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Economic Outlook
A Two-speed Economy

Subdued GDP growth amid resilient exports, yet weak
investment and consumption
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Better inflation, but reflation is narrow
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The Rising Asia Industrial Super Cycle

IDEA

Asia is likely to enter its strongest industrial cycle since
the mid-2000s, not just in Alitech

Asia nominal investment in high growth sectors (US$trn)
Other broader industnat and intellectual property capex
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The recovery in non-tech exports has been broad-based

Selected Asian economies” non-Al related exports (SA, Dec-
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Source: Haver, Morgan Stanley Research estimates. *Asian economies include China, India, Indonesia, Korea, Taiwan, Australia, and Japan.



Morgan Stanley | seseanes iDEA

Al Is Just Part Of The Story

US hyperscaler and newcloud capex forecasts Al sovereignty should further reinforce Al capex

s AMZN = GOOGL META sMSFT w=ORCL w=CRWV NBIS

Sovereign Al
$1.400 $1,341 TT T T T T T . control over Al infrastructure, data and supply chains, via domestic
X 63% ! capacity plus trusted partners
Co118% |
$1.200 L ' with implications across...
3 e 0 8 @ @
8 $1.000 $877 S
§ Infrastructure Software & cloud Colocation DCs Robotics & Al US-China Al race
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o $800 .
two policy consequences
$600 ! @ Federal support 2 O Tighter restrictions
Data centers, power, semis Chips. cloud. medels, access
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Source: CEIC, Morgan Stanley Research estimates. For more details on the LHS chart, kindly see Power Struggle: Al, Data Centers & Local Backlash (14 Jul 2026).
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China’s Exports To Benefit, Anchoring Growth Momentum

China has a dominant share in global value-added We expect China's global export market share
across manufacturing sectors to rise to 16.5% by 2030

China's share in global value added in individual manufacturing sector 1. China global export market share (%4 12Mitrailing sum)
Non-Metallic Mineral Praducls {cemend, glass, etc.} 43% — 48% 18", — e e [N
Leather, Leather products and Footwear My —e 47
Other Misc. Manufacturing 7% ———————————® 35% . 1 pside seenano
Basic Melals and Fabricated Metal 9% ——& 15% 1o B
Textles and Textle Products 3% &——— 40% e==Dsmmraby secuam ‘d". 16.5%
Overall Manufaciuring 26% @ 27% 6% ‘.."
Machinery 25% @ 6% . - -
Electrical and Optical Equipment 25% @—  28% 017 15", e m e —-———- |5,
Food, Beverages and Tobacco 25% @ 6% 2074
Rubber and Plasucs 4% @ 25% 14"
Chemicals and Chemical Products 2% @ 231%
Coke, Refined Petroleum and Nuclear Fuel 20% @ 23% 13m0,
Wood and Products of Wood and Cork 1% &——— 3%
Transport Equipment 0% e— 4% 130,
Pulp, Paper, Paper , Punting and Publishing ME —e 16% T ~ > = = o o by e z r z by -~
I T A T R =
[} " M n: Al a0 -

Source: CEIC, Morgan Stanley Research estimates. For more details, see Asia Economics: Why China will widen its lead in global manufacturing exports (7 Dec 2025).
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Economic Outlook

That Said, The Positive Spillover To The Broader Economy Could Be Milder This Time

Employment may get less boost as the industrial sector
becomes more capital intensive and automated

Corporate Revenue Spillover to Employment
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A flatter slope implies weaker
80% o spillovers from revenue growth to
employment growth.
60% »

= 40% ‘ -
z -
2 - - - -
u -
-~ 20% PY R
5 L TS .
I oo
T 80% 0% PRTR o 70% 120% 170% 220%
[¥7) -

e

-

Lo 0%
PR +2023vs. 2018 2018 vs. 2013
1 -60%
-B0%

Revenue Growth
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Lingering excess capacity may slow the spillover

IDEA

of export strength to domestic demand

China Industrial Capacity Utilization Ratio, Seasonally Adjusted

2015-18 cycle: Clm_ant cyc_le:
Supply-side reform Anti-involution
+shantytown renovation + global industrial capex upcycle
+ global demand recovery Domestic demand remains weak
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Economic Outlook
Domestic Demand Softened

Consumption weakened despite a low base Broad-based decline in investment
= = = Gpods Retail sales ex Consumer Trade-in Goods ex-Gold P )
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Source: CEIC, Morgan Stanley Research.
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Policy: Supportive, But No Rush To Stimulate

The near-term priority should remain faster deployment of

the roughly Rmb2trn of fiscal and quasi-fiscal impulse... ---with a continued supply-centric focus

WATER NETWORK
RMB T, as of end-Aug [ 2026-30€: 2
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Source: MoF, CEIC, Morgan Stanley Research. E = estimates from government website.
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More Enforcement, Less Policy Reset

2021 Now

Broad regulatory reset Broad enforcement tightening

2021

— New rules Broadragaintott p— Stricter enforcement B
:o Introduction of major new reset -Q Largely enforcement of existing rules
regulatory frameworks. and closing loopholes, rather than broad

new restrictions.

