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Financial Balances & FX

U.K. Last Period (bIns) Last 12mth. % of GDP

Budget Balance +11.4 (Sep) +7.2%
(monthly/total)

Curr. Acct. Balance  -2.0(Q2) -0.5%
(quarterly)

Private Balance +9.4 +6.7%
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BoE Loans, GfK Cons. Confidence & N’wide House Prices
BoE Mortgage Approvals

Lenders granted 51.0k mortgages in BoE Mortgage Approvals
September, down from 52.3k in October.
Economists expected 50.6Kk.
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GfK Consumer Confidence Survey

GfK Consumer Confidence

The GfK Consumer Confidence Index 0
improved slightly from -30 in September, to s
-32 in October, its lowest level since A
February 2009. Expectations for the overall
index were for -30. The worst level on record (-
48) was reached in January 2009. A measure of
expectations for the economy fell 4 pts to - 31
and a gauge of households' assessment of
whether this is a time to make major purchases
decreased 4 pts to - 32.
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Nationwide House Prices

U.K.”s October Home Prices rose 0.4% M/M and R A M S
0.8% Y/Y (-0.3% prev.), their first annual
increase in six months. Nationwide commented
that “With the U.K. economic recovery expected
to remain sluggish, house price growth is likely
to remain soft in the period ahead, with prices
moving sideways or drifting modestly lower over
the next year.”

YIY (%)

MM (%)
A b A L o a m ow
A iy

This document s for information purposes only and should not be regarded as an offer to sell or as a solicitation of an offer to buy the products mentioned in it. No representation is made that any returns will be achieved. Past performance is not necessarily indicative of future
results; any information derived herein is not intended to predict future results. This information has been obtained from various sources, including where applicable, entered by the user; we do not represent it as complete or accurate. Users of these calculators are hereby advised

that Valance Co., Inc. takes no responsibility for improper, inaccurate or other erroneous assumptions to the extent such data is entered by the user hereof. Opinions expressed hereii are subject to change without notice. The securities mentioned in this document may not be
eligible for sale in some states or countries, nor suitable for all types of investors



Valance Co., Inc. Weekly Economic Report: United Kingdom  November 2, 2011

Data & News

Data & News

PMI_Construction — According to the Markit Economics and the Chartered Institute of Purchasing
and Supply, a gauge of building activity based on a survey of purchasing managers increased from
50.1 in September to 53.9 in October.

Hometrack House Prices (Bloomberq) - U.K. house prices dropped for a sixth month in October and
a slowdown in London's housing market will cause the pace of decline to accelerate in the coming
months, property researcher Hometrack Ltd. said. The average cost of a home fell 0.2 % from
September and was down 2.8 % from a year earlier. Prices based on Hometrack's gauge have fallen
every month except one since July 2010.

Index of Services - services, which account for about 75 % of the economy, grew 0.3 % in August
from the previous month and were up 0.9 % Y/Y. On a three-month basis, the index of services rose
0.4 %.

CBI Reported Sales - U.K. retail sales fell in October for a fifth month as hardware and footwear
purchases faltered, the Confederation of British Industry said. The gauge of annual sales growth was
at -11 compared to -15 in September, which was the lowest since May 2010. A gauge of expected
sales for next month showed an increase to 4, which the CBI said points to modest growth. U.K.
households are under pressure from the biggest public spending squeeze since World War 1l and
inflation that’s accelerated to 5.2 %, the highest in three years. “Family budgets continue to be
stretched because of a combination of high inflation, low wage growth and soaring unemployment, so
consumer confidence is severely dented,” lan McCafferty, chief economic adviser at the CBI, said.
”Consumers will continue to be on the back foot. A measure of three-month sales volumes fell to -13
this month, the lowest since August 2009, from -11. An index of the volume of sales for the time of
year fell to -34, the weakest since May 2009, from -30. A gauge of orders placed on suppliers rose to 1
from -16, while an index of stock volumes in relation to expected demand fell 1 point to 15.

Lloyds Business Barometer - An index of business expectations about the economic outlook fell 22
points in October from September to - 15, its weakest reading since March 2009, Lloyds Bank
Corporate Markets said. A measure of perceptions about trading prospects over the next 12 months
climbed 3 points to 37, the Lloyds Banking Group Plc unit said. The probability of the U.K. falling
into a recession has risen to as much as 30 % and may increase further, Lloyds Bank Corporate
Markets said in an e- mailed statement. The unit of Lloyds Banking Group Plc forecasts growth will
slow to 0.1 % in the fourth quarter from 0.5 % in the three months through September.

