Economics
22 June 2012 | 19 pages

China Macro View
2H Outlook: A Rebound in the Making

We expect a growth rebound in 2H with sustained policy easing — Economic
growth appears to have stabilized, although at a low level. 2Q growth may fall to
7.3% YoY in the absence of a strong lift from June. Meanwhile, inflation is likely to
stay below 3% in the next few months, creating room for further policy easing. We
expect the government to fully utilize this room under the current policy mix, which
would facilitate a growth rebound in 3Q. We trim our 2012 annual economic growth
forecast to 7.8% from 8.1% to reflect anemic domestic activity in 2Q and further
weakening of EU demand.

More decisive policy easing, but no large-scale stimulus — Unless the sovereign
debt problem in Europe escalates to a full-blown economic and financial crisis and
results in a deep recession in the continent, we think the Chinese government does
not have the appetite to introduce a 2008-09 type of stimulus. The negative fallout
from the last stimulus — such as LGFV debt and property bubble — still lingers.
Instead, we expect two more rate cuts to boost demand; two more RRR cuts to
bring money growth to 14%; expansionary fiscal policy within the limit of the budget;
and targeted property policy easing to prevent an investment slump.

We are optimistic about new leaders’ ability to deliver reform — The current
government has surprised the market by introducing reforms, including steps toward
exchange rate and interest rate liberalization, in the last year of its tenure. The need
for reform appears to have been recognized by the hopefuls of the new leadership.
In making forecasts for 2013 and beyond, we assume the new government would
tolerate slower growth for better quality, introduce reforms to correct cost distortions,
and deregulate investment to encourage private-sector involvement.

Growth may stay below potential, but structure of economy may improve —
Cost normalization may increase inflationary pressures. To contain inflation, the new
government may accept lower-than-potential growth. As a result, China's economy
may not grow at full capacity in the near future. We expect growth to rebound
slightly in 2013 to 7.9% benefiting from the spillover from 2012’s policy easing, while
medium-term growth may approach 7%. The correction of over-investment and
government policies to boost consumption will likely slow investment more than
consumption, causing investment-to-GDP ratio to decline as early as 2013-2014.

An escalation of European debt crisis may cause hard landing — In a simplistic
scenario where a full-blown debt crisis deepens the euro area's recession to -2%,
weaker external demand — including spillover to China's other trading partners —
may further erode China's growth by nearly 1ppt. This could trigger a second-round
effect on domestic demand due to higher unemployment in export-oriented
industries, resulting in growth below 7% in the absence of additional policy support.
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Figure 1. China Quarterly Growth 2012E-13E

GDP 1Q12 2Q12E 3Q12E
YoY% 8.1 7.3 78
QoQ% saar 6.6 6.9 10.1

1Q13E 2Q13E 3Q13E
YoY% 8.2 8.0 78
QoQ% saar 7.6 6.6 9.1

Source: CIRA estimates
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2H Outlook: A Rebound in the Making

Economic growth appears to have stabilized, although at a low level. 2Q growth
may fall to 7.3% YoY in the absence of a strong lift from June. Meanwhile, inflation
is likely to stay below 3% in the next few months, creating room for further policy
easing. We expect the government to fully utilize this flexibility under the current
policy mix, which would facilitate a growth rebound in 3Q. We trim our 2012 annual
economic growth forecast to 7.8% from 8.1% to reflect anemic domestic activity in
2Q and further weakening of EU demand.

For 2013 and beyond, we assume the new government:

® would tolerate slower growth for better quality

B introduce reforms to correct cost distortions

B deregulate investment to encourage private-sector involvement

The correction of over-investment and continued external weakness may keep
growth below potential in the next few years, but the structure of the economy will
likely improve, and the investment-to-GDP ratio may decline as early as 2013-2014.

Economy Is Running Below Potential

China's economy has the potential to grow by 8-9% at present — According to
our estimate, China's potential growth will fall from an average of 10%2% in 2001-10
to about 7%4% in 2015 (see: China Macro View - Distance to Collapse: How far is
China from 5% Growth?) as growth rates for labor, capital stock and productivity are
all expected to decline. In fact, potential growth at the end of the last decade may
have fallen toward 9%, and when the policy stimulus boosted growth above that
level, inflation intensified. We estimate current potential growth at around 8%2%.

