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The negative impact of austerity in Europe started to emerge, causing 4Q10 UK GDP | Yifan Hu

growth to fall back to the negative territories again. It also implies the coming (o) 852-22379116
difficulties of Euro zone in 2011. Despite the poor perspectives, the ECB stated that it | yifanhu@citics.com.hk
would tighten its monetary policy this year due to its concern on high inflation. On the
contrary, the US fiscal and monetary policies will remain expansionary for an | Alexis Garatti

extended period to support its growth. Is ECB’s concern on inflation right? The answer (o) 852-22379117

heavily depends on the future pattern of commodity prices. alexisgaratti@citics.com.hk

Focus: Commodity price trends in 2011

Following stabilization of economies at global level and large injections of liquidities by
the central banks of the developed countries, commodity prices have recently
significantly accelerated recovering to pre-crisis level. We distinguish two major types
of factors influencing commodities in 2011 — general factors at global level; and
specific factors linked to demand and supply conditions related to each market. In
terms of general factors, we identify four different determinants:

e  World growth: world GDP growth will be more stable in 2011 in comparison
with 2010, relatively more supported by the US and less by emerging countries.
The global economy is to be less dependent on investment and more
contributed by household consumption, implying less pressure on energy
commodities, and more pressure on food prices to some extent.

e Global liquidity: non-extension of QE policies will progressively lead to a
slowdown of world liquidities in circulation, implying less money pumping into
the commodity pool.

e Regulation on speculative positions: the US and the G20 are proactive in
limiting speculative positions on commodities, thus price pressures could be
more suppressed in comparison with 2008.

e Exchange rates: the correlation between commodity prices and the US dollar
has been decreased sharply since early 2009 and is close to zero at the
current stage, demonstrating the larger role of fundamentals in deciding
commodity prices.

Based on our analyses on general factors and specific factors, we attempt to draw a
picture of commodity prices from a macro perspective.

e Energy prices are likely to fluctuate in a reasonable band with a moderate
upward trend, with oil prices moving in a range of USD 80-120 per barrel.
However, geopolitical risk could cause oil prices very volatile in a short period.

e Food prices will continue to face tight upward pressure due to sever weather
condition and sharply rising demand of emerging countries.

e Base metal prices are likely to rise continuously as long as its largest
consumer — China — keeps its growth above 9% YoY in 2011 pulled by
investment on high speed railway, welfare housing and western region
development.

e  Precious metal prices including gold in particular will continue to trend upward
given remaining high risk aversion in the short-term and strong and persistent
demand of emerging countries due to appetite of reserve asset diversification
in the long-term.




CITIE

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.

Disclaimer

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%
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%
Hirhf: Uk Address: 26/F CITIC Tower
[ ESERES 1 Tim Mei Avenue
RS K 26 1 Central, Hong Kong
CENE (852) 2237 6409 Tel: (852) 2237 6409
B (852) 2104 6580 Fax: (852) 2104 6580
EER R hkresearch@citics.com.hk Email hkresearch@citics.com.hk

AL http://www.citics.com.hk Web: http://www.citics.com.hk