Now

Broad enforcement . fo oat

Policy objective tightening F°l'°y_ ob;egtlve _ -

Shift in governance priorities. Financial stability, fis;al sustainability
and regulatory compliance.

Economic backdrop Economic backdrop o

lIII Stronger growth momentum, II' Wﬁal;er property rrlnarket ar}d deﬂatlon_ risks,

more room for tight policy. A which constrain the scope for aggressive

tightening.
a’
458 & DYXZU.
3 VO TRNTHRE

Source: Morgan Stanley Research.
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Tax Enforcement: Closing Loopholes, Narrowing Tax Incentives For Selective Sectors

@ Effective d d
O Announced 2024 2025 2026 2027 and Beyon
o L L
2024 Jun-25 Oct-25
TAX Reinforced Platforms required to Export agents must
COLLECTION collection of non-  report merchants and disclose the actual
TIGHTENING tax revenue workers’ quarterly  exporter and export
income income
® @ ® O O O

Jul-25 Jul-26 Sep-26 Jan-27 Apr-27 Apr-28
TAX BASE Consumption tax: ultra-luxury Offshore 2% vocC 2% 4% consumption
BROADENING car threshold lowered to trust rules consumption  environmental consumption tax for batteries

Rmb0.9mn; EVs brought into tax for -protection tax tax for solar  and solar cells

scope batteries pilots cells

@ : @ —& @ @
Dec-24 Nov-25 Jan-26 Apr-26 Sep-26 Jan-27 Sep-27
TAX INCENTICES Export VAT rebates VAT rebate  NEV Solar cell Land use tax Battery export Land use tax
ROLLBACK eI|m||_'|ated for cuts forwind purchase tax e)qurt rebates relief halved rebate ellmlqated; relief for selected
aluminum and copper; and nuclear  from full eliminated;  forselected selected vehicle energy and
rebates cut for power exemptionto batteries energy and and vessel tax resource sectors
batteries and solar 50% rebates cut to resource exemptionsend  eliminated
cells (13% to 9%) reduction 6% sectors

Source: Morgan Stanley Research.
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IDEA

Tighter Credit For Property Developers, Incremental Looser Mortgage Rules

Item

Financing model

Land acquisition loans

Property
Developers

Developer loan tenor

Mortgage disbursement

Previous Rules / Practice

Fragmented project financing

Prohibited (existing restriction)

No unified national standard

Pre-sale projects: Released after the
building's main structure was topped out

Completed-home projects: Typically released
after mortgage approval and reqgistration

New Rules (Aug-2026)

Lead-bank system introduced; one lead bank
responsible for closed-loop fund management
for each project

Prohibited (explicitly retained)

Pre-sale projects: normally <3 years, maximum 5 years

Completed projects: normally <5 years, maximum 7 years

Pre-sale projects: Mortgage can only be disbursed after
project completion filing

Completed-home projects: Mortgage can only be
released after sales filing

Borrower affordability test

Mortgage tenor

Source: Government website, Morgan Stanley Research.

Payment-to-income ratio: <50%
Debt-to-income ratio: <55%

<30 years

Payment-to-income ratio: <50%
Debt-to-income ratio: <60%

s40 years
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Outbound Investment: Rewiring, Not Shutting Down

The tightening is primarily aimed at redirecting private ...which also gives the PBoC greater room
portfolio outflows into regulated channels... to navigate the “impossible trinity”
Monetary Policy

Autonomy

Keep Relatively
Low Interest Rate

CHANNELS FOR OFFSHORE
SECURITIES EXPOSURE

000000

The

Impossible
MAINLAND ammae Trinity
WEALTH HONG KONG ’
Qo s?gg;‘::mmgr MANAGEMEN] MUTUAL QDLP QDIE ."
CONNECT RECOGNITION {
OF FUNDS 1
SCHEME wel

Free Capital Flow Exchange Rate
A M M O M M Stabilty

Source: CEIC, Morgan Stanley Research.
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Gauging The Impact Of Recent Tax And Social Security Policy Tightening

IDEA

Social security Export VAT rebate rollback
contribution tightening

« Reduced export VAT rebates

. : for selected products
O . S;rlctgrlcollectlon and et;'lforcement — 249 products: rebate rate to 0%
a0 of social security contributions .ﬁ‘ . : o
O Y ] from 1 April 2026

CI » Crack down on under-reporting \ {

of the contribution base

AW

+ 22 battery products: 9% — 6%
from 1 April 2026, and 6% — 0%
from 1 January 2027

