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The re-opening of the Chinese
economy boosts consumer
spending

Higher savings in 2022 are the main driver.
According to McKinsey, the propensity to
save was at its highest since 2014

End of zero-COVID policy, resumption of growth

Chinese consumers had a difficult yearin 2022 for
different reasons than in other geographies. Neither
inflation nor interest rates were to blame. The main threat
to economic growth was the zero-COVID policy that kept
many areas of the country idle for almost three years.

Moreover, after acting as the growth engine in recent
years, real estate has shed that role following regulatory
changes that sought to strengthen the balance sheets of
companies in the sector.

The tone is different as 2023 begins, and this is expected
to enable Chinato regain growth levels above 5%?2.

Strict lockdowns (zero-COVID policy) were lifted in
December 2022, and domestic demand is expected to
rebound strongly.

As for real estate, the government has relaxed the
requirements regarding companies' indebtedness
somewhat and is trying to boost demand for
housing.

Regulatory pressures on internet platforms have also
eased in recent months.

Re-opening boosts confidence and mobility

Business confidence indicators
Source: Bloomberg. Data as of 31/01/2023
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Business confidence indicators, a barometer of economic
activity, have been quick to react: in January 2023, the
Purchasing Managers' Index (PMI) for services rose by
more than 12 points (to 54).

This indicator reflects the expectations of sectors such as
hospitality, tourism and out-of-home leisure activities,
among others, and is a clear sign that the policy change is
having an immediate effect on economic sentiment. Levels
above 50 indicate that an economy is expanding.

Commercial flights in mainland China
Source: Reuters, Variflight January 12, 2023
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Commercial flights also evidence the recoveryin activity. The
chart showsa recent upturnin mainland China, which has
registereda 2.5-fold increase.

Domestic tourism will recover faster due to persisting
travel restrictions in third countries, according to Julius
Baer3. That same report estimates that domestic travel
should recover to 70-80% of pre-pandemic levels in the
first half of this year. And it projects even higher volumes in
the second half of the year as herd immunity is achieved.

12023 McKinsey China Consumer Report | 2 Bloomberg Economic Forecasts | 3 Investor confidence returns amid China's cyclical boost (https://www . juliusbaer.com/en/insights/market-
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China's burgeoning middle class will drive growth

Citigroup estimates suggest that
consumer spending will account for
74% of growth by the Chinese
economy in 2023.

The middle class has expanded by
double digits in recent years. Itis
expected to account for 54% of urban
households by 2025 according to
McKinsey'. These are aspirational
consumers looking for premium
products and demanding quality at good
prices. Local brands have been able to
detect the population's needs and have
positioned themselves in the market
based on quality and innovation, rather
than low prices.

Consumption's contribution to GDP growth

Source: Citigroup. National Bureau of Statistics.

100%
80%
60%
40%

20%

N\m\mg

0%

-20%
2000 2005 2010 2015 2020 20232

Of the total 1.4 billion population (2019
World Bank figure), the Brookings
Institution estimates that 400-500
million enjoy a middle-class lifestyle
with private property, personal
automobiles, better healthcare,
accumulation of financial assets, and
the ability to afford foreign travel and
education abroad for their children.
Brookings also states that by 2019, 40
years after China began its economic
reforms, GDP had increased 60-fold and
per capita income was 25 times higher.
GDP per capita rose from about USD
1,000in 2001 to USD 10,000 in 2020
and is expected to reach USD 30,000 in
2035.

Savings accumulated in the last 12
months (through November 2022)
amount to 17 billion Renminbi,
equivalent to USD 2.5 billion.

12023 McKinsey China Consumer Report | 2 Estimate

Accumulated savings (RMB trillion)
(12-month moving average)

Source: Bloomberg. Data as of 31/12/2022
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Important Legal Information

This document has been prepared by Banco Santander, S.A. ("Santander") for information purposes only and is not intended to be, and should not be construed as,
investment advice, a prospectus or other similar information material. The distribution or provision of this material to a client or any third party should not be
construed as the provision or offering of any investmentadvisory services.

This material contains information compiled from a variety of sources, including business, statistical, marketing, economic and other sources. The information
contained in this material may also have been compiled from third parties, and this information may not have been verified by Santander and Santander accepts no
responsibility for such information.

Any opinion expressed in this document may differ from or contradict opinions expressed by other members of Santander. The information contained in this material
is of a general nature and is provided for illustrative purposes only. It does not relate to any specific jurisdiction and is in no way applicable to specific situations or
individuals. The information contained in this document is not an exhaustive and formal analysis of the issues discussed and does not establish an interpretative or
value judgement as to their scope, application or feasibility. Although the information contained in this document has been obtained from sources that Santander
believes to be reliable, its accuracy or completeness is not guaranteed. Santander assumes no responsibility for the use made of the information contained herein.

This document does not constitute a recommendation, offer or solicitation to buy or sell any assets, services, banking or other contracts, or any other investment
products (collectively, "Financial Assets"), and should not be relied upon as the sole basis for evaluating or valuing Financial Assets. Santander does not guarantee

ini t the markets or the Financial Assets, including in relation to their current and future performance. Any
reference to past or current performance should not be construed as an indication of the future performance of such markets or Financial Assets. The Financial
Assets described in this report may not be suitable for distribution or sale and Santander makes no representation that they are suitable or available in any particular
jurisdiction or to certain categories or types of investors.

Furthermore, this report may not be reproduced in whole or in part, distributed, published or delivered, under any circumstances, to an rson other than the
person to whom it is addressed.
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