Tech boom amid consumer gloom

* Thedivergence in China’'s economy became even more
pronounced over the past quarter as consumer demand
weakened further while export growth reached new
heights and tech keeps booming.

*  We expect this two-speed economy to continue for the rest
of 2026 and into 2027.

* China's housing crisis is a key factor behind the ongoing
consumer slump. We see signs of stabilization in home
sales and look for home prices to stabilize in 2027.

¢ We have lowered the GDP growth forecast for 2026 from
4.8% to 4.6% on the back of the disappointing consumer
data in recent months. We stick to our forecast of 4.7% for
2027.

¢ China’s tech boom pushes the economy into new frontiers.
The rising competitive pressure from China for European
companies is set to continue. EU and China are on collision
course in trade relations.

* We look for China to keep a ‘CNY appreciation policy’ over
the coming year.

* The US and China have agreed on ‘constructive strategic
stability’ but bumps in the road are ongoing and a long-term
rivalry is here to stay.

* The biggest geopolitical risk related to China is a flare-up
in tensions over Taiwan. 2028 elections on Taiwan will be a
key test.
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Important disclosures and certifications are contained
from page 3 of this report.

Forecast
2025 2026 2027
4.6% 4.7%
o)
GDP Growth 5.1% (4.8%) (4.7%)
. 0.8% 1.0%
o)
Inflation 0.0% (1.0%) (1.3%)
5.2% 5.2%
o)
Unemployment 5.1% (5.2%) (5.2%)
_ 1.20% 1.00%
* o)
Policy Rate 1.40% (1.00%) (0.80%)

Parentheses are the old projections (from June 2026)
*End of period [7-day reverse repo rate)
Source: Danske Bank, Macrobond

Consumer demand and housing still struggling

China's domestic economy remains stuck in a slump with a
negative feed-back loop of falling home prices, high savings,
weak employment and slow consumer spending. Until we see a
moderate recovery in the housing market, we expect household
confidence to remain low and private consumption growth weak.
We do see signs that home sales are stabilizing and property
prices decline at a slowing pace. Our baseline scenario is that
we will see a stabilization in home prices in 2027 followed by
moderate increases in 2028, which should drive a recovery in
confidence and consumer spending. It implies, though that the
consumer engine will be missing for some time still, in China's
painful transition towards an economy relying less on housing
and more on innovation, high-tech manufacturing and consumer
spending. We do expect some lift to growth in the second half of
the year from a moderate lift to economic stimulus.
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While the consumer and housing
economy is struggling, China’s tech
and exports are booming”

Allan von Mehren, Chief Analyst

Exports and tech boom

While the consumer and housing economy is struggling, China's
tech and exports are booming. Export growth was up around
25% y/y over the summer months driven by strong shipments
of EVs, EV batteries, solar panels and microchips, among other
things. China keeps climbing the tech ladder and has moved

to the frontier in many new areas, not least Al, robotics and
pharmaceuticals. China has developed a strong innovation
landscape over the past 20 years driven by strong manufacturing
supply chains, increasing talent base, high work effort and
government support.

The flip side, though, is intense work pressure and more young
people shying away from getting married and having children.
This has led to a sharp decline in the fertility rate over the past
decade to only 1 over the past decade. China thus faces key
demographic challenges over the coming decades with both a
big drop in the population as well as an ageing of the society. Al
and robotics are seen as part of the answer, but more support
for families having children is also implemented. It is doubtful
whether it will be enough to turn the low fertility rate, though.

EU-China relations under strain from Chinese competition

and rising trade imbalance

Trade tensions have been on the rise this year as EUs trade
deficit continues to rise while European companies are now in
direct competition with Chinese companies in more areas, not
least the auto sector. Chinese overcapacity and heavy use of
industrial policy has added to the tensions and EU is preparing
more protectionist measures of the European market. China

is pushing back, though, and we may very well see more
Chinese countermeasures to EU protectionist programs. One

of the flashpoints has been the Chinese renminbi, which looks
undervalued when measured against the trade imbalance. Over
the past year, China has started an appreciation policy of the
renminbi, and we expect this trend to continue over the next year.