<

Implications

Direct fiscal / cash-flow impact Indirect impact on sentiment

@ = Greater policy uncertainty
» Weaker private-sector
._II ~ 1 _2% Of GDP confidence

« More cautious investment
and hiring decisions

e

e Offshore trust taxation

= 20% tax on legacy offshore

™

— trust assets with embedded - - q » Clawback of improperly claimed
P— capital gains — tax benefits (e.g. wrong classification
« Annual taxation of offshore - Q into high-tech firms, R&D incentives,
— trust income (e.q. dividends, interest) — and other preferential policies)

Source: Government websites, Morgan Stanley Research estimates.

o Retrospective review of tax incentives
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Pro-cyclical Fiscal Tightening A Key Risk To Watch
De facto fiscal tightening is underway... ...when households are deleveraging
China augmented fiscal deficit (% of GDP, 12M trailing sum)
e ‘ 30 0% China (%Y)
-10% i —Household debt grovth
250% taminal GDP growth
-12%
20 0%
-14%
Jul-2025 . ~
16% 13.2% 150%
8% 10 0%
.2[]!2!,.!LI 50”-.—:
-22% 0% \ﬁ\
-13%
-24% .5 0%
- 2 T 2 2 8§ &5 & 8 3 & 8§ PIZLNeOLLOR228 R HHRRRARY A
= s s 3 3 5 5 35 3 3 35 3 858585258585£L58585858585¢85
oo o o T o T e o o o o ra ¢,

Source: CEIC, Wind, Morgan Stanley Research.
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Global Imbalance: Look Beyond The RMB

The weak RMB is part of the post-housing equilibrium...

China REER
110
105
100
95
90
85
80 Jun-21: Housing
downturn started
75
OGN ST TN WNOO~~ROC OO r— N CNO? O ST ST W WO WD
LN LR Tl TR Qe Sl CNCN cN Cl el oy el ey 6
T =R =S =~ = = =y =iy =l =— i =— = = = — T = ——1
S835S835838585S585858385858585858583

Source: Haver, Morgan Stanley Research.
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...with structurally high savings, weaker investment,

and a lower equilibrium interest rate

Current Account, % of GDP-LS

= Saving Rate, %-RS

Investment Rate,%-RS

53%
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39%
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Recent Policy History Is Inconsistent With A Policy-driven Currency Undervaluation

RMB was defended by PBoC...

pips
900
700
500
300
100
-100
-300
-500
-700
-900
-1100
-1300
-1500
-1700 Stronger Yuan fixing than model prediction

MS Estimated Countercyclical Factor

Weaker Yuan fixing than model prediction

Sep-22
Mar-23
Sep-23
Mar-24
Sep-24

Source: CEIC, Bloomberg, Morgan Stanley Research.
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Sep-26

...before it was allowed to catch up partially
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A Stronger RMB Is Not The Rebalancing Policy

A stronger currency does not by itself create the stronger

disinflation

domestic absorption needed to narrow external surplus Rebalancing has to start within
A Strong er o Lower import prices CQE EVALUATION REFORM

) Could reinforce Reward utcames that mprove

gg ‘ Adds to the domestic ousehold well-being and the

emnvironment

demand shortfall

dﬂ — '! 1

RMB
' " Compress i
‘ corporate margins Economic
9 A stronger currency
|

Rebalancing
changes the

Pressure on wages composition of Reforms

SOCIAL WELFARE REFORM FISCAL SYSTEM REFORM
and household income demand, but does not — ronvQ] Needed 2N\
[ ] . @ by itself generate Strengthen the safety net [@ m Shift to efficiency-linked
. . to reduce precautionary direct taxes and fund public
-. Weighs on stronger domestic savings and boost Goecttawes and und o
consumption absorption consumption,

Source: Morgan Stanley Research.
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China Appears Poised To Rise Again With Industry 5.0

Real GDP per capita (2011 international S, adjusted for PPP)

e World United States = Japan Germany e China
20.000 Industrial 1.0 | Industrial2.0 i Industrial 3.0 . Industrial 4.0 I
’ Mechanization | Electntication & standardized | Automation & | Digitalization 1
1820-1850s | mass production | robotcs | 2010-2020s |
60,000 | 16870-1920s | 1950-2000% ] 1
|
: ' l :
50,000 | | i |
| I | | 3rd Rise
40,000 | : | China Industrial 5.0
I | | .
30,000 | ”
I | | -
| | | -
20,000 | ' |
| ' |
1 |
10,000 : 1 I I
|
|
— e | | |

1820 1840 1860 1880 1900 1920 1940 1960 1980 2000 2010 2020 2025 2030 2035

Rapid growth of China 1st Rise 2nd Rise
labor-intensive Opening Up  Green Transition
industries More captial-intensive

