over USD1.18 trillion in dollar deposits with Chinese banks, up
almost 11% since the start of the year. Converting these dollars would send the yuan soaring. Even so, the
PBoC keeps slamming on the brakes. The central bank has been setting the midpoint of the daily CNY fixing far
weaker than traders expect. The gap has now widened past 600 pips, its largest spread since February (Chart
7).

Chart 7: The PBoC is suppressing yuan appreciation via the CNY fix
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We now expect the PBoC to allow USD/CNY to decline gradually to 6.60 by end-2026. The PBoC has
succeeded in pulling back the RMB index to a more comfortable level (Chart 8). The trade-weighted RMB
index has been rising for 6 straight quarters, eventually pushing the index a bit too high for the PBoC’s
comfort. This led to the intensified intervention via the daily CNY fix. At current levels, we believe Beijing now
feels far more comfortable with the yuan strength. The global Al boom keeps driving high-tech exports, giving
the central bank room to relax. A sudden breakdown in US-China detente or a surprise shift in PBoC patience
remains the main threat to this path.
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Chart 8: RMB Index is back in the comfort zone of the PBoC due to the controlled pace of yuan appreciation
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Macroeconomic Tracker

Chart 11: Export growth to the US continues to Chart 12: PMs reflect the easing momentum in July.
improve. 56
80 - S 54
> o
>60 - 52
®
£ 40 - 50 ‘ ;
g 48
ai 20
46
01 44
-20 42
2018 2020 2022 2024 2026
.40 - .- -
2018 2019 2020 2021 2022 2023 2024 2025 2026 Official Mfg PMI Official Mig New Orders
e Markit Mfg PMI
EU — S e ASia e TN
Chart 13: Construction activity remains subdued. Chart 14: Domestic consumption remains weak with
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Chart 15: Corporate conversions of USD receipts Chart 16: First-tier cities continue its gradual
slowed in July after picking up last few months. recovery while other cities are falling behind.
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Chart 17: Household investment remains weak, Chart 18: CPI inflation eased further in July.
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Chart 19: RMB index pulled back due to very slow Chart 20: USD/CNY continued to decline in August
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Chart 21: Rates continued to decline in August. Chart 22: The liquid bond index continued to gain in
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Forecasts
Real GDP, % yly
2022 2023 2024 2025 2026 2027 2028
China 3.2 54 5.0 5.0 4.6 4.5 4.4
India** 7.0 6.8 7.2 7.5 6.8 6.9 6.8
Indonesia 5.3 5.0 5.0 5.1 5.1 5.0 51
Malaysia 9.0 3.6 5.2 5.2 4.2 4.6 4.9
Philippines 7.6 55 5.7 4.5 3.0 4.8 4.7
Singapore 4.0 14 5.3 5.0 5.2 2.8 25
South Korea 29 1.5 22 1.1 35 24 2.0
Thailand 27 22 3.0 24 23 2.0 25
Australia 4.2 2.1 1.0 2.0 1.9 1.7 2.0
New Zealand 3.3 21 -0.3 0.7 1.9 24 2.8
Eurozone 3.8 0.6 1.0 1.3 0.9 1.3 1.5
us 25 29 2.8 21 2.2 21 21
Japan 1.3 0.9 0.1 1.2 0.9 0.7 0.7
** India GDP indicates growth for the calendar year.
CPIl, % yly
2022 2023 2024 2025 2026 2027 2028
China 2.0 0.2 0.2 0.1 1.1 1.2 15
India 6.7 5.7 5.0 22 4.1 4.3 4.4
Indonesia 41 3.7 23 1.9 34 29 2.8
Malaysia 34 2.5 1.8 14 2.2 2.5 2.0
Philippines 5.8 6.0 3.2 1.7 5.7 41 3.0
Singapore 6.1 4.9 24 0.9 2.2 2.0 1.7
South Korea 5.1 3.6 23 2.1 27 23 2.0
Thailand 6.1 1.3 04 -0.1 25 15 11
Australia 6.4 55 3.0 2.9 4.0 29 2.5
New Zealand 7.2 5.7 2.9 2.8 3.5 2.3 2.0
Eurozone 8.4 5.5 2.4 21 2.8 2.0 1.6
us 8.0 41 3.0 2.7 3.2 21 2.2
Japan 25 3.3 2.7 3.2 1.7 21 2.2
Current Policy Rate Forecasts