U.K.'s Third-Quarter GDP_Suggests More QE Next Year: Niraj Shah (Bloomberg) - The BoE is
likely to expand its 275 biln-pound quantitative easing program in February after the U.K. economy
grew 0.5 % in Q3, according to a first estimate released yesterday. That is 0.25 %age point less than
the BOE projected in August. A decline in the manufacturing PMI for October to 47.4 from a revised
50.8 the previous month suggests the economy may contract in the final three months of the year.
Growth in the July-September period was led by a 0.7 % quarter-on-quarter expansion of the services
sector, while industrial production increased 0.5 % and the construction industry shrank 0.6 %. The
fiscal squeeze imposed by the government and the escalating euro-zone crisis are likely to weigh on
growth in the fourth quarter and in next year. The level of GDP is 4 % below its pre-recession peak
and the BOE Inflation Report next week may show output is unlikely to return to its 2008 level before
the end of 2013. That would be slower than the recovery after the Great Depression of the 1930s,
which lasted four years and three months. An expansion in QE is looking more and more likely.
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News Cont’d

Nov. 1* - More Britons Expect House-Price Drop Next Year, Halifax Says (Bloomberg) - Britons'
confidence in the housing market has fallen, with more consumers forecasting price declines than
increases in the next year, a survey by Halifax showed. A gauge of the housing market measuring
price expectations fell to - 2 from 9 in April, Halifax. Thirty % predict prices will fall over the next 12
months, with 28 % forecasting increases, according to the survey. "We expect little change in both
prices and activity over the next few months,” Halifax economist Martin Ellis said. Halifax said that
more than a quarter of the 1,986 people surveyed between Oct. 7 and Oct. 13 forecast that house prices
will be unchanged in a year's time.

Oct. 27" - Fisher Says BOE Move Justified as Economy May Be Shrinking (Bloomberg) - BoE
Markets Director Paul Fisher said expanding monetary stimulus by 75 bln pounds ($120 bin) this
month was the minimum amount needed to shore up an economy that may already be shrinking.
"There was sufficient downward momentum in the U.K. economy to justify 75 bln," Fisher, 53, said in
an interview in London yesterday, referring to the bank's Oct. 6 decision to buy more bonds. "Even if
we get a silver bullet solution to Europe, I still thought we needed to do something like that to head off
the risk of a slowdown." Fisher said U.K. growth may be "not much better than flat" in the fourth
quarter and there is a "significant™ chance of another U.K. recession. "Looking at the fourth quarter for
example, at best it seems to be flat, could easily have negative growth, so the technical outcome of two
quarters of negative growth in a row could quite easily come about," he said in a separate Bloomberg
Television interview. "But hopefully we have spotted it coming and we've taken action which will
help prevent it." "I voted for 75 because | was pretty sure we'd have to do at least 75," he said.

Oct. 27" - BOE's Posen Sees 0.5% U.K. Growth Next Year, Independent Says (Bloomberg) - BoE
policy maker Adam Posen predicted U.K. economic growth of "0.5 % or below" this year and "0.5 %
or above" in 2012, the Independent reported. In an interview with the newspaper, Posen said while the
central bank's decision this month to increase so-called quantitative easing by 75 bin pounds ($120
bIn) should help to prevent a double-dip recession, he doesn't foresee growth recovering until 2013.
Although U.K. consumer price inflation exceeded 5 % last month, Posen forecast that prices will come
down sharply next year because tax changes and oil-price increases won't be repeated; he said the
inflation figure might fall below the bank's 2 % target, the Independent reported.

Oct. 27" - Miles Says U.K. Faces 'Difficult’ Environment, Newspaper Says (Bloomberg) - BoE
policy maker David Miles said that the U.K. is in a "difficult economic environment," the North-West
Evening Mail reported, citing an interview. "Real spending power of householders is being squeezed,
the disposable income has fallen for many householders and that is a reflection of the fact most
people's income -- if they are lucky enough to be in a job -- has increased by two per cent over the last
two years while inflation has been at 4 to 5 per cent,” Miles told the newspaper.
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Key Dates This Week

Date

01-04
NOV
01-04
NOV
11/3

11/3
11/4
11/6
11/7
11/7
11/8
11/8
11/8
11/8
11/8
11/8
11/9
11/9
11/9

Indicator
Halifax House Prices sa (MoM)

Halifax House Price 3Mths/Year

PMI Services

Official Reserves (Changes)
New Car Registrations (YoY)
Lloyds Employment Confidence
BRC Sales Like-For-Like YoY
RICS House Price Balance
Industrial Production (MoM)
Industrial Production (YoY)
Manufacturing Production (MoM)
Manufacturing Production (YoY)
NIESR GDP Estimate

BRC Shop Price Index YoY
Visible Trade Balance GBP/Mn
Trade Balance Non EU GBP/Mn
Total Trade Balance (GBP/MIn)

Month Expectation Previous
OCT 0.10% -0.50%
OCT -- -2.30%
OCT 52 52.9
OCT - - -$2444M
OCT -- -0.80%
OCT -- -67
OCT -- 0.30%
OCT - - -23%
SEP - - 0.20%
SEP - - -1.00%
SEP - - -0.30%
SEP -- 1.50%
OCT - - 0.50%
OCT - - 2.70%
SEP - - -£7768
SEP - - -£4867
SEP - - -£1877
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Real GDP expanded 0.3% M/M in August, above market forecasts and the third
consecutive monthly increase. In September, Industrial Product Prices increased more
than expected, while Raw Material Prices also surprised to the upside.

