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Has Debt Reached a Dangerous Level? An Apples-to-Apples
Comparison

China's total debt level is not threatening — We estimate total debt at 210-220% of
GDP in 2012, and the debt ratio was way below those in ten major advanced
economies based on an apples-to-apples comparison. Debt ratios of China's
households and financial institutions were particularly low, at 31% and 20% of GDP
respectively. Government debt looks manageable. The debt ratio of nonfinancial
corporations was strikingly high and poses major risks.

Government debt seems manageable if new borrowing is kept under control —
We estimate government debt at 16% of GDP based on a narrow definition, and 45-
52% of GDP based on a broad definition. The interest-growth differential—a main
determinant of debt dynamics—is expected to remain significantly negative for an
extended period, reducing debt ratios over time. The official budget deficit may stay
below 3% of GDP, following historical patterns. The debt ratio could be brought down
were the government willing to privatize some state assets. However, local government
debt is a risk factor, and the central government has become increasingly vigilant as
the broadly-defined debt ratio is approaching 60% of GDP, the debt ceiling in the
Maastricht Treaty, which has been cited by the Chinese officials as a warning line.

Corporate leverage is a cause of concern — According to our estimate, the debt of
China's nonfinancial corporations reached 151% of GDP in 2012, the highest among
the ten major advanced economies. The debt ratio increased by almost 40ppts during
2008-12, and may exceed 160% in 2013. Even excluding debt issued by the former
Ministry of Railways and local government financing vehicles, the debt ratio was still
high at 114-121% of GDP. Increased reliance on debt financing amplifies volatility of
corporate earnings. Looking ahead, interest rate liberalization and growth slowdown
may undermine profitability of highly-leveraged corporations, eventually contributing to
higher NPLs and debt defaults.
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Has Debt Reached a Dangerous Level?
An Apples-to-Apples Comparison

The total debt level in China is not threatening, and government debt appears
manageable if new borrowing—especially by the local governments—is kept
under control. However, the corporate debt level is strikingly high and may
rise further. Interest rate liberalization and a growth slowdown may undermine
profitability of highly-leveraged corporations, eventually contributing to
higher NPLs and debt defaults.

Total Debt Level Not Threatening

We estimate total debt in China at about 210-220% of GDP in 2012 — Cross-
country comparison of debt is made difficult by differences in definition and
coverage. To make an apple-to-apple comparison, we have compiled data on
China's debt based on the methodology used by McKinsey.1 In our calculation, total
debt includes debt of households, nonfinancial corporations, financial institutions
and government (Figures 1 and 2).

B Households' debt was 31% of GDP. In China, bank loans are the predominant
source of household debt. As of end-2012, total bank loans to households stood
at Rmb16tn, or 31% of GDP. In addition, private lending is popular in some
areas, although there are no reliable data. A PBOC study dated 2011 put the size
of such financing at Rmb3.4tn, or 8.5% of 2010 GDP. However, following the
methodology of McKinsey, such debt is not included because the debt is
essentially between households and offset against each other on a consolidated
basis.

® Nonfinancial corporations' debt was 151% of GDP. The debt of this sector
includes bank loans, corporate debt securities, international commercial loans
and trade credits, as well as off-balance-sheet credits (trust loans, designated
loans and undiscounted bank acceptance bills). SOE debt is included here. In
addition, since a large part of the local government debt is raised in the form of
corporation debt (local governments are not allowed to issue debt on their own
according to the current law), debt issued by local government financing vehicles
(LGFVs) is included here. In addition, the debt of former Ministry of Railways
(MOR) is also included here since the Ministry acted like an SOE when
borrowing from the banks or the capital market. According to our estimate,
nonfinancial corporations' debt reached Rmb78tn at end-2012, or 151% of GDP.

® Financial institutions' debt was 20% of GDP. The debt of this sector includes
PBOC bills and bonds issued by policy banks, commercial banks, insurance and
securities firms and other financial institutions. Following the methodology of
McKinsey, interbank borrowing is not included since the debt is between financial
institutions and offset against each other on a consolidated basis. In addition,
deposits of the banks are not regarded as debt. As of end-2012, the debt of
financial institutions amounted to Rmb10tn, or 20% of GDP.

B Government debt was 16% of GDP based on this methodology. Since the
debt issued by LGFVs and former MOR is already included in corporations' debt,
government debt here only includes central government debt and debt issued by
MOF on behalf of the local governments. As of end-2012, government debt was

' Debt and Deleveraging: Uneven Progress on the Path to Growth, McKinsey Global Institute, January
2012.

2 citivelocity.com



China Macro View .
31 May 2013 Citi Research

Rmb8.4, or 16% of GDP. Following the methodology of McKinsey, loans from one
branch of government to another and unfunded pension liabilities are excluded.

