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More upside amid stronger easing;
UG property & banks, DG healthcare

Turning more positive on H-shares amid intensifying policy loosening

We have been positive on Chinese equities for 2015 but caution readers of a

weak start to the vyear (see 2015 China Outlook). After H-shares’

underperformance vs. DM, AsiaPac ex Japan and A-shares YTD, we now see

more upside risks than downside ones and turn more positive on the market,

in view of the following:

=  We expect Chinese policy-easing efforts to intensify in 2Q15 (see policy
easing cycle may start soon), including monetary, fiscal and property
relaxation, given the below-target 1Q15 growth and the “bottom-line”-
focused reaction function reiterated by Premier Li during the NPC. We see
lower market rates and resumed credit growth ahead, and our economist
forecasts GDP to bottom in 1Q15 and edge up to 7.2% in 4Q15.

=  We believe the earnings cut cycle will come to an end by April, as the
disappointing FY14 results season wraps up and consensus estimates get
closer to our top-down forecasts. For FY15, we look for more evidence of
cost reduction among mid-stream sectors to reinforce our expectation of a
margin-driven non-financial earnings recovery.

= We see loosening global liquidity conditions and funds inflow as
catalyzing catch-up with A-shares, considering 1) the Fed finally joined
forces with other major central banks on the dovish side and suggested
“lower for longer” rates over the coming quarters; 2) still deeply
discounted H-share valuations suggest light investor positions; and 3)
improving cyclical outlook and expediting reform in China.

Raising HSCEI target to 14,000; UG property & banks while DG healthcare

We raise our end-2015 index target for MSCI China to 80.3 based on 11x 12-
month forward P/E and 5% earnings growth, implying 15% upside from here.
Our end-2015 target for HSCEI is revised up to 14,000.

Sector-wise, we suggest overweight financials (Ping An/CITICS/COLI/CCB),
IT (BIDU), industrials (CRCC) and utilities (CPI/HD Fuxin) and underweight
telecom and energy. Compared to our previous recommendation, we upgrade
property to overweight in anticipation of stronger policy support, upgrade
banks to market-weight due to waning asset quality concerns, while we
downgrade healthcare to market-weight given mounting pricing pressure.
Thematic-wise, we focus on 1) cost savers (buy property, power and cement,
sell energy and upstream metal mining), 2) top-line growers (buy internet/
software and travel/leisure, sell retailing and food & beverage), 3) reform
beneficiaries (buy insurance, brokers and railway), 4) MSCI inclusion (buy
internet/software, sell financials, energy and telecom), and 5) resilient RMB
(buy outbound consumer services, sell exports & HK retail/landlords).

Risks

Key downside risks include muted policy reaction in China despite below-
target growth, unexpected sizable credit events around LGFVs or highly
leveraged developers, and tighter-than-expected Fed monetary stance.
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[2015 China top-10 picks

Ticker Company Ticker Company

2318 HK Ping An BIDU US Baidu

688 HK COLI 939 HK CCB
6030 HK Citic Securities 2380 HK China Power Int'l
1186 HK CRCC 371 HK BEWG

2009 HK BBMG 816 HK Huadian Fuxin

Source: Deutsche Bank Strategy Research

Deutsche Bank AG/Hong Kong

Deutsche Bank does and seeks to do business with companies covered in its research reports. Thus, investors should
be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should
consider this report as only a single factor in making their investment decision. DISCLOSURES AND ANALYST

CERTIFICATIONS ARE LOCATED IN APPENDIX 1. MCI (P) 148/04/2014.


http://pull.db-gmresearch.com/p/1881-DE05/29112482/0900b8c08917580a.pdf
http://pull.db-gmresearch.com/cgi-bin/pull/DocPull/1783-BAE8/90478945/DB_SpecialReport_2015-03-17_0900b8c08972c8e4.pdf
http://pull.db-gmresearch.com/cgi-bin/pull/DocPull/1783-BAE8/90478945/DB_SpecialReport_2015-03-17_0900b8c08972c8e4.pdf
http://pull.db-gmresearch.com/cgi-bin/pull/DocPull/1783-BAE8/90478945/DB_SpecialReport_2015-03-17_0900b8c08972c8e4.pdf

23 March 2015
Buy Chinese H-shares

We turn more positive

The H-share market had a relatively weak return YTD, underperforming DMs,
Asia ex. Japan and A-shares (Figure 1). Looking forward, we are turning more
positive on H-shares, as we expect 1) Chinese policy easing effort to intensify
in 2Q15; 2) earnings cut cycle should come to an end by April, 3) global
liquidity conditions to loosen and funds may flow in to spur catch-up with A-
shares.

Chinese policy-easing effort to intensify in 2Q15

Major macro indicators including industrial production, FAI and retail sales
came in disappointingly in 2M15 (Figure 2); high-frequency micro indicators
including the sluggish electricity production (proxied by coal consumption of
major IPPs; Figure 3) and the softening domestic commodity prices (Figure 4)
also suggest extended weakness in March. Our economist expects 1215 GDP
growth (due by 15 April) to dip below the full-year target to 6.8% due to the
double whammy of fiscal revenue decline and a property market slowdown,
and sees rising risks of a mini hard-landing (GDP < 6%) if policy response
comes behind curve.

