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Impact

> 20 m jobs lostmainly migrants; 6 m fresd gradsseeking jobs;
‘Double Whammyin the PRD

Exportsdown 22.6% April 2009; 1/3MEsrisk closurefDI down
6 months in a rondmChamsurvey: 39% new investments
postponed or cancelled; 21% plan to downsize; WiBddk reduced
2009 growth to 6.5%

China’s View

Market fundamentalism Savingsin US Treasuries; Hilary Clinton
and Obama assurances; better regulafonduntability +
responsibility(lending and borrowingAdam Smith ‘a sickglutton
blaming the buffet?’

Commensurate role in G26 + $40 b > 4% Voting Rights v EU
$100 b (41%) v US 17% effective Veto (majority 86&quired)

Stimulus package

$586 h 1/3real? (Nicholas Lardy Petersen Institute); + revived
projects (Railway, Transport, Housing, Construcfibinistries +
provinces) =$1.5 T(+ 8.3% GDP p.a. 2009-1Nomurg

69% on rural + othanfrastructure; 13%healthcare, education +
welfare 12%environment 6% upgrading technology

Infrastructure multiplier 1-2 Rogofy; front-loaded: $14.6 b 4Q 08

State Council 7 April 2008ealthcare for 90% nationwidep to 6
yrs salary by 2011

Fiscal and Monetary measuregirst budget deficit $110 b 2.9%
GDP; local govt bonds ($25 b); $62.5 b tax cutsbates; + trade
finance + export credits; lowered stamp duty; ladefuel prices;
cancelled administrative charges; grain prices .8%5(3rd time in
months); deposit interest lowered (5th time sinept®ec 08);
consumer finance (5 x monthly salary); rural wigted rebate 13%




Relative insulation

. RMB not convertible exchange control
. Bankstightly controlled; < innovative/cavalier
. Much lesshousehold borrowinghousehold debt

= 14% GDP v 140% US, 180% UK)
. Much lesspublic debt18% GDP, +50% UK
. Miniscule budget deficit
. GiganticFX reserveof $2T (+ $ 1.7 b @day)

Early signs (April 2009)

. Consumer loans+ 16% (1Q)
. Urban FAI + 30.5.5%, new FAI + 91%
. Retail + 14.8%

. Car salest+ 37%,residential property sales
39% April, fastest in 24 and 19 mths

. Passenger air traffict 14.6% (1Q)

. Mobiles subrst+ 23.3%,internet + 16.7% March
. PMI > 50 (52.43 in March,slin 9 mths)

. Industrial output + 7.3% y-0-y

. Optimism8% growth forecas{pending 2H 09)
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The Triffin Dilemma

e Zhou Xiaochuan Governor, PBOC

 1960s USD glut (Marshall Plan + exuberant US eawny)o
led to abandoning th@&old Standard

«  Triffin Dilemma — Conflict of Goals or Interest between
national v global monetary requirements

 ReinforcedSDRsto be managed by IMF; supported by a
pool of currencies; SDR-denominated securltlesamadets
SDRs as medium of international trade

* Unlikely to materialize anytime soon bapparent support
from

o Benn StejlDirector of International Economics, US P .
Council of Foreign Relations Countries’ quotas in IMF

o Joseph StiglitzNobel Prize laureate and head of UN | [ijkq pays:

Panel i EU member states 32%
: : : Each country's IMF o

o Jeffrey SachsProfessor of Columbia University and quota determines ™ — Us 17%
Special Advisor to UN Seccretary-General how muchit & SWlA Y Japan 6.1%
o Dominique Strauss-KahiManaging Director, IMF contributes, SRS China 3.7%
o - oW many Saudi Arabia 3.2%

o Brazilian President votesithas (RS g Y 7. :
) i ) ) Lo f a5 {\ Canada 2.9%
o Russian Presidential aide and how | st Russio 27%
muchit can | g
borrow ' India 1.9%

rSwitzerland 1.6%
|— Australia 1.5%
Mexico 1.5%
Brazil 1.4%
Korea 1.4%
Sources: International Manetary Fund, Graphic News  Graphic by Kinyen Pong

 Subject to Voting Rights adjustment, China willitag
assumeanore proactive IMF role(a) to help regulate global
finances (b) to address the Triffin Dilemma (chtp
protect China’'s USD Savings (d) to build up the REan
International currency for eventual convertibility




« TheUSD Trap(Paul Krugman Nobel Prize
laureate)

