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This Week in China

China’s 3" Quarter GDP
Growth of 8.9 Percent

Confirms Leadership
Role in Global Recovery
The data released last

week on China’s Q3 GDP
growth provided a strong
reminder that  China
continues to be a
forerunner in the world’'s
economic recovery. "Asia
appears to be leading the
global recovery," said U.S.
Federal Reserve chairman

Ben Bernanke. "Recent
data from the region
suggest that a strong

rebound is, in fact, under
way."

The Associated Press
reports, “Lavish govern-
ment spending and bank
lending helped China's
growth rate accelerate to
an 8.9 percent pace in the

third quarter, far
outstripping  expansions
elsewhere around the

globe and raising quest-
ions about whether the
rapid rebound can be
sustained.”  China also
announced last week that
industrial production and
investment spending are
growing at a quicker pace
than previously reported.
This seemingly positive

news rattled local stock
investors, reinforcing
recurring fears that

“Beijing may need to rein
in its stimulus policies to
avoid asset bubbles and
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inflation.”

A record $1.27 trillion in
new loans has been given
out so far this year by
China’s  state-controlled
banking system, perpet-
uating sustainability con-
cerns that question whe-
ther too much of that
money has gone to stocks
and real estate. Adding to
this discomfort is the fact
that property values in
mainland China have
soared 73 percent this
year. Additionally, the
country’s stock market
rose 80 percent during the
first seven months of 2009
before retreating as bank
lending began to fall back
to normal levels and a
number of initial public
offerings helped sustain
the need for investments.
The  Shanghai  stock
market is still up nearly 67
percent this year.

“China’s economy is at a
vital moment of recovery
and stabilization,” Li
Xiaochao, spokesman for
the National Bureau of
Statistics, told journalists
in Beijing. “The found-
ations of the recovery are
still not solid, the pressure
on external demand is still
serious, and it is still an
arduous task for us to
expand domestic demand
and adjust the structure of
the economy.”

“The Chinese authorities
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face the added challenge of
rebalancing the economy for
the longer term. Many
economists argue that the
country needs to be weaned
off its reliance on exports
and that domestic demand
needs to be fostered via
improved  social safety
systems, education and
health care — all deemed
crucial in encouraging
ordinary Chinese citizens to
save less and spend more,”
according to The New York
Times. China’s government
is already taking action to
address these issues.

While China's imports still
fall far short of its exports,
its recovery is playing a
stabilizing role for other,
harder-hit economies, said
David Cohen, director of
Asian economic forecasting
for the consultancy Action
Economics in Singapore.
"The Chinese are the
biggest customers for many
countries around the world,"
he said. "They matter like
never before."

China’s solid Q3 GDP
growth numbers once again
highlight the leadership role
the country will take in the
global economic recovery.
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This Week in China (cont'd)

Springing China’s Forex
Trap

China’s foreign exchange
reserves are so vast that
the numbers barely
register. Yet in just six
months, China’s foreign
reserves jumped another
$318 billion, a sum nearly
equal to the annual gross
domestic product of
Argentina.

With a grand total of
$2,270bn, that is a lot of
insurance against financial
crises but, as China has
discovered this year, such
reserves are also a bit of a
trap, especially when two-
thirds are in vulnerable US
dollar assets.

What to do with all these
reserves has been the
subject of intense domest-
ic debate. When the crisis
hit last year, there were
plenty of calls to reduce
Chinese exposure and
punish US profligacy by
dumping dollar assets. But
the inevitable plunge in
the dollar and Treasury
bonds from such a move
would make China a big
loser too. The convers-
ation was dominated for a
while by calls from Zhou
Xiaochuan, the central
bank chief, for the dollar to
be replaced as the global
reserve currency. Yet this
is a project for decades,
not years.