Figure 1: The H-share market had a relatively weak Figure 2: Major macro indicators including industrial
return YTD, underperforming major DMs, Asia ex. Japan production, FAl and retail sales came in disappointingly
and A-shares in 2M15
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At the recent National People’s Congress (NPC) meeting in early March, we
noticed Premier Li Kegiang mentioned in the 2015 Government Working
Report' that the no.1 task in 2015 is to “stabilize and improve macroeconomic
policies [and] make sure economic growth stays in the reasonable range”.
We believe this is a strengthened reiteration about the “bottom-line”-
focused policy reaction function, hinting that we will see stronger policy
loosening when the economy grows below the level deemed desirable by the

administration, which we think should be around the 2015 growth target of 7%.

T See http://www.gov.cn/guowuyuan/2015-03/16/content_2835101.htm
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We will watch closely messages from Premier Li in the coming weeks to look
for more evidence of an increasingly proactive policy stance, including at the
China Development Forum on 23 March and the State Council Regular
Meeting chaired by Li every Wednesday.

Figure 3: Coal consumption of major IPPs has been
sluggish in March

45% -

Figure 4: Domestic commodities, including coal, cement
and steel prices, fell further
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Given the above considerations, we expect policy-easing measures to
intensify in April (see our economist Zhiwei Zhang's report Fiscal slide
worsened, policy easing cycle may start soon issued on 17 March), including
monetary, fiscal and property relaxation, helping reduce market effective
interest rates and accelerate broad credit supply (M2 and TSF) over the coming
months, which in turn would raise the market’s expectation of a mild
economic recovery in 2H15. Specifically, we expect:

=  More monetary loosening to bring down market interest rates

=  Qur economist forecasts a RRR cut in early April, when March
economic data become available, and an interest rate cut in May;

= We may see more liquidity injections by those newly created
facilities such as SLF, MLF, PSL etc. through open market
operations; e.g. last week, the PBoC not only extended the three-
month MLF (medium-term facilities) that expire on 17 March, it
actually expanded their size by Rmb100-150bn to Rmb450-500bn,
injecting fresh base money to the banking system and helping to
lower interbank short-end rates (Figure 5);

= The Ministry of Finance recently announced? it would allow
Rmb1trn local government debt issuance to finance an equivalent
amount of expiring LGFV liabilities in 2015. We understand direct
buyers should be primarily commercial banks; however, we note
that it will be an outright base money injection if the ultimate
source of money comes from the PBoC via its liquidity facilities,
such as relending window or MLF. We suspect the PBoC may be
doing so because while public debt net issuance has been
generally around Rmb1-2trn in recent years, an additional
Rmb1trn this year may be a too large supply increase for the

2 See http://www.mof.gov.cn/zhengwuxinxi/caizhengxinwen/201503/t20150312_1201705.html
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banking system to handle on its own. We note that the PBoC
utilized the relending window to monetize local government debt
(Rmb141bn) and state-owned bank NPLs (Rmb604bn through the
four AMCs) in the late 90s to stabilize the financial system and
combat deflation;

The monetary authority may also guide for easier credit
standards among large banks to facilitate bank loan underwriting,
especially for the policy targeted areas, e.g. PPP-financed
infrastructure projects, social housing projects, first-home
mortgage etc.

Figure 5: Recent PBoC liquidity injections helped
moderate short-end market interest rates

Figure 6: The effective fiscal deficit will expand to
Rmb1.83trn or 2.7% of GDP in 2015
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More expansionary fiscal stance to boost aggregate demand

The 2015 Government Working Report has specifically mentioned
some areas as the key demand drivers for this year, concentrating
on infrastructure investments (industrial/energy network projects
and life quality projects) and household consumption
(information, leisure/tourism/education, housing etc.; Figure 7);

Effective fiscal deficit to increase visibly: according to of the
comments made by Finance Minister Lou Jiwei at the latest press
conference®, although the documented fiscal deficit will only
increase marginally to Rmb1.6trn of 2.3% of GDP in 2015 from
Rmb1.35trn or 2.1% of GDP in 2014, the effective fiscal deficit in
current-year-spending terms will actually expand to Rmb1.83trn
or 2.7% of GDP in 2015 from Rmb1.13trn or 1.8% of GDP in 2014
(Figure 6). If realized, we believe this more sizable fiscal deficit
increase of Rmb700bn or 0.9ppt of GDP would offer stronger
support to domestic demand going forward;

Corporate capex will share the funding burden for infrastructure
investment: as we highlighted in Figure 7, many projects are
primarily invested in by corporates instead of the government,
such as network buildup (information networks, oil/gas pipelines,
electricity grid), industrial upgrade, and environmental/clean
energy; also, for those public projects with externalities, local

S See http://www.xinhuanet.com/politics/2015lh/zhibo/20150306a/
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governments are proactively pushing forward the PPP (private
public partnership) to involve more non-public capital;

= Policy banks may step up funding support to designated
projects: last year the biggest policy bank, China Development
Bank (CDB), was offered Rmb1trn through the PBoC’s PSL
(pledged supplementary lending) facility to fund social
housing/shantytown renovation. This is essentially the central
bank funds fiscal-backed infrastructure projects, and some market
participants see it as a Chinese-type QE. We may see a similar
process this year if needed.

