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Petro China to make $2/barrel on Iraqgi Oil
Project (HfryhfHhr syl - P asARE AR 2 550)

It is reported in China that Petro China and
BP have won a tender to operate several oil fields in Iraq for a margin of $2/Barrel. Whether
there are additional benefits to Petro China other than the mere $2 charge is unclear and
remains to be seen. On average, $2/Barrel seems on the extreme low end of market standard

in terms of oil field operation. Therefore this deal has aroused some concern on the
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soundness of this decision among Chinese. China now imports about 50% of its domestic

demand of crude oil every year.
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China’s new Adventure in Africa (J5£/&_F R
BG5S A R V)
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(Source: FT) A new aphorism has emerged in Addis Ababa to describe Africa’s rapidly shifting

relations with the outside world.

Washington, so it goes, is in charge of corralling the western donors. Europe provides the

money. The Chinese walk off with all the business.
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It may not be quite that simple. But China’s purposeful march across Africa over the past

decade is challenging western assumptions about the continent in multiple ways.

When members of the Group of Eight industrialised nations meet next week in Italy there will

no doubt be hand-wringing about the number of Africans falling back into poverty this year.

Aid campaigners have their new mantra well honed. Africa had no part in creating the
conditions for global financial turmoil but it has suffered severe collateral damage. Rich
nations have a responsibility to help. In what has become an annual ritual, traditional donors

will duly reiterate pledges to increase aid.

However, the pace at which China’s economy rebounds, and to a lesser extent that of Brazil,
India and Russia, will almost certainly be more significant in determining how quickly African

economies re-emerge from the downturn.

Recovery in demand and prices for the raw materials Africa has in abundance will be driven
in large part by these emerging Bric economies. Once prices are moving up again,

investment in Africa will look more attractive.

European trade with Africa is still more than twice that of China’s and European Union
foreign direct investment is far greater too. Bric country trade is developing much faster

however, moving from $16bn in 2000 to $157bn in 2008.

Moreover, Europe still sees Africa as a burden. The Chinese, Brazilians, Indians and others

see it as an opportunity.

“We have a competitive advantage,”says GuXiaojie, China’s ambassador to Ethiopia, with a

certain amount of glee.

“My own experience is that they [African governments] are uncomfortable dealing with
developed countries. They think they [Europeans] want to impose their own ideas and they

have a long [mutual] history that is violent and bitter.”

In Ethiopia the Chinese are building roads and hydroelectric dams and are financing a $1.5bn
(€1.1bn, £910m) expansion of the state-owned mobile telephone network through credit
lines. That makes ZTE, the Chinese telecommunications company, the de facto monopoly
supplier - the kind of deal that western companies such as Siemens had in Nigeria in the past

but rail at now.
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In total, according to Mr Xiaojie, Chinese banks and companies are providing more than
$4bn in credit lines and tied aid to Ethiopia, a figure that places Beijing among the country’s

foremost partners and which explains the aphorism.

Inevitably, that level of interest and engagement has considerably weakened western
leverage over the Ethiopian government. It has allowed Addis Ababa to play off competing
interests against each other and strengthened the government’s ability to brush off criticism

of its human rights record and chart an independent course on economic policy.

Other African governments, however, have been less successful at this game. The
Democratic Republic of Congo has been embroiled in a stand-off between the International

Monetary Fund and Beijing over a planned $9bn Chinese mines-for-infrastructure project.

The deal has threatened to scupper Congo’s eligibility for debt relief under the Highly
Indebted Poor Country initiative. Western creditors stood firm, the Congolese buckled,
agreeing to reduce the deal by $3bn, and the Chinese are now showing willingness to

discuss adapting the contract to address IMF concerns.

Shanghais Bull in the Bund (#hMEtEE)
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(Source: Reuters) WALL Street may be down on its luck, but China’s growing business hub,
Shanghai, plans to install its own version of the Street’s famed charging bull statue, casting

in metal its hopes to eventually rival New York.

The China Daily reported on Saturday that Shanghai’s bull will sit on the city’s famous Bund
riverfront, across from the Pudong financial district, weighing 6 metric tonnes, compared

with Wall Street’s 3.2 tonne beast.

Xin Yagin, an official in Shanghai’s Huangpu district, said the statue was intended to ‘bring
confidence and fortune to the Chinese people in times of economic uncertainty’, the paper

reported.

‘Shanghai is different from New York, so we’ll ask the artist to add Chinese characteristics to

the sculpture,’ Xin said.

The city is home to China’s biggest stock market and the regional base of many

multinationals.
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China is passing through the year of the ox in the traditional 12-year cycle of animal
symbols, and the report said the sculpture will be in place before the next lunar new year

starting in February 2010.

China Property Sales had a big boost (5 ik
SN KHE)

(Source: Chinadaily) The real estate market is quickly turning hot. On Monday, for instance, a
land parcel along Beijing’s Guangqu Road was auctioned off for more than 4 billion yuan

($585 million) after fierce bidding among major developers from the mainland and Hong

Kong. The price set a record for a single land parcel in Beijing.
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More dramatically, just 15 months ago, this land parcel was withdrawn from a public tender

due to a lack of bidders.

“The bidders have gone irrational. A bubble in Beijing’s property market is definitely there,”
said Pan Shiyi, chairman of property giant SOHO China, who was also a bidder that day, after

the latest auction.

This “bubble” is being felt in the real estate market in major cities across the country.
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In Beijing’s Central Business District, residential property appreciated 6.5 percent in the past

week alone, according to leading property broker Homelink.