Figure 1. Composition of Total Debt

2007 2008 2009 2010 2011 2012
Classification |
(In billions of RMB)
Households 5,067 5,708 8,182 11,259 13,607 16,138
Nonfinancial corporations 1/ 30,698 35,469 46,533 56,515 65,815 78,184
Domestic loans 22,707 26,297 34,378 38,864 43,479 49,783
Corporate bond balance 2/ 794 1,346 2,583 3,689 5,055 7,305
Foreign borrowing 3/ 2,508 2,291 2,462 3,256 4,048 4,241
Off-balance sheet items 2/ 4,688 5,536 7,111 10,707 13,233 16,856
Financial institutions 6,651 8,754 9,081 9,465 9,222 10,178
Central Bank bills 3,395 4,629 4,057 3,703 1,942 1,158
Financial Bonds 4/ 3,256 4,125 5,025 5,762 7,280 9,020
Government 5,207 5,327 6,224 7,155 7,804 8,407
Central Government Debt 5,207 5,327 6,024 6,755 7,204 7,757
Local Government Debt 5/ - - 200 400 600 650
Total Debt 47,624 55,258 70,020 84,394 96,449 112,907
(As % of GDP)
Households 19 18 24 28 29 31
Nonfinancial corporations 115 113 136 141 139 151
Financial institutions 25 28 27 24 19 20
Government 20 17 18 18 16 16
Total Debt 179 176 205 210 204 217
Classification Il
(In billions of RMB)
Households 5,067 5,708 8,182 11,259 13,607 16,138
Nonfinancial corporations 6/ 25,529 29,032 36,213 43,906 52,685 59,391 to 63,238
Financial institutions 6,651 8,754 9,081 9,465 9,222 10,178
Government 10,376 11,764 16,544 19,764 20,935 23,353 to 27,200
Central Government Debt 5,207 5,327 6,024 6,755 7,204 7,757
Local Government Debt - - 200 400 600 650
Local Government Debt 7/ 4,510 5,569 9,017 10,717 10,718 12,153 to 16,000
Ministry of Railways 659 868 1,303 1,892 2,413 2,793
Total Debt 47,624 55,258 70,020 84,394 96,449 112,907
(As % of GDP)
Households 19 18 24 28 29 31
Nonfinancial corporations 96 92 106 109 111 114 to 121
Financial institutions 25 28 27 24 19 20
Government 39 37 49 49 44 451052
Total Debt 179 176 205 210 204 217

1/ Including debt of local government financing vehicles and former Ministry of Railways.

2/ Based on data on total social financing.

3/ Including international commercial loans and trade credits.

4/ Including policy bank bonds, commercial bank bonds and subordinate bonds, and bonds issued by securities firms, insurance firms and other financial institutions.
5/ Including debt issued by MOF on behalf of local governments.

6/ Debt issued by former Ministry of Railways and LGFVs is excluded here but included under government debt.

7/ Including debt issued by LGFVs.

Source: PBOC, Wind, CEIC and Citi Research
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Figure 2. Composition of Total Debt 2007-2012
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Source: PBOC, Wind, CEIC and Citi Research

® An alternative methodology would put government debt at 45-52% of GDP,
but nonfinancial corporations' debt would have to be adjusted downward by the
same magnitude. If we include the debt issued by former MOR and LGFVs as
local government debt, government debt is estimated to have reached Rmb23-
27tn at end-2012, or 45-52% of GDP (see China Macro View - Fiscal Vista:
Expect Conservative Policy and Aggressive Reform). However, the
reclassification should not affect the total amount of debt, and nonfinancial
corporations' debt would be lower at 114-121% of GDP.

The total debt ratio was way below that in major advanced economies — The
calculation done by McKinsey based on the same methodology shows that China's
debt ratio was lower than any of the ten major advanced economies covered by the
study (Figure 3). The debt ratios in Japan and UK were twice as high as that in
China. Debt of China's households and financial institutions were particularly low.
Government debt, even based on broader definition (45-52% of GDP), still looks
manageable. However, the debt ratio of nonfinancial corporations was the highest
among these economies.

Debt appears to be adequately covered by assets — Rapid economic growth in
the past three decades has enabled all sectors to accumulate assets. It remains
challenging to compile a balance sheet of the nation due to valuation difficulties, but
estimation of assets by different organizations can help us understand how solvent
the government, enterprises and households are (Figure 4). Among different
sectors, the financial conditions of the households seem to be most solid, with
financial assets covering four times their debt in 2010. The government assets
(excluding SOE assets) also appear to be at a comfortable level relative to their
debt. For enterprises, the extent to which the asset value can be realized in the
market is questionable. Assuming only 50% of the value can be realized, the
enterprises' asset value was still reasonably higher than their debt level.
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Figure 3. Cross-Country Comparison of Debt, 2012

Japan 115 230 506
UK 202 94 501
Spain 83 80 378
France 99 97 360
Korea g5m 36 327
Italy 114 326 W Households
Germany 90 299 M Nonfinancial Corporations
US 90 288 Financial institutions
Australia gpumgg 287 Government
Canada 69 270
China | ‘—0‘16 217 | | | as%GDP‘
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Sources: Haver; McKinsey Global Institute; and Citi Research

Figure 4. Estimation of Total Assets by Different Organizations (in
trillions of RMB)

Households, financial assets, 2010 1/ 49
Of which: Currency in circulation 4
Deposits 32
Bonds and stocks 6

Enterprises, 2008 2/ 208
of which: SOEs 48

Government, 2010 3/ 66
Fiscal Deposits at Central Bank 2
Reserve Assets 20
Land and Resource Assets 44

1/ China Financial Stability Report, PBOC, published in 2012. 2/ The Second National
Economic Census, NBS, released in 2009. 3/ China Sovereign Balance Sheet and
Risk Assessment, CASS, published in 2012. We exclude assets of SOEs and
administrative institutions to avoid duplication.

Sources: PBOC, NBS, CASS, and Citi Research.

Current Government Debt Manageable

The current level of government debt should be sustainable if new debt is
kept under control — The conventional debt sustainability analysis breaks down
factors affecting debt dynamics (change in debt-to-GDP ratio Aby) into three main

components:

by — pby + dda

(1) the interest-growth differential which captures the impact of debt increasing
real interest rate (i) and debt decreasing real GDP growth rate (g);

(2) the primary balance (pb), which is fiscal balance excluding interest
payment. A surplus helps to reduce the debt ratio;

(3) the deficit-debt adjustment (dda), which may include debt increasing
government recapitalization of banks and debt decreasing privatization of
government assets.

