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Strong renminbi Renminbi will continue to thrive in 2H13
UBSZRMB Rampant buying within renminbi market since the beginning of April has
‘\uf"\».,\\ resulted in an over 1.3% rise in the CNY spot rate against the US dollar
o2 . compared to 0.33% in 1Q13. A gloomy global economic outlook with
6.15 M’“‘»\r- possible unwinding of the US’s QE and slower-than-expected China’s
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economic growth start to add to the volatility of renminbi, raising
concerns as to whether the renminbi can sustain its strength in 2H13.
China has proposed to make a plan for currency convertibility under the

capital account this year, indicating that a blueprint for the long-discussed
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reform is in place which stresses the importance of stabilizing the

Source: Bloomberg, ABCIS renminbi through market-oriented reform of China’s interest rate and
exchange rate. The key to healthy appreciation of the renminbi in 2H13
focuses on improving its onshore and offshore circulation, managing
appreciation expectations and enhancing the transparency of the
regulatory framework. We expect acceleration of financial reforms will
further encourage more frequent capital flows and renminbi will be more
market-based in the future, thus enhancing its global usage for trade and
investment. This paves the way for the full opening of the capital account
and a fully convertible renminbi.
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Market turbulence. Possible Fed’s unwinding of QE in 2H13 has
not only given rise to expectations of higher interest rates, but also
it has served to unwind US dollar carry trade and put selling
pressure on all types of investments, including renminbi. At the
same time, Japan’s new QE pledge continues to provide new
liquidity for investment in renminbi assets. These factors may add
to the volatility of renminbi in 2H13.

More integration of the CNY and CNH markets through the
opening of the capital account. The new leadership steps up
efforts to strengthen financial reforms which lay the groundwork for
the renminbi to be fully convertible and a global reserve currency in
the next few years. As the CNH market is a proxy for offshore
demand for renminbi, relaxing capital controls will accelerate the
process of renminbi internationalization and the CNY and CNH will
eventually converge into a single renminbi market. Thus, we are of
the view that strengths of renminbi remain intact in 2H13 and
regulatory reforms, improving the offshore and onshore renminbi
product mix and China’s strong economic fundamentals will drive
renminbi appreciation of 3% in 2013.

Beneficiaries of strong renminbi. The widening range of
financial products denominated in renminbi driven by reforms in
remninbi market will be positive to Hong Kong’s capital markets,
particularly financial institutions such as Hong Kong banks
including BOCHK (2388 HK) and HangSeng (11 HK). China
domestic airlines such as Air China (753 HK) and China
eastern airline (670 HK) will benefit from strong renminbi as
they purchase many aircrafts from overseas in US dollars and
also have debt financing in US dollars
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China Economic Indicators