* Wriggling Out of (Wenran JiangYaleGlobal, 29
April, 2009)

e Currency swapg> $120 b) promoting RMB as
settlement currency (esp Asian countries)

« Wave ofoutward investments in resources

0 Aluminium Corp of China (Chinalco) $19.5 b
in Rio Tinto

o0 $25 b loan for 15 m tons crude for 20 yrs with
Russia’s Rosneft and Transneft

0 $10 b loan for oil deal with Kazakhstan
0 $10 b deal with Brazil's Petrobras underway

 China’'sSWFsto invest in Europe, more receptive
due to financial crisisGhina Business NeyydJK
fund agents under consideration

 Possible idea - partnership with ME SWFs to inves
in global responses to Climate Chandgsastern
Alchemy for Global Harmony
http://www.andrewleunginternationalconsultants.cc
m/publications/files/china and me an eastern al
emy for global harmony atca.pdf

Getting out of the US Dollar Trap

Chinese foreign assets (including hidden reserves)
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National Intelligence Report 2025 Projeci(21.11. 2008)

US leadership to remain bdbminance and capacity to
decline- EMs incChina, Russia and MEr Europe a
‘hobbled giant’, fractious and dependent on Rusgesh

China drives major Energy demand growth e
Three Billion New Capitalist{Clyde Prestowitz, 2005)| e...

1 Eﬂk“ - TURKMENISTAN

Resource-rich countriesnc ME & Russia

Energy security- alternative routes (e.g. Nabucco
Pipeline(signed 8.5.09) for Caspian gas pgssurkey
New geopoliticsSCO, ASEAN +3, Africa +Venezuela

China’s geopolitical gravitag+ Security Council) v ‘Arc of
Instability - Sub-Sahara Africa, ME, Balkans, Caucasus,
Central and South Asia and certain areas in SE Asia

Beijing Consensus v Washington Consensustate
capitalism v fundamental market capitalism, debate
sharpened by global financial and economic crisis

China at a critical watershed of development
0 @GDP + 14.7% p.a. 30 yrs to $3,200 (08)
Industrialization and urbanization rapidly expantdi

into central and inner provinces

o0 Massive Chinese ‘middle-class’ emerging
o Towards a more balanced and sustainable economy

Confluence with world gravitating to the East

RUSSIA =
- KAZAKHSTAN

”f —— .}
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CHINA

= MNew

Existing
Future




Massive Urbanization

McKinsey Global InstituteRreparing for
China’s Urban Billion March 2008) :

* 1 burbanites by 2025; 350 min 221
cities each» 1 mpopulation (EU=35)

* 15super-cities each 25 mpopulation

e 11 hub-and-spoke conurbations each
60 m population

 Westward Ho!To currently-less-
developed central, north-east and
western provinces

« Concentrated mode of urbanization
projected tasave35% of carbon
footprint and 2.5% GDP in government
expenditure

A YouTube snapshot

http://www.youtube.com/watch?v=cBos .

rPhyz4

« Global implications: resources, business Fym

opportunities, experimentation, civil
society




Rapid Mobility

« Extensiveinter-provincial highway
network 2nd only to US Interstate ih7
years

« Railway (6% of world’ total length,
25% total traffic) to increase from
78,000 km to 100,000 km by 2020
(world’s largest railway expansion
since 19" century)

 More city conurbations to be linked by
integrated transport infrastructure
e.g. $ 1.64lsea-spanning bridgsver
Hangzhou Bay linking Shanghai to
Ningbo and other cities in the
Provinces of Zhejiang and Jiangsu with
a combined population of 72.4 million

e Global implications: rapidly
developing Chinese middle-class,
changing lifestyles, vast supply chains



Rise of the middleclass

* Proportion of annual household incoRBIB 100,001 to
200,000to grow from0.1% of total 2005 t86.4% by
2025(Serving the New ChineseConsumidre McKinsey
Quarterly, 2006 Special Edition).

» Largely coming fronl00 m‘single-child’ generation, inc
post-80s, post-90s, ands2dentury new-comers

659 m mobile phone subscribers

* Luxury goods sales alread®% by value ofworld’s total,
to grow t033% by 2015

e Car ownership to expand from 30/1000 towards world
average 120/1000 (<US 500/1000) 500 m cars by 2050
(Goldman Sachs) (v 900m in world)

* Young entrepreneursto jump from current 300,000
* New50,000 USD millionairesp.a.