In the background, anoth-
er big idea has been
gathering support, with
much more potential to
have an impact soon. A
growing number in Beijing
are calling for some of the
reserves to be channelled
to the BRIC nations and
other developing coun-
tries2 This is not just about

snapping up oilfields and
copper mines on the
cheap, as China has been
doing all decade. The
stated goal is much
bigger: to use the
reserves to help stimulate
a new cycle of develop-
ment and trade between
China and with the
developing world.

The discussion has largely
come from China’s flouri-
shing think-tank world.
Over the summer Xu
Shanda, the economist
who used to run the
federal tax bureau, called
for the creation of a
Chinese “Marshall plan” to
lend money to Africa, Asia
and Latin America to
boost living standards in
those regions and create
demand for Chinese pro-
ducts to replace struggling
us and European
customers. But his
proposal might politely be
describeed as over-
ambitious: he called for
$500bn, or nearly a
quarter of the reserves, to
be handed over to the
fund.

More recently, the same
themes have found echo-
es in official comments.
Hu Xiaolian, deputy
governor of the central
bank, proposed at a
Group of 20 meeting the

creation of a “supra-
sovereign-wealth  invest-
ment fund” that would

invest foreign exchange
reserves in developing
countries to allow “these
countries to serve as new
engines in global recovery
and growth”. Justin Yifu
Lin, the Chinese academic
who is now the World
Bank’s chief economist,
said in an interview that
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Chinese companies
should step up investment
in Africa and Southeast
Asia, including outsourc-
ing some low-end manu-
facturing, to boost con-
sumer demand.

Plenty of holes can be
picked in these proposals.
China may need new
export markets but consu-
mer demand in the
developing world will not
surpass the US and
Europe for generations to
come. China’s reserves
are so large that it cannot
avoid the US capital
markets. Diverting a huge
slice of funds to parts of
Africa could also be a
recipe for corruption.

Yet the idea is potentially
powerful because it goes
with the grain of big shifts
in the global economic
map that are already
taking place. China is at
the centre of powerful
economic new links
between developing coun-
tries. In the past Brazil's
economy would have
been felled by a US crisis
but Brazil could in fact
grow this year. Fifteen
years of sound economic
policies have helped but it
is no coincidence that
China has this vyear
become Brazil’'s biggest
trading partner. South
Africa tells a similar story.
If China can channel even
a modest portion of its
vast liquidity to the
developing world in a
responsible way that
boosts demand without
creating a new, suffo-
cating debt burden, it will
be pushing on a door that
is already opening.

Source: Financial Times
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Real GDP Growth by Country

Real GDP (2008-2010)
Growth
14% -
12%
10%
8% -
6% -
2% -
0% - T T |
2% 4 2008 03 2010
4% A
6% -
8%
m China mUS mJapan m UK

Source: Goldman Sachs; Euromonitor

In just six months, ChinaQOs foreigr
reserves jumped another $318
billion, a sum nearly equal to the
annual gross domestic product of
Argentina.
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This Week in China (cont'd)

Private Equity Investors
Are More Confident
About China Deals
Private equity investors
are preparing for a more
buoyant market in China
during the next 12
months.

More than 90% of PE
investors said that invest-
ment activity in China's
PE market will increase in
the coming year, accord-
ing to Deloitte's new
"China Private Equity
Confidence Survey."

Executives who were sur-
veyed said their optimism
is based on a variety of
factors, with "stock market
upturn / greater stability"
(31%) and "better eco-
nomic environment" (31%)
listed among the top driv-
ers. Other reasons cited
were  "more liquidity"
(19%) and "growing confi-
dence in China" (12%).

"After a period of sitting on
the sidelines during the
more acute phases of the

China's Recovery Trend
"Consolidated"

China has reversed the
downward trend in econo-
mic growth thanks to the
timely and full imple-
mentation and continuous
enrichment of the govern-
ment's economic stimulus
package and other poli-
cies to address the global
financial crisis, said a
statement issued after an
executive meeting of the
State Council.

