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Inflation is easing gradually

Comments on September CPl and PPI data

14 October 2011

Key Data

% 10 11E
GDP 10.3 9.5
CPI 3.3 4.5
PPI 55 5.9
Retail Sales 18.4 18.0
Industrial Addel 15.7 14.0
Value

Export 31.3 12.3
Import 38.7 16.5
FAI 23.8 20.0
M2 19.7 16.5
RMB Loans 19.9 14.7
1 yr Deposit Rate 2.75 3.50
1 yr Lending Rate 5.81 6.56
RMB Exchangt 6.62 6.30
Rate

Latest Data (August)
Industrial ~ Addel

vale 13.5
Urban Investment 25.0
Retail Sales 17.0
CPI 6.2
PPI 7.3

Source: CEIC, CMS(HK)
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> September inflation is slightly lower than our expectation. Pork prices are
still the main factor which pushes up food prices, affecting the overall price level rose
1.24%. But it has dropped for two consecutive months to 1.2%. The biggest increase
comes from fresh fruit prices, up 5.2% QoQ, and the prices of fresh vegetables, up
3.1% QoQ. Clothing and tobacco and liquor prices increase 0.9% QoQ and 0.6%
QoQ, respectively. Although the overall weakness of international bulk raw materials
in September is conducive to the decline in non-food price, it normally takes a
relative long time for raw material price fluctuations transmitted to the end consumer
goods. Additionally, the government’s price control of the non-food items also leads
to strong non-food price rigidity.

» We maintain our view about the gradual decline of inflation since 3Q. Food
prices will continue to impact on the trend of inflation. As feed prices continue to rise,
the gross margin of feeding sow continues to decline, resulting in a low enthusiasm
for farmers to add extra, and the disease has not radically improved, it is expected that
pork price remain high until the middle of next year. As the poultries are highly
affected by the upstream diseases, which cause egg production rate and survival rate
to decline, therefore, we expected the price of poultry eggs will remain high. In the
higher inflation pressure, the primary goal of macro-control is still stabilizing
inflation, but the pressure has eased.

We believe that inflation will continue to decline, beside the factor of supply
and costs, the gradual decline in demand is also the main reason, which implies that
the economic growth drops gradually. Due to the pessimistic global economic
outlook, the internal bulk commodities will keep declining, and PPI will also drop
steadily.

Based on our view of “global inflation prompts for a global solution”, we
maintain our view that the inflation trends as high at the beginning and low
toward the end of this year.
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	1、通胀持续回落，压力逐步缓解
	从工业生产者价格变动情况来看，由于国际大宗商品市场的持续疲软，PPI同比迅速回落，为6.5%，环比则为0%；PPIRM同比继续下降，从PMI购进价格移动平均指数持续回落的趋势来看，企业层面通胀预期有所缓解。
	2、维持全年通胀走势前高后低的判断

