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China PMI signaled healthy recovery
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CPlI inflation on upward trend
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Average prices of food in 50 cities keep
increasing
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Inflation: a concern but manageable

China’s upwardly creeping CPI inflation will continue to be a major market
concern in 1H13. The recent release of January PMI indicated that
economic momentum is picking up which poses an upside risk to CPI.
Opting for reverse-repos rather than RRR cuts to ensure ample liquidity
during the Chinese New Year reflects that the PBOC is keen to avoid wild
swings in inflation and will maintain a prudent monetary policy in the
hopes of maintaining a balance between stabilizing growth and curbing
prices. We expect prices will surge in 1H13 and turn stable in 2H13 with
China’s inflation staying in the range between 3% and 4% in 2013.

Economic indicators showed signs of surging inflation. The new
order index of manufacturing PMI experienced a 0.4% increase to
51.6% in January, indicating strong recovery of manufacturing sector.
Under the non-manufacturing PMI, the increase of intermediate input
price index (from 53.8% to 58.2%) and subscription price index (from
50% to 50.9%) subtly suggested that inflationary pressure is on upside
push. Also, recent CPI inflation has been mainly a function of rising
food prices which surged in November and December on
month-to-month basis. A close examination of average price of food in
50 cities shows that the food prices of a wide range of products are
trending upward. Taking into account the severe winter weather, the
seasonal effects, and continuous fund inflow, we expect higher
short-term inflation will remain intact and January CPI inflation will
reach 2.5%.

Ways to resist inflation. Other than controlling overall liquidity of
the economy, China can smooth the precipitous rise in the CPI by
adopting administrative measures to control inflation in major
agricultural products and allowing more appreciation in renminbi.
Although China’s inflation is on the upward trend, it is still under
control and we believe chances of conducting administrative measures
are slim.

Selective monetary loosening. We expect the PBOC will keep its key
policy objective of maintaining stable inflation in the short term while
conducting reverse-repos to manage liquidity in the economy. This,
coupled with the PBOC’s “prudent” policy stance designed to keep
inflation in check and curb rising property prices, will serve to manage
overall inflation between 3% and 4% in 2013.

Beneficiaries of inflation. As inflation remains a key concern for the
market, together with the coming holiday season, we believe the
consumer sector will continue to outperform other sectors. Among the
stocks we like is China Yurun Food (1068 HK). We also believe
department stores such as Golden Eagle (3308 HK) will see a
near-term boost in margins. In addition, we expect short-term
inflationary pressure and seasonal effects will boost returns on the
agricultural sector. Sinofert (297 HK) and China Agrotech (1073
HK) will benefit from the upside. Real estate is another traditional
hedging tool against inflation. COLI (688 HK) and CR Land (1109
HK) are our picks.
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Sub-indexes of non-manufacturing PMI suggested hiking prices
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China stock market in line with economic outlook
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China Economic Indicators

