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From “Acceleration Post-turn” to “Steady Throttle on Entry” — Mid-
2026 Macro Strategy Update

(Please see appendix for English version)
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Bk 28. £BMMBEXTAT X, BAFEEER

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026E  2027E  2028E

KEFX (57 %£71)

Amazon 11,955 13427 16,861 40,140 61053 63,645 52,729 82,999 131,819 200,769 228,016 235113
Microsoft 8,129 11,632 13925 15441 20622 23,886 28107 44477 64551 117,819 181,303 202,391
Alphabet 13,184 25139 23548 22,281 24640 31485 32251 52,535 91447 186,473 240,691 254,009
Meta 6,733 13,915 15102 157163 18,690 31431 27,266 37,256 69,691 134980 161,157 175,787
Oracle 2021 1,736 1660 1564 2135 4511 8695 686 21,215 50,346 67,169 80,915
BhAER (57 £7T)

Amazon 6,410 17,296 21653 25924 (14,726) (16,893) 32,217 32,878 7,695 (12,984) 16,493 52,739
Microsoft 31,378 32252 38260 45234 56,118 65149 59475 74071 71611 63235 33065 58376
Alphabet 23907 22,832 30,972 42843 67,012 60,010 69495 72764 73266 21,093 15402 53,894
Meta 12105 13650 12,891 11575 13752 5028 8470 11,807 46,109 2215 1604 28832
Oracle 17483 15359 21212 23584 38993 19,044 43847 54072  (394) (25389) (28410) (24,234)
PE (%)

Amazon 189 74 80 78 51 (311) 52 40 33 26 23 19
Microsoft 21 46 26 35 34 27 35 38 36 26 23 20
Alphabet 59 24 27 30 26 19 24 24 34 27 25 21
Meta 33 17 32 27 24 14 24 25 23 18 16 14
Oracle 21 55 17 17 17 30 35 32 37 30 28 21

A RIR: FAFH IR, BH, FREFIEF
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From “Acceleration Post-
turn” to “Steady Throttle
on Entry” - Mid-2026
Macro Strategy Update

1. PPI and CPI turn positive as expected, restoring confidence in the
macroeconomy: as projected in our 2026 outlook (published on 12 Jan, 2026),
“CPI and PPI are set to stage a trend reversal around mid-year, beating market
consensus”. In 4M26, both PPI and the CPI accelerated the growth. Market
optimism regarding the macroeconomy continues to rebuild, confirming the logic
of economic fundamentals recovery. Imported inflation is still inflation and it
should be well used to guide the expectation and fuel further inflation.

m  CPI and PPI are expected to continue their improvement trend in the second half
of the year. PPI will remain at a relatively high growth level in the short term but
is expected to slow in the fourth quarter as energy prices decline. CPI growth is
projected to rebound from 0% in 2025 to 1.1% in 2026, with PPI growing by
2.7% for the year. The GDP deflator is expected to recover from -1% in 2025 to
1.4% in 2026.

= We maintain our forecast of 4.7% real GDP growth, but expect nominal GDP growth
to rebound from 4% in 2025 to 6.2% in 2026 (the initial market consensus was
around 4%-4.5%). The rebound in nominal growth and improved market confidence
will help stabilize the RMB exchange rate. We expect the RMB to continue its
moderate appreciation and US$/RMB to hover around 6.7 by year-end.

m  With the resurgence of inflation and robust export growth, the likelihood of
interest rate cuts or RRR cuts within the year is expected to decline. A mild policy
rate cut would deliver limited impact, while posing challenges to banks’
profitability and market sentiment. As the inflation recovery is structurally driven
— characterized by strong supply and weak demand — monetary policy is not
expected to tighten significantly in response to imported inflationary pressures.
The 7-day reverse repo rate is projected to remain at 1.4%.

m  During the economic restructuring period, fiscal policy played a relatively critical
role in stimulating domestic demand. In March and April 2026, broad fiscal
spending fell by 2.5% and 7.3% YoY, respectively, and economic growth slowed
accordingly. We expect existing fiscal policies to be optimized in the coming
months, with accelerated issuance of local government special bonds and special
treasury bonds. At the same time, we believe that, unlike in previous years, this
year’s rebound in price levels is likely to drive tax revenue growth beyond the
initial budget projections, providing support for future fiscal spending.

2. 1In 1Q26, A-share listed companies saw their first overall profit recovery in three
years, though sector performance showed significant divergence: new economy
sectors delivered 22% YoY earnings growth in 1Q26, in line with our full-year
estimate, versus 8% YoY expansion for traditional sectors. We regard this
structural divergence, along with a stock market that is half blazing fire and half
cold water, as constructive rather than detrimentalis.

m  Alindustry cycle: The AI cycle maintains its “East Rising, West Resilient” regime,
echoing the decade-long expansion trajectory of the telecom and internet
industries. The global AI industry landscape will continue to diverge: China’s
domestic Al sector is accelerating its rise, while overseas segments maintain
profit resilience, establishing a long-term upward trend.

3. The recovery of consumer confidence and spending levels in the household
sector has been relatively slow, and the repair of household balance sheets
requires time; during this process, maintaining stable employment and income
remains the foundation for consumption recovery, but the “reservoir” function
of capital markets will be the key incremental factor to break the deadlock. A
“new transmission mechanism” — where stock market gains drive a wealth effect
that subsequently feeds into consumption — is steadily taking shape. For
macroeconomic policy, policy focus is expected to rotate away from consumption
subsidies toward targeted support for Al, advanced manufacturing and capital
market development while overall policy stance staying patient and steadfast.

