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Foreword

In the same manner that a compass highlights the cardinal points of north, south, east, and west, The China Compass is intended to serve as
a navigational instrument for determining China’s position and direction in the context of the world’s economic landscape. As such, by closely
examining China’s relevance, importance and progressive integration with the world economy, The China Compass is a knowledge tool for
executives with a China agenda.

The growth of China’s economy is without precedent and its rise has been a unique and complex experience — requiring the adoption of a
customised and dedicated planning approach. Although many MNCs are already active in China, access to reliable information and channels
of strategic knowledge are not always easy to come by and are, more often than not, the product of a long-term investment in research,
analysis and strategic thinking. It is against this background that this publication aims to make a modest contribution as a desk reference.

The China Compass, in presentation format, outlines China’s past and present, combining basic country data with a detailed analysis of a
wide range of macroeconomic and social information. It offers a concise, yet reasonably comprehensive, high-level picture of the ever-
changing and evolving Chinese landscape.

We trust that The China Compass will be useful for those that are in a planning process, and that it will shed light on the past development
and future prospects of an engrossing, ongoing and uniquely Chinese story of human development.

As always, we welcome all feedback.

Kobus van der Wath

Founder & Group Managing Director
THE BEIJING AXIS

China Business Solutions
Strategy | Sourcing | Investment
kobus@thebeijingaxis.com
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A HIGH LEVEL VIEW OF CHINA'S KEY ECONOMIC
CHARACTERISTICS AND ITS CURRENT GLOBAL POSITION
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Source: IMF; China Statistical Yearbook; THE BEIJING AXIS Analysis
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CHINA IS ONE OF THE WORLD'’S OLDEST CIVILISATIONS, WITH
RECORDS DATING BACK MORE THAN 4,000 YEARS

* Period of civil war and

_ ) ) « Commencement of Silk Road trade route; disunity, yet great
* Production of a corpus of influential interaction with Roman Empire advances made in
literature, i.e. Classic of Changes (- . . ——" medicine. astronom
« First dynasty described ching) and the oldest known history * Official adoption of Confucianism mathematics and v
in ancient historical of China * 105 BC: Invention of paper-making cartography, as well as a
records - Warring States period (453-221) : technology flou_rishing of poetry,
« Establishment of Consolidation of feudal system:; « Buddhism first introduced to China calligraphy, painting and
Chinese dynastic proliferation of iron works; spread of ) My L _ MIEZEIE
system philosophies of Confucianism and = Lite of China’s famous historian Sima
Taoism; publication of Sun Tzu’s Art Qian (145-87)

* Bronze age of War

South and North
Dynasties

Jin Dynasty
265AD-420AD

16l @ 1 @ 16

420AD-589AD

Xia Dynasty Zhou Dynasty Han Dynasty

2070BC-1600BC 1046BC-256BC 206BC-220AD

v

1 \ZL/ 1
Shang Dynasty Qin Dynasty Three Sui Dynasty
1600BC-1046BC 221BC-206BC Kingdoms 581AD-618AD

220AD-280AD
_ . * First unification of China; * Reunification of China,
* Rudimentary W““ng system centralised feudal system . Short, violent period yet launching of Three
using oracle bones; origins of and legalistic mode of g ; Departments and Six
Chinese writing system government grgatly ro.mant|C|zed in Ministries system
Chinese literature, most y
 Innovation of charioteering « Unified language, notably with the fictional « Large-scale
and large-scale taming of currency, metric and Romance of the Three construction work on
horses legal systems Kingdoms Grand Canal
established - 605 AD: First civil
« Commencement of Great service exam, based on
Wall construction the Confucian classics

Source: Various; THE BEIJING AXIS Analysis
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PRE-MODERN CHINA'S SOCIAL, LEGAL AND ECONOMIC
SYSTEMS EVOLVED OVER CENTURIES

* Regarded as high point in * Return to ethnic Han « Extended period of
history of Chinese civilization (Chinese) rule stable dynastic rule in

+ Golden age of Chinese literature + 1406-1420: Forbidden City the 17'"/18" centuries
and art; renowned for leisure e China under Mongol rule; constructed in Beijing « Serious threat of
activities like archery, hunting, society of rich cultural

1405-1433: Admiral Zheng He Christian Taiping
undertakes 7 voyages, rebellion in 19t century
reaching Africa and more
than 30 countries

polo, football, cockfighting, etc. diversity and extensive
interchange with West Asian

« Strong Chinese maritime and European societies

presence in places like Persian

Increasing presence of
foreign powers in

GultRed Sea bl Eqyptand - PSSR B commrcia ntracon i Gin it growh o
Marco Polo Portuguese and Dutch Chinese population;
- Briefly interrupted by the traders from 16 century; Dynasty weakened by
Second Zhou dynasty (690-705) « World's largest foreign trade appearance of Western Opium Wars, Boxer
ruled by China’s only female port at Quanzhou missionaries in China Rebellion (1899-1901)

emperor, Wu Zetian

Yuan Dynasty Ming Dynasty Qing Dynasty )
People’s Republic of
AD Tang Dynasty 1271-1368 1368-1644 1636-1911 China (PRC)
618-907 f
_ Since 1949
"""""""" 1 @ I ﬂ I @ I @—H’
A L] 7 L] A L
Five Dynasties and Song Dynasty blic of China
960-1279

=
——

(

Ten Kingdoms  First government issue of paper money and

establishment of permanent standing navy,

907-960 :
making use of gunpowder
* €. 960: Invention of the compass « 1912: Republic declared
e . i inti under Sun Yat-sen
« Period of upheaval: Successive 1040: Invention of movable type printing
brief dynasties and states « Substantial exploitation of gold, silver, * 1919: May Fourth Movement
. o . copper, iron, and other mineral deposits of students protesting
« Shift of China’s political power _ _ foreign violations of
centre from the northwest * Emergence of the earliest manufacturing and Chinese sovereignty
(Shaanxi) eastward to the Yellow processing plants )
River plain in Henan i » 1921: Establishment of
. . - * 1078: China's steel output re_ache_s 1.25 Communist Party of China
« First complete printed edition of million tons, levels only attained in the West
11 Confucian classics produced by 1788 + 1934-1936: The Long March