® China's interest-growth differential will likely remain negative in the foreseeable
future, reducing the debt ratio over time. Despite growth deceleration, China's
GDP growth rate is expected to stay above 6% (in real terms) in the next five
years. On the other hand, five-year sovereign bond yield has been below 4% (in
nominal terms) in the past few years. Considering most of China's government
debt is domestically financed, the cost of government debt (especially in real
terms) should not rise above GDP growth rate in the next few years.

B |ocal government debt is a risk factor. Judging from public finance, fiscal policy
has been quite conservative, with official fiscal deficit consistently below 3% of
GDP. As the growth-interest differential will most likely be larger than 3%, deficits
lower than 3% of GDP should not add to the debt ratio. However, fiscal policy
was more expansionary if local government activity of a fiscal nature is
considered. According to the official audit, local government debt (including
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LGFV borrowings) increased from roughly 18% of GDP in 2008 to 28% in 2010,
implying a quasi-fiscal deficit of roughly 10% of GDP for 2009-10 combined. To
reduce the risks, the LGFV debt should first be recognized as formal government
debt, and the debt level needs to be contained.

B Privatization of state assets can help address the local government debt problem.
Even if the government does not officially recognize the LGFV borrowings as
government debt, those borrowings may eventually become explicit government
debt, if some of those borrowings turn into non-performing loans (NPLs) and the
government is called to recapitalize the banks. Fortunately, investment financed
by local government borrowings has helped built state assets, and debt ratio can
be reduced by selling those assets.

The government appears to see 60% of GDP as a ceiling for government debt
— There is no formal fiscal rule in China. However, MOF often cites the deficit and
debt ratio ceiling (3% and 60% of GDP, respectively) in the Maastricht Treaty as a
reference when discussing fiscal and debt policies. To leave sufficient fiscal space,
the government is likely to become very vigilant when the debt-to-GDP ratio
exceeds 50%, especially in light of future obligations related to pension and medical
insurance. Recent measures to contain the expansion of LGFV debt seem to reflect
the government's intention not to top the indicative debt ceiling.

Corporate Leverage Is Cause of Concern

Corporate debt level is strikingly high, and may rise further — While the total
debt level is not threatening, the debt of China's nonfinancial corporations reached
151% of GDP in 2012, the highest among the ten major advanced economies. In
particular, the debt ratio increased by almost 40ppts during 2008-12. If credit and
total social financing continue to expand as we expect, the corporate debt-to-GDP
ratio is likely to exceed 160% in 2013. Even excluding debt issued by the former
MOR and LGFVs, the debt ratio was still high at 114-121% of GDP in 2012.

High corporate leverage reflects in part the under-development of capital
markets — China's financial system continues to be dominated by banks, and
nonfinancial corporations rely heavily on financing intermediated by the banking
system. At end-2012, China's stock market capitalization totaled Rmb23tn, only
44% of GDP. Since late 2009, market capitalization has stagnated at Rmb20-30tn,
and its share to GDP has steadily declined from 72% of GDP at end-2009. To some
extent, the expansion of debt financing is a compensation for the shrinkage of the
equity financing. However, the shift in the relative importance of financing sources
has exacerbated the maturity mismatch of bank financing, since short-term bank
and off-balance-sheet credits have been used to finance long-term investment
(which ideally should be financed by long-term financing such as stock and bond
issuance).

Increased reliance on debt amplifies earnings volatility — Annual data since
1999 show that industrial profit growth has been significantly more volatile than
industrial production and industrial sales growth (Figure 5). High corporate leverage
provides some explanation for earnings volatility, since debt financing would
normally enhance positive returns during an economic up-cycle but eat into
earnings disproportionately during a downturn. More specifically, industries with
high debt ratios tend to have more volatile profit margins (Figure 6).
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Figure 5. High leverage increased profit volatility
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Figure 6. Higher debt ratio corresponds to more volatile profit margin
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Interest rate liberalization and growth slowdown may squeeze corporate
profits — Due to declining potential growth and excessive capacity in a number of
upstream industries, we think China will rarely see a growth rate above 8% in the
years to come, which would slow down sales of nonfinancial corporations. On the
other hand, interest rate reform is expected to proceed further, which tends to raise
the cost of debt, especially in real terms (Figure 7). Slowing sales and rising interest
payment would undermine corporate profitability, eventually contributing to higher
NPLs and debt defaults. Therefore, unless China's companies (including LGFVs)
start to deleverage and increase reliance on capital market to finance long-term
investment, the risk of a corporate debt crisis will increase, with spillovers to the
banking sector and the government balance sheet.