 Emergingconsumer-oriented economyHousehold debt
only 29% of disposal income 2007 v 130% - 160% iesty

« Global implications: reducing over-reliance on exports,
reducing economic imbalance with the US. 9



Largest moderateincome econom

 China > US by027/28and > by 75% by050
(when India = US)Goldman SachsThe
Economist30.6.2007)

e China’'s @GDRanks < 100in the world =
some poorest countries in Africa. B@5Q
@GDP =middle-incomenation in Asia or
Eastern Europe

* Aging population profile (> 30% to be aged
60 or over by2050 Subsidized voluntary basic
pension plan for rural population to grow from
60% in 2010 to80% by 2015

 Legacy ofOne-Child Policy, 4-2-1
phenomenon, already relaxed if both parents
single children, likely to be relaxed further

e Still > 100 m with < $1 a day 800 m such in
1978. Poverty to shrink significantly in coming
decades

» Global implications: China to get old before
getting rich. Needs a benign internal and
external environment to consolidate economic
foundation to face a looming aged profile
10



Oulet Green Revolution

~

 Green Great Wall,480 km forestation absorbing 8% or
500m tons emissions p.a.- 20% or 1 b tons absorpio
2010

Small coal-power plantsof < 10m kW capacitglosedby
2007. Most of < 50m kW to be cleared/restructungd b
2020

« $2.3T in energy development 2001-30, $20O0b for
renewablesfrom 8.3% t015% by 202Q inc hydro-electric,
nuclear, coal-seam gas, biomass, wind, solar steakE
heat and wave energies (IEA)

 Hydro-electric power world’s first in installed capacity
145 m kW and 482.9 billion kwWh power generation

e 110 million square metesolar panelsworld leader by far
e  Wind power has increased 7 x to > 6 m kWh fargest
 2nuclear power stations p.a. for the next 15 years

« Electric Cars — Project 863, 1986; GM $1 b Shanghai;
Tianjin launch 2009; BYD debut e6 — 402 km single
charge Zoom: The Global Race to Fuel the Car of the
Future 2007

 Dongtaneco-city concept on the cards for new cities,
towns and villages, inklethane gasfrom human and
animal wasteEco-friendly lifestyle catching on with 11
rising middle-class.



Science Technology and Innovation

Chang’e-1 Moon Probe (2007), ShenzhoBpaceWalk (2008).
Planned Tiantong-1 small space station in 2010+tidcking with
Shenzhou 8, 9, & 10; Lunar Rover 2013-17; Lunardkdreturn
2017-20; satellite Yinghuo-1(+ Russian Phobos-Grtont Mars
2009; possible participation in European Space AgsrAurora
manned Mars exploration program 2030

5m university graduatesp.a. mainly engineers and technologists,
top in nos.scientific papers. Vast majority no prcitve research.
Still no home-grown Nobel Prize laureates. Worldssl scientific
committee representation, esp chairmanship, extyeloe

But fast developing technologies energy and water resources,
environmental conservation, proprietary technolsgiée
sciences, aeronautics, and ocean sciences

Silicon valleys, leading science parks, g. Beijing’s
Zhongguancun and high-tech cities like Hefei, And(% of
overseas post-doctoral students in US from Chimaw{ag
numbers oicientific returneesto seek greener pastures

Int'l R& D centres 750 (100 India), 35% v UK 47%, US 59%

Shenyang Aircraft Corporation JV assembly and fuselage
manufacture with Boeing, Airbus and Bombardier. May 2008,
$2.7 billionCommercial Aircraft Corporation of China born to
compete with Boeing and Airbudome-made regional jet
ARJ21 maiden flight 28.11.2008 with an order book > Hi@raft

Global implications: Growing China'’s aircraft + aerospace
industry, including commercial satellites. More quatition +
cooperation. Life and environmental sciences coriakzation

12



A even more global China

3 Chinese corporations worldtsp 5 by market
capitalization - PetroChina ($1trillion, 2 x Exxomwlile),
ICBC (world’s largest bank), and ChinaMobile

 Chinainc + SWFsfinancial and energy equity: ICBC 20%
Standard Bank, Africa’s largest bank; CHINALCO
(Aluminum Corp of China) 30% in Rio Tinto bauxitena

« Foreign currency reserve+ $1.7 billion a day needs
outlets > US Treasuries e.g. much needed natisalirees,
technologies and international business expertise.