Important disclosures and certifications are located at the back of this research report.
BOCI Securities is available electronically on www.bociresearch.com.
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Figure 1. China Economy Forecasts

The approach to macroeconomic regulation has undergone a structural shift.
Policy resources are gradually being withdrawn from broad-based consumption
stimulus and are instead being concentrated on strategic sectors such as artificial
intelligence and advanced manufacturing. At the same time, the direct financing
function of capital markets is being strengthened to drive long-term growth
through industrial upgrading. Under this new macroeconomic regulatory
framework, while monetary and fiscal policies will continue to support stable
economic growth, they will also place greater emphasis on aligning with the
needs of the economy’s structural transformation.

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026F
GDP
Real GDP (YoY %) 97 94 106 95 79 78 75 70 68 69 68 61 23 86 31 54 50 50 47
GDP by industry (YoY %)
Primary industry 52 40 43 42 45 38 41 39 33 40 35 31 31 71 42 41 37 39 37
Secondary industry 98 103 127 107 84 80 72 59 60 59 58 46 21 82 23 44 50 45 43
Tertiary industry 105 96 96 93 80 83 84 86 79 81 80 76 24 90 35 63 51 54 52
Domestic demand (YoY %)
FAI 266 304 245 238 206 196 157 100 81 72 59 54 29 49 51 30 32 (38 09
- Manufacturing 307 266 269 318 220 185 135 81 42 48 95 31 (22) 135 91 65 92 06 35
- Property development 209 161 332 279 162 198 105 10 69 70 95 99 7.0 44(100) (9.6) (10.6) (17.2) (13.0)
- Infrastructure 227 422 185 65 137 212 203 173 157 149 18 33 34 02 115 82 92 06 55
Retail sales 216 155 184 171 143 131 120 107 104 102 9.0 80 (39) 125 (02) 72 35 37 26
Monetary conditions
M2 (YoY %) 178 277 197 136 138 136 122 133 113 81 81 87 101 90 118 97 73 85 83
Total social financing
balance(YoY %) 205 348 270 182 191 175 143 124 128 141 103 107 133 103 96 95 80 83 76
RRR for large banks (%) 155 155 185 21.0 20.0 200 200 175 170 170 145 130 125 115 110 105 95 90 9.0
1Y LPR (%) 531 531 581 656 6.00 6.00 560 435 435 435 435 415 385 380 365 345 31 30 30
International Trade
Exports of goods (YoY %) 174 (16.0) 313 203 79 78 6.0 (29) (77) 79 99 05 36 296 56 (47 58 55 85
Imports of goods (YoY %) 185 (11.2) 38.8 249 43 72 05 (143) (55 161 158 (2.7) (0.6) 301 07 (55 10 02 181
Trade surplus (US$ bn) 298 196 182 155 230 259 383 594 510 420 351 421 524 670 838 822 993 1,183 1,039
Forex reserves (US$ bn) 1,946 2,399 2,847 3,181 3,312 3,821 3,843 3,330 3,011 3,140 3,073 3,108 3,217 3,250 3,128 3,238 3,202 3,358 3,400
Efﬂgﬁjs‘mmte 6.82 683 659 629 623 605 620 649 695 651 687 697 654 637 695 7.09 7.30 699 6.70
Inflation (YoY %)
GDP deflator 79 (01) 69 80 24 23 11 01 15 41 35 13 05 45 19 (05 (08) (1.00 14
CPI 59 (0.7) 33 54 26 26 20 14 20 16 21 29 25 09 20 02 02 00 1.1
PPI 69 (54) 55 6.0 (1.7) (19 (1.9 (52) (14) 63 35 (0.3) (1.8) 81 41 (3.0) (22) (26) 27
Source: WIND, BOCI Securities
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DOMESTIC MARKET REVIEW: THE TURNING POINT
HAS ARRIVED, AND THE IMPACT IS TAKING HOLD

Inflation Expectations Reverse, Validating Early-Year
Forecasts

In 2026, the Chinese economy will emerge from three consecutive years
of subdued prices, with broad inflation and nominal GDP growth set to
rebound. In the first four months of 2026 (4M26), the CPI rose 0.9% YoY, while the
core CPI increased 1.2%. In April alone, CPI and core CPI both rose 1.2% YoY, up
0.2 and 0.1ppts, respectively, from the previous month. Prior to this, the CPI had
hovered near zero growth for three consecutive years (2023: 0.2%; 2024: 0.2%;
2025: 0%). The rebound in the PPI was even more pronounced: the YoY PPI growth
rate emerged from 41 consecutive months of deflation in February 2026, rising 0.2%
in 4M26 and 2.8% YoY in April — an increase of 2.3ppts from the previous month.

Benefiting from the rebound in CPI and PPI, the GDP deflator improved from -0.6%
in 4Q25 to -0.06% in 1Q26, and is expected to return to a relatively significant
positive growth range in the second quarter.

The rebound in inflation reflects the combined impact of four key factors
and exhibits certain structural divergences: First, since late February, the
continued blockade of the Strait of Hormuz - a major global shipping route - has

caused tight supplies of global oil, natural gas, and chemical products, driving
significant increases in PPI for energy and chemical-related commaodities. Second,
strong global demand for Al capital expenditures has driven up prices for integrated
circuits, electronic equipment and its raw materials, and upstream non-ferrous
metals, thereby pushing up prices for home appliances and telecommunications
equipment. Third, the ongoing domestic push to “anti-involution” and the
optimization of local fiscal and tax subsidy policies have narrowed the decline in prices
across industries such as automobiles, photovoltaics, steel, and coal. Fourth, the shift
in household consumption spending continues, with service consumption performing
well; the growth momentum of the medical services CPI and education, culture, and
entertainment CPI has accelerated. However, at the same time, due to the persistent
adjustment in the real estate market and the slow reduction of hog production
capacity, the decline in rent CPI has widened, growth in household services CPI has
remained sluggish, and the food CPI returned to deflationary territory in April.