Figure 2. China: Growth Accounting and Potential Growth (In percent)

1991-2000 2001-10 2015E
Real GDP growth 10.5 10.5 7.7
Factor accumulation 1/ 5.8 49 3.9
Labor 1.1 0.5 0.2
Capital 10.3 9.1 75
Solow residual 2/ 47 5.6
Total factor productivity 55 5.1 3.8
Cyclical factors 0.9 0.5

1/ Accumulation of labor and capital, using factor shares of 0.49 and 0.51 respectively.
2/ Residual from the growth accounting exercise.
Source: Citi Investment Research and Analysis estimates
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Figure 3. China - Growth Forecast Relative to Estimated Potential Growth
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But weak demand is keeping growth below potential this year — Economic
potential is a supply-side measure, suggesting how fast the economy can grow
without accelerating inflation. Owing to weak external and domestic demand, the
economy is not running at full capacity, and growth fell from 9.7% YoY in 1Q11 to
8.1% YoY in 1Q12.

B Policy tightening last year led to a cyclical downturn — Both monetary and
fiscal policies were tightened last year, evidenced by a sharp deceleration of
money and credit growth and decrease in fiscal deficit. Property policy tightening
since the beginning of 2011, especially the restriction on lending and purchase, is
regarded as the harshest ever. As a result, investment growth has dropped
precipitously.

® European debt crisis is hurting China's exports — In the first five months,
China exports and imports grew by 8.7% and 6.7% YoY, respectively, down from
25% and 29% YoY during Jan-May 2011. In particular, China's exports to EU fell
by 0.8% YoY, while imports from EU grew by 4.6% YoY in the first five months. In
the first quarter, the contribution of net export to growth was -0.8ppt, compared
with -0.4ppt for Jan-Mar 2011.

Rapid disinflation appears to confirm negative output gap — When the economy
is not running at full capacity, inflationary pressure tends to ease. CPI inflation has
exhibited a downward trend since reaching 6.5% YoY in July 2011, and fell to 3.0%
YoY in May, below what we think is the new normal (4%) given rising labor cost and
the price reform agenda. More strikingly, PPI turned from a 7.5% YoY inflation last
July to a deflation of 1.4% in May, indicating weak production activity.
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Figure 4. China CPl Is on Track to Fall Below 3% Figure 5. China PPI Deflation Underscores Weak Production Activity
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We expect the economy to grow by 7.8% in 2012 — As discussed below, in
response to sharp economic slowdown, the government has made stabilizing
growth the top priority. We believe the approach taken by the government is to
make full use of the policy room under the current policy mix instead of rolling out
large-scale stimulus, in recognition of the negative fallout from the 2008-09 stimuli
as well as diminishing room for policy maneuver. We expect these policies to
produce a mild upturn from 3Q12. For the year as a whole, growth will likely fall
below 8%, but still beat the official growth target of 7.5%.

We are optimistic about new leaders’ ability to deliver much-needed reform
from 2013 — The Chinese government reshuffle takes place amidst prolonged
global financial crisis. It's critical whether the new leaders view the crisis as a
cyclical bump or a structural shift. The visibility will likely remain low until early
December when the annual Central Economic Work Conference under the
supervision of the new leadership lays out the policies for 2013. Here are our
assumptions that lay the foundation of our forecasts for the next year and beyond:

m Tolerance of slower growth. The growth target for 2013 could be further
reduced from 7.5% this year to 7%. If true, this suggests that China will enter into
a new era of slower but better quality growth.

B Cost normalization. China may gradually eliminate cost distortions in capital,
labor, resources and environment to rebalance the economy and make growth
more sustainable. Interest rate liberalization, FX regime flexibility, QFIl quota
increase, and the Wenzhou financial reform are critical steps towards a new
economy.

m Deregulation. Alongside the cost normalization, China may open up investment
opportunities for individuals and the private sector in infrastructure,
manufacturing and services. The need for these moves is recognized by this
government, in our view, and reforms may be implemented by its successor.