In some established neighborhoods, such as the R&F City, SOHO New Town and the Pingod,

demand for second-hand apartments is four times the units available.

“We used to talk about monthly price growth, but recently, it’s more about daily change,” a

broker with Homelink said.

In Shanghai, developers of the luxury Tomson Rivers apartments, known for their price of

more than 100,000 yuan per sqg m ($14,000), sold 10 units in the first 25 days of June.
Before that, only four had been sold since the project was marketed in 2005.

In Guangzhou, the downtown housing price reached 11,200 yuan per sq m ($1,600) in May,
close to the historical high of 11,574 yuan per sg m ($1,700) in October 2007, official

statistics indicate.

And the average price of second-hand apartments reached an all-time high of 9,648 yuan

per sg m ($1,400) in the same month.

“One thing we are concerned about is whether there is a new bubble being shaped. While
people have a strong perception of excessive liquidity and further price growth, the
possibility of a bubble is pretty big,” said Gu Yunchang, secretary-general of the China Real

Estate Association.

The current momentum is in stark contrast to the stagnation the industry suffered a year ago,
when government policies to curb overinvestment and market fear of overpricing led to

sliding prices and shrinking transactions.

But the global financial woes prompted Chinese policymakers to ease the reins on the real

estate industry, a key engine of the country’s GDP growth.

Last October, the central bank authorized banks to offer up to a 30 percent discount in

mortgage rates to first-time homebuyers.

In May, the central government lowered the requirement on developers’ minimum capital

fund from 35 percent to 20 percent of the entire investment needed.

Local governments also made other preferential policies, such as waivers of transaction
duties. These incentives triggered a robust round of growth in property sales in major cities

this spring.
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The China Real Estate Index, the country’s largest property research institution, said 18,533
apartments were sold in Beijing in April, up 23 percent from a month earlier, while apartment

sales in Shanghai increased 8 percent in April.

“Unlike the previous growth, mainly driven by first-time homebuyers, the recent transaction
growth is largely buoyed by rising investment sentiment,” said Chen Weiye, a researcher at

Shanghai Centaline Property Consultants.

While those who already own their own homes feel lucky, the situation has definitely

frustrated the “have-nots”.

The China Statistics Yearbook 2008 found that the average home price in Beijing was 23
times a local family’s average income, compared with the international level of four to six

times.

In Guangzhou, a recent online poll by leading portal Sina.com showed that 78 percent of
respondents consider the city’s home prices to be far beyond the affordability of ordinary

families.

“l just can’t understand why our provincial government has issued a string of policies earlier
this year to prop up the real estate industry while so many people cannot afford to buy a

home,” said Yang Anjing, an employee with a consulting firm in Guangzhou.

“To people who haven’t bought a home, like me, we really don’t know whether we should

keep waiting or jump onto the wagon,” Yang said.
He is not the only one concerned about the market situation.

In a report on financial stability released last Friday, the central bank said it would “closely
monitor price fluctuations in the property market, actively conduct stress tests and impose

dynamic evaluations of credit risks related to real property.”

China Banks under Warning (' [E4R47 k2545
BEE EANZAE )
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(Source: Telegraph) A growing number of experts are casting doubt on China’s ability to pull

the global economy from recession

China’s banks are veering out of control. The half-reformed economy of the People’s

Republic cannot absorb the $1,000bn (£600bn) blitz of new lending issued since December.

Money is leaking instead into Shanghai’s stock casino, or being used to keep bankrupt

builders on life support. It is doing very little to help lift the world economy out of slump.

Fitch Ratings has been warning for some time that China’s lenders are wading into

dangerous waters, but its latest report is even grimmer than bears had suspected.

“With much of the world immersed in crisis, China appears to be one of the few countries
where the financial system continues to function largely without a glitch, but Fitch is growing

increasingly wary,” it said.

“Future losses on stimulus could turn out to be larger than expected, and it is unclear what

share the central and/or local governments ultimately will be willing or able to bear.”

Note the phrase “able to bear”. Fitch’s “macro-prudential risk” indicator for China threatens
to jump from category 1 (safe) to category 3 (Iceland, et al). This is a surprise to me but
Michael Pettis from Beijing University says China’s public debt may be as high as 50pc-70pc

of GDP when “correctly counted”.

The regime is so hellbent on meeting its growth target of 8pc that it has given banks an

implicit guarantee for what Fitch calls a “massive lending spree”.

Bank exposure to corporate debt has reached $4,200bn. It is rising at a 30pc rate, even as

profits contract at a 35pc rate.

Fitch traces the 2009 bubble to the central bank’s decision to cut interest on reserves to
0.72pc. Bankers responded to this “margin squeeze” by ramping up the volume of lending

instead. Over half the new debt is short-term. Roll-over risk is rocketing. China’s monetary

10
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stimulus since November is arguably more extreme than the post-Lehman printing of the US

Federal Reserve, though less obvious to the untrained eye.

Under the Taylor Rule, US policy remains tight (for the US). China’s policy is loose (for China).

New loans doubled in May from a year earlier, almost entirely to companies.

China’s Banking Regulatory Commission fired a warning shot last week. “The top priority at
the moment is to stop explosive lending. Banks should carefully monitor the process of

credit approval and allocation, and make sure that loans flow into the real economy,” it said.

Unfortunately, 40pc of the “real economy” consists of exports, mostly to the US and Europe,
the consequence of a mercantilist export model that has qcrashed and burned. Chinese

exports were down 26pc in May.

