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CHINA MATTERS

Stability Premium

m Stable growth: Chinese Q1 real GDP growth was reported at 5.0% yoy, the same gﬂig%rjfjw iy
pace as that for 2025 and better than the market expected. Despite steady Goldman Sachs (Asia) L.L.C.
headline growth, sectoral disparities widened. Export value jumped 14.7% yoy in
Q1, while property and auto sales experienced double-digit declines. With the
Strait of Hormuz still closed and energy prices elevated, we expect sequential

real GDP growth to slow from 5.3% qog annualized in Q1 to 4.0% in Q2.

m Stable markets: Chinese financial markets have demonstrated notable resilience
amid external shocks. Since late February, the CNY has appreciated against both
the USD and on a trade-weighted basis, while China’s interest rates have
declined. Favorable initial conditions—such as substantial energy stockpiles, an
undervalued currency, and very low inflation—supported this stability. Active
management by policymakers via daily FX fixing and liquidity tools also helped
reduce market volatility.

m Stable policy: With growth on track but uncertainty high, we expect the PBOC to
maintain ample liquidity in Q2 for risk management. We do not anticipate a
policy rate cut this year and think fiscal and property policies are likely to remain
on their current paths. If needed, policy banks may be directed to boost lending
for infrastructure. Property easing measures are incremental and carried out at
the city level based on local conditions. China’s shift from construction and real
estate toward manufacturing and business services will persist, supporting a
positive outlook for the CNY. However, with policymakers placing a high premium
on growth and market stability, they will carefully manage the pace of
appreciation to prevent one-sided capital flows and undue pressures on
exporters.
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Stable growth

China Matters

Chinese official real GDP posted another 5.0% yoy increase in Q1 2026, above consensus
expectations and the same pace as that for 2025 (Exhibit 1). However, this stable
headline growth masks notable disparities across the economy. Exports were
exceptionally strong, surging 14.7% yoy in nominal USD terms in Q1 and far outpacing
other sectors (Exhibit 2). By preliminary estimates, exports alone contributed roughly
3pp to the 5.0% headline GDP growth." In contrast, domestic activity indicators—
including fixed asset investment (FAl), retail sales, and property construction—remained
weak in Q1. The “strong exports and weak domestic demand” pattern that we identified
two years ago not only persisted but became more extreme into early 2026.

Exhibit 1: China’s official real GDP grew 5.3% qoq
annualized and 5.0% yoy in Q1
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Exhibit 2: Exports surged 14.7% yoy in Q1 while domestic
activity indicators remained weak
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Stable headline growth does not mean that the Chinese economy is immune to the
ongoing Middle East conflict and sharply higher global energy prices. Domestic fuel
prices have risen about 20% since the Iran war began. Flight cancellations have
increased in recent weeks. Chinese exports to the Middle East plunged 45% yoy in
March, reducing China’s total exports by nearly 3pp (Exhibit 3). Unemployment rates
ticked up in March. On April 20, President Xi Jinping stated that the Strait of Hormuz
“should maintain normal passage” in his call with Saudi Arabia’s Crown Prince
Mohammed bin Salman. In the near term, continued trade disruptions in the Middle
East, lower demand from low-income oil-importing trading partners, and reduced real
household income will likely weigh on activity in the coming months. We expect
sequential real GDP growth to slow from 5.3% qoq annualized in Q1 to 4.0% in Q2.

However, there are offsetting factors and policy tools the Chinese government can use
to keep growth within its 4.5-5% target range for the remainder of 2026.

First, China’s dominance in new-energy products should support exports following the
global energy supply shock. News articles report that Chinese EV sales overseas jumped
in March. Exports of “new three” products, namely solar cell, lithium battery and EV,

T We await the March trade volume and price breakdown data to be released by China Customs on April 27 to

fine-tune the estimate.
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grew 72% yoy in March (vs. 55% yoy in January-February).

Second, resilient supply chains in China may allow producers to gain market share in
sectors facing ex-China supply disruptions. For example, Middle East aluminum
producers have initiated shutdowns due to missile and drone attacks, pushing aluminum
prices higher, and Chinese aluminum exports may increase in the coming months.
Shutdowns of petrochemical plants in other countries due to feedstock shortages could
also lead to higher Chinese exports of chemical products.