Deutsche Bank AG/Hong Kong Page 5
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Figure 7: Key domestic demand drivers identified in the 2015 Government Working Report
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More relaxation of property policies: we expect easier mortgage

standards, including a lower down-payment ratio and larger mortgage
rate discount, which could boost property sales growth and alleviate
the property market’'s drag to economic growth in 2H15. This is
based on our recent observations, including

Dovish official policy tone: we notice the 2015 Government

Working Report mentioned “support[ing] residents’ self-use and
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upgrading demand for housing”; this is the first time in five years
we have seen a supportive policy tone on the property market in
the same working plan document (Figure 8). The last time we saw

this was back in 2009, when the Rmb4trn stimulus was

introduced to combat the Global Financial Crisis;

Figure 8: 2015 Government Working Report shows a supportive policy tone on the property market after five
consecutive years of tightening tone; last time we see this was back in 2009 when the Rmb4trn stimulus was
introduced to combat the Global Financial Crisis
Year Policy tone on the property market in the Government Working Report
2005 -Focusing on curbing the excessively rapid rise in the prices of the real estate
2006 -Continue efforts to restrict excessive real estate investment and I_ow<_er overheated real estate prices in some cities
-Promote the sound development of the real estate and construction industries
2007 -Promote the industry's sustained and sound growth
-Strengthen oversight and regulation of housing prices, prevent overheating in housing prices & keep prices at a reasonable level
2008 -Strengthen regulation and oversight of the real estate market _
-Promote sustained, steady and healthy development of the real estate industry
-Promote the steady and healthy development of the real estate market
2009 -Adopt even more vigorous and effective policies and measures to stabilize market confidence and expectations
-Keep real estate investment stable, and promote steady and orderly development of the real estate industry
2010 -Promote the steady and.sc‘>und d.evelopmen.t of the regl estate r.ngrket
-Resolutely curb the precipitous rise of housing prices in some cities
-Resolutely regulate the real estate market
2011 . . S . . . .
-Firmly curb the excessively rapid rise of housing prices in some cities
-Continue to regulate the real estate market and develop low-income housing
2012 -Strictly implement policies and measures to discourage speculative or investment-driven housing demand
-Promote long-term, steady, and sound growth of the real estate market
2013 -Tighten regulation of the real estate market and strengthen construction of government-subsidized housing
-Firmly rein in speculative and investment-driven housing demand
2014 -Curb housing Qemand for speculation and investment purposes
-Promote sustained and healthy development of the real estate market
-Support residents’ self-use and upgrading demand for housing
2015
-Promote stable and healthy development of the real estate market

Source: Government Working Report, Deutsche Bank Strategy Research
Note: green color refers to supportive policy tone, while red color means tightening policy tone.

Increasing newsflow about property policy relaxation: we
summarize in Figure 9 a list of favorable newsflow on the property
market since March, including the lower down-payment ratio for
HPF (housing provident fund) buyers, and a piece in The Economic
Observer about the housing bureau, MoHURD, which is preparing
to introduce measures to stabilize housing consumption, including
cutting down-payments and mortgage rates for second homes*.

4 See http://finance.sina.com.cn/china/hgjj/20150320/085721766719.shtml
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‘Figure 9: We have see

n favorable newsflow on the property market since March

Date Area News Source
MoHURD is reported to be mulling policies to support the property market, including 1)

20-Mar Nationwide Iower!ng down-payment requirements for first-home HPF mortgages to 20%, and also The Economic
lowering down-payments and mortgage rates for second-home mortgages. Such policies Observer
have received support from MoF and PBoC
Zhenggao Chen, Minister of Housing and Urban-Rural Development (MoHURD), said to lower

20-Mar Nationwide the entry requirement and expand the quota of HPF loans and streamline approvals on a Xinhua
national MoHURD teleconference

20-Mar Ir_:;rjc]) I\?irr:ce Fujian government lowered HPF down-payment ratio to 20% CNStock
Fuzhou, Ningbo, Sichuan, Anhui, Jiangsu, Liaoning, Inner Mongolia, Guizhou have rolled out

Mutiple cities orinitiated pilot policies to buy back commodity housing from the market for social housing
19-Mar . . . ) . Caijing
and provinces use, or have designated one SOE as the exclusive purchase entity to buy back commodity

housing for relocation housing use
Jinan lowered the first home HPF down-payment ratio to 20% for houses smaller than

16-Mar Jinan city 90sgm, and 30% for houses over 90sqm, this is also applicable for second home buyers who Xinhua
have fully repaid their mortgage

5-Mar Nationwide Premier Li said to supportt residents' self-gse and upgrading housing demand in the People.com
Government Work report in the NPC meeting

- Xinjiang issued a notice stating that, for house buyers in the primary market, the deed tax
2-Mar Xinjiang value that exceeds 1% will be subsidized by local governments. Caliing

Source: Deutsche Bank Strategy Research
Note: HPF = housing provident fund.

Figure 10: PBoC has been defending the line of CNY/USD by appreciating the
mid-rate (relative to last closing) in the past few months
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On RMB, we have been reiterating that the currency should not depreciate
significantly against USD in 2015, and we remind readers that our economist

forecast a flattish end-2

of CNY/USD b

015 rate of 6.2.

The fact that the PBoC has been cutting rates while defending the line

y appreciating the mid-rate (relative to last closing) in

the past few months (Figure 10) confirms the monetary authority’s

clear preferen
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demand over the depreciating RMB exchange rate to raise external
demand;

= Indeed, the PBoC has been selling US Treasury and releasing forex
reserves in the past few months (Figure 11) to stabilize the CNY/USD
rate. We think this move makes sense and should sustain as part of
the global rebalancing after the Global Financial Crisis.

