INTERCHINA
INSIGHT

Leading Indicators &
Meaningful Targets:
What To Track In 2025

InterChina has derived and
quantified a set of leading
indicators that should be
tracked by international
businesses to determine if
China is likely to achieve its
economic goals.

Author
Charles Wang

Principal

April 2025

www.InterChinaConsulting.com
www.InterChinaPartners.com

Strategy | Corporate Finance

InterChina



http://www.interchinaconsulting.com/
http://www.interchinapartners.com/

InterChina
S]]
HEFLE

The recently concluded “Two
Sessions” provided an
encouraging policy framework,
but without specifying the
numbers needed to assess
their potential impact on
economic growth. Given how
relevant this is to building
business confidence, we have
derived and quantified a set of
leading indicators to track. If
met, then there is a better
chance China will achieve its
economic goals this year.

Structural Shifts

Even before the global trade
war erupted, China was
already searching for the right
set of drivers to support
economic growth. Indeed,
running through the various
policy announcements of
recent times are three very
clear structural shifts, all of

which have potentially
favourable outcomes for the
international business
community.

Firstly, there is the shift away
from investment driven growth
towards more private
consumption. Compared to
Western economies, the
contribution of domestic
consumption to GDP is low in
China, and in recent decades
China has instead relied
mainly on investment in
infrastructure and property,
leaving consumers somewhat
frugal in their spending and
oriented towards saving. The
challenge of a full structural
shift towards private
consumption should not be
underestimated, but any
moves in this direction are to
be welcomed.

Secondly, and closely linked to
the first shift, is the move
away from property driven
growth towards tech driven
growth. Until recently, around
a third of the economy was
tied directly or indirectly to the
real estate sector. But
following the correction of the
past few years, China is now
looking to balance out real
estate with technology as a
growth driver.

Thirdly is the shift to create a
more level playing field for
private enterprises. China
needs its private companies
and foreign investors to
believe in their potential in
China, and to allocate their
investment budgets
accordingly. The recent Beijing
Symposium provided a positive
signal in this regard.

Chart #1
China’s Annual Economic Targets & Fiscal Budgets
2025 Target 2024 Actual 2024 Target
« GDP growth rate 5% 5% 5%
« Surveyed urban unemployment rate 5.5% 5.1% 5.5%
Main » New urban jobs Over 12 million 12.56 million Over 12 million
Targets . ol increase 2% 0.2% 3%
« Grain output 700 million tons 705.6 million tons Over 650 million tons
« Energy per unit of GDP Reduce by 3% Reduced more than 3% Reduce by 2.5%
Major tasks/initiatives
@ Boost domestic consumption.
@ Support SMEs and private companies drive innovations.
© Stabilize foreign trade, encourage foreign investments.
« Others (incl. education, green development, etc.)
« Deficit-to-GDP ratio (government deficit) 4% (5.66 trillion RMB) 3% (4.06 trillion RMB) 3% (4.06 trillion RMB)
« General public expenditure in government budget 29.7 trillion RMB 28.46 billion RMB 28.5 billion RMB
Fiscal Special purpose bonds for local governments 4.4 trillion RMB 4 trillion RMB 3.9 trillion RMB
ElElEEEE « Ultra-long special treasury bonds 1.3 trillion RMB 1 trillion RMB 1 trillion RMB
« Special treasury bonds 500 billion RMB / No targets specified
» New government debt 11.86 trillion RMB 8.96 trillion RMB No targets specified
Source: GWP 20025, InterChina Analysis.
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The Two Sessions

This direction of travel was
evident at the recent *Two
Sessions’, which brought
together the National People’s
Congress, China’s top
legislature, and the Chinese
People’s Political Consultative
Conferences, China’s top
political advisory body, for
setting directives and policies
including economic targets,
social reforms and diplomatic
strategies.

The Two Sessions saw
high-level economic targets
and fiscal budgets approved
(see Chart #1), and further
amplified the policy framework
that was set in motion by the
Chinese government in July
2024 at the Third Plenum, and
prior to that via the Dual
Circulation Policy.

Thanks to these favourable
structural shifts, we remain
cautiously optimistic that
Beijing’s policy platform will
have a positive impact. The
trade war, which seems likely
to impact China’s GDP growth
this year, will only compel a

doubling down on these shifts.

Moreover, in this uncertain

Indicators To Watch

Based on the key actions
outlined in the Government
Work Report (GWR) 2025,
InterChina has derived and
quantified a set of leading
indicators to help international
businesses track whether
China is on course to achieve
its economic goals (see Chart

geopolitical climate, foreign #2).
investment will take on even
greater strategic importance
for the government. In
addition to bringing more
competition, technology and
employment, growing foreign
investment signals confidence
in the economy.