Growth may rebound slightly to 7.9% in 2013 — The lagged effect of policy
easing in 2012 is expected to spill over into 1H13. However, the upside will likely be
constrained by less accommodative macro policies in 2013 and introduction of
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reforms that may depress growth in the short run (such as increasing the cost of
capital), as well as external headwinds (we forecast recession of 0.6-0.7% in EU in
both 2012 and 2013). As a result, YoY growth may fall again following acceleration
in 1Q.

Growth may stay slightly below potential for a few years, but structure may
improve — Cost normalization may increase inflationary pressures. To contain
inflation, the new government may accept lower-than-potential growth. In addition,
the ongoing debt crisis may dim Europe's growth prospect for the next few years
and undermine market confidence elsewhere. As a result, China's economy may
not grow at full capacity in the near future. We expect growth to approach 7% in
2015. The correction of over-investment in recent years and government policies to
support consumption will likely decelerate investment more than consumption.
Slower investment growth would help curb commodity price increases and
investment deflator, causing the investment-to-GDP ratio to decline as early as in
2013-2014.

Figure 6. China — Consumption May Become the Biggest Contributor to ~Figure 7. China — Investment/GDP Ratio May Peak in 2012-13
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2H Rebound in the Making

Growth appears to have stabilized, although at a low level — There are signs
that the economy is not deteriorating further.

® Industrial production (in real terms) accelerated slightly from 9.3% YoY in April to
9.6% in May, indicating the sharp downward momentum was bridled. According
to NBS, seasonally adjusted MoM growth picked up from 0.36% in April to 0.89%
in May. Electricity consumption and cement production picked up speed,
although steel production decelerated.

B FAl appears to have sped up in real terms. FAl — in nominal terms — grew 20.1%
YoY in Jan-May, slowing marginally from 20.2% YoY in Jan-Apr. Given the close
correlation between PPl/industrial purchase price index and FAI price index, we
believe YTD FAl inflation declined more than 0.1ppt from April to May (industrial
purchase price inflation fell from an average 0.6% YoY in Jan-Apr to 0.1% in Jan-
May), implying FAI has accelerated in real terms. Infrastructure projects launched
recently are expected to buffer the downside risks.

B |n particular, property investment grew 18.2% YoY in May (in nominal terms), a
significant improvement from 9.2% YoY in April. We expect tight property policies
— although eased for first home purchase — will continue to weigh on property
investment, but the recent pickup in floor space sold would improve developers'
funding conditions. This, together with policies to penalize land hoarding, may
support a more sustained turnaround in property investment later this year.1

B Retail sales accelerated in real terms. Retail sales grew 13.8% YoY in May,
relative to 14.1% YoY in April. Growth in real terms sped up from 10.7% to 11.0%,
benefiting from declining inflation.

B Money and credit growth accelerated. New RMB loans in May increased to
almost RMB 800bn, beating expectation and on track to reach the implicit RMB
8tn annual target. In particular, the share of medium- and longer-term loans
started to rise, suggesting more loans were made to fund longer-term projects
approved recently. Increased loan extension and RRR cut in May pushed M2
growth to 13.2%. An improving liquidity condition is instrumental in preventing
further economic downturn.

m Fiscal revenue and trade growth rebounded, but likely reflecting one-off factors.
Fiscal revenue grew 13.1% YoY in May, relative to 6.9% YoY in April. But
according to MOF, if increase in profit tax from the banking system is excluded,
fiscal revenue growth in May would have been around 5% only, underscoring
continued weakness of economic activity. Export and import growth in May
significantly beat expectation, but may reflect one more working day this May as
well as low base of last year.

! Government has the right to reclaim the land not developed two years after the acquisition by
developers. Effective July 1, government will impose 20% fees on land not developed one year after
the acquisition.
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Figure 8. China Seasonally Adjusted IP and FAI Growth Rebounded in  Figure 9. China IP Growth Stopped Falling for Now
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Figure 10. China FAl Inflation Closely Related to PPl and Purchase Figure 11. China’s Lower Inflation Contributed to Nominal FAI
Price Inflation Slowdown
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Figure 12. China 2Q Growth May Have Slowed Further to Below 7.5%
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Figure 13. China Quarterly Growth 2012E-

13E
GDP 1Q12 2Q12E 3Q12E 4Q12E
YoY% 8.1 73 78 8.0
QoQ% saar 6.6 69 101 8.1
1Q13E 2Q13E 3Q13E 4Q13E
YoY% 8.2 8.0 78 7.7
QoQ% saar 76 6.6 9.1 73
Source: Citi Investment Research and Analysis
estimates

However, it would be risky to extrapolate the monthly uptick — Growth appears
to have stabilized in May, but evidence of a turning point is scarce. In fact, just in
April almost all the economic data pointed to further slowdown. Given the fluid
situation, it would take at least another month's data to discern the underlying trend.

