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Monthly Report

M acr o economy:

Robust housing market investment in 2010

Despite domestic housing market tightening measures,
investments have remained strong. New construction area grew
67.6% YoY as of July. Some of this significant growth came
from investments in economic housing, which we were unable to
quantify due to limited data. Further, our real estate analyst
found that real estate investments did not show any signs of
slowing down during her recent visit to major developer’s sites.
Under the extremely pessimistic assumption of 0% Y oY growth
for each month between August and December, new
construction area is estimated to grow by approximately 32.2%
YoY in 2010. Thisis much faster than the growth rate of 18.2%,
3.2%, and 21.1%in the 2009, 2008 and 2007, respectively.

FAIl may likely stay strongin 2011

On 08/26/10, the Deputy Director of the NDRC Mr. Muhong
urged local officials to complete the RMB 4Trillion investment
plan this year, suggesting that investments may accelerate for the
rest of this year. Meanwhile, we noticed a significant increase in
the amount of local government platform loans (LGPL)
approved in August. After LGPL stayed below RMB 8B in both
June and July, it more than doubled to RMB 15.7B in August.
Further, according to our bond analysts, the NDRC will likely
approve more LGPL in coming months. We believe the NDRC
understands that local government needs additional financing to
complete the RMB 4T investment plan and economic housing
construction when proceeds from land sales have declined
significantly. If we observe large amount of LGPL being
approved in coming months, investments in 2011 will likely stay
strong as well.

Exportsarenot expected to Deteriorate

On the August 27, Federa Reserve chairman Ben Bernanke gave
a speech on Economic Outlook and Monetary Policy. Bernanke
said U.S. central bank will do all that it can to safeguard the
economy and that it was prepared to use ‘unconventional
measures if necessary, especialy if the conditions further
deteriorated. From Bernanke' s speech, the U.S. is committed and
had the means to pump money into the economy. With a low
risk of a double dip economy inthe U.S., China's exports are not
expected to deteriorate.

We Expect a Soft Landing of China’s Economy

PMI growth China's PMI rebounded, registering a 51.7%, up
0.5% from July’s 51.2%, reversing its recent downward trend.
The reading was the eighteenth consecutive month of growth
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Hang Seng Index
Index (%) 5Days 1Mth YTD

HSl 140 992 3.65
HSCEI 155 956 (153)
Red Chip 157 647 5.27
Shanghai A 000 123 (19.07)
Shenzhen A 000 141 (3.01)

Source: bloomberg Ended at 30/9/2010
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(PMI above 50%). The latest reading, we believe, confirms that
this year is not a repeat of the slowdown seen in 2H08. Our
economists believe China's GDP will bottom out by 1Q10 with
8.5% YoY growth, and will grow 10.2% and 9.6% in 2010 and
2011, respectively. We believe the risk of a double dip is

minimal.

Recommended Stocks

Current 2010 2010 estimated

Price estimated P/E dividend yield
Xtep Int’'l (01368.HK) $6.52 16.1X 3.464%
XingdaInt'| (01899.HK) $6.95 11X 1.960%
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Key sectors:

Construction Materials Sector:

Quantitative analysis shows that the cement sector outperformed
the HSCEI index by 10% from September to November during
cement’s demand peak. Price hike, with demand recovery, drove
up cement prices, triggering the outperformance. We believe the
price hike this year will stronger than before due to 2 special
reasons. 1) cutting energy intensiveness restricts cement supply
2) post-flood reconstruction and subsidized housing drives
incremental demand. Accordingly, the supply-demand dynamics
will be better than past years and price recovery is highly likely
to exceed expectation. We favor central and eastern markets as
we think price momentum is stronger due to power restrictions.
As cement prices aready stayed at high level in the southern
market, we think there is less room for further price hike in the
South. Meanwhile, Guanzhou may see construction slowdown
due to Asian Games.