Source: Madison Project Data, IMF, Morgan Stanley Research estimates.
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China Industry 5.0

Manufacturing Workflow: From Automated To Adaptive

- Industry 4.0 -

DATA-DRIVEN « AUTOGMATED - EFFICIENT

1. MACHINE DATA

/véﬁ

5. LOCAL PROCESS
ADJUSTMENT

=l
X /
20 T dlb\

4. ENGINEER / 3. ANALYTICS
QPERATOR DECISION

FOCUS
(_} It indnadual processes
withun the factory

2. DASHBOARD

Source: Morgan Stanley Research. For more details, see China's Emerging Frontiers: China's Next Industrial Revolution (9 Sep 2026).

—— Industry 5.0

END-TO-END ADAPTIVE MANUFACTURING 5YSTEMS

MARKET

DEMAND

L1 X
RECYCLING “ l - DESIGN
L i o

FIELD-USE SUPPLIER
baTa ({' ) - : [

ENERGY DIGITAL TWIN / :T:- MACHINE

CARBON DATA AIMODEL DATA

@ QUALITY
GOVERNED RECOMMENDATION  paATA
OR AUTOMATED ADJUSTMENT
o o

ll HUMAN-SUPERVISED EIECUTIOH ' v
CONYINUOUS LEARNING
Fredback Irom oulcomes snnches the moded
for oA Apresment

FOCUS
Optwr-ce Lhe entire value chan
wth people at the center of tecknology

Why Is China Uniquely
Positioned to Lead?

1 The largest addressable
manufacturing base

2 A rapid intelligent
deployment base

Policy is shifting from
3 “digital factory” to “industrial

agent”

IDEA
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Industry 5.0: A Long Capex Super Cycle

Unlocking US$12trn additional industrial capex over the
next decade, although with a slow start...

100

90

80

70

60

50

40

30

20

Industrial Capex, RMB Trn

CAGR:
60% v
3
23
CAGR:
5.7
CAGR:
=
53 53
35
2020-11 2022-23 2024-25 2026-27E 2028-29E 2030-31E 2032-33E 2034-35E

Source: Haver, Morgan Stanley Research (E) estimates.

IDEA

...which would partly offset slower structural capexin
property and traditional infrastructure

Investment/GDP Industrial Sector (incl. Electricity Production)
Traditional Infrastructure excl. Electricity 2035E:
——Real Estate 19.6%
20% *
L 2
15%
10%
5% 4.2
¢ . 2035E:
3.0%
0%
u r~ (=2 — o u r~ (=21 - [ag] u L [T%] [} i i
(=] (=] (=] — — — — — o [ [ ] M~ o — o3
(=] [=]1 [ =] [ =] =] = (=] =] (=] = = [ ] [ (2] o o
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China Industry 5.0
Where To Invest?

IDEA

1‘1 — — - — e me e e mm — — - -
Usstn @
12
10
8
r-O
&
| '
2 -] = m
b
-
0.3
0.2 —
0
Al Energy Robolics Smart Software New
mfrastructure equipment capacity
Infrastructure Factory Upgrade New Capacity

Source: Morgan Stanley Research estimates. For more details, kindly see China's Emerging Frontiers: China's Next Industrial Revolution {9 Sep 2026).

Total
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China Industry 5.0

How Could China Benefit #1: Industrial Margin And ROE Recovery

18%

16%

14% Rapid growth of labor-intensive

industries, with overcapacity issue

from 1990s
12%

1st upgrade - Capital intensive
industries since 2000s, with
overcapacity issue from 2010s

10%

8%

6%

4%

2%

0%

1980

1985 1990 1995 2000 2005 2010

Source: NBS, Morgan Stanley Research estimates.

2015

2nd upgrade -
Green transion
since 2010s; suppy-
side reform sine
2016;

new energy
overcapacity issue
from 2020s

3rd upgrade - Frontier
industries emergence
and Al revolution since
2025; anti-involution for
traditional industries
with overcapacity
issue; ecosystem
buildout and more "0-1"
innovation

2020 2025 2030 2035

IDEA
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China Industry 5.0

IDEA

How Could China Benefit #2: A Boost To Potential GDP

J-curve in Al & Industry 5.0’s impact on
China's potential GDP growth

Real GDP CAGR
5.0%
4.6%
4.5% 4.3%
4.0%
3.5%
3.0%

2.5%

2.0%
2026-27E 2028-30E 2031-35E
m With Al & Industrial 5.0 Without AI& Industrial 5.0

Source: CEIC, Morgan Stanley Research (E) estimates.