World trade may be stabilizing at last after contracting at faster rate than during the early
Great Depression. But it will not rebound fast in a world where the US savings rate has risen
to a 15-year high of 6.9pc. A trade policy based on the assumption that debtors in the

Anglosphere and Europe’s Club Med can ruin themselves for ever is absurd.

Andy Xie, a Sino-bear and commentator for Caijing, said Western analysts are in for a rude

shock if they think that China’s surging demand for raw materials implies genuine recovery.

Commodity speculators have been using cheap credit to play the arbitrage spread between
futures and spot on the oil markets. They have even found ways to trade lumber to iron ore

by sheer scale of leverage. “They’ve made everything open to speculation,” he said.

Mr Xie thinks the spring recovery is an inventory spike, to be followed a double-dip

downturn into next year as stimulus wears off.

Reformers know what must be done to boost consumption. China needs a welfare revolution.
But creating a social security net takes time, and right now Beijing is facing a social crisis as

20m jobless workers retreat to the rural hinterland.

So the regime is resorting to hazardous methods to keep excess factories humming: issuing
a “Buy China” decree: using a plethora of export subsidies; holding down the price of coke,
bauxite, zinc and other resources to lower production costs (prompting a complaint from

America and Europe); and suppressing the yuan, again.

Protectionism is a risky game for a country that lives off global trade and runs a surplus near
10pc of GDP. Mr Pettis said he fears China is nearing its “Smoot-Hawley moment”, repeating

the US tariff blunder of 1930 that brought the world crashing down on Washington’s head.

11
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Two facts stand out about China’s green shoots. While the Shanghai composite index is up
70pc since November, Chinese imports are down 25pc from a year ago. China is still draining

real stimulus from the global economy.

If the world’s biggest surplus state ($400bn) is too structurally deformed to help offset the

demand shock as Western debtors retrench, we are trapped in a long deflation slump.

6 Scenarios from Zhou Xiaochuan (/)N )1]#2
255 R 7N R A] BEE)

_M L ‘ *‘- Mr Zhou Xiaochuan, the Chairman of Bank of China, recently

criticizes heavily on the mistakes of America on causing the financial crisis. According to Mr
Zhou, the regulator is clearly at least partially responsible for the crisis. The loopholes of
regulators include mistakes from rating agencies, insufficient regulation in fair accounting
regulations, exhaustive usage of derivatives, and over leverage. Mr Zhou admits the trade
surplus of China. However, he points out that China’s trade surplus is a fair part among the
global trade surplus. On the other hand, the deficit of US is eye catching and outstanding
compared to other countries. Mr Zhou advises 6 possible scenarios for the world economy to

‘rebalance’:

1. US saving rate going up, and Chinese consumption going up

12
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2. US saving rate going up, and import demand reduces. China suffers from slowdown of

export, which results in slow growth of GDP

3. US Saving rate going up, and Chinese consumption slight up. China’s economy also

helped by urbanization.
4. US saving rate up, and China export its excess capacity to other developing countries

5. US saving rate not going up smoothly, but China adjusts better by re-exporting the excess

capacity to other countries
6. Neither party is successful in adjusting and the global ‘imbalance’ continues

Accourding to Mr Zhou, Scenario 1 is the most ideal and Scenario 6 is the least.
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China’s Economy suffers from over State
participation? (*F [E &5 EA R L HE? )

Mr Chen Zhiwu, who is now an economic professor in Yale, gives a speech in
China on some hot topics such as Why China grows so fast in the last decade, Why China has
to keep growing for at least 8%, and Why there is not enough domestic consumption.
Professor Chen went through a lengthy detail on the causes and consequences. The main
point he would like to point out is: 1) The state oriented economy in China has curbed the
growth of private sector; 2) Without the development in private sector it would be difficult to
see domestic consumption to grow.
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FIRAETH L2 Fril, i, IMARBERES, AL UH IR 2 AT, &
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RMB Settlement in International Trade
Launched (A ML A &) 455 )5 5h)

To settle International trade in RMB instead
of USD has been a dream for a lot of exporters and importers in China. This dream becomes
true today. Bank of China and Communication Bank of China are among the first to provide
payment service in RMB to a group of importers in China. The transaction actually takes
place in Hongkong and based on such trend, Hongkong is likely to become the offshore
transanction center for RMB settlements.
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China to Increase Crude Oil Reserve ([E %

JNRAT LS 1 )

F

_According to Department of Energy, China is looking to increase the crude
oil reserve of the country. Mr Zhang Guobao, who is the chairman of Department of Energy,
told a local press that the international oil price is highly subject to speculative capitals,
therefore not truely reflecting the S&D. As of today, China only has less oil reserve for less
than one month’s consumption, which is too low to be secure. Therefore it is an urgent task

for the government to increase the oil reserve space and volume.

So far China’s oil reserve is at about $58/Barrel on an average cost. China imports about 50%

of its domestic use for crude oil.
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US Representative confirm to attend Expo
Shanghai (G EAUR RIS N Ei#EE )

el

BERESMENBBE, REARAHAES N

2010 T LEETHHEA. ZWXTREARAREREMIAILBHR SRS MR LT EESHFAN
5. EREEESWARPENKFAHERT, REAREARLREELERILF RS RRRF RIS
AN BB KRS .

T

(Source: FT) US representatives are preparing to break ground as soon as next week on the
American pavilion for the 2010 World Expo in Shanghai, ending months of speculation over
whether the globe’s leading power might be a no-show at what is being billed as the largest

ever world’s fair.