Consumer Discretionary Sector:

We believe most of HK-listed retailers will benefit from two
major upcoming holidays: Mid-Autumn Festival and the National
Holiday. They will aso report their Q3 operation data in early
September and we expect aresilient SSSG for most retailers.
Some apparel companies are expected to release their 1Q11 trade
fair results in early September. Some have already reported their
trade fair result during the interim reporting season. We expect
mass market sports names and menswear names to post strong
results at their 1Q11 trade fairs.

Stock name Stock code Mkt cap 2010 2010
(Million) | estimated estimated
P/E (x) yield (%)
Xtep Int'| 01368 14374.64 16.1 3.464
Li Ning 02331 24963.04 20.36 2.0901
Anta Sports 02020 44932.84 27.59 2.364
361 Degrees 01361 16544.79 13.84 3.062
Peak Sport 01968 11916.09 13.06 3.139
China Dongxiang 03818 25895.45 13.92 5.037
Stock name Stock code Mkt cap 2010 2010
(Million) | estimated estimated
P/E (x) yield (%)
XingdaInt'| 01899 11069.88 11 1.960
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Cement sector outperformed the HSCEI index by 10%
from September to November during cement’s demand
peak.

We favor central and eastern markets as we think price
momentum is stronger due to power restrictions.

Most of HK-listed retailers will benefit from two major
upcoming holidays: Mid-Autumn Festival and the
National Holiday.

Consumer discretionary industry comparison

Auto components industry comparison
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Stock picks:

Xtep International (01368.HK)

Investment Rating & Valuation: We rank the stock with an
‘Outperform’ and a TP of HK$6.7, representing a 26.7% upside
potential.

Key Assumptions: Around 800 stores will be added each year in
the upcoming 3 years. ASP could be increased by single-digit
growth this year and result SSSG at high-single digit.

How we differ from consensus. The market may think mass
market sports sector is crowded with domestic sports brands, but
we believe the Xtep’'s sports product is differentiated from other
mass market players. Sales revenue in Hunan, Anhui, Shandong,
Sichuan and Zhejiang provinces account for ~30% of total
revenue, in our view, those regions’ sales will benefit from

government’ sregional revitalization plan aswell asinland China

picks up.

Catalysts for share price performance: Announcement of
quarterly salesfair result aswell as quarterly sssg;

Risks: Rising competition from Intel’ brands; Bottlenecksin
management of multi-brand operation.
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Xtep Int'l (01368.HK)

2010 estimated P/E 16.1 X
2010 estimated P/B 3.79 X
2010 estimated

dividend yield 3.464%

Source: Bloomberg

Xtep Int’| stock price performance
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Xingda International (01899 HK)
Investment Rating & Valuation: Fundamentals remain

robust in next 2-3 years. We tune up our EPS forecast in ~ Xingda Int'l (01899.HK)
2010-2012: RMBO0.60, 0.64, 0.73; Given the 9xPE ratein 2010 estimated P/ 11X

; ] : 2010 estimated P/B 1.652X
2011, we tune up Xingda'starget price to HK$6.55 from 5010 estimated
HK$5.23. Reiterate ‘Buy’. dividend yield 1.963%

Source: Bloomberg

Key Assumptions: The underlying factors driving Xingda Int'I stock price performance
Xingda sradial tire cord demand will remain strong due

to the recovery of global logisticsrevenue, anincreasein
China sradialization rate and an expansion of its market
share.
How we differ from consensus. We expect that average
utilization rate remains full, production volume of radial
tire cord to increase over 70% Y oY and Xingda saverage
gross margin in 1H2010 to maintain at a high level of
32%-33%, for strong ASP of products. Benefited fromre- ™ ™ 7
design and rearrangement of factory layout, production

capacity of the No.9 factory will increase 40%.

4.7
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Catalysts for share price performance: More orders from
domestic tire manufacturers and export markets; New
products of sawing wire in the photovoltaic industry in
operation.

Risks. Economic sluggish in China and worldwide.
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