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Can China stay on target? 

China delivered another year of 5% GDP growth, shrugging off Trump’s “liberation 
day” shock and generating a record-high trade surplus. The PBOC now appears 
more comfortable allowing a currency appreciation, despite the risks of embedding 
deflation. Policy easing reduces the risk that growth slows materially in 2026.

Key Takeaways 

• In 2025, for the second year in a row, net trade was 

the main driver of growth, helping to offset a weaker 

contribution to GDP from investment. 

• While firms cut prices to support exports – and a 

potentially deeply negative investment deflator 

supported real GDP – household spending on services 

was the unsung hero.  

• Household balance sheets continue to be hit by a 

wealth effect from falling property prices, which 

accelerated in December, while declining property 

income is also a drag. Larger transfers from the 

government have provided a small offset, but wages 

and salary growth and ample savings largely explain 

spending in the face of adversity. 

• The record $1.2 trillion trade surplus has made the 

People’s Bank of China (PBOC) more comfortable 

about a stronger currency. But, as well as questions 

about the rest of the world’s tolerance for China to 

further expand its share of global trade, there are risks 

that this embeds deflation, particularly while excess 

capacity remains.  

• Reinforcing expectations of currency appreciation 

should at least encourage foreign investors to 

reconsider their China exposure, even if the 

authorities’ preference for a “slow bull market” in 

equities may also temper enthusiasm.   

 

 

Still an export powerhouse 

China posted 5% real GDP growth for 2025, matching the 

growth rate of 2024 and hitting the mid-point of the 

government’s “around 5%” target.  

Q4 growth was in line with consensus at 4.5% year on year, 

while sequential growth rose to an above-consensus 1.2% 

quarter on quarter, suggesting activity gained momentum 

through the second half of the year.  

Despite higher tariffs and the uncertainty generated by the 

shock of “liberation day”, the composition of Chinese growth 

has increasingly been skewed toward trade.  

The share of GDP growth accounted for by net trade rose 

to almost 33% (+2.4ppts), while the contribution from capital 

formation slumped to only 15% (-10ppts). We have to go 

back more than 25 years to see growth being skewed in this 

way over a two-year period (see Figure 1). 

Figure 1: 2025 and 2024 were both reliant on exports 

 

Source: Aberdeen, Haver, January 2026 
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A softer contribution from capital formation within GDP 

growth is unsurprising given the ongoing contraction of fixed 

asset investment (FAI).  

Indeed, while the two measures aim to capture somewhat 

different concepts of investment and the latter is not 

inflation-adjusted, the gap between FAI’s 3.8% contraction 

and the 0.8 percentage points that capital formation 

contributed to 2025’s 5% growth is remarkable. 

The GDP deflator can help square the circle. While annual 

CPI inflation has been close to zero for the past three years, 

whole-economy price pressures have averaged -0.7% (see 

Figure 2). A sharply negative investment deflator that 

supports real GDP growth is part of the answer, although 

questions about the plausible magnitude of the (implied) fall 

in the investment deflator are hard to shake.      

Figure 2: The GDP deflator has extended its record-

breaking run in negative territory 

 

Source: Aberdeen, Haver, January 2026 

At face value, the higher share of growth accounted for by 

consumption (+7.5ppts, 52%) contrasts with the weakness 

in retail sales, which eased to just 0.9% year on year in 

December. Base effects are exaggerating this weakness 

compared to the annual rate, but this data puzzle is more 

easily explained by the strength of the services output index 

(5.5%), which implies consumers have pivoted consumption 

away from goods.  

A greater willingness to spend may seem somewhat at odds 

with continued falls in house prices – whose decline 

accelerated at the end of 2025 – and the still gloomy labour 

market for services indicated by the PMIs, but the NBS’ 

consumer confidence index has been inching higher for 

more than a year now, even though it remains at a low level.  

Disposable income growth also continues to outpace 

nominal GDP growth, helped by larger government 

transfers and despite the sharp moderation in property 

income (see Figure 3). Stronger stock markets may also be 

playing a role in boosting spirits, even if household exposure 

to equities is low. 

