A two-speed economy

The latest data in China has changed little to the overall
picture of a two-speed economy with domestic demand
looking weak while exports and tech continue to power
ahead.

Growth is set to be close to the government’s 5% target
again this year but finishes the year on a weak note. We
look for new stimulus to lift growth in the first half of 2026
and that the target will again be set around 5%.

We stick to our growth forecast of 4.9% in 2025 followed
by 4.8% in 2026. In 2027 we project 4.7% growth.

More important will be the composition of growth

and we expect to see more of the same with domestic
demand still not strong enough to match supply keeping
overcapacity and deflationary pressures as lingering
problems.

In the new Five-Year Plan, China doubles down on tech
and puts more weight on boosting consumer demand. It
will require new and more forceful measures to stabilize
housing, though, which may take some time still.

US-China tensions have eased again but we expect a
continued bumpy road ahead. Tensions with EU have
intensified this year and we see little respite in 2026.

The question of reunification with Taiwan still lingers but
we see limited risk of military conflict during Trump’s
Presidency.
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Important disclosures and certifications are contained
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Forecast
2024 2025 2026 2027
4.9% 4.8%
0 0
GDP Growth 5.0% (4.9%) (4.8%) 4.7%
. 0.0% 0.7%
0, o)
Inflation 0.2% (0.3%) (1.0%) 1.0%
5.2% 5.2%
0, o)
Unemployment 5.1% (5.1%) (5.1%) 5.2%
) 1.20% 1.00%
* o) o)
Policy Rate 1.50% (1.20%) (1.00%) 0.80%

Parentheses are the old projections [From September 2025])
*End of period [7-day reverse repo rate)
Source: Danske Bank, Macrobond

A known pattern

Chinese growth this year has followed a similar pattern to the
previous years: coming out of the gates pretty strong only to
slow down towards the finish. After strong growth in the first half,
growth has thus slowed again in the second half, with especially
consumer spending and investments looking weak. Exports

has remained robust with real growth around 10% and tech
companies have had a strong recovery in profit growth and solid
performance in the equity market. China continues to be a two-
speed economy with ongoing domestic problems while external
sales are strong driven by an improving competitiveness and
stronger product line. Overcapacity continues to linger but actual
core inflation has been moving higher over the past year from
around zero a year ago to 1.2% in October. Producer inflation is
still negative, though.
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China continues to be a two-speed
economy with ongoing domestic
problems while external sales are
strong driven by an improving
competitiveness and stronger
product line*

Allan von Mehren, Chief Analyst

More of the same

Looking into 2026, we look for more of the same: China boosting
stimulus in the beginning of the year, still sluggish consumer
spending due to weak housing and more (but likely inadequate)
measures to turn the housing market. Again, we look for stronger
growth in the first half and moderation in the second half.
Exports are likely to be robust again as China has gained a lot

of competitiveness over the past two years from deflation in
producer prices and being strong in high-demand products such
as EVs, solar panels and legacy chips. We also look for further
achievements in the Al space as seen with DeepSeek in 2025 and
Huawei's Al chips.

Five-Year Plan doubles down on tech and puts stronger focus
on consumption

In October China outlined the main points in the coming Five-
Year Plan for 2026-2030, that will be fully revealed in March
2026. The three main points are 1) doubling down on tech,
innovation and self-reliance, 2) making more efforts to become
the high-tech manufacturing champion of the world and 3)
boosting consumption growth and domestic demand in general
to reduce overcapacity and reliance on external demand as

well as reducing the trade surplus. While we believe China will
continue to have success on 1) and 2), point number 3] has
proven the toughest nut for China to crack and we see arisk it
will take several years to get consumption to become a stronger
growth driver. This implies that challenges with overcapacity,
deflationary pressures and big trade surplus will be likely to

be with us still in 2026. China is in a painful transition of the
economy weaning itself off the past reliance on the housing
market and moving to an economy instead driven by high-tech
investments, ‘smart infrastructure’ and private consumption.
Since the reliance on the housing sector has been substantial

in the past, the process will likely take many years and could
last for the rest of this decade. Eventually, China could come out
stronger, though, if it manages to restore stability to the housing
market and unleash pent up demand among consumers that are
currently saving extensively due to high uncertainty and weak
social security.

US-China trade war to face more bumps, EU-China tensions
here to stay

China's rising (goods) trade surplus continues to be a source of
tension with other countries, not least the EU and US. Trump’s
tariffs have for now reduced China’s surplus with the US but

the surplus with Europe remains. As China becomes a stronger
competitor to European companies and differences persist on
geopolitical questions, tensions are here to stay. The US-China
trade war is on pause at the moment, but we expect to see more
bumps on the road in 2026. With trade being weaponized on
both sides, the risk of more supply chain disruptions from China's
dominance of rare earth minerals is unlikely to go away.

Chinese home prices keep declining
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Rising trade surplus a source of tension with US and EU
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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
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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
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Subject to regulation by the Financial Conduct Authority and
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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
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Services and Markets Act 2000 (Financial Promotion) Order
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49(2)(a) to (d) of the Order; or (lll) persons who are an elective
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3 of th e FCA Conduct of Business Sourcebook (all such persons

Report completed: 2 December at 16:00 CET

Report first disseminated: 3 December at 06:00 CET

together being referred to as ‘Relevant Persons’). In the United
Kingdom, this document is directed only at Relevant Persons, and
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its contents.
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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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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
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solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6.
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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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