= In order to stimulate Chinese exports and spur economic growth,
RMB would need to depreciate against USD over 20% to catch up
with the pace of EUR and JPY. We think this will cause notable
trade friction events and may not be able to effectively help
Chinese exports considering China is already the world's largest
trader and there is still sluggish DM demand,;

= Chinese corporates have accumulated a big chunk of USD/HKD-
denominated debt in the past few years, taking advantage of the
cheap USD funding costs and what essentially constitutes a carry
trade. Allowing RMB to depreciate in a big way would
significantly increase the financial costs for these companies,
especially property developers, construction contractors, airlines
etc., and may incur self-propelling funds outflows as the Chinese
private sector increases demand for USD to match their liabilities,
which stood at US$2.15trn at September 2014 (Figure 12).

Figure 11: The PBoC has been selling US Treasury and
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Figure 12: Chinese private had US$2.15trn forex liability
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Earnings cut cycle to come to an end by April

Flash FY14 results: 40% cap reported; results slightly below expectations
So far 40% market cap of our H-share universe (or 50% in the non-financial
space) has reported FY14 earnings. The results are slightly below
expectations, as overall FY14A bottom-line growth registered a yoy decline of
2.2%, compared to the -0.7% expected by consensus; non-financials saw
earnings decline 6.3% yoy, 1.8% worse than market consensus of -4.5%.

Sector-wise, telcos have completed reporting and saw profits drop 7% vyoy,
but this was 2% better than consensus. 74% market cap of IT companies have
reported 39% aggregated earnings growth, largely in line than consensus.
With roughly 30% of consumer companies announcing results, the overall
surprise was tilted to the downside, as the 15% and 24% profit declines in

Deutsche Bank AG/Hong Kong
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discretionary and staples were both below consensus by 5% and 9%
respectively. The reporting of marine and utilities so far has appeared to be
notably missing consensus by 15% and 17% respectively. Other sectors have
reported too little market cap to be conclusive. Grouping-wise, cyclicals, SOEs,
old-economy and upstream sectors have generally missed consensus
estimates, while private and downstream sectors have reported higher-than-
consensus results. See our summary in Figure 13.

See our preview at FY14 Earnings Preview - Midstream to beat, upstream and
consumers to miss.

Figure 13: H-share FY14 results flash: 40% of market cap has completed
reporting
Net income growth
Mkt cap : Surprise:
reported| 2013A  1H14l 2014A vs. 2014E  2015E
: consensu5|
Consumer Discretionary 30% 36% -1%; -15% -5%; -10% 27%
Consumer Staples 33% 3% -3%: 24% -9%: 17%  13%
Energy 26% -7% 6%l -25% 9%l -18% -24%
Financials 15%|  20%  13%, 9% 4% 5%  10%
Banks 5%| 22% 13%: 6% -0%: 6% 8%
Diversified Financials 8% 93% 116%lI 46% 2%I 42% 27%
Insurance 37%| 44%  20%| 39% A% 40%  14%
Real Estate 27% 8% 6%: 3% 1 6%: 17% 8%
Health Care 19% 9% 1%l  25% 3% 29%  14%
Industrials 16%| 6%  27%, 31% A% 32%  31%
Capital Goods 15% 8% 1 0%: 29% -0%: 30%  47%
Commercial & Professional Services 3% 10% -26%l  -14% -28%I 19% 12%
Airlines 0% NM  NM] N/M NM] NM NM
Marine 67%| 9% 28%: 13% -1 5%: 33% 21%
Road & port 12%| 18%  95%l 61% 16%l 39% 9%
Information Technology 74% 78% 50%: 39% -1%: 40% 28%
Materials 21%|  24% 14%: -14% -13%: 2% 1%
Telecommunication Services 99% 2% -4%I -7% 2%l -9% 8%
Utilities 39%| 26% 6% 3% 7%  17%  13%
Overall 40%| 10.9% s.o%: 2.2% -1.5%: 0.7%  7.4%
Non-financials 50% 7.5% 3.4%| -6.3% -1.8%1 -4.5% 6.5%
Cyclicals 39%| 10% 7% 6% 2% 4% 5%
Defensives 72% 4% -2%: 7% -2%: 6% 9%
Financials 12% 27% 15%I 14% -0%I 14% 10%
SOE (ex. Financials) 51% 2% 1% -11% 4% 8% 0%
Private (ex. Financials) 50%| 22% 15%! 5% 2% 3%  19%
New Economy (ex. Financials) 56% 64% 41%l  32% 1%l 34% 25%
Old Economy (ex. Financials) 48% 3% —1%: -12% —2%: -10% 3%
Upstream 22%|  -10% —6%: 24% -9%: 7%  -24%
Mid-stream 24%| 67%  29%l 17% 8%l 27%  22%
Downstream 66%| 9% 3% _ 3% __ 2% 5%  14%

Source: Bloomberg Finance LP, Deutsche Bank Strategy Research ‘

Earnings cut cycle to come to an end; look for margin-driven recovery

MSCI China 2015E consensus EPS has been stabilizing recently, especially for
financials and defensives (Figure 14). We believe the earnings cut cycle will
come to an end by April, as the FY14 results season wraps up and consensus
estimates move closer to our top-down forecasts.