Figure 3: Money from the government and robust wage 

growth has offset the hit from property 

 

Source: Aberdeen, Haver, January 2026 

The PBOC is getting comfy 

Last week the People’s Bank of China (PBOC) announced 

a raft of measures to support its lending programs, signalled 

that cuts to its main policy rates could be on the way and 

opened the door for further FX appreciation. 

The one-year relending and pledged supplementary lending 

(PSL) rates have been cut by 25bps, while relending quotas 

are to be expanded by RMB 2.1 trillion. The downpayment 

ratio for commercial property will also be reduced by 20ppts 

to 30%. 

Just as importantly, at the press conference officials noted 

that there was room to cut the reserve requirement ratio 

(RRR), which would inject liquidity into the banking system, 

while constraints on cutting the main policy rates emanating 

from banks’ net interest margins (NIMs) and FX had 

dissipated.  

A large stock of maturing time deposits will be rolling onto a 

lower rate this year, reducing the cost to banks. While the 

record $1.2 trillion trade surplus and evidence of increased 

invoicing in RMB (rather than USD) have seemingly given 

the PBOC more confidence that corporates can cope with 

more “flexibility” in the exchange rate.  

All of this should help support future credit growth and 

financial conditions (see Figure 4).  
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Figure 4: Financial conditions remain accommodative 

but were less so in H2 2025 

 

Source: Aberdeen, Bloomberg, Haver, January 2026 

Condoning a stronger currency won’t help the weak 

inflationary backdrop, but it could boost foreign investor 

enthusiasm for Chinese assets.  

It remains to be seen whether continued falls in house prices 

and time deposits rolling onto lower rates will encourage 

households to reallocate towards the stock market. Moves 

to raise margin requirements from 80% to 100% are 

however designed to take a bit of heat out of equities, with 

the authorities remaining wary of fast price moves that risk 

a speculative fervour.    

 
 

Authors 

Robert Gilhooly & Michael Langham 

 
 
 
 
 
 
 
 
 
 

  



 

 

 

  
Important Information  

For professional and Institutional Investors only – not to be further circulated. In Switzerland for qualified investors 
only.  

Risk warning 
The value of investments, and the income from them, can go down as well as up and an investor may get back less 
than the amount invested. Past performance is not a guide to future results. 

Copyright in this content from the Global Macro Research team belongs to the Aberdeen Group and our licensors. You may 

quote this content (excluding any Third Party Data) provided you acknowledge Aberdeen Investments as the source. 

Any data contained herein which is attributed to a third party ("Third Party Data") is the property of (a) third party supplier(s) 

(the “Owner”) and is licensed for use by Aberdeen*. Third Party Data may not be copied or distributed. Third Party Data is 

provided “as is” and is not warranted to be accurate, complete or timely. To the extent permitted by applicable law, none of 

the Owner, Aberdeen* or any other third party (including any third party involved in providing and/or compiling Third Party 

Data) shall have any liability for Third Party Data or for any use made of Third Party Data. Neither the Owner nor any other 

third party sponsors, endorses or promotes the fund or product to which Third Party Data relates.  

*Aberdeen means the relevant member of the Aberdeen Group, being Aberdeen Group plc together with its subsidiaries, 

subsidiary undertakings and associated companies (whether direct or indirect) from time to time.  

The information contained herein is intended to be of general interest only and does not constitute legal or tax advice. 

Aberdeen does not warrant the accuracy, adequacy or completeness of the information and materials contained in this 

document and expressly disclaims liability for errors or omissions in such information and materials. Aberdeen reserves the 

right to make changes and corrections to its opinions expressed in this document at any time, without notice. 

Some of the information in this document may contain projections or other forward-looking statements regarding future 

events or future financial performance of countries, markets or companies. These statements are only predictions and actual 

events or results may differ materially. The reader must make his/her own assessment of the relevance, accuracy and 

adequacy of the information contained in this document, and make such independent investigations as he/she may consider 

necessary or appropriate for the purpose of such assessment. 