The country's quarterly
economic growth picked
up speed in the first three
quarters of this year and
the contribution of domes-

global economic down-
turn, PE investors are
emerging to pursue the
tremendous opportunities
in China, and the senti-
ment among dealmakers
is optimistic," said Law-
rence Chia, a managing
partner from  Deloitte
China. "Investment activity
is expected to pick up in
the near term and con-
tinue to increase, and the
Chinese government is
taking steps to provide
clearer support and a new
legal platform for domestic
and foreign PE investors."

61% of respondents to the
Deloitte poll said they
expect valuation multiples
to increase significantly
from 10% last year.

65% of respondents ex-
pect more exit options, of
which 48% said the re-
opening of the initial public
offering (IPO) market will
be the key driver.

Chia said the opening of
the new Growth Enter-

tic demand to economic
growth was enhanced.

China's economy grew
6.1% year on year in the
first quarter of this year
and 7.9% in the second.

The country was actively
promoting industrial res-
tructuring as well as
energy conservation and

emission reduction, and
had done well in optimiz-
ing demand structure,

improving people's lively-
hood and boosting urban
employment.

A key point of China's
macro-regulation in the
coming months this year
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prise Board (GEB) could
be a game changer for PE
investors interested in
growth capital strategies.

The China PE community
is more optimistic about
returns, with 39% saying
they expect returns to
increase to levels above
last year's 10%.

Another 39% of respon-
dents expected returns to
decrease in the next 12
months -- a number still
significantly less than the
70% anticipating a de-
crease in last year's
survey.

Both measures showed
optimism around near-
term rates of return. While
the reasons for optimism
are mixed, clearly
respondents are looking
for internal rate of returns
(IRRs) to rebound after
last year's performance,
according to Deloitte.

Source: China Dailv

would be to balance the
tasks of ensuring a stable
and relatively fast econo-
mic growth, adjusting eco-
nomic structure and regu-
lating inflation prospects.

The country's economic
and social development
was in a critical period of
stabilization and moving
upward. The government
should take into full
consideration of all kinds
of difficulties and make
ample preparations for all
possible challenges.

Source: Xinhua News
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This Week in China (cont'd)

Sovereign Fund To Step
Up Pace Of Investment

China Investment Corpo-
ration (CIC), the nation's
$200 billion sovereign
wealth fund, will speed up
the pace of investment
across a broad range of
sectors to capitalize on
the long-term investment
value created by the
global financial crisis.

CIC invested just $4.8
billion outside China last

GEB Sparks Different
Opinions Among Insti-
tutional Investors

Overseas venture capital
and private equity firms
will all eventually invest in
companies listed on
China's Growth Enterprise
Board (GEB), according to
Howard Balloch, founder
of The Balloch Group
(TBG).

"I think this is simply a
step in the maturing of the
Chinese capital markets,"
Balloch, who founded
TBG after serving for
more than five years as
Canada's ambassador to
China, told reporters
during the 2009 Invest-
ment Conference.

China's GEB is in its
starting period and it will
have a very good future,
Balloch said, adding that
in five or six years it may
grow to be as stable as
America's NASDAQ.

Balloch, who saw no
immediate  impact on
China's venture capital

firms of introducing the
GEB, said he is in support
of China's enterprises and
start-ups, and the influ-

4

year as it kept its powder
dry during the global
financial crisis, when
asset prices tumbled.

It held nearly 87.4% of its
overseas investments in
cash or cash equivalents
last year.

CIC's investment this year
included purchase of
securities products and
direct investment in min-
ing, energy and real
estate industries.

ences of the GEB on
these companies will not
show immediately.

The first batch of the to-
be-listed firms' more than
55 times average high
price/earnings (PE) ratios
and the high issue prices
have drawn many peo-
ple's attention.