Source: Various: THE BEIJING AXIS Analysis » 1937-1945: War with Japan
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CHINA'S RECENT HISTORY ILLUSTRATES A BROAD-BASED
TRANSFORMATION THAT PAVED THE WAY FOR THE
RISE OF CHINA AS AN ECONOMIC SUPERPOWER

o MODERN CHINA

A

1969: First atomic bomb 2001: China joins the WTO

successfully detonated A
A 2008: Beijing Olympic Games
A
1950-1952: Land Reform _ 1993: Daya Bay Nuclear Power Station 2010: Shanghai
1966-1976: Cultural Revolution commences operations World Expo

|

1958-1960: The Great Leap Forward 1978: Reform and opening up
initiated by Deng Xiaoping

1999: Macau transfer of sovereignty to China

1970: First satellite launched 1997: Hong Kong transfer of sovergignty to China
v
2008: China overtakes Germany as world’s third-largest econ amy

2009: China set to overtake Japan as world’s second-largest economy

Source: Various; THE BEIJING AXIS Analysis
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CHINA IS THE WORLD’S THIRD-LARGEST
COUNTRY BY LAND MASS

The country’s size and location afford it a strategic advantage in
trade, natural resources and international relations

People’s Republic of China

Area

Location and
Boundaries

Cities

Terrain

Climate

9,596,960 sq. km.
35°00’ N, 105°00’ E
Eastern Asia, bordering the East

China Sea, Korea Bay, Yellow Sea,
and South China Sea

Shares 22,117 kilometres of land
boundaries with 14 other countries

Capital: Beijing
Other major cities: Shanghai,
Tianjin, Shenyang, Wuhan,

Guangzhou, Chongging, Harbin
and Chengdu

Plains, deltas, and hills in the east;
mountains, high plateaus and
deserts in the west

Tropical in the south to sub-arctic
in the north

Source: CIA World Factbook; THE BEIJING AXIS Analysis
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CHINA HAS 56 ETHNIC GROUPS, OF WHICH
THE HAN ETHNIC GROUP ACCOUNTS FOR
91% OF THE TOTAL POPULATION

China Facts and Figures 2008

Population
Nationality
Ethnic Groups

Religions
Language

Labour Force
GDP Nominal
GDP Growth Rate
GDP Per Capita

GDP Per Capita

(USD, 2008) Exports

W > 5000 Imports

B 3000-5000 ) Forex Reserves
B 2000-3000 Hainand@

] <2000 Currency

Time

1.33 bn
Chinese

Han Chinese (91.5%), Zhuang,
Manchu, Hui, Miao, Uygur, Yi,
Mongolian, Tibetan, Buyi, Korean, and
other (8.5%)

Officially atheist, Buddhism, Taoism,
Islam, Christianity, and Catholicism

Mandarin (Putonghua), many local
dialects

807.7 mn

USD4,327 bn

9%

USD3,258

USD1,428.5 bn
USD1,133.1 bn

USD1,946 bn

Renminbi (Chinese yuan)
GMT + 8hrs

Source: CIA World Factbook; China Statistical Yearbook; China Monthly Economic Indicators; MOFCOM; THE BEIJING AXIS Analysis -10-
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THE COMMUNIST PARTY OF CHINA (CPC) REMAINS
THE DOMINANT FORCE IN GOVERNMENT

Type of Government  Socialist republic (or ‘people’'s democratic dictatorship’ as defined by PRC constitution)

Executive - President, Premier, Vice President, State Council
Branches of

Legislative - Unicameral National People's Congress
Government

Judicial - Supreme People's Court, Local People's Courts, Special People's Courts

Administrative

Divisions 23 provinces; 5 autonomous regions; 4 municipalities directly under the State Council

Chinese Communist Party, 70.8 million members; 8 minor parties under Communist Party

Political Parties .
supervision

Constitution 4 December 1982

221 BC (unification under the Qin or Ch'in Dynasty); 1 January 1912 (Qing or Ch'ing Dynasty

Independence replaced by the Republic of China); 1 October 1949 (People's Republic of China established)

National Holiday Anniversary of the founding of the People's Republic of China, 1 October (1949)

Source: CIA World Factbook; US Dept. of State Background Notes; THE BEIJING AXIS Analysis
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THE FOUNDING OF THE PRC IN 1949 ESTABLISHED A
LEGAL SYSTEM INFLUENCED BY SOVIET PRINCIPLES

Based on civil law system; derived from Soviet and continental civil code legal principles.
Legal System Legislature retains power to interpret statutes; constitution ambiguous on judicial review of
legislation and has not accepted compulsory International Court of Justice jurisdiction

Red with a large yellow five-pointed star and four smaller yellow five-pointed stars (arranged

Flag in a vertical arc toward the middle of the flag) in the upper hoist-side corner
ADB, AfDB (nonregional members), APEC, APT, Arctic Council (observer), ARF, ASEAN
(dialogue partner), BIS, CDB, EAS, FAO, G-20, G-24 (observer), G-77, IAEA, IBRD, ICAO, ICC,
International ICRM, IDA, IFAD, IFC, IFRCS, IHO, ILO, IMF, IMO, IMSO, Interpol, IOC, IOM (observer), IPU,
Organisation ISO, ITSO, ITU, LAIA (observer), MIGA, MINURSO, MONUC, NAM (observer), NSG, OAS
Participation (observer), OPCW, PCA, PIF (partner), SAARC (observer), SCO, UN, UN Security Council,

UNAMID, UNCTAD, UNESCO, UNHCR, UNIDO, UNIFIL, UNITAR, UNMIL, UNMIS, UNMIT,
UNOCI, UNTSO, UNWTO, UPU, WCO, WFTU, WHO, WIPO, WMO, WTO, ZC