Shanghai, China’s largest city and financial centre, has latched onto the Expo as its chance to
establish its global profile as a dazzling metropolis in the same way last year’s Beijing

Olympics turned the world’s attention to the nation’s capital.

Officially budgeting Rmb28.6bn (US$4.2bn) for the event, Shanghai intends to carve a place
in the history books alongside milestone world’s fairs like London’s Great Exhibition in 1851,
the 1889 Universal Exposition in Paris which produced the Eiffel Tower; and Chicago’s 1893

Colombian Exposition, which introduced the first Ferris Wheel.
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Chinese officials had become increasingly concerned in recent months that the US, which is
barred by law from using government funds to build its pavilion, might miss the party

altogether, which would have caused major diplomatic embarrassment to both sides.

Expo officials were reported earlier in the year to be looking for ways to help defray the costs
of US participation, if corporate sponsorships could not be found because of the global

economic slowdown.

After personal phone calls from Hillary Clinton, the US secretary of state, American
companies committed some $20m to the project in recent weeks. This, however, is still short

of the $61m needed to build and operate the US pavilion.

“We’ve had a sea change of good news over the past two months,” said Frank Lavin, chairman
of the US pavilion steering committee and a former senior trade official under the Bush
administration. He added that the personal intervention of Ms Clinton led fundraising to

“pick up dramatically.”

The new sponsors include General Electric, PepsiCo, 3M, Dell, Yum! Brands and Cargill.

It now looks almost certain that the US will participate, but a source close to the effort said,

“Nothing is ever done until it’s done.”

Organisers believe a formal participation agreement could be signed with Shanghai Expo as
early as this week, with ground-breaking perhaps next week during a visit by Gary Locke, the

ethnic Chinese US commerce secretary.

The Expo, which will run from May 1 to October 31 next year, is expected to attract 70m

visitors, including 3.5m from abroad.

The US pavilion would be one of the largest at Expo and would include a section on “the
success of the Chinese in America”. The Expo, whose theme is “Better City, Better Life”, will
boast national, corporate and other pavilions, some with walls made of soyabean fibre, air

conditioning systems run with river water and lights powered by solar panels.

Preparations for the event have turned the vast city of 17m people into a building site:
several new subway lines are being added to give the city a 400km underground railway

network, one of the longest in the world.

A new terminal has been built for cruise ships, airports are being renovated, thousands of

the city’s often foul public toilets are being cleaned up and Expo is even tackling the local
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cuisine: Expo food will minimise offal, and ban chicken bones, all in aid of impressing picky

foreigners.

Expo will make permanent improvements to the physical infrastructure of Shanghai - not to
mention making this already western-friendly city easier to navigate by foreigners, by
teaching more taxi drivers to speak English and discouraging foreign pet peeves such as

spitting in public and queue-jumping.

Shanghai plans to add 20,000 hotel rooms by the end of next year - a 34 per cent inflation in
the supply of starred hotel rooms - at a time when occupancy rates at five-star hotels have

already been savaged by the global financial crisis.

China to Surpass Japan within 2009? (/' [
GDP A 2k H A)

Ac cording to the vice president of Bureau of Statistics in
China, Mr Xie Hongguang, it might take less than 3 years for China to surpass Japan in GDP.
Mr Xie reckons that if China grows at 8% this year and Japan recesses with a negative growth,
then there is a big chance that the gap will be closed earlier than expected. Also based on

the current trend, China probably will take over USA in 18 years in terms of Country GDP.

AEEEY], A RN RS E R R R R AL, Fh E 2T = 00 LM LB MAER,
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Why is China’s gasoline price higher than
America’s? (4 [E Y S0 R R FR)

Professor Lin Bogiang of Xiamen University
recently did a study to analyze the high gasoline price in China. According to Professor Lin,
three factors result in a higher gasoline price in China than that in US: 1) Higher Tax; 2)

Higher transportation and distribution cost; 3) Crude oil cost.

Based on above logic, there is no way that Chinese consumer can enjoy lower gasoline price
compared to Americans unless China government makes the domestic distribution system
more efficient and cost effective.
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What are Chinese really up to in
International Trading (B&kkiE, BEERRG,

RIS TTRUEY)

2,000 years ago, A famous Chinese general
won a critical battle by applying the following plot: He shows the adversary a pretentious
posture that his troop is going through a certain path for main attack. In the same time, he

crossed most of his men through another tunnel secretly.

Even since then, the story has been passed from generation to generation, particularly in the
situation when someone is trying to achieve some objective under the cover of a fake one.
The recent attemps of Chinese government to challenge the dominant status of USD is

described as a good example.

On one hand, Chinese government repeatedly raises the concern over USD as the world trade
currency, and suggests to replace it partially with SDR from IMF. However, Chinese know it
well that it is much easier said than done. There are very low liquidity in SDR and it could
take ages for the international community to accept the idea of establishing ‘an international
currency’ over and above any country’s. In IMF, China only has a share of 3.7%, which is way
lower than that of America (17%) and EU (32%). Therefore it would be a fantasy for Chinese to

expect to change the rule of International trading overnight.

What Chinese are really up to, however, is another story. It is speculated that the actual
intention of the Chinese government is to encourage the use of RMB in cross boarder trading

individually with the trading partners. For example, China recently have signed bilateral RMB
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settlement agreement with South Korea, Argentina, Malaysia, Indonesia and Brazil. Based on
China’s huge import and export volume, such an approach seems more of a realistic step to

change the status quo of USD dominant trading order.
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China Car Sales up 48% in June (+[E 6 A&
AR

ZEHRE, FEANEHEE 6 ARNTT 48%,

QI T B 2006 F 2 ALLRMBEKEA LFHEE. HRRTRBUF 4 HILART KRB RIRET
R, FBTRANERFTR. FEEWELRERNNEAR, WFEH, Kb, BRFRANTES.