Al & Industry 5.0's boost to capex and productivity

improvement to be more notable beyond the near term

0.6%

0.4%

0.2%

0.0%

-0.2%

-0.4%

Al & Industrial 5.0 Boost to China's Real GDP CAGR, ppt

m Capital Input Labor Quantity m Labor Quality TFP & Overall Growth

0.3%

2026-27E 2028-30E 2031-35E
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How Could China Benefit #3: Higher Global Manufacturing Share

China's Share in Global Manufacturing GDP Share in 2035E

Bull / Bear Assumptions

BULL CASE | 33%

* More decisive social welfare
reforms to unlock household
savings for consumption, lifting

#Base: 30% domestic demand

T = Major industrial Al breakthroughs
26% 2025: 28% Bear: 27% to widen China's edge in cost,
speed, and flexibility

36%
Bull: 33%

L e

et -_-.--—-"
het .

21%
BEAR CASE | 27%
16% » More entrenched domestic

deflation due to overly aggressive
pro-cyclical fiscal consolidation

1% and undisciplined Al/robotics
build-out
» Broadened trade tensions vs. more
6% n o~ o m o~ o ™o v W W W W w trading partners, h
f 8 8 5 5 5 5 5 8 8 8 R 85 8 8 transshipment
o~ [t ] o~ [t ] o o~ [t ] [t ] o~ o~ o~ o o o o o =]
o~ o~ o~ (o] (o]

Source: Haver, Morgan Stanley Research (E) estimates.




Morgan Stanley | sescarcs

China Industry 5.0

IDEA

Supply Chain Diversification Should Not Derail China's Manufacturing Share Gains

China has greater export capacity in high-complexity
goods than all other major Asian economies combined

40.0% Share in Global Exports by Product Compleixty
25.0% m China
30.0% = Rep. of Korea
25.0%
m Japan
20.0%
15.0% Taiwan
10.0% m Malaysia
5.0%
"o B I . -
Q1: Lowest Q2 Q3 Q4: Highest :
Complexity Complexity ® Indonesia

Source: UN Comtrade, Growth Lab at Harvard University, USITC, Morgan Stanley Research.

Less than half of US imports from China have
alternative production capacity

1000 Thgh Fxpart € apacin eants
nutside of Chima- China
9008, accounts forless than 0%
ofelobal ¢ ypon capacin
B 1=1TUH LS bor 307 s f TS
OO Inpuirts from € hinag
B0
SO0, i
4005,
300
200 [ 1
) ' . ’
100k e (hina is over 80" sl global
o “ '... ewporicapacity (~115BISD
.Y 0 R 100% ar2¥®maf 1S Impans)

Horizontal Axs: Ifr”‘m'ts from China as % of US In'pc%
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China Industry 5.0
Policy-driven Economic Rebalancing Remains Calibrated

. . . Structurally weaker fiscal revenue constrains
Overall policy framework to remain supply-centric meaningful counter-cyclical demand support

) % of GDP, 12M Trailing Sum
(g) 35%
SUPPLY SIDE \CONS;JM’PTPGN 30% ’—"/—\—’—’/\/\_’_v’-’\

A sl 25%

20%

15%
15th Five-Year Plan

15th Five-Year Plan for Consumption

Clear numerical targets in tech & green transibon

- 10%
Retail sales target imples only
) | .[I 3.7% CAGR over 2026-30, n line
RAD Y CAGR. 7 Y with the post-pandemic pace 5%
-GOP )
@ Labor productivty growth (>GDP growth Y 1 Most gaals are directional 0%
' rather than binding ~ ® @ & o © © = = & © ™ © = = i\ " O
Chalad ecororry |up 2pp of GOP by 203 L - — — - (] (3] o o o o4 o (] L] o ey o o
£ S 28 5 8 5 885585858558 558 5
€0, emvsyions per unit of GOP . Contumption rs viewed a5 a0 cutcome a 5 o 5 686 5 o 5 6 5 e 5 a 5 a 5 a 5
v o a f st employment and
idown 17% by 2030) af stronger o nCome, ]
! policy sugpart wil locus on industrial I Tax . l\!on tax
Share of non-fossil fuel n energy upgradmg, with consumption mprovinig Govt. Fund Revene (Mainly Land Sales) — Fiscal Revenue (Budget+Land)
corsumgtion jup 3 3pp by 20300 a5 a sicondary effect

Fiscal Expenditure (Budget+Fund)

Source: Government website, MoF, Morgan Stanley Research.
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China Industry 5.0

IDEA

Gradual Shift To Lowflation Possible From 2028, But Decisive Reflation Remains Unlikely

Housing market stabilizes
in tier 1-2 cities from 2H27

As supply contraction and demand
adjustment run their course - ceasing
to be a deflationary drag rather than
becoming a growth driver.

Industrial capacity o
utilization returns to

healthier levels

In the next 2-3 years, but the recovery
is likely to be much longer and more
gradual than the 2016-17 cycle, given
limited consumption/housing stimulus
and more pervasive overcapacity
problems.