Source: CIA World Factbook; THE BEIJING AXIS Analysis
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POLITICAL POWER IN CHINA HAS BECOME LESS
PERSONAL AND MORE INSTITUTIONAL

The primary organs of state power - the NPC, the President and
the State Council - are largely made up of party members

High-Level View of China’s Political System

People’s Republic of China

President

| | |
Central Committee of the National People’s
Communist Party of China State Council Congress
(CCCPC) (NPC)

General Secretary

Politburo Standing Committee
Politburo

Secretariat

Premier

Vice Premiers (4)
State Councilors (5)
Ministers (25)

Central Bank Governor
Auditor-General

Chairman

Vice Chairman

Special Committees of the
NPC

Other key institutions

Central Military
Commission

Supreme People’s
Court

Supreme People’s
Procuratorate

Source: CIA World Factbook; US Dept. of State Background Notes; THE BEIJING AXIS Analysis

-13-
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THE POLITBURO STANDING COMMITTEE IS THE HIGHEST
AND MOST POWERFUL DECISION-MAKING BODY IN CHINA

Politburo Standing Committee of the Communist Party of China (2009)

Party Positions State Positions
1 Hu Jintao General Secretary of the Central Committee, President of the People’s Republic of China,
Chairman of the CPC Central Military Commission and Chairman of the PRC Central Military

Commission

2 Wu Bangguo - Chairman of the Standing Committee of the
National People’s Congress

3 Wen Jiabao - Premier of the State Council

Jia Qinglin - Chairman of the People’s Political

Consultative Conference
5 Li Changchun - -

Xi Jinping Principal of the Central Party School. Top-ranked Vice President of the People’s Republic of
member of the Secretariat of the Communist Party China
of China Central Committee

Li Kegiang - First Vice-Premier of the State Council
He Guoqiang Secretary of the Central Commission for Discipline -
Inspection
9 Zhou Secretary of the Political and Legislative Affairs -
Yongkang Committee

Source: CIA World Factbook; US Dept. of State Background Notes; THE BEIJING AXIS Analysis
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700,000
53,000
40,000
30,000

649.7
500
160

97
80
80
70
50
34
30
30
6.3
5.7
5
1.8

VARIOUS FACTORS IDENTIFY CHINA AS ONE OF THE
WORLD’S MOST SIGNIFICANT COUNTRIES

Engineers graduate annually from schools in China

RMB is the average cost of a license plate in Shanghai

Cabs drive around Shanghai daily

Chinese MBA students were expected to graduate in 2008. The number in 1998 was 0

Million mobile phones were in circulation in China in 2008

Coal-fired power plants to be built in China by the next decade

Cities in China with populations that exceed 1 million. There are 9 in the US and just 2 in the UK
New airports to be built in the next 12 years, bringing the total number to 244 by 2020

Percent of the world’s zippers are produced in the factories of Qiaotou city in Zhejiang Province
Percent of the world’s toys are made in China, in more than 10,000 toy factories

Percent of the world’s pirated goods come from China

Percent of the world’s pork is eaten in China

Children are born every minute in China

Percent of Chinese adults live with their parents

Nuclear power plants currently being built in China

Million passenger cars are registered in China. The number in 2004 was 2.4 million

Million students graduated from Chinese universities in 2007. The number in 1977 was 270,000
Million Chinese are estimated to visit ski resorts this year. Ten years ago, only 500 people in China could ski
Is the average number of credit cards owned by a person in Shanghai

Source: Various; THE BEIJING AXIS Analysis -15-
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CHINA'S ECONOMY HAS GROWN TREMENDOUSLY,

BECOMING THE THIRD-LARGEST ECONOMY IN THE WORLD
In 2008, China’'s GDP reached USDA4.4 trillion, which is 4 times its
1998 level (USD1 trillion). From 1978, it grew at a CAGR of 10%

Nominal GDP (USD bn, 1978-2010F)

6,000
5,000
4,000
3,000
2,000 CN

0
78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09F10F
Note: GDP is calculated at current prices

CAGR: compound annual growth rate
Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis

-17-
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CHINA HAS A LARGE GDP BUT IT IS HIGHLY
CONCENTRATED IN A FEW PROVINCES NEAR THE COAST

The top 5 provinces of Guangdong, Shandong, Jiangsu,
Zhejiang, and Henan account for roughly 46% of GDP

GDP by Province (USD bn, 2008)

0 200 400 600
1 Guangdong
2 Shangdong
3 Jiangsu
4 Zhejiang
5 Henan
6 Hebei
7  Shanghai
8 L|aohn|ng Top 5 provinces’
190 SI(I:-qubaer} GDP equates to 46%
11 Hunan of total GDP
12 Fujian
13 Beijing
14 Anhui Shandong
15Heilongjiang p
16 Inner & Tibet Henan
17 Guangxi ;
18 Shanxi Jiangsu
19 SJhaanxi
20 iangxi ii
20 naxi Zhejiang
22 Tianjin
23 Yunnan

24 Chongqging
25 Xinjiang
26 Guizhou

27 Gansu

28 Hainan @

29 Ningxia

30 Qinghai Hainan
31 Tibet

Note: GDP is calculated at current prices
Source: China Monthly Indicators; THE BEIJING AXIS Analysis
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WE FORECAST GDP GROWTH RATES
OF APPROXIMATELY 7% IN 2009 AND 7.5% IN 2010

The current cool-down period has been exacerbated by the global financial crisis;
hence, GDP is projected to fall well below the average growth band in 2009

China Nominal GDP Growth Rate (% y-o0-y, 1978-2010F)

Temporary
slowdown below 7-

16 Past periods
7-10% GDP of Overheating 8% 'govern_ment
growth overheating - target GDP" in 2009
‘band’
12 7-8% GDP
growth
‘band’
- B BN BN By W A B BN By B BN B BN BN BN BN e
4
0