"Maybe that is the first
step and gradually we will
see the enterprise board
become more active and
welcome companies ear-
lier in their development,
which is what the growth
enterprise board eventua-
lly should be doing,"
Balloch said about the
high PE ratios for the to-
be-launched GEB.

Huang Jingsheng, manag-
ing director of Bain
Capital, echoed Balloch's
idea and said though
valuation bubbles have
occurred in the short term,
the high PE ratio will
finally return to a normal
level in the long run.

"Many of the firms to be
listed on the GEB have
got investments from
institutional investors,"
Huang said, adding the
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CIC would utilize the
beneficial investment
opportunities within rea-

sonable levels of risk to
create wealth for the
country.

CIC reported in August a
negative 2.1% return on
its global portfolio for
2008.

The fund is investing as
much overseas each
month this year as it did in
all of 2008.

Source: China Dailv

firms' governance would
be promoted whether the
investors are from home
or abroad or whether they
are venture capital or
private equity firms.

Amir Gal-Or, managing
partner with Infinity Group,
a Chinese-Israeli manage-
ment group and invest-
ment fund, however,
preferred to take a caut-
ious approach. "l think it's
good news for entrepre-
neurs, private equities and
venture capitals, but the
real question is will it be
good for the investors.
When you have a choice
to invest in other stock
markets that are more
mature and stocks of
better companies, people
tend to not take the risk
and go to the more
established," he said.

Gal-Or, who compared the
GEB to a "small child",
also said other countries'
similar markets provided
the GEB with plenty of
experience and the "small
child" would gradually
grow bigger.

Source: China Dailv
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This Week in China (cont'd)

Emerging Markets Be-
come Buffer For Falling
Chinese Exports

As the U.S. and European
consumers tighten their
purse strings in the wake
of the financial crisis,
emerging markets like the
Middle East and South
America become a buffer
for Chinese exports, which
tumbled to the worst in a
decade as the financial
crisis sapped demands for
Chinese goods.

"Because of the financial
crisis, our orders from the
European Union (EU) in
the first six months have
been halved from a year
earlier level, but business
from Russia rose by 20
percent," said Ye Jinwu,
president of the Zhejiang
Jinlong Electrical Machi-
nery Stock Co.,LTD, who
exported 70 percent of its
products to the EU in the
normal years.

Confidence In Shang-
hai's Business Climate
On Rise

Business confidence in
Shanghai strengthened in
3Q, and consumer prices
declined at a slower pace
last month, raising new
optimism that the city's
economic recovery re-
mained on track.

Shanghai's Business Con-
fidence Index reached
115.4 in the July-Septem-
ber period, up from 101.6
in 2Q. A reading above
100 indicates an expan-
sion.

The separate Business
Climate Index gained 10.4
points from the previous
three months to hit 120.9
in 3Q. It was the mea-
sure's first rise above 120,

Hao Yi, managing director
of the TCL Overseas
Holding Ltd, a major
television maker in China,
said emerging markets
showed significant poten-
tial as its business in the
area surged by 280
percent by the end of
September from the year
beginning.

While the developed eco-
nomies are busy slashing
debt and saving their
banking systems, many
developing countries,
notably the oil-dependent
Gulf nations, are only
slightly affected and have
become bright spots amid
the global financial crisis.

"Emerging markets have
huge potential as they are
desperately in need of
materials to expand
infrastructure," said Ye,
who eyes an 20 percent
increase in the fast-
growing area next year.

a threshold for relative
prosperity, since 4Q08.

Overseas shipments
dropped 14.7% last month
from a year earlier. But it
was the smallest retreat
so far this year and
compared with a loss of
24.7% in August.

The rise in confidence
resulted partly from a
robust property market.
The real estate portion of
the business climate index
gained 143.1 in the third
quarter, the highest
among all sectors.

The industrial portion of
the index rebounded to
119.2 in 3Q, up sharply
from a record low of 92 in
4Q08 when the global
financial crisis started.
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The made-in-China
goods, with improved
reliability and reasonable
prices, are also a perfect
choice for the emerging
market importers.