Weekly Highlights

Real GDP — expanded 0.3 % M/M and 2.4% Y/Y in August. (CA 1)
Raw Materials Price Index —rose 1.4% M/M (-1.9% exp.) in September. (CA 3)
Industrial Product Price Index — rose 0.4% M/M in September. (CA 3)

Weekly Releases & News
Chart(s) of the Week: Real GDP Data

Real Gross Domestic Product GDP Component: Goods Sector
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Real GDP expanded 0.3 % M/M in August, after GDP Component: Manufacturing Sector
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Financial Balances

Canada Latest period (C$bln) Last 12mth. as

Budget Balance -0.9 (Feb) -2.3%
Trade Balance -0.62 (Aug) -1.5%
Current Account Balance -15.3(Q2) -1.3%
Private Balance - -5.0%

% of GDP

Trade-Weighted Exchange Rate
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GDP Data Cont’d., RMPI & IPPI

GDP Component: Services Sector GDP Component: Retail Sector
3 -8
06 5 _5
2 B
1 + 4
. | N z, TTNTY (Y AV I
= & = ¥
g 02 4 B E M s
= E o ™. UL L | —1 0
06 1 1. 21 \/ 12
08 - 1 3 e TS =t
- @ @ @ @ & 0 & @ O 0 O O - = g
- =T - T = = T = T = === 8 8 0 8 8 86 8 6 8 v = T v T =
i A 4 & 2 A -] & i A & 3 A L o0tn 3 4 [ - . 3 4 -]
38835883588 3:2¢83 FECEER RN RN
- — | - i

Retail output in July rose 0.2% M/M, while the service-producing sector was flat M/M.

Raw Materials Price Index

Raw Materials Prices rose 1.4% M/M in
September after dropping 3.2% M/M in
August. The market expected a 1.9% M/M
decline. This monthly increase was driven by
mineral fuels (+4.1%). Ex-mineral fuels,
prices fell 1.0% M/M. Y/Y growth for the
overall RMPI was 15.2%.

Raw Materials Prices

YIY (%)

Industrial Product Price Index

Industrial Product Prices rose 0.4 % M/M in Industrial Product Prices
September, after increasing a downwardly 3 12
revised 0.4% M/M (+0.5% prev.) in August. '
Expectations were for a 0.2% M/M gain. Ex-
petroleum/coal products, the IPPI gained
0.5% M/M. Y/Y growth for the overall IPPI
was 5.3% and ex. petro/coal it was 2.5%.
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News & Upcoming Dates

News

Nov. 1% - Flaherty Says Bank of Canada Inflation Mandate to Be Unchanged (Bloomberg) -
Canadian Finance Minister, Jim Flaherty, said the Bank of Canada's mandate will remain unchanged, as
the government prepares its five-year renewal of the central bank's inflation target. Flaherty, speaking
yesterday to reporters in Trenton, Ontario, said the government will once again announce the range in
which the central bank seeks to keep inflation, once it completes its review. At the last renewal, in
November 2006, the central bank and finance department agreed the target would remain the 2%
midpoint of a 1% to 3% range. "We will announce the range, of course, as we do, Flaherty said."Other
than that, the mandate remains the same for the Bank of Canada." The House of Commons Finance
Committee is also studying whether the central bank's monetary policy mandate should be broadened to
include other targets, such as full employment or output.

Nov. 1* - IMF Says Canada May Need to Tighten Consumer Lending Rules (Bloomberg) - Canadian
policy makers may have to take further steps to rein in household lending should rising house prices
prompt consumers to go further into debt, the International Monetary Fund said today. Steps the
government should consider include raising mortgage down payment requirements and tightening the
existing cap on debt service-to-income ratios, an IMF team said after concluding a yearly assessment of
Canadian economic policies. “There are signs that mortgage debt - the rate of growth - is slowing,”
Gian Maria Milesi-Ferretti, Assistant Director of the IMF’s North American Division, told reporters
today in Toronto. If household debt continues to rise rapidly and house prices “continue to outperform,
there is clearly scope for a further tightening of measures.” The Canadian dollar is “relatively strong”
given historical trends and “on the strong side of fundamentals,” Milesi-Ferretti said. “Canada wouldn’t
be hurt if the Canadian dollar was a little bit weaker,” he said.

Key Dates This Week

Date Indicator Month  Expectations  Previous
11/04 Building Permits (M/M) SEP -- -10.4%
11/04 Ivey Purchasing Managers Index OCT 56.0 55.7
11/04 Unemployment Rate OCT 7.2% 7.1%
11/04 Employment Change OCT +20.0k +60.9k
11/08 Housing Starts OCT - 207.6k
11/09 New House Price Index (M/M) SEP - +0.1%
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The RBA lowered its target rate 25bps to 4.50%, citing “recent information suggests the
subdued demand conditions and the high exchange rate have contained inflation.” The
RBA statement doesn’t appear to suggest further easing in the near term, but the market is
pricing in about 75% chance of another 25bp rate cut in December. Building Approvals
dropped to their lowest level since November 2002.

Weekly Highlights

RBA Cash Target Rate — lowered 25bps to 4.50%. (AU 1)

AiG Manufacturing Index — improved from 42.3 in September to 47.4 in October. (AU 3)
Building Approvals — dropped 13.6% M/M in September. (AU 2)

Weekly Releases & News
Chart of the Week: RBA Target Rate
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The RBA lowered its benchmark interest rate 25bps to 4.50%, the first cut since April 2009. The RBA
said that “the likelihood of a significant acceleration in labor costs in the near term has lessened”, it is
likely to be some time before concerns about the European situation can definitively be laid to rest” and
that “across Asia, trade performance, however, is starting to see some effects of a significant slowing in
economic activity in Europe, where the prospects are for economic weakness to continue.”

