__Labor shortage, developer

funding, crime

IR The most severe labor shortage we have seen

A CFO we Interviewed recently told us that the latest labor shortage Is the most
severe she has ever experienced (China on the beat issue No. 15, “An interview
with a CEO on Iabor shortage”). For the first time, a shortage of labor has become

a serious headache for her company (with about 9,000 workers in the Pear River
Delta, or PRD). This is inline with our observations elsewhere. After surveying
press reports over the past 10 years, we noticed that the first round of labor
shortage in 2003/04 largely centered around the PRD (Chart 1). The second
round in 2007/08 had spread to the Yangtze River Delta (YRD) — Chart 2. What's
particularly worrying with the current round is that it has even affected traditional

" migrant worker exporting regions such as Hubei (Chart 3). More anecdotes inside.

In generally, we believe cost pressure in the low end labor market should hurt
labor intensive, low value add and export oriented industries the most, e.g. some
apparel, shos, furniture, electronics makers and construction companies. On the
other hand, low end consumption related companies, e.g. some sportswear
companies and F&B companles (Want Want, China Resources), should beqefit
the most.

A turning point of the property policy? Not so fast

China Securities Journal, citing an unnamed authority, reported that China
Securities Regulatory Commission (CSRC) and Ministry of Land and Resources
(MOLR) have agreed on approval procedures for developers' secondary fund
raising exercises. CSRC had de-facto suspended all such activities by developers
since October 2009, although no official announcement was made. The market
expects that developers will be allowed to raise funds again soon. As a result, A
share property-stocks went up by ~3% on average yesterday. We doubt the latest
development represents a furning point of government’s property market policy.
Nevertheless, we like developers for their valuation and our belief that the market
has misjudged the impact of government's crackdown on the property market,
More inside with a list of government property related policies over time.

Crime rate, property, income distribution

Ever wondered why the Chinese government is so concerned about slow
economic growth and why one of the key focuses of the upcoming National
People's Congress is on income distribution? The newly released Blue Book on
Crimes by China Academy of Social Science (CASS) shades some light on this.

More inside.
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Chart 1: Labor shortage: 2003/04 largely in Guangdong

I Major source of migrant workers

Areas with labor shortage
Source: Various news flaw, BofA Merill Lynch Global research

Chart 2: Labor shortage: 2007/08 in Guangdong, Jiangsu and Zhejiang

] Major source of migrant workers

-]Aroas with labor shortage

Source: Various news flow, BofA Merrill Lynch Global research
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Labor shortage anecdotes .
One of the reasons for the labor shortage in the coastal manufacturing regions w

identified in our CFO interview is that workers nowadays much prefer to work
near their hometowns because living and transportation expenses are much

lower, 21st Century Business Journal reported a couple of such cases in Hubel
Province, traditionally a big source of migrant workers for the coastal areas. Mr.
Guo and his wife are 68 and 64 years old respectively, but just changed jobs as
their new employer “is located in a more developed village”. They are chicken
farm workers. For 5 to 6 hours of easy work a day, they can now make Rmb14K a
year each. In contrast, an average migrant worker makes about Rmb16K per year
in the PRD in 2009, including about 80 hours overtime per month, according to
the article. Shortage is so serious, chicken farm owners have to venture info
mountains to find people to hire. industries closed to senior people previously
now welcome them. A 84 year old relative of the old couple is working at
construction sites, climbing scaffold. His employer initially hesitated to hire him
because of his advanced age but had no choice after looking around.

According to the same article, a textile maker in Jiangxi province now has about
10% of its work force in the 55-70 year old age group of 65 — 70. Note that both
Hubei and Jiangxi are China's major sources of migrant workers.

Oriental Morning Post reported that a 25-year old worker in Zhejiang Province
rejected a polishing job offer with a monthiy salary of Rmb4,000 because he
considered the occupancy not good for his health. In Shanghai, some employers
in the manufacturing and service industries are so desperate that they pay

just-arrived migrant workers to their factories.
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