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China’s macroeconomic situation

GDP growth shapely went down to only 6.8% yoy in 4Q 08
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China’s macroeconomic situation

GDP 2009 growth is expected to 7,4~8%, since the Ch inese exports will be
weaker due to sharper-than-expected global economic deterioration

YoY % unless otherwise stated i EDDSI_: ] 1H05|_= _EHGBF_ i 2010F
constant price ' 2006 2007 2008 {w_lth policy [w_lth policy [w_lth policy {'H'I_rlthOUF further
adjustment)  adjustment) adjustment) policy adjustment)
GDP 1.6 13.0 2.0 7.4~8° 6.7 8.1 7.0
Final consumption expenditure 104 108 101 9.6 8.7 10.5 8.6
Urban 115 116 8.6 7.3 7.1 [ 6.8
Rural 7.2 8.2 9.0 72 71 7.3 72
Government 105 114 130 144 132 157 12.0
Gross capital formation 141 13.0 101 94 6.6 12.2 7.3
Private 143 141 10.0 57 5.3 6.1 6.7
Government 120 108 111 38.0 23.0 53.0 11.1
| Exports 239 198 8.0 -5.5 -6.5 -4.5 4.0
Imports 16.0 13.8 6.5 -5.5 -6.5 -4.5 4.0
[ cPI 1.5 48 59 1.3~-0.7 1.1 -0.9 0.8~12 |
Non-food 1.0 1.1 1.7 -0.8 -0.9 -0.7 -1.4 ~-0.7
Food 23 123 143 -23~--04 -1.5 -1.3 2.1
IF'PI 3.0 3.1 6.9 -7.5 ~-6.3 -7.8 -6.0 -3.0 ~ 0.8
Electricity consumption 137 153 7.0 24 20 28 22
RMEBE NEER (YoY %) -1.5 1.7 12.9 2~3 2~3 2~3 1~2
1 Year Lending Rate (year end, p.a., %) 612 747 531 477 5.04 477 MNA

Note: *the projections for GDP components are consistent with a GDP growth of 7.4%.
Source: MSM Research




China’s macroeconomic situation

But still more challenge ahead- deflation at the cor  ner
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China’s macroeconomic situation

PPI plunged further due to impacts from the overcap

material prices
- PPI breakdown

acity and declining raw

Source: MSM Research

YoY,% 2006 2007 08-01 08-04 08-07 0810 09-01
[Producer Price Index e e e
Light Industry 05 22 36 45 44 34 0.5
Heavy Industry St B s b B P S -58
Producer Goods 39 32 65 90 117 17 -4 .4
Producer Goods: Mining and Quarrying 148 38 205 272 341 227 132
Producer Goods: Raw Material 6.7 56 85 104 143 90 -6.8
Manufacturing 1.1 SRR D 5.1 2.2
By Products:
Coal Mining 50 38 143 209 326 411 227
Petroleum And Natural Gas 219 20 293 371 402 12 489
Ferrous Metals Mining 31 103 277 371 524 202 -16.1
MNon Ferrous Metals Mining 234 126 104 115 97 1.3  -169
Non Metal Minerals Mining ea e ae 0 i 110 23
Handicraft & Other Manufacturing 25 43 5658 TO0O 56 45 24
W aste Resource, Material Recovery & Processing 34 44 b4 143 16D b4 112
Prodn & Supply of Electricity & Heating Power 28 22 07 07 15 35 3T
Prodn & Supply of Gas 4R 58 631 T0 6.1 18
Prodn & Supply of Water 64 47 39 34 26 22 21
Smelting and Pressing of Ferrous Metals 480 5 1 MR BN 055 - 73
Smelting and Pressing of Non-Ferrous Metals 25 139 47 47 21 88 -246
Metal Products 10 26 40 64 94 IS 1.6




China’s macroeconomic situation

Government’s stimulus package announced

4 trillion fiscal package out of which 100Bn centra | gov. investment
rushed out in 4Q08, 130BN in 1Q09

| ]

Compaosition of the Package
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China’s macroeconomic situation

And more stimulus measure to rescue

Revitalization plans unveiled for 10 industries

The relevant industry accounts for nearly 40%  of GDP

Other
Industries
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The tenth industry has not beén decided yet {
Real Estate

Source: MSM Research

Raise standards for phasing out the outdated facilities; promote industry
M&A and restructuring; support technical upgrades; refine export tax
rebate policies to encourage exports of high-end steel products

Stabilize and even expand auto consumption; improve the auto industry
structure; promote M&A activities; advocate independent innovation and
establish new competitive edges by first developing alternative fuel vehicles

Encourage domestic textile consumption and diversify export markets;
enhance technical upgrading and build more domestic brands; eliminate
obsolete capacities at a faster pace; optimize regional presence;
increase fiscal, taxation and financial support; raise export tax rebate

