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Policy relaxation is yet to come  
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� Weaker-than-expected economic slowdown. China’s GDP grew 9.7% YoY and 2.1% 

QoQ in 1Q11, with seasonally adjusted annualized QoQ growth rate reaching 8.7%. Output 
gap reached 0.3%, moving from negative into positive territory. The yearly growth rate in 
1Q11 is higher than our forecast of 9.2% and market expectations of 9.4%. Nevertheless, 
the official quarterly GDP growth rate in 1Q11 could have been underestimated. We expect 
the recovery in economic growth to kick off in 3Q11. Policy tightening efforts will likely be 
eased in 2H11, during when China’s welfare housing construction will reach a substantive 
stage. In addition, restrictive measures imposed to curb certain consumption will also likely 
be corrected to some extent in 2H11. All these factors will lead a kick-off in economic 
recovery starting in 3Q11. 

� Aggregate demand likely to slow down modestly in 2Q11. Domestic demand will remain 
strong, which will be accompanied by a pickup in consumer demand. Meanwhile, 
investment growth rate will continue to pick up in a robust fashion. Strong domestic demand 
and high import prices will lead to a basic balance between imports and exports. The 
aggregate demand will likely slow down in 2Q11 with the impact of policy tightening. 

� Inflation at its peak level, CPI inflation expected to rise around 5% in 2Q11. CPI 
inflation reached 5.4% in March, slightly higher than our and market expectations of 5.2%. 
PPI inflation reached 7.3%, higher than our forecast of 6.7% and market expectation of 
7.2%. The seasonally adjusted annualized quarterly rise in CPI reached 5.8% in 1Q11, 
down from 7.9% in 4Q10, marking a slowdown in its rise. The monthly rise in CPI may have 
topped out in March for the year. We expect its rise to ease to about 5% in April. We expect 
the inflation rate to remain at around 5% in 2Q11, before falling down to 3-4% in 3Q11 and 
4Q11. 

� Fast pace of credit expansion in 1Q11. The total national financing to GDP ratio reached 
43.5% in 1Q11, higher than the average level of about 33% for the same quarter over the 
past. Given higher-than-expected money and credit growth rates, there is still room for 
money supply growth to decline. To meet the targeted growth rate of 16% in M2 set early in 
the year, policymakers still need to step up controls over total money supply.  

� Policy tightening likely to continue throughout 2Q11. Given relatively strong domestic 
demand and persistently heavy inflationary pressure in 2Q11, it is not the right time to relax 
policy yet. We believe that policy tightening will continue throughout 2Q11. Despite the 
interest rate hike and upward adjustment in reserve requirement ratio in April, we believe 
that the benchmark interest rate will be raised by another 25 bp going forward and the 
reserve requirement ratio will be further hiked. Specifically, the reserve requirement ratio will 
likely be hiked by 50 bp in May. Meanwhile, the central bank will continue to drain liquidity 
via its open market operations. As policymakers will likely adjust their control efforts 
appropriately to reflect changes in inflation, policy tightening will likely be relaxed to some 
extent in 2H11. 

CITICS Research macroeconomic forecast   (%) 

 2008 2009 2010 
2011F(Earlier 

Forecast) 
2011F(Latest 
Adjustment) 

GDP 9.6 9.2 10.3 9.6 9.9 

CPI inflation 5.9 -0.7 3.3 3.9 4.2 

PPI inflation  6.9 -5.4 5.5 5.9 6.4 

Fixed asset investment 
for the society at large 

25.5 30.1 23.8 23.4 24.6 

Total retail sales of 
social consumer goods 

21.6 15.5 18.4 18.5 17.5 

Exports 17.2 -16.0 31.3 18.7 19.7 

Imports 18.5 -15.7 38.7 20.4 24.6 

Interest rates (1-year 
deposit) 

2.52 2.25 2.75 3.5 3.5 

Exchange rate 
(RMB/USD) 

6.83 6.83 6.62 6.22 6.22 

 

 1Q2010 2Q2010 3Q2010 4Q2010 1Q2011(F) 2Q2011(F) 3Q2011(F) 4Q2011(F) 

GDP 11.9 10.3 9.6 9.8 9.7 9.7 9.9 10.1 

CPI 
inflation 

2.2 2.9 3.5 4.7 5.0 4.9 4.2 3.0 

Source: CS forecasts Note: Historical data released by National Bureau of Statistics 
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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. 

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.  

Regulatory disclosures 

� 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% 

Hold Relative performance over MSCI-China Index -10% ~ 5% 

Sell Relative performance over MSCI-China Index > -10% 

Stock rating 

NR Not rated 

Outperform Relative performance over MSCI-China Index >10% 

Neutral Relative performance over MSCI-China Index -10% ~10% Sector rating 

Underperform Relative performance over MSCI-China Index > -10% 
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