For each indicator, this
includes a calculation of what
we believe would make for a
meaningful target and the
subsequent economic impact.

If met, the strengthening of
consumer and investor

confidence would be tangible,
and thus we encourage
readers to track these

indicators as 2025 plays out.

Leading Indicators
(Inexhaustive)

Chart #2

Leading Indicators To Track

What Would Make For Meaningful Targets
(InterChina Perspective)

GDP Contribution
If Targets Met
(RMB Trillion, 2025)

* “AlI plus” initiative

* Restricted industries open to POEs

* Reduce down payment on home purchasing

* Issue consumption vouchers

* National VC guidance fund for tech startups

* Tax refund to POEs

* Increase minimum wage standard

* Raise base pension

* Reduce housing loan interest rate

* Allocate childcare subsidies

Source: InterChina Analysis.

* China’s intelligent computing power increases by 300 EFLOPS.

* 5 jtems/industries removed from negative access list.

» Down payment for first home reduce by 5%, second home reduce by 10%.

* 300 billion RMB of vouchers issues to boost consumption.

* Chinese government spend 10%b of the 1-trillion national guidance fund in 2025.

* Tax refund to private-owned enterprises further expand by 30%.

* Minimum wage increase by 200 RMB/month.

* 3% increase on the average monthly base pension for retirees.

* Home mortgage loan base rate reduce by 0.5%.

* Cash incentives of 5,000 RMB/year for new births allocated to parents.
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In this article we focus on the
first four leading indicators
which, we expect, will have
the greatest economic impact:
the government’s ‘Al-plus’
initiative, opening up restricted
industries to private
enterprises, reducing down
payments on home purchases,
and issuing consumption
vouchers.

Leading indicator: ‘Al Plus’

Target: Increase China’s
intelligent computing power by
300 EFLOPS

GDP impact: RMB 3 trillion

The potential impact of Al is
particularly profound in China.
Of all the possible applications,
it is manufacturing that is
worth highlighting, given that
China accounted for ~30% of
global manufacturing
value-added in 2024. Al
diffusion across the
manufacturing economy is
happening rapidly with many
examples:
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In product design AI can
be used for generative
design and mass
customization.

The integration of Al can
also analyse real-time
production data, optimize
workflows and reduce
downtime, while Al also
has a role to play in energy
efficiency as AI models can
monitor energy
consumption patterns and
recommend adjustments to
minimize waste.

In the area of quality
control Al powered
cameras and sensors can
detect with high accuracy
microscopic defects in
products.

Al has an important
‘predictive’” maintenance
function too, analysing
sensor data from
machinery to predict
failures and schedule
proactive maintenance.

Chart #3

China Intelligent Computing Power
(Unit: EFLOPS = Exa Floating-Point Operations Per Second, FP16) @

G423

1,460

Predictive models can also
forecast demand for
replacement components,
reducing inventory costs.

® And in supply chain
logistics and management,
AI can assist with demand
forecasting and
autonomous logistics (e.g.
self-driving vehicles and
Al-guided warehouse
robots improve inventory
management and delivery
efficiency).

We have used intelligent
computing power to assess
the impact of Al on GDP. The
relevant unit is EFLOPS (Exa
floating point operations per
second), a measure of the
speed of computing power
and linked to the number of
data centres and data stacks
across the country.

We believe China’s intelligent
computing power can increase
by 300 EFLOPS over the
coming year (see Chart #3).
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Given that every EFLOP
requires at least RMB 2 billion
of investment (including
hardware, data centre facilities,
operational costs) that makes

a total investment of RMB 600
billion.

Assuming a multiplier effect of
five for every one RMB
invested in Al infrastructure,
this takes the economic impact
to RMB 3 trillion. According to
the McKinsey Global Institute,
the multiplier is around five to
seven depending on adoption
speed.

Leading Indicator: Open
restricted industries to
privately-owned
enterprises

Target: Five industries
removed from negative access
list

GDP Impact: RMB 1.5 trillion

The Chinese government is
opening up more industries to
private companies and we
expect this trend to continue,
enabling the private sector -
both Chinese players and
multinationals - to drive more
value creation.

In 2022 the government
reduced the negative access
list from 123 industries to 117
(see Chart #4). This year, the
government could further cut
the list to around 100 to 110
industries.

Basing our meaningful target
on a reduction of five
industries, cutting each
industry from the negative
access list will attract RMB 200
billion of investment per
industry from the private
sector. Then, assuming an
average investment multiplier
for privately owned enterprises

Chart #4
Changes In 2022 Market Access Negative List

Items

of 1.5x, we reach a total
economic impact of RMB 1.5
trillion.

