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Surprise CPI points to solid retail sales

Inflation data surprised the market at 2.9%, though we're convinced part of the reason for this is
the timing of the Chinese New Year, which fell in February this year compared to January in 2017,
meaning the base effect played a large role. Despite this, 2.9% is a lot higher than our 2.0%
forecast.

Digging into the details of the CPI, we find that many consumption items saw very high inflation.
This signals that the Chinese New Year has become an important spending season in China. The
tourism CPI sub-index showed a 13.5% YoY increase in February.

The increase in consumption around the Chinese New Year in Jan-Feb 2018 (consensus 9.8% YoY,
prior (Dec) 10.2% year-to-date YoY) suggests retail sales are likely to gain 10% YoY.

More investment from infrastructure and high-tech
manufacturing

Infrastructure is the main engine behind China's investment growth, with spending on water
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management, environmental protection and public utilities growing at more than 20% in 2017.

Another engine for investment comes from high-tech manufacturing, which needs to install
equipment to cater to increasing demand for goods and services that require advanced
technologies. Investment in high-tech manufacturing grew 17% in 2017.

Even with the Chinese New Year around January and February, growth momentum is likely
to continue from last year. We forecast 7.5% YoY growth in fixed asset investments (consensus
7.0%YoY, prior 7.2% YTD YoY).

1 7 O/O Investment for high-tech manufacturing

2017

Strong growth of industrial production likely to come from high-
tech, too

Though factories were closed for most of the time in January and February, on a year-on-year
basis, we are looking for very good growth in industrial production.

That growth will probably come from high-tech sectors, including industrial robots (+68.1% in
2017), new energy cars (+51.1%) and integrated circuits (+18.2%). The cold winter is also likely

to increase production of electricity. These areas will probably cushion the loss of production from
capacity-cuts in cement, coke and crude oil.

Allin all, we forecast a 7.0%YoY growth of industrial production in Jan-Feb (consensus 6.2 YoY%,
prior (Dec) 6.6%YTD YoY).
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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