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China Economy

Industrial profits slowed amid base effect & cost

pressure

Total profit of China’s mining, manufacturing and public utility industries rose 5%
YoY in 2M22, sharply down from 34.3% YoY in 2021. The slowdown was mainly
due to high base, rising cost & weakening demand. Compared to year 2019, the
annualized growth of total industrial profits reached 21.8% in 2M22, compared to
18.2% in 2021. Due to rising costs of materials, total profits as % of operation
income declined from 6.5% in 2M21 to 6% in 2M22. Looking forward, total
industrial profit growth may rebound to 10% in 2022 with both supply and demand
improvement in 2H22.

B Upstream industries were in booming cycle amid commodity inflation.
Operation income of coal mining, petroleum & natural gas, non-ferrous metal
ores & non-metal minerals jumped 55.1%, 41.4%, 23.5% and 11.9% YoY in
2M22, up from the YoY growth of 44.6%, 33.3%, 15.3% and 11.3% in 2021.
Total profit growth rates of the above four mining industries reached 155.3%,
156.7%, 49% and 30.5% in 2M22, compared to 212.7%, 584.7%, 44.5% and
23.3% in 2021. Their gross margin ratios further climbed amid commodity
inflation. Chemical materials & products and non-ferrous metals also
experienced strong profit growth in 2M22 as their prices jumped significantly
in 2M22. However, ferrous metal ores saw a YoY decline of operation income
and a sharp slowdown of profit growth in 2M22. Iron ore prices dropped as
steel production decreased amid demand weakening and production capacity
cut. Looking forward, commodity inflation may remain high in 2Q22 and
gradually decline in 2H22. We expect revenue & profit growth in mining
industries should follow a similar pattern.

B Food, liquor, beverage & tea, tobacco and cultural & sports goods saw

stable or fast profit growth with stable demand & price bargaining power.

These industries saw their profit growth reaching 12.3%, 32.5%, 9.1% and 10.5%
in 2M22. Their gross margin ratios remained relatively stable. Due to stable demand
& price bargaining power, their profit growth should remain stable in future.

B Other light industries and downstream chemical products experienced
sharp profit declines amid weakening demand or rising costs. Textile
apparel, leather & fur products, wood products, furniture and paper products saw
sharp profit declines in 2M22 due to weakening demand or rising costs. Total
profits in medicines & chemical fibers also significantly decreased in the first two
months due to high base & weakening demand in both domestic and overseas.

B Profits in machinery, automobile, electrical equipment, computers,
telecom equipment & electronics and instruments & meters also sharply
declined due to high base & material cost. For total profits, general purpose
machinery, automobile and other transport equipment respectively dropped
15.7%, 9.9% and 34.7% in 2M22. Meanwhile, computers, telecom equipment &
electronics declined 7.3% and instruments & meters decreased 14.9% in 2M22.

B Industrial profit growth may gradually rebound to 10% in 2022 with both
supply and demand improvement in 2H22. We expect industrial profit
growth may gradually rebound to 10% in 2022. For the supply side, commodity
and material inflation should noticeably decline in 2H22 with a rebalance of
supply and demand. For the demand side, domestic consumption may
gradually resume from the recent pandemic from 2Q22 and the property
market may see the bottom in late 2Q22. We expect a gradual stabilization
with some moderate pick-up in the economic growth in 2H22.
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Figure 1: Operation Income Growth of China’s Industries