Figure 7. Real lending rates are rising despite flat nominal rates
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Source: CEIC and Citi Research
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Figure 8. China — Macro Outlook

Annual 2013 2014 Quarterly 2Q13 3Q13 4Q13 1Q14 2Q14

Citi  Survey Citi  Survey Citi Survey Citi Survey Citi Survey Citi Survey Citi Survey
GDP (YoY%) 7.7 78 73 78 78 7.8 79 8.0 75 79 75 78 73 79
CPI (YoY%) 29 3.0 3.1 35 27 27 3.0 32 35 34 33 345 3 35
IP (YoY%) 96 107 9.1 10.8 9.7 9.9 94 9.3 9.1
Exports (YoY%) 97 104 59 100 6.0 7.0 9.0 20 5.0
Imports (YoY%) 96 102 72 115 10.0 12.0 8.0 8.0 7.0
Trade Balance ($US bn) 2541 2579 2428 2536 54.3 61.6 95.0 16 47
FX reserve ($US bn) 3678 3861 3494 3556 3678 3,674 3,706
Current Account (as % GDP) 2.2 25 2.0 24
Fiscal Account (as % GDP) -2.0 2.0 -2.0 -1.8
1Y lending rate (eop) 6.00 6.00 575 6.00 6.00 600 600 600 600 600 600 600 625
1Y deposit rate (eop) 3.00 3.25 3.00 3.00 3.00 3.00 3.00
USDCNY (eop) 6.08 610 6.02 6.00 610 615 6.09 613 6.08 610 6.07 6.08 6.06
5Y Government bond Yield 3.36 349 3.36 3.36 3.36 3.36 3.36

Source: Bloomberg, Citi Research Estimates

Figure 9. China — Other Interest Rate / FX Forecasts

31-May 20132QF 2013 3QF 20134QF 20141QF 2014 2QF 2014 3QF 2014 4QF
US Fed Fund Rate 0.09 0.25 0.25 0.25 0.25 0.25 - -
10 Treasury 2.10 1.85 2.10 2.35 2.60 2.80 - -
EUR/USD 1.30 1.28 1.27 1.26 1.25 1.25 1.25 1.25
USDIPY 100.75 107 108 109 110 110 110 110

Source: Bloomberg and Citi Research Estimates
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Figure 10. China — Real Economy Data

%YoY 2009 2009 2009 2009 2010 2010 2010 2010 2011 2011 2011 2011 2012 2012 2012 2012 2013 2013
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1  Apr
Real GDP 6.6 8.2 97 114 121 103 9.6 9.8 9.7 9.5 9.1 8.9 8.1 76 74 79 7.7
Nominal GDP 53 5.7 86 130 183 177 176 176 179 181 184 171 113 9.7 85 9.8 9.6
CPI 06 15 -13 0.7 22 29 35 47 5.1 5.7 6.3 46 38 29 1.9 2.1 24 24
PPI 46 712 17 241 5.2 6.8 45 57 7.1 6.9 71 3.1 01 14 33 23 17 -2.6
Exports -19.7 234 -203 02 287 409 322 249 264 220 206 143 76 104 4.4 94 184 146
Imports -309 202 116 227 648 436 273 298 330 231 249 201 6.9 6.4 14 29 84 16.8
'LI'JrSagt)a Balance (bn 625 349 393 615 145 412 656 631 -07 467 638 481 11 688 792 828 431 182
IP 9.7 90 123 179 155 160 135 133 149 139 138 128 116 95 91 100 9.5 9.3
Retail Sales 150 150 154 165 179 185 184 188 163 172 173 175 148 139 135 149 124 128
FAI 286 359 329 262 264 252 231 239 250 260 240 212 209 208 21.0 204 209 206
Electricity 40 07 80 228 241 193 122 60 125 116 114 115 6.8 43 38 8.0 43 6.8
Consumption
Steel Product 28 80 276 395 286 240 8.5 30 137 77 143 9.0 6.5 7.0 43 139 123 8.1
Production
Cement 92 158 236 182 197 162 132 147 101 205 151 116 7.3 49 89 8.8 8.2 8.7
Production
Baltic Index (eop)  -80.0 -60.8 -31.0 2882 856 -360 102 -41.0 -490 -413 -224 20 -390 -289 -59.7 -598 26 -25.3
(éarlgo Carried 59 141 06 122 178 74 74 44 68 10.1 7.6 75 4.0 14 72 11 08 6.3
ailway
galr_go Cariedby  -126  -03 175 355 482 329 180 140 10 -06 -07 -36 67 -34 0.4 1.0 4.8 37
irline
Cargo Carried by 84 114 203 137 234 179 148 149 145 149 152 191 136 144 140 158 105 8.1
Highways
(Oﬁic;al Mfg PMI 524 532 543 566 551 521 538 539 534 509 512 503 531 502 498 506 509 506
eop
Source: Bloomberg, CEIC and Citi Research
Figure 11. China — Monetary Data
%YoY 2009 2009 2009 2009 2010 2010 2010 2010 2011 2011 2011 2011 2012 2012 2012 2012 2013 2013
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1  Apr
M1 170 248 295 324 299 246 209 212 150 131 8.9 79 4.4 47 73 65 119 11.88
M2 255 285 293 277 225 185 190 197 166 159 130 136 134 136 148 138 157 16.07
Loan 298 344 342 37 218 182 185 199 179 169 159 158 157 160 163 150 149 149
FXReserve (USbn) 1954 2132 2273 2399 2447 2454 2648 2847 3045 3197 3202 3181 3305 3240 3290 3312 3440
Position for FX 173 178 185 193 201 206 213 226 237 247 255 254 256 257 258 259 271 274
Purchase (tn RMB)
Bond Issuance *
Gov"t Bond 1049 5969 5817 3582 2300 5558 5356 4668 3260 5114 4544 2500 2180 4749 4673 2840 2640 2231
Corporate Bond 3258 4444 3849 3961 3827 4363 4160 2851 5722 4574 5003 6870 6714 7673 10561 11150 11153 4215
Gov't Supported - - 300 700 - - 1540 350 - - - 1000 - 200 850 450 - -
Bond
*In 100mn RMB
Source: WIND, CEIC and Citi Research
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Figure 12. China — Market Snapshot