26 Aug26 Sept26 Dec26 Mar27 Jun27 Sept27 Dec27
China 1YLPR | 3.00 3.00 290 2.90 2.90 290 290
China7d RRP 1.40 1.40 1.30 1.30 1.30 1.30 1.30
ChinaRRR 9.00 9.00 9.00 9.00 9.00 9.00 9.00
India f 5.25 5.25 5.75 5.75 5.75 5.75 5.75
Indonesia f 5.75 5.75 6.00 6.00 6.00 6.00 6.00
Malaysia f 2.75 2.75 2.75 3.00 3.00 3.00 3.00
Philippines f 4.75 5.00 5.50 5.50 5.50 5.25 5.00
SouthKorea ” 275 3.00 3.25 3.25 3.25 3.25 3.25
Thailand f 1.00 1.00 1.25 1.25 1.25 1.25 1.25
Australia f 4.35 4.60 4.60 4.60 4.60 4.35 410
New Zealand | 250 2,75 3.00 3.00 3.00 3.00 3.00
Euro Zone f 2.25 2.50 2.50 2.50 2.50 2.50 2.50
us f 3.75 3.75 3.75 3.75 3.75 3.50 3.50
Japan f 1.00 1.25 1.25 1.50 1.50 1.50 1.50

Current FX Rate Forecasts

26 Aug26 Sept26 Dec26 Mar27 Jun27 Sept27 Dec27
USD/CNY 6.72 6.70 6.60 6.55 6.50 6.50 6.45
USD/CNH 6.72 6.70 6.60 6.55 6.50 6.50 6.45
USD/INR 95.42 95.7 96.0 95.6 95.3 94.9 94.5
USD/IDR 17,712 | 17900 17,800 17,700 17,600 17,500 17,400
USD/MYR 4.03 4.05 4.00 3.85 3.85 3.80 3.80
USD/PHP 61.63 61.80 62.00 61.80 61.60 61.50 61.50
USD/SGD 1.270 1.270 1.260 1.258 1.255 1.253 1.250
USD/KRW 1,385 1,420 1,400 1,388 1,375 1,363 1,350
USD/THB 32.76 33.00 32.50 32.00 31.50 31.25 31.00
AUD/USD 0.72 0.72 0.72 0.73 0.73 0.74 0.74
NzD/USD 0.60 0.59 0.60 0.61 0.61 0.62 0.62
EUR/USD 117 1.16 117 1.18 1.19 1.20 1.20
USD/MJPY 159 158 157 156 155 154 153

Source: CEIC, Bloomberg, SEB
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Disclaimer

Authors' statement of independence (Analyst Certification)

We, the authors of this report, hereby confirm that notwithstanding the existence of any potential conflicts of interest
referred to herein, the views expressed in this report accurately reflect our personal views about the companies and
instruments covered. We further confirm that we have not been, nor are or will be, receiving direct or indirect
compensation in exchange for expressing any of the views or the specific recommendation contained in the report. We are
not registered or qualified as research analysts, representatives or associated persons under the rules of any US exchange,
regulatory organization or State.

This statement affects your rights

This report is confidential and may not be reproduced, redistributed or republished by any recipient for any purpose or to
any person.

Recipients

SEB Research is approved and issued by Skandinaviska Enskilda Banken AB (publ) (“SEB”), a bank organized under the laws
of the Kingdom of Sweden, on behalf of itself and its affiliates for institutional investors. SEB is not a registered Broker-
Dealer under the US Securities and Exchange Act of 1934. This report must not be distributed to retail clients except those
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Use

This research report is produced for the private information of recipients - if you are not a client of ours, you are not
entitled to this research report, and should destroy it. The document is not, and should not be construed as, an offer to sell
or solicitation of an offer to buy any securities. Opinions contained in the report represent the author's present opinion only
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disseminate any such change, within the constraints of any regulations, applicable laws, internal procedures within SEB, or
other circumstances.

Good faith and limitations

All information, including statements of fact, contained in this research report have been obtained from SEB, Bloomberg or
Macrobond and compiled in good faith from sources believed to be reliable. However, no representation or warranty,
express or implied, is made by SEB with respect to the completeness or accuracy of its contents, and it is not to be relied
upon as authoritative and should not be taken in substitution for the exercise of reasoned, independent judgement by you.
Recipients are urged to base their investment decisions upon such investigations as they deem necessary. To the extent
permitted by applicable law, no liability whatsoever is accepted by SEB for any direct or consequential loss arising from the
use of this document or its contents.

Distribution

This research report has been prepared by SEB or its affiliates and is being distributed by SEB offices in Stockholm,
Copenhagen, Oslo, Helsinki, Frankfurt, London, Tallinn, Vilnius, Singapore and Hong Kong. Research reports are prepared
and distributed in Lithuania by AB SEB bankas and in Estonia by AS SEB Pank in accordance with the requirements of the
local laws and Financial Supervision Authority’s conduct of business rules. It is being distributed in the United States by SEB
Securities Inc. ('SEBSI'), a wholly owned subsidiary of SEB organized under the laws of the State of Delaware, USA. Any
United States institutional investor receiving the report, who wishes to obtain further information or to effect a transaction
in any security discussed in the report, should do so only through SEBSI and not its affiliates. Addresses and Phone numbers
for each office can be found at the end of the report.