July 9 (Bloomberg) — China’s passenger-vehicle sales rose 48 percent in June, the biggest
jump since February 2006, as government stimulus spending spurred a revival in the world’s

third-largest economy.

Chinese motorists bought 872,900 cars, sport-utility vehicles and other passenger vehicles
last month, the China Association of Automobile Manufacturers said in a statement today.
Overall auto sales, including buses and trucks, rose 36 percent from a year earlier to 1.14

million.

A 4 trillion yuan ($585 billion) economic package has helped China surpass the U.S. as the
world’s largest auto market this year and boosted sales for companies from General Motors
Corp. to Alcoa Inc. The country is “a positive force” that will help drive growth as the world

emerges from the global recession, billionaire George Soros said yesterday.

“China’s downward slide is clearly over,” said Wang Qingtao, an analyst at First Capital
Securities Co. in Shenzhen. “There is also huge natural demand for vehicles, which will

continue to drive the industry for years to come.”
Annual Forecast

The trade group raised its full-year vehicle sales forecast to more than 11 million from 10.2
million previously. First-half sales jumped 18 percent to 6.1 million after the government cut

some retail taxes and handed out vehicle subsidies in rural areas to spur demand.
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The Chinese auto group is “cautiously optimistic” about the industry in the second half, it

said.

SAIC Motor Corp., the country’s biggest automaker, rose as much as 6.8 percent and was at
18.52 yuan at 1:48 p.m. in Shanghai trading. The stock has more than tripled this year,
compared with a 71 percent increase for the Shanghai Composite Index. In Shenzhen, Tianjin
FAW Xiali Automobile Co. rose 10 percent to 9.02 yuan, and FAW Car Co. climbed as much as
9.8 percent. The companies, units of the nation’s No. 2 automaker, China FAW Group Corp.,

have both more than doubled this year.

U.S. vehicle sales plunged 35 percent in the first half to 4.8 million. Sales slowed to an

annual rate of 9.69 million cars and light trucks in June, according to Autodata Corp.

China’s passenger-vehicle sales climbed 26 percent to 4.53 million in the first half, while
commercial-vehicle sales fell 0.5 percent to 1.57 million, the Chinese association said. The
government acted to boost auto demand after sales dropped in five of the six months ended

January.

“Given the low monthly sales numbers late last year we may continue to see surging sales

growth in the following months,” Wang said.
New Loans

Rising auto sales add to evidence that China’s economy may have recovered from a
slowdown in the beginning of the year. New loans rose almost fivefold in June from a year

earlier to 1.53 trillion yuan, the central bank said on its Web site yesterday.

Domestic carmakers have struggled to turn the surging demand into higher profits because
of rising competition. Combined profit at the country’s top 19 automakers fell 9.9 percent in
the first five months, while revenue declined 2.3 percent, according to the association.
During the period, eight automakers boosted profit, eight reported declines and three had

losses, it added.

GM, the largest overseas automaker in China, boosted first- half sales 38 percent to 814,442
vehicles, as government subsidies spurred demand for its low-cost minivans. Hyundai Motor
Co.’s Chinese venture increased sales 56 percent to 257,003, according to partner Beijing

Automotive Industry Holding Co.

Alcoa, the largest U.S. aluminum producer, expects government stimulus spending in China
and the U.S. to boost metal demand enough to help the company start generating cash again,

Chief Executive Officer Klaus Kleinfeld said yesterday.
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Carmakers use aluminum for components including engine blocks, as well as for some

stamped parts and body panels.

To list RMB Stocks in HK? G&Exz ek Eiif AR

mAERETHMNE, WEERTRRK Joseph Yam it H#&%
K, BRICFEBLHTANZSBTRMARTEZEENAFRBRE. FHE S EXSME TSR
B, HWEBCLAEZFRITENTARMEESE, HAFRRITARTMRS. BT HTHES,
AR R RARFKR K E fr R B EBRTTIREFE.

Source: WSJ — The departing head of the Hong Kong Monetary Authority would like to see
shares traded in the territory using both the Chinese yuan and the Hong Kong dollar as part

of a vision in which the two financial markets become more “interactive.”

In an interview Thursday, HKMA Chief Executive Joseph Yam spoke of Hong Kong as a

“laboratory” in which China can experiment with financial liberalization and reform.

His comments come as China takes new steps to promote the use of its tightly controlled
currency internationally. China’s central bank has set up currency-swap agreements with six

foreign counterparts, from Indonesia to Argentina.

Most recently, Hong Kong banks have begun allowing businesses to settle their trade deals
in yuan instead of dollars. Several banks operating in China, including a unit of HSBC

Holdings PLC, have begun issuing yuan-denominated bonds in Hong Kong.

Besides overseeing Hong Kong’s currency and regulating its banks, Mr. Yam, who is stepping
down Oct. 1, has been an influential voice in the discussions surrounding financial

liberalization in China.
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Mr. Yam said he supported the idea of having certain Hong Kong stocks denominated in

China’s yuan, also known as the renminbi, as well as Hong Kong dollars.

The proposal is one of many aimed at further integrating the financial systems of Hong Kong
and China more effectively, Mr. Yam said, though not necessarily one that was likely to be

implemented soon.

