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Centra Economic Work Conference:

Balancing act

The Central Economic Work Conference chaired by President Hu Jintao and Primer Wen Jiabao has set out detailed
guidelinesfor economic policesin 2010, emphasizing on balancing the needs for maintaining fast growth, adjusting
economic structure and managing inflation expectations.

There is no major surprise from the annual Central Economic Work Conference that just concluded today, as the overall
policy tone was aready set in the Politburo meeting held on November 27. While maintaining the proactive fiscal policy and
appropriately loose monetary policy next year, it puts more emphasis on speeding up structural adjustment to lift the quality
and efficiency of growth and boosting domestic demand, in particular consumption. (Please read China Economic Spotlight:
quality of growth becomes the main policy goal, published on November 30 2009). That said, there are some fresh new policy
lines hinting the likely adjustmentsin the coming year. For instance, it is the first time that the policy makers stress to control
the new construction projects to keep total investment growth at an appropriate level.

We summaries the main points of the statement as follows:

- No shift in the direction of macro policy but stressing to improve the macro policy to balancing the need for supporting
growth, adjusting economic structure and controlling inflation expectations.

1) While maintaining the continuity of the expansionary policies, it should better manage the magnitude, pace and focus of the
policy.

2) Fiscal expansion will focus more on education, healthcare and social welfare (Please read China Economic Insight: From
Docksto Docs (and desk) published October 7 2009);

3) It will control new construction projects to keep total investment growth at an appropriate level.

4) No major shift in the direction of monetary policy. But the authorities should closely monitor the macro situations to better
manage the credit growth.

-Speeding up structural adjustment to lift the quality and efficiency of growth. The focus will be boosting domestic demand,
in particular consumer demand, while promoting urbanization and optimizing industrial structures are also important policy
measures.

1) To boost consumer spending, it will intensify the national income distribution adjustment and continue to implement the
current pro-consumption measures.

2) To promote urbanization, it will accelerate transferring qualified rural residentsto cities, liberalize the household
registration system (also known as Hukou), and strengthen the urban infrastructure construction.

3) To optimize industrial structure, it will develop the strategic new industries and promote technology upgrading.

4) It also stresses to continue the efforts of saving energy and reining in excess capacity.

5) Coordinated regional development will be part of the policy goal of achieving economic structural adjustment.

-Supporting a steady growth in exports and improving the balance of payments.

1) To support a steady recovery in exports, Chinawill maintain the continuity and stability of policy related to external
demand, develop exports to emerging markets, improve the value-added and competitiveness of exports products, and strictly
prohibit the exports of resources products, energy intensive and high polluting products.
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2) Meanwhile, the government hopes to increase imports to improve the balance of payments.

3) It emphasis the quality and efficiency of using foreign directed investment (FDI) to make the FDI utilization serving the
goals of innovation, industrial upgrading, coordinated regional development.

4) it will continue to support domestic enterprise to invest overseas.

- Emphasizing on job creation and people's welfare improvement. People's welfare is the ultimate goal of economic
development. Thus, to improve people's welfare hold the key of boosting domestic demand and economic structural
adjustment.

1) It will strengthen job creation by supporting labour-intensive enterprises, small and medium enterprises (SMES), private
economy, and servicesindustries.

2) The government will provide more training to rural workers and guide college graduates to work in grass-roots
organizations, inland provinces, SMEs or start up their own business.

3) It will accelerate the social security reform and medical care reform, build more public housing and investment morein
education.

Asthe top policy makers are putting more emphasis on quality of economic growth, expanding fiscal spending to areas
boosting consumer demand is the key policy focus while investment is no longer the top policy agendafor the coming years.
Thefiscal policy isaso likely needs adjusting to slow the pace of new infrastructure projects should there be an overshooting
in GDP growth to more than 10% and inflationary risk increases. We believe Beijing needs to continue to adjust its credit
policy (through prudent lending rules, open market operations and moderate hikesin RRR and interest rates) to slow monetary
growth from over 30% y-0-y this year to less than 20% y-o0-y next year and loan growth moderating to 15-17% from more than
30% this year.

We think the risk to our 9.5% y-o-y GDP growth forecast for 2010 is on the upside. If exports recovery surprised on the
upside to double-digit rate, Chinaislikely to see GDP growth above 10% and CPI tops 3%, implying overheating risk. To
contain the potentia risk, we think China should slow down the pace of new infrastructure investment in response to the
stronger-than-expected exports growth. China's strong recovery provides a golden opportunity to rebalance fiscal spending
from infrastructure investment to pro-consumption areas such as health care, education and public housing. These efforts will
encourage consumer spending and sustain a more balanced growth in the long run.

Hongbin QU-- Chief China Ecnomist
Junwei SUN-- China Economist
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