2012 2013
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec | Jan
Real GDP (Y0Y%) 8.1 - = 16 o T4 o 19 | -
Export Growth (YoY %) -0.5 18.4 8.9 49 15.3 111 1 2.7 9.9 116 29 141 | 16*
Import Growth (YoY %) -153  39.6 5.3 0.3 12.7 6.3 4.7 -2.6 2.4 2.4 0 6 24*
Trade Balance (USD/Bn) 27.08 -31.98 518 1853 1813 3191 2528 2643 27.45 3211 1963 316 [21.8*
Retail Sales Growth (YoY%) 14.7 15.2 141 138 137 131 132 142 145 149 152 | --
Industrial Production (YoY %) 114 11.9 9.3 9.6 9.5 9.2 8.9 9.2 96 101 103
PMI - Manufacturing (%) 50.5 51 53.1 53.3 50.4 50.2 50.1 49.2 49.8 50.2 50.6 50.6 |504
PMI - Non-manufacturing (%) 55.7 573 58 56.1 552 567 556 563 537 555 556 56.1 |56.2
FAI(YTD) (YoY%) 215 20.9 202 201 204 204 202 205 207 207 206 | --
CPI (YoY%) 45 3.2 3.6 3.4 3 2.2 18 2 19 1.7 2 24 | 25*
PPI (YOY%) 0.7 0 -0.3 -0.7 -1.4 2.1 -2.9 -3.5 -3.6 28 22 -19 |-1.3*
M2 (YoY%) 12.4 13 13.4 128 132 136 139 135 148 141 139 138 | 14*
New Lending (CNY/Bn) 7381 7107 1011.44 681.8 793.23 919.83 540.1 7039 6232 505.2 522.9 454.3 [1000*
* indicates forecast number
World Economic/Financial Indicators
Equity Index Global Commodities Bond Yields & Key Interest Rates
. Chng. . Chng. Volume . Chng.
C::isc'zg WTD  P/E Cl‘fr?e'r:/c Pricc  WTD  (5-day \E:;')d WTD
(%) 4 (%) average) ? (%)
us NYMEX WTI  USD/bbl 96.26 -1.54 219599.60 US Fed Fund Rate 025  0.00
DIJIA 13979.30 -0.22 1368 ICE US Prime Rate 325 0.0
S&P 500 1511.29 -0.12 14.93 Energy Brent USD/bbl 116.59  -0.15  216799.20 US Discount Window 0.75 0.00
NASDAQ 3171.58 -0.24 25.65 “YtMEIXG Ul\igﬂ:ﬂ 3.43 3.88 130290.20 us TI'ESLIfy (1 Month) 0.0608 199.51
MSCIUS 144448 -0.12 1524 atural ©>as US Tresury (10Yr)  1.9999 -0.74
Europe LME Aluminum USDIM 57500 071 1624140 USTresury (30Yr) 32127 -0.16
FTSE 100  6316.77 -0.48 16.49 Cash T
. Japan 10-Yr
DAX 768124 -1.94 16.02 LME Primary Government Bond 0.7780 091
CAC40 370432 -1.83  12.60 Q‘g&”;g‘"?n US?"V' 211250 -0.59 40122.00 China 10-Yr
IBEX 35 8138.80 -1.10 N/A Forward 9 Government Bond 3.6100  0.00
MSCIUK 186165 -0.99 16.43 ECB Interest
CMX Copper ] " . 0.7500  0.00
MSCI 103.32 194 1578 Basic Metals Active Contract USD/lb. 37575 -071 5578940 Rate (Refinancing)
France LME Copper 3 1-Month LIBOR 0.1992 0.00
MSCI 107.79  -2.05 1553 Month Rolling US_I?/M 827000 -0.24 5388220 3 Month LIBOR 0.2955  0.00
Germany Forward 3-Month SHIBOR 3.8929 0.12
MSClitaly 4935 320 N/A TSI Iron Ore 3-Month HIBOR 0.3850 -0.18
Asia Fines 62% Fe Corporate Bonds (Moody’s Seasoned
NIKKEI 225 1146375 243  26.27 Spot CFR China  USP 15420 065 N/A P ( po a5 38
HSI 2325693 -1.96 11.92 Index — Baa 488 167
HSCEI 1184925 -2.99  9.84 CMX Gold © 167040 006  10998.00
CSI300 277584 119 1393 breci USOEZ)/T
recious - .
(S:SE L 23448 04 1341 Motals CMX Silver o, 3169 -0.85 48530.40 Note:
omposite NYMEX USD/T. 1. Data source: Bloomberg,
(sizoﬁﬁ)osite 95152 077 2759 Platinum oz /6610 128 7078.20 Ee(ti_efall Re’SBefve Bank];
CBOT Corn USD/bu 725.00 -1.49 143211.00 atlona ureau 0
i 4. 2. . o -
MSCI China  64.36 2.08 11.20 Agricultural CBOT Wheat USD/bu 75425 -1.41  60856.60 Statlstlc§ of China, ABCIS
MSCI Hong i 2. US Discount Window,
Kong 1176266 -1.95 1242 Products NYB-ICE Sugar USD/Ib. 1852 -1.96 58822.40 Corporate Bond Aaa and
MSCl Japan 580.77  -0.32 2329 CBOT Soybeans USD/bu. 1488.25 0.95 111729.20 Corporate Bondm Baa are
as of February 1", 2013.
3. Data related to U.S. is as
Currency of February 5" 2013.
USD/ CNY Other data is as of
h
Euro/USD GBP/USD AUD/USD USD/JPY USD/CHF USD/CAD USD/CNY USD/HKD ~ NDF February 6", 2013
12 Month
Spot Exchange Rate  1.3528  1.5648  1.0305 93.8100 09128 09965 62320  7.7536  6.3225
Chng. WTD (%)  -0.82 -0.29 -0.98 -1.11 -0.53 0.00 -0.08 0.05 -0.08
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Disclosures

