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Chinese service catching up with
Chinese manufacturing
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International experiences showing that the service sector will boom
when GDP per capita reaches a certain level. The service sector will
be structurally upgraded, as the share of production-service in GDP is to
go up rapidly, that of logistics service to down gradually; service trade is
to shift from resource/labor intensive traditional service to
knowledge/technology/capital modern service.

China’s service embarking a fast development path. Opportunities
have currently shown up for acceleration of service growth. China’s GDP
per capita has reached a certain point where service is to grow fast. The
new 36 rules is to break state control on the service sector and therefore
to promote private investment. Urbanization is accelerating Ieadlng to
urbanization ratio from 1% to 5%, as a result of reform on *hu kou
system. FDI investment in service has surBassed that in_manufacturing
as a result of an accelerating transfer of global service to China. All these
will greatly promote service development in China. We expect the size
and structure of China’s service sectors to be improved significantly,
leading the nation from a big player to a strong player in international
trade. China’s service import and export in global service trade will
increase from the current 4% and 5% to 8% and 9% respectively, making
China the second largest player of global service trade.

Production services with the highest growth potential. Production
service as an advanced input in manufacturing is to leap. Production
service includes information transmission, computer service & software,
finance, leasing & commercial service, scientific research, technological
service and geological exploration. We expect production service to grow
by over 20% in the coming five years, higher than the sector average. In
the long run, the share of production services in the total service will
reach to 50%. Energy conservation & environmental protection, leasing
and commercial services will outperform.

Steady growth of consumption services. With release of labor bonus,
increase of income per capita and the aging population, demand for life-
enrichment service will gradually increase, which will lead to a steady
growth of personal consumption services including education, health care,
culture and entertainment. Atlgresent, the creative entertainment service
accounts for 3% of China’s GDP, and this ratio is likely to reach 8% going
forward as that in the developed countries.

Wholesale & retail services enjoying more room of development.
The wholesale and retail services account for a relatively small share in
China’s GDP, less than 1/2 of that in the US and Japan. Furthermore,
both of its scale and the market concentration are at the low side. For
example, the asset size of China’s largest retailer, Suning Appliances, is
only 1/54 of that of the world leader Wal-Mart; the combined market
share of the three largest health care wholesalers in China is 20% in
comparison with the US’s 90% and Japan’s 67%. The gap indicates more
room for China’s wholesale & retail service development.

Transportation, warehousing and postal services emphasizing
industrial upgrade. Although the share of transportation, warehousing
and postal services to China's GDP is similar to that of OECD_countries,
their labor productivity is significantly lower. Furthermore, the GDP share
and investment %rowth. of these three services have shown downward
trend. The future focus is to be structural upgrading.
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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%
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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