Andrey P. Papin, the
purchasing and logistic
director of the Moscow-
based HMS Group, is
looking to buy electric
motors worth  $100,000
from China." The electric
motor prices in Russia are
highly monopolistic, and
that's why we are here to
minimize the costs," he
said.

Nearly 40,000 of the total
87,700 foreign buyers
attending the first phase of
the 106th Canton Fair that
ended on Monday came
from emerging markets.

Source: Xinhua News

Meanwhile, declines in the
city's consumer prices and
producer prices moderat-
ed last month, reducing
deflationary pressure that
could threaten the econo-
mic recovery if people
delayed purchases and
waited for prices to fall
further.

CPI in Shanghai slipped
0.5% on an annual basis
last month, compared with
drops of 0.6% in August
and 1.9% in July.

PPl fell 6.9% last month
from a year earlier. The
index, which is considered
a harbinger of future
consumer prices, narrow-
ed from a contraction of
8.1% in August.

Source: Xinhua News
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This Week in China (cont'd)

Small Miners Facing
Financing Roadblocks

Looking for capital to
finance a greenfield min-
ing project without a
proven track record?
Good luck with the big
banks.

Major lenders are reluc-
tant to offer project financ-
ing to the lesser-known
players, as a risk-aversion
hangover lingers from the
financial crisis, even
though base metals prices
have rallied recently.

"Bankers have been more
picky on project financng,"
Alberto Migliucci, head of
mining, oil and gas, South
East Asia at Credit
Suisse, said at the China
Mining conference.

"Basically anything to do
with exploration or long-
term development has
been most impacted," he
added. "Any new project,
let's say zinc mines that
would start first production
in 2-3 years time, will
suffer."

Metals markets are widely
forecast to continue to
rebound from weak
demand levels last year

China GEM To Start
Trading October 30th

The first batch of firms is
scheduled to be listed on
China's Growth Enter-
prises Market (GEM) on
October 30.

Shang Fulin, chairman of
the Chinese Securities
Regulatory Commission,
the country's top industry
watchdog, said that the
GEM would be launched
on October 23.

when the financial crisis

decimated global Indus-
trial activity.
Copper for three-month

delivery on the London
Metals  Exchange  hit
$6,570 a ton, its highest in
more than a year, lifted by
a weakening dollar and
prospects for a global
economic recovery.

And next year, analysts
are tipping iron ore price
increases of up to 15% as
steelmakers ramp up
operations and seek more
ore. Both small and large
miners are searching for
funds to expand and to
cash in on the rebound.

Fortescue Metals failed to
secure $6  billion in
proposed financing from
China to more than double
annual output to 95 million

tons by tapping new
mines deeper in the
Pilbara.

Banks are not willing to
return to their old ways,
and will most likely only
offer project financing to
well-established  players
instead of risky start-ups.

Still, small miners with
new projects flocked to

After the launching cere-
mony, the applications of
the first batch of 28 com-
panies to get listed would
be reviewed. A trading
launching ceremony for
these companies would
be held on October 30.

Though beneficial to both
economic  development
and employment creation,
the GEM companies are
more likely exposed to
market manipulation,
Shang warned, adding
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the China mining confe-
rence in Tianjin with
hopes of securing funds.

Centaurus Resources,
which is focused on iron
ore in Brazil, was looking
to lock in a financial
investor to help it expand.
It plans to start production
at one of four mines,
which together have a
combined annual capacity
of 4 million tons.

"Really, we want to find
the right partner to be
there for the big project
down the track," Manag-
ing Director Mark
Papendieck said.

Many banks, at least in
the near term, may be
reluctant to help. "When
the banks look at mining
projects they are definitely
gun shy," said Nick
Halkas, director, mining &
metals, investment bank-
ing, at Standard Bank.

