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What will be the next price surprise?

Bigger-than-expected price fluctuations are a typical feature of economic turmoil
Global asset prices have seen historic corrections this year, including the ten-year US
Treasury yield, crude oil futures, the gold price and the spread between China’s ten-year
government bond yield and the ten-year US Treasury yield. Multiple indicators have
fluctuated more drastically than expected, with some seeing swings bigger than during the
2008 global financial crisis.

Sluggish real economy and flood of global liquidity behind the surprises The COVID-
19 pandemic has impacted the timing and magnitude of the global economic downturn.
That said, the inversion of the US Treasury yield curve last year had already signaled the
advent of a recession. The diminishing benefits brought about by technological advances
and the absence of any new growth drivers have been fundamental reasons for the
recessions in the US and elsewhere in the world. Sluggish demand and excess liquidity
have led to low oil prices and a high gold price, which has depressed medium and long-
term US Treasury yields, caused a depreciation of the US dollar, and prompted a bull-bear
transition in the US stock market (a shift in the US stock market from a bull run to a bear
market). In addition, the spread between interest rates in China and the US has widened
and not been affected by the impact of the pandemic on China’s economy, indicating the
market is more bullish on China’s economic growth outlook.

Global underlying inflation the next surprise

(1) Historically, a narrower gap between gold and crude oil prices has indicated that US
inflation will rise. In other words, the US is currently experiencing deflation but is likely to
face inflation going forward.

(2) China and the US are decoupling further, and insufficient capacity in the US and
overcapacity in China will lead to inflation in the US and deflation in China.

(3) China’s emphasis on self-reliance may exacerbate a food supply shortage and weak
demand for non-food items, which should intensify food-driven inflation and non-food-
induced deflation.

(4) Cost advantages from the “Made in China” era have gradually subsided, which together
with a rise in the cost of producing labor-intensive products worldwide, should push up
global underlying inflation.

Future price movements to hinge on global inflation and monetary policy Excess
liquidity has caused the market to overlook the concern about fundamentals as market
pricing has been based more on the post-pandemic policy-driven economic recovery.
However, if the global economic recovery misses expectations, the accommodative
liquidity conditions are likely to be continued, which should prompt a wider range of price
surprises.

(Continued on next page...)

Please be sure to read the disclosures at the end of this report carefully. This is a translation of a report originally written in Chinese.
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Asset allocation: beware of deeper-than-expected US dollar depreciation, higher-than-
expected inflation and anther correction in the US stock market

(1) The US dollar may come under greater depreciation pressure. If there are no new growth
drivers for the US economy, accommodative monetary policies in the US alone would lead to the
depreciation of the US dollar against other currencies, as seen in Japan and the euro zone. This
should benefit renminbi-denominated assets.

(2) Two major risks related to the bond market: (a) weaker-than-expected fundamentals or (b)
higher-than-expected inflation. During economic recessions, the maturity of a large amount of
high-yield bonds may heighten default risks.

(3) US stocks are riskier than A-shares. Weaker-than-expected earnings, low interest rates, the
high gold-to-oil ratio and a weak dollar are set to hamper US stocks. In contrast, the widening
spread between interest rates in China and the US and earnings recoveries should be tailwinds
for A-shares.

(4) We suggest increasing holdings of inflation-friendly commodities, sectors that are on a rising
trend (consumer spending, biopharmaceuticals, tech, non-bank finance) and cyclical sectors that
are underpinned by supply (import substitution).

Risks: Faster-than-expected US economic recovery; earlier-than-expected end to the Fed’s
accommodative policies; changes in domestic property policies exceed expectations.

Please be sure to read the disclosures at the end of this report carefully.
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Figure 1: Gold and crude price six-month moving averages
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Figure 2: US 10-year Treasury yield YoY & US dollar index YoY
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Figure 3: Long-term interest spread & nominal GDP growth spread between China and US
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Figure 4: Gold to crude price ratio & US CPI YoY change
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Figure 5: Inflation spread between supply and demand (CPI YoY change minus PPl YoY change)
for China & the US
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Figure 6: Trade surplus between China and the US (food & non-food sectors)
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Rating definitions

Company ratings

Buy Stock expected to outperform benchmark by more than 15%
Accumulate Stock expected to outperform benchmark by more than 5% but not more than 15%
Hold Expected stock relative performance ranges between -5% and 5%

Underperform  Stock expected to underperform benchmark by more than 5%

Sector ratings

Positive Sector expected to outperform benchmark by more than 10%
Neutral Expected sector relative performance ranges between -10% and 10%
Cautious Sector expected to underperform benchmark by more than 10%

Legal Disclaimer

This report has been prepared by GF Securities Co. Ltd or its affiliates. GF Securities Co. Ltd and its affiliates are referred to as “GF Securities”
hereinafter. According to the laws, regulations and regulatory requirements in different countries and regions, this report is distributed by the
subsidiaries/operating bodies of GF Securities with relevant lawful and compliant operation qualifications in these countries and regions.

GF Securities (Hong Kong) Brokerage Limited (“GF Securities (Hong Kong)’) is licensed by the Securities and Futures Commission of Hong Kong to
conduct Type 4 Regulated Activity “Advising on Securities”. It is regulated by the Securities and Futures Commission of Hong Kong, and is responsible
for the distribution of this report in Hong Kong.

