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China Macro Flash
Data for 1Q May Confirm a Modest Recovery and Benign Inflation

Growth may have stayed close to 8% alleviating short-term inflation concerns
— Official PMI increased from 50.1 in Feb to 50.9 in Mar, but the improvement paled
in comparison with the historical pattern. The sentiment index remained in the 50-51
range in the past six months, suggesting slow expansion of manufacturing activity.
IP may have grown by 10.2%YoY in 1Q, consistent with GDP growth of around
8%YoY. The modest recovery has helped to contain commodity prices, and CPI
inflation may have stayed below 2.5%YoY in 1Q. Abundant liquidity and credit at
present may continue to sustain growth momentum in 2Q, but growth may head
down in 2H as the easing bias of policies is gradually removed. We maintain our
annual growth forecast of 7.8%.

CPI inflation likely fell to 2.1%YoY due to a post-holiday price decline — The
MOC and NBS data both pointed to a sharp decline in food prices after the Chinese
New Year. Overall price level may have decreased by 0.9%MoM, and YoY inflation
likely dropped sharply from 3.2% in Feb to 2.1% in Mar. PPI deflation may have
intensified from -1.6%YoY in Feb to -2.2% in Mar, further reducing inflationary
pressures. CPI inflation will likely exhibit an upward trend from 2Q, but excess
capacity and generally weak domestic recovery should help keep CPI inflation
below 3%YoY in 2Q, thus reducing the prospect of an immediate policy tightening.

Net export may have offset the weakness in consumption — Relative to 4Q12,
investment growth appears to be stable, but consumption growth has suffered from
the government campaign to cut wasteful spending. Trade surplus surprised
significantly on the upside, suggesting external demand has contributed positively to
growth. IP growth may have accelerated from 9.9%YoY in Jan-Feb to 10.6%YoY in
March (10.2%YTD), reflecting increased production activity after the holiday. YTD
FAI growth likely slowed from 21.2% in Jan-Feb to 20.9%YoY in March, reflecting
slightly tighter credit conditions and intensification of PPI deflation. We estimate a
rebound in retail sales growth from 12.3%YoY in Feb to 13.5% in Mar (12.7%YTD)
based on the surge in property sales, which may have boosted sales of building
materials, furniture, household electronics and cars.

M2 growth may have fallen to 14.5% and new credit risen to Rmb850bn —
PBOC appears to have intervened actively in the FX market to slow the pace of
RMB appreciation, expanding the monetary base. Meanwhile, the central bank is
mopping up excess liquidity through repos in order to bring down broad money
growth to the annual target of 13%. M2 growth may have fallen from 15.2%YoY in
Feb to 14.5%YoY in Mar reflecting the net impact of these operations. Based on
PBOC's preferred distribution of loans among the quarters, as well as reported new
lending by the biggest banks in the first 24 days of the month, we estimate that new
RMB lending may have reached 850bn in Mar.
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Data for 1Q May Confirm a Modest Recovery
and Benign Inflation

Figure 1. Economic Data Release for March / 1Q 2013

Date For Citi Fest* Mkt Fcst Prev
CPI (% YoY) 9-Apr Mar 21(24) 25 32
PPI (% YoY) 2.2 (-1.8) 1.7 -1.6
Trade Balance ($bn) 10-Apr Mar 15.00 15.40 15.23
Exports (YoY%) 11.8(19.0) 10.1 21.8
Imports (YoY%) 6.2 (5.5) 42 -15.2
MO Supply (%YoY) 10~15-Apr Mar 11.2 13.0 17.2
M1 Supply (%YoY) 8.0 9.8 9.5
M2 Supply (%YoY) 14.5 14.2 15.2
New Yuan Loans (RMB bn) 850 875.0 620.0
GDP 15-Apr 1Q 8.0 8.0 79
IP (% YoY) Mar 10.6 (10.2) 10.0 9.9
Retail Sales (% YoY) 13.5(12.7) 12.6 12.3
FAI - urban (% YoY ytd) 20.9 21.3 21.2

Note: *YoY growth for 1Q in parenthesis

Source: Bloomberg and Citi Research

CPl inflation likely fell to 2.1%YoY due to a post-holiday price decline —
Consumer prices rose 1.1%MoM and 3.2%YoY in Feb as a result of seasonal price
increases during the Chinese New Year. As expected, prices (especially food prices)
fell after the holidays, easing concerns over inflation.

® Food inflation likely dropped to 3.4%YoY from 6.0%YoY in Feb. Interim data from

the Ministry of Commerce (mostly wholesale prices) showed that food prices fell
almost across the board, with average meat, fish and vegetable prices declining
2.1%, 2.2% and 12.3%MoM. The NBS interim data (mostly retail prices) showed
even faster price declines. As CPI inflation is more related to retail prices, we
assign a heavy weight to the NBS data, and estimate that food prices fell by
2.3%MoM, and rose 3.4%YoY.