In mid-2007, some Chinese officials proposed allowing mainland Chinese residents to invest
directly in Hong Kong stocks. The plan was later shelved, reversing a speculative run-up in
Hong Kong stock prices, after concerns were raised about its feasibility and the readiness of

China’s investors for the potential risks involved.

Mr. Yam suggested that stock markets in Hong Kong and China could eventually become
“interactive, so that the same financial instruments issued by the same company could trade
with the same price” in the two different markets. Chinese depositary receipts or Hong Kong
depositary receipts could be used, acting much like American depositary receipts used to

trade foreign-listed stocks on Wall Street, Mr. Yam said.

“When you are talking about interaction between two financial systems,” Mr. Yam said, then

“these are the sort of things that flow out of that concept.”

Even as the yuan becomes more commonly used in Hong Kong, Mr. Yam said he didn’t see
that as incompatible with continuing confidence in the Hong Kong dollar as the city’s legal
tender. Speculation has long been rife about whether Hong Kong might eventually move

away from its 26-year-old peg to the U.S. dollar.

Mr. Yam said he “wouldn’t exclude the possibility” that the yuan becomes a de facto day-to-
day currency in Hong Kong. He cited Macau, like Hong Kong a special administration region

of China, where the Hong Kong dollar and its own local currency are commonly used.

Mr. Yam came under attack in recent months after thousands of retail investors have lost

money investing in risky structured finance products.

Most criticism has focused on so-called minibonds backed by the now defunct Lehman

Brothers and distributed by a number of Hong Kong banks.

He said despite these losses, he felt “there was a need for modification” of how financial
institutions are regulated in Hong Kong, “but | have doubts about the need for major

surgery.”
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While “not trying to belittle the pain” of people who lost money in these products, he said the
general health of Hong Kong’s banks “points to the appropriateness of our regulatory

system.”

A successor hasn’t yet been publicly named for Mr. Yam, who has been the HKMA’s sole
head since it was founded in 1993. However, Norman Chan, a former deputy to Mr. Yam and
currently a top aide to Hong Kong chief executive Donald Tsang, is expected to take the post,

according to people in government familiar with the situation.

Mr. Yam said he had “no idea” what he would do after retirement and declined to comment
on a report in a mainland Chinese publication that he might become an adviser to China’s

central bank.

China calls for better International Currency

System (H [ PR 55 4 1 [ B 0% AR R)

SR HRIE B - EH %5 ZERABREEEEZTH G8 LW ERIAT XN EHER
fE&R®RMH (R) MAR. BREWFEEIRASS, B ERENEFRTAR. RTESER

FEHEBARBE. FEAEMNE—KINCHEEBEGET 2000 ZKTH%, FbnHEmERRE T
SEBRARE.

(Source: FT) China has launched its highest-profile criticism of the dominant role of the US

dollar as a global reserve currency at a meeting of the world’s biggest economies.

Dai Bingguo, Chinese state councillor, raised the issue on Thursday when he joined the
leaders of four other emerging economies for talks with the leaders of the Group of Eight
industrialised nations - including US President Barack Obama - in the earthquake-damaged

Italian town of L’Aquila.

35



What China Thinks, How China Works

The remarks, in front of Mr Obama, caused concern among western leaders, some of whom
fear that even discussion of long-term currency issues could unsettle markets and undercut

economic recovery.

Gordon Brown, Britain’s prime minister, said he did not remember Mr Dai making the

remarks. But he said the focus should be on moving the world out of recession.

“We don’t want to give the impression that big change is around the corner and the present

arrangements will be destabilised,” said Mr Brown.

"We should have a better system for reserve currency issuance and regulation, so that we can
maintain relative stability of major reserve currencies exchange rates and promote a
diversified and rational international reserve currency system,” said Mr Dai, according to the

Chinese foreign ministry.

While he did not name the dollar, Mr Dai was unequivocal in calling for the world to diversify
the reserve currency system and aim at relatively stable exchange rates among leading

currencies.

The dollar weakened in early trading, although it was difficult to tell whether this was due to

the Chinese remarks or cross-currents in risk appetite and economic data.

Analysts said Mr Dai’s comments - which follow earlier statements by the People’s Bank of
China in March - appeared mostly political in nature. While China desires in the long run to
move to a more multipolar global financial system, Chinese officials understand that there is

no alternative to the dollar in the short term and may not be for many years.

By faulting the dollar Beijing can express its displeasure at US policy and exert leverage over
the US in general, including in the broad debate over the future governance of the

international financial system.

The challenge also serves as a shot across the bows for the US at a time when China is
concerned about giant US government deficits and the Federal Reserve’s unorthodox
monetary policy. Beijing wants the US to take seriously its obligation to sustain the value of

China’s nearly $2,000bn in US Treasuries.

Separately, Joseph Yam, chief executive of the Hong Kong Monetary Authority, said Hong

Kong might consider diversifying more of its US$200bn reserves away from the US dollar.

Mr Yam said he had an “open mind” as to whether the territory would invest its reserves in

renminbi-denominated assets.
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“There may come a time in the future when we think that a small, modest exposure to the
renminbi - notwithstanding it being a non-convertible currency still - may be something that
we may pursue. But we don’t have any plans at this moment, any concrete plans,” said Mr

Yam.

“A bit of diversification won’t hurt us,” he added.