2Q growth may be falling below 7.5% barring a strong lift from June — In
general, economic activity in April and May was weak by historical standards. In
particular, IP growth was close to the level of early 2009. Based on correlation
between IP and GDP growth, even assuming a moderate improvement in IP in
June, we estimate that GDP growth in 2Q would be about 7.3% YoY, down from
8.1% in 1Q.

Inflation is likely to fall and stay below 3% in the next few months — Food
prices tend to fall in June, and the fuel price cut early this month should help contain
non-food prices. YoY inflation will most likely fall below 3% in June. More generally,
agricultural production has been normal so far this year, and international
commodity prices may remain weak due to sluggish global recovery. In addition,
negative output gap in China may keep non-food inflation subdued, despite
incoming electricity tariff hikes.? These factors, together with favorable base effect,
will likely keep CPI inflation below 3% for most of the remaining months this year.

% The tier-based residential electricity pricing mechanism will be introduced nationwide from July 1,
2012. Residential power consumption will be broken down into three categories: (i) basic consumption;
(i) normal consumption; and (iii) luxury consumption, and tiered tariffs will be applied in order

to charge higher prices on consumption above specified levels. Tariff for basic consumption volume
will remain at the current level (average Rmb0.53/KWH); tariff for second tier will be increased by
Rmb0.05/KWH; and tariff for the top tier will be increased by Rmb0.30/KWH. According to our
estimate, the reform will increase headline CPI by 0.1-0.2ppt at most.
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Figure 14. China’s Inflation May Fall and Stay Below 3% in the Next Few Figure 15. China’s Deposit Rate Has Turned Positive in Real Terms
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Subdued inflation creating room for further policy easing — As the downward
trend of inflation is established and deposit rates are turning positive in real terms,
the government has recently been more aggressive in taking measures to boost
domestic demand, including frontloading investment projects under the 12" Five-
Year Plan and cutting interest rate for the first time since end-2008. YoY CPI
inflation may approach 2% in some of remaining months, making it possible to
further cut benchmark rates to lower borrowing costs and increase loan demand.

We expect more decisive policy easing, but no large-scale stimulus — Unless
the sovereign debt problem in Europe escalates to a full-blown economic and
financial crisis and results in a deep recession in the continent, we think the
Chinese government does not have the appetite to introduce a 2008-09 type of
stimulus. The negative fallout of the last stimulus — such as LGFV debt and property
bubble - still lingers. However, in a year of leadership transition, we think the
government would not accept a growth rate lower than the official target of 7.5%,
and has every incentive to facilitate a growth rebound ahead of the National Party
Congress in the fall. We expect the government to make full use of the policy room
under the policy framework set at the beginning of the year, including:

® Two more rate cuts to increase demand. Following the recent rate cuts, most
banks took advantage of the upward floating flexibility and kept deposit rates
essentially unchanged. Competition among banks for deposits should keep one-
year deposit rate above 3% with two additional benchmark rate cuts, positive in
real terms if inflation stays below 3%. On the lending side, two additional cuts in
benchmark rates would significantly lower the borrowing cost and increase
demand for loans, making 8tn new lending feasible this year.

