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Economic growth dropped rapidly. China’'s GDP grew 10.3% YoY in 2Q10, lower
than our forecast of 10.7% and the consensus forecast of 10.6%. On a QoQ basis,
seasonally-adjusted annualized (SAAR) GDP growth was 9% in 2Q10. The output
gap shrunk rapidly from 0.6% in 1Q10 to around -0.2% in 2Q10. Industrial value-
added output (SAAR) dropped from 11% MoM in 5M10 to 8% MoM in 6M10 (about
half the normal growth rate), lower than our forecast of 14.8% and the consensus
forecast of 15.5%. Considering the changes in economic growth and the lagging
effect of policies, we predict that GDP growth will drop to 9% in 2H10.

Growth momentum weakened. Investment growth was suppressed by regulations
on real estate market and the control of investment in new infrastructure projects.
Export growth has peaked and began to pull back, while consumption demand has
stabilized. Inventory investments have also declined noticeably due to the expectation
of economic slowdown.

Inflationary pressure abated. CPIl came in at 2.9% in 6M10, lower than our forecast
of 3.2% and the consensus forecast of 3.3%. PPI stood at 6.4%, basically in line with
our forecast of 6.3% but lower than the consensus forecast of 6.8%. Looking forward,
we expect the CPI to rise in 3Q10 and begin to fall in 4Q10, while PPI will decline
sharply.

Growth in monetary credit resumed normal levels. Growth in monetary credit in
6M10 was close to the historical average level of 17.5%. It has slowed down
noticeably compared to 5M10, mainly due to a high base value in 6M09. However,
the more rapid decline in M1 reflected that the economy has weakened. In terms of
funds outstanding for foreign exchange and foreign exchange reserves, we continued
to see capital outflow in 6M10.

Tightening slowed down and the overall policy environment will be loose. We
expect that the policy environment in 2H10 will be relaxed to a certain degree, and
the policy direction will likely be adjusted in 4Q10. In 2H10, the tightening of
monetary policies is expected to ease and monetary policies may even be
loosened: open market operations and RRR adjustments will slow down, and the
likelihood of rate hikes will be smaller. The RMB is likely to appreciate by 3-5% amid
fluctuations. More structural policies are expected to be released: the policies on
real estate portfolios will remain while those restricting the development of high
energy-consumption and highly-polluting industries will be strengthened. Supportive
policies will be adopted for strategic emerging industries and investments in
infrastructure facilities in Western and Central China will be expanded.

CS macroeconomic forecast (%)
2007 2008 2009 2010F 2011F

GDP 13.0 9.6 8.7 10.1 9.5

CPI 4.8 5.9 -0.7 3.2 25

PPI 3.1 6.9 -5.4 5.1 1.5

Total investment in fixed

assets 24.8 25.5 30.1 24.0 21.4

Total retail sales of

social consumer goods 16.8 21.6 15.5 18.4 17.2

Export 25.6 17.2 -16.0 22.0 15.6

Import 20.6 18.5 -15.7 24.2 171

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 9.0 9.2 9.0 9.3 9.9 10

CPI 2.2 3.0 3.6 3.4 3.0 25 2.4 25
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Disclaimer

The report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or
which would subject CITIC Securities Limited Company and its subsidiaries and affiliates (collectively “CITICS”) to any registration or licensing
requirement within such jurisdictions. All material presented in this report, unless specifically indicated otherwise, is under copyright to CITICS.
None of the material, nor its contents, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party,
without the prior express authorization in written of CITICS. All trademarks, service marks and logos used herein are trademarks or service
marks or logos of CITICS.

The information, tools and material presented in this report are provided for your reference only and are not to be used or considered as an
offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CITICS have not taken any steps to
ensure that the securities referred to herein are suitable for any particular investor. The contents herein do not constitute investment advice to
any person and CITICS will not deem recipients as its customers by virtue of their receiving the report.

Information and opinions presented herein have been obtained or derived from sources believed by CITICS to be reliable, but CITICS makes
no representation as to their accuracy or completeness and CITICS assumes no liability for any losses or damages arising from the use of the
material presented herein unless such liability arises under specific statutes or regulations. This report is not to be relied upon in substitution
for the exercise of independent judgment. CITICS may have issued other reports inconsistent with, and reaching conclusions different from,
the information presented herein. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them. To avoid any doubt, the opinions herein do not represent the standpoints of CITIC Securities Limited Company or any of its subsidiaries
or affiliates.

CITICS may, to the extent permitted by law, participate or invest in financial transactions with the issuer(s) of the securities referred to herein,
perform services for or solicit business from such issuers, and/or have a position or effect transactions in the securities or options thereon.
CITICS may, to the extent permitted by law, act upon or use the information or opinions presented herein, or the research or analysis on which
they are based, before the material is published. CITICS may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the companies mentioned herein. Additional
information is available on request.

Past performance shall be no indication and guarantee of the future performance. Information, opinions and estimates contained herein reflect
a judgment at the date of its original publication by CITICS and are subject to change. The prices, values and incomes of the securities or
financial notes referred to herein may decline or increase.

Several investments may not be sold easily. Similarly, it may be difficulty for you to obtain accurate material regarding prices for or risks facing
such investments. The investment and services referred to herein may not suit you. We suggest you consult an independent investment
adviser. Nothing in this report constitutes investment, legal, accounting or tax advice nor a representation that any investment or strategy is
suitable or appropriate to your individual circumstances. Nothing in this report constitutes a personal recommendation to you.

The report is to be distributed to the market professional and institutional investment clients of CITICS. Those recipients who are not the market
professional and institutional investment clients of CITICS shall consult independent financial advisers prior to making any investment decisions based
on this report or requesting any interpretations hereon.

CITIC Securities Limited Company and Subsidiaries and Affiliates 2010 copyright. All rights reserved.

Notes on Ratings

1. Comparison St_andard for Investment Ratings Description
Recommendations Relative performance over
:Qgﬁzixigt“:]agtlsngs are divided into stock ratings and Buy CITIC/S&P 300 Index >20%:
The comparison standard is the market performance Overweight Relative performance over
over the 6-month period upon the report issuance Stock CITIC/S&P 300 Index 5% ~ 20%
day with appreciations and depreciations of company ratings Hold Relative performance over
stock prices (or industry indexes) over the 6-month CITIC/S&P 300 Index -10% ~ 5%
period upon the report issuance day compared to Sell Relative performance over
S&P/CITIC 300 of the same period as the CITIC/S&P 300 Index > -10%;
benchmark; Outperform Relative performance over

2. Ratings Standard for Investment CITIC/S&P 300 Index >10%;
Recommendations Industry Relative performance over
Appreciations or depreciations of company stock ratings Neutral CITIC/S&P 300 Index -10%
prices (or industry indexes) over the 6-month period ~10%;
upon the report issuance day compared to Underperform Relative performance over
S&P/CITIC 300 of the same period. P CITIC/S&P 300 Index > -10%;
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