AU -1
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RBA Commodity Index, Building Approvals & Data

RBA Commodity Index & AUD

RBA Commedity Index (AUD) Trade-Weighted Exchange Rate
15
110
105
100 -
85
90
85
a0
75
70

100

YIY %)
Level

IMth.Mov. Avg [%]

Jan-08
Juk-08

Apr-08

Jul-08
Oct-08
Jan-08
O
Jan:
Apr

Juk
Oet:
Jan:
Apr

Juk
Oet:

et

Jan-

Bpr.

Jukl
et

Jan

Bpr-

JuH

Oct-08

Apr-08

The RBA’s October’s Commaodity Price Index (SDR terms) fell 3.9% M/M and Y/Y. In AUD terms,
the index fell 3.2% M/M and rose 16.0% Y/Y. Following the rate cut, the AUD dropped to $1.048,
compared to the $1.1081 reached on July 27" the highest level since it was freely floated in 1983.

Building Approvals

September’s BUIldlng ApprovaIS fell 13.6% Building Approvals (s.a)
M/M, compared to the 10.7% M/M increase
in August. This is the lowest level since
November 2002. Expectations were for a
4.9% M/M drop. On an annual basis, permits
were down 12.0%.
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Data

AiG Performance of Manufacturing Index - The Performance of Manufacturing Index rose from
42.3% in in September to 47.4 in October. This is the fourth consecutive contraction, and compares to
the reading of 49.4 a year ago. A reading above 50 indicates the sector is expanding.

HIA New Home Sales - According to the Housing Industry Association, total sales of newly built
homes fell 3.5% M/M in September. Detached house sales fell 3.3% M/M, the lowest monthly level
since December 2000. The HIA said “the September figures highlight the present soft conditions
facing new home building and reinforce the importance that the RBA board calls it right today by
cutting interest rates.”

ABS Q3 House Price Index - Australian House Prices fell 1.2% Q/Q (-1.5% exp.) and 2.2% Y/Y in

Q3 after -2.2% Y/Y in Q2. This is the third quarterly decline in a row. The ABS Index covers
detached houses only and excludes to townhouses, apartments and terraces.
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RBA Rate Decision Statement

At its meeting today, the Board decided to lower the cash rate by 25 basis points to 4.5 per cent,
effective 2 November 2011.

Recent information is consistent with a moderation in the pace of global growth, though fears of a
major downturn have not been borne out so far. The pace of US economic expansion picked up in the
September quarter, but is still only moderate and leaves considerable spare capacity. China's growth
has slowed, as policymakers there had intended. Output in Asia has now recovered from the effects
of the Japanese earthquake, and domestic demand in the region is generally expanding. Trade
performance, however, is starting to see some effects of a significant slowing in economic activity
in Europe, where the prospects are for economic weakness to continue. Commaodity prices, while
still at high levels, have generally declined over recent months.

Financial markets have recovered somewhat from the turmoil of recent months, helped by stronger
economic data in the United States and by signs that European governments are making progress
in their efforts to deal with the sovereign debt and banking problems. Equity markets have gained
ground and the Australian dollar has risen significantly as risk aversion has lessened. But it is likely
to be some time yet before concerns about the European situation can definitively be laid to rest and
the effects of the recent turmoil on confidence may result in a period of precautionary behaviour by
firms and households.

Information about the Australian economy suggests moderate growth overall. The terms of trade
have now peaked and will decline somewhat in the near term, but they remain very high. In response,
investment in the resources sector is picking up very strongly, with much more to come. Some related
service sectors are enjoying better-than-average conditions. In other sectors, cautious behaviour by
households and the high exchange rate have had a noticeable dampening effect. The unemployment
rate has increased a little over recent months, though it remains close to 5 per cent.

After underlying inflation started to pick up in the first half of the year, recent information suggests
the subdued demand conditions and the high exchange rate have contained inflation more recently,
notwithstanding continuing sizeable increases in utilities charges. CPI inflation on a year-ended
basis remains above the target, due to the effects of weather events last summer, but is now starting
to decline as production of key crops recovers. Moreover, with labour market conditions now softer,
the likelihood of a significant acceleration in labour costs outside the resources and related sectors
in the near term has lessened. Accordingly, the Bank's current judgement is that inflation is likely
to be consistent with the 2-3 per cent target in 2012 and 2013, abstracting from the impact of the
carbon pricing scheme.

Financial conditions have been easing somewhat recently, with market interest rates declining a little
and competition to lend increasing. But overall conditions have remained tighter than normal, with
borrowing rates still a little higher than average, credit growth subdued and asset prices lower than
earlier in the year. The exchange rate has been very variable over the past few months, but on the
whole has remained at historically high levels.
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Key Dates This week
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Date
11/02
11/02
11/06
11/07
11/08

11/08

Indicator
Retail Sales (M/M)
AIG Services Index
ANZ Job Ads (M/M)

NAB Business Confidence

Westpac Consumer
Confidence (M/M)

Home Loans (M/M)

Month
SEP
OCT
OCT
OCT
NOV

SEP

Expectation

Previous
+0.6%
50.3
-2.1%
-2
+0.4%

+1.2%
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As widely expected, the RBNZ left its benchmark interest rate unchanged and issued an

almost identical statement to their September one. Wage Inflation across the board was
subdued in Q3.