How to Stimulate domestic Consumption (it

= RAEH )

Several experts have offered suggestions to stimulate
domestic consumptions in China on the ‘Global Think Tank Summit’ last week. According to
China Bureau of Statistics, the saving ratio in China in 2008 is 51% with consumption ratio at
35%. That is starking compared to a saving ratio of 4.5% in US and consumption ratio at 70%.
The experts suggest to reduce tax, improve social security system, and encourage private
sector to boost the domestic consumptions.
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51.3%, {B)&RIEHRMEA 35.3%, MKEREMMEFRLE 12% CEEMABERRE 4.5%) . HF
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China’s economy grow 7.5% in Q2 (1" E& 5%
o " Z Tk 7.5%)
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FEAHHE, PHEFSER_FHHRPHEK

7.5%, RBWEIAHZKMAE. FimR RBUFK T ZRBBORIEEREEM, A I ORMERATED
SHE. Fn, NARRITRERREEEEN, SBERT AW TLRIEXK.

(Source: Forbes) China’s economy probably grew by 7.5 percent in the second quarter from a
year earlier, as a burst of government spending and bank lending laid the groundwork for

more private sector activity from car buying to home building.

The median forecast of 26 economists polled by Reuters compares with 6.1 percent growth

in the first quarter and 9.0 percent in all of 2008.

With liquidity flush, consumption resilient and signs that even a slump in exports is
bottoming out, China’s economy seems on track to accelerate towards the government’s

target of 8 percent growth this year.

Bolstered by supportive policies and regained confidence in the private sector, China has
been recovering faster than the market had expected,” Merrill Lynch economists Ting Lu and

TJ Bond said in a note to clients.

Zhang Jianhua, the head of the central bank’s research department, said in remarks
published on Tuesday that he expected second-quarter year-on-year growth of between 7.0
percent and 7.5 percent, rising to 8 percent in the third quarter and 9 percent in the final

three months of the year.

China’s economy got back on its feet in the first quarter after grinding to a virtual halt at the
end of last year, but growth was driven almost exclusively by the government after it

launched a 4 trillion yuan ($585 billion) stimulus package.

Data for the month of June will reveal, as did a pair of purchasing managers’ surveys
released last week, that Beijing seems to have succeeded in priming the pump for the

economy more broadly.
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Growth in industrial production is expected to reach 9.3 percent from a year earlier, up from
May’s 8.9 percent clip. Capital spending in urban areas, expressed as a year-to-date figure,

is likely to climb to 33.8 percent from 32.9 percent.

Behind the improvement in the economy is not only fiscal largesse but also a jaw-dropping

surge in lending.

Banks showed no sign of letting up in June, extending about about 1.2 trillion yuan in new
credit, according to official media reports. That would take new lending in the first half of
the year to more than 7 trillion yuan, already far surpassing the government’s full-year

minimum target of 5 trillion yuan.

Some academics and officials have voiced concern that lax lending could seed a new crop of

bad loans.

But economists doubt the authorities will contemplate an “exit strategy” until they are

absolutely sure the recovery is firmly entrenched — something they have yet to say.

“The overall liquidity environment likely remained accommodative in June,” Qian Wang, a J.P.
Morgan economist in Hong Kong, said in a research note. “We believe that fiscal and
monetary policy will remain accommodative until Beijing feels that China’s V-shaped

recovery is on a more solid footing.”

Real Estate Bubble in the Formation? (¥ L 4
B, 55 P AR PR ?)
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The real estate market in China seems to have
revived after a disastrous year of 2008. In recent weeks the title of ‘highest bidder of the
land’ has been changed for a few times, which is a potential indication of property bubble in

the formation.

A notable phenomenon is that most winner of the ‘king of the land’ (which means those who
pay the highest price) are state owned. For example, Fang Xing Property, who beat numerous
competitions in an open bid for No.15, Guang Qu Road, Beijing, is one of the biggest real
estate company owned by Bureau of State Asset. Obviously the recent Bank loan surge,
mostly directed to state owned companies, has helped a lot in boosting the confidence and
competence of these state owned enterprises. The same situation has been observed in
other big cities such as Shanghai and Guangzhou. It seems that liquidity is likely to be

channeled into Real Estate market through State owned companies with the help of Banks.
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China’s bank loan total exceeds full-year
target ("1 EHATIHOTIA 224 H )

(Source: ChinaDaily) China’s banks extended a surprisingly large amount of new loans in
June, more than doubling that of May’s, while driving up possibilities of bad loans and

excessive production capacity amid a credit boom.

Preliminary calculations showed that new len

ding was 1.53 trillion yuan ($223.89 billion), the central bank said on its website yesterday,
bringing total lending this year to 7.4 trillion yuan, far exceeding the country’s initial full-
year target of disbursing 5 trillion yuan in loans. Total lending so far this year amounted to

almost one quarter of last year’s GDP.

June’s figure was the third-biggest monthly sum this year, after the 1.89 trillion yuan lent in

March and the 1.62 trillion in January.

The surge in June loans is a result of the government’s decision to pare the equity capital
requirement of fixed-asset investments in May, Liu Yuhui, director of the Center for Chinese

Economic Evaluation at the Chinese Academy of Social Sciences, told China Daily.
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The equity requirement for railway, road and metro projects was lowered to 25 percent from
35 percent, while the ratio for airport, port and inland shipping construction was lowered to

30 percent from 35 percent.

“The lower requirements for infrastructure-related investment projects mean that it will be
easier for the local governments to borrow from banks to fuel local infrastructure

construction,” Liu said.

“The eye-popping loans in the first quarter is a result of the central government’s 4-trillion-
yuan stimulus, and now it’s the turn of the local governments to start the borrowing spree,”
he added.