31-May 1 Week YTD 12 months 31-May 1 Week YTD 12 months
change change Change change change Change
Foreign Exchange Interbank Rate, %
USD/CNY 6.14 0.01 (0.09) (0.23) 1D SHIBOR 450 1.00 0.64 2.62
EUR/CNY 8.01 0.04 (0.21) 0.11 7D SHIBOR 478 0.63 0.20 2.64
100JPY/CNY 6.09 0.04 (1.09) (2.04) 1M SHIBOR 4.02 (0.58) (0.88) 1.05
1M Vol, USD/CNY 2.05 - 0.33 (0.15)  3M SHIBOR 3.88 (0.00) (0.02) (0.32)
3M Vol, USD/CNY 221 (0.04) 0.46 (0.03)  6M SHIBOR 4.10 - - (0.53)
1Y SHIBOR 4.40 - (0.00) (0.53)
Forward
USD/CNY 3M Forward, onshore 6.18 0.01 (0.09) (0.23) Repo Rate, %
USD/CNY 12M Forward, onshore 6.26 0.01 (0.09) (0.23) 1D Interbank Repo Rate 4.51 1.51 0.65 2.63
USD/CNY 3M NDF 6.20 0.02 (0.21) (0.41) 7D Interbank Repo Rate 4.81 0.65 0.23 2.65
USD/CNY 12M NDF 6.27 0.04 (0.16) (0.40) 1M Interbank Repo Rate 4.00 (0.62) (1.43) 1.17
3M Interbank Repo Rate 5.10 1.00 1.10 -
PBOC Benchmark Rate, %
Demand Deposit 0.35 - (0.15) RS, %
3M Deposit 2.60 - (0.50) 3MIRS 3.44 0.08 (0.19) 0.98
6M Deposit 2.80 - (0.50) 1Y IRS 3.32 0.05 (0.02) 0.87
1Y Deposit 3.00 - (0.50) 2YIRS 3.33 0.03 (0.03) 0.82
2Y Deposit 3.75 - (0.65) 5YIRS 3.52 0.02 (0.12) 0.74
3Y Deposit 425 - (0.75)  10Y IRS 3.70 - (0.08) 0.76
5Y Deposit 4.75 - (0.75)
6M Lending 5.60 - (0.50) IRS Curve, bp
1Y Lending 6.00 - (0.56)  2Y-3M 332.50 2.50 (2.50) 81.50
1-3Y Lending 6.15 - (0.50)  5Y-2Y 19.50 (0.50) (9.50) (7.50)
3-5Y Lending 6.40 - (0.50)  10-2Y 37.50 (2.50) (5.50) (5.50)
5+Y Lending 6.55 - (0.50)  10-5Y 18.00 (2.00) 4.00 2.00
Govn Bond, % Stock Market
PBOC 3M 293 - 0.13 Shanghai Composite 2,319 30 50 (53)
PBOC 6M 2.94 - 0.09 - -Turmover, RMB bn 104 8 2) 18
CGB 1Y 2.83 - (0.01) 0.62  Shenzhen Composite 1,046 17 165 79
CGB2Y 3.02 (0.08) 0.50 - Turnover, RMB bn 44 ) 6 9
CGB 5Y 3.15 (0.04) (0.07) 0.38  HSCEI 10,610 (112) (826) 924
CGB 10y 343 (0.01) (0.16) 0.04 - Turnover, HKD bn 7 4) 0 (16)
Govn Bond Yield Curve, bp Other Indicator
2Y-3M 9.00 - (21.00) - 5Y Sovereign CDS 82.34 4.68 23.00 (52.15)
5Y-2Y 13.00 (4.00) 1.00 (12.00)  Required Reserve Ratio 19.50 - - -
10-2Y 41.00 (1.00) (8.00) (46.00)
10-5Y 28.00 3.00 (9.00) (34.00)
Source: Bloomberg and Citi Research
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Figure 13. PBOC Open-Market Operations Figure 14. China Interbank Rates
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Figure 16. List of Recent Reports

Name

China Macro Flash - Provincial AMC: A New Vehicle for Debt Restructuring?

China Macro Flash - Official PMI May Fall Below 50

China Macro Flash - Will Weak Growth Trigger Reform or Stimulus?

China Macro Flash - April Data Points to Flattish Growth in 2Q

China Macro Flash - Apr Data: Monetary Easing Bias May Stay for Longer

China Macro View - Fiscal Vista: Expect Conservative Policy and Aggressive Reform

China Macro Flash - Beijing Trip Notes: Early Signs of Reforms

China Macro Flash - Benign Inflation May Keep Accommodative Policy for Longer

China Macro Flash - April Trade Data: Stronger Import Growth Is a Positive Sign for Domestic Demand

China Macro Flash - Apr Data May Highlight External Weakness

China Macro Flash - April PMI Highlights External Headwinds

China Macro Flash - Faster Appreciation Signals Emphasis on Reform at this Stage
China Macro View - Interest Rate Liberalization: Next Steps and Implications

China Macro Flash - Official PMI May Stay at Low 50s in April

China Macro View - Getting Used to the New Normal

China Macro Flash - 1Q Data Point to Modest Downside Growth Risks

China Macro Flash - Mar Monetary Data: Easing Bias Remained in 1Q

China Macro Flash - March Trade Data: Imports Surprised on the Upside

China Macro Flash - March Data: Inflation Not a Threat But May Trend Up

China Macro Flash - Data for 1Q May Confirm a Modest Recovery and Benign Inflation
China Macro Flash - March PMI: A Weak Economic Recovery with Uncertainty Ahead
China Macro Flash - New Agenda: Interest Rate Liberalization, WMPs, BRICS...
China Macro Flash - Oil Pricing Mechanism Changed to Better Reflect International Prices
China Macro View - Takeaways from 2013 China Policy Day