"In terms of projects
moving forward, those
projects would have to be
low cost, and on the
technical side at this point
in time, absolutely no
short cuts."

Source: China Dailv

these companies are still
less capable in face of
market risks as they are
relatively small compared

with  the main board
companies.
"Investors should ac-

quaint themselves of the
GEM features and their
own risk acceptability to
decide whether or not
participate in the GEM
shares trading," warned
the SSE.

Source: Xinhua News
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Metal & Mining

Steel Output May 'Con-
tinue' To Peak

China's daily steel
produc-tion in September

match-ed the previous
month's record, and
output was likely to

remain high during the
rest of the year despite
efforts to curb oversupply
in the industry.

The country's crude steel
output  touched  50.7
million tons in September,
up 29% from September
2008, but down 3.1%
compared to the August
record.

Ore Prices Up 11% On
Hopes Of Revival

Despite uncertainty in the
steel market due to poor
demand for long products,

iron ore prices have
moved up 11% in a month.
The prices gained on

hopes of revival in cons-
truction projects that were
hit because of last year’s
global economic rece-
ssion.

The benchmark iron ore
price, including freight, ex-
Chinese ports, firmed up
to $91 a ton this week as
against $82 a ton a month
ago. However, lower grade
ore with 58% iron content
remained flat at $75 a ton.

Stakeholders of the steel
industry, meanwhile, are
unhappy, as demand for
long products needs to
catch up, while flat pro-
ducts are doing reason-
ably well on rising con-
sumption of white goods
and other similar products
where steel flat is used
abundantly.

“The steel industry is in a

On a daily basis, how-
ever, September's output
matched August's daily
output of 1.69 million tons.

The government said it
would curb the expansion
of six sectors including
steel by withholding app-
roval for new investment
and by tightening
financing.

Although oversupply had
pushed steelmakers to cut
prices and squeezed their
profit margins, it was un-
likely they would curb pro-
duction, leading to high
output in the rest of the
year.

complete turmoil with so
much of uncertainty. lron
ore prices are not fixed,
neither for the current year
nor are there any indi-
cations for the next year.
China is yet to take any
clear stance on iron ore
prices, which BHP, Rio
and Vale are vying for.
Hence, there is no clarity
on steel business today,”
said R K Sharma, secre-
tary general, Federation of
Indian Mineral Industries.

According to industry sour-
ces, China is gradually
increasing mine acquisi-
tions in underdeveloped
African countries, including
Zambia and Angola, where
an abundance of proved
natural resources await
exploration and local
governments invite over-
seas participations. China,
the world’s largest steel
producer, is targeting 600
million tons (MT) of output
this year as against 500
MT last year.

India contributes about
100 MT of China’s total
iron ore consumption of
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"Chinese steel mills re-
main reluctant to reduce
production as long as they
can maintain operations
even when they are
suffering from poor profits
or mild losses," said Xu
Xiangchun, a senior ana-
lyst at consultant firm
Mysteel. "That's because
they need to battle for
market share. Cutbacks
only happen when steel-
makers are forced to curb
production due to heavy
losses."

Source: China Daily

about 700 MT. As local
mills are not geared up to
use fines, India will
continue to meet China’s
ore deficit on a spot basis
only, said Vimal Kumar
Somani, Director of Top-
worth  Group of Com-
panies, a Raipur-based
sponge iron producer.

India, especially Goa, is
now capable of handling
ships of a maximum of
30,000 tons lifting capa-
city, as compared to
400,000-500,000 tons in
Australia and Brazil,
where China has been

importing raw materials
from.
Meanwhile, sponge iron

producers have also rais-
ed prices by 7-8% or Rs
600-800 a ton to Rs
13,600 a ton on rising raw
material prices and inven-
tory pick up by steel

majors. Coal, a major
ingredient for making
sponge iron, has also

gone up by 15%.