Industrial profit margin
improves over the medium term

We expect margins to climb toward
~8% by 2035 from ~5% in 2025, driven
by a rotation up the value chain,
globalization of competitive Chinese
leaders, and an economy-wide
productivity lift from Industry 5.0.

£

({0

Source: CEIC, CRIC, Morgan Stanley Research. For more details, kindly see China's Emerging Frontiers: China's Next Industrial Revolution (9 Sep 2026).
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China Industry 5.0

Base/Bull/Bear Summary

Real GDP Growth

Scenario

Inflation

IDEA

Share in Global

Manufacturing GDP, 2035E

Base Case

Calibrated rebalancing, contiruedlow-flation ~ 4.6% 4 39,

@ China enters Industry 5.0 era. powered
by policy suppart + global capex
supercycle
@ Al & Industry 5.0 to boost capex and &

productivity, outweighing Al-induced 2026-27E 2028-30E 2031-35E
China's edge.

labor disruptions.
4T%  45%
- 4.2%
@ Stronger domestic demand lift imports, . .

Bull Case
Decisive rebalancing, healthy reflation
heiping ease risk of broader trade tensions. 53¢ 57 2078306 2031-35F

@ Industrial-Al breakthroughs widen

Bear Case

@ Pro-cyclical fiscal tightening and

More entrenched deflation 44% 4 o0%
3.5%
undisciplined Al / robotics overbuild.
@ Broader trade frictions with non-US trade

partners, given China’s increased

overcapacity problems and prolonged 2026-278  2028-306  2031-35E
OF D restrictions.

Source: CEIC, Morgan Stanley Research (E) estimates.

g@ Low-flation persists

® GDP deflator to slip from 0.8% in 2026
1o 0.2% in 2027 with oll price normalization,

but would grind to 0.5-1.0% from 2028
on housing stabilization, reduced excess
capacity, and margin improvement under
Industrial 5.0.

A Ahealthy reflation

® Decisive economic rebalancing to lift

GDP deflator from lowflation in 2026-27
toward 1.5-2% over the medium term,
easing debt-deflation pressures and
reinforcing private-sector balance-sheet
repair.

V\ Entrenched deflation

® Premature fiscal consolidation.

undisciplined industrial investment and
weaker external market access would
reinforce a demand-deflation overcapacity
loop, sending GDP deflator to outright
deflation from 2027, which would stay at
-0.5% to -1.0% over the medium term.

30%

~33%

~27%
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IDEA

Al Diffusion

Al Impact: Lessons From The Five Innovation Waves

Five Innovation Waves

Each successive innavation wave has come faster
and diffused more quickly than its predecessar

0 1 Productivity gains are likely

Fifth Wave

Fourth Wave

Sixth Wave:
Third Wave

" 02 Labor Displacement Is Transitional

Second Wave

First Wave

03 Boom-Bust Cycles Are Probable

Factories

Automated
Emesge Raiways Assl:::hly

04 Inequality Risks Are Elevated
Ind | Revol
ndustrial Revolution

Steam, Railroad, Elocironics and
(late 18™ to mid-19™ Steel
century)

Combustion Engine Avintien
(1830-1910) (c. 1890-1950)
~60 years

Electricity, Internal

6. 1948-1909)
~55 years ~50 years 0 yourn

05 Education and Re-skilling Will Be Decisive

06 Policy Matters

Source: Morgan Stanley Research. For more details, kindly see Lessons from the Five Innovation Waves That Preceded Al (6 April 2026).
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Al Diffusion

Al Investment Contribution To US GDP Growth

Contribution of
Al-related
spending to
GDP growth

Decomposing the
contribution of
Al-only spending
to growth into its
infrastructure
and adoption
subcomponent

Source: BEA, Haver, Morgan Stanley Research. For more details, kindly see Building a better mousetrap: Al spending and its contribution to US GDP growth (7 Sep 2026).

IDEA

Al-Related Spending vs Al-Only Spending

Contribution to Real GDP Growth, pp

1.5 Investment  {ilmports @ Contribution
1.0 070 o 0.81
0.42 _‘_| 0.54
, 033 . -
05 022 oz ¥ = 016 022 ==s b o - =7
0o T bed e (3 20 e L) L L) 22 L] Ly
Twind Rt EE E,“;E %.“E E....: Siina vl
05 Srand
10
Related Al Related Al Related Al Related Al Related Al Related Al Related Al
1H23 2H23 1H24 2H24 1H25 2H25 TH26
Al infrastructure versus Al adoption: Contribution to Real GDP growth, Annualized pp
1.0 m Contribution by Al infrastruclure  m Contribulion by Al adoption B Tolal contribution
08
0.65
0.6 0.54
04 0.33
0.2 0.21
i =
0.2
04
1H23 2H23 1H24 2H24 1H25 2H25 1H26

0.0

05

1.0

0.0

0.2

-0.4
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Al Labor Disruption: Still Modest, But Increasingly Visible

Al-related labor market disruption is becoming

harder to ignore at the occupation level High Al-exposed workers remain unemployed for longer

Unemployment rate by Al-exposure (12-month ma, pp) - cyclical

1.0 adjustment residual ol remaining Ployedina given a )

65% — low exposure medium  ——high
08

— oW exposure medium = high

06

04

02 .

