Domestic economy struggles while

exports power ahead

* China's economy grew stronger-than-expected in the first
half of 2025 at 5.3% but has lost momentum again going
into the summer.

* Private consumption and housing has disappointed lately
while the export engine has continued to run strongly.

¢ A weak labour market and falling house prices are major
obstacles to get a lift in household spending. We look
for a step-up in stimulus measures but expect it to be
inadequate to drive a sustained recovery in household
spending. China is in a long-term transition of the
economy that will take many years.

* We have revised our GDP forecast for 2025 up from 4.7%
to 4.9% due to the stronger numbers for the first half of

the year. In 2026 we keep the forecast unchanged at 4.8%.

e Chinais all-in on tech and increasingly leads in emerging
technologies alongside improving the manufacturing

muscle further through automation and fast diffusion of Al.

¢ US-China tensions have eased but the long term rivalry
remains. Tensions with EU have been on the rise this
summer and the relationship is set to be strained over the
coming years.

* The question of reunification with Taiwan continues to
linger but we see limited risk of military conflict during
Trump’s Presidency.

3 September 2025
Important disclosures and certifications are contained
from page 3 of this report.

Forecast
2024 2025 2026
4.9% 4.8%
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Parentheses are the old projections (From June 2025)
*End of period (7-day reverse repo rate)
Source: Danske Bank, Macrobond Financial

Economy slowed down into the summer (again)
As has been the case the past three years since China came
out of the pandemic, China's economy started the year on a
strong footing only to see growth momentum weaken into
the spring and summer months. Growth in the first half of the
year was a surprisingly strong at 5.3% on average with both
exports and consumption improving and housing showing signs
of stabilization. However, over the past 2-3 months both the
housing market and retail sales lost momentum again. Going
into the year China’s policy makers put boosting consumption
growth as priority number one and stabilization of the housing
market has been a goal since the autumn last year. Hence while
expressing confidence, policy makers in Beijing are likely to be
concerned over the latest development. At the Politburo meeting
in July, China’s leaders stated that “macro policies must continue
to exert strength and increase support when appropriate” and that
“It is necessary to implement more proactive fiscal policies and
moderately accommodative monetary paolicies in greater detail to
fully unleash policy effects.”
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China is in a long-term painful
transition from old growth

engines such as construction and
infrastructure to new engines coming
from tech investments, high-tech
exports and private consumption.

Allan von Mehren, Chief Analyst

At the root of current headwinds to consumption is the
continued decline in house prices and until China brings out

a bigger bazooka to stabilize housing, consumers are likely to
keep savings higher than usual. Policymakers have taken a
range of structural measures over the summer to bring down
the savings rate and add income to Chinese households. First,
China launched a new program providing subsidies to families
with young children. Second, the government will waive tuition
fees for children in the final year of preschool. Third, a program
was launched giving vouchers for elderly care for people above
60 with disabilities and fourth, the government will subsidize
consumer loans and small-business loans. While these are
steps in the right direction to widen social security and lower
the structurally high savings rate, it is unlikely to provide any big
short-term boost. We expect to see more initiatives soon, like
widening the trade-in subsidy scheme for consumer goods to
include more goods and some services as well. Stronger steps to
buy up empty housing is also likely to be on the agenda.

Exports have been the main pillar of strength. China’s strong
position in EVs and solar and in many emerging technologies
support exports. A 20% decline in the real effective exchange
rate over the past 3-4 years due to China’'s producer price
deflation has also strengthened the competitiveness of Chinese
companies, although also hurt their profitability.

Looking into the last quarter and 2026 we expect more of the
same, with a robust export engine and ebbs and flows in the
domestic demand driven by the waves in stimulus. China is in
a long-term painful transition from old growth engines such as

construction and infrastructure to new engines coming from tech

investments, high-tech exports and private consumption. While
the first two of these engines are gaining strength, it will likely

take a long time to get more growth from the consumer engine as

the housing woes hold it back.

Easing US-China tensions but long-term rivalry to stay

The US-China trade war has been on stand-by for a while now as
the trade truce made in May was extended by 90 days in August.
We estimate the current average tariff on China to be just above
40%, not far from our baseline scenario for where tariffs will
eventually end (40%). Tensions between the two countries have
eased over the summer and there are signs that we could be at
the end of the tech war as we have witnessed the first easing

of tech sanctions on China since the tech war started in 2018.
While tensions have calmed down, there is still no doubt the two
countries will remain in a long term rivalry.