Third, if exports weaken substantially, Chinese policymakers can accelerate
infrastructure investment to support growth. As outlined by speakers at our recent
China macro CIO tour, the March “Two Sessions” approved both funding (e.g., a “new
financing instrument” and bank recapitalization) and projects (e.g., 109 major projects
in the 15% Five-Year Plan), paving the way for more infrastructure investment this year.
Exhibit 4 shows that transportation and electricity-related infrastructure investment
outperformed in Q1.

Exhibit 3: Chinese exports to the Middle East plunged in Exhibit 4: Transportation and electricity-related
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Meanwhile, progress in consumption recovery and the impact of policy measures to
boost consumption have been limited. Bank lending data show that household loan
balances continued to contract in Q1, despite the government’s interest rate subsidy
program for consumption loans rolled out in 2025 and expanded in January 2026
(Exhibit 5). The government-subsidized consumer goods trade-in program is no longer a
significant driver of retail sales growth, due to reduced subsidies (RMB250bn in 2026 vs.
RMB300bn in 2025) and diminishing effects (Exhibit 6).

In our view, stronger consumption growth depends on higher income growth and
stabilization of the property market. Policymakers have begun drafting the “urban and
rural residents’ income increase plan” ( # Z Jz 381 1% ), and Shanghai and Shenzhen
property prices may lead other top-tier cities in finding a bottom. However, it will take
time to see substantial effects. If export growth remains as robust for the rest of the
year as it was in Q1, there will be even less urgency for additional consumption-boosting
measures in the near term, given the government’s 4.5-5% real GDP growth target.
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Exhibit 5: Household loans contracting and corporate Exhibit 6: The impact of the consumer goods trade-in
loans growing program may have peaked for auto and home appliances
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Stable markets

Although China is the world’s largest oil importer and nearly half its oil imports come
from the Middle East, Chinese FX and interest rates showed remarkable resilience in the
weeks following the onset of the Iran war. In March, while many oil-importing EM
countries in Asia and Europe saw their currencies weaken significantly against the US
Dollar due to worsening terms of trade, the CNY actually appreciated notably on a
trade-weighted basis, outperforming even the US Dollar (Exhibit 7). Since late February,
10-year government bond yields in the US, Germany, and Japan have risen by about
30bp, but the 10-year Chinese government bond (CGB) yield has declined by 5bp

(Exhibit 8).
Exhibit 7: CNY appreciated on a trade-weighted basis Exhibit 8: 10-year CGB yield has declined since late
after the onset of the Iran war February
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Part of the resilience stemmed from favorable initial conditions. First, the Chinese
government not only built up oil reserves before the Middle East conflict, but also
prioritized security in recent years—from food supply to trade diversification—which
has strengthened the economy’s ability to withstand external shocks such as a potential
closure of the Strait of Hormuz.

Second, the CNY had been appreciating against the USD before the Iran war. The
Chinese economy endured higher US tariffs last year, and market consensus shifted from
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expecting CNY depreciation to anticipating appreciation, prompting exporters to
convert more USD into CNY and causing USDCNY to fall (Exhibit 9). On February 27, just
before the Iran war began, the PBOC cut FX forward sales RRR to slow the pace of CNY

appreciation against the USD.

Third, Chinese inflation has been very low over the past three years. Slightly higher
inflation right now—even if supply-driven—is more welcomed in China than in many
other countries. Exhibit 10 shows that year-over-year PPl inflation turned positive in
March 2026 for the first time since 2022, thanks to higher energy prices. However, with
only 30% of PPl sub-categories showing positive year-over-year inflation in March, there
is still room for inflation to rise before it becomes a concern for policymakers.

Exhibit 9: CNY had been appreciating against the USD
before the onset of the Iran war
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Exhibit 10: PPl inflation turned positive in March, but the
increase was driven by a small set of sectors
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Policymakers’ preference for low volatility and their broad set of tools to limit volatility
also contributed to asset price resilience. Cross-market correlations—including equities,
credit, FX, and rates—show that Chinese asset markets priced higher inflation risks in
mid-March and lower growth risks in late-March, mirroring patterns seen outside China.
However, the magnitude of market moves in China is much smaller, as the PBOC
manages FX with daily fixings and rates with liquidity tools. This is not a new
phenomenon: in 2025, the standard deviation of daily USDCNY moves was just 0.16%
(vs. 0.49% for EURUSD), and the standard deviation of daily 10-year CGB yield changes
was under 2bp (compared to 5bp for the 10-year US Treasury).