78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 O9F 10F

Source: World Bank; China Statistical Abstract; OECD; THE BEIJING AXIS Analysis

-19-
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ALTHOUGH GDP IS CONCENTRATED IN THE EAST, THE CENTRAL
PROVINCES HAVE THE HIGHEST GDP GROWTH RATES

This illustrates the central government’s plan to develop
the central and western regions of the country

GDP Growth Rate by Province (%, 2008)

0 5 10 15 20
1 Inner Mongolia
2 Tianjin
3 Jilin
4 Shaanxi
5 Chongging
6 Hubel
7 Liaoning
8 Fujian i
9 Huhan Beijing (32 Jilin
12 Gugn Xi ’
nhui
12 inghai a T
13 (giarggxi * @“ ianjin
14 Jiangsu .
15 Ningxia ‘ '
16 Shandong <L )
17 Henan
18 Heilongjiang ‘
19 Yunnan 5 .
20 Xinjiang 6’2 Shanghai
21 Guizhou
22 Guangdong
23 Zhejiang
24 Hebel
25 Gansu
26 Tibet
27 ShHainhar]
28 anghai .
29 Sichguan €7 Hainan
30 Beijing
31 Shanxi

Source: China Monthly Indicators; THE BEIJING AXIS Analysis

-20-
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CHINA'S GDP PER CAPITA HAS GROWN

CONSIDERABLY IN THE LAST 30 YEARS
In 2008, China’s GDP per capita reached USD3,258,
which represents a CAGR of 9% over the last 30 years

GDP Per Capita (USD, 1978-2010F)

4,000

3,000

2,000

1,000

0
78 79 8 81 82 83 84 85 8 87 8 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 O09F 10F

Note: GDP is calculated at current prices

Source: China Statistical Yearbook; National Bureau of Statistics of China; THE BEIJING AXIS Analysis -21-
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THE PROVINCES WITH THE HIGHEST GDP PER CAPITA ARE
LOCATED IN EASTERN CHINA

The lowest GDP per capitais found in Central and Western China

GDP Per Capita by Province (USD, 2008)
0 2,000 4,000 6,000 8,000 10,000

1 Shanghai
2 Beijing
3 Tianjin
4 Zhejiang
5 Jiangsu
6 Guangdong
7 Shandong
g8 Inner Mongolia
9 Liaoning
10 Fujian
11 ilin
12 Hebei
13 Heilongjiang
14 Shanxi
15 Xinjiang
16 Hubei
17 Henan_
18 Shaanxi
19 Chongging
20 Ningxia
21 Qinghai
29 Hunan
23 Hainan
on Sichuan
25 Guangxi
26 Jiangxi
27 Anhui
o8 Tibet
29 Yunnan
30 Gansu
31 Guizhou

Source: Various; THE BEIJING AXIS Analysis

-22-
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PRIMARY INDUSTRY

CONSTITUTES ROUGHLY 11% OF GDP

China’s primary industry grew at a CAGR of 10%
from 1997, and contributed USD489 billion to total GDP in 2008

Composition of GDP by Sector (USD bn, 1997-2008)

B Primary Industry Tertiary Industry

EE Secondary Industry —  Growth Rate of Primary Industry
5,000 40%

4,000 30%

3,000 20%
2,000 10%

0%

Ou.lll

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis

-23-
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SECONDARY INDUSTRY IS THE LARGEST

CONTRIBUTOR TO GDP, MAKING UP 49%
China’s secondary industry grew at a CAGR of 13% from 1997 to 2007, and
contributed USD1.59 trillion to GDP in 2007, of which 88% came from
manufacturing

Value-Add of Secondary Industry (at current prices, USD bn, 1997-2007)

Breakdown of Secondary Industry and Trends (2007)
B Industry Sector B Construction Sector

_____________ 1,600
------------- 129

C 1,200
e fe o
¥4
Tertiary '3)0/0
40% Secondary
800
Primary 400
11%
0

07 06 05 04 03 02 01 00 99 98 97

Note: CAGR is calculated for the last 10 years
Source: China Statistical Yearbook; THE BEIJING AXIS Analysis

-24-
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TERTIARY INDUSTRY IS THE SECOND-LARGEST CONTRIBUTOR

TO GDP, MAKING UP 40%

China’s tertiary industry grew at a CAGR of
16.4% from 1997 to 2007, and contributed USD1.31 trillion to GDP in 2007

Value-Add of Tertiary Industry (at current prices, USD bn, 1997-2007)

Breakdown of Tertiary Industry and Trends (2007) 1,500

M Hotels and Catering Services

M Real Estate

M Financial Intermediation
Transport, Storage, and Post

B Wholesale and Retail Trades

B Others

1,000

Tertiary
Secondary 40%

49%

Primary
11%

07 06 05 04 03 02 01 00 99 98 097

Note: CAGR is calculated for the last 10 years
Source: China Statistical Yearbook; THE BEIJING AXIS Analysis

-25-
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GROSS CAPITAL FORMATION AND FINAL CONSUMPTION
EXPENDITURE ARE THE MAIN COMPONENTS OF CHINA'S GDP

In 2007, final consumption and gross capital formation
each contributed 40% to GDP while net exports contributed 20%

Contribution/Share of the three Components of Contribution to the Growth of GDP
GDP Growth (1997-2007) (Percentage Points, 1997-2007)

H Net Exports of Goods and Services
Gross Capital Formation
B Final Consumption Expenditure (household + gov)
100%

— Net Exports of Goods and Services
Gross Capital Formation
—Final Consumption Expenditure (household + gov)

_ II |

80%
6

60%
4

40%
2

20%
0% 0

97 98 99 00 01 02 03 04 05 06 O7 97 98 99 00 01 02 03 04 05 06 07

Note: The three components of GDP by expenditure approach are final consumption expenditure (composed of household and government consumption), gross capital
formation and net exports of goods and services.