Weekly Highlights

Overnight Rate — remained unchanged at 2.50%. (NZ 1)
All Sectors Private Wages — rose 0.5 % Q/Q in Q1. (NZ 2)

Weekly Releases & News

Charts of the Week: OCR & FX
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As expected, the RBNZ left its benchmark interest rate unchanged at 2.50%. Interestingly,
despite soft domestic inflation, subdued business confidence and weaker economic
developments - domestically and offshore, the RBNZ didn’t signal any delays of tightening,
which, in its September MPS, the RBNZ estimated to begin sometime around March 2012.
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Building Permits

Weekly Economic Report: New Zealand
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Homebuilding Approvals dropped 17.1% M/M
in September, after surging 16.7% M/M in
August. Ex-apartments, approvals dropped
14.0% M/M after increasing 17% M/M
previously. Y/Y, approvals growth fell 3.9%.

ANZ Commodity Prices

3 Mth. Mov. Avg. of MM (%)

Building Approvals

YIY (%)

October’s Commodity Export Price Index fell
3.5% M/M, the largest drop in 32 months.
Prices rose 9.1% Y/Y. This index has declined
7.9% since May. Prices fell 0.6% M/M and fell
12.3% Y/Y in local currency terms.

Q3 Labor Cost

AT (%)

Juk0g

Dec-06

ANZ Commodity Prices (Currency Adjusted)

mmmmmmmmmmmm

YIY (%)

The private sector salary and wage rates (excluding overtime) rose 0.5% Q/Q (0.5% prev. and
0.5% exp.) in Q3. Y/Y, private wages rose 2.0%. The RBNZ's preferred labor cost measure
(the overtime-inclusive private sector Labor Cost Index) also increased 0.5% Q/Q (0.5% prev.
and 0.5% expected) and 2.0% Y/Y. Average hourly earnings for non-governmental workers

rose 1.3% Q/Q (0.7% exp.) after rising 1.2% Q/Q in Q2.

The Quarterly Employment Survey (Statistics New Zealand) - The QES showed that

Average ordinary-time hourly earnings for non-governmental workers rose 1.3% in Q3.
Demand for labor was steady in the third quarter, the statistics agency said, citing new

seasonally adjusted figures in the survey. The number of full-time equivalent employees rose

0.1% from the second quarter while filled jobs gained 0.7%. Total weekly paid hours were
unchanged from Q2 when they gained 0.7%.
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RBNZ’s OCR Statement & Upcoming Dates
RBNZ’s OCR Statement

OCR unchanged at 2.5%

"Domestic activity has continued to expand at only a modest pace despite relatively strong commodity
prices. More recently, domestic business confidence has fallen back somewhat. Further ahead,
earthquake repairs and reconstruction in Canterbury are still expected to provide significant impetus
for demand.

"As foreshadowed at the time of the September Monetary Policy Statement, there is a real risk that
the European sovereign debt crisis could cause a further slowing in global activity, putting downward
pressure on New Zealand's commodity export prices. The difficult international market conditions
could also result in increased New Zealand bank funding costs over the coming year.

"Annual headline CPI inflation continues to be above the Bank's 1 to 3 percent target band. That
largely reflects the one-off effect of last year's increase in the rate of GST. September quarter inflation
data suggest that, once GST and other one-off influences have passed, underlying inflation is settling
near 2 percent.

"Given the ongoing global economic and financial risks, it remains prudent to continue to keep the
OCR on hold at 2.5 percent for now. However, if global developments have only a mild impact on the
New Zealand economy, it is likely that gradually increasing pressure on domestic resources will
require future OCR increases."

Key Dates This Week
Date Indicator Month Expectation Previous
11/02  Unemployment Rate Q3 6.4 6.5 %
11/02  Employment Change Q/Q Q3 0.6% 0'9%
11/08  QV House Prices Y/Y OCT - +0.7%
11/09  Card Spending (M/M) OCT - +0.2%

NZ-3

Th document is for information purposes only and should not be g sell o | itation of a ff : bylh p u icts mentioned in it. No representation is made that ar y retu nswlllb achiey u P lp erformance is not necess: Iy d ative of futur
sults; ar y frmalon erive nlend m p u ct futur Ils Th frmt h n obtail df 5 50 Id gwh ppl cable, ( dhym sser; we do not represent it as complet sers of these calculators are her by advi u

mtvl e Co., Inc. takes rimy n mentioned in th doc umelmy not be

eligible for sale in some slaleso countries, ors |able fo all types of nvestors

we
us assumption: 7 to th extont such data s entr dbylh er hereof. Opinions expressed herein are subjec ot tochan gwlm out notice. The




Valance Co., Inc. Weekly Economic Report: China
Valance Co., Inc.

November 2, 2011

Weekly Economic Report: China

Evelyn L. Richards

November 2, 2011
(340)692-7710

erichards@valance.us

China’s PMI Manufacturing indices posted mixed signals with the official PMI slowing to
its lowest level since early 2009 and the private sector PMI improving slightly in October.