2012 2013
May  Jun Jul  Aug Sep Oct Nov Dec | Jan Feb Mar Apr | May
Real GDP (YoY%) T 7.4 — = 79 | - 17 | -
Export Growth (YoY%) 153 111 1 2.7 9.9 116 29 141 | 250 218 100 147 |25*
Import Growth (YoY%) 127 63 47 2.6 2.4 24 0 6 288 -152 141 168 |15*
Trade Balance (USD/Bn) 1813 3191 2528 2643 2745 3211 1963 316 | 292 153 09 182 |20.8*
Retail Sales Growth (YoY%) 138 137 131 132 14.2 145 149 152 | 12.3 12.6 12.8 [12.9*
Industrial Production (YoY%) 9.6 9.5 9.2 8.9 9.2 9.6 101 103 9.9 8.9 9.3 |9.2*
PMI - Manufacturing (%) 504 502 501 492  49.8 502 506 506 | 504 501 509 506 |50.8
PMI - Non-manufacturing (%) 552 567 556 563  53.7 555 556 561 | 562 545 556 545 | 543
FAI(YTD) (YoY%) 201 204 204 202 205 207 207 206 | 21.2 20.9 20.6 |20.7*
CPI (YoY%) 3 2.2 1.8 2 1.9 1.7 2 2.4 2.0 3.2 2.1 24 |22
PPI (YoY%) -14 21 29 -35 -3.6 28 22 -19 | -16 -16 19 26 |-27*
M2 (YoY%) 132 136 139 135 14.8 141 139 138 | 159 152 157 161 |15.8*
New Lending (RMB/Bn) 793.23 919.83 540.1 7039 6232 5052 5229 4543 |1070.0 6200 10600 793 |950*
* forecast
World Economic/Financial Indicators
Equity Index Global Commodities Bond Yields & Key Interest Rates
. . hng. Volum: . .
losing el o Uit price WID (ouday Yield e
price ") (%) average) 0 (%)
Us NYMEXWTI  USD/bbl 93.79 1.98 288980.80 US Fed Fund Rate 025 0.0
DJIA 1517754 041 1469 ICE Brent USD/bbl  103.64 3.24 24288540 US Prime Rate 325  0.00
S&P 500 1631.38 0.04 15.93 NYMEX Natural USD/MM 401 063 8824540 US Discount Window  0.75 0.00
NASDAQ 344526 -0.31 23.63 Energy  Gas Btu ' ' ' US Tresury (1 Month)  0.076  400.00
MSCI US 155535 -0.01 16.21 Australia USD/Metri US Tresury (10 Yr) 21392 052
Europe gg‘é‘l’csa;gf eam e Tome 8080 N/A - NIA - ysTresury (30Yr) 33009  0.66
FTSE 100 6512.99 -1.06 16.67 CME Al Japan 10-Yr 0847 117
DAX 8268.55 -0.96 15.44 Cash USD/MT 1920.00 2.25 28064.20 ~ Government Bond : :
CAC40 3906.03 -1.08 16.32 i China 10-Yr
IBEX 35 841470 113 8165 kmimma;y Government Bond 346 08
FTSEMIB 1722968 0.09 270.69 Month Rolling ~ USP/MT 1946.00 210 43499.40  ECB Interest 05 -33.33
Stoxx 600 20886 -067 1991 Forward Ta'\t: (F:;‘fl'_r:;”ggg) . ——
-ivion . -0.
MSCIUK 163846 039 1685 gagopretls SHXCOEL  USDI. 35760 25¢ STBLED yonnLpOR 0200 047
MSCI LME Copper 3 3-Month SHIBOR 3.8838  0.04
Germany 11330 064 1455 Month Rolling ~ USD/MT 7455.00 2.00 58077.00  3-Month HIBOR 0.3771  0.00
MSCI Italy 4955 042 6014 Forward ) Corporate Bonds (Moody’s Seasoned)
Asia Tri:m%FrSFcuzga USD 11660 562  NI/A Aaa 406 -0.73
NIKKEI 225 13014.87 -552 23.94 Index Baa 495 0.0
S&PIASX200 483521 -185  19.60 CMX Gold USD/T. 0z 1399.30 0.48 44429.00
HsI 2206924 -144 1017 Precious _ : Sl :
HSCEI 10473.18 -1.19 8.56 Metals CMX Silver USD/T. 0z 22.48 1.04 39115.40 Note:
CsI300 256054 -1.76 1270 ';'gt'l\f'f;( USDIT. 0z 1496.90 2.40 11059.80 L E.ata souree: B'?\IO'I‘.ber%
. Inance ) ationa
z;g;ompos'te 221093 -129 1219 CBOT Com USDIbu_ 661.75 -0.04 109417.60 Bureau of Statistics of
Composite 101260 -2.24 2954  Agricultural CBOT Wheat USD/bu  708.25 0.39 59800.40 China, ABCIS
MSCIChina 5946 -097 10.02 Products NYB-ICE Sugar USD/Ib. 16.45 -0.60 57088.60 2. ég:tlfallsapof;‘ewlfoa;ﬂeiSStegg
MSCl  HONg e 01p 1077 CBOT Soybeans USD/bu. 1531.25 1.41 71040.40 Anstralia Newcastle 6700 ke

Kong
MSCI Japan 699.13 -0.72  22.60

3.
Currency
USD/ CNY
Euro/USD GBP/USD AUD/USD USD/JPY USD/CHF USD/CAD USD/CNY USD/HKD  NDF
12Month
Spot Exchange Rate  1.3068 1.5364 0.9577  99.7700  0.9479 1.0343 6.1275 7.7607 6.2492
Chng. WTD (%) 0.53 1.09 0.06 0.68 0.76 0.31 0.11 0.02 0.19

GAD fob Steam Coal Spot
price published by
McCloskey

TSI CFR China Iron Ore
Fines Index is calculated
with the 62% Fe
specification, spot price
Date of reported data: 5"
June 2013
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Disclosures

I, Lam Chiu Kei, Banny, being the person 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 my personal view about the subject company or
companies and its or their securities. | 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. | and/or my associates have no financial interests in
relation to any listed company (ies) covered in this report, and | and/or my associates do not serve as officer(s) of any listed
company (ies) covered in this report.

Disclosure of Interests
ABCI Securities Company Limited and/or its affiliates may pursue financial interests to the companies mentioned in the
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.

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.
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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.
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