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China’sPMI in Oct risesto 55.2% (
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China’'s PMI in October risesto 55.2%, according to latest data released by CFLP
(See Artile from Chinaview). Such a read is the highest since May 2008. PMI is one
of the indicators to gauge the health of manufacturing sector. A PM1 above 50%
indicates that the industry is growing at a decent pace with healthy demand.

China’s PM| has been above 50% since March 2009.
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Hong Kong is China’'s Top FDI Origin (
)

Top FDI Origin to China 2008

30 -

25 +--

20 -

Billion USD

:
0 e N e = e e s i e e e i o s e S =

T . L] . . T T

L]
HE Wireim EIN JrH Coayman By Lie=d V. Emos

| mm 2008 ($Bil) =#=y—o—y change |

15 1__ e e Ly T ey s, o e |

- B0%

e 5“‘.!6-
35 +-- e D L R R e e S T STSCETTETRCEERRELES] |

Hong Kong is China’'s top non-financial FDI (Foreign Direct Investment) Origin.
According to the stats from China’s Bureau of Statistics, Hong Kong invested about
41 Billion USD into mainland China in 2008, a 48% increase from that of last year.
The second biggest origin is Virgin Island, amounting to about 16 Billion USD.
Other main origins are Singapore, Japan, Cayman Island, South Korea and USA
etc. Taiwan is also among thetop ten origins.
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ChinaisUSTreasury Top Holder (
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Top Foreign Holders of US Treasury 2009
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China suapassed Japan to become the top holder of US Treasury Securities.
According to the latest data from US Treasury, as of June 2009, China holds more
than 800 Billion USD in US Treasury, which is about 25% of total US Treasury
Security. China's total foeign reserve is about 2 Trillion (See Graph HERE).
Therefore holdings of US Treasury accounts for about 40% of China’stotal reserve.
The second biggest holder is Japan, holding about 670 Billion USD. The other big
holders are Carribean Banking Centers, Gulf Oil Exportersand UK.
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America is the most powerful state in the camp of world capitalism. However, the
current Obama administration shows a strong signal of socializing the country. For
example, American gover nment now isthe biggest shareholder of some big financial
institutions such as Citi, AIG, BOA, and big manufacturers such as GM. Why shall
the government save these companies? Shouldn’t the government allow them to go
down like what they did to Lehman Brother? It is a big question and debate not
only in America but also in other countries. After all, dueto globalization and world
presense of multinational corporations, a butterfly’s move in America could could
have an impact on almost any corner of the planet.

Chinaand US Trade Talks ahead (

China and US has a bilateral trade
relationship worth about 400 Billion USD a year. This is higher than any other
trading volume between any two countries in the world. This year, China and US
trade volume has decreased to 144 Billion USD during Jan-Aug due to a lot of
reasons. Both countries want to improve the trading relationship and erase the
conflict (See Article about China and US Trade Dispute Here). During Obama’s
visit to China in second half November the two gover nments ar e expected to discuss
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all these issues (SeeArticle from Business Week Here). On American Government’s

agenda there is a long wish list, such as more open Chinese market to medical,
media product, IT product etc, and less protectionistic call from China gover nment

to buy ‘made in China (Isn’t American government to first to call for ‘buy

America’?), and the exchangerate of RMB. On China's side, thelist isat least long:

unjustified tariff on China tires and steel pipe, security of China's holding in US

Treasury and USD reserve, American government’s tendency to be protectionist,
and the committment from American government to curb the CO2 emission to
protect the environment.
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China’ sIndustrial Production and FAI continues
healthy growth ( )
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China’ s Industrial production and Fixed Asset I nvestment continues healthy growth
in Sept 09. The industrial production increased 12.9% y-0-y in September, which is
the highest in the last 12 months. It seems the stimilus program is having a very
positive impact on manufactuers and the production is not affected hugely despite a

slow down in export. The Fixed Asset investment, in the meanwhile, grew 35% y-0-y.
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China has always relied heavily on Fixed Asset investment instead of consumption
for its GDP growth. Most of such Fixed Asst |nvestment comes from Gover nment
investmentsin heavy industries such asrailway and power grid.
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China Money Growth TopsWorld ( )

China Money Growth
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China government and central bank continues with the loose monetary policy in
Sept 09. According to data from People’ s Bank of China, China’'sM2 grew 29.3% y-
o-y in Sept, and China’s RMB Loan grew 34.2% y-o-y. China’s money supply has
been growing at morethan 15% since Q4 2008. Such a growth isone of the fastest in
the world. The government seems to be aware of the loose growth and potential
caveat such as asset bubble and inflation threaten and start to think of tightening
thetap. IT isestimated that the money growth in Q4 09 shall ow down.

09 M2 25%
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China Retail Sales Oct up 16.2% (10 16.2%)
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China’s Retail Sales shows strong growth in October (SeeArticle from China Daily).
Thetotal retail salesamounted to RMB 1170 Billion which is16.2% up from that of
last year. China’s Retail sale had a slow start in the beginning of the year. However,
starting from May 09 the retail sale continues to surprise the media with super

strong growth, including Auto Sales (See Graph from Chinatells). China
government vows to encourage domestic consumption demand and change the
economic structure of over dependent on export. Such a structual change is also

welcomed by international community.

10 1 1 700 16.2%

China Import and Export growth mixed in Oct (10
)
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China Trade year-on-year Growth
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China’'s Export continue to slow down in Oct 09 by 13.8% y-0-y. However, such a
reduction is an improvement from that in Sept (See graph from Chinatells). In the
meanwhile, Import continues the negative growth at -6.4% y-o-y, dlightly slower
than that of Sept. China's Export and Import starts to show negative growth from
Dec 08 mainly due to the recessive growth in US and EU. China gover nment reacted
with agressive monetary easing and pegging of foreign exchange rate. So far the
export pace is still lagging behind that o ‘08, but the sow down has waned and
recovery back to the black seemsright around the corner. Such an outlook shall be

very supportive to China government’s goal to complete GDP growth at minimum
8% for theyear.