0.0

0.2

0.4

06

0.8
2023 2024 2025 2026

Source: IPUMS CPS (University of Minnesota), Morgan Stanley Research. For more details, kindly see Al Labor Disruption: Still Modest, but Increasingly Visible (3 Aug 2026).
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Al Diffusion
Affluent Consumers May Be Safer Than Advertised
High-income and college-educated urban households ...as well as to potential Al gains: productivity-driven
are most exposed to Al displacement... wage growth, task creation, and wealth effects
Characteristics by Al Occupation Exposure Group o Labor Income vs. Equity Wealth by Income Cohort (Stn)
120 w LowExposure = Medium Exposure  ® High Exposure 100% m Laborincome = Equity Wealth (direct and indirect) o8
100 -~ :
80
60%
60
40%
40
- 20%
0 0%
Median Salary ($ Median Age % with Bachelor's % Located in Metro
thous) Dearee (ths) Areas (ths)

Bottom 40% 40-60% 60-80% Top 20%

Source: BLS, Federal Reserve Board, Haver, Morgan Stanley Research. For more details, kindly see Dispelling an Al Myth: Why Affluent Consumers May Be Safer Than Advertised (8
Sep 2026).




IDEA

Morgan Stanley | rescac

What To Expect On Policy Mitigation

@ Upskilling & vocational
training support

= Higher-end, knowledge work

Greater labor flexibility to
accelerate Al adoption

New high-tech & service
jobs creation

@ Stronger social protection

Balance technolloglcal Labor-intensive (unemployment, healthcare,
progress with service sectors pension for gig workers )
labor-market stability (®)

More cautious approach
to protect employment More calibrated automation

in labor-intensive services

l"°\.

Source: Morgan Stanley Research.
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Gradual Rebalancing

IDEA

Smarter Industrial Policy Alone May Not Narrow Supply-Demand Imbalances

Investment is rotating toward less oversupplied sectors...

200 FAI Growth in Manufacturing Sectors

25% ¢
20% 4

15%
____________ e * y=-0.33x+0.10
0% T TTTeeealll . ’3 e o R2=0.10

5% oo e
0% * AN =
5% *e .

10% .

-15%
-10%  -5% 0% 5% 10%  15%  20%  25%  30%  35%
FAI CAGR in 2021-23

FAl Growth in 2024-25

If many regions imitate the same surface tools — large upfront
government seed capital and buildup of industrial parks, and
focus on the same frontier sectors, it may compound the
overcapacity problem nationwide

Source: CEIC, Morgan Stanley Research estimates.

..but even a successful model like Hefei is
not immune to overcapacity and deflation

5Y CAGR Outperformance in production
and e:poﬂs
14% [ Underperformance in
12% consump(lon
10%
8% More entrenched
secondary sector
6% deflation than
19 national avg.
% ‘ l
0%
2% 2016-20 2021-25 2016-20 201-25 2016-20 201-25 2016-20 2021-25
Secondary GDP Exports Retail Sales GDP Deflator in

(Real)
m Hefei

Secondary Sector

National
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Gradual Rebalancing

IDEA

Pathway To Rebalancing: Unlock China’s Household Savings...

China’s household saving rate remains elevated

A three-stage roadmap to unwind household savings
Household Saving Rate A
. . *+—F---- -~
China ) Stage3: -
Full-scale social welfare reforms Tl
to lower China's structurally high Lo e -
Gormany household saving rate Sys.temlf: '“ﬁ:' Ss
savings in China .
France A .
~
) Stage2: 4—f----__ .
Mexico Re-anchoring inflation h""-..‘ \\\
Canad expectations to unwind Rmb30trn of AN N
anada cyclical excess savings for Rmb30trn A N v
consumption excess savings A *
USA accumulated S N K
since 2018 . *
Korea * \
Stage1: 4—|--__ ' \
Japan Revival of risk appetite to migrate T N ' Y
the Rmb6-7trn in excess time e ' 1
deposits toward equities N ! !
ey ? A RmMb6-7tm 5 \
: excess time \ !
Australia deposits \ \ '
Where 9 “ : b
. [
0 5 10 15 20 25 30 35 40 e are L ! >
now Ll
*2024 data for China, Germany, Canada and ltaly. 2023 data for the others

