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stand

= In our annual update on indicators of structural performance, we find
many EM economies displaying an unsurprising and yet disappointing
slippage in structural strength. This is disappointing particularly in the
current cycle, which is characterized by pervasive demand weakness. With
limited fiscal and monetary policy room available, and the efficacy of
demand supportive policies suspect, EM economies have little other than
the pursuit of structural reforms as the way to counter the ongoing growth
malaise.

= Looking at the overall scores, Asian stalwarts Hong Kong, Singapore,
South Korea, and Taiwan take up the top of the table of the structural
performance scorecard. It is striking how these economies score high
almost in all categories, underscoring the point for economies aspiring to
achieve high levels of prosperity that comprehensive, across-the-board
reforms are needed as opposed to piecemeal efforts.

= At the other end of the spectrum, Argentina, Ukraine, and Venezuela
remain the bottom ranked countries. These economies are characterized
by very poor quality of institutions, weak financial and goods markets, and
high level of state intervention in the economy.

= There have been some striking changes to structural rankings between
2007 and 2014. India has seen marked deterioration in its scores, ranging
from education to financial and goods markets. This contrasts with its
relatively high economic growth performance during that period, but is
consistent with the view that the impetus for high quality growth had
slipped considerably in recent years. We will watch with interest if matters
improve under the aegis of the new government, which came to power in
mid-2014.

= While there is considerable worry about China’s slowing growth
momentum and debt problems, we take heart from its steady
improvement in structural strength. While much more needs to be done,
there has been encouraging improvement in its institutional quality,
infrastructure, financial market, as well as goods and labor markets. Some
slippage in economic openness however is a source of concern.

= In terms of regions, Asia remains the most advanced on structural quality
scores and Latin America the least advanced. EMEA is in the middle of the
pack but there is divergence within EMEA: Czech Republic, Israel, and
Poland rank much higher than Russia, Romania and South Africa.
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Introduction

As terms of trade have worsened and China has slowed, there has been a
marked slowdown among EM economies in recent years. With limited fiscal
and monetary policy room available, and the efficacy of demand supportive
policies suspect, EM economies have little other than the pursuit of structural
reforms as the way to counter the ongoing growth malaise.

EM economies’ growth rate has slowed during the course of this decade
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background, we have prepared our annual update on indicators of structural
performance. We find many EM economies displaying an unsurprising and yet
disappointing slippage in structural strength in recent years. This is
disappointing particularly in the current cycle, which is characterized by
pervasive demand weakness.

Empirical evidence from long term studies of economic growth show that most
EM economies have grown on the back of strong accumulation and
deployment of capital (by channeling high savings rates) and labor (taking
advantage of favorable demographics), as opposed to improvements in total
factor productivity (TFP). There is also clear cross-country evidence showing
that structural reforms are crucial for boosting productivity growth. As the
global drag persists, productivity-boosting measures are therefore more
important than ever to maintain strong growth. The following chart shows
clearly that improvement in structural scores tend to be closely associated with
higher real per capita GDP growth.
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GDP growth per capita vs. structural performance: a positive relationship
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Analytical framework

While structural reform has become a popular catch-all term to encapsulate
almost everything outside the spheres of monetary and fiscal policy, and has
been used widely in this broad context, in our view more work needs to be
done on systematically analyzing the progress of specific structural factors and
identifying the most important reform priorities in different countries.

With this in mind, and with the additional aim of creating a consistent
framework to compare structural performance across a broad range of EM
countries, we construct a synthetic index — comprising of various structural
pillars — and use this to objectively assess structural performance across 26 EM
economies between 2007 and 2014. Further, by analyzing the components of
the index we are also able to pinpoint the most likely pressure points within
EM.

While the precise choice of indicators used to capture the different facets of
structural performance is constrained by data availability, we look for
indicators that are readily available and comparable across countries, capturing
a wide range of structural issues that impact potential growth.

To provide an objective assessment of structural performance, we choose 18
variables covering development over 8 key structural pillars. We normalize
each variable at its 2007 level using the mean and standard deviation across
our selection of countries. We then average across all the normalized variables
within a pillar to obtain a country’s sub-index value for that structural pillar. To
create the composite index of overall structural performance for each country,
we simply average across these sub-index values (corresponding to the 8
structural pillars). The index can therefore be interpreted as the relative
structural performance compared to the average EM in 2007. The composite
index values also enable us to rank countries from best to worst in terms of the
structural setup. We also create an equivalent index using the 2014 values of
the indicators, which would enable us to compare structural performance
between 2007 and 2014.

Full details on the variables used and methodology are provided in the
Appendix .
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Results summary

Looking at the overall scores, Asian stalwarts Hong Kong, Singapore, South
Korea, and Taiwan take up the top of the table of the structural performance
scorecard. It is striking how these economies score high almost in all
categories, underscoring the point for economies aspiring to achieve high
levels of prosperity that comprehensive, across-the-board reforms are needed
as opposed to piecemeal efforts.

At the other end of the spectrum, Argentina, Ukraine, and Venezuela remain
the bottom ranked countries. These economies are characterized by very poor
quality of institutions, weak financial and goods markets, and high level of
state intervention in the economy.