China Macro Flash - Official PMI May Stage a Post-Holiday Rebound

China Macro Flash - PBOC Survey Points to Continued Recovery

China Macro View - Growth and Reform: A Little Bit of Both for Now

China Macro Flash - Weak Recovery but in Line with Our Expectation

China Macro View - Capital Account Liberalization: A Calculated Advance

China Macro Flash - Government Restructuring: More Needs to Come

China Macro Flash - Feb Data: Balance of Risks Shifted Slightly Toward Inflation
China Macro Flash - Feb Trade Data: Surprising Trade Surplus Puts Pressure on RMB
China Macro Flash - 2013 Budget Less Expansionary Than 2012 Budget

China Macro Flash - NPC Government Report Offers Few Surprises

China Macro Flash - Feb Data May Fuel Inflation Fears

China Macro Flash - Modest Rebound Uninterrupted Despite Feb PMI Drop

China Macro View - NPC Outlook: to Reform, or to Wait for It to Happen?

China Macro Flash - Official PMI May Temporarily Fall Below 50 in Feb

China Macro Flash - Jan Trade Data Remain on Uptrend

China Macro Flash - Jan Monetary Data Indicate a Strong Start

China Macro Flash - Jan Headline Inflation Eased Thanks to Holiday Distortion
China Macro Flash - Distribution Reforms Focus on Low-Income Group

China Macro Flash - Jan Data Preview: The Art of Removing Holiday Distortion
China Macro Flash - Jan PMI Indicates Modest Rebound On Track

China Macro Flash - Official PMI May Improve Further on Positive HSBC Flash
China Economics Weekly - Over-capacity to Constrain Manufacturing Investment
China Macro Flash - Dec Data Confirm Mild Rebound and Signal Structural Changes
China Economics Weekly - Shadow Banking: to Be Suppressed or Regulated?
China Macro Flash - Dec Data: Weather-Related Inflation Jump Not a Threat Yet
China Macro Flash - Dec Trade Data Highlight Upside Risks

Source: Citi Research

Date
28-May 13
23-May 13
15-May 13
13-May 13
10-May 13
10-May 13

9-May 13
9-May 13
8-May 13
2-May 13
1-May 13
26-Apr 13
24-Apr 13
23-Apr 13
17-Apr 13
15-Apr 13
11-Apr 13
10-Apr 13
9-Apr 13
3-Apr 13
1-Apr 13
28-Mar 13
26-Mar 13
25-Mar 13
21-Mar 13
20-Mar 13
18-Mar 13
14-Mar 13
12-Mar 13
11-Mar 13
11-Mar 13
8-Mar 13
6-Mar 13
5-Mar 13
4-Mar 13
1-Mar 13
25-Feb 13
25-Feb 13
8-Feb 13
8-Feb 13
8-Feb 13
6-Feb 13
4-Feb 13
1-Feb 13
24-Jan 13
18-Jan 13
18-Jan 13
17-Jan 13
11-Jan 13
10-Jan 13