YoY (%) 2/13Y CAGR(%)
2020 2021 2M22 2021 2M22
Mining 4.8 (10.6) 36.0 39.0 10.3 17.2
Coal 3.9 (12.0) 44.6 55.1 12.8 22.4
Petroleum & Natural Gas 1.8 (20.9) 33.3 41.4 2.7 125
Ferrous Metal Ores 13.1 7.1 48.3 (9.8) 26.0 11.6
Non-ferrous Metal Ores (1.8) 3.1) 15.3 23.5 5.7 10.9
Non-metal Minerals 6.4 (1.6) 11.3 11.9 4.7 7.5
Manufacturing 4.3 1.2) 22.1 12.4 9.8 10.7
Agricultural product processing 4.5 2.4 14.0 2.5 8.0 7.1
Food 7.0 2.4 9.7 10.0 6.0 7.2
Liquor, Beverage & Tea 6.9 (3.5) 134 16.8 4.6 7.9
Tobacco 8.3 5.1 7.1 9.1 6.1 12.5
Textile 0.9 (10.5) 12.8 13.7 0.5 3.2
Textile Apparel 15 (13.5) 9.0 12.2 (2.9) (0.7)
Leather, Furs & Related Products 4.2 (16.3) 8.5 12.9 4.7) (0.6)
Timbers, Wood & Rattan Products 0.7 (7.2) 13.0 6.7 2.4 5.6
Furniture 4.4 (9.2) 18.0 6.9 35 3.6
Paper & Paper Products (3.6) (5.0) 18.0 4.7 5.9 5.9
Recording Media Printing 11 (6.5) 12.7 6.3 2.7 35
Cultural, Educational & Sports Goods 4.5 (7.5) 17.8 14.7 4.4 6.6
Petroleum & Coal Processing 3.0 (13.6) 32.6 24.2 7.0 10.3
Chemical Materials & Products (0.6) (6.9) 32.8 27.7 11.2 13.8
Medicines 8.4 1.6 24.4 2.3 12.4 8.8
Chemical Fibres 4.0 (13.8) 33.3 14.6 7.2 6.8
Rubber & Plastic Products 2.6 (4.0) 17.1 55 6.0 7.1
Non-metallic Mineral Products 125 (2.0) 16.8 9.5 7.0 8.5
Ferrous Metal Smelting & Pressing 8.5 1.2 40.7 3.6 19.3 11.9
Non-ferrous Metal Smelting & Pressing 7.6 15 35.8 26.4 17.4 17.4
Metal Products 5.5 (1.8) 27.7 12.2 12.0 11.4
General Purpose Machinery 3.5 0.8 20.3 5.9 10.1 8.6
Special Purpose Machinery 6.7 5.2 17.4 9.0 111 11.7
Automobile (4.2) 0.5 11.3 6.5 5.8 9.2
Other transport equipment 8.0 (1.6) 14.0 29 5.9 5.5
Electrical Machinery & Equip 5.5 0.4 27.5 25.2 13.1 17.2
Computers, Telecom Equip & Electronics 5.4 7.4 16.3 8.5 11.8 13.0
Instruments & Meters 7.4 2.1 18.9 10.3 10.2 10.9
Public utility 7.1 (0.6) 15.7 16.9 7.2 9.8
Power 5.9 0.4 14.2 15.6 7.1 9.4
Gas 16.6 9.2) 27.1 26.6 7.4 11.6
Water 9.4 4.1 16.6 7.8 10.2 9.9

Source: NBS, CMBIGM
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Figure 2: Total Profit Growth of China’s Industries