* 4 of Big Five state-controlled banks have embrdoesign
equity: HSBC 19.9% of BoCom; BoA 10% of CCB;
Goldman Sachs 10% of ICBC; RBS'’s (recently divested
10% of BoC

« RMB as storage of value and stable means of exchange.
RMB-denominated transactions and financial products
to gain even greater acceptance. Full converigsihiil
]gliistant until comfortable with speculative two-wegpital
owsS

*  Fuller global integration of Chinese skills and peple.
Vast developing internal market multiplies globapply
chains; Top Tourism Destination before 2020

*  Global implications: Full integration of China into global
community, future Asia Dollar?, more diversifiechtal
bank reserves, linked stock exchanges, IPOs across
continents, Chinese M & As, cross-cultural managame 13



« Historical trauma + continental-sized borders
/coastline territorial integrity (including Taiwan)
choke-points of life-blood energy supply

« Totaldefense expenditurg2/3 for personnel,
training and maintenance) < UK, Japan, France, and
Germany v US expenditure > rest of world
combined. % GDP much < UK, Russia and France v
US (China’s2006 National Defense White Paper)

 US rejection of call from 160 countries, inc China
de-militarize space. China showed capability of
killing moving satellite aspace defense deterrence

* Nuclear power but only major country without sieg|
aircraft carrier, doubt about cost- benefibaie-
water navy + regional diplomatic interests giving
way to clear signal (Defense Minster, 20.3.09)

« To continue modernizing military technology for
cost-effectivecredible deterrence including
submarines and asymmetric warfare

* Global implications: More transparency to ease
ungrounded fears (China needs benign environment
to continue survival); more international coopearati
for peace-keeping and fight against piracy 14



Building a Harmonious World

. Best defense is having no enemiesConfucian Harmony Also joiningo
blocs

. Simply cannot afford to be aggressiveNeed for benign environment to
build solid foundation - numerous challenges amatr@adictions + looming
aging population profile

*  US- Leadership accepted except where national isterndermined, but
differences on China’s internal issues and intéonat approach to conflict
resolution remain

*  EU- main trading partner and plenty of scope for ecoig, trade, investment,
technological, and scientific cooperation, buteliéinces on China’s internal
issues remain, less so v US

. Russia— Energy partner and balance against uni-polarity

. ME — Main oil supply source — eager to see more lgtakgeopolitics) but
unlikely to intervene in ME politics

. ASEAN and the Asia communitygrowing importance in global supply
chain + geopolitical advantages in the Asia-Pacific

. Central Asia - Shanghai Cooperation Organization — harmonyeighboring
region and alternative energy supply route — natisecurity

. Africa for 3 world cooperation and trade/investment in resairce

. Latin America — also 8' world support + Venezuela (energy + support in US
backyard); Brazil (soybeans and resources)

. Global implications: Waning dominance + economic symbiosis, US needs
China as much as China needs G#bal Trends 2025 — A Transformed
World, National Intelligence Council, Washington D.Cqweémber, 2008).
China growing global influence likely more activelWN, World Bank and 15
the IMF, dynamics for a more harmonious world lsested to China’s
national interests.



A Renaissance Ching1l)

* Vibrant civil society rapidly developing,
e.g. spontaneous response to Sichuan
earthquake

* Quarter of a million local NGOs
campaign for consumer rights +
environment + the under-privileged

e 80 to 100 million practising Christians
(Jesus in BeijingDavid Aikman, 2003)

* Vibrant36 million blogs.

* More public hearingsfor major polices,
often mandated by law

* Local electionsheld for all village and
county chiefs and urban neighborhood
committees

 More party secretaries and senior officials
monitor public feedback through the 16
internet



A Renaissance Ching?2)

 ‘Government for the people, law-based
governance, official accountability,
transparency, public consultation, fight against
corruption, more freedom of expressas
instruments for legitimacy. Competitive
progression to high office. Confucian ideal of
Mandate of Heaven'shi ren xinzhe, shi
tianxia (He who loses the hearts and minds of
the people, loses the world).

 Reform of political system post-17th Party
Congress — NPC and CPPCC, central power to
appoint judges in the provinceStorming the
Citadel Professor Zhou Tianyong et al,
November 2007).

 Global network of Confucius Institutes, ultra-
modern CCTV English channels, ancient
culture and architecture, UNESCO world
heritage listings (+ intangible), attracting
visitors from all corners of world

o 215C interpretation o€onfucian Harmony
and theGolden Mean -Global failure of market
fundamentalism as blindnessawcessand
disregard foprudence
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