For FY15, we look for more evidence of cost reduction to reaffirm our

expected margin-driven earnings recovery in non-financials. We reiterate our
forecast that overall H-share earnings may grow 4.7% and 5.1% in 2015 and
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2016, respectively (Figure 16); non-financials’ earnings growth will likely
accelerate to 6.5%/7.5%, driven mainly by non-financial profit margin
expansion, while financials may see only 3% growth in 2015/16 on the back of
narrower NIM and slower M2 growth.

Watch for the latest consensus earnings revision trend: on an YTD basis, non-
bank financials (+5%), transportation (+4%) and capital goods (3%) have been
receiving 2015E earnings upgrades. Upstream sectors saw their earnings
down by 39% and 3% for energy and materials respectively (Figure 15).

Figure 14: 2015 consensus stabilized recently, especially
for defensives

105 4 15% -

received the most earnings upgrades

Figure 15: Non-bank financials and select industrials

Rebased ——MSCI China Cyclicals Defensives = Financials Consensus 2015E earnings revision 2015 YTD
2015E EPS
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Source: Bloomberg Finance LP, MSCI, Deutsche Bank Strategy Research

Source: Bloomberg Finance LP, MSCI, Deutsche Bank Strategy Research

Note: Historical values are calculated on current constituents

Note: Historical values are calculated on current constituents

Figure 16: We look for non-financial earnings growth to recover to 6.5% in
2015 at the expense of financials; overall H-share may deliver 4.7% growth
Consensus
DB Forecasts vs. Sales Net| Earnings Earnings Implied
Consensus Growth Margin Growth Growth Revisions
2014E Non-financials 4.5% 6.3% -1.8% -1.4% -0.4%
Financials 8.0% 8.8% -0.7%
H-share 3.3% 3.9% -0.6%
2015E Non-financials 4.0% 6.4% 6.5% 7.1% -0.6%
Financials 3.0% 7.1% -3.9%
H-share 4.7% 7.1% -2.3%
2016E Non-financials 5.0% 6.6% 7.5% 21.4% -11.5%
Financials 3.0% 9.8% -6.2%
H-share 5.1% 15.1% -8.7%

Source: Bloomberg Finance LP, Deutsche Bank Strategy Research ‘

Global funds may flow in to catalyze a catch-up with A-
shares

Fed signaled more dovish than expected stance; we see fund inflows ahead
Given the weaker-than-expected economic growth so far in the US (Figure 17),
the Fed joined forces with other major global central banks (Figure 19) on the
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dovish side and suggested “lower for longer” rates over the coming quarters.
We think this could boost global liquidity conditions and support risk appetite.
We expect H-shares to catch up with A-shares thanks to global fund inflows.

Figure 17: Recent economic data in the US have been
weaker than expected, while those of EU and EM have

been better than expected
100 -

Economic surprise —US Eurozone = -EM Asia Pacific
index
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Source: Bloomberg Finance LP, Deutsche Bank Strategy Research

Figure 18: The median Fed funds rate target of 2015 was
cut 50bps to 0.625%, 2016 was cut 62.5 bps to 1.875%
and 2017 was reduced 50 bps to 3.125%

5
Midpoint of target —2015 —-2016 —2017

Fed funds rate %
FOMC members are

forecasting less rate
44 hikes ahead

¥ —
-~

0.25ppt

1.375 [ 3 0.5ppt

1.125 ~
1
0.625

FOMC meetings

Sep-14 Dec-14 Mar-15

Source: Federal Reserve, Deutsche Bank Strategy Research

Figure 19: A summary of monetary loosening actions by major central banks in 2015

Country

Date Major central banks' loosening actions 20

/region

March FOMC lowered
and the possibility of a June 2015 liftoff

18-Mar USA

dian fed funds rate projection

Country

. Major central banks' loosening actions 2015 YTD
/region

4-Feb Romania

Cuts policy rate by 25bps to 2.25%

18-Mar Sweden Cuts repo rate by 15bps to -0.25%

4-Feb China Cuts RRR by 50bps to 19.5%

18-Mar China It is reported that PBoC renewed ¢.RMB500bn MLF

12-Mar S. Korea Cuts base rate by 25bps to 1.75%

3-Feb Australia Cuts cash rate by 25bps to 2.25%

11-Mar Thailand Cuts repo rate by 25bps to 1.75%

30-Jan Russia Cuts key rate by 200bps to 15%

Expands purchases to include bonds issued by euro area

4-Mar Poland 22-Jan Eurozone central gover gencies and Europ institutions;
Cuts reference rate by 50bps to 1.5% bined hly asset purct to to €60 billion

4-Mar India Cuts policy repo rate by 25bps to 7.5% 21-Jan Canada  Cuts target overnight rate by 25bps to 0.75%

28-Feb China Cuts benchmark lending rate by 25bps to 5.35% 20-Jan Turkey Cuts repo rate by 50bps to 7.75%

24-Feb Turkey Cuts repo rate by 25bps to 7.5% 19-Jan Denmark Cuts lending rate by 15bps to 0.05%

23-Feb Israel Cuts benchmark rate by 15bps to 0.1% 15-Jan Peru Cuts policy interest rate by 25bps to 3.25%

17-Feb Indonesia  Cuts benchmark rate by 25bps to 7.5% 15-Jan Switzerlan(Cuts target range to -1.25% ~ -0.25%

12-Feb Sweden Cuts repo rate by 10bps to -0.1% 15-Jan India Cuts policy repo rate to 7.75%

Source: Deutsche Bank Strategy Research

=  FOMC made two important changes to its March statement, as our US

economist Joseph LaVorgna highlighted:

= The removal

of the date-dependent forward guidance (the

“patient” language”) and the much lower than projected median
Fed funds dots. Specifically, the median Fed funds rate target of
2015 was cut 50bps to 0.625%, 2016 was cut 62.5 bps to 1.875%
and 2017 was reduced 50 bps to 3.125% (Figure 18). This
indicates that a June rate hike is not very likely, and the Fed is
currently aiming for September liftoff followed by another rate

hike later this year.