B Two more RRR cuts to bring money growth to 14%. FX inflow since the
beginning of the year has been markedly lower compared with last year. As
PBOC buys less FX from the market, base money growth has stagnated.
According to our estimate, two more RRR cuts would be necessary to increase
money multiplier and achieve PBOC's forecast of M2 growth of 14%.

m Expansionary fiscal policy to support domestic demand. With fiscal revenue
growth falling with economic slowdown and fiscal expenditure in high gear
(especially on social housing and infrastructure), the automatic stabilizer appears
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to be working. If room under the current budget is utilized fully, this year's deficit
can be 1ppt of GDP higher than last year, delivering a boost to the economy.

m Property policy easing to prevent an investment slump. Given the possibility
of a rebound in home prices, the current administration may not be ready to
loosen the overall property policy (especially the purchase restriction). However,
the policy easing targeted at first home purchase is expected to continue and
expand (in the form of lower mortgage rate and more generous use of the
housing provident fund), and policy easing covering second home purchase (for
upgrading purpose) can be a backup in case property investment falls sharply.
Interest rate cuts would make mortgages more affordable and boost demand.

2H rebound increasingly likely with sustained policy easing — After raising RRR
10 times during 2010-11, PBOC started to cut RRR in late 2011, signaling the
beginning of policy easing. It usually takes 6-9 months for monetary policy to show
tangible impact in China, which makes a rebound in 3Q quite likely. In addition, the
monetary condition (M2 growth — GDP growth — CPI inflation) has turned
accommodative (above zero) since February, suggesting a possible rebound in 3Q
based on the experience in 2008-09. More importantly, the dose of policy easing is
accumulating since the beginning of the year, and more powerful tools (including
rate cut) are being employed. 3Q growth would also benefit from a low base in
3Q11, and a rebound is technically less challenging if the policy easing continues.

Figure 16. China RRR Cuts Herald Growth Rebound Figure 17. China Monetary Condition Is Supportive of a Rebound
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We expect annual growth to settle slightly below 8% — While the above policy

mix should support above 8% growth, we expect deterioration of growth momentum
in Europe for the rest of the year.

m We forecast FAI growth to decelerate to 17.5% this year, and property investment
would be the main drag. In real terms, the slowdown is less dramatic due to

falling investment inflation. The real growth of fixed capital formation is estimated
at about 9.0%, down from 10.7% for 2011.

® Growth contribution of consumption may exceed investment for the first time
since 2001. Consumption remains resilient in Q1, and we expect consumption
growth to slow slightly from 9.7% in 2011 to 9.4%.
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m Contribution of net export to growth will likely become more negative. While the
euro area managed to avoid a contraction in Q1, we expect fiscal tightening and
bank deleveraging to push the economy back to recession for the rest of the
year. Weak external demand may shed GDP growth by 1ppt in 2012.

Figure 18. China Fixed-Asset Investment, 2010-15. (In RMB bn, unless indicated otherwise)

2010 2011 2012E  2013E  2014E 2015E
Fixed Asset Investment, Total 24141 30193 35486 41627 48389 55634
(Growth, %) 244 238 175 17.3 162  15.0
Infrastructure 6830 7081 7670 8427 9165 9964
(Growth, %) 18.3 7.3 8.3 9.9 8.8 8.7
Of which: railway 843 586 550 524 534 544
Power generation and grid 705 776 853 938 1032 1136
Water and irrigation 275 3 365 365 365 365
Property and Construction 5989 789%4 9321 10910 12760 14796
(Growth, %) 33.2 30.2 18.1 17.0 170  16.0
Manufacturing 5396 7488 9210 11236 13483 15910
(Growth, %) 276 329 23.0 220 200 180
Services 1895 2319 2899 3566 4315 5092
(Growth, %) 16.9 28.1 25.0 23.0 210 180
Resources 3022 3953 4664 5457 6330 7280
(Growth, %) 228 26.5 18.0 17.0 16.0 15.0
Other 1009 1458 1721 2031 2335 2592
21.2 26.7 18.0 18.0 150 110
Memorandum item:

Fixed capital formation (Growth, %)
Real 11.8 10.7 9.0 8.8 78 6.7
Nominal 18.5 17.3 11.6 11.5 10.7 9.9

Source: NBS and Citi Investment Research and Analysis estimates

Figure 19. China Main Economic Indicators

2009 2010 2011 2012E 2013E 2014E 2015E

Real GDP YoY% 9.2 10.4 9.2 7.8 79 76 73
Total Consumption YoY% 9.4 9.2 9.7 94 9.2 8.7 8.1
GFCF YoY% 226 11.8 10.7 9.0 8.8 7.8 6.7
Net Exports (GNFS) -35 04 0.4 -1.0 0.8 05 0.0
(contrib to growth)