In addition, some of the new lending this month was also the result of the sustained recovery
in residential property transactions, which usually drive up mortgage loan expansion, said
Liu.

“Demand may also have been augmented by concerns over potential monetary tightening as
borrowers consider the medium-term inflationary repercussions of loose monetary
conditions,” Jing Ulrich, managing director and chairperson of JPMorgan’s China equities

business, said in an email research note.

The record pace of lending is making the central government uneasy that bank credit is
creating new bubbles in China’s stock and property markets and could sow the seeds of a
new crop of bad loans in the predominantly state-owned banking system. The focus must
now shift from the quantity to quality of lending, said Glenn B Maguire, Asia Chief Economist

of Societe Generale Corporate and Investment.

Wang Huaging, vice-chairman of the China Banking Regulatory Commission, said on Tuesday

that banks should spread risk by syndicating big loans for projects like railways and airports.

The surge has also reminded some analysts about the Asian financial crisis in 1997 and
1998 when Chinese banks went on a lending spree to often less than creditworthy state
companies, only to get saddled with a mountain of bad debt that forced the government to

bail out its biggest lenders years ago ahead of their initial public offerings.
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What are Chinese Workers fighting for (Frits
AT E DT T B 1)

HREHMMHE, TEHBEEFTBRA T PEFTAES. ZAKRBL
8T HEFITIESZE 2007 £/ 2008 FEk. HEHRE, 2008 F£FHFTL %L 2007 F£LEAT

95%, M 35 Wi LEFE 69 Fik. MTAASHAXALLS, AEBHRHUT=ZREFTMNNEE
FEHBRMET RS TAERRMRE, TAHERE, DRTHEEX.

(WS)J) A new report from the Hong Kong-based China Labour Bulletin takes an in-depth look
at how China’s workers movement developed in 2007 and 2008, years which saw the
introduction of new legislation intended to protect workers, including a new labor contract
law, and a corresponding increase in employees’ awareness of their rights, along with an

economic slowdown that threatens jobs.

Government figures show that the number of labor arbitration cases nearly doubled from
2007 to 2008, from 350,000 to 693,000. A senior official from China’s Supreme People’s
Court said 2008 saw a 95% increase in labor disputes in the courts, though detailed figures
haven’t been released. Meanwhile, reports of worker unrest, protests and strikes have

become a regular feature of the news from China.

In its report, China Labour Bulletin analyzed 100 reported incidents of protests by workers
that it said represented the broader labor situation, and identified several basic causes noted

below:

- Rights protection: More than a third of the protests involved a clear violation of the

workers’ rights, such as non-payment of wages, social security contributions or severance

pay.
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- Improved conditions: Another third of the protests went beyond basic rights protection and
involved demands for better contract terms, including higher pay, shorter hours or more
generous benefits. In some cases, workers fought back against changes proposed by
employers who didn’t first seek their consent. (Some changes to working conditions require

employee consent, though in practice employers sometimes act unilaterally.)

- Financial difficulties on the employer’s side: Twelve out of the 100 protests were triggered
by sudden factory closures and/or the owners’ disappearance. When this happens, workers
often feel they have little recourse but to protest publicly and hope that the attention
prompts local authorities to settle the matter. In another 14 cases, workers protested in
response to measures taken by the management to save money, such as pay cuts, replacing

existing employees with new, less expensive workers, or refusing to pay severance.

And in the vast majority of cases, the protests were peaceful. According to the report, only
five of the 100 cases resulted in property damage or physical clashes between workers and

managers, and those involved long-simmering resentments among workers.

China’s Marshall Plan (B1pZ% i 321 R BUR R
LL EROR TR

MARSHALLPLAN

FRIEDE FREIHEIT WOHLSTAND

Chinese government official, Mr Xu Shanda, proposes to the central
government a plan called ‘World Harmony Plan’, which is similar to the Marshall Plan that US

government launched in 1940s.

The then secretary of State, General Marshall, pushed for the ‘Economy Recovery Plan’ to

help Europe to reconstruct from the damage of World War Il. During 1948 to 1951, an
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accumulative USD 12 billion has been lent by US government to Europe to support its

economy recovery. Mr Xu proposes that China government shall do the same.

According to Mr Xu, the China government would need about 500 billion to launch the
‘World Harmony Program’ (100 billion USD and 400 billion RMB). Most use of the fund would
be in the form of loan from Chinese government to ‘friendly partners’ such as developing
countries in Asia, Africa and Latin America. Based on these loans, the friendly partners would
increase to import products from China. Such a program would benefit China in utilizing its
foreign reserve and over production capacity, and push for a wider use of RMB as a trade

currency.
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Why China’s Stock and Property Market
keep going up (H [ BT F5 117 HAal fig )

PEIESI%E 753269 BEEE141.41 GEAEY%-0.80 x

318

i(Shenzhen) Several economists in China sat
down last week in Shenzhen to discuss the recent economic development. According to them,
China now is still suffering from deflation instead of inflation (eg., CPI, PPI, the price of pork
meat). They estimate that China might see inflation in second half 2010, if the current easing

policy continues.

Another notable feature in China economy is the strong performance of property and stock
market. The economists feel that the prosperity in these two markets are mainly due to the
quantitative ease from Central government, particularly their increased loan to state owned
enterprises. However, as world export outlook is still gloomy, the state owned enterprises
have nowhere to put the capital they receive from the bank other than stock and property
market. From this perspective, the two markets have a jeoparty of abrupt collapse when the

central government decides to tighten the monetary policy any time.
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