Non-food inflation may have fallen to 1.5%YoY from 1.9%YoY in Feb. The fuel
prices were cut by about 3.5% on Mar 27, effectively reversing the price hike on
Feb 25, but the impact on inflation should be very limited for Mar. Seasonally,
non-food prices tend to decline in Mar, and we estimate that non-food prices
declined by 0.1%MoM also reflecting the post-holiday effect. The base effect
would take another 0.3ppt off, bringing non-food inflation to 1.5%YoY in Mar.

Overall price level may have decreased by 0.9%MoM, and YoY inflation likely
dropped sharply from 3.2% in Feb to 2.1% in Mar. Quarterly inflation may have
increased to 2.4%YoY from 2.1%YoY in 4Q12.

CPI inflation will likely exhibit an upward trend following volatilities associated
with the Chinese New year in 1Q. However, excess capacity in the manufacturing
sector and generally weak domestic recovery should prevent inflation from
becoming a threat, as long as PPI deflation continues. CPI inflation is likely to
stay below 3%YoY in 2Q, and rise to around 3.5% by year-end, taking into
account the effects of possible price reforms.

PPI deflation may have intensified to -2.2%YoY — The international commodity
prices as measured by the CRB index declined by about 1.6%MoM. Interim data
from the Ministry of Commerce showed that producer good prices for raw materials
generally declined during the month, especially for mineral products (about -2%),
non-ferrous metal (about -1.8%) and rubber (about -4.8%). The PMI input price
index fell by 4.9ppts although it stayed above 50 at 50.6 in Mar. Based on the
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relationship between PPl and MOC interim data, we estimate the overall PPl may
have dropped by 0.3%MoM, and YoY deflation likely intensified from -1.6% to -
2.2%, as the base effect removed roughly 0.3ppt from the YoY inflation. Quarterly
deflation may have eased to -1.8%YoY from -2.3%YoY in 4Q12.

Figure 2. CPl inflation likely fell to 2.1%YoY due to post-holiday effect  Figure 3. PPI deflation may have intensified to -2.2%YoY
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Industrial Value Added
Headline: 10.6%YoY

Apr 15,
Urban FAI, YTD
Headline: 20.9%YoY

Apr 15,
Retail Sales
Headline: 13.5%YoY

Industrial production (IP) growth may have risen to 10.6%YoY — Both the
official and HSBC manufacturing PMI stayed in the expansionary territory and
increased in March. However, the improvement of the official PMI in Mar (0.8ppt)
was significantly smaller than the average increase for Mar since 2005 (roughly
3ppts), and the index has been in the 50-51 range in the past six months, indicating
the recovery of the manufacturing activity has been lackluster. The official PMI
production index increased by 1.5ppts in Mar, also weaker than the average
improvement for Mar (roughly 5ppts). Meanwhile, the PBOC 1Q survey shows that
entrepreneurs and bankers both feel the economy is warming up, with economic
heat index and confidence index higher than 4Q12. We estimate that IP growth may
have accelerated from 9.9%YoY in Jan-Feb to 10.6%YoY in March. For 1Q, IP may
have grown 10.2%Y0Y, relative to 10.0%YoY in 4Q12.

YTD Fixed asset investment (FAI) growth may have slowed to 20.9% YoY — FAI
growth rose from 20.6% in 2012 to 21.2%YoY in Jan-Feb 2013, facilitated mainly by
favorable funding conditions including budget funding and bank credit especially in
Jan. Money and credit growth slowed in Feb, and is likely to slow further in Mar, and
CBRC has introduced more regulations on wealth management products, which
could slow the expansion of the shadow banking credit. On the other hand, property
investment appears to be supported by increased sales volume. We estimate a
retreat of YTD FAI growth from 21.2% in Jan-Feb to 20.9%YoY in March, reflecting
slightly tighter credit conditions and intensification of PPI deflation.

Retail sales may have accelerated to 13.5%YoY in March — Nominal retail sales
growth decelerated from 15.2%YoY in Dec 2012 to 12.3% in Jan-Feb, mainly due to
the curb on government lavishing spending. The PBOC 1Q depositor survey shows
employment index and current income index further improved, which should help
maintain healthy private consumption growth. We estimate a rebound in retail sales
based on the surge in property sales which may have boosted sales of building
materials, furniture, household electronics and cars. However, lower CPI inflation in
Mar relative to Feb may have prevented a more significantly acceleration. Quarterly
retail sales may have grown by 12.7%YoY, compared with 14.5%YoY in 4Q12.
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Growth likely accelerated slightly to 8%YoY in 1Q — Relative to 4Q12,
investment growth appears to be stable as reflected in the FAI data at the beginning
of the year. Consumption growth, on the other hand, may have slowed as a result of
the government campaign to cut wasteful spending and crack down on corruption.
However, trade surplus reached $44bn in Jan-Feb, compared with a deficit of $4bn
for the same period last year, suggesting net export (external demand) may have
contributed positively to growth and offset the weakness in consumption in 1Q.
Based on the correlation between GDP and its production components (especially
IP), we estimate that growth quickened from 7.9%YoY in 4Q12 to 8.0% in 1Q.