The SEB Group: members, memberships and regulators

SEB is a member of, inter alia, Nasdag OMX Nordic, Oslo Stock Exchange, the London Stock Exchange, NYSE Euronext,
Frankfurt Stock Exchange, Tallinn Stock Exchange as well as certain European MTF’s such as BATS-Chi-X, Turquoise,
Burgundy, XUBS, POSIT and Sigma-X. SEB is regulated by Finansinspektionen in Sweden and, for the conduct of investment
services business, in (i) Denmark by Finanstilsynet, (ii) Norway by Finanstilsynet, (iii) Finland by Finanssivalvonta, (iv)
Germany by Bundesanstalt fur Finanzdienstleistungsaufsicht, (v) the UK by the Financial Conduct Authority and Prudential
Regulation Authority (details about the extent of our regulation by the Financial Conduct Authority and Prudential
Regulation Authority are available from us on request), (vi) Estonia by the Estonian Financial Supervision Authority, (vii)
Lithuania by the Bank of Lithuania, (viii) Singapore by the Monetary Authority of Singapore, and (ix) Hong Kong by Securities
and Futures Commission. SEBSI is a U.S. broker-dealer, registered with the Financial Industry Regulatory Authority (FINRA).
SEBSI is a subsidiary of SEB. SEBSI is authorized to engage in the underwriting of securities but does not make markets or
otherwise engage in any proprietary trading in any securities. SEB’s research reports are prepared in accordance with the
industry standards and codes of conduct applicable to financial analysts in the countries where they are based. In Denmark,
Finland, Norway and Sweden, analysts act in accordance with the rules of ethics of each country’s Society of Financial
Analysts. Analysts comply with the recommendations and industry standards of the Danish, Norwegian and the Swedish
Securities Dealers Associations and with those of the Federation of Finnish Financial Services. Analysts certified by the CFA
Institute also comply with the Code of Ethics of the CFA Institute.

Prevention and avoidance of conflicts of interest

All research reports are produced by SEB’s Research department, which is separated from the rest of its activities by an
Information Barrier; as such, research reports are independent and based solely on publicly available information. Following
standard practice, recommendations and target share prices are removed from research on companies which are the
subject of public offers on which SEB is advising. The remuneration of staff within the Research department is determined
exclusively by research management and senior management and may include discretionary awards based on the firm’s
total earnings, including investment banking income; however, no such staff receive remuneration based upon specific
investment banking transactions. SEB’s Compliance department monitors the production of research and the observance of
the group's procedures designed to prevent any potential conflicts of interest from affecting the content of research.

Your attention is also drawn to the fact that:

The current market price of the instruments shown in this report is the price prevailing at the close of the business day
preceding the date of publication or when applicable a more recent price than that. Unless explicitly stated otherwise in this
report, SEB expects (but does not undertake) to issue updates to this report following the publication of material new
figures or forecasts relevant to the instruments covered, or upon the occurrence of other events which could potentially
have a material effect on it. The instruments discussed in this research report may not be eligible for sale in all countries,
and such instruments may not be suitable for all types of investors. Offers and sales of instruments discussed in this
research report, and the distribution of this report, may be made only in countries where such instruments are exempt from
registration or qualification or have been so registered or qualified for offer and sale, and in accordance with applicable
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broker-dealer and agent/salesman registration or licensing requirements. Additional recommendation history for the
instrument is available at http://www.seb.se/research

Methodology

SEB Research & Strategy determines the global economic backdrop and outlook for fixed income, FX and commodity
markets using; 1) own analysis and aggregation tools, including proprietary models and indicators and amended by publicly
available data providers (free and fee-based) such as Macrobond, Bloomberg and others; 2) input from other research units
within SEB; 3) Various research reports (free and fee-based). The various sources being integrated must fulfil the principles
of consistency, plausibility and must be backed by fact. Final consideration as to any valuations, projections and forecasts
contained in this report are based on a number of assumptions and estimates and are subject to contingencies and
uncertainties, and their inclusion in this report should not be regarded as a representation or warranty by or on behalf of
the Group or any person or entity within the Group that they or their underlying assumptions and estimates will be met or
realized. Different assumptions could result in materially different results. Past performance is not a reliable indicator of
future performance. Foreign currency rates of exchange may adversely affect the value, price or income of any security or
related investment mentioned in this report. In addition, investors in securities, such as ADRs, whose values are influenced
by the currency of the underlying security, effectively assume currency risk



