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Ranking Country 2005  Country 2005 GDP
Nominal PPP
GDP (USDbn)
(USDbn)
1 us 12455.1 US 11651.1
2 Japan 4505.9  China 7642.3
3 Germany 27819  Japan 3737.3
4 China 22289 India 3389.7
5 UK 21926  Gemany 2335.5
6 France 21102 UK 1845.2
7 ltaly 1723.0  France 1769.2
8 Spain 11237 ltaly 1622.4
9 Canada 11152  Brazil 1507.1
10 Brazil 7941  Russian 1424.4
Federation
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China’s challenge
e China now the fourth biggest national economy measured
in current exchange rates

e Using World Bank estimates, it is already the second
biggest economy using purchasing power parity exchange
rates

e On present trends it will match US output in PPP terms by
2010

e By 2050 China'’s output will be twice the size of US output

e China’s per capita income then will be half of US per capita
income — or roughly equivalent to US per capitaincome
today
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Chinais assuming regional centrality

e Chinais emerging as the centre of a regional system of
production and distribution

e China accounts for around one third of total world growth,
and has become the first or second most important export
market for Korea, Japan and South East Asia. It has become
the second most important export market for Australia
(after Japan)

e Korea, Japan and Taiwan are major investors in China, and
not only in final assembly production

e As China grows and incomes increase, its domestic market
becomes an important export market for the region
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The world in 2050

e Today India plus China and the rest of East Asia (excluding
Japan) produce only half of the output of North America,
Europe and Japan

e They are growing much faster, however, and will match by
the middle of the century

e Output growth will be complemented by population growth
(compared to Europe, but not Africa)

e The weight of global economic activity will by 2050 have
shifted to the Asian time zone
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China's Share of World Consumption
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China's Manufacturing Value Added
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Gross Manufacturing Exports

16 Per cent of World Manufacturing Exports Per cent of World Manufacturing Exports
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Per cent of World Manufacturing Exports

Net Manufacturing Exports

Per cent of World Manufacturing Exports
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|Ra|i( |Glir|a's top 10 exporters, 2005 |Parent Company |Export value, USD
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HONGIU JIN FreciSIon INQUSTrY (SNenzren)
Co.lid
Tech-Front (Shanghai) Computer Co., Lid

MatoralalChing)Electronics Lid
Maintek Computer (Suzhou) Co., Lid
China Putian Co.

Inventec (PuDong) Co., Lid
Nokia Investments Inc.{China)

Surmsung Blectronics (Su Zhou)
China Intemational Marine Cortainers (Group)
Co,, Lid

Greatwall Technology Lid.

Source: HSBC, China Siate Stafistics Bureau

Honghai Group, Taiwan 145
Guangda Group, Taiwan 115
Motorola Inc. 65
Asustek Computer Inc. 6.2
Sidle ownedenierprise 4.3
Inventec Corporation 4.2
INCkla Cormporation 3.6
Sumsung Electronics,

Korea 35
State ownedenfeprise 3.2
IBM 3.0

HSBC <»




China’s growth driven by labour productivity

12 -
104
L
¥ 6
4]
24
0
91-00 0 R it [ 05 06
mGDP Productivity mEmployment
Source: CEIC
10 Labour productivity growth
9
8
27
26
& 5
g ¢
g 3
2 I
1
China Indla EU 12 Japan us
2006 200006

14

Source: The Conference Board

HSBC <»




%

70 -
60 4
50 4
40 4
30
20 4
10 -J
0 4
Agriculture Industry and Tertiary
construction

[l Share of GDP ;= Share of employment

Source: CEIC

15 HSBC <»
80 %
75
70 4
65
60 rrrrvrrrrrrrrrrrirrrrrrTrrorrorrrona
78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
Rural employment as % of total
16 HSBC <»

Source: CEIC




Employment share of Agriculture in Asia, since growth takeoff*
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Output per capita, since growth takoff*
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China onshore spot market
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2 Year (annual average) 2001 2002 2003 20041 20051 2006f 2007f 2008f
Nominal GDP {RMBbn) 10988 12,033 13,582 15,988 18,387 20,841 23,582 26,625
Real GDP 83 a1 100 1041 102 10.7 10.0 10.5
Nominal fixed asset investment 131 169 21.7 268 26.0 24.0 220 240
Merchandise exports 68 23 347 34 284 a2 200 230
Merchandise imports 82 21.2 3949 36.0 17.6 200 18.0 200
Real industrial production {excl. emall enterprises) a7 127 167 16.3 15.9 162 15.8 160
Nominal Retall sales 101 8.8 9.1 133 12.9 137 143 150
Consumer prices 07 0.8 12 39 18 15 24 22
Current account (% GDP) 1.3 24 2.8 3.6 72 6.0 55 48
Buclget balance (% GDP) 23 26 22 13 1.2 12 1.0 10
Foreign reserve (LUS$bn) 2122 2854 403.3 609.9 &18.9 1066.3 1850 12950
CNY/USD 83 83 83 8.3 8.1 78 74 11
Zmonth time depasit (%) 2.0 17 1.7 1.7 1.7 17 26 26
1-yr lending (%) 59 54 53 54 5.6 59 69 69
Source: HSBC
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2006 US export 2006 US export
growth, % Yr growth % point
contributions