Although the resurgence of inflation exhibits structural characteristics, the
rise in broad inflation has played a crucial role in dispelling deflationary
fears and improving business conditions, thereby reinforcing market
expectations of a recovery in economic fundamentalsin 4M26, profits of
industrial enterprises rose by 18.2% YoY, with a 24.7% increase in April - an
acceleration of 8.9ppts compared to March, while industrial enterprise profits for the
full year of 2025 rose by a mere 0.6%. In 4M26, government tax revenue increased
by 3.9% YoY, accelerating from the 0.8% growth recorded for the full year of 2025;
specifically, April saw an 8.2% increase, which was 0.9ppts lower than the growth
rate in March.

We expect CPI and PPI to continue their improving trend in the second half
of the year. PPI will remain at a relatively high level in the short term but
may see its growth momentum slow in the fourth quarter as energy prices
decline. We have raised our full-year CPI growth forecast to 1.1% and the
full-year PPI growth forecast to 2.7%. We expect the GDP deflator to
rebound from -1% in 2025 to 1.4% in 2026. The combination of imported and
domestic inflation will become a key indicator of confidence recovery. Once prices
enter a reasonable recovery trajectory and signals of market demand revival become
clearer, this will directly stimulate enterprises’ enthusiasm for expanding production
and R&D, thereby driving job creation. For the household sector, under the
expectation of “diluted purchasing power,” the incentive to reduce passive savings
and increase current consumption and equity asset allocation will strengthen, helping
to shift funds from a stagnant state to a circulating state.The case of Japan
demonstrates that the “threat of purchasing power depreciation” is more effective
than “suppressing real interest rates” in stimulating investment and consumption.
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We maintain our forecast of 4.7% real GDP growth but expect nominal
GDP growth to rebound from 4% in 2025 to 6.2% in 2026 (the initial
market consensus was around 4%-4.5%). The recovery in nominal growth
and improved market confidence will help stabilize the RMB exchange
rate. We expect the RMB to continue its moderate appreciation, with the
USD/RMB exchange rate hovering around 6.7 by year-end (6.77 as of the
end of May 2026).

Figure 2. Contributions of Different Sectors to CPI YoY
Growth

Figure 3. Imported Inflation Drove up PPI Growth
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Figure 6. Profits of Industrial Enterprises above Designated
Size (YTD Growth)

Source: WIND, BOCI Securities

Figure 7. Tax Revenue Recovered along with Price
Improvement
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Figure 8. China Quarterly GDP Growth and Forecast

Figure 9. China and US Nominal GDP Growth and Forecast
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Figure 10. USD/RMB and Dollar Index

Source: WIND, BOCI Securities

Figure 11. USD/RMB and Shanghai Composite Index
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Household Balance Sheets will Take Time to Recover; The
Wealth Effect of the Stock Market is A Key Variable
Although both the corporate and government sectors have shown clear signs of
income improvement, the recovery of consumer confidence and spending levels in
the household sector remains slow: In 1Q26, household disposable income grew by
4.9% YoY, 0.6 and 0.1ppts lower than the growth rates in 1Q25 and for the full year
of 2025, respectively. The average consumption propencity rate stood at 62.2%,
down 0.8ppts YoY. Specifically, in the first quarter, disposable income for urban and
rural residents grew by 4.2% and 6.1%, respectively, representing a slowdown of
0.7 and 0.1ppts compared to 1Q25. The average consumption propencity rates for
urban and rural residents were 58.2% and 74.9%, respectively, down 0.7 and
1.2ppts YoY.
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Figure 12. Consumer Employment Confidence Weakened in

Figure 13. Consumption Propensity of Urban and Rural

March Residents in the First Quarter
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In particular, due to the front-loading of consumer demand for durable goods in
2025, coupled with the waning effect of subsidy incentives this year, growth in goods
consumption has been sluggish. In 4M26, retail sales of goods rose by 1.7% YoY,
2.1ppts lower than the growth rate for the whole of 2025. In April alone, sales fell
by 0.1% YoY against a high base, marking the first monthly decline since
2023.Among these, retail sales of real estate-related goods - such as home
appliances, furniture, and building and decoration materials - as well as automobile
sales, which were significantly affected by the phasing out of subsidies, performed
weakly. However, retail sales of Al-related communication devices and office supplies
continued to show upward growth momentum.

In contrast, service consumption demonstrated some resilience. Cumulative retail
sales in the service sector rose 5.6% YoY in 4M26, compared to 5.5% growth for the
full year of 2025. Driven by holiday effect, the growth rate of service retail sales in
April accelerated compared to the first quarter.

Consequently, the household sector remains in a continuous deleveraging process.
In 4M26, household sector loans decreased by RMB490.2bn, compared to an increase
of RMB518.4bn during the same period in 2025. Specifically, medium- and long-term
loans increased by RMB119.9bn 4M26, a decrease of RMB640.2bn YoY; short-term
loans decreased by RMB610.1bn, a larger decrease of RMB368.4bn YoY. In 4M26,
the commercial housing GFA sold fell by 10.2% YoY, while GFA sales dropped by
14.6% YoY - both declines were steeper than the 8.7% and 12.6% drops recorded

for the full year of 2025.

Consumption and credit data indicate that although broad inflation has rebounded,
the restoration of household balance sheets will take time because the structure of
household assets remains dominated by real estate. During this process, maintaining
stable employment and income remains the foundation for consumption recovery,
but the “reservoir” role of capital markets will be the key incremental factor in
breaking the deadlock.Research indicates (China Financial 40 Forum, “Household
Balance Sheets Have Begun to Recover”) that since the third quarter of 2024,
household net worth has shown an upward trend. In addition to increased current
surpluses driven by rising household income, the drag from asset valuation has also
weakened, reflecting the combined impact of narrowing declines in housing prices
and rising stock prices.