Weekly Highlights

PMI Manufacturing — fell from 51.2 in September to 50.4 in October. (CH 1)
HSBC Manufacturing PMI — rose from 49.9 in September to 51.0 in October. (CH 2)

Weekly Releases & News

Chart(s) of the Week: PMI Manufacturing

PMI Manufacturing
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According to the China Federation of Logistics and Purchasing, the Purchasing Managers’ Index
fell from 51.2 in September to 50.4 in October — the lowest since February 2009. The Index was
forecast to reach 51.8. See PMI Manufacturing Results on the following page.
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PMI Manufacturing Results, HSBC Manufacturing &
Leading Index

PMI Manufacturing Results

Oct Sep Aug July | June | May | Apr Mar

2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011
Manufacturing PMI 504 | 51.2 | 509 | 50.7 | 50.9 | 52.0 | 52,9 | 534
Output 523 | 52.7 | 52.3 | 52.1 | 53.1 | 549 | 55.3 | 55.7
New Orders 505 | 51.3 | 51.1 | 51.1 | 50.8 | 52.1 | 53.8 | 55.2
New Export Orders 48.6 | 50.9 | 483 | 504 | 505 | 51.1 | 51.3 | 525
Backlogs of Work 46.0 | 48.9 | 476 | 465 | 459 | 47.7 | 50.7 | 51.4
Inventories of Finished Goods 50.3 | 49.9 | 489 | 49.2 | 51.0 | 50.0 | 50.8 | 51.3
Purchases Quantity 50.7 | 515 | 51.2 | 520 | 515 | 53.6 | 53.8 | 541
Imports 47.0 | 50.1 | 49.7 | 49.1 | 48.7 | 505 | 50.6 | 52.0
Input Prices 46.2 | 56.6 | 57.2 | 56.3 | 56.7 | 60.3 | 66.2 | 68.3
Inventories of Raw Materials 485 | 49.0 | 488 | 476 | 485 | 495 | 520 | 51.6
Employment 49.7 | 51.0 | 504 | 505 | 50.2 | 509 | 51.8 | 51.8
Supplier Delivery Times 50.7 | 495 | 499 | 50.3 | 49.8 | 499 | 50.6 | 50.4

HSBC Manufacturing PMI

The HSBC Manufacturing PMI expanded slightly HSBC Manufacturing PMI
from 49.9 in September to 51.0 in October. Qu o
Hongbin, Chief HSBC Economist remarked, “The -
final PMI confirms the notable improvement in y \1 //\/\ /\\
China's manufacturing activities driven by rising | 2 = y \ / y
new business from both domestic and external | £ ° \ / N ~
markets. We expect stable monetary policy with e
targeted easing in the coming month.” N \V/J
“s gz g zgee e ooz oc
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Leading Index
China’s Leading Index fell from 101.31 in Leading Index
August to 100.43 in September.
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Data & News

Data

October 26" (Bloomberq) - China’s Industrial Profits — rose from 23.3% Y/Y in August to
27.0% Y/Y in September — reaching 3.68 trin yuan and marked the slowest expansion rate of
industrial profits in the year.

News

November 2™ (Bloomberg) - China May Introduce Stimulus If Economy Slows - HSBC’s
Stephen King made the following comments in an interview:

China won’t want to see anything below, say, 7 percent.

There’s always been a fear that something must be going wrong in China because it’s achieved a
growth that’s without precedent” during the past three decades. I think the 5 percent forecast is
far too pessimistic.

We are close to an inflection point now...that the need for further tightening is gone.

November 2™ (Reuters) - China CPI Seen Easier, Commodity Prices Volatile - Peng Sen,
NDRC vice Chairman stated:

At present, prices are stabilising and are under overall control.

China's CPI has peaked at 6.5 percent in July before easing to 6.2 percent in August and 6.1
percent in September, and we are expecting to see a further fall in the coming period of time,

Commodity prices in the international markets may become more volatile next year.
November 1% (China Daily) - OECD foresees single-digit growth for China — The OECD said

that China’s economy will slow from 10.4% in 2010 to 9.3% this year, and will advance 9.5% in
2013.

October 31% (Reuters) - China's Hu says Europe can solve its economic woes — President Hu
Jintao told reporters:

We are following the economic development under the current difficulties with attention.

We are convinced that Europe has the wisdom and has the competence to overcome the current
difficulties.
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News (Cont’d.) & Upcoming Dates

News (Cont’d.)

October 31" (Bloomberq) - China’s Cheng Siwei Says Yuan Should Be in IMF Currency
Basket - Cheng Siwei, a Former Chinese Legislator remarked at a conference in NY:

The renminbi should have a certain percentage in the SDR to reflect China’s economic growth in
the modern monetary system.

We need to make the RMB fully convertible. How can you call it a reserve currency if you can’t
convert it?

Key Dates This Week

Date Indicator Month Expectation Previous
11/02 China Non-Manufacturing ocT B 59.3
PMI
11/02  China HSBC Services PMI OCT -- 53.0
11/08  CPI OCT 5.5% /5.8% 6.1% /6.5%
11/08 PPI OCT --113.4% 14.2% / 13.8%
Fixed Assets Inv Excl.
11/08-09 Rural YTD Y/Y OCT 24.7% 24.9%
11/08-09 Retail Sales/ Y/Y OCT - 117.6% 17.0% / 17.7%
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As expected, the Riksbank kept its repo rate unchanged at 2.0% for the second consecutive
meeting and lowered its forecast for the projected rate path. In September, Retail Sales fell
for the third consecutive month. Swedbank’s October PMI Index rebounded, but is still
below its expansion zone of 50.