Canada 8.8 2.1

Mexico 115 1.5

China 317 1.5

Germany 209 0.8

UK 17.6 08

Korea 16.9 0.5

Netherlands 17.4 0.5

Japan 75 05

Singapore 19.6 04

Brazil 25.1 0.4

Switzerland 341 0.4

UAE 405 0.4

Total US exports 145 14.5
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RBA index of commodity prices: Non-rural component: Base metals: SDRs
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Merchandise exports by category
$m sa, annual
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Merchandise exports
Index 2000=100
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Commodity prices and AUD/USD
USD/AUD, 2001/02=100
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Australian export volumes
Index: 2000=100
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Exports
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Manufactured exports
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PPP GDP 2005

(millions of
Ranking Economy international doliars)
1 United States 12,409 465
2 China 8,572,666 a
3 Japan 3,843,754
4 India 3,815,553 b
5 Germany 2417537
g United Kingdom 1,926,800
7 France 1,829,559
8 Italy 1,667,753
9 Brazil 1,627,262
10 Russian Federation 1,565,034
1 Spain 1,133,539
12 Canada 1,061,236
13 Korea, Rep. 1,056,054
14 Mexica 1,062,443
15 Indonesia 247 415
16 Australia 643,066
17 Turkey 612,312
18 Argentina 5R8,755
19 South Africa 5579716
20 Thailand 549,265
21 Iran, Islamic Rep. 540,207
22 Metherands 537,675
23 Poland 533,552
24 Philippines 408,637
25 Pakistan 74313
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Disclaimer

The research analyst(s) who prepared this report certifies(y) that the views expressed herein accurately reflect the research analyst's(s’) personal views
about the subject security(ies) and issuer(s) and that no part of his/her/their compensation was, is or will be directly or indirectly related to the specific
recommendation(s) or views contained in this research report.

*in this publication, HSBC Group offices are indicated by the following codes:

‘AU’ HSBC Bank plc — Sydney Branch and HSBC Bank Australia Limited; ‘GB’ HSBC Bank plc in London in the United Kingdom; ‘DE’ HSBC Trinkaus &
Burkhardt KGaA in Dusseldorf, Germany; ‘FR’ HSBC CCF Securities (France) SA in Paris, France; ‘HK' The Hongkong and Shanghai Banking
Corporation Limited, in Hong Kong SAR in China; ‘JP’ The Hongkong and Shanghai Banking Corporation Limited in Tokyo, Japan; ‘US’ HSBC Bank
USA, in New York, USA.

This document has been issued in Australia by HSBC Economics & Investment Strategy unit of HSBC Bank Australia Limited (ACN 48 006 434 162)
AFSL No. 232595 and HSBC Bank plc — Sydney branch (ARBN 98 067 329 015) AFSL No. 232596 (“HSBC”). It is issued in New Zealand on behalf of
the Hongkong and Shanghai Banking Corporation Limited, and is being provided to you otherwise than as a member of the “public” under the Securities
Act 1978 (the Act). By accepting this material you are deemed to have acknowledged that you are a person whose principal business is the investment
of money or who in the course of and for the purposes of your business, habitually invest money in terms of section 3(2)(iii) of the Act. You are
prohibited and should not copy or distribute the attached material to any person and in particular should not distribute the attached material to any
member of the public in New Zealand in terms of the Act. We shall not be liable for damages arising out of any persons reliance upon this information.
Each of the companies listed above (the “Participating Companies”) is a member of the HSBC Group of Companies, any member of which may trade
for its own account as Principal, may have underwritten an issue within the last 36 months or, together with its Directors, officers and employees, may
have a long or short position in securities or instruments or in any related instrument mentioned in the document. Brokerage or fees may be earned by
the Participating Companies believe to be reliable but which have not be independently verified. The Participating Companies make no guarantee of its
accuracy and completeness and are not responsible for errors of transmission of factual or analytical data, or shall the Participating Companies be
liable for damages arising out of any person’s reliance upon this information. All charts and graphs are from publicly available sources or proprietary
data. The opinions in this document constitute the present judgement of the Participating Companies, which is subject to change without notice. This
document is neither an offer to sell, purchase or subscribe for any investment nor a solicitation of such an offer, and is not intended for the use of private
customers of the Participating Companies. In the UK this report may only be distributed to persons of a kind described in Article 11(3) of the Financial
Services Act 1986 (Investment Advertisements) (Exemptions) Order 1996 (as amended). The protections afforded by the UK regulatory regime are
available only to those dealing with a representative of HSBC Bank plc in the UK. This document is intended for distribution in the United States solely
to “major institutional investors” as defined in Rules 15a-6 of the US Securities Exchange Act of 1934 and may not be furnished to any other person in
the United States. Such recipients should note that any transaction effected on their behalf will be undertaken through HSBC Securities (USA) Inc. in
the United States. Each major US institutional investor that receives this document by such act agrees that it shall not distribute or provide a copy of the
document to any other person. The document is intended to be distributed in its entirety. No consideration has been given to the particular investment
objectives, financial situation or particular needs of any recipient. Unless governing law permits otherwise, you must contact a HSBC Group member in
your home jurisdiction if you wish to use HSBC Group services in effecting a transaction in any investment mentioned in this document.
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