Encourage localization of key equipment; invest more in technology reno-
vation to enhance the independent innovation capability of Chinese manu-
facturers; expedite M&As, restructuring and product upgrading to optimize
the industry structure; grant more credit to support machinery exports

Expand urban/rural demand; cement and increase international market
presence; accelerate independent innovation to boost industry
restructuring and upgrading

Suspend approvals for coal chemical projects (eg. coking coal, calcium
carbide) that purely aim at capacity expansion

Enhance independent innovation; improve industry environment;
accelerate integration of IT and industrialization; drive up technical
progress and industry development

Collection/storage plan; cut power tariff; rationalize tax rate; expedite
strategic restructuring

Eliminate outdated capacity; restrict new capacity; push forward

resource integration and shipbuilding/shipping bundling; encourage
financial institutions to increase buyer’s credit to ship exports

No.10 industry to be revitalized, according to Cheng Siwei




China’s macroeconomic situation

Early sign to recover - loan explosion

Rmb 1.62 Trn new loans in January, of which medium

to long term loan also created a historical high

BN RMB
1,800

1,600

1,400

1,200

1,000

800

600

400

200

Loan new increased smmm of w hich medium-long term(firms) —=— Total Loan growth YoY 1,620
+
Both Historical high in new increased loans 816_ 21.
and medium-long term part 1
Some people may argue that 36% of loan new increased is
discounted bill financing, but still medium to long term loan
also reach a historical high at Jan.09 < 1B.8
= 16.7 Actually, Medium to long term loan has picked up since
Nov., showing the effects of public infrastructure investments
. = 16.0
804 = 157 have likely started to emerge. 772
=148 w347 =149 = 14.6 hg =145 w146
=141 s 523
464 477 +223
330 382 375
319
283
272 243
182 160
I I I I I I = l =
08.2 08.3 08.5 08.6 08.7 08.8 08.9 08.10 08.11 08.12 09.1

%

23

21

19

17

15

13

11




China’s macroeconomic situation

Through these signs, worst time seems over in short term

- VAl rebounded in Dec. 08, driven by heavy industry PMI rebounded for the second month in a row E
]
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China’s macroeconomic situation

Early sign to recover - stabilization of prices

—— Price show the sign of stabilization in Jan.09

7Price Jan 2008 =100

130
Steel —s— Copper —— Aluminium T_he p_rice kept going down since July 08, and gota
120 | historical low at the end of the year. However it
began to stabilize in Jan. 09.
110 |
100 |
90 |
80 |
70 |
60 |
50 | Price Change Steel Copper Aluminum
Nov./Oct. -14.0% -18.2% -3.0% \/.
20 | Dev./Nov. 13.0% -15.9% -18.2%
Jan/Dec. 8.0% 6.5% 10.6%
30
08-01 08-02 08-03 08-04 08-05 08-06 08-07 08-08 08-09 08-10 08-11 08-12 09-01

Source: CEIC, Bloomberg, MSM Research
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MSM — Germany’s leading China consulting company
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MSM — Your strategic partner for China

Our value proposition is the key to your success in China

Our value proposition
IS to work as an ...

independent management consultancy that ...

tackles the strategic challenges from a pragmatica  nd
operational point of view ...

understands the strategic impact of Asia and China
brings innovative thinking to work ...

has a high industry expertise, and ...

works "side by side" to make change happen.
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MSM — Your strategic partner for China

MSM supports clients in many different industries i n China

Industries

.:. R -‘ .
i @ Chemical Industry _ '
=% ; /" .:..J... '

Environmental
Industry

F. #
/
d o
Fi/ | i
A .

Energy/Utilities
ay. %

H“‘w....

Engineering &
Manufacturing

Automotive

Consumer Goods

Financial Institutions

_a» ~ Telecom, Info,

Media, Electronics

Travel &
Transportation
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MSM — Your strategic partner for China

MSM has successfully developed several China strate  gies for leading

European companies

Strategy Development Case Example

Market potential and competitor
analysis

Key success factor evaluation and
corporate performance assessment

Business unit strategy and
corporate portfolio valuation along
strategic fit and market attractivity

Development of organizational
design and business unit alignment
and transformation

OBO

Devielop ’ Definition of Development Development ol
COMIMen wision, ambition and evaluation sirategic master
understanding and goals of sirategic plan
options
m Lndarstand starting B Raviaw ideal 8 Cavalop shratagic B Dievelop longtam
Sipuation — facus an biisiness madels far aplong trans formadban
“hi k
thea Chirase merkst markat separsion B Bkt e dai conoapt
w Feview divers of the B Kenify gaps bebwesn afiractive aplions ® Defire plan of
biiiginess ﬁiﬁ:ﬁﬁanﬂs w Stategy Selectian/ STl 0 1 ErEies
B Lindsrstard tha CaNEEMELS an B |mpkamant
irnplicatans on waur ® Diraft realistic sision salacied girateTy
COTREy arvd ermbitian for waur
O Py
Development of a Defindlion of yaur Selection of sfral Elaboration of
comman Information company”s ambition in lzading to sustamakble action plans
basis for the relevant entering Chiness market B CHES
business