Total Counsumption 485 48.2 48.2 48.7 49.2 49.8 50.4

(as % of GDP)

Total Investment 472 48.1 49.2 49.2 49.2 49.0 485

(as % of GDP)

Exports YoY% -16.0 313 20.3 6.3 10.7 11.0 12.0

Imports YoY% -11.2 38.8 24.9 8.3 13.0 13.0 12.0

Trade Balance (bn US) 195.7 181.5 155.1 130.3 102.5 711 79.6

Current Account as % of GDP 5.1 4.0 2.8 2.0 15 1.0 1.0

Fiscal Balance as % of GDP 2.2 2.2 -1.3 24 -15 -1.0 -1.0

CPI'YoY% -0.7 33 54 2.9 31 38 4.0

Source: Citi Investment Research and Analysis estimates
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Risk Scenario

Our base scenario assumes mild recession in the euro area — Regardless of
the outcome of the recent Greek elections, Citi economists see a 50-75% probability
for Greece to leave the euro area in the next 18 months. Heightened uncertainty
associated with Greece exit will likely undermine economic activity, and we now
expect the euro area economy to contract by 0.6% in 2012 and 0.7% in 2013. In
order to contain the contagion from Greece to the rest of the euro area, we expect
governments and the ECB to take further actions, including the use of EFSF and
ESM to support the sovereigns and banks, introduction of euro area wide deposit
guarantee scheme, additional multi-year LTROs and rate cuts by the ECB. In such a
scenario, we estimate contribution of net export to China's growth to become -1ppt,
and -0.8ppt, respectively this year and the next.

An escalation of the European debt crisis may push China's growth below 7%
in the absence of additional policy support — It is challenging to simulate the
potential impact from a full-blown debt crisis in Europe, especially given its shock
wave to the rest of the world and uncertainties about policy reactions. In a simplistic
scenario where the euro area's recession reaches 2%, weaker external demand —
including spillover to China's other trading partners — may further cut China's growth
by nearly 1ppt, based on regression of net export contribution to China's growth
over euro area's growth rate. This could cause a second-round effect on domestic
demand due to higher unemployment in export-oriented industries, resulting in a
hard landing of the economy (with growth below 7%).
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Figure 20. China Market Snapshot