10 13.8% 6.4% 12

China Trade Surplus 24 Billion in Oct (10
240 )
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China Trade Balance
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China’'s Trade surplus reached 24 Billion USD in Oct, making the total trade
surplus from Jan to Oct reach 159.5 Billion USD. Based on such trend, a pro-rata
annual trade surplus could be as much as 192 Billion, which is shy from that of 07
and 08 (See Graph from Chinatells), but still higher than 2006. China’s export still
has a negative y-o-y growth compared to last year, however, the import seems to be
hit even harder, directly resulting in an improved surplus. Another reason seemsthe
pegging of RMB to USD, which has attracted waves of critism (See Article from
Chinatells). During Obama’s visit to Beijing in end Nov RMB is expected to be one
of the key issuesto be discussed between China and USA.

10 240 9

China auto Salesamountsto 1.23 Million in Oct (
120 )
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China Total Vehicle Sale - 2009
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China’'s vehicle sales reached 1.23 Million units in October based on total
industrywide counts (See Article from Bloomberg). Thisis an increase of 72 percent
from October last year. Also the passenger car sales reached 946,400 units, which is
a jump of 76 percent from that of last year. However such figure is dight shy of the
salesin Sept, during when China sold a total of 1.33 Million unitsindustrywide. The
government stimulus program has been frequently cited as the biggest support for
China's car sale increase. Whatever reason, the strong growth of car market in
China has attracted most global car makers and the attached industry (see article
from Chinatells). If China’s car ownerhip per capitaisonly half of that of the States,
then all the car makerswill laugh with a dropping jaw on the ground.

10 120
90

Obama, Beijingand RMB ( )
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Isit all about RMB? Or, it is all about
RMB, fool! It seems to make a lot of sense if we link the happenings recently in a
chronicleway. The logic goes like this: Thereisa huge imbalance in world economy
and trade, notably the dramatic trade surplus from China and trade deficit from
USA. One of the top mandate of Obama administration isto address thisimbalance,
by bringing down the account surplus of China and account deficit of America. One
of the key measures to make it happen, seemsto lie in the exchange rate of RMB,
according to some academics and media from the West (See article from NYT). It
seems, however, that China government is resisting such a change. By continually
sticking to the argument that RMB exchange rate is purey internal, China
gover nment refuses to appreciate RMB, which is estimated to be 20% undervalued
at least. American government is not in a position to enforce the revaluation of
RMB, however, what they can do, is to loosen their own monetary policy and flood
the market with cheap money. Under such a scenario, international speculators and
investors borrow USD cheaply and pour the hot capital into China with an
appreciation expectation. It is like a reverse expectation: the more you resist
appreciation, the mor e people expect you to appreciate; and the mor e people expect,
the more pressure for appreciation to happen.

It seems that Obama administration is well prepared to talk Chinese into revaluing
the RMB during his visit to Beijing in Nov. There has been several rounds of trade
skirmish between USA and China (See Article from Chinatélls). There is a large
gpeculation that such mutual rounds of skirmish is just a warm up for the real
battling in Beijing when Obama meets Hu Jingtao. No matter the accuracy of such
gpeculation, it seems that Obama is determined to put some pressure on China
government to make some compromise in terms of restoring the international
economy order in America’swish. To put some fuel into the fire, American academy
and media have not been idle in creating the argument to support the gover nment.

Can China continue to say NO to Obama, politely? | doubt so. It is not about
external pressure, but internal chaos. It is well recognized from both sides that the
artificially low RMB rate is a key to protect the employment in China's export
sector, and China government can not afford to let workerslosetheir jobsduetothe
appreciation of RMB. On the other hand, however, can China sustain the continual
inflow of international capital and inflation pressure with a pegged exchange rate?
It seems Degavu to me again that Americans depreciate their currency and export
the inflation to China (oil and gold looking good), and in the end whether Chinese
revalue the RMB is of secondary relevance. To have some exposur e to commodity is
definitely a hedge to such a potential avalance in the FX (See article from
Chinatells), but probably it is not enough to entertain a whopping 2 trillion reserve.
In the end to stablise the domestic price and financial system, probably China
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central bank will have to react with a tighter monetary policy and addjusted
exchangerate, which is exactly what the punters are hoping for.

| s Shanghai leading Dow ( )

Dow Jones Index has been quoted asthe
world leading equity index for almost the last one hundred years. Most other
financial marketstake Dow as a leading indicator and follow suit when Dow goes up
or down. As the saying goes, when Dow sneezes, world financial market catches a
cold. However, such a pattern seems to be challenged by Shanghai A-share index
(See Article from China Daily). Based on a study of two indicein the last 18 months,
it seemsthat Shanghai Index isleading Dow in mor e scenarios than the opposite. As
a supporting fact, Shanghai index peaked and bottomed a few months ahead of Dow,
and Dow follows almost an exact pattern in terms of price development.

Does it mean that investors need to pay attention to Shanghai Index to guide their
punting in Dow? Absolutely according to the chartist but | have my doubts. With
the pace and depth of globalization, it is unavoidable that world’s financial market
are more correlated with each other. Actually it is not only between Shanghai and
Dow, but also applying to FTSE, Heng Seng and Nikkei. However, the causality is
unclear to me. It seems to me a question of chicken and egg, or maybe thereis no
causality relationship — they are just mutually connected and impact on each other.
But if you are a die hard chart fan, then maybe you can stick to thereligion and get
afortune out of with a little bit luck.
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