Weekly Highlights

Riksbank Interest Rate — was unchanged at 2.0%. (SW 1)

Retail Sales - fell 0.2% M/M and 0.6% Y/Y in September, compared with -0.3% M/M and
+0.3% Y/Y in August. (SW 2)

PMI — rose from 48.1 in September to 49.8 in October. (SW 3)
Weekly Releases & News
Chart(s) of the Week: Riksbank Interest Rate

Riksbank Interest Rate
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As expected, the Riksbank held its repo rate at 2.0% for the second consecutive meeting. The Bank remarked,
“The difficulties in resolving the public finance crisis in Europe has led to increased uncertainty. In Sweden,
growth is expected to be slightly weaker in the coming period. At the same time, inflationary pressure is low. The
Executive Board of the Riksbank has therefore decided to hold the repo rate unchanged at 2 percent and to wait to
increase it until sometime next year.” Deputies Lars E. O. Svensson and Karolina Ekholm, were hoping for a rate
cut to 1.75% and a rate path of 1.5% from Q1 of 2012 until Q1 of 2013. The Bank has now predicted that 2012
economic growth will reach 1.5%, from a previous forecast of 1.7%, and lowered its repo rate forecast for Q4 of
2012 from 2.6% to 2.3%. It added, Output will grow 2.4% and 2.5% in 2013 and 2014, respectively; and
Underlying Inflation will average 1.3% in 2012 (down from 1.5% predicted earlier).
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Retail Sales, Consumer & Manufacturing Confidences

Retail Sales

November 2, 2011

Retail Sales fell 0.2% M/M and 0.6% Y/Y in
September, compared with -0.3% M/M and

Retail Sales
(3 Mths. Mov. Avg.)

+0.3% Y/Y in August. Sales were forecast to - e
increase 0.3% M/M and fall 0.2% Y/Y. R N A fe
Additionally, Retail Sales for consumables | £ .. i ~ ‘g
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Consumer Confidence
Consumer Confidence fell from -5.8 in Consumer Confidence
September to -7.5 in October. This marked the “0
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The seasonally adjusted Manufacturing Manufacturing Confidence
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PMI &Trade Weighted Exchange Rate

PMI
Sweden’s Purchasing Managers’ Index PMI Survey
rebounded from 48.1 in September to 49.8 in 7
October, dropping below 50 for the third = 4
time since July 2011. It was expected to N ,/JW\'\'\
reach 47.2. Eight of the Index’s 10 .\ N \

3 v
subcomponents also dropped below the g s \ /
expansion zone. Raw Materials Prices was o \~/
the largest negative contributor, dropping 7.1 * (2
points. Swedbank remarked, “Companies are “setEszzeszceeet:::
preparing for a weaker economy. The SR R T
industrial economy has clearly weakened.”

See below for PMI results.

PMI Results

Oct Sep Aug | July | June | May | Apr Mar Feb Jan Dec

2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2010
PMI 498 | 481 | 487 | 50.1 | 529 | 56.1 | 59.8 | 58.6 | 60.9 | 61.5 | 60.2
Orders 50.5 | 465 | 470 | 454 | 523 | 554 | 615 | 56.1 | 595 | 64.2 | 63.6
Production 48.2 | 489 | 48,6 | 494 | 540 | 59.8 | 619 | 614 | 65.0 | 649 | 628
Employment 50.7 | 50.0 | 509 | 53.7 | 51.3 | 544 | 57.7 | 58.3 | 611 | 57.7 | 57.1
Delivery Times 478 | 475 | 491 | 544 | 581 | 61.0 | 65.1 | 66.0 | 67.2 | 646 | 645
Stocks 471 | 520 | 515 | 50.1 | 514 | 556 | 546 | 52.0 | 644 | 519 | 555
Export Orders 48.9 | 483 | 48.0 | 469 | 525 | 528 | 58.3 | 54.7 | 58.8 | 61.9 | 60.5
Domestic Orders 49.1 | 46.2 | 423 | 434 | 488 | 56.4 | 569 | 54.0 | 56.3 | 62.1 | 63.6
Stocks of Orders 489 | 47.0 | 479 | 49.1 | 51.0 | 553 | 573 | 543 | 58.0 | 60.2 | 59.5
Raw Material Prices 39.9 | 470 | 474 | 515 | 605 | 635 | 745 | 798 | 771 | 77.1 | 719
Import Prices 46.8 | 458 | 485 | 504 | 522 | 56.2 | 585 | 58.9 | 60.2 | 58.6 | 59.7

Trade Weighted Exchange Rate

Trade Weighted Exchange Rate
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Data, News & Upcoming Dates

Data

October 28" - August Economic Tendency Survey (RTT News) — fell from 96.6 in September to
94.3 in October. The Survey was expected to reach 96.0.

October 27" - Household Borrowing Growth (Bloomberg) — slowed from 6.2% Y/Y in August
t0 5.7% Y/Y in September. In September 2010, the growth rate was 8.9% Y/Y.

News

October 31% (Bloomberq) - Sweden Has ‘Very High’ Economic Strength - Moody’s said:

Sweden’s susceptibility to event risk is very low as the banking sector remains solid.

Key Dates This Week

Date Indicator Month Expectation Previous
11/07 Service Production SEP - -0.1%/3.7%
11/07 Budget Balance OCT -- 1.7B

11/09 Riksbank Minutes
11/09 IP SEP -- -3.1% /5.6%

11/09 10 SEP - -0.5% / 4.2%
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Switzerland’s economy continued to show signs of sharp slowing: In October, the KOF
Economic Indicator fell further and Manufacturing Output contracted more than
economists forecast in October, adding to signs of a worsening economic slump. Retail
Sales declined in September.