US-China relations more stable but with bumps on the road

US President Donald Trump's visit to China in April led to an
agreement of “constructive strategic stability” and 2026 has
been characterized by more calm relative to the turbulent 2025.
While the two powers are on a more stable footing, we still see
tensions flare up occasionally and the long-term rivalry is set to
continue for the foreseeable future.

The greatest geopolitical risk related to China is the Taiwan

issue, which continues to linger in the background. A Taiwanese
election looming in 2028 will be key for the subsequent path on
the question. If KMT, which is more China friendly, wins, it could
calm down the issue. However, if the independence-seeking DPP
wins the Presidency for the third time in a row, it could cause new
tensions. We still see the bar being high for a Chinese invasion

in this decade, though, as such a military operation is extremely
difficult; a point we think is often overlooked by many observers.

The Chinese consumer recovery is still missing

% y/y %yly

40 - - 40
30 - - 30
20 - - 20
10 - N AMM

0- 806 |
-10 - \W --10
20 --20

I I I I I I I I I I
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

=China retail sales — Pre-pandemic average ('14-'19)

Source: Macrobond, NBS, Danske Bank

Signs of stabilization in home sales after sharp decline
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Chinese exports booming
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Disclosures

This research report has been prepared by Danske Bank A/S
(‘Danske Bank’). The author of this research report is Allan von
Mehren, Director.

Analyst certification

Each research analyst responsible for the content of this
research report certifies that the views expressed in the research
report accurately reflect the research analyst’s personal view
about the financial instruments and issuers covered by the
research report. Each responsible research analyst further
certifies that no part of the compensation of the research analyst
was, is or will be, directly or indirectly, related to the specific
recommendations expressed in the research report.

Regulation

Danske Bank is authorised and regulated by the Danish
Financial Services Authority (Finanstilsynet). Danske Bank is
authorised by the Prudential Regulation Authority in the UK.
Subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details
about the extent of our regulation by the Prudential Regulation
Authaority are available from us on request.

Danske Bank'’s research reports are prepared in accordance with
the recommendations of Capital Market Denmark.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts

of interest and to ensure the provision of high-quality research
based on research objectivity and independence. These
procedures are documented in Danske Bank's research palicies.
Employees within Danske Bank’s Research Departments have
been instructed that any request that might impair the objectivity
and independence of research shall be referred to Research
Management and the Compliance Department. Danske Bank’s
Research Departments are organised independently from, and do
not report to, other business areas within Danske Bank.

Where no other source is mentioned statistical sources are:
Danske Bank, Macrobond, EC, IMF and other national
statistical institutes as well as proprietary calculations.

Research analysts are remunerated in part based on the overall
profitability of Danske Bank, which includes investment banking
revenues, but do not receive bonuses or other remuneration

linked to specific corporate finance or debt capital transactions.

Financial models and/or methodology used in this research
report

Calculations and presentations in this research report are based
on standard econometric tools and methodology as well as
publicly available statistics for each individual security, issuer
and/or country. Documentation can be obtained from the authors
on request.

Risk warning

Major risks connected with recommendations or opinions in
this research report, including as sensitivity analysis of relevant
assumptions, are stated throughout the text.

Expected updates
Quarterly

Date of first publication

See the front page of this research report for the date of first
publication.
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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 Kingdom

In the United Kingdom, the Communication is for distribution
only to (l) 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 (lll) persons who are an elective
professional client or a per se professional client under Chapter
3 of th e FCA Conduct of Business Sourcebook (all such persons
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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.

Disclaimer related to distribution in the European Economic
Area

The Communication 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.

Disclaimer related to distribution in the United States

The Communication 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
communication 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 investment
recommendation in connection with distribution in the United
States solely to ‘U.S. institutional investors’ Any U.S. investor
recipient of the Communication 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.

The Communication is for the general information of our clients
and is a ‘solicitation’ only as that term is used within CFTC Rule
23.605 promulgated under the U.S. Commodity Exchange Act.
Unless otherwise expressly indicated, the Communication does
not take into account the investment objectives or financial
situation of any particular person.
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