Research by the People’s Bank
of China and academic
institutions indicates that
private sector investment
tends to have a higher
multiplier effect than state-led
investment, often ranging
between 1.5x to 3x per RMB
invested, depending on the
industry. Tech and services
yield higher multipliers than
heavy industry.

The government will continue
promoting private sector
involvement in major energy
projects this year, including
nuclear power, energy storage
and smart grids. Scientific
research and healthcare are
also expected to be among
those industries which become
more open.

Government Body
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Source: InterChina Analysis.
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Health and social

Without obtaining approval, it is prohibited to lease
foreign satellite resources or establish international

communication gateways.

Without obtaining approval, it is prohibited to issue

shares or engage in mergers, acquisitions, and
restructurings involving specific listed companies.

Leasing & business Without obtaining approval, it is prohibited to
engage in foreign-related statistical survey activities.

Without obtaining approval or qualification

certification, it is prohibited to conduct construction
of lightning protection devices in restricted fields or

engage in lightning protection device testing work.

Without obtaining approval, it is prohibited to
conduct security training services.

Without obtaining approval or qualification

certification, it is prohibited to engage in operations

related to medical radioactive products.

Without obtaining approval, it is prohibited to
engage in Internet financial information services.

(Expanded from previous version) It is prohibited to

engage in unauthorized news media-related
operations.

« Ministry of Industry and Information

« China Securities Regulatory Commission

« National Bureau of Statistics

« China Meteorological Administration

« Ministry of Public Security

« National Health Commission

« China Banking and Insurance Regulatory

« National Press & Publication Administration
« National Radio & Television Administration
« Cyberspace Administration

Commission
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Leading indicator: Reduce
down payment on home
purchasing

GDP Impact: RMB 1.2 trillion

Target: First home by 5% and
second homes by 10%

A string of leading indicators
are related to boosting
consumer spending, including
lower interest rates for
housing loans, raising the base
pension, childcare subsidies
and increasing the minimum
wage standard.

The most significant in terms
of GDP impact, according to
our analysis, is loosening
down payment requirements
for home buyers. The down
payment for a first home in
China is typically 20-35%, and
then 40-70% for second
homes. In 2025 the
downpayment for first homes
is expected to drop to 15-30%
(a 5% reduction), while for
second homes it is expected to
drop to 30-50% (a 10-20%
reduction).

Assuming the average
property price for a new home

is RMB 2 million and there are
10 million first home
purchases in 2025, this
equates to a cash release of
RMB 1 trillion for first time
buyers. Using the same
calculation for second homes,
assuming the average price is
RMB 3 million and there are 5
million purchases in 2025, this
equates to a cash release of
RMB 1.5 trillion.

The total cash release is
therefore RMB 2.5 trillion. We
then assume that for first
home owners some 70% of
total cash released will go into
consumption (RMB 700
million), while for second
home owners 30% will be
released (RMB 450 million).

Leading indicator:
Consumption vouchers

Target: Issue RMB 300 billion
of vouchers to boost
consumption

GDP Impact: RMB 1 trillion

In 2024 the Chinese
government issued a special
bond of RMB 150 billion to
local governments to boost

consumption, which eventually
leveraged 3x to 4x of real
consumption.

According to the GWP in 2025,
the Chinese government is
expected to further prioritize
consumption stimulus by
issuing a much bigger bond
(i.e. RMB 300 billion) driving
an additional RMB 1 trillion in
consumption (based on the
same multiplier effect).

Doubling Down

At this point, the extent to
which the trade war will
damage China’s economy is
difficult to judge.

Should Beijing’s economic
growth target of around 5%
remain in place for 2025, then
to compensate for the trade
war, it will likely need to
accelerate the reforms and
strengthen its stimulus
package.

We may even see the
government turn to deeper,
more powerful reforms that till
now have been off the table
(see Chart #5).

Source: InterChina Analysis.

And Trade Tensions

Chart #5
China GDP Forecast Model
(RMB Trillion)
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Powerful Reforms
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Wang.Qiao@InterChinaConsulting.com

Charles Wang is a Principal with InterChina Consulting based in Shanghai. His
experience expands multiple sectors including industrial equipment (production
machinery, automation, components), semiconductors (equipment, power
electronics) and automotives (commercial vehicles, NEV, new mobility).

InterChina Profile

InterChina is a leading strategy, operations and corporate finance boutique specialised in China. Our
multinational and Chinese clients choose to work with us because we provide real understanding,
deliver practical results, and know how to get things done. We are a partner led firm and distinguish
ourselves by the deep level of commitment our partners have in client engagements.

Please contact us to discuss your needs and how we could provide support:
" Opportunity & Growth.
" Strategic Revaluation.
"  Next-Level Localization.
" Local Partnerships.

®  China For Global.
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