Any opinion or estimate contained in this document is made on a general basis and is not to be relied on by the reader as 

advice. Neither Aberdeen nor any of its agents have given any consideration to nor have they made any investigation of the 

investment objectives, financial situation or particular need of the reader, any specific person or group of persons. 

Accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or 

indirectly as a result of the reader, any person or group of persons acting on any information, opinion or estimate contained in 

this document. 



 

 

 

 

This communication constitutes marketing, and is available in the following countries/regions and issued by the 

respective Aberdeen Group members detailed below. The Aberdeen Group comprises Aberdeen Group plc and 

its subsidiaries: (entities as at 22 September 2025)  

United Kingdom (UK)  

abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. 

Authorised and regulated in the UK by the Financial Conduct Authority.  

Europe1, Middle East and Africa  

 
1In EU/EEA for Professional Investors, in Switzerland for Qualified Investors - not authorised for distribution to retail 

investors in these regions  

Belgium, Cyprus, Denmark, Finland, France, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, 

Portugal, Spain, and Sweden: Produced by abrdn Investment Management Limited which is registered in Scotland 

(SC123321) at 1 George Street, Edinburgh EH2 2LL and authorised and regulated by the Financial Conduct Authority in 

the UK. Unless otherwise indicated, this content refers only to the market views, analysis and investment capabilities of 

the foregoing entity as at the date of publication. Issued by abrdn Investments Ireland Limited. Registered in Republic of 

Ireland (Company No.621721) at 2-4 Merrion Row, Dublin D02 WP23. Regulated by the Central Bank of Ireland. Austria, 

Germany: abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 

2LL. Authorised and regulated by the Financial Conduct Authority in the UK. Switzerland: abrdn Investments Switzerland 

AG. Registered in Switzerland (CHE-114.943.983) at Schweizergasse 14, 8001 Zürich. Abu Dhabi Global Market 

(“ADGM”): abrdn Investments Middle East Limited, Cloud Suite 403, 11th floor, Al Sarab Tower, Abu Dhabi Global Market 

Square, Al Maryah Island, P.O. Box 5327224, Abu Dhabi, United Arab Emirates. Regulated by the ADGM Financial 

Services Regulatory Authority. For Professional Clients and Market Counterparties only. South Africa: abrdn Investments 

Limited (“abrdnIL”). Registered in Scotland (SC108419) at 1 George Street, Edinburgh EH2 2LL. abrdnIL is not a 

registered Financial Service Provider and is exempt from the Financial Advisory And Intermediary Services Act, 2002. 

abrdnIL operates in South Africa under an exemption granted by the Financial Sector Conduct Authority (FSCA FAIS 

Notice 3 of 2022) and can render financial services to the classes of clients specified therein. Aberdeen Investments 

Global is a business name of the foregoing entities. 

Asia-Pacific  

Australia and New Zealand: abrdn Oceania Pty Ltd (ABN 35 666 571 268) is a Corporate Authorised Representative 

(CAR No. 001304153) of AFSL Holders MSC Advisory Pty Ltd, ACN 607 459 441, AFSL No. 480649 and Melbourne 

Securities Corporation Limited, ACN 160 326 545, AFSL No. 428289. In New Zealand, this material is provided for 

information purposes only. It is intended only for wholesale investors as defined in the Financial Markets Conduct Act 

(New Zealand). Hong Kong: abrdn Hong Kong Limited. This material has not been reviewed by the Securities and 

Futures Commission. Japan: abrdn Japan Limited Financial Instruments Firm: Kanto Local Finance Bureau (Kinsho) 

No.320 Membership: Japan Investment Advisers Association, The Investment Trusts Association, Type II Financial 

Instruments Firms Association. Malaysia: abrdn Malaysia Sdn Bhd, Company Number: 200501013266 (690313 -D). This 

material has not been reviewed by the Securities Commission of Malaysia. Thailand: Aberdeen Asset Management 

(Thailand) Limited. Singapore: abrdn Asia Limited, Registration Number 199105448E. Aberdeen Investments Global is a 

business name of the foregoing entities. 

 

Copyright © Aberdeen Group plc 2026. All rights reserved. 

 

AA-170226-204386-67 