Stable policy

Stability is a top priority for Chinese policymakers during uncertain times. Although Q1
GDP growth surpassed market expectations and inflation is rising, the PBOC has kept
interbank liquidity abundant and allowed front-end repo rates to drift lower since late
March (Exhibit 11). With various liquidity management tools, including OMO reverse
repos, outright reverse repos, and CGB purchases, the decision to let the overnight
interbank repo rate approach the lower end of its corridor reflects a deliberate policy
choice.? In our view, interbank liquidity will likely remain ample in Q2 to help manage
risks as the Middle East conflict continues and its effects on China’s economy unfold. We
do not expect the PBOC to cut the policy rate this year, given the significant increase in

2 The PBoC manages the overnight repo rate among depository institutions (DRQ01) within a corridor of -20bp
to +50bp relative to the policy rate (OMO 7-day reverse repo rate, currently 1.4%).
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inflation. We believe the threshold for raising rates is very high due to weak domestic

demand.

Fiscal and property policies are also expected to remain on their current paths. Unless
growth slows sharply, policymakers are unlikely to increase fiscal easing beyond what
was planned at the March “Two Sessions.” If necessary, policy banks may be instructed
to boost lending for infrastructure, and SOEs may accelerate investment to support
headline growth. At this stage of the property market downturn, local conditions differ
widely across cities. The government has encouraged cities to adopt tailored property
easing measures. Recent examples include Nanjing and Zhengzhou relaxing rules for

housing provident fund use, and Wuxi introducing a home purchase subsidy for qualified

talent.

Exhibit 11: China rates have declined since late March on
increased interbank liquidity
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Exhibit 12: Manufacturing and business services share of
GDP increases while construction and real estate share of
GDP falls
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The structural shift from property toward high-tech sectors will continue. In the 15"
Five-Year Plan, policymakers called for the deep integration of technological and
industrial innovation, aiming to further strengthen China’s manufacturing
competitiveness. Policy plans to boost the service sector emphasize producer services—
such as science and technology, logistics, and software and information services—as
much as consumer services. Over the past two years, the share of manufacturing and
leasing/business services in GDP has increased, while the share of construction and real
estate services has declined (see Exhibit 12). We expect this trend to persist.
Technological progress and greater industrial competitiveness support our positive
outlook on China’s trade surplus and the CNY, despite the latest terms-of-trade shock
driven by higher oil prices. Policymakers will manage the pace of CNY appreciation to
prevent one-sided expectations that could create financial market risks, and to avoid
putting excessive pressure on exporters that could threaten growth. While the exact
path will depend on unpredictable events, as evidenced by the recent USD
strengthening on days of Middle East tensions escalating and oil prices increasing, the

overall direction is clear.

Hui Shan
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Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the
investment theme being discussed and is not a recommendation of any such security in isolation.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.
It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual
clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if appropriate,
seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them may fluctuate.
Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in
exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at
https://www.theocc.com/about/publications/character-risks.jsp and https://www.goldmansachs.com/disclosures/cftc_fcm_disclosures. Transaction
costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation will be
supplied upon request.

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by Goldman Sachs Global
Investment Research may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g.,
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marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through
electronic publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related
services) that may be available to you, please contact your GS representative or go to https://research.gs.com.

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.

© 2026 Goldman Sachs.

You are permitted to store, display, analyze, modify, reformat, and print the information made available to you via this service only for your own use.
You may not resell or reverse engineer this information to calculate or develop any index for disclosure and/or marketing or create any other derivative
works or commercial product(s), data or offering(s) without the express written consent of Goldman Sachs. You are not permitted to publish, transmit,
or otherwise reproduce this information, in whole or in part, in any format to any third party without the express written consent of Goldman Sachs.
This foregoing restriction includes, without limitation, using, extracting, downloading or retrieving this information, in whole or in part, to train or
finetune a machine learning or artificial intelligence system, or to provide or reproduce this information, in whole or in part, as a prompt or input to any
such system.

24 April 2026 10



