Navigating through new headwinds

* The two-speed economy is still pronounced with consumer
demand weak while exports and tech-related investments
are robust.

*  After a strong start of 5% GDP growth in Q1, new headwinds
arrived with the increase in energy costs and higher
uncertainty over the export outlook.

*  Still, we keep the 4.8% growth forecast for 2026 as we look
for policy makers to calibrate stimulus to meet the 4¥2-5%
growth target. Risks are skewed to the downside, though. In
2027 we continue to look for 4.7% growth.

* The housing crisis continued into 2026 but has shown
tentative signs of bottoming out this year. We expect 2026
to be the low point but forecast only a gradual recovery in
2027.

* Chinais moving from a global deflationary force to an
inflationary force as producer prices are now rising briskly.

* China continues to make headways in technology, and
its’ companies are increasingly going global. Competition
and trade tensions with US and EU are set to be with us for
years to come.

* US-China relations remain stable following the Xi-Trump
meeting in May. The trade war is still on stand by and
Chinese supply lines of rare earth minerals continue to
be open. The rivalry and competition are set to continue,
though, and future supply risks remain a feature of the new
world order.
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Forecast
2025 2026 2027
4.8% 4.7%
o)
GDP Growth 5.0% (4.8%) (4.7%)
. 1.0% 1.3%
o)
Inflation 0.0% (0.7%) (1.0%)
52% 5.2%
o)
Unemployment 5.2% (5.2%) (5.2%)
_ 1.00% 0.80%
* o)
Policy Rate 1.40% (1.00%) (0.80%)

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

Impact from Iran war starting to show

As seen in recent years, China got off to a strong start in Q1.

GDP grew 5% in Q1 lifted by strong exports and a slight pick-up
in consumer activity. But in April we saw signs that the Iran war
is starting to have an impact on spending. Retail sales slowed

to only 0.2% y/y (see chart) and total investments dropped into
negative again. Property investments were especially weak with
a decline of 13.7% y/y in the first four months of the year. Home
sales and house prices also still declined, albeit at a slowing
pace. There are some rays of light in the big cities where we have
seen increases in both sales and prices following recent housing
stimulus.

We expect this year to mark the low point for the housing market
but with regional variations where tier-3 and tier-4 cities are
expected to lag behind. 2026 is set to be another year of a two-
speed economy with weak domestic demand but robust exports
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This year China has moved from
being a global deflationary force to
becoming an inflationary force”

Allan von Mehren, Chief Analyst

and tech investments, not least within Al. We expect the Chinese
government to step up stimulus soon to keep growth on track

to meet the 4%-5% growth target for this year and we keep our
forecast of 4.8% in 2026 and 4.7% in 2027 unchanged.

Over the past 1-2 years China built significant oil reserves of 1.4
trillion barrels and can cope with the disruption of oil supplies
through the Strait of Hormuz (SOH) for up to a year. However,
being a big oil importer, China will ultimately see rising pain from
the closure of the SOH and elevated oil prices if the war drags out.

This year China has moved from being a global deflationary force
to becoming an inflationary force. Producer prices have been
going up for six months now and saw a jump higher when energy
prices spiked higher at the onset of the Iran war. Consumer price
inflation has also moved away from deflationary territory, now
rising around 1% y/y.

Headways in technology, competition to intensify

Chinese tech development has really taken off in the past couple
of years. It is especially evident in EVs, robotics, and Al but we see
a general move up the value chain into high-tech manufacturing,
which is now around 20% of the economy. Digital industries make
up 10%. China’s 15th Five-Year Plan for 2026-2030 doubled
down on technology, innovation and self-reliance and sets the
stage for even more competition with Chinese companies in

the years ahead. As Chinese consumption growth is set to stay
subdued while China works its’ way through the housing crisis,
we are likely to see a continued high trade surplus and trade
tensions with especially EU. We also see Chinese companies
going global to a much larger degree than in the past adding to
the competitive landscape in global markets.

US-China relations stayed on a stable path following the Xi-Trump
summit in mid-May with the trade war ceasefire intact securing
no new tariffs or Chinese restrictions to rare earth minerals
exports. The rivalry and competition are set to continue, though,
and future supply risks remain a feature of the new world order.
The Taiwan issue is also set to linger in the years ahead.

China continues its journey of ‘self-reliance’ to become less
dependent of the US and has made headways in areas like
development of Al chips and invoicing trade of in the renminbi
instead of the dollar. De-risking efforts take place in both US,
EU and China as all seek more autonomy. China has the benefit
of being a massive population of 1.4 billion people, having
become superior when it comes to manufacturing supply chains
and dominating mining and processing of many key metals.
Nevertheless, China continues to depend a lot on the West, not
least when it comes to advanced chip technology as well as
consumer markets to sell Chinese made products.

Chinese property de-tox has come far
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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
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based on research objectivity and independence. These
procedures are documented in Danske Bank's research palicies.
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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.
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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
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assumptions, are stated throughout the text.
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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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