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Comment on the PMI Data of Jan 2012: Stabilization of the economy

lacks a rock-solid foundation

Event: CFLP announced on 1 Feb 2012 that China’s Jan PMI data came in
at 50.5% (up 0.2ppt from Dec 2011) and its Jan HSBC PMI data was 48.8%
(up 0.1ppt MoM).

Stabilization of the economy lacks a solid foundation. In our view, the long
Chinese New Year holiday has shortened the actual sampling period of the
PMI questionnaire. The expansion momentum, as indicated in the current
data, is primarily driven by the preparation of stocks in the consumption
sector and the concentrated purchase of raw materials in some sectors
before the holiday, which drove up the new orders acquired by enterprises.
The order backlog index was at a noticeably low level, implying that
enterprises are still in the process of de-stocking; and the import & export
order index continued plunging on the gloomy foreign demand. The HSBC
PMI data (taking SMEs as the main samples) came in at 48.8%. Albeit a
slight rise compared to the last month, it remained below 50%, showing that
the growth momentum of SMEs is still inadequate. In view of the
unoptimistic prospect of foreign demand and real estate investment, we are
of the opinion that stabilization of the macro economy still lacks a rock-solid
foundation.

Producers of the consumer goods enjoyed a relatively better climate due to
the holidays. By sectors, PMI data for the consumer goods sectors (such as
tobacco, beverage, food processing) was higher than 50%; and that for the
raw materials and midstream sectors (such as metal products, timber
processing, ferrous metals) was lower than 50%. This indicates that
expansion of the consumption sectors remains the main thrust for the
stabilization of productions. As some of the raw materials and midstream
sectors are still hovering below the “critical point”, demand has not improved
markedly.

Prospect of the foreign demand remains austere. In Jan 2012, the new
export order index came in at 46.9%, down 1.7ppts compared to the month
before; and the import index was 46.9%, down 2.2ppts compared to the
month before. The new export order index for 10 sectors (including the
pharmaceutical ~manufacturing sector, the general equipments
manufacturing sector and the metal products sector) was lower than 50%.
The import index for the consumer goods sector, the intermediate goods
sector and the production-use manufactured goods sector was lower than
50%, although that for the raw materials and energy business was higher
than 50%. Due to the possibility of continued spread of the European debt
crisis, IMF cut its projected global economic growth rate to 3.3% recently.
We expect the export growth rate of China to ease markedly during the year.

Active de-stocking of enterprises quickened. The finished goods inventory
index was 48%, slipping 2.6ppts from the month before. By sectors, eight
sectors including the non-metal mineral products sector, the ferrous metal
smelting, rolling & processing sector and the oil processing & coking sector
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Disclaimer

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any
securities in any jurisdiction. The securities referred to in this research report may not be eligible for sale in some jurisdictions. The information contained in
this research report has been compiled by CITIC Securities Brokerage (HK) Limited ("CSBHK") from sources that it believes to be reliable and (subject to
the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this research report are based on such information and are
expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any other person as to its accuracy or
completeness. All opinions and estimates expressed in this research report are (unless otherwise indicated) entirely those of CSBHK as of the date of this
research report only and are subject to change without notice. Such opinions and estimates may be different from or contrary to the opinions presented by
the other business departments, units or affiliates of CSBHK, as different assumptions and standards, different views and analytical methods may be
adopted in the preparation of such other materials, and CSBHK is under no obligation to bring such other materials to the attention of any recipient of this
research report. Neither CSBHK nor its holding companies and affiliates accept any liability a whatsoever for any direct or consequential loss arising from
any use of material contained in this research report or otherwise arising in connection therewith.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investors. The value of or income from any
investment referred to herein may fluctuate and be affected by changes in exchange rates. Past performance is not indicative of future results. This
research report does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected
to make their own investment decision without relying on this publication. Before entering into any transactions in any securities referred to in this research
report, investors should consider their own individual investment objectives and financial situation and seek professional financial, tax and legal advice, as
necessary.

If this research report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for its
distribution. Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this research report or if they
require further information. This research report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and
neither CSBHK, its holding companies, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or
consequential loss arising from their use of this research report or its content.

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this research
report is not permitted under the applicable laws or regulations of such places.

This research report may not be reproduced, distributed or published by any person for any purpose without the prior written consent of CSBHK. All
rights are reserved.

Regulatory disclosures

° The research analysts primarily responsible for the preparation of all or part of this research report hereby certify that: (i) the views expressed in this
research report accurately reflect the personal views of each such analyst about the subject securities and issuers; and (ii) no part of the analyst's
compensation was, is, or will be directly or indirectly, related to the specific recommendations or views expressed in this research report.

° This research report has been produced in its entirety by CSBHK (CE Number: AAE879, regulated by the Securities and Futures Commission in
Hong Kong). This research report is being distributed in the United States by CSBHK pursuant to Rule 15a-6(a)(2) under the U.S. Securities
Exchange Act of 1934 exclusively to "major U.S. institutional investors" as defined in Rule 15a-6 and the SEC no-action letters thereunder.

L] CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in
relation to securities have no disclosable financial interests in the stocks reviewed in this research report.

° CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in
relation to securities have not received compensation from or mandates for investment banking services in the past 12 months from listed
corporations whose stocks are being reviewed by CSBHK in this research report

° CSBHK and each its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in
relation to securities do not have an individual employed by or associated with them serving as an officer of a listed corporation whose stocks are
being reviewed by CSBHK in this research report

° CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in
relation to securities are not market makers in the stocks reviewed by CSBHK in this research report.

° Further information on the securities discussed in this research report is available upon request.

Investment rating system
Performance of stock or sector relative to MSCI-China over next 6 months after research publications

Rating Remark

Buy Relative performance over MSCI-China Index >20%

Overweight Relative performance over MSCI-China Index 5% ~ 20%
Stock rating Hold Relative performance over MSCI-China Index -10% ~ 5%

Sell Relative performance over MSCI-China Index > -10%

NR Not rated

Outperform Relative performance over MSCI-China Index >10%
Sector rating Neutral Relative performance over MSCI-China Index -10% ~10%

Underperform Relative performance over MSCI-China Index > -10%
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