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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CHINA'S GROSS CAPITAL FORMATION IS CONCENTRATED
IN THE MORE DEVELOPED REGIONS

In 2007, China’s top 5 provinces by annual gross capital formation
accounted for 40% of the national total

China’s Gross Capital Formation (2007)

% of Province GDP
100%

Provinces in central and western
China have higher capital formation
rates

Size of the bubble
represents % of
total

Coastal provinces are
responsible for a significant

80% e libet
amount of capital formation

/ g
/
f @ - -~
\ Ningxia
\

. Chongging Beijing Fulyl’an
S @ . Xinji
6096 -~ Qinghai Xlnjlag
(gdiiﬁob-l(unn _____ 2= . X .
° GanqulangX Shando\ng

\
\

Hainan .
40% : Hubei - N ;
Heilongjiang Guangxi Hunan Shanghai N \I
/I
_Tdtal Capital
20% “Formation, USD bn
0 50 100 150 200

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis

-27-
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THE LARGEST SHARE OF CHINA'S FINAL CONSUMPTION

TAKES PLACE IN THE COASTAL PROVINCES

In 2007, Shandong, Guangdong, Jiangsu and Zhejiang were
responsible for 34% of China’s total annual final consumption

China’s Final Consumption (2007)

% of Province GDP
80% 34% of China’s total final

Size of the bubble

‘ consumption is centered represents % of
_ Guizhou around the coastal total
T'.bet provinces
Qinghai Chongging
() Yunnan gy B Nl
Ningxia uangxi H o e
60% unan o =~
° % Gagu AnhU| e S~
A ? Sichuan y S
Xinjiang *\
Hainan i Fu1|an Hubel > \
' hejiang Shandong 1
: anxi \ /
ShaanX| ‘ Henan \\ Guangdong //
40% i >
Tianjin Tiangxi Llaonlng AR o
Heilongjiang Te~o .\J|~angsu /,,/’
Inner Mongolia . TTmmmmeTee
Total Final
20% Consumption, USD bn
0 50 100 150 200

Note: Final Consumption = Private Household Consumption + Government Consumption
Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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GOVERNMENT EXPENDITURE IS MOSTLY AIMED AT IMPROVING
THE QUALITY OF LIFE OF THE POPULATION

In 2008, 55% of government expenditure was focused on
public services, education, social security, employment and community affairs

Government Expenditure Breakdown (USD bn, Jan-Nov 2008)
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Source: China Monthly Economic Indicators; THE BEIJING AXIS Analysis
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CHINA’S INDUSTRIAL OUTPUT GROWTH
ACCELERATED WITH ACCESSION TO THE WTO IN 2001

Since then, a large number of foreign companies have established a manufacturing
base in China, driving gross industrial output up at a CAGR of 9% from 1998 - 2007

Gross Industrial Output (USD mn, 1998-2007)

I Industrial Output — Growth Rate
6,000 50%

5,000

|:WTO Accession
4,000 11 December 2001

3,000

40%

30%

20%
2,000

10%
1,000 0

0%

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Source: CEIC Data; THE BEIJING AXIS Analysis
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CHINA IS THE WORLD'S LEADING CONSUMER
OF SEVERAL RESOURCES

Rapid modernisation, industrialisation and urbanisation are the
key drivers of the trend, which is unlikely to recede anytime soon

China’s Share of the World’s Consumption of Selected Resources (%, World Ranking, 2008)

50
1st 1st
1st
40 i
S
2nd
30
20
2nd
10
0
Qil Nickel Copper  Aluminium Zinc Lead Steel Coal Seaborne Tin
Iron Ore

Note: The percentages for Zinc, Lead and Tin are for 2007
Source: WBMS; Barlow Jonker; IEA; BP; Macquarie; THE BEIJING AXIS Analysis
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REFLECTING CHINA'S DEVELOPMENT, PERSONAL
CONSUMPTION HAS BEEN ON THE RISE ()

Whereas retail sales were quite volatile in the 1980s and 1990s,
there has been substantial, stable growth in the current decade

Annual Retail Sales and Growth Rate by Administrative Level (USD bn1, 1978-2008)

I Retail Sales (Urban) Retail Sales (Sub-urban) mm Retail Sales (Rural)

= Urban Growth Sub-urban Growth = Rural Growth
1,600 50%

1,400 I 40%

1,200
~ 30%
1,000
800 \
600

20%
400

10%
0%

200 -10%

amEEEgEgemESEnN
-20%
78 79 80 81 82 83 84 85 86 87 88 89 90 9L 92 93 94 95 96 97 98 99 00 Ol 02 03 04 05 06 07 08

1. Figures converted from RMB to USD using the average exchange rate for the respective years; however, the growth rate does not factor in exchange rate fluctuations
Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis -33-
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REFLECTING CHINA'S DEVELOPMENT, PERSONAL
CONSUMPTION HAS BEEN ON THE RISE (l1)

The sustained growth in retail sales reflects China’s development
and the consequent increase in the purchasing power of the population

Annual Retail Sales (USD bn, 1978-2008) Monthly Retail Sales (USD bn, 2006-2008)

1,600 160
1,200 120
800 80
400 40
0 O © N~ (e 0]
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Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis -34-



THE BEUJING AXIS
¢WﬁL§ﬁ%ﬂ

8 Solubions 3 ¥5 5T B R 200

REFLECTING CHINA'S DEVELOPMENT, PERSONAL
CONSUMPTION HAS BEEN ON THE RISE (111)

Wholesale and retail trade continue to dominate retail sales: however, hotels
and catering services have seen considerable growth in the past 30 years

Annual Retail Sales of Consumer Goods by Sub-sector (USD bn, 1978 vs. 2008)

B Wholesale and Retail Trade
Hotels and Catering Services
Hm Other 8.9

1978 2008

Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis -35-
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THE MAJORITY OF RETAIL SALES ARE CONCENTRATED
IN THE EASTERN COASTAL PROVINCES

Unsurprisingly, the top 5 provinces in terms of retail sales are also the leading
provinces in terms of population!, employed persons and income per capita

Total Retail Sales of Consumer Goods by Province (USD bn, 2008)