12

citivelocity.com


https://ir.citi.com/HmN635oYI8Se2QGAKRWNe67CttgGx7neCUT1chmZ7cNzwrDZ3ZObRPuG5W44%2bLq4muo%2fqnEYhzs%3d�
https://ir.citi.com/aJBQaVINub4uHQz%2bq%2b538GyvpEBMUCrIUN%2bwVJP315wNITQekRyI8tdnsG7QJgRDEosCbYMVv6E%3d�
https://ir.citi.com/B9ZkzoVDj3O7C8QZJX4c6BCWq%2fXqnpOENSYeFadJAenyFP0Y0cIQfyhJmTj1sa8a9d3br7bz8eg%3d�
https://ir.citi.com/qPYrBzgWEF5yK43IncmWF5QbZsA07%2biu8Q4ZwYumDpEyu2enPVh5wo%2fXlTkoIxglq5TloDsSQFU%3d�
https://ir.citi.com/qPYrBzgWEF4GaAROubNQooaDaqFPMYCOZeFW8Gb%2blFBwkndagtiCMMw3X6Nr2RTqUqT%2bPn8tMxM%3d�
https://ir.citi.com/9AspkV1DUDJ54Mun6%2b5ckNp7c%2f7%2b0d5zDZoTaj0zgoUkFsTDX3Qx6rqF7wnCp5W1uqffgXWUdZk%3d�
https://ir.citi.com/n6%2fXn4GP31mpPHLmlQEpupHao0kwpjiP7CKCJLONRlOFB7tx7IgpkPt58abILAvzveE6h9Lom9k%3d�
https://ir.citi.com/OwoKBt4ctC6p4h%2f0d9RG6bmZV4SkbuTtrj9yXA%2f7b%2fUdABi0QG0SRixCfgseuiXjm%2fnTU8WFBP4%3d�
https://ir.citi.com/OwoKBt4ctC6Kry3rv07bzFjLZyMxKVY2xvSKohUq23quPIeWlOarqHYj7rgy9ebsXoLpSiVD0yc%3d�
https://ir.citi.com/zRhSat1ZdGL6EZ2S7eNPoTBD70tsq5D2ZroP5nY0r6tATSDQzhM14nlKVIVMCYYOJ3Ga1qz0zG8%3d�
https://ir.citi.com/n6%2fXn4GP31mhmmQckYNyDvbvDTxl1EOMQpi8m5OW5niLK3bmoXGLyRX0b5YhbUV1WEp44ZlurUQ%3d�
https://ir.citi.com/n6%2fXn4GP31m5X1MJR%2f5UsDZ1EPFQpopJFb5xH3FHq%2bXMdZNq5GP%2bXWBPWwoxLSThRwA9vCnKK5U%3d�
https://ir.citi.com/9AspkV1DUDKVETyxRjrrrX6QUZjCBG85Ox8AK7AdTcKuO3qnItVESOxlRib9WRN06vHL7uEgnXs%3d�
https://ir.citi.com/B9ZkzoVDj3McXAut2T7XKCeXmjhMJ3VCYRciG46LLgOGon9Z1RoM0KwLqoTnLeOuhrM5x3TR08A%3d�
https://ir.citi.com/HmN635oYI8QkG7IKDYGgCkrbz2%2b90nCkCwpjxBNEl6hE9XCZxkWqJEvlrRGP1Dxc%2bYJyZeuC2T0%3d�
https://ir.citi.com/zRhSat1ZdGJjCK1vDjthbKMIJnfrgtWivmy1xmyj15los3lu3DuIVXFDCXYH1aJf3BLBVV1RwcE%3d�
https://ir.citi.com/OwoKBt4ctC7E%2bkP0b3g6DThXPZFkOz7Prnwi7Oi46SJN7DdCa66cZoUanTiR%2boFe3ntuk4TCayE%3d�
https://ir.citi.com/HmN635oYI8Top0o1H8hXNgy9BjXwNWf4EZFEksPRnkwTbZlwln7ld3i0BFo0kQxjNByKhdSo6yk%3d�
https://ir.citi.com/aJBQaVINub7PyXS8XLLOgX2xt8NK03CIszM73OPMlfG8F9maXeMVe%2b5kOCDW%2burRXM1eCFmYxtk%3d�
https://ir.citi.com/iYRzisAwgrpkSth%2blfHuiLIs7fvCm3wZn8JGAYwTSV%2bNvSB9H%2bENIvEaKFCP4MYSvMjByuBpRLE%3d�
https://ir.citi.com/HmN635oYI8T%2bxpCKesVW%2bugsZLeV9WCqZDHZAc4GSVGhJdFr19J6RpdnExS0KQUfM3M%2fNzSFlDs%3d�
https://ir.citi.com/OwoKBt4ctC6bNYzzWB9nM2P0d1zfxHZuGoCt%2frhbYSLPVd%2bqn8epUAkUWRTZGid%2b1PWXuJDUYOw%3d�
https://ir.citi.com/15J65dKLQYf5cvWchxHMb8%2fQbdAcTFl8Oqen25NaOYMB%2f6kLVHLXAw9ZSwfD9XESOWOEGy9tVFw%3d�
https://ir.citi.com/qPYrBzgWEF5l9WAtAL0llyPi66Gsfdt2stJl7iq2ga0x9RKQI5D60vj6CYtay4Ugc40ZFBTW5HM%3d�
https://ir.citi.com/15J65dKLQYdXl%2bA4F58uyqbL5RwPQ0x6AbZMc80C4H%2bFewl8InrrBARLP%2fUsGs5adyQwYyWIKlQ%3d�
https://ir.citi.com/Jpv7LXN7B4%2bxgU4e9mz76kwCJoG1lqkrXsn1vmWFWrth1GD6orwt7rbmdwQSaDrvxgpHjhUlNpk%3d�
https://ir.citi.com/qPYrBzgWEF5MgScY1rYAh1J8eB8aRFNE8Es0zpTJTMzTLyXU3htTWsviY3EzBdH67GP%2bMu4EpEI%3d�
https://ir.citi.com/qPYrBzgWEF4MsZLumPYwPaAe7%2b1nVJJqP%2f8G2gzxAOXfbGYzg%2f6XzuVNGjLca8efzHnHLZDOvy4%3d�
https://ir.citi.com/zRhSat1ZdGKH7wMy7FfHm%2bIPSlcYOLs3m2Zjk2RfJiZVOtXSImjM8qbyABoqrZDNUdCvYR9zONk%3d�
https://ir.citi.com/HmN635oYI8S7ekI4py0E4BUxLrSebHSwxVdZgnOvx5hUKuXEdcwtkO48dMsrKqnHZW2u0fyWFGk%3d�
https://ir.citi.com/aJBQaVINub7vPUVfUdjOs6lUdBru81g0llZIC3umb5UQV6JC9kJxWJOfLudjn8AR7qJL%2beL6PIA%3d�
https://ir.citi.com/n6%2fXn4GP31mD6yaB3b%2bf0caszLM0WBH7Eip9bfQZY2TdOiMebp6CDAjP5MMKZ8zucquqiiPHpXU%3d�
https://ir.citi.com/aJBQaVINub59cP8uuB%2fmaOu9NcqxF7%2fM13tvwDR9sRGL5vUIfGae%2fy%2bS6SGXn7sPYvTiP0623hY%3d�
https://ir.citi.com/n6%2fXn4GP31kM1Ynt%2bqkkMEU4gM0HK10x6kPZweBuf9W6n2m6dBgg7CORDRUKaDKxO%2f3FO%2bWdAUw%3d�
https://ir.citi.com/zRhSat1ZdGIVDtXcXowkwhZQkEfznFDI%2fOwhU8ypqT29sTGnDS%2bFHf%2b6YS%2bB98Vw%2fRsWcqtR01w%3d�
https://ir.citi.com/OwoKBt4ctC5Y8lBtEoOsRGAqm267S3w4l2d948N6fIuWc2QiF39jlPqVkHi7jXWAGrmc31NNA1k%3d�
https://ir.citi.com/HmN635oYI8S75WuXHB4bvy%2f5RXOdDJy9q6SdiD06NYJxKpJbhKo0OLeTfTiN1A9JLpbQWjGPyls%3d�
https://ir.citi.com/B9ZkzoVDj3MBr7l19JLc7CNgrOHszsbHhGZMzI0L%2f8s%2flQvVpLTxgr8in%2b4J9F7YTOesVYXSTU0%3d�
https://ir.citi.com/15J65dKLQYcRZZShYU3iuUGwjh6O4%2fGlNNZ8dAJDJbtR%2fqsWNMq%2beOJDnpCDqRhO%2bL3sVaZMF2s%3d�
https://ir.citi.com/aJBQaVINub4iyIBsqEp%2f9G4Lg42RSDcNJ0HilgD6kWdgM1Lz2K%2bLHBp0xn6iWIC7trIZPkPNxJk%3d�
https://ir.citi.com/zRhSat1ZdGL7Aj8zZOO0G5s7tNKVgnIwJfhYc6rixvPwKKmCu1%2bkaHrnMpj1NoBt5NYaqe5lrII%3d�
https://ir.citi.com/15J65dKLQYf5OXNMxw%2fojJAaUpPF7dAnf5U9aZDVvcJCuF4SUS5CMu%2frnhsxEGBtRwwlpxmVp2M%3d�
https://ir.citi.com/B9ZkzoVDj3NiMQJAiFhw%2fP7v5rxLyrWyCtpeOcepwkekH%2fwmBhAYkm4LB3TB%2b6uQ85xlmDqj%2f04%3d�
https://ir.citi.com/9AspkV1DUDLy5e3kKlOEnTTw28Elps8%2bT%2f%2fFVofSBWdWSDRyVEvkTJDivftOTYJHx7J89RI7Ljo%3d�
https://ir.citi.com/B9ZkzoVDj3NPA0kxwLcbXmRb%2bAdV8dEZSbZzDjl%2bD5uiCSFgmLUAT0lDN3GKCjBXbFUQwPsMn4A%3d�
https://ir.citi.com/15J65dKLQYdPLhEnP8a%2bS4dixtKvpQIySJ6Sxj63WedBpczkKhCzCsG74zYeIW02bvaA3An%2fDZM%3d�
https://ir.citi.com/zRhSat1ZdGLL1iS%2fzotBJ6QZSm%2faHJ1qeaxBLf5MZvmbYPHKM7bA%2beLR%2biW3praSHNcmwm9KApI%3d�
https://ir.citi.com/iYRzisAwgrqfilcgmEFJ85wIqNZVOn2sWBwldYT9EHpIWFnOx2RZinTK0Uyu9DBlLa8j7fhZa%2bI%3d�
https://ir.citi.com/9AspkV1DUDLy2dXctKJxwecWQXEnFoEwcB4J%2fp9cUiLMwNnHqWxhJU%2fPo56i1UCvnUuIvToriAs%3d�
https://ir.citi.com/9AspkV1DUDLqpxD2O7vyn0314oubZlwMnJIa7RJWTNs3BRMdXQdBYqnJEMl61Z3UR15FFOEcqL0%3d�

