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Temporary slowdown in economic
growth to be followed by a rebound
in 3Q11
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Initial signs of economic growth slowing down. The control of inflation will
inevitably come at the toll of economic growth. Currently, China’s efforts to rein
in inflation have curbed aggregate demand and economic growth. In March,
economic growth started easing, with the downward trend likely to continue
until the latter part of 2Q11. Nonetheless, the recent decline in economic
growth has been relatively modest and lasted for a relatively short period. We
expect China’s GDP to grow by 9.2% and 9.4% in 1Q11 and 2Q11 respectively,
with the QoQ growth rate in 2Q11 slowing down modestly. Excluding the base
effect, the economy has been slowing in 2Q11.

Easing aggregate demand. While investment activities seem to be robust in
January and February, advanced indicators including new project investments
indicate that investment growth will ease to a certain extent in 2Q11, with a 1-2
ppt decline in growth. Factors including the European debt crisis, nuclear
radiation in Japan and others are likely to have a negative impact on Chinese
exports. Given a slowdown in car sales and the impact on sales of home
appliances and furniture as a result of cooling measures targeting the real
estate market, consumer spending will remain low. The decline in aggregate
demand will become more significant in 2Q11.

Micro indicators indicating a slowing economic growth. Micro indicators
including air traffic volume, sales of heavy-duty trucks and traditional machinery
and equipment have declined. Prices of raw materials including steel and
building materials were relatively weak. Inventory indices of certain upstream
sectors increased. These micro indicators demonstrate that economic growth
has been slowing down, with industrial growth likely to slow down in the future.

Economic growth expected to rebound in 3Q11. Policymakers will likely
adjust their control efforts based on future changes in inflation levels. We
expect inflationary pressure to significantly ease in 2H11. During this period,
although the underlying tone of the policy is to remain the same, policy
tightening will likely be adjusted in order to restore economic growth
momentum. We believe that the intensity of monetary tightening will be eased
in 2H11. Moreover, policymakers would step up efforts on fiscal expansion, as
development of welfare housing continues and restrictive policies on
consumption of certain product categories are adjusted. All these factors will
lead to a rebound of economic growth in 3Q11. We expect economic growth to
rebound to 9.5 to 10% in 2H11.
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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.
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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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