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Overview CITIC Securities Research 
  
Uncertainties on the strength of the US economy have led to high volatility in 
stock prices. Risk aversion is back at global level and we observe a fly to 
quality favorable to the Yen, Swiss Franc and the Dollar. In fact, these fears 
reveal the impatience of investors rather than the possibility of a double dip 
scenario for the US. Our scenario remains the same: a gradual but solid 
recovery. The 2Q10 earning season provides an illustration of the soundness 
of fundamentals of the US economy, pointing to a low probability of double 
dip for the US economy. 

Focus: No double dip for the US economy 
For analyzing the trend of the US economy, we focus on its capacity to 
restart a new investment cycle and create jobs. Investment was the major 
contributor to growth in 2Q10. The private sector continues to create jobs, so 
the disappointing results of non-farm payrolls are only due to the public 
sector. Furthermore, the mortgage default and foreclosure rates are on the 
downside. All these elements reflect a positive dynamic is currently at work, 
outweighing the fluctuation of the market.  

For studying the self-sustainability of this dynamic, we look into the recently 
announced the US 2Q10 corporate earnings. A high percentage of firms 
reported better than expected results, showing a gradual but solid recovery of 
profitability for the US corporate sector. Specifically, we believe:  

• The positive dynamic of profits will probably last in the months to come 
due to better performances in terms of productivity, control of costs, 
and accumulation of cash. 

• The good results in terms of profits have triggered a new investment 
cycle, visible in the 2Q10 GDP growth figures. 

• This new investment cycle will be accompanied by an improvement of 
the job market, as the private sector have already made the proof of its 
capacity to create jobs. 

• The progressive decline of unemployment rate will contribute to 
strengthen household consumption and stabilize the housing market 

• The budgetary and monetary policies will continue to play their 
stabilizing role and are well designed for fostering this new economic 
cycle. 

Even if stock prices could be volatile in the months to come due the time 
needed by the US economy to adjust, we remain confident in the quality and 
strength of the new profit cycle. The pattern of growth in the US is typical in a 
post crisis period. The flexibility of the labor market leads to an increase of 
productivity, then an acceleration of profits. The restart of investment and 
employment follow thereafter, allowing the economy to reach its potential. 
We are currently just before this consolidation period, which takes time as the 
size of the shock was tremendous. We expect US economy to grow by 2.8% 
YoY in 2010, compared to a decline of 2.6% YoY in 2009. 
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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% 

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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