=  The Fed is clearly worried about strengthening dollar by saying
“export growth has weakened”. See their note in Fed "dot plot"
points to September liftoff with shallower glide path, 18 March

2015.
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We believe the much lowered “dots” by FOMC members in the March
18 vs. the previous two meetings implies a delayed initial rate hike and
slower pace of hikes after the lift-off, which should lend support to
global liquidity conditions and raise investor risk appetite. We expect
global fund inflows to H-shares to catch up with A-shares:

A-share have been outperforming H-shares significantly YTD.
This is not surprising to us, as we have been reiterating that the
key overhang for the H-share market in 2015 is the fund outflows
amid the tightening Fed monetary stance, and expected continued
A-share outperformance based on our expectations of the
loosening PBoC vs. the tightening Fed (see the liquidity section on
pages 29-36 in 2015 China Outlook);

Now with ECB initiating QE since March, more and more central
banks cutting interest rates, and the Fed finally signaling a more
dovish monetary stance (Figure 18), we expect the asset market to
reflect these increasingly more accommodative global liquidity
conditions going forward, and for Chinese equities, we expect H-
shares to catch up with A-shares as global funds start to flow in

to gain from our expected improving cyclical outlook and
expediting reform in China.

= On the domestic side, our economists expect a cut of RRR by 50bp in
early April, when March economic data become available to policy

makers, as well as another interest rate cut in May.

Still deeply discounted valuations suggest light investor positions

H-shares are still trading at deeply discounted valuations in cross-country
terms and compared to their own history. Currently MSCI China is trading at
10.1x 12m fwd P/E, a 25% discount to A-shares (Figure 20), 22% discount to
Asia Pacific ex. Japan and 15% discount to EM (Figure 21). Compared to their
own history and cross-markets, H-shares’ present 15% valuation discount to
its 10-year average of 11.9x still looks appealing (Figure 22-Figure 23).

Figure 20: A-shares have been outperforming H-shares
visibly YTD
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Source: Bloomberg Finance LP, MSCI, Deutsche Bank Strategy Research
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Figure 21: MSCI China currently trades at 22% discount
to MSCI Asia Pacific ex. Japan, and 15% discount to EM
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Looking at the stock market capitalization rate (domestic market capitalization
divided by country/regional GDP), China’s stock market cap still has ample
room to grow given its current 76% capitalization rate (including A-shares, B-

Deutsche Bank AG/Hong Kong
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shares and all offshore listings), compared to 114% in Japan, 142% in India,

and 146% in the US (Figure 24).

Based on our four-phase analytical framework outlined on pages 41-42 of our
2015 China Outlook, we think H-shares have entered the “optimism” phase
with rising EPS and expanding P/E from the “hope” phase, where index returns
are solely driven by valuation re-rating (Figure 25). We believe potential global
funds inflow ahead may help extend H-shares in the “optimism” phase and

send the index higher.

Figure 22: MSCI China now trades at 10.1x, or a 15%
discount to its 10-year historical average
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Figure 23: H-shares’ 15% valuation discount to its 10-yr
average is still appealing compared with other markets
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Figure 24: China still has ample room to grow the ratio of

equity market capitalization to GDP
Stock market capitalization vs. IMF 2015E GDP, as of Feb 2015
Hong Kong
HK local
South Africa
Singapore
Taiwan
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India
Japan
Korea
Europe
China (A+B+H)
China (A+B)
Germany
Brazil

Russia

0% 100% 200% 300% 400%
Source: Bloomberg Finance LP, WFE, Wind, Deutsche Bank Strategy Research
Note: China (A+B+H) comprises all onshore and offshore listed Chinese stocks

Chinese reform to expedite in 2015

Figure 25: We think fund inflows may help extend H-
shares in the “optimism” phase
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We expect reform to accelerate in 2015 and suggest investors focus on:

= SOE reform: asset injection and SOE securitization may expedite next
year, given tighter local government fiscal conditions and their

ambitious securitization targets;
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“Go Global”: China’s grand One Belt One Road strategy will bring
more infrastructure projects and benefit related construction materials,
machinery, railway and utilities sectors, etc.;

Financial reform: further interest rate liberalization bodes ill for bank
earnings; brokers are set to benefit from capital market reform and the
potential SZ-HK Connect;

Fiscal & tax reform: the expansion of VAT reform to property and
financial services in 2015 will likely raise their tax burden, but winners
will be services sector and SMEs. We may see tighter implementation
of existing tax, such as sales tax in e-commerce business;

Land & Hukou reform: a critical and long-term step to improve China’s
growth potential and facilitate the New Urbanization campaign. Short-
term beneficiaries will be companies with rural land bank.

See more detailed analysis on pages 65-76 of our 2015 China Outlook.

