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Policy easing to stabilize growth
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Deceleration of July industrial output growth slowing down. July industrial output
rose by 13.4% YoY, 0.3 percent point down from June, in line with expectations. On a
seasonally adjusted basis, industrial production rose by 0.7% MoM, with annualized
growth rate at approximately 9%. The deceleration of industrial output growth in July
slowed down in comparison with the previous two months.

Domestic demand continuing to decelerate, while external demand remaining
buoyant. In July, investments grew 22.1% YoY and retail sales rose by 17.9% YoY.
Imports in the same month rose by 22.7% YoY, below expected; and exports rose by
38.1% YoY, better than expected. These data indicate that domestic demand
continued to decelerate and this was mainly due to the following factors: (1) the impact
of natural disasters on infrastructure construction and the supply of consumer goods;
(2) the impact of energy conservation and emission reduction policies led to the
decline in investments in related industries; and (3) a slowdown in inventory
investment due to waning economic expectations.

CPI inflation likely to peak in 3Q10. The CPlI inflation was 3.3% in July, which was in
line with our expectation and the consensus expectation of 3.3%; the PPI inflation was
4.8%, which was lower than the consensus expectation of 5.8%, but in line with our
expectation of 5%. CPI inflation will continue to be boosted by food prices and it is
predicted to hit 3.4% in August and 3.4% in 3Q10, whereas PPI inflation is likely to
drop to approximately 4.5% in August and 4.4% in 3Q10.

Credit to rise in 2H10 pushing M2 to reach the target of 17%. New loans
amounted to RMB 532.8 bn in July, lower than our expectation and the consensus
expectation. M1 and M2 growth rates were smaller than expected as well. Financial
data show that economic activities continued to weaken in July. Lower interest rates
indicate abundant liquidity. We predict that normal monthly loan increment will be
approximately RMB500 bn in 2H10, and credit growth for 2010 will reach 18%. M2
growth to date is close to the growth target of 17% for 2010, and the decline in money
supply growth will slow down significantly.

Policy easing to stabilize growth. We expect a policy easing in 2H10 as a result of
economic restructuring. Our projection is that monetary policy in 2H10 will remain
relatively loose with approximately RMBS3 trn in credit growth. In terms of fiscal policies,
the government is likely to increase expenditure. Policy easing and economic
restructuring policies are likely to be rolled out together. The Chinese economy
experienced a significant slowdown in 2Q10. However, we predict that the slowdown
will ease in 3Q10 and that quarterly GDP growth will pick up in 4Q10.

CS Macro Economic Forecasts (%)
2007 2008 2009 2010F 2011F
GDP 13.0 9.6 8.7 10.1 9.5
CPl inflation 4.8 5.9 -0.7 3.2 25
PPl inflation 3.1 6.9 5.4 5.1 1.5

Fixed asset investment for the

; 24.8 25.5 30.1 24.0 21.4
society at large
Total retail sales of social 16.8 216 155 18.4 172
consumer goods
Export 25.6 17.2 -16.0 22.0 15.6
Import 20.6 18.5 -15.7 24.2 17.1
Interest rate (1-year deposit) 4.14 2.52 2.25 2.52 2.79
Exchange rate (RMB/USD) 7.31 6.83 6.83 6.63 6.40

1Q10 2Q10 3Q10 4Q10 1Q11 2Q11 3Q11 4Q11

GDP 11.9 10.3 9.1 8.9 9.0 9.3 9.9 10
.CPI . 2.2 2.9 34 3.3 3.0 2.4 2.3 2.4
inflation
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Disclaimer

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any
securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained in this
report has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited) ("CSBHK") from sources that
it believes to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this report are
based on such information and are expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any other
person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of CSBHK
as of the date of this report only and are subject to change without notice. Neither CSBHK nor its parent and affiliates accept any liability whatsoever for
any direct or consequential loss arising from any use of material contained in this report or otherwise arising in connection therewith.

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this
research report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (ii) that no part of his or
her recommendation was, is or will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this
report.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income from any
investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures results. This report
does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected to make their
own investment decision without relying on this publication. Before acting on any advice or recommendation in this report, clients are recommended to
consider seeking professional advice.

CSBHK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or issuance of this
report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this report; and (2) have
provided significant advice or investment services to the companies referred to in this report. One or more directors, officers and/or employees of CSBHK,
its parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report.

If this report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for
distribution. Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require further
information. This report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and neither CSBHK, its
parent, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from
their use of this report or its content.

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this report is not
permitted under the applicable laws or regulations of such places.

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All rights are
reserved.

No part of the analyst compensation was, is or will be directly related to the specific recommendations or views contained in this research report. Further
information on the securities discussed in this report is available upon request.

Investment rating system

Performance of stock or sector relative to MSCI-China over next 6 months after research publications

Rating Remark
Buy Relative performance over MSCI-China Index >20%
Overweight Relative performance over MSCI-China Index 5% ~ 20%
Stock rating Hold Relative performance over MSCI-China Index -10% ~ 5%
Sell Relative performance over MSCI-China Index > -10%
NR Not rated
Outperform Relative performance over MSCI-China Index >10%
Sector rating Neutral Relative performance over MSCI-China Index -10% ~10%
Underperform Relative performance over MSCI-China Index > -10%
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