Development of management 3 orga
leadership principles

Results and Benefits

Process mapping WestfaliaSurge

s DAIMLER

groupﬁmqﬁ_‘;@* MXESS

Enargizing Cramisiry

China strategy and positioning
Organizational redesign with improved performance

Cooperation structure and partnership options for joint
market entry / new business/ acquisition / Greenfield
approach
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MSM — Your strategic partner for China

MSM has extensive experience in developing sustaina  ble marketing and

distribution strategies for the PR China

Focus group analysis

Benchmark and methodology for
distribution & marketing strategy

Activities-structure-review
CRM systems & processes

Distribution partner selection &
training

Repositioning/ Re-launch concepts

Distribution & Marketing Strategy Case Example

Customer insights Marketing
& Focus group analysis Stalegy

Results and Benefits

2 weman

Structured marketing strategy

Key performance indicators to ensure successful
marketing development

Efficient strategic marketing planning

Focused selection of target groups

Well trained sales force with an integrated customer
perspective

15



MSM — Your strategic partner for China

The strong intercultural differences call for a sol id and well organized
Integration management system

Intercultural integration Management Case Example

: Wh Politics, structures, processes
Understanding the key cultural at you > St prog |
see e.g. incentives mechanism, controlling and
challenges budgeting regulations, planning process, job

Change Management description, promotion guidelines

Internal cultural & communication WHEE VoL Routines
Issues at yor e.g. risk attitude, accuracy of planning, cost
. ) . . assurne orientation, working mind set

|dentification & selection of foreign
service employees Esetzsr#ar}%r:lsiews, mental models,
Cultural integration of joint venture Wi .

artners What you rneed
P : - (O KNow
Preparation & training measures
International personnel development Results and Benefits
programs

for foreign experts Performance measurement tools

Intercultural & internal communication concept
Train-the-trainer & coaching concepts




MSM — Your strategic partner for China

MSM'’s unique network and experience in government re  lations & lobbying
are the key to success for your enterprise in the P R China

Gov. Relations & Communication Case Example

Government Relations
Understanding the main drivers
Building up personal networks

Set-up Communication strategy and
action plans

Monitoring system
Pro-active Lobbying
Build up internal attention to GR

Communication Policy
Control external communication

Provide aligned internal DyStar -
communication
procedures

Results and Benefits

Clear GR & communications Roadmap & Action-plan
CEO coaching & preparation of key staff
Communication rules and responsibilities

China Government Relations and Lobbying strategy
GR- building & Monitoring system

Pro-active lobbying & Joint initiatives
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MSM — Your strategic partner for China

MSM has extensive experience in installing sustaina  ble operative IPR
protection measures in the PR China

IPR protection Case Example

Operational IPR

Understand the importance of necessary
& feasible IPR protection vs hindering
growth in China

Benchmark with best performers of your
own industry in China

Install classification measures and
supplier’s “trust” levels

Install secure & traceable data
transfer measures

Understand the combination of Results and Benefits

IPR protection and

relevant GR measures Installed standardized IPR protections procedures and

processes

Clear classification of parts and documentation
Secure and traceable data transfer

More influence & possibility of anticipation through
safe IPR measures in combination with GR measures
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MSM — Your strategic partner for China

MSM supports it’s clients during the whole M&A proc ess from preparation,
target identification, negotiations, transitional- &

Case Example

MSM’s M&A support
A structured, parallel screening process guarantees

Understand the market/sector transparency and speed of transactional phase

Understand the demographical, political
and logistic requirements and
circumstances

Screen for potential partners

Conduct feasibility study and
commercial due diligence

Understand administrative measures
and processes in China

Identify and negotiate transitional

post merger integration (PMI)

management and general HR Results and Benefits

implications

Set-up appropriate Clear and actual information from key experts of the
government relevant Chinese authorities, institutions & industries
IrDel\I/ﬂt'onS Reliable preparation, support for negotiations

Trustworthy feasibility study & due diligence
Understand administrative measures and processes
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MSM — Your strategic partner for China

MSM'’s top consultants have extensive experience help  ing companies enter
the China market, or conduct China related business  es

Lurgi

A¥a

DyStar
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MSM — Your strategic partner for China

MSM contacts

Thomas Wu
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MSM — Your strategic partner for China

MSM offices
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