GF Securities Co. Ltd is qualified to conduct securities advisory business as approved by the Chinese Securities Regulatory Commission. It is
regulated by the Chinese Securities Regulatory Commission, and is responsible for the distribution of this report in China (except Hong Kong, Macau
and Taiwan).

Information about the qualifications of the research analyst(s) who is(are) the author(s) of this report as registered analysts with the Securities
Association of China and information about their licenses issued by the Securities and Futures Commission of Hong Kong are disclosed in the section
where research analyst names are shown.

This is a summary of a report originally written in Chinese. Please contact us for more information of the original report. The Chinese version shall
prevail in the event of any discrepancy between the two versions.

Important Notices

GF Securities Co. Ltd and its affiliates may be seeking or building business relationships with companies mentioned in this report. Therefore, investors
should consider the impact on the independence of this report by GF Securities Co. Ltd and its affiliates due to potential conflicts of interests. Investors
should not make any investment decisions based solely on the contents of this report. Investors should make their own investment decisions and bear
their own risk. No written or verbal commitment of sharing gains or losses from securities investments in any form shall be effective.

The research analyst(s) primarily responsible for the content of this research report, in whole or in part, certifies that with respect to the company or
relevant securities that the analyst(s) covered in this report: (1) all of the views expressed accurately reflect his or her personal views on the company
or relevant securities mentioned herein; and (2) no part of his or her remuneration was, is, or will be, directly or indirectly, in connection with his or her
specific recommendations or views expressed in this research report.

The remuneration for the production of this report by research staff is determined based on various factors including the quality of research, client
review and workload, and it is also affected by factors including GF Securities’ overall revenue, part of which is generated from GF Securities’
investment banking business.

This report is distributed solely to clients or designated institutions authorized by GF Securities, and is not distributed publicly. It can only be used by
the targeted recipients who have the obligation to maintain confidentiality. GF Securities does not view any persons who have received or read this
report through other means as its clients.

This report is distributed to a certain client based on the conclusion that this client is deemed to be able to assess investment risks independently,
execute investment decisions independently and assume corresponding risks independently.

The contents of this report is for reference only. Information contained or opinions expressed in this report does not constitute an offer or inquiry.
Customers should not substitute their independent judgment with this report or make decisions based on this report.

This report is published solely for information purpose and does not constitute an offer to buy or sell any securities or a solicitation of an offer to buy, or
recommendation for investment in, any securities. The research report is intended solely for use of the clients of GF Securities. The securities
mentioned in the research report may not be allowed to be sold in certain jurisdictions. No action has been taken to permit the distribution of the
research reports to any person in any jurisdiction that the circulation or distribution of such research report is unlawful. No representation or warranty,
either express or implied, is made by GF Securities as to their accuracy and completeness of the information contained in the research report. GF
Securities accepts no liability for all loss arising from the use of the materials presented in the research report, unless is excluded by applicable laws or
regulations. Please be aware of the fact that investments involve risks and the price of securities may be fluctuated and therefore return may be varied,
past results do not guarantee future performance. Any recommendation contained in the research report does not have regard to the specific
investment objectives, financial situation and the particular needs of any individuals. The report is not to be taken in substitution for the exercise of
judgment by respective recipients of the report, where necessary, recipients should obtain professional advice before making investment decisions.

GF Securities may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions from, the
information presented in the research report. The points of view, opinions and analytical methods adopted in the research report are solely expressed
by the analysts but not that of GF Securities or its affiliates. The information, opinions and forecasts presented in the research report are the current

Please be sure to read the disclosures at the end of this report carefully.



-_—
O Macroeconomics Sept 10, 2020

opinions of the analysts as of the date appearing on this material only which may subject to change at any time without notice. The salesperson, dealer
or other professionals of GF Securities may deliver opposite points of view to their clients and the proprietary trading division with respect to market
commentary or dealing strategy either in writing or verbally. The proprietary trading division of GF Securities may have different investment decision
which may be contrary to the opinions expressed in the research report. GF Securities or its affiliates or respective directors, officers, analysts and
employees related to research report business may have rights and interests in securities mentioned in the research report. Recipients should be
aware of relevant disclosure of interest (if any) when reading the report.

This Research report may contain and/or describe/present factual historical information on prices of Futures contracts (the “information”). Please note
that this information is solely for the purpose of forming part of the argument/grounds/evidence in our research methodology/analysis to support our
conclusion on our view of the relevant industry/company mentioned. It does not, by any means (express or implied) to be associated with or constituted
as SFC Type 5 Regulated Activity (Advising on futures contracts).

Disclosure of Interests
(1) GF Securities (Hong Kong) do not have any investment banking relationship with the companies mentioned in this research report in the past 12
months.

Copyright © GF Securities

Without the prior written consent obtained from GF Securities, any part of the materials contained herein should not (i) in any forms be
copied or reproduced or (ii) be re-disseminated.

Guangzhou Shenzhen Beijing SHEULET Hong Kong
Address 35/F, GF 31/F, Taiping 18/F Yuetan Building, = 37F, Taikang Room 1401-1410,
Securities Tower, Financial Building, 2 North Yuetan Road, Insurance Building, 14/F, Wing On
26 Machang 6001 Yitian Road, Xicheng District 429 Nanquan North Centre, 111
Road, Tianhe Futian District Road, Pudong New Connaught Road
District Area Central, Hong Kong
Postal Code 510627 518000 100045 200120 -
Service ofzqyf@gf.com.cn
Email

Please be sure to read the disclosures at the end of this report carefully.