YoY (%) 2/3Y CAGR(%)
2020 2021 2021 2M22
Mining 1.7 (31.5) 190.7 132.0 41.1 49.6
Coal (2.4) (21.1) 2127 155.3 57.1 61.7
Petroleum & Natural Gas 1.8 (83.2) 584.7 156.7 7.3 31.3
Ferrous Metal Ores 396.5 74.9 113.5 155 93.2 85.4
Non-ferrous Metal Ores (28.8) 14.7 445 49.0 28.7 34.7
Non-metal Minerals 6.1 4.2 23.3 30.5 13.3 17.7
Manufacturing (5.2) 7.6 31.6 (4.2) 19.0 20.6
Agricultural product processing 3.9 5.9 (9.2) (29.4) (1.9) 1.7
Food 9.1 6.4 (0.1) 123 3.1 7.9
Liquor, Beverage & Tea 10.2 8.9 241 325 16.3 19.8
Tobacco 1.3 254 3.3 9.1 13.8 22.2
Textile (20.9) 7.9 4.1 13.1 6.0 3.7
Textile Apparel (9.8) (21.3) 14.4 5.0 (5.1) (4.6)
Leather, Furs & Related Products (1.9) (20.7) 15 2.7 (10.3) (7.6)
Timbers, Wood & Rattan Products (6.2) (8.8) 13.1 1.6 1.6 (3.0
Furniture 10.8 (11.1) 0.9 (15.2) (5.3) (5.1)
Paper & Paper Products (9.2) 21.2 6.9 (57.7) 13.8 (2.4)
Recording Media Printing 4.1 (5.7) (0.4) (11.2) (3.2) .7)
Cultural, Educational & Sports Goods 9.9 9.2) 19.2 10.5 4.0 1.3
Petroleum & Coal Processing (42.5) (26.5) 224.2 (39.6) 54.4 (146.5)
Chemical Materials & Products (25.6) 20.9 87.8 27.3 50.7 36.8
Medicines 5.9 12.8 779 (17.6) 41.7 12.8
Chemical Fibres (19.8) (15.1) 149.2 (32.7) 45.5 10.6
Rubber & Plastic Products 12.0 24.4 (2.9) (31.8) 9.9 8.7
Non-metallic Mineral Products 7.5 2.7 14.3 5.2 8.3 7.4
Ferrous Metal Smelting & Pressing (37.6) (7.5) 75.5 (56.5) 27.4 1.9
Non-ferrous Metal Smelting & Pressing 1.2 20.3 115.9 63.8 61.2 96.0
Metal Products 5.9 4.1 28.7 (0.6) 15.7 12.7
General Purpose Machinery 3.7 13.0 8.3 (15.7) 10.6 10.0
Special Purpose Machinery 12.9 24.4 10.2 4.0 17.1 32.6
Automobile (15.9) 4.0 1.9 (9.9) 2.9 69.0
Other transport equipment 11.9 (1.5) (15.9) (34.7) (9.0) (0.6)
Electrical Machinery & Equip 10.8 6.0 12.2 5.7 9.1 21.3
Computers, Telecom Equip & Electronics 3.1 17.2 38.9 (7.3) 27.6 93.3
Instruments & Meters 5.9 11.6 11.0 (14.9) 11.3 20.9
Public utility 15.4 4.9 (41.9) (45.3) (21.9) (12.9)
Power 19.0 3.4 (57.1) (49.1) (33.4) (16.0)
Gas 0.6 7.7 18.4 (32.0) 12.9 (2.2)
Water 5.6 16.5 4.8 (25.7) 10.5 3.0

Source: NBS, CMBIGM
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Figure 3: Gross Margin Ratio of China’s Industries

2018 2019 2020 2021 2M22
Mining 281 27.2 259 34.6 38.0
Coal 288 215 29.6 38.3 39.5
Petroleum & Natural Gas 392 378 234 38.0 49.8
Ferrous Metal Ores 17.3 208 213 254 214
Non-ferrous Metal Ores 23.8 226 286 314 333
Non-metal Minerals 217 231 243 265 255
Manufacturing 159 15.7 16.0 16.0 15.7
Agricultural product processing 104 9.9 9.7 8.7 8.4
Food 216 22.5 226 213 219
Liquor, Beverage & Tea 31.0 327 342 318 378
Tobacco 64.2 65.9 68.6 69.9 75.3
Textile 10.9 114 124 12.2 111
Textile Apparel 15.2 15.0 14.9 15.0 15.4
Leather, Furs, Down & Related Products 135 139 138 136 133
Timbers, Wood, Bamboo & Rattan Products 12.0 113 10.9 10.6 9.8
Furniture 16.6 174 17.0 16.9 16.2
Paper & Paper Products 13.7 13.8 15.2 14.2 1.7
Printing, Reproduction of Recording Media 16.1 16.8 16.6 16.1 15.2
Cultural, Educational & Sports Goods 13.1 13.8 13.8 13.8 13.1
Petroleum, Coal & Other Fuel Processing 18.7 15.8 16.8 18.7 1741
Chemical Materials & Products 16.8 16.2 17.0 184 1741
Medicines 416 435 431 46.7 429
Chemical Fibres 9.7 9.0 8.9 11.6 75
Rubber & Plastic Products 14.1 14.9 17.0 15.8 14.6
Non-metallic Mineral Products 17.9 18.0 17.9 17.7 16.0
Ferrous Metal Smelting & Pressing 1.1 8.1 7.8 84 5.5
Non-ferrous Metal Smelting & Pressing 6.7 6.3 6.9 8.1 8.0
Metal Products 124 12.9 12.8 12.5 11.9
General Purpose Machinery 17.3 17.7 18.5 17.9 17.1
Special Purpose Machinery 18.9 209 218 21.0 213
Automobile 15.9 15.6 154 14.6 14.2
Other transport equipment 15.5 15.6 15.7 15.0 13.9
Electrical Machinery & Equip 15.9 16.2 15.9 14.7 134
Computers, Telecom Equip & Other Electronics 12.3 12.7 13.1 14.0 12.0
Instruments & Meters 222 244 252 25.2 235
Public utility 10.5 11.8 12.3 8.3 7.5
Power 94 10.9 114 6.8 6.9
Gas 13.9 1341 14.0 124 7.5
Water 273 26.9 26.5 258 236