Figure 4. Growth likely accelerated slightly to 8.0%YoY in 1Q
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Figure 5. IP growth may have accelerated to 10.6%YoY in Mar
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Figure 6. YTD FAI growth may have fallen slightly to 20.9% due to
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Figure 7. Retail sales growth may have accelerated due to rising home
sales
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Apr 10,

Trade

Balance: $15.0bn

Exports: 11.8%YoY
Imports: 6.2%YoY

Export growth may have slowed reflecting weak export order — China’s export
growth accelerated from 9.4%YoY in 4Q12 to 23.6% in Jan-Feb and import growth
accelerated from 2.8%YoY in 4Q12 to 5.1% in Jan-Feb. We think it would be difficult
to sustain the Jan-Feb export growth, given the weak international demand and
uncertainty in EU countries. PMI new export order index stayed below 50 in Jan-
Feb (48.5 and 47.3 respectively) and the rebound in Mar (3.6ppts) was milder than
the average for Mar since 2005 (4.5ppts). Other indicators, including growth of
export cargo (7.5%YoY in Jan-Feb) and export delivery value (7.8%YoY in Jan-Feb)
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indicate the export growth in Jan-Feb may have been exaggerated. We estimate
export growth rate to fall from 23.6% in Jan-Feb to 11.8%YoY in March. Export may
have grown by 19.0%YoY in 1Q as a result. Quarterly import growth may have
continued to accelerate slowly, from 1.6%YoY in 3Q12 to 2.8%YoY in 4Q12 and
5.1%YoY in Jan-Feb, reflecting weak economic recovery. We estimate imports grew
by 6.2%YoY in March, and 5.5%YoY in 1Q. Trade surplus may have reached $15bn
in Mar, and roughly $60bn in 1Q.

Figure 8. Export growth may have slowed to 11.8%YoY in Mar
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Figure 9. Imports may have grown 6.2%YoY in Mar
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Apr 10-15

Money

MO: 11.2%YoY

M1: 8.0%YoY

M2: 14.5%YoY

New RMB Loans: 850.0bn

Broad money (M2) growth may have fallen to 14.5% — In response to sizable
trade surplus and renewed capital inflows, PBOC appears to be intervening actively
in the FX market by purchasing FX to slow the pace of RMB appreciation. In Jan,
PBOC purchased more than $50bn. The central bank may have purchased
significant amount also in Feb and Mar, expanding the monetary base. Meanwhile,
PBOC has been sterilizing the liquidity created by FX purchase, in order to bring
down broad money growth to the annual target of 13%. The following factors may
have affected monetary growth in Mar:

m PBOC withdrew Rmb153bn of liquidity, on a net basis, from the banking system
through open market operations.

B Trade account may have run a surplus of about $15bn, and the net FDI inflows
and other capital inflows may have continued. We assume that PBOC purchased
$20bn FX during the month.

® Government deposits at the PBOC may have declined by about Rmb400bn in
Mar, as government spending tends to accelerate in Mar. This is equivalent to
liquidity injection.

B Taking these factors into consideration, M2 growth may have fallen from
15.2%YoY in Feb to 14.5%YoY in Mar. M1 growth may have slowed to 8.0%YoY,
consistent with a modest economic recovery in 1Q. MO growth may have
normalized to 11.2%YoY.

New RMB lending may have increased to Rmb850bn — The pace of credit
extension in Jan-Feb appears to be in line with our estimated annual loan quota of
Rmb8.5tn. The PBOC's monetary policy report for 2012 indicates that the central
bank favors the distribution of annual loans among the four quarters at the ratio of
3:3:2:2. Based on this ratio as well as reported new lending by the biggest banks in
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the first 24 days of the month, we estimate that new RMB lending may have
reached 850bn, implying total credit in 1Q of Rmb2.54tn.

Figure 10. PBOC withdrew liquidity through OMOs in Mar
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Figure 11. Historical distribution of annual loans implies an increase in
new lending in Mar
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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
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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
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Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
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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,
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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
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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.,
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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
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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
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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,
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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
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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
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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.

9 citivelocity.com



China Macro Flash .
3 April 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
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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.
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