0 50 100 150 200
1 Guangdong
2 Shandong
3 Jiangsu
4 Zhejiang
5 Henan
6 Hubei
7 Liaoning
8 Hebel
9 Sichuan
10 Beijing
11 Shanghal
12 Hunan
13 Fujian
14 Anhui
15 Heilongjiang
16 Jilin
17 Inner Mongolia
18 Shanxi
19 Guangxi
20 Shaanxi
21 Jiangxi
22 Chongqing
23 Tianjin
24 Yunnan
25 Xinjiang
26 Guizhou
27 Gansu
28 Hainan
29 Ningxia
30 Qinghai
31 Tibet
1. The top 5 provinces in terms of population does not include Zhejiang, but does include the four other provinces

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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51% OF CHINA'S EXPORTS ARE DESTINED FOR THE US,
HONG KONG, JAPAN, SOUTH KOREA, AND GERMANY

The US and Hong Kong?! are China’s main export destinations

""South Korea
4.6%

Total Exports = USD1,218 bn

o

USA Hong Kong SAR
HK, SAR 184.4 R\t @’ mlS.l%
Japan 102.0
S. Korea 56.1
Germany 48.7 %
Netherlands 41.4 ¢ y
UK 31.7 Top Exports by UN Classification
Singapore 296 « Electrical machinery, equipment and parts
russia 205 sl eciors, bollers: machinery and
India 24.0 * Articles of apparel and clothing
1. Hong Kong is admittedly used a gateway to the rest of the world

Source: UN Comtrade; THE BEIJING AXIS Analysis
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CHINA'S EXPORTS EXPERIENCED RAPID GROWTH
FOLLOWING THE COUNTRY'S ACCESSION TO THE WTO

The global financial crisis, however, has sharply affected China’s exports

Annual Exports (USD bn, 1997-2008) Monthly Exports (USD bn, 2007-2008)
I Exports —Export Growth Rate —_—

1,600 p p P 160 HEE Exports Export Monthly Growth Rate 60%
1,400 30% 140 40%

120

1,200
' 20%
China'’s entry 20%

1,000 to the WTO 100
10% 0%

800 80
________________________ - 0% -20%

600 60
2109 -40%

400 10% 40
200 -20% 20 -60%
0 -30% 0 -80%

97 98 99 00 01 02 03 04 05 06 07 08 5555585885388 88
o © © — © © =
838 25 35=="°8 28

Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis
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COMMONLY REGARDED AS THE WORLD’'S FACTORY FLOOR,

CHINA IS KNOWN FOR ITS COMPETITIVE PRODUCTS
This is supported by the fact that the bulk of the
country’s exports are manufactured goods

Export Commodity Composition! (USD bn, 2001-2008)

1,500 m Others
® Mineral Items
B Foodstuffs
B Chemicals and Related Products

1,200 Products Classified by Material -

B Sundry (Manufactured Goods)

B Machinery Equipment 219.9
900 b

1,428.5
600
300
0
2001 2002 2003 2004 2005 2006 2007 2008

1. SITC Classification System
Source: MOFCOM; THE BEIJING AXIS Analysis
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40% OF CHINA'S IMPORTS COME FROM JAPAN,

SOUTH KOREA, THE US, GERMANY, AND MALAYSIA
In 2007, Japan and South Korea were the top
suppliers, accounting for 25% of China’s total imports

4.8%

Total Imports = USD956 bn
Japan

S. Korea [ 1038
USA I 595
Germany [ 45.4
Malaysia [ 28.7
Australia [ 25.8
Philippines [l 23.1

Top Imports by UN Classification
* Electrical machinery, equipment and parts

Thailand [ 22.7 , _
* Nuclear reactors, boilers, machinery and
Russia [l 10.7 mechanical appliances
; * Mineral fuels, mineral oils and products of their
Brazil [l 18.3 distillation P

Source: UN Comtrade; THE BEIJING AXIS Analysis
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CHINA'S IMPORTS EXPERIENCED RAPID GROWTH
AFTER THE COUNTRY’'S ACCESSION TO THE WTO

Imports registered a peak annual growth of 40% before stabilising at around 20%;
the latter part of 2008 saw plunging imports due to the global crisis

Annual Imports (USD bn, 1997-2008) Monthly Imports (USD bn, 2007-2008)

B mports = Import Growth Rate BB |mports—— Import Growth Rate
1,200 40%
120
1.000 30% 110
20% 100
800
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o o Q o o

97 98 99 00'01 02 03 04 05 06 07 08 c = > 5 a
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Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis
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AS AN ECONOMIC SUPERPOWER WITH AN AMBITIOUS
DEVELOPMENT PLAN, CHINA NEEDS IMPORTED GOODS

The majority of these imports are machinery equipment,
chemicals and related products, as well as, of course, minerals

Import Commodity Composition! (USD bn, 2001-2008)
1,200

m Others
® Foodstuffs
B Sundry (Manufactured Goods)
1,000 :
® Mineral ltems
Chemicals and Related Products
800 B Products Classified by Material
B Machinery Equipment
600 1133.1
400
200
0
2001 2002 2003 2004 2005 2006 2007 2008

1. SITC Classification System
Source: MOFCOM; THE BEIJING AXIS Analysis
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45% OF CHINA'S TOTAL TRADE IS WITH THE US, JAPAN,

HONG KONG, SOUTH KOREA, AND GERMANY
The US accounted for USD302 bn in 2007

China’s Largest Trading Partners (USD bn, 2007)
A SSe

P ) s =
. & «>
X 59
4 Pl e
\ * Germany 1€ |
us i y = 4.3% ‘l;},(.g__ Y o J 10.9%
13.9% ‘ o &
b Y LA ‘ “South Korea
%m 7.4%

USA 3 ‘3'.!\

Japan 236.0 * R
¢
HK. SAR 197.2 ‘

S. Korea 159.9

\ tﬁ‘ Hong Kong SAR
DN [E’gmag.l%

R

Germany 94.1
Russia 48.2 @ ;)
Singapore 47.1 . .