We believe that although the current recovery in consumption remains slow, a “new
transmission mechanism” - where rising stock prices drive a wealth effect that
subsequently feeds into consumption - is steadily taking shape. For macroeconomic
policy, policy focus is expected to rotate away from consumption subsidies toward
targeted support for Al, advanced manufacturing and capital market development
while overall policy stance staying patient and steadfast.
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Figure 14. Growth of Goods and Service Retail Sales Showed Figure 15. Persisted Adjustment in GFA Sold and Property

K-shaped Divergence Investment in 2026
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Figure 16. Retail Sales Index of Real Estate Related Durable
Goods Figure 17. Retail Sales Index of Major “Trade-in” Goods
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Figure 18. Retail Index for Consumer Staples Goods Figure 19. Retail Index of Key Discretionary Goods
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Figure 20. Household Savings

Figure 21. Household Debt by Type/GDP
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Corporate Profits Rebound, but Significant Sectoral

Divergence

The first earnings recovery in three years has been accompanied by significant
structural divergence across industries. In 1Q26, the market saw its first overall
earnings recovery in three years, but sector performance showed marked
divergence: new economy sectors delivered 22% YoY earnings growth in 1Q26, in
line with our full-year estimate, versus an 8% YoY expansion for traditional sectors.

We regard this structural divergence, along with a stock market that is half blazing
fire and half cold water, as constructive rather than detrimentalis. We confirm that
this year is one of “boosting valuations and driving profits”; the transition between
old and new growth drivers is not a period of growing pains, but rather the best
catalyst for stimulation.
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Figure 22. A-share Earnings Recovered in 1Q26, with Divergence across Sectors
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Figure 23. China Exports Price and Volume Index

EXTERNAL THEME: GREAT POWER RIVALRY AND
TECHNOLOGICAL SYNERGY

China and the U.S. Build a Constructive Strategic Stability
Relationship, Marking a Strategic Easing in Bilateral Ties

In early 2026, we predicted that high-level interactions between China and the US
(such as summit meetings) would continue to advance, with a bottom-line approach
to geopolitics providing a “safety cushion” for global economic recovery. In May 2026,
US President Trump visited China, and the two sides agreed to jointly build a
constructive strategic stable relationship and reached a trade agreement. Bilateral
tariff rates are expected to remain stable, with the possibility of structural tariff
reductions. According to the Ministry of Foreign Affairs, China’s president is expected
to pay a state visit to the US in September. In addition to these state visits, the two
leaders are expected to meet again at the APEC summit in Shenzhen, China, in
November 2026, and at the G20 summit in Miami, USA, in December 2026. These
frequent meetings between the two heads of state will help strengthen bilateral policy
coordination and maintain overall stability in China-US economic and trade relations.

Benefiting from a window of stability in US-China economic and trade relations and
China’s robust supply capabilities in the power and manufacturing sectors, China’s
export performance is expected to remain strong. In 4M26, exports grew by 14.5%
YoY, a significant acceleration from the 5.5% growth recorded for the full year of
2025. Notably, the decline in exports to the US narrowed, falling by 10.2% in 4M26
compared to a 20% decline for the full year of 2025. Exports of goods related to Al
and the new energy transition were the main highlights. For example, in 4M26,
exports of parts and accessories for automatic data-processing equipment, integrated
circuits, electromechanical products, and high-tech products rose by 141.7%, 83.7%,
21.1%, and 31.4% YoY, respectively - an acceleration of 114.8, 56.9, 12.7, and

23.9ppts compared to the full-year growth rates of 2025.

Looking ahead to 2H26, if the Strait of Hormuz reopens by the end of June and the
global economy does not enter a recession due to energy shortages, we expect
exports to continue growing at a relatively fast pace, benefiting from both a rebound
in export price growth and stable volumes. We project export growth of 8.5% in
2026, up from increasing 5.5% in 2025. Imports, however, will grow more rapidly
due to price factors, with imports projected to grow by 18.1% in 2026 after edging
up 0.1% in 2025. However, as import growth accelerates, the merchandise trade
surplus will decline by 12.4% to US$1.04tn.

Figure 24. China Imports Price and Volume Index
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Figure 25. Exports Growth to US and Non-US Areas Diverged Figure 26. Exports Growth to Emerging Economies

YoY (%, 3MMA)
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Al Sector: Global Capital Expenditures in Sync; “East
Rising, West Resilient” Regime Maintains

In the Al sector, synchronized global capital expenditures confirm that AI has become
the dominant theme driving development in both China and the US, and indeed
across the globe. In the US, Al remains a hot topic with capital expenditures
continuing to expand; China is keeping pace across the board, and investments in
and the explosive growth of the Al industry chain will become the core engine driving
profits in China’s new economy. China will use Al as its core engine to overcome the
middle-income trap, driving steady growth in innovation and asset values. The US
will use Al as a core catalyst to drive the return of manufacturing, maintaining
resilience in technology and valuations.

Drawing parallels with the decade-long development cycles of the
telecommunications and internet industries, the global AI industry landscape will
continue to diverge. The domestic Al industry is accelerating its rise, while overseas
ssegment maintains profit resilience, establishing a long-term upward trend. Whether
viewed through the lens of valuation, cash flow, business adoption, or scaling, the Al
sector as a whole shows no signs of a bubble. In the early stages of AI
commercialization, both countries possess opportunities for certain growth.
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Figure28. Capital Expenditure, Free Cash Flow and Valuation of Major US Tech Giants

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026E  2027E  2028E

CapEx(US$ m)

Amazon 11,955 13427 16,861 40,140 61,053 63,645 52729 82999 131,819 200,769 228,016 235,113
Microsoft 8,129 11,632 13925 15441 20,622 23,886 28,107 44477 64,551 117,819 181,303 202,391
Alphabet 13,184 25,139 23,548 22281 24,640 31,485 32,251 52,535 91,447 186,473 240,691 254,009
Meta 6,733 13915 15102 15,163 18,690 31,431 27,266 37,256 69,691 134,980 161,157 175,787
Oracle 2,021 1,736 1,660 1,564 2,135 4,511 8695 6,866 21215 50,346 67,169 80,915
Free cash flow(US$ m)

