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i : * China’s CPI rebounded to 0.9% in Apr from 0.4% in Mar,
Economic InSIth slightly below the market expectation of 1.0%. The CPI
rebound in Apr was mainly driven by rising non-food prices
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positive impact on the earnings expectations for upstream

., industrial companies; conversely, it may have a negative
China’s PPI rebounded impact on the earnings expectations for mid-to-downstream
significantly in April industrial companies

* On the whole, CPI inflation, especially the core CPI inflation is
still relatively weak. Monetary policy will remain stable without
major sharp turns. For the next few months, as domestic
demand continues to strengthen and international commodity
prices rebound, PPl would remain high; CPl would be
moderate due to a higher base and falling pork prices

China’s CPI rebounded to 0.9%" in Apr from 0.4% in Mar, slightly
below the market expectation of 1.0% (Exhibit 1). Overall food
inflation remained at -0.7% in Apr, dragging down CPI by 0.14ppt.
Non-food prices edged up to 1.3% in Apr from 0.7% in Mar, boosting
CPI by 1.05ppt. On a MoM basis, CPI inflation edged up to -0.3% in
Apr from -0.5% in Mar. In 4M21, consumer prices rose 0.2%.

Exhibit 1: China’s CPI and PPI in Apr(%)
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The CPI rebound in Apr was mainly driven by rising non-food prices.
May 12, 2021 For non-food items, the price of transportation and communication
rose 4.9% in Apr, mainly due to the 19.4% jump in transportation fuel,
while communication tools price was up by 6.7%. In detail, the prices
of air tickets, gasoline, and diesel rose 26.9%, 20.1% and 21.9%,
respectively. In addition, the prices of cultural and entertainment
services and education services rose 2.2% and 2.0%. For food, with
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the continuous recovery of live pig production and decline in
consumer demand, pork price in Apr fell 21.4%, 3.0ppt lower than
that of the previous month, dragging down the CPI by about 0.49ppt.
Notably, pork prices was down 11.0% MoM, compared with the
10.9% drop in Mar. Prices of beef and mutton rose 4.1% and 9.4%.
Fruits price was up 2.7%, liftng CPI by 0.05ppt, while fresh
vegetables price dropped 1.3%, dragging down CPI by 0.03ppt.

PPI rebounded further to 6.8% in Apr from 4.4% in Mar, above the
market expectation of 6.5%. Inflation in producer industries advanced
further to 9.1% in Apr from 5.8% in Mar, driving up PPl by 6.76ppt.
Inflation in consumer goods industries rebounded slightly to 0.3%
from 0.2% in Mar, boosting PPI by 0.07ppt. PPl was 0.9% MoM,
down from the 1.6% increase in the previous month. For 4M21,
producer prices rose 3.3%.

The sharp rebound of PPI in Apr was mainly due to the low base
effect and the rebound in commodity prices, including oil, non-ferrous
metals, and ferrous metals. Among the major industries, the price of
oil and natural gas extraction industry rose 85.8% in Apr, up 62.1ppt
MoM; the price of ferrous metal smelting and rolling processing
industry jumped 30.0%, up 8.5ppt MoM; the price of non-ferrous
metal smelting and rolling processing industry went up 26.9%, up
5.6ppt MoM; the price of petroleum, coal and other fuel processing
industries climbed 23.8%, up 9.9ppt MoM; the price of chemical raw
materials and chemical products manufacturing industries increased
by 17.5%, up 6.1ppt MoM; the price of coal mining and washing
industries rose 13.3%, up 6.4ppt MoM. The sharp rebound in PPI
prices in Apr is expected to have a positive impact on the earnings
expectations of upstream industrial companies, but it may have a
negative impact on the earnings expectations for mid-to-downstream
industrial companies.

On the whole, despite the sharp rebound of PPI in Apr, CPI inflation
remained weak. Excluding the volatile food and energy prices, core
CPI inflation rose only 0.7% in Apr, indicating that consumption is
weaker than production. In addition, historical data in recent years
has shown that PPI inflation can only exert limited pressure on CPI,
which confirms the need for a consistent policy without any sharp
turns. A moderate CPI inflation is unlikely cause disturbances to
monetary policy, which has remained stable so far. For the next few
months, as domestic demand strengthens and international
commodity prices rebound, PPI is expected to remain high and
2021E PPI is expected to be 4.5%. CPI will maintain a moderate
trend due to a high base and falling pork prices and 2021E CPI is
expected to be 1.2%.
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Analyst Certification

I, Yao Shaohua, Andy, 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.

Definition of equity rating

Rating | Definition

Buy Stock return rate= Market return rate (~10%)

Hold - Market return rate (~-10%) < Stock return rate < Market return rate
(~10%)

Sell Stock return < - Market return (~-10%)

Notes: Stock return rate: expected percentage change of share price plus
gross dividend yield over the next 12 months

Market return rate: average market return rate since 2008 (HSI total return

index 2008-20 CAGR at 9.2%)

Time horizon of share price target: 12-month

Stock rating, however, may vary from the stated framework due to factors
including but not limited to: corporate governance, market capitalization,
historical price volatility relative to corresponding benchmark index, average
daily turnover of the stock relative to market capitalization of the stock,
competitive advantages in corresponding industry, etc.

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. ABCl 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
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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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