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Agenda

» The outlook for the US and global economy (Neil Shearing).
* The outlook for China (Julian Evans-Pritchard).
» The outlook for SE Asia and Japan (Marcel Thieliant).

. Q&A



The Outlook for the US and other DMs

» Can the Al investment boom continue?
* Is the US on the brink of a major labour market downturn?
 Has inflation been vanquished?

* How will the Fed and other major central banks respond?



US Hi-tech Investment (% y/y)
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US Business Investment (% y/y)
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Imports of Al components (Nov. 2022 = 100)
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Capital Economics Al Economic Impact Index
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US & Other DM GDP (% q/q annualised)
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US Monthly Change in Payrolls (000s, quarterly average)
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US Unemployment Rate (%)
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US Core PCE Inflation (%)
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US Core Inflation (%)
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Advanced Economy Headline Inflation (%)
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Number of Rate Cuts/Hikes by Major Central Banks
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Policy Interest Rates (%)
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Conclusions

* Global growth will be a little slow and uneven, but no recessions.

» The US will continue to outperform other DMs — underpinned by a
continuation of the boom in Al investment.

» The US labour market is cooling but unemployment won't surge.

» Most central banks will loosen policy further but Trump won't get the major
cuts that he wants.
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Key Forecasts

Geography Indicator
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The Outlook for China

Julian Evans-Pritchard, Head of China Economics



Agenda

 China’'s Al catch-up and diffusion
* The consumption outlook
» Overcapacity & deflation

« China’s export resilience



China GDP Growth by Source of Demand (real, % y/y)
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CE China Activity Proxy (CAP) & Official GDP (real, % y/y)
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Performance of Top Large Language Models*
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ICT Contributions to Real GDP Growth (annualised % pt)

2.5 - . - 2.5
Includes both ——— China

50 - ICT serwces.& — US L 50
manufacturing

1.5 - - 1.5

1.0 - - 1.0

0.5 - 05

0.0 V 0.0

_0.5 || || || || || || || || || || _0.5

15 16 17 18 19 20 21 22 23 24 25

Sources: CEIC, BEA, Capital Economics

‘ CAPITAL ECONOMICS



Imports of Computing Equipment & Parts ($bn, seas. adj.)
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China Labour Market Indicator & Consumer Confidence
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China’s Five-Year Plan Proposals

Floated a goal of increasing the consumption share of GDP.

Pledged to allocate a higher share of fiscal spending to social welfare.

Proposed an expansion of free education, public healthcare, and a gradual
Increase in pensions and unemployment support.

But rebalancing away from investment to be gradual.

» Economic security agenda means government will continue to support high-
tech manufacturing.
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Global House Price Drawdowns (%, nominal)
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Cement Output vs Income Level
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Fixed Investment (3m % y/y, nominal)
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CE China Overcapacity Index (z-score, 12m ave.)
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The consequences of rebalancing

* The consumption share of GDP is set to rise, investment share to fall.
« Will this fix overcapacity and pull China out of deflation?
» Will this reduce external imbalances and rein in China’s trade surplus?

* In both cases the answer is yes over the long-run, but probably not in the
near-term.
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PPI - Consumer Durables (% y/y)
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China Manufacturing Sales & Fixed Assets (3m % y/y)
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China’s Effective Exchange Rate (2020 = 100)
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China’s Share of World GDP* (%)
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Conclusions

Al rollout and consumption recovery will support activity.

But will be offset by weaker investment spending.

Rebalancing should benefit China over the medium-term...

...but won't fix overcapacity and deflation in the near-term.

GDP growth to edge down in 2026, remain weak in nominal terms.

Domestic weakness will continue to fuel China’s trade surplus.
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The Outlook for the Rest of Asia

Marcel Thieliant, Head of Asia-Pacific



Agenda

* How are the Al investment boom and US tariffs affecting Asian economies?
* Is China’s export dominance harming the rest of the region?

« Is Japan facing a fiscal crisis?
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Exports from Asia Excluding China ($, % y/y)
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Exports from Asia (Jan. — Nov. 2025, $, % y/y)
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Real GDP (% y/y)
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Malaysia Data Centre Construction (% of Real GDP)
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Exports of Al Products
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Global Export Market Share (%-pt change since Dec. 2019)
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Asian Countries’ Reliance on Imports from China & Inflation
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10-year Government Bond Yields (%)
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BoJ Policy Rate (%)
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Japan General Government Budget Balance (% of GDP)

B Actual & CE Forecasts ™ IMF Forecast

N

Forecasts —»
_1 2 | | | | | | I. _1 2

1990 1995 2000 2005 2010 2015 2020 2025

Sources: Cabinet Office, LSEG, Capital Economics

‘ CAPITAL ECONOMICS



Japan General Government Gross & Net Debt (% of GDP)
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Conclusions

» Taiwan is benefitting from the Al investment boom; lower-income countries
are benefitting from US demand shifting away from China.

» China’s mounting export dominance isn't doing much harm elsewhere in the
region.

 Favourable debt dynamics make a fiscal crisis in Japan unlikely.
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GDP (% y/y)
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Headline CPI (% y/y)
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Policy Interest Rate (%)
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