Amazon 6,410 17,296 21,653 25924 (14,726) (16,893) 32217 32878 7,695 (12,984) 16,493 52,739
Microsoft 31,378 32,252 38,260 45234 56,118 65,149 59475 74071 71,611 63,235 33,065 58,376
Alphabet 23907 22,832 30,972 42,843 67,012 60,010 69,495 72,764 73,266 21,093 15402 53,894
Meta 12,105 13,650 12,891 11,575 13,752 5028 8470 11,807 46,109 2215 1,604 28,832
Oracle 17,483 15359 21,212 23,584 38993 19,044 43847 54,072 (394) (25,389) (28,410) (24,234)
Valuation P/E (x)

Amazon 189 74 80 78 51 (311) 52 40 33 26 23 19
Microsoft 21 46 26 35 34 27 35 38 36 26 23 20
Alphabet 59 24 27 30 26 19 24 24 34 27 25 21
Meta 33 17 32 27 24 14 24 25 23 18 16 14
Oracle 21 55 17 17 17 30 35 32 37 30 28 21

Source: WIND, Bloomberg, BOCI Securities
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SHIFT IN PoLicy FOcCus: BALANCING
STEADFASTNESS AND TRANSFORMATION

The approach to macroeconomic management has undergone a structural shift.
Policy resources are gradually moving away from broad-based consumption stimulus
and are being concentrated on strategic sectors such as artificial intelligence and
advanced manufacturing. At the same time, the direct financing function of capital
markets is being strengthened to drive long-term growth through industrial
upgrading. In 4M26, direct financing by the corporate sector (particularly bond
financing) and government bond financingmade more contribution to new social
financing.

Under this new macroeconomic policy framework, while monetary and fiscal policies
will continue to support stable economic growth, they will also be more closely
aligned with the demands of structural economic transformation. On one hand, when
economic headwinds intensify, counter-cyclical policies will provide timely support to
ensure economic growth, social employment, and financial market stability; on the
other hand, they will avoid traditional “flood-style” stimulus models, placing greater
emphasis on meeting the development needs of the new economy.

Consequently, with the resurgence of inflation and robust export growth, the
likelihood of interest rate cuts or reserve requirement ratio reductions this year is
expected to decline. In the "First Quarter 2026 Report on the Implementation of
China’s Monetary Policy” released in May 2026, the central bank removed the
phrasing "cut reserve requirement ratios and interest rates," replacing it with "flexibly
employing a variety of monetary policy tools." This shift in wording may imply that
the urgency for further easing in the short term has diminished. Furthermore, based
on the performance during the Russia-Ukraine conflict, imported inflation is not
expected to alter the overarching monetary policy stance of prioritizing domestic
conditions. As the current inflation recovery still exhibits structural characteristics -

with the persistent challenge of strong supply and weak demand - monetary policy
is not expected to tighten significantly due to imported inflation pressures. Instead,
it will continue to maintain a relatively loose liquidity environment, though it may
place greater emphasis on guarding against the risk of idle funds.The 7-day reverse
repo rate is expected to remain stable, with the one-year and five-year LPRs
corresponding to their current levels.

We believe that the signaling effect of an interest rate cut is too strong; therefore,
policymakers may be more inclined to “adjust deposit rates but not loan rates.” The
optimal strategy — which is currently being implemented - is to allow overall deposit

rates to decline naturally as time deposits mature and are repriced, rather than
proactively lowering MLF or LPR loan rates. The benefits of this approach include:

First, as deposit costs gradually decline, banks’ net interest margin will be passively
restored, helping to prevent financial risks.

Second, since policy rates remain unchanged, this avoids sending a strong signal that
“the economy is struggling and the central bank is forced to ease aggressively.”

Third, lower deposit rates help redirect funds from banks toward consumption, equity
investments, and real-economy investments.

Conversely, a direct 10bps policy rate cut could be interpreted by the market as the
central bank launching a new round of monetary easing, which would amplify
fluctuations in exchange rates, capital flows, and asset prices through expectations
channels, thereby complicating macroeconomic policy management.

Apart from the aforementioned factors, simply lowering lending rates would have a
limited effect on stimulating domestic demand at the current stage; this is primarily
because the current demand shortfall stems mainly from a “balance sheet recession,”
rather than excessively high financing costs. Specifically, in the corporate sector, the
pressure on enterprises stems from a lack of orders (demand), not from a shortage
of “cheap money” (financing costs versus willingness to expand). The reason
enterprises are not expanding production or investing has nothing to do with whether
the loan interest rate is 5% or 4%; rather, it is the absence of downstream demand
- investing would lead to overcapacity and losses. No matter how low interest rates
are, enterprises will not make investments destined to lose money just to earn a
small interest margin. Cutting interest rates merely reduces the cost of investment;
it does not create expectations of investment returns. In the household sector, what
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families lack is confidence in employment and income, not access to financing. The
core reason households are not consuming or buying homes is a lack of income
expectations and confidence, coupled with anxiety over the risk of asset depreciation.
Against this backdrop, even if mortgage rates are lowered further, as long as there
is no expectation of rising home prices, the household sector as a whole lacks the
incentive to take on more debt to buy homes; and even if consumer loan rates are
lowered, households will not be willing to spend beyond their means by borrowing
against future income. Therefore, in this context, interest rate cuts may actually
increase the risk of capital idling and arbitrage - that is, low-cost funds will not flow

into real-economy investment and consumption but will instead flow into the bond
market and the interbank market, circulating within the financial system without
generating real economic activity.

In contrast, moderate inflation and an active stock market may be more effective in
stimulating domestic demand. The key lies in wealth mobility - the underlying logic
that truly drives the behavior of households and businesses. This can be explained
in two layers:

First, moderate inflation will directly alter the incentive to “hold cash”. In a
deflationary environment, cash is king, and saving money vyields passive returns; the
private sector tends to postpone consumption and investment. Conversely, in a mild
inflationary environment, holding cash implies continuous depreciation, so
households will tend to withdraw money from bank deposits for consumption or
investment; businesses will accelerate procurement and expand production capacity
to avoid cost increases caused by rising raw material prices. Therefore, inflation alters
the expected returns on holding money, thereby forcing capital to flow.