Source: Business Standard
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Despite uncertainty in the steel
market due to poor demand for long

products,

moved up 11% in a month.
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China Retail Sales
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China has a rapidly growing
number of rich people B 825,000
with a personal wealth of more
than RMB 10 million.

Consumer / Retail

HP Wants A Larger
Share Of The Rural PC
Market

Global PC giant Hewlett-
Packard is speeding up its
business in rural China,
eager to win a larger share
of the growing, but largely
untapped market.

Chinese rural residents
account for half of China's
population, but the aver-
age per capita annual
income is around $700.
Although it's a market
that's difficult to penetrate,
market research  firm
Gartner Inc said affordable
prices and free add-ons
will attract many who
never owned a personal
computer.

The Chinese government's
rural PC program is ex-
pected to create 1.5 million
new PC shipments in
China this year.

More than 400,000 PCs
were sold by August under
the program, which gives
rural residents a 13%
rebate if they purchase
selected products.

About 40% of PCs sold
under the program were
from Lenovo, while US-
based HP accounted for
about 1% of sales,
according to the Ministry of
Commerce.

Wal-Mart To Invest $24M
in Sichuan Stores

Wal-Mart (NYSE:WMT)
plans to invest $24 million
in opening five new stores
in different Sichuan cities
and is considering building
its fourth China logistics

center in the province.
Wal-Mart China Senior
Business Director Liao

ARC CHINA WEEKLY

Although HP is not a
newcomer in China's rural
market, its rural computer
market was previously
targeted at coastal regions
where farmers earn more
than in western regions.

HP's Chinese rival,
Lenovo, has been working
to expand its reach to rural
counties and villages since
2004 and currently holds
42.4% of China's rural
computer market.

Founder, another Chinese
computer maker, has also
been expanding into rural
areas since 2004 and now
has 5,000 shops in towns
and villages.

HP's market share in
China increased to 14%
during the first half of this
year, up from 5% in 2005,
according to research firm
IDC. The company now
has 7,000 stores and
10,000 resale partners in
China.

HP is also planning to
establish 700 new county-
level stores within the next
three years.

Isaiah Cheung, vice
president and general
manager of the Personal
Systems Group for HP
China and Hong Kong,
began introducing HP
products to third-tier cities

Honghui said that the
company has spent more
than $100 million opening
over 30 stores in western
China in the past ten years
and that it plans to open
another two stores, in
addition to the five
mentioned, in the Sichuan
cities Chengdu and
Mianyang in 2010. Liao
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and remote, rural areas
six years ago.

HP has since been
growing at twice the

industry average, making
it the largest foreign
computer maker in China,
second only to domestic
market leader Lenovo.

In May, HP launched its
"Harvest Plan" in joining
China's PC subsidy
program.

The Ministry of
Commerce in  March
announced four large
global PC vendors and 10
domestic PC makers as
winners of the bid to
supply PCs to 13
provinces for one year as
part of the rural computer
subsidy program.

All participating PC
models are priced from
$290 to $510 each, lower
than the traditional retail
price. Of these models,
67% are sold for less than
$500 each.

"The rural area is not a
mature market, so HP not
only hopes to earn money
from the market, but we
also would like to foster a
market by boosting rural
informationization," he
said.

Source: China Dailv

also noted the company's

three existing Chinese
logistics  centers  are
located in  Shenzhen,
Tianjin and Jiaxing,

Zhejiang province.

Wal-mart had 158 stores
in China by September 1.

Source: JLM Pacific Epoch



Recent Transactions

China Agritech Receives

Investment From The
Carlyle Group
China Agritech, Inc.

(NasdagGM: CAGC), a
leading national organic
fertilizer manufacturer and
distributor in China,
announced the closing of a
private placement with
Carlyle Asia Growth Part-
ners, of 1,392,768 shares
of common stock and
warrants to purchase up to
additional 928,514 shares
for aggregate gross pro-
ceeds of $15 million.