China Macro View .
31 May 2013 Citi Research

Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of China.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from China.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking
services from China.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from China in the past
12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): China.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: China.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: China.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Asia Shuang Ding; Minggao Shen; Serena Wang
Citibank (China) Co. Ltd. Enjiang Cheng
OTHER DISCLOSURES

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The

13 citivelocity.com



China Macro View .
31 May 2013 Citi Research

Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Research research report. Ask your Financial Advisor or use smithbarney.com to view any
available Morgan Stanley research reports in addition to Citi Research research reports.

Important disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith
Barney LLC and its affiliates are available at the Morgan Stanley Wealth Management disclosure website at
www.morganstanley.com/online/researchdisclosures.

For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https:/lwww.citivelocity.com/cvr/eppublic/citi_research_disclosures.

This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was
conducted by the same person who reviewed this research report on behalf of Citi Research. This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of
the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comiss&o de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC -
Associacdo dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagao Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8éme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which
constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http:/dis.kofia.or.kr/fs/dis2/fundMar/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building,
39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No.

14 citivelocity.com



China Macro View .
31 May 2013 Citi Research

460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with,
the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero
Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col.
Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act
2008 (‘FAA) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW
2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200. The Product is made available in the Philippines
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission.
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is licensed
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL”), a capital markets services license holder, and regulated by Monetary
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A.,
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A.,
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). This report is distributed in Singapore by Citibank
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of
this report. Please contact your Citigold/Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289).
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office
is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African
Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers in South Africa. The
Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose Ortega
Y Gasset, 4th Floor, Madrid, 28006, Spain. The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities
Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14
and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of Taiwan, the
Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on
such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd.,
which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500,
Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets
Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial
Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on

request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to
where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.

Pursuant to Comiss&o de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at
https:/lwww.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

15 citivelocity.com



China Macro View .
31 May 2013 Citi Research

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on
such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution.

The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Reuters and Datastream.

© 2013 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication,
redistribution or disclosure of this report (the “Product’), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any
other MSCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm,
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

for access to Citi's cross-asset research, commentary, data and analytics. C|t| V E Lo C I TYSM)


http://www.citivelocity.com/�

	Total Debt Level Not Threatening 
	Current Government Debt Manageable
	Corporate Leverage Is Cause of Concern