EU-China tensions back to the surface
A moderate softening in the EU-China relationship in the

beginning of the year did not last long and going into the summer

we have instead seen tensions rise again over China’s rising

Chinese home sales turning lower again lately
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Labour market is very weak
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Consumers keep holding back
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trade surplus as well as its’ still close relationship with Russia.
With Chinese companies continuing to get more competitive,
China doubling down on industrial policy and not changing its’
relationship with Russia, the EU-China tensions are likely to
continue in the years to come.
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General disclaimer

This research has been prepared by Danske Bank A/S. It is
provided for informational purposes only and should not be
considered investment, legal or tax advice. It does not constitute
or form part of, and shall under no circumstances be considered
as, an offer to sell or a solicitation of an offer to purchase or sell
any relevant financial instruments (i.e. financial instruments
mentioned herein or other financial instruments of any issuer
mentioned herein and/or options, warrants, rights or other
interests with respect to any such financial instruments)
(‘Relevant Financial Instruments’).

This research report has been prepared independently and
solely on the basis of publicly available information that Danske
Bank A/S considers to be reliable but Danske Bank A/S has not
independently verified the contents hereof. While reasonable
care has been taken to ensure that its contents are not untrue
or misleading, no representation or warranty, express or implied,
is made as to, and no reliance should be placed on, the fairness,
accuracy, completeness or reasonableness of the information,
opinions and projections contained in this research

report and Danske Bank A/S, its affiliates and subsidiaries
accept no liability whatsoever for any direct or consequential
loss, including without limitation any loss of profits, arising from
reliance on this research report.

The opinions expressed herein are the opinions of the research
analysts and reflect their opinion as of the date hereof. These
opinions are subject to change and Danske Bank A/S does not
undertake to notify any recipient of this research report of any
such change nor of any other changes related to the information
provided in this research report.

This research report is not intended for, and may not be
redistributed to, retail customers in the United Kingdom (see
separate disclaimer below) and retail customers in the European
Economic Area as defined by Directive 2014/65/EU.

This research report is protected by copyright and is intended
solely for the designated addressee. It may not be reproduced or
distributed, in whole or in part, by any recipient for any purpose
without Danske Bank A/S’s prior written consent.

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is
distributed in the United States by Danske Markets Inc., a U.S.
registered broker-dealer and subsidiary of Danske Bank A/S,
pursuant to SEC Rule 15a-6 and related interpretations issued
by the U.S. Securities and Exchange Commission. The research
report is intended for distribution in the United States solely to
‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this research report in
connection with distribution in the United States solely to ‘U.S.
institutional investors.

Danske Bank A/S is not subject to U.S. rules with regard to

the preparation of research reports and the independence of
research analysts. In addition, the research analysts of Danske
Bank A/S who have prepared this research report are not
registered or qualified as research analysts with the New York
Stock Exchange or Financial Industry Regulatory Authority but
satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to
purchase or sell any Relevant Financial Instrument may do so
only by contacting Danske Markets Inc. directly and should be
aware that investing in non-U.S. financial instruments may entail
certain risks. Financial instruments of non-U.S. issuers may not
be registered with the U.S. Securities and Exchange Commission
and may not be subject to the reporting and auditing standards
of the U.S. Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (I)
persons who have professional experience in matters relating to
investments falling within article 19(5) of the Financial Services
and Markets Act 2000 (Financial Promotion) Order 2005 (the
‘Order’); (1) high net worth entities falling within article 49(2)(a) to
(d) of the Order; or (I1l) persons who are an elective professional
client or a per se professional client under Chapter 3 of the FCA
Conduct of Business Sourcebook (all such persons together
being referred to as ‘Relevant Persons’). In the United Kingdom,
this document is directed only at Relevant Persons, and other
persons should not act or rely on this document or any of its
contents.
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Disclaimer related to distribution in the European
Economic Area

This document is being distributed to and is directed only at
persons in member states of the European Economic Area

(‘EEA’) who are ‘Qualified Investors’ within the meaning of Article
2(e) of the Prospectus Regulation (Regulation (EU) 2017/1129)
(‘Qualified Investors’). Any person in the EEA who receives this
document will be deemed to have represented and agreed that

it is a Qualified Investor. Any such recipient will also be deemed
to have represented and agreed that it has not received this
document on behalf of persons in the EEA other than Qualified
Investors or persons in the UK and member states (where
equivalent legislation exists) for whom the investor has authority
to make decisions on a wholly discretionary basis. Danske

Bank A/S will rely on the truth and accuracy of the foregoing
representations and agreements. Any person in the EEA who is
not a Qualified Investor should not act or rely on this document or
any of its contents.
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