22-Jun 1 Week YTD 12 months 22-Jun 1 Week YTD 12 months
change change Change change change Change
Foreign Exchange Interbank Rate, %
USD/CNY 6.36 (0.01) 0.07 (0.10) 1D SHIBOR 3.59 1.03 0.18 (3.55)
EUR/CNY 7.99 (0.05) (0.14) (1.32) 7D SHIBOR 431 159 (1.27) (4.02)
100JPY/CNY 7.93 (0.16) (0.26) (0.12) 1M SHIBOR 4.28 1.08 (1.71) (3.28)
1M Vol, USD/CNY 1.89 (0.24) (0.92) (0.13)  3MSHIBOR 405 0.01 (1.42) (1.79)
3M Vol, USD/CNY 1.99 0.21) (1.11) (0.31)  6M SHIBOR 444 (0.02) (0.98) (0.64)
1Y SHIBOR 477 (0.03) (0.46) (0.27)
Forward
USD/CNY 3M Forward, 6.38 (0.01) 0.07 (0.10) Repo Rate, %
onshore 1D Interbank Repo Rate 3.63 1.08 0.22 (3.53)
Otigrl?érCeNY 12M Forward, 6.40 (0.01) 0.07 (0.10) 7D Interbank Repo Rate 4.34 1.64 (1.41) (2.66)
1M Interbank Repo Rate 4.32 1.32 (1.67) (3.24)
USDICNY 3M NDF 6.36 (0.00) 0.07 (0.18)
USD/CNY 12M NDF 641 (0.00) 010 0.7 3M Interbank Repo Rate 4.20 0.70 (1.25) (2.80)
PBOC Benchmark Rate, % IF:\AS”;/» 7 142
Demand Deposit 0.40 - (0.10) (0.10) ?Y IRSS ggg 8?1 Eggi; §1 _26;
3M Deposit 285 - (025) © 2YRS 2.68 0.12 0.01 (1.24)
6M Deposit 3.05 : (0.25) 5Y IRS 285 0.06 0.04 (1.15)
1Y Deposit 3.25 - (0.25) © 10YIRS 3.01 0.07 0.07 (1.23)
2Y Deposit 410 - (0.30) (0.05)
3Y Deposit 4.65 - (0.35) (0.10) IRS Curve, bp
5Y Deposit 3.10 : (040) (015 5y.3y 267.75 1175 050  (124.25)
6M Lending 9.85 : (0.25) T BY2Y 17.00 (6.00) 325 9.00
1Y Lending 6.31 - (025) 10-2Y 33.25 4.75) 6.00 125
1-3Y Lending 6.40 : (0.25) 10-5Y 16.25 125 2.75 (7.75)
3-5Y Lending 6.65 - (0.25)
5+Y Lending 6.80 - (0.25) Stock Market
Shanghai Composite 2,261 35 61 388
Govn Bond, % . Turgover, RMB tn 55 514; 12 ( (19;
PBOC 3M 2.55 - - 115 Shenzhen Composite 943 (11) 76 (145)
PBOC 6M 2.55 - - 095 Tymover, RMB bn 23 (5) 6 (6)
CGB 1Y 2.20 0.04 (042) (137)  pscE 9,544 (201) (392) (2,605)
CGB2Y 244 0.04 (0.42) (1) Tomover, HKD bn 5 (14) o) 12
CGB 5Y 2.95 0.06 (0.13) (0.64)
CGB 10Y 341 0.01 (0.03) (057)  other Indicator
. 5Y Sovereign CDS 119.98 3.70 (22.01) 34.39
Govn Bond Yield Curve, bp Required Reserve Ratio 1950 . (1.00) (150)
2Y-3M (11.00) 400 - (226.00)
5Y-2Y 51.00 2.00 29.00 47.00
10-2Y 97.00 (3.00) 39.00 54.00
10-5Y 46.00 (5.00) 10.00 7.00
Source: Bloomberg and Citi Investment Research and Analysis estimates
Figure 21. Interest Rate / FX Forecast
22-Jun 20121Q 20122QF 20123QF 20124QF 20131QF
PBOC 1-Year Deposit Rate, % eop 3.25 3.50 3.25 2.75 2.75 2.75
5Y Government Bond Yeild 2.95 3.12 2.87 2.37 2.37 2.37
USD/CNY 6.36 6.30 6.36 6.33 6.34 6.35
US Fed Fund Rate 0.17 0.25 0.25 0.25 0.25 0.25
10 Treasury 1.62 2.21 2.25 1.90 2.20 2.50

Source: Bloomberg and Citi Investment Research and Analysis estimates
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Figure 22. China Macro Data Overview

Monthly Data Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Apr-12 May-12
Urban Fixed Asset Investment, % yoy 25.0 20.8 18.4 - 18.4 20.5 19.2 21.0
Retail Sales, Value % yoy 17.2 17.3 18.1 - 14.7 15.2 14.7 13.8
Industrial Production, % yoy 13.2 124 12.8 - 114 11.9 11.4 9.6
CPI, % yoy 55 42 41 45 32 36 34 3.0
PPI, % yoy 5.0 27 1.7 0.7 0.0 (0.3) 0.7) (1.4)
Exports, US$ bn 157 174 175 150 114 166 163 181
Imports, US$ bn 140 160 158 123 146 160 145 162
Trade Surplus, US$ bn 17 15 17 27 (31) 5 18 19
M1, % yoy 8.4 78 79 3.2 43 44 3.1 35
M2, % yoy 12.9 12.7 13.6 124 13.0 134 12.8 13.2
Loan Growth, % yoy 15.8 15.6 15.8 15.0 15.2 15.7 15.4 15.7
PMI 50.4 49.0 50.3 50.5 51.0 53.1 53.3 50.4
Quarterly Data 2011 3Q 20114Q 20121Q 20122Q F 20123Q F 20124QF 20131Q F 20132QF
Nominal GDP, RMB bn 11,491 15,087 10,800 12,021 12,661 16,734 12,012 13,363
Nominal GDP, US$ bn 1,791 2,373 1,712 1903.9 2000.3 2641.5 1894.6 2106.0
Real GDP, % yoy 9.1 8.9 8.1 7.3 7.8 8.0 8.2 8.0
Fixed Asset Investment (Urban), % yoy 25.1 244 20.9 - - - - -
Retail Sales, Value % yoy 17.3 15.8 14.8 - - - - -
Industrial Production, % yoy 13.8 12.8 11.6 10.0 11.2 115 12.0 122
CPI, % yoy 6.3 46 38 3.0 22 27 2.8 29
PPI, % yoy 741 31 0.1 - - - - -
Exports, US$ bn 518 507 430 516 546 526 456 563
Imports, US$ bn 455 458 429 455 492 512 468 505
Trade Surplus, US$ bn 63 48 1 62 54 14 (12) 58
M1, % yoy eop 8.9 79 44 - - - - -
M2, % yoy eop 13.0 13.6 13.4 - - - - -
Annual Data 2006 2007 2008 2009 2010 2011 2012 F 2013 F
Real Sector: In Real Terms

