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Chi n a U sterns dcanonty downturn exceeded expectation

Quarterly GDP Trend of China China macro -economic early -warning
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A Ch i reeodosnywhich hasgrownat a speedof 9.8% in the past3 decadeshasgonedown
In recentyears The averagegrowthrateis 7.4% in the past2 years,and 7% in thefirst half of
2015 We think thatthis is a moderategrowth comparedwith otherw o r Imajdreconomies
butarelativelower ratecomparedvith C h i ntseld Why?

A According to our researchrather than the businesscycle factors, the structural changeis
takingtheresponsibilityfor C h i re@oBosnicdownturn
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New factors f orsus@imableeconsmyf ut ur e

E Thelow growthperiodof globaleconomyindicatesthatexport orientation
of Chinais shifting to domesticdemand

E The competitive advantagesin low-cost manufacturing is weakening
becaus®f the rising costof production factors.

E The demographic dividend tendsto disappear,and investmentdriven
e ¢ 0 n ogroythfadesaway:.

E The energysaving and emission reduction have becomea worldwide
trend, and it is difficult for the economyto remain highly dependingon

resourceeonsu mption

A Due to economic structural adjustment potential productivity
declineChi naods e c o n o nothesdslaubledigifsar efwe |

growth.

BANK OF CHINA

@ﬁ’@@&ff



C h i nkExpogs are Facing Challenges
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A After the 2008crisis, U.S. andEuropearedifficult to returnto the economigpatternwhich highly depends
onoverconsumptionandhigh leverage At thesametime,C h i reeodosnyalsocouldnotgo backto the
export-driven pattern.

A From2015 bothexportsandimportsareexperiencinghegativegrowths. FromJan to Jul. , exports went
downby -1%(YQOY), 4 percentaggointslower thanthe sameperiodof lastyear Exportsto Europeand
Japangrew at a negativepace Imports showeda reductionof 15%(YOY), butincreasecdht a rateof 2
percentag@ointshigherthanthefirst quarterof this year
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Demographic dividend weakening

Age Structure of Chinese Population The number and the growth rate of
migrant workers in China
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A Rural labor force is not sufficient anynore compared with the pasti8cadesin 1980, only
20000f Chinads population |lived in cities,
55%, a Il ittle bit higher than the worl dos

A For the reason that the surplus labor in rural area has been diminishing, the average salary
blue collar has increased at a hfgite(15%)n the past 5 years.
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Comprehensive reform is changing the traditional pattern of economic
growth

C h i neaod@nywas driven by export and investment in the past The lowest point of
consumption contribution to GDP decreasedb 35%. Beforethe 2008financial crisis, export
had boostedinvestmentand investmentin turn createdopportunitiesfor export After 2008
exporthasencounteredmany difficulties. Investmenhasbecomemoreandmoreimportantin
promotingeconomicgrowth

After 2008 privateinvestmenincreasedtalow pacedueto exportstuck Governmentand
State-owned Enterprises(SOE) becamehe maininvestors Investmentfund mainly financed
from governmentiabilities, especiallyiiabilities from regionalgovernmentandtheir financing
channels(LGFMocal governmentinancingvehicles)

The Third PlenarySessionof 18th CPC statedthat marketshall play a decisiverole in
economicgrowth, which effects the willingness and ability of governmentinvestment,
especiallythatof regionalgovernments
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Decreasing of investment becomes the main reason for  macroeconomic
downturn in short term

Investment growth rate goes down this Investment in real estate and manufacture
year industry keeps going down

8 Investment growth rate slows down In Jul 2015 fixed-assetinvestmentexperienceda
growth of 11.2%(YQY), 5.8 percentageointslower thanthe sameperiodof lastyear. At the
sametime, the GDPgrowthdecreasefrom 7.4% to 7%.

§ Three main investmentsjncluding real estate manufacturing and public infrastructure ,
aredecliningsimultaneouslyn thefirst half of theyear But in July,thei n v e s tsitnatiant 0 s
IS becomingbetter New construction projects areincreasingdueto the governmeneconomic
stimuluspolicies
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