Weekly Highlights

KOF Swiss Leading Indicator — fell from 1.21 in September to 0.80 in October. (SZ 1)
Real Retail Sales — fell 0.9% Y/Y in September. (SZ 2)
PMI — fell from 48.2 in September to 46.9 in October. (SZ 2)

Weekly Releases & News
Chart(s) of the Week: KOF Swiss Leading Indicator

KOF Swiss Leading Indicator
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The monthly aggregate of indicators retreated from 1.21 in September to 0.80 in October — the
lowest since September 2009. The KOF remarked, “The indicator’s decline suggests Swiss
economic growth is likely to slow markedly. Still a recession is not likely to develop within the
next few months.” The Indicator was expected to reach 1.00.
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Retail Sales & PMI

Retail Sales

November 2, 2011

September Real Retail Sales remained flat on a
monthly basis and dropped 0.9% Y/Y, compared
with -0.8% Y/Y the previous month.

Adjusted Real Retail Sales
(6 Mth. Mvg. Avg.)
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PMI

Switzerland’s Purchasing Managers’ Index SVME Purchasing Managers' Index

unexpectedly fell from 48.2 in September to

46.9 in October. The index was expected to "1 A

reach 47.7. Four of the index’s subcomponents - AAVA PSS [ \_A

posted increases. Credit Suisse remarked, “The | £ = ! \\\ /// \'\\

horse trading that has surrounded the euro crisis | = = \ / \(

has resulted in clear signs of a slowdown in ® |/

industrial activity, with new hiring and N W/

inventories particularly hard hit. All of the sub- ol :’m ]

indicators that feed into the PMI survey were out EEEEEEE R EEEEEEE

of the growth zone.”

PMI Results
Oct Sep Aug | July | June | May | Apr Mar Feb Jan Dec
2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2011 | 2010

PMI s.a. 46.9 48.2 51.7 53.5 53.4 59.2 58.4 59.3 63.5 60.5 61.2
Output 48.0 46.5 54.3 51.5 46.6 61.1 57.3 59.3 64.7 60.6 65.3
Backlog of Orders 46.2 44.9 46.4 45.6 48.8 57.0 55.2 57.8 67.1 64.2 59.0
Quantity of Purchase 42.6 40.1 46.1 42.8 46.7 55.5 56.4 61.7 64.4 62.1 59.6
Purchase Prices 41.3 36.7 34.6 46.2 51.8 60.2 69.2 75.4 76.1 70.0 72.1
Suppliers Delivery Times 458 | 55.6 | 600 | 678 | 69.2 | 66.8 | 688 | 68.6 | 59.2 | 58.7 60.3
Stocks of Purchases 449 47.1 51.0 57.1 50.9 51.9 55.2 52.6 56.1 54.1 52.2
Stocks of Finished Goods 45.3 46.7 50.7 54.0 51.3 49.9 52.5 50.3 52.4 53.8 52.1
Employment 48.6 50.6 50.3 55.4 58.2 57.9 58.2 58.2 63.7 59.5 56.4
PMI NSA 47.7 50.7 50.5 51.9 55.7 59.4 60.2 61.1 62.7 60.0 55.7
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Trade Weighted Exchange Rate & News

Trade Weighted Exchange Rate

Adjusted Real Retail Sales
(6 Mth. Mvg. Avg.)

5
A”A\f\ll\\
A VA
=
£ 2
|
o V
-
~ @ @ W W 9o 9 © @© O O O O = = =
5 8 88 8 33 3 38 2 2 2 2 - £ ¢
g 8 5 § &8 B 5 g g 83 5 &£ 8 & 5 %
a = 5 v o =E 5 o o =E S5 0o o = S5 o

News

October 31°* (Bloomberq) - Moody’s New Credit Analysis of Switzerland Says Qutlook Stable —
Moody’s remarked, “the outlook on the rating is stable” and the SNB’s efforts to control the
appreciating franc “are on balance credit positive.”

October 27" (Bloomberq) - Schneider-dmmann Says There’s ‘No Talk’ of Swiss Recession -
Economy Minister, Johann Schneider-Ammann made the following comments:

I’'m hoping that the environment will stabilize.

Even at 1.20, we’re still far away from purchasing power parity, which is considerably higher.
We have a lower limit, which is giving companies some planning security.

...while the economy is in a difficult environment, there’s no talk of a recession.

October 27" (Bloomberg) - Swiss Economy May Not Grow Through First Quarter 2012 -The
BAK Basel Economic Research Institute said:

The Swiss economy will probably stagnate from summer 2011 through spring 2012...

...prospects for the coming months remain bleak.

The outlook for 2012 is very subdued given the continued euro debt crisis. Negative risks for
Switzerland, as for the global economy, remain extraordinarily high.
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Key Dates This Week
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Date
11/03
11/04
11/07
11/07
11/07
11/08

Indicator
UBS Real Estate Bubble Index
Foreign Currency Reserves
Unemployment Rate / sa
CPI
CPI — EU Harmonised

SECO Consumer Confidence

Month

Q3
oCT
ocT
oCT
oCT
ocT

Expectation

Previous
.65
282.4B
2.8% / 3.0%
0.3%/0.5%
0.3%/0.2%

-17

SZ-4
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