Real GDP, % yoy 12.7 14.2 9.6 9.2 10.4 9.2 78 79
Real Private Consumption, % yoy 11.3 111 9.2 10.3 8.4 10.0 9.6 9.4
Real Government Consumption, % yoy 58 10.7 6.5 7.0 11.2 8.9 8.8 8.6
Real Gross Fixed Capital Formation, % yoy 12.7 13.6 9.7 226 11.8 10.7 9.0 8.8
Unemployment Rate, % eop 41 4.0 4.2 43 41 41 42 41
Real Sector: In Nominal Terms

Nominal GDP, RMB bn 22,224 26,583 31,490 34,632 40,151 47,156 52,545 58,581
Nominal GDP, US$ bn 2,787 3,495 4,544 5,071 5,932 7,295 8297.9 9287.3
Fixed Asset Investment, % yoy 23.9 24.8 25.9 30.0 23.8 23.6 - -
Retail Sales,% yoy 137 16.8 216 15.5 23.3 17.1 - -
CP1,% yoy 1.5 4.8 5.9 0.7) 33 54 29 3.1
PP1,% yoy 3.0 3.1 6.9 (5.4) 55 6.1 - -
External Sector

Exports, US$ bn 969 1,220 1,431 1,202 1,578 1,899 2,018 2,235
Exports, % yoy 212 26.0 17.2 (16.0) 31.3 20.3 6.3 10.7
Imports, US$ bn 791 956 1,133 1,006 1,396 1,743 1,888 2,132
Imports, % yoy 19.9 20.8 18.5 (11.2) 38.8 249 8.3 13.0
Trade Balance,US$ bn 178 262 298 196 182 155 130 102
FDI, net US$ mn 103 143 122 70 125 171 139 138
Current Account, % of GDP 8.4 10.1 9.1 5.1 4.0 28 20 1.5
International Reserve ex. Gold, US$ bn 1,066 1,528 1,946 2,399 2,847 3,181 3,423 3,544
Monetary/Fiscal Indicators

M1, % yoy eop 175 21.0 9.1 324 21.2 79 - -
M2, % yoy eop 17.0 16.7 17.8 21.7 19.7 13.6 14.0 13.0
Loan Growth, % yoy eop 15.1 16.1 18.7 31.7 19.9 15.8 - -
PBOC 1-Year Deposit Rate, % eop 2,52 4.14 2.25 2.25 2.75 3.50 2.75 3.25
Required Reserve Rate,% 9.00 14.50 15.00 15.00 18.00 20.50 - -
Fiscal Balance,% of GDP (1.0) 0.6 (0.4) (2.2) (2.2) (1.3) (2.4) (1.5)
Public Debt ,% of GDP 15.8 19.6 17.0 17.7 16.8 15.3 16.1 15.9
Other Development Indicators

Population, persons million 1,314 1,321 1,328 1,335 1,340 1,347 1,353 1,359
Urbanization, % of Total Population 44 46 47 48 50 51 - -

Source: Bloomberg, CEIC, Haver and Citi Investment Research and Analysis estimates
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