Deutsche Bank AG/Hong Kong
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Raising index target

Raising index target on lower cost of equity assumptions

We raise our end-2015 index target for MSCI China to 80.3 based on 11x 12-
month forward P/E and 5% earnings growth, implying 15% upside from here.
Our end-2015 target for HSCEI is also revised up to 14,000.

The MSCI China index valuation target of 11x 12-month forward P/E is derived
from our three-stage dividend discount model and based on the assumption of
9.5% cost of equity (3.2% 10-year Chinese government bond yield and 6.3%
equity risk premium). See Figure 26.

Figure 26: Our three-stage DDM suggest 11x target P/E Figure 27: Insurance, property and banks are trading at
based on 9.5% cost of equity assumption the bottom of their 10-year historical range
18 4 12m fwd P/E (X) Cost of equity sensitivity based on 50x - 12m fwd P/E 10-year historical range —+1 standard deviation
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Upgrading property to OW & banks to MW while downgrading health care to
MW

We upgrade property to overweight (OW) from market-weight (MW) and
suggest sticking to bellwethers, including COLI (688 HK), Vanke (2202 HK)
and CR Land (1109 HK), as we see better risk/reward there than at smaller
developers. Property market demand may see improvement on the back of
further loosening measures, including lower down-payment ratios, further
benchmark rate cuts and tax subsidy, etc. Our property analyst Tony Tsang
and his team expect a short-term cyclical recovery in 2015 in the physical
residential market with a gradual ASP recovery in 2H15. Coupled with volume
recovery, developers may see an improving top line. On the cost side, the
sector also benefits from the down-trending cost of financing and commodity
prices. The sector is trading at the bottom of its 10-year historical P/E range
(Figure 27).

We also upgrade banks to MW from underweight (UW), due primarily to: 1)
we see improved risk/reward after financials’ YTD underperformance (3ppt
relative to MSCI China; Figure 28), and banks now trade at an undemanding
valuations of 0.2 std below the 5-yr average 12m trailing P/B; 2) MoF's RMB
1trn local government debt transformation scheme lowered the probability of
imminent credit events around local government vehicles, reducing the
perceived asset quality risks; the program will also help boost banks’ ROE, as
commented on by our analyst Tracy Yu; 3) upcoming policy loosening and
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subsequently improving cyclical macro outlook may further alleviate asset
quality concerns.

We maintain our OW recommendation on insurance and brokers and upgrade
the overall financials as OW from MW. Other top picks in the space include
Ping An (2318 HK) and CITIC Securities (6030 HK).

Figure 28: Financials underperformed MSCI China by 3ppt YTD; IT and
discretionary outperformed

30% | 28% MSCI China sector performance 2015 YTD
25%
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Source: Bloomberg Finance LP, MSCI, Deutsche Bank Strategy Research ‘

On the consumption and services space, we continue to overweight info. tech.
while downgrading healthcare to market-weight. Healthcare's growth may
decelerate as the release of the State Council’s final version of the drug tender
guidelines may bring more price cuts, according to our analyst Jack Hu, who
also sees sector volatility extending for at least few more months until 1) the
majority of the large provinces complete RDL drug tenders; 2) executives take
down guidance for 2015; 3) there is downward revision of sell-side consensus.
We keep our market-weight suggestion on consumer discretionary and
staples, and underweight telecom. Our favorite name is Baidu (BIDU US).

On industrials, we are positive on mid-stream sectors including utilities,
construction and cement, with top picks such as CPI (2380 HK), CRCC (1186
HK) and BBMG (2009 HK), while we stay cautious on upstream, including
energy and metal mining. See our updated sector preference table in Figure
29.

Following our changes of sector preference, we add China Construction Bank
(939 HK) to our top-10 picks, replacing CSPC Pharm. (1093 HK). As one of our
sector analyst’s top picks, CCB has a strong competitive edge in financing
infrastructure-related (26.5% of total loans) and mortgage loans (22.7%). Our
analyst Tracy Yu expects CCB to benefit the most from accelerating
infrastructure spending and as CCB's assets are more easily securitized,
making it a key beneficiary of further growth in China's ABS and MBS markets.
Amongst the listed banks, CCB enjoys one of the highest levels of profitability,
as suggested by its high ROAA of 1.39% in 2014, on our estimates. The stock
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is trading at an attractive 0.9x consensus 15E P/B with 19% ROAE and 6.5%
dividend yield. Our target price of HKD8.2 implies 26% upside potential from
its HKD6.48 closing price on 20 March 2015. See our top-10 picks in Figure 30.

Thematic ideas and stock screens

Thematic-wise, we focus on 1) cost savers (buy property, power and cement,
sell energy and metal mining), 2) top-line growers (buy internet/software and
travel/leisure, sell retail and F&B), 3) reform beneficiaries (buy insurance,
brokers and railway), 4) MSCI inclusion (buy internet/software, sell financials,
energy and telecom), and 5) resilient RMB (buy outbound consumer services,
sell exports & HK retail/landlords).

For the single stock names we highlighted, please see Figures 166-170 in 2015
China Outlook: Rate-cut, reform & re-rating in the Year of the Ram, 5 Jan 2015,
and Figures 6-7 in China Strategy Stock Screens — Trading Euro weakness in
HK/China equities, 11 Mar 2015.