Second, the stock market's wealth effect is the most powerful catalyst for
consumption and investment (the essence of Mobility). Under the wealth effect, first,
rising stock prices lead to appreciation in households’ stock and fund assets, resulting
in a significant increase in assets valuation. Second, once households perceive
themselves as wealthier, their marginal propensity to consume rises, making them
more willing to spend and take on debt. Finally, as corporate equity valuations rise
and financing costs drop significantly — combined with a rebound in household

demand - companies become more willing to expand production, pursue mergers
and acquisitions, and invest.

More crucially, changes in mobility unlock the economic circulation. Bank deposits
represent static wealth; on paper, they involve no transactions or flow and do not
generate economic activity. In contrast, the stock market represents dynamic, fluid
wealth, with daily fluctuations and turnover, constant revaluation of asset values,
and shifting wealth distribution. This volatility directly stirs everyone’s expectations
and alters behavior.

Therefore, while interest rate cuts alter the cost of capital, the stock market and
inflation reshape the aggregate wealth and expectations (or anxieties) of the entire
population; in the current environment, the latter exerts a stronger and more potent
influence on behavior.

This also explains why policy is increasingly leaning toward a “stock market first”
approach. We believe that amid economic structural transformation and rebalancing,
macroeconomic policies are already adjusting along these lines, primarily manifested
in two ways: first, a shift away from an obsession with consecutive interest rate cuts
- as their direct effects are limited and they can damage bank balance sheets;
second, a focus on the capital markets to create a stable, upward trend, thereby
activating the wealth effect (and addressing fears of wealth being overtaken or
diluted);third, strengthening the coordination between monetary and fiscal policies
to complement fiscal stimulus, boost demand, gradually restore inflation, and
mobilize funds from deposits.

During the economic restructuring period, with the private sector lacking sufficient
endogenous momentum, fiscal policy played a relatively critical role in stimulating
domestic demand. However, as economic growth and expectations stabilized, the
pace of government debt expansion marginally slowed in the 2026 fiscal budget.After
fiscal policy took the lead in driving a strong start in 2M26, broad fiscal expenditure
(general public budget expenditure + government fund expenditure) fell by 2.5%
and 7.3% YoY in March and April, respectively, and economic growth slowed
accordingly. We expect existing fiscal policies to be optimized in the coming months,
with accelerated issuance of local government special bonds and special treasury
bonds. At the same time, we believe that, unlike in previous years, the rebound in
price levels this year is likely to drive tax revenue growth beyond the initial budget
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projections. Combined with increased profit remittances from state-owned
enterprises and the monetization of state-owned assets, the revenue side - though

still weighed down by lower-than-expected land sale revenues - will face far less

pressure than in previous years. General public budget revenue is expected to exceed
expectations, providing support for subsequent fiscal spending.
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Figure 34. General Budget Deficit and Broad Fiscal Deficit

Figure33. Direct Financing as the Main Contributor to New Social Finaning in

4M26
4M25
(RMB trn)
Total social financing 16.34
Private sector RMB loan 9.78
Household sector 0.52
Short-term lending (0.24)
Medium and long-term lending 0.76
Non-financial enterprises 9.27
Short-term lending 3.03
Medium and long-term lending 5.83
Bill discount lending 0.29
Corporate bond financing 0.76
Corporate non-standard financing 0.30
Entrusted loan 0.01
Trust loan 0.05
Bank acceptance financing 0.25
Equity financing 0.14
Government Bond 4.85
Others (ABS/foreign currency loan etc.) 0.52

Source: WIND, BOCI Securities
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Figure 35. New Government Bond Financing
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Figure 37. 2023-4M26 “Two Budgets” Fiscal Expenditure

Figure 36. “Two Budgets” Fiscal Expenditure Monthly YoY
YoY(%) YoY (%)
40 25
30 ’I 20 ~ A
a i 15 7N 7
20 s LA 10 LTSN . : N~
’ S y
10 3‘: 7 \, "’",,,,,\\\ N ,\-\ 5 A <¢’ v /\*s/\ S
f “ /“\ H ‘\ ‘I;* e O T J 5 1 \\ ¥ - \\ [’\ \‘ T T ’-x—- 1
0 T T T T T T VMH‘\—/W (5) N P = e + I. ‘-‘ ,.’
| (10) vt
(10)©cor\|\ooooovmoc>vmmmmvvmmco (15) \,,
vvvvvvvv S AN NN ANANAN \
§8282328:-88555883838323 (20 ‘
=== | ocal govt expenditure (general budget+govt fund) (25)
= - =National govt expenditure (general budget+govt fund) Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Central govt expenditure (general budget+govt fund) 2023 = - =2024 ===-2025 2026

Source: WIND, BOCI Securities

Source: WIND, BOCI Securities

2 June 2026

Mid-2026 Macro Strategy Update

31

THIS DOCUMENT MAY NOT BE DISTRIBUTED IN OR INTO THE PRC.