Source: Haver, OECD, Morgan Stanley Research.
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Gradual Rebalancing

...Through Social Welfare Reform

Income redistribution toward lower-income households Provincial data show rising social welfare spending
that exhibit a higher marginal propensity to consume associated with higher consumption share in GDP
Household Saving Rate in 2012 China: 31 Provincial-level Regions
15%
60% . 2 ¢
Migrant Workers =1
(*Saving rate for migrant workers =~ __.---==== " ¢ . .
S in 2017) e ) .
- is still around 45% in 20 1‘?"{ e ° | = 104 ¢ o 4
. -'." .rf ﬁ -
f"‘ rd a * ’..-"",_
’r' ’,’ = * . "._.___..
40% / °© . P y=1.28x+0.01
- -~ =) I _
: 5% PR R2=0.14
Rural Residents /,. Py L a; I .. .
0, -~ - *
30% P @ T ® 8 * ™ .
- PRGN = + b 4
R E 0% o ¢ .
20% A s - S
e - o‘\ [-]
K - x5 o
l" 4"“ \66“ 3
10% { @2 a .
'\ . _———_,- 6{\ '5%
eaemment N 1% 2% 3% 4% 5% 6% 7%
0% Pension & Medical Insurance Spending as % of GDP, 2017 vs. 2010
0 10000 20000 30000 40000 50000 60000

Source: CEIC, Morgan Stanley Research.
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Gradual Rebalancing

Fragmented Social Welfare System

Wide benefit gaps across social groups

35000 Average Annual Subsidy per Pensioner, Rmb

30289
30000 27543

24717

27987 g0 0V
25000 59133
20000
15000
10000

5000 1746 1797 1951 2042 209 2194 2409

2018 2019 2020 2021 2022 2023 2024

m Government Institutions Corporates  m Informal employment and rural resident

Source: CEIC, World Bank, CEQ Institute, Morgan Stanley Research.

Inequality reduced, yet redistributive power lags peers

Gini Coefficient

0.70 m Before redistribution

0.60 After redistribution (incl. in-kind transfers, health & education benefits)

0.50
0.40

0.20

0.10

I
1
i
1
1
1
1
0.30 1
i
1
1
|
1

IDEA




Morgan Stanley | seseanes IDEA

Strategic Stability Underpinned By Chips/Rare Earths Equilibrium

China’s global dominance in rare earths

. ., . 2
and lithium betteries How durable is China’s dominance?

China's Global Market Share

RE Refined Production
100 88% b 86% o2% Tech complexit
90% plexity
80% 69% . _—
70% RE Mine Lithium Battery
60% 49% Production: China has complete value
50% >3-5 yeas to expand chain, rapid tech iteration
;g:: capacity and scale/cost
ooy significantly advantages
10% —& ¢ ¢ ¢ >
0% : .
Reserve Mine Refined  Magnet Supply| EV Batteries ESS Batteries RE Rese_rve' RE Refm.ed M.or'e
Production  Production No dominance Production Difficult to
Rare Earth Lithium Battery Bottlenecks on tech Replicate
(Production and Sales) know-how and
pollution

Source: US Department of Energy, company data, EV tank, SNE, Morgan Stanley Research.
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Geopolitics: China-EU

IDEA

Future Path: Navigating Preferences, Dependencies, And Choke Points

Potential China-EU trade pressure points

EU Trade Balance Against China and RoW by Product, USSBn

02025 2023 2019 Highest Risk T Trade with oW
. : I S ow Risk
Import presure fram China where ELU ! Chemicals 300 1 - )
remains competilive ] ‘\‘ EU is exporting
- \ gloablly
T T - 300
L Machinery and ™. _ N, .\ Y
¢ Electrical Equipment ™ |
i L oo N H S .gﬂb !
5 - / STl
e r-&v\
________________________ Base Metals ™~ 100 Gars ™,
Furniture and toys
Trade with \-.
Chima 55 200 150 100 5@ 50
00 4
Lowest Risk:
Low Risk 200 | China is a demand
High import dependency of EU market, not an
import threat
=300 4

Source: CEIC, UN Comtrade, Morgan Stanley Research.

w)

Trade barriers may reshape China’s export routes,

but not derail its momentum

REWIRE GLOBAL

SUPPLY CHAINS

THROUGH THIRD
COUNTRIES

ol

GEOPOLITICS
WILL NOT DERAIL
is CHINA'S EXPORT
LOCALIZE MOMENTUM  / Retain sTRaresic
PRODUCTION LEVERAGE IN
ABROAD CRITICAL

MATERIALS
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This report references jurisdiction(s) or person(s) which may be the subject of economic sanctions. Readers are solely responsible for ensuring that their
investment activities are carried out in compliance with applicable laws.