Source: NBS, CMBIGM
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Figure 4: Total Profit to Operation Income Ratio of China’s Industries

2019 2020 2021
Mining 11.5 114 9.2 18.2 245
Coal 1.7 114 1141 21.3 256
Petroleum & Natural Gas 18.7 185 39 185 332
Ferrous Metal Ores 22 6.2 9.6 133 17.2
Non-ferrous Metal Ores 13 9.0 13.3 16.6 20.8
Non-metal Minerals 79 8.7 9.3 10.7 8.8
Manufacturing 6.1 5.6 5.9 6.5 5.2
Agricultural product processing 44 4.0 42 35 2.8
Food 8.3 8.8 9.1 7.8 8.5
Liquor, Beverage & Tea 13.5 14.5 16.3 16.5 17.9
Tobacco 8.8 83 10.1 9.7 15.5
Textile 45 4.2 49 47 3.2
Textile Apparel 5.8 5.5 4.7 5.2 43
Leather, Furs, Down & Related Products 59 5.9 5.5 5.2 45
Timbers, Wood, Bamboo & Rattan Products 52 4.4 4.1 4.1 3.3
Furniture 6.0 6.5 6.1 5.4 34
Paper & Paper Products 5.5 5.1 6.4 5.9 2.9
Printing, Reproduction of Recording Media 6.6 6.6 6.4 5.8 3.9
Cultural, Educational & Sports Goods 53 53 52 54 39
Petroleum, Coal & Other Fuel Processing 4.7 2.6 2.1 48 35
Chemical Materials & Products 7.1 5.3 6.7 9.7 8.8
Medicines 12.8 13.0 141 214 15.9
Chemical Fibres 47 3.6 3.3 6.1 3.1
Rubber & Plastic Products 5.0 54 6.8 5.9 4.0
Non-metallic Mineral Products 8.8 8.5 8.5 84 6.2
Ferrous Metal Smelting & Pressing 6.0 3.8 34 44 16
Non-ferrous Metal Smelting & Pressing 27 22 2.7 45 47
Metal Products 46 4.6 46 438 3.6
General Purpose Machinery 6.6 6.4 7.1 6.7 46
Special Purpose Machinery 6.8 7.5 8.6 8.1 7.0
Automobile 7.3 6.3 6.2 6.1 54
Other transport equipment 57 55 55 4.1 1.9
Electrical Machinery & Equip 5.8 5.9 5.9 5.3 39
Computers, Telecom Equip & Electronics 44 44 4.9 59 35
Instruments & Meters 95 9.7 10.7 10.5 56
Public utility 5.7 6.2 6.4 33 2.8
Power 52 59 6.0 23 25
Gas 79 6.8 7.7 73 35
Water 10.6 10.6 11.5 10.8 5.1

Source: NBS, CMBIGM

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5



14 B R

“MB INTERNATIONAL

28 Mar 2022

L

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM does
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments and strategies, and encourages investors
to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM or its
affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or
enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss,
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information
contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other publications having information
and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf
of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with the companies in
this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM will not assume
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or
published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6