@ + 4B B BOCI

FPAREELERE

RAR A BT AR 09 BT A V539 A Z M AT IRE N BT IR R A9 IR A R EAT A AAIN S, Wb, oA Famaed L. LERK
K TR AL RIRE P BT AR 69 BARE BUR I B /R B 2R 08 45 09 R 3R

T AT A A WES: (V1L R F AR A IR A RIA 55374 A AIRE WP IR 69 ZAT A ATV 440 5 ;
B (i) — 12047 R YT Al 3 R IAT IR R AR A A Z M R A ARE NPT IFR G ZATAN HEAR . EAFAT, RiBKZ
N84T %84 %% k5 (The Financial Industry Regulatory Authority, & # FINRA) 5 2 69 547 R 69 AR T o

B3, ARETRGEATARLE ZFTHEAREIRZOSM A FPRABRIERARA S PLAERIERERDRLE AGFAE
BRI NG (ATHMAR FHREAFRER ) 245 KREH ZOETIRI XA 5. 54 R A9 B E T P 4% B 5 £ H 69 40N
Fodlid, 3R B ZTARAT LS00 N

PALE PR R AR E N, FIRAMARIER, A

() ABAARET RE T AR R AT 0 LT AIE R T 5 K AL &3 B 50 1%89 ¥ 44U

() Ry o RIR PTIR A 9 AT 2 AT ARYIE K AT 2 KI5 3;

() AT (AT b 405 B 4R D 69 A 3 3 AT T 2 6 AN AARAE AR 3T 36 69 AT A 89 8 A ST

(V) itk AAR, AHGH RIS BRI PR 9 RAT ARG AT R AR 6 3h;

V) AT ARA, KB SRR 6 AT AR R AT IR RIS AT S BT B A % St
V) B RRZAAN, AA R IR RATIR S TN & ST I 6 AR 3T 89 AT AR IAE AT AR -

AREFRARRYE CEREABRM R FSURERABIMAREMARLT AN FHNELAE, LR 2025 £ 12 A 17 B8 HALL
#Ho PHRERIZRARNCEEFEBIELARMRFLSURER WA, BEREFERITRDARAIRLTFAE (7 FELIT
£R ) AEARETRBLGHH,

4R E BRI U L

EN: RRFTAATME LT EIRE (BIERE) >10% R 2
BFAH: ARTAARRLE LT TRE (BFERE) £-10%E+10%Z [ 69 % Z
FdH ARFTAARBPELTEDRE (LIERE) <-10% KR EZ

W R ZALERETAAAGERLELET T AL
Pk Rt ZAALERRTAAAGERNS T HEE
BAF: BT kA AR T AR N RILERT T AR

2026 £6 A28 2026 4 % W R A 32
PEEE TV PSP ENCELEEE R LR VN E3EL0



KA AR Wy P 4R B FRE A A PR 3] (BOCI Securities Limited)(“ & 4R B IR 557)(— RAE H Bz MR s, 7
HFHRIERABMRFESBRERAKREHGAE) HHl. ARERBZARRERALEG T LT H. &7
BRF BB EHEP LE, B—RABZA, AL, AZTREFERARAIZILEA
NG Fe B N8 (RARA P HRBEFER) WFELF@RE, FAHTEMBORAERRERLA
AT AR, LA EIKRERHRS, RT3 35 AR I N BRI 8 R BT 15
T BT A (B4R F) HAEAR) HAT B RS Z RS AIRE PALA 5| A BT A AR
JRSARIRBABATH A T RBFEE G —ANARE AR EAPTH

FE LG R E R SR ARETRA TS S0 E AR FRE o ARG I 34 AF a7 S 3 RAEAT o5
AN EN, RFHEPABRELFRTREFEDMLLH TEMER. M. BRIALE & FF
ERGEMBRIBEBAZGHELT, EMEZFRE. M. BRIALCAFEERGNARIER
REARNS K B RSB WA AREGALTL M & FEFIZFIRH

RARAE BT IUAE & R E BT R H R BH B AR, MESRIARFAN TR, FHRIZHA FE
B SFSE I, O TAFBALA AT R XK R E G RE T F . RS T HT 80915 B TR
BB RMFG — S, LTRMRAE Y FETIEAR LG T AN FER2Y, BRBRT
) RRAEAT & F) BoREG Bl , L RF s DR Hi o 4R B IR R B AR BUEAT 3 5654 4R A4R & P T it
IR RE S TAEMBEERTH, LPLABRERDREE I AMKS ARERFELNAE P, EHBE
AT X S AT R A RAEATIE 3 Ak T B 69 3E K SR 48 B 09 30 MU B, 4 Bk
B a0k S AIBT, AL B AT S IR 6 W S RA AR

R AREFHEOEZ L. ELALTYRARRT VP RBAFIERT EG LR, RIEEESIANIL
TR, PREGEARLEANEF. HAAR B R SREZAA T IE KRS F I e80915
&o PREGIER T AZGREE. TRAMA TG AAHEEZERELRIE, LZFRFE. TR
AE T A BB T T AR B IR IE A LA RIS S BAE R a9 A B, ST AR T — 2 A E 9 A A0 4918
&, BTRERE AT A AR, BRIk kA AL AL L R R4 6 JrAEsh, 3T BAL A AR S RAIRSE
ZH BRI A m M A, PHABFEEDLE RIEAT o E(H R L XA R B T A269). B,
FARAE PR 0945 By T BAE RARR T IR G R M A28, TR & ELAML A
TR R T AR AEAT I 7 R 69 B BARIE. s, PAREFRER TR Y A H L s AL
PR ERTR— B IFE AR L LREILGIRE. HLAERR, RREFHAKGIEF R —E
RAFHREAFERG L. IAEAGERIRERYT R EZIRE G R RA R RBE. 50 F ik
B & o

T RN AN R R ARG T RRIE, B AR AR T A R A IAE B AT 7 R 749 7 9
BRIE. HEATIEARE G T AN ML A TR BN LR Tk, BTaLEIIP TR B
Ik, KAFA RIZF TG NALR AT E s 69 R e 69 7T 45 &AL 752 B A,

AIRE T A 3L € M sE a9 3bak AAR 4R 3E . *F T RIS T AL R3] A2 B F 4B R 5 H) W) 35 69 56 B 69 38
R, PRAGREARATEZFAR, BAAH LA ERIET T4, AL FHNE AR
# (836 PREREN S0 RA ) h B TRA LS, BPTEER LN 22T
T KM RAIRAE GALAT IR A7 919Z 5 W 36 B, 18 T R AR =) JE 3 2k W) 3k 69 1o

