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Outlook of China Macro Policies in 2011

Sailing against the wind
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< Macroeconomic policies to remain tightened before being eased in 2011. Jianfang Zhu
Changes in inflation and economic growth will significantly affect the trend and pace of | T1g: 010-84588756
policymaking in 2011. We expect that inflation will show a trend from high to low in . @it
2011, with inflation declining in the second half of the year. The robust economic | Email:zhujf@citics.com
growth momentum in the fourth quarter of 2010 will continue as we embark into 2011. | Business practice certificate no:
Given the expected “high to low” inflation trend and robust economic growth in the | s1010510120003
beginning of 2011, which may result in overheating, policymaking will first be tight
before being eased.

< Monetary tightening to take place throughout the first half of the year before Yifan Hu

being moderated in the second half. The fight against inflation will become the top | Tel-: 852-22379116

priority of policymaking. Early in 2011, we expected that the Central bank might | E-mail: yifanhu@xcitics.com.hk
increase its tolerance of inflation, the possibility of which seems to be small now. China | Business practice certificate no:
would still need to tighten credit and money supply in the first half of the year. We | S1010510120070

expect the deposit reserve requirement ratio to be raised at least by 0.5 ppt in the
coming two to three months. From the second to the fourth quarters, the Central bank
may further adjust the deposit reserve requirement ratio in each quarter. We expect
about 2 more interest rate hikes in 2011, which will mainly take place in the first half of
the year. The RMB may continue to rise by 5-6%. The policies will be eased to some
extent in the second half of the year. First of all, with the exception of a possible
interest rate hike in early July, it is unlikely for the Central bank to continue raising
interest rates later on. The supply of money and credit will remain stable.

< Public infrastructure investment to become subdued before rising. Higher
inflation in the first half of 2011 will make it necessary to slow down the pace of
infrastructure development. The kick-off of projects subject to control of the
government may be postponed. Nevertheless, investment in public infrastructure will
not remain subdued throughout the year. The investment in infrastructure will fasten in
the second half of the year. We expect the government to speed up the construction
progress of infrastructure projects starting from the later part of second quarter.
« To accelerate efforts in rolling out polices aimed at addressing the weaker
sectors of the economy. First, China will increase investment and stimulate
development in the agricultural sector. Currently, the agricultural sector is a weak area
of the Chinese economy. Second, new welfare housing will continue to experience a
significant growth, with the growth rate likely to be doubled in comparison with 2010.
Third, China will develop incentive policies to promote the development of the Central
and Western regions.

CITICS macroeconomic forecast (%)

2007 2008 2009 2010 2011F

GDP 14.2 9.6 9.2 10.3 95
CPl inflation 4.8 5.9 0.7 3.3 3.8
PP inflation 3.1 6.9 5.4 55 4.9
Total fixed asset 24.8 25.5 30.1 23.8 23.0
investment
Total retail sales of 16.8 21.6 15.5 18.4 18.0
consumer goods
Exports 25.6 17.2 -16.0 31.3 16.4
Imports 20.6 185 15.7 38.7 18.7
Interest rates (1- 414 252 2.25 275 3.50
year deposit)
Exchange rate
(RMB/USD) 7.31 6.83 6.83 6.62 6.22

1Q’10 2Q’10 3Q’10 4Q’10 1Q’11 (F) 2Q’11 (F) 3Q’11 (F) 4Q’'11 (F)
GDP 1.9 10.3 9.6 9.8 9.1 9.4 9.7 9.9
cPl 2.2 2.9 35 4.7 4.7 4.2 3.8 2.9
inflation

Source: CS forecasts ~ Note: Historical data were released by the 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.

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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