The Carlyle Group through
its affiliates holds approxi-
mately 16.5% of the issu-
ed and outstanding China
Agritech common stock. If

Zhongpin Closes $60
Million Public Offering
Of Common Stock

Zhongpin Inc. (Nasdaq:
HOGS, Zhongpin) announ-
ced the closing of a public
offering of 4,000,000
shares of common stock,
and the sale of additional
600,000 shares of
common stock at the
public offering price of
$13.25 per share pursuant
to the over-allotment op-
tion exercised in full by the
underwriters prior to the
closing, which brings the

Milestone Invests $19
Million Into Huangguo-
shu Natural Spring
Water

Milestone  Capital has
signed a Financing
Agreement with HuaSen
Health International Group
(HHI) to invest $19 million
into HHI.

The investment will be
used to promote HHI's
Huangguoshu natural

the Company fails to meet
a net income target of
$11.5 million for fiscal year
2009, The Carlyle Group
affiliates will be issued
additional common stock
and the initial warrant
exercise price of $10.77
per share will be reduced,
thereby resulting in
additional warrant shares.
The investment will be us-
ed for business expansion
and working capital
purposes.

As part of the agreement,
the Carlyle Group has the
right to appoint one direc-
tor to the Board and thus
expand the Board mem-
bers to six. The Carlyle
Group also has the right to
invest $5-10 million in any

total number of shares
sold by Zhongpin in this
public offering to
4,600,000 shares and the
total gross proceeds to
$60.95 million. The aggre-
gate net proceeds receiv-
ed by Zhongpin totaled
approximately $56 million
after deducting underwrit-
ing discounts and commi-
ssions and offering
expenses.

Zhongpin intends to use
the proceeds for expan-
sion, to repay short-term
indebtedness and  for

spring water brand and
IPO in another 3-5 years.
With this investment, HHI
is expected to expand its
natural spring water pro-
duction capacity by 8
times of its current scale.
Huangguoshu is expected
to become the top natural
spring water producer in
Asia.

Milestone primarily invests
in high-growth  Chinese
technology and media
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additional financing by the
Company undertaken
during the 1-year period
commencing on the
closing date.

China Agritech, Inc. is
engaged in the develop-
ment, manufacture and
distribution of liquid and
granular organic com-
pound fertilizers and relat-
ed products in China. The
Company has developed
proprietary formulas that
provide a continuous
supply of high-quality agri-
cultural products while
maintaining soil fertility.
The Company sells to
farmers located in 28
provinces of China.

Source: Zero2IPO

working capital and
general corporate pur-
poses.

Zhongpin is a meat and
food processing company
that specializes in pork,
pork products, vegetables,
and fruits in China. Its
distribution  network in
China covers 20 provinces

plus Beijing, Shanghai,
Tianjin, and Chongqing
and includes more than

3,000 retail outlets.

Source: Yahoo Finance

companies seeking expan-
sion or M&A opportunities,
including Focus Media,
(NASDAQ: FMCN), Trina
Solar (NYSE: TSL), and
VisionChina (NASDAQ:
VISN).

Founded in 2007, HHI is
engaged in the develop-
ment, production, and
marketing of healthy food
and drinks.

Source: Zero2IPO
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M&A Involving Chinese

Companies
(2006 - 2008)

$135.7

7 $335

2006

2007 2008

Amount
($Bn)

- $180

- $160

- $140

- $120

P - $100

- $80
- $60
- $40
- $20
- $0

| Amt (§Bn) —s—# of Deals

Source: Capital IQ

in China (2006 -2008)

2006 2007 2008

Total Venture Capital Investment

# of Deals Amount ($Bn)
700 -$7.0
607

600 - - $6.0
4009 394 439 - $4.0
300 - - $3.0
2004 18 L $2.0
100 -$1.0

0 - - $0.0

| B Amt Invested (SMM) —s—# of Deals

Source: Zero2IPO
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