We, Lam Chiu Kei, Banny, and PAN Hongxing, Paul,being the persons primarily responsible for the content of this research
report, in whole or in part, hereby certify that all of the views expressed in this report accurately reflect our personal view
about the subject company or companies and its or their securities. We also certify that no part of our compensation was, is,
or will be, directly or indirectly, related to the specific recommendations or views expressed in this report. We and/or our
associates have no financial interests in relation to any listed company (ies) covered in this report, and we and/or our
associates do not serve as officer(s) of any listed company (ies) covered in this report.

Definition of equity rating

ting Definition

Buy Stock return > Market return rate

Hold Market return — 6% < Stock return < Market return rate
Sell Stock return < Market return — 6%

Stock return is defined as the expected % change of share price plus gross dividend yield over the next 12 months
Market return: 5-year average market return rate from 2007-2011
Time horizon of share price target: 12-month

Definition of share price risk

Rating Definition

Very high 2.6 <180 day volatility/180 day benchmark index volatility

High 1.5 <180 day volatility/180 day benchmark index volatility < 2.6
Medium 1.0 <180 day volatility/180 day benchmark index volatility < 1.5
Low 180 day volatility/180 day benchmark index volatility < 1.0

We measure share price risk by its volatility relative to volatility of benchmark index. Benchmark index: Hang Seng Index.
\olatility is calculated from the standard deviation of day to day logarithmic historic price change. The 180-day price
volatility equals the annualized standard deviation of the relative price change for the 180 most recent trading days closing
price.

Disclosures of Interests
ABCI Securities Company Limited and/or its member companies (“ABCI”) may pursue financial interests to the companies

mentioned in the report.

Disclaimer

This report is for our clients only and is for distribution only under such circumstances as may be permitted by applicable law.
It has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. It is
published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities
or related financial instruments. No representation or warranty, either expresses or implied, is provided in relation to the
accuracy, completeness or reliability of the information contained herein. This report should not be regarded by recipients as a
substitute for the exercise of their own judgment. Any opinions expressed in this report are subject to change without notice
and may differ or be contrary to opinions expressed by other business areas as a result of using different assumptions and
criteria. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially
different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales
personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information. ABCI
Securities Company Limited is under no obligation to update or keep current the information contained herein. ABCI
Securities Company Limited relies on information barriers to control the flow of information contained in one or more areas
within ABCI Securities Company Limited, into other areas, units, groups or affiliates of ABCI Securities Company Limited.
The compensation of the analyst who prepared this report is determined exclusively by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking revenues,
however, compensation may relate to the revenues of ABCI Securities Company Limited as a whole, of which investment
banking, sales and trading are a part. The securities described herein may not be eligible for sale in all jurisdictions or to
certain categories of investors. The price and value of the investments referred to in this research and the income from them
may fluctuate. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may
adversely affect the value, price or income of any security or related instrument mentioned in this report. For investment
advice, trade execution or other enquiries, clients should contact their local sales representative. Neither ABCI Securities
Company Limited nor any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising
out of the use of all or any part of this report. Additional information will be made available upon request.

Copyright 2013 ABCI Securities Company Limited
No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without
the prior written consent of ABCI Securities Company Limited.

Office address: ABCI Securities Company Limited, 13/F Fairmont House, 8 Cotton Tree Drive, Central, Hong Kong.
Tel: (852) 2868 2183