AFRAIM (G, G RER) LIRS LT A RERE R GRS, F kBT R
TR, A R LRI B . BT Rl il s R 2 LR, IR E TR AR
FFASNGIEA N A . BFTREFRT TN E Tl em T A (thdeth k) R FHE L RAILC
EEHRNE, LEEHRETRFEALT A, LZFEA RN LRI ALY A TH T RAFE.
R FEATAK AN, PHREFERG—ARSE AR THAL LT AMSE T A9 IE 4
M EGERT S, A EAT AR IR S TN IZ ZAT AR IEHE A 5, B B % ZAT AAD LA A R H 4
ML ARFCRITFEM ALY AFEEFARAFGCEAN, TREFEDG—ARZARA TRAER
B R Z AR ARE T A5 0942 B RBE L BRARE AT ORI ITH, R M A% 542 8
RE o EFHFAAFGEEAAN, FPREFEDG—ARSEAARR RIES KRS 2R (55
RARA DM R, FAHRAEMR") TR RIRE T AT I GAEAT RPTA A 8 (55 RARA" 5] % L 47
N, FGMA EFN B EITN) FAMSB AL ALELSXZ, REEEFERL LIS FH
RE B EHE,

AIREAEF B PREARIERARFRERIESALE;, ARG FLER (k) AR (BOC
International (Singapore) Pte Ltd., " 4R EIFR#7Andk") &i%; &% B BOC Intemational (USA) Inc. ("¢
SEMREE") K#; f&£3%E d Bank of China International (UK) Limited (" 4cEFRER") %Ki,

EER B0 LR LT FRGFERLT, o R8T RAREN I «2EBRE> (F 110 %) (Financial
Advisers Act (Cap 110) of Singapore) (i #% ‘FAA") X «4&&km 17 %4]>» (Financial Advisers Regulations) (ff #%
FAR")Z 48] 2 & LT 89 "SR FA R F R FA", PABRFH Ik (1)8 A FAR 244 34 &
B b FAA % 27 52 3 b AL R AR AL AT 465 AR A &S0k ah; (1 A FAR 2 5] 35 /3.3 4% FAA
36 F-2 B M T WE LA AIRE T RRAEATIER(EFPH B E)ZAHE, RAKRAARXBFEALZ
Pl H o AIRAE O Ao A ALAT 58 ] 38R 2 F 4R E PR 37 A0 3o

AR FRAE AT A K B 6 M Z LR W 2P REFRIERE K E S ZAMRE R, RIS T R4t
ARIE 1934 F CEREHAZHEY (£2453T7) (U S. Securities Exchange Act of 1934, as amended) ("4 % &
%&") M 15a-6 5 AL R 2 69 AT 060" £ B R AEMM BT KRS T RAEAITIEA T AKIFEE
BARIM. FERIEAZR ARBENMGEM. 5 IMAE, EHE TS REE ML RFRIR
0 A At MR PN ARIRE P BARATIE A B AT R LU R &k 1933 F GEFEY (Z4%
3T) (U.S. Securities Act of 1933, as amended). AFAT R4 E 5 ik R L 4b £ B AP LR A2 E M. FPABRE
B ARk AR 3 BACATIE 09458 . #E . AT LHATA K H 144A Foom M) S35 F 09 A 20k
BAT LA o AEATHCE) KR R F ARE P AT 0942 8, A BIFR5H W % b 48 1 4E A KAl
AT A ERAL (LEBRIEAZR <1986 4 £ B E AHLKE LY (U. S. Internal Revenue Code of 1986)
ZEL) REAEGPLEARERRE, ARSI SR TRREBLITREF LD FEA. LRAEETTH
AT, WERREAMREBATHALY RFEDT, P LBARERZ, PRARIES. F4HRE
FRIE A 3 F 45 B B & W) 942 AT F 2 8] RIE N 8 R £ R b B Bl A e X &R TR G,
FEFEE, kI <2000 44 g IR 455 W %> (Financial Services and Markets Act 2000) ("4 &R 45 7 3% i%")
% 2 &, RRETHARBELA B, LAKME. RREST @k IE <2000 F£ IR 55 W 9%
(4 &) 2005 435 4-» (Financial Services and Markets Act 2000 (Financial Promotions) Order 2005) = #L 5 &)
AT RERLANSGALTLE, BRRSEIHHFRELEP (SR FREFLEF) . ETHE
AT EERREGITATIFER LIRSS Tk R KA L AE N R R, ARE PR GET
¥E. kA ERRYAXDGIERY ARG FTEBIRSLE TR EGER T

20260 RaAFT A 4R E FRAE A A PR 8]« WP 4R E R AT PR 8] B LT &) A B B 2 3] o

&
e
:,5:
e

¥ 4% 5 FRIE A FRA F)
FEE—F
AR =
,3%:(852) 3988 6000
t5 £1:(852) 2147 9513

BLFB LR w5

E W@ 10 4 A P RRAT
10800 8521065

¥ EwAE 21 4 TR PR AT:
10800 1521065

B F P AT 800 852 3392

I 4R E R (3 E) A PR 8
2/F, 1 Lothbury

London EC2R 7DB

United Kingdom

¥,7%: (4420) 3651 8888

1% A1 (4420) 3651 8877

P 4R B e (7 o 30) A TR A 8)

£ M 4 5 1993030462
o T AT 5

¥ & 45 AT KB =+ 4£(049908)

¥, 7% (65) 6671 8686/(65) 6671 8687

I 4R E FRIEF A FRT )
P E L& H A

7 R AR P % 200 &

B4 KB 2308 =

R 25 200120

3% (8621) 6881 1163

£ 1 (8621) 6881 1295

PR A RN L FREL

P E 4T R
3 3k KA 110 5 8 &
¥ 25:100032

¥,351 (8610) 8326 2000
45 fi: (8610) 8326 2290