China’s Total Trade with the World = USD2,174 bn

Malaysia 46.4
Total Exports = USD1,218 bn

Netherlands 46.3

Total Imports = USD956 bn

Australia 43.8

Source: UN Comtrade; THE BEIJING AXIS Analysis
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CHINA HAS A LARGE TRADE SURPLUS WITH HONG KONG & THE
US, WHILE IT HAS A TRADE DEFICIT WITH S. KOREA & JAPAN

The larger share of China’s trade deficit is centered in Asia Pacific

~) 1
China’s Trade Balance with the 5 Largest Surplus and Deficit Countries (USD bn, 2007) -
2= = RS AR

NN i

“ South Korea

5 Hong Kong
China’s Trade Surplus = USD262 bn

. SAR
ooyl ., Philippines
us I 163.6 ‘ m
Netherlands B 36.5 Q
UK M 23.9
UAE W 14.0 é}
Malaysia -11.0 ’ y
Angola -11.7
Philippines -15.6

Japan 319
S. Korea 477

Source: UN Comtrade; THE BEIJING AXIS Analysis
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DEC 08's TRADE SURPLUS OF USD39 BN WAS THE
SECOND-HIGHEST EVER AFTER NOV 08’s USD40.1 BN

This surprising figure, at the ‘height’ of the global crisis, was the result of
plummeting imports that greatly exceeded the drop in exports

China’s Monthly Trade Balance (USD bn, 2005-2008)

Il Trade Balance — EXports, % change y-o-y Imports, % change y-o-y
50
50%
40
0,
\/\/\/\ , N 30%
30 V
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10%
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Source: China Customs; THE BEIJING AXIS Analysis -45-
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AS AN ELEMENT OF GDP, CHINA'S TRADE
SURPLUS PEAKED AT AROUND 8% IN 2007

However, the current environment caused China’s trade to plunge in late 2008,
leaving fixed investment and total consumption?! as the primary drivers of GDP

Net Exports / GDP Annual (1997-2008) Net Exports / GDP Quarterly (2006-2008)

10% 10%
8% 8%
6% 6%
4% 4%
2% 2%
0% 0%

97 98 99 00 01 02 03 04 05 O06: 07 08 06- 06- 06- 06- 07- O7- 0O7- 0O7- 08- 08- 08- 08-
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1. Total Consumption = Private Household Consumption + Government Consumption

Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis
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90% OF CHINA'S TOTAL INTERNATIONAL TRADE VALUE IS
CONCENTRATED IN 9 PROVINCES

These coastal areas also have the highest GDP, GDP per capita,
retail sales, fixed asset investment, FDI, and personal income

China Total Trade Value by Province (2008)

Imports: USD1,133.1 bn
Exports: USD1,428.5 bn
Total Trade: USD2,561.6 bn

Percentage of China
Total Trade Value

B Top65%
B Next25%
[] Next10 %

Cj 26.4%
Hainan

Source: China Monthly Economic Indicators; THE BEIJING AXIS Analysis -47-
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CHINA’S FIXED ASSET INVESTMENT HAS BEEN GROWING
AT AN INCREASING PACE SINCE 1999

China has depended heavily on investment for its economic growth

Fixed Asset Investment (USD bn, 1997-2008)

Bl Fixed Asset Investment - Growth Rate
3,000 40%

2,500

20%

30%
2.000 A
1,500
1,000
10%
N . I
N N B . %

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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MORE THAN 80% OF CHINA’S FIXED ASSET

INVESTMENT HAS BEEN IN URBAN AREAS
In 2008, China’s total fixed asset investment was USD2,479 bn;
of which 86% was invested in urban areas

Total Investment in Urban and Rural Areas (USD bn, 1997-2008)

B Urban Areas B Rural Areas
2,500

2,000
1,500
1,000

500

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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CHINA'S FIXED ASSET INVESTMENT IS PRIMARILY
FOCUSED ON THE COASTAL PROVINCES

China’s coastal provinces have greater demand for
fixed asset investment in order to develop their economies

Fixed Asset Investment by Province (USD bn, 2007)
0 50

100 150 200
1 Shandong
2 Jiangsu
3 Guangdong
4 Zhejiang
5 Henan
6 Liaoning
7 Hebei
g S|ci6t1nu|$ur1i Top 5 provinces -
10 Shanghai 36.8%
11 Inner Mongolia
12 Hubei
13 Fujian
14 Hunan
15 Beijin ini
1 ji"g Rem_amlng Shandong
17 Shaanxi provinces -
18 Jiangxi 61.4% Henan
19  Chongging
20 Guangxi .
21 Shagxi Jtangsy

22 Heilongjiang

23 _ _ Yunnan | Zhejiang
- 24 Not Classified ! Not classified by

25 Tianjin .

26 Xinjiang region - 1.8%

27 Guizhou

28 Gansu

29 Ningxia Guangdong

30 Hainan

31 Qinghai

32 Tibet

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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MANUFACTURING AND REAL ESTATE HAVE BEEN THE TOP
TWO SECTORS FOR ATTRACTING FIXED ASSET INVESTMENT

China’s ongoing industrialisation has prompted an increasing amount
of investment in some sectors, especially manufacturing

Fixed Asset Investment by Sector (USD bn, 2003-2008E)

2,500 M Others
M Mining
W Utilities
2 000 B Environmental Protection and Public Facilities

Transport, Storage and Post
M Real Estate
B Manufacturing
1,500 255.6

1,000

500

2003 2004 2005 2006 2007 2008E

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis -52-
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FDI FLOWS INTO CHINA HAVE BEEN
GROWING STEADILY FOR THE LAST DECADE

China’s low manufacturing costs, large market potential and attractive investment
environment are key factors in attracting FDI

FDI Inflow (USD bn, 1997-2008)

I FDI Inflow ==[FD| Growth
100 30%

/ \

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

80 20%

60 10%

4

o

0%

2

o

-10%

o

-20%

Note: FDI = foreign direct investment
Source: IMF; MOFCOM; THE BEIJING AXIS Analysis
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OFFSHORE FINANCIAL CENTRES HAVE BEEN THE
TOP ‘SOURCES’ OF FDI FOR CHINA

In 2007, 78% of China’s FDI came from 10 countries, but the true countries
of origin are hidden by the use of HK, BVI, Cayman Islands, Mauritius, etc.