Figure 29: We suggest overweight financials, info. tech., industrials and utilities and underweight telecom and energy

Index Advised . 12m fwd 12m trl 5-yrval. . . .
GICS Sector weight weight Diff. P/E(X) P/B (X) z-score Market-weight Underweight
Insurance Banks
Financials 40% 43% 3% 6.9 1.0 0.2|Diversified Financials
Real Estate
LM 15% 18%  3%| ! 26.4 25 16|internet & Software Hardware & Semicon
Industrials S5 I w2 13 0.4|Capital Goods _________ Transportation
IPPs
s o )
Utlities | N "% OClwaterGasRenew.
Cons. Disc. 5% 5% 0% 108 1.7  -03 Automobiles
Market- Retailing & Others
WEIGRE | e e Food & Beverage 77T
0, 0, 0, -
(VW) Cons Stap. | %%~ % % 208 18 08 Household Products . .
Health Care 2% 2% 0% 18.3 1.7 -0.2 Health Care
Materials 2% 2% 0% 10.7 1.0 0.6[Construction Materials Other Basic Materials
Under- Telecom | _11% 6% 5% 140 39 23 Telecom
weight o o =0 QOil, Gas & Services
(UW) Energy 10% 5% 5% 14.2 1.3 4.6 Conl

Source: Bloomberg Finance LP, MSCI, Deutsche Bank Strategy Research

Note: 5-year valuation z-score refers to the standard deviation from past 5-year historical average in terms 12-month forward P/E, except for financials who are based on 12-month trailing P/B.
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Figure 30: Deutsche Bank 2015 China top-10 picks: replacing CSPC Pharm (1093 HK) with CCB (939 HK)

DB 2015 China Top-10 Picks Themes Consensus Estimates (calendarized) DB Rating
Price Shr-class 5-yr 15E 15E  16E
GICS Mar 20 Mkt Cap 3M ADT Beta 15E 15E 15E Div. EPS EPS DB Target Upside
Ticker Company Name Sector (LOC) (USDm) (USDm) MXCN| C T R P/E P/B ROAE Yield Gwth Gwth| Rating Price Potential
2318 HK Ping An Financials 92.10 44,219 290 1.2 N 13.9 21 16% 1.1% 8% 13% Buy 108.0 17%
688 HK COLI Financials 22.20 23,396 69 1.1 70 1.2 19% 2.8% 15% 15% Buy 30.0 35%
6030 HK Citic Securities  Financials 27.25 4,140 62 1.3 N 206 22 12% 1.6% 20% 17% N/A N/A N/A
1186 HK CRCC Industrials 9.87 2,642 24 1.1 v oV 80 1.0 13% 1.9% 7% 9% Buy 103 5%
2009 HK BBMG Materials 6.58 992 8 13|V v 70 07 1% 1.7% 10% 5%| Hold 7.0 7%
BIDU US Baidu Info. Tech. 212.69 58,661 633 0.7 V 26.8 6.6 28% 0.0% 23% 35% Buy 249.0 17%
2380 HK China Power Int'l Utilities 3.85 3,457 12 0.7| N 71 09 13% 5.6% 3% 4% Buy 4.7 22%
371 HK BEWG Utilities 4.88 5,479 15 0.9 V 194 26 14% 18% 33% 23% Buy 6.6 35%
816 HK Huadian Fuxin  Utilities 3.38 1,120 9 07| 4 85 13 16% 24% 33% 22% Buy 6.1 80%
Addition
939 HK CCB Financials 6.48 200,864 214 1.0 53 09 19% 6.5% 5% 8% Buy 8.2 26%
Deletion
1093 HK CSPC Pharm Health Care 6.42 4,890 10 0.8 J 224 40 19% 1.3% 31% 28% Buy 8.5 32%
Equal weight 34,497 134 1.0 123 2.0 16% 2.5% 16% 15% 27%
Source: g Finance LP, Deutsche Bank Strategy Research
Note: In themes, C refers to cost savers, T refers to top-line growers, R refers to reform beneficiaries, and M refers to MSCI inclusion
Deutsche Bank coverage of Citic Securities (6030 HK) is temporarily suspended due to team structure change
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Sell: Based on a current 12-month view of total share-
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Notes:
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target prices always supersede previously published
research.

2. Ratings definitions prior to 27 January, 2007 were:

Buy: Expected total return (including dividends)
of 10% or more over a 12-month period

Hold: Expected total return (including
dividends) between -10% and 10% over a 12-
month period

Sell: Expected total return (including dividends)
of -10% or worse over a 12-month period
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3. Country-Specific Disclosures
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meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.

Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and
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indirectly affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where
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its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.
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http://www.globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc.
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(Kinsho) No. 117. Member of associations: JSDA, Type |l Financial Instruments Firms Association, The Financial Futures
Association of Japan, Japan Investment Advisers Association. Commissions and risks involved in stock transactions - for
stock transactions, we charge stock commissions and consumption tax by multiplying the transaction amount by the
commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price fluctuations
and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not registered credit rating
agencies in Japan unless Japan or "Nippon" is specifically designated in the name of the entity. Reports on Japanese
listed companies not written by analysts of Deutsche Securities Inc. (DSI) are written by Deutsche Bank Group's analysts
with the coverage companies specified by DSI.

Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may
from time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank
may engage in transactions in a manner inconsistent with the views discussed herein.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level b, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been
distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
defined by the Dubai Financial Services Authority.
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