China’s FDI Inflow by Source Region (USD bn, 2007)

B. Virgin Is.
South Korea
Japan
Singapore
us

Cayman Is.
Samoa
Taiwan
Mauritius

D
Singapor&s B/
38% e & WSamoa‘z.G%

9 @ Mauritius 1.6% Q ®
&

v 2

Source: MOFCOM; THE BEIJING AXIS Analysis
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CHINA'S COASTAL PROVINCES HAVE ATTRACTED
SUBSTANTIALLY MORE FDI THAN INLAND PROVINCES

The larger market size, infrastructure and the more attractive nature of the
business environment are key elements in attracting FDI to coastal provinces

FDI Inflow by Province (USD mn, 2007)
0 5000 10,000 15,000 20,000 25,000

Jiangsu
Guangdong
Shandong
Zhejiang
Liaoning
Shanghai
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ggﬁjr:g Top 5 provinces
Fujian account for
o g 56.8% of China’s
12 Hengan total FDI
13 Anhui i
14 TS Liaoning
15 Shanxi
16 Hebei Shandong
17 Inner Mongolia
18 Sichuan ;
19 Shaanxi Jiangsu
20 o Hainan
21 Chonggqin .
22 9Jiiin Zhejiang
23 Guangxi
24 Heilongjiang ‘
25 Yunnan
26 Qinghai
27 Guizhou
28 Xinjiang Guangdong
29 Gansu
30 Ningxia
31 Tibet

Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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ALMOST HALF OF CHINA'S FDI HAS BEEN INVESTED
IN ITS MANUFACTURING SECTOR

This is rooted in the context of China’'s industrialisation
and the perceived status of the country as the world’s factory floor

China’s FDI Inflow by Sector (USD bn, 2003-2008)
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Source: China Statistical Yearbook; THE BEIJING AXIS Analysis -56-
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CHINA’S OUTWARD FDI (OFDI) HAS SEEN
SHARP GROWTH OVER RECENT YEARS

Over the past 5 years China has become more active in its OFDI activities, driven
by its increasing need for new markets, technology and more resources

China Outward FDI Flow (USD bn, 1997-2008)

I OFDI Flow == QOFDI Growth Rate (from 2003)
60 150%

100%

40

20 50%

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

0%

Source: IMF; MOFCOM; THE BEIJING AXIS Analysis
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CHINA'S OFDI HAS EXTENDED TO ALL CONTINENTS

Usually via international financial centres such as HK, Cayman Islands and BVI

China’s Outward FDI Stock by Region (2007)

vy

o= > &7,
7SR i
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USD bn

HK
Cayman Is.
B. Virgin Is.
us
Australia
Singapore
Russia
Canada

Australia 1.2%g Z}é}

South Korea] 1.

Pakistan 11 China’s total cumulative outward FDI stock for 2007 amounted to USD117.9 bn

Source: MOFCOM; THE BEIJING AXIS Analysis
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IN 2008, HALF OF CHINA'S NON-FINANCIAL
OFDI CAME FROM FIVE PROVINCES

Unlike with FDI, Chinese sources of OFDI are not restricted to the coastal areas

OFDI by Province (USD mn, 2008)
0 500 1,000 1,500

1 Guangdong
2 Zhejiang
3 Shandong
4 Hunan
5 Gansu
6 Liaoning
7 Shanghal . ;
8 Fujian Top 5 provinces
190 i(lar?r?:g OFDI account for
u
11 Henan 50%
12 Beijing
13 Xinjiang
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16 Hellosn_gjr:ang The remaining of
17 ichuan ; )
18 Chongging provinces’ OFDI Shandong
19 Guangxi account for 50%
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21 Anhui
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23 Hubei .
24 Shanxi Zhejiang
25 Ningxia
26 Jiangxi
27 Inner Mongolia
29 Hainan
30 Guizhou reported OFDI
31 Tibet

Source: MOFCOM; THE BEIJING AXIS Analysis
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CHINA'S OFDI COVERS MANY SECTORS BUT THERE IS A
DISPROPOTIONATE FOCUS ON CERTAIN SECTORS

A substantial portion of China’s outward investments are in natural
resources, wholesale and retail trades, and manufacturing

China OFDI Flow by Sector (USD bn, 2004-2007)

30

M Others
B Manufacturing
o5 B Mining
Transport, Storage and Post
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Source: China Statistical Yearbook; THE BEIJING AXIS Analysis
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CHINA HAS SEEN PHASES OF INFLATION, DISINFLATION AND
DEFLATION OVER THE PAST DECADE

In 2008, the provinces with the highest CPIl were concentrated in western China
while the provinces with the lowest CPI were concentrated along the coastline

Consumer Price Index Annual (1997-2008)! Consumer Price Index by Province (2008)!
= Annual CPI
108
Overheating and
104 overinvestment @ Xinjiang
108.1
100

Commodity and
Food Price

Pressures Zhejiang

96 Deflation and
overcapacity
92
97 98 99 00 01 02 03 04 05 06 07 08 <
‘ Top 5 Provinces . Bottom 5 Provinces
1. Preceding year = 100

Source: China Statistical Yearbook; China Monthly Economic Indicators; THE BEIJING AXIS Analysis
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CHINA'S PPI HAS SEEN SIMILAR FLUCTUATIONS IN THE PAST
DUE TO THE RISE IN RAW MATERIAL, FUEL AND ENERGY COSTS

In 2008, the provinces with the lowest PPl were the coastal provinces
of Shanghai, Fujian