There have been some striking changes to structural rankings between 2007
and 2014. India has seen marked deterioration in its scores, ranging from
education to financial and goods markets. This contrasts with its relatively high
economic growth performance during that period, but is consistent with the
view that the impetus for high quality growth had slipped considerably in
recent years. We will watch with interest if matters improve under the aegis of
the new government, which came to power in mid-2014.

While there is considerable worry about China’s slowing growth momentum
and debt problems, we take heart from its steady improvement in structural
strength. While much more needs to be done, there has been encouraging
improvement in its institutional quality, infrastructure, financial market, as well
as goods and labor markets. Some slippage in economic openness however is
a source of concern.

In terms of regions, Asia remains the most advanced on structural quality
scores and Latin America the least advanced. EMEA is in the middle of the
pack but there is divergence within EMEA: Czech Republic, Israel, and Poland
rank much higher than Russia, Romania and South Africa.

EM structural performance 2014: Summary table (countries ranked by the value of the overall index, with the most
structurally developed countries at the top)
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Selected country snapshots

China

The world’'s second largest economy has come a long way in recent decades,
characterized by exceptionally strong growth and overall development. Much
of China’s growth came from large-scale mobilization of savings and labor
toward construction, infrastructure, and manufacturing, but at the same time
the economy has also delivered impressive productivity growth. While we have
grave concerns about prevailing headwinds such as excess capacity and
ballooning debt burden, we see continued signs of economic rebalancing and
progress in moving up the value chain by Chinese manufacturers. In our
composite scores, China has delivered impressive gains in education,
infrastructure, labor market, and financial market liberalization. While much
more can be accomplished in improving institutions and opening up the
economy, as well as reducing state intervention, China’s overall performance in
delivering structural reforms is striking by its pace and broad-based nature. A
spider chart usefully captures the economy’s achievements along various
structural pillars between 2007 and 2014.

China’s macro troubles overshadow genuine structural improvements in
recent years
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India

Despite its impressive growth record over the past decade and a half, India’s
structural deficiencies are well known, holding back its potential. Infrastructure
is poor, goods market efficiency suffers from excessive regulation, labor
market is inflexible, little is spent on health and education, and both the
economy and financial markets have been hampered by heavy handed state
intervention.

Our analyses show that not only is India in a mediocre cohort with respect to
its structural strength, it has in fact slipped in recent years. While education
attainment has improved marginally and the economy has undergone a few
bouts of liberalization measures, there have been setbacks in areas such as
goods market efficiency, labor and financial markets, along with no discernible
improvement in institutional quality. India scores particularly poorly on
infrastructure.

Deutsche Bank AG/Hong Kong
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India has a long road of structural improvement ahead
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It is too early to tell if the new government that came to power in mid-2014
will be able to improve India’s structural scores expeditiously. Efforts to
maintain fiscal discipline, raise the efficiency of cash transfer to the poor,
reduce wasteful subsidies, tackle corruption, improve health indicators, pass
the much-belated Goods and Services Tax legislation, widen the scope of
privatization, liberalize the labor market, break down goods market cartels,
pass business friendly laws, etc are welcome, but clearly the to-do list is
arduously long.

Furthermore, the structural scores would rise only when such measures are
pushed through successfully, many of which would likely receive pushback
from vested interests and face numerous other implementation risks,
especially related to the political calendar. We appreciate the goal of the
government to improve India’s ranking in the cost of doing business surveys,
but would need to see a broader range reform initiatives in order to anticipate
decisive improvement in structural rankings.

Brazil

Just like China, Brazil is experiencing considerable macro stress (owing
primarily to the commodity bust, lapses in governance, and fiscal profligacy),
which is contrasted by fairly impressive structural improvement. We see
sizeable gains in education, infrastructure, and labor markets in recent years,
with additional improvements in goods market efficiency and financial markets.

Macro has deteriorated sharply, but the economy has gained structural
strength in recent years
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Brazil has targeted the education sector aggressively over the past decade,
with some tangible gains. Thanks to Bolsa Familia (targeted support to
households for healthcare and education) and other programs, not only has the
education spending to GDP ratio increased from sub-5 to nearly 6% during the
course of this decade, education related outcomes have improved as well
(including in areas such as school participation rate and grade progression,
especially for girls).

Skeptics would argue that such gains have been offset by concurrent fiscal
slippage and lapses in governance. Also, some of the labor market
improvement may also have been a function of fiscal profligacy that boosted
employment artificially. Deeper labor market reforms and a focus on test
scores for students (as opposed to spending per student) are warranted to take
Brazil on a higher plane of structural strength. But just like the “middle income
trap” phenomenon, making it to the next level of structural strength will be
challenging. Ongoing economic and political stress will most likely slow down
progress, in our view.

South Africa

There has been no discernible progress during the period of analysis for South
Africa, with glaring deficiencies in education and labor markets continuing to
fester. At the same time, growth has weakened. An uncertain policy
environment, focus on (inefficient) redistributive policies and nationalization
have held back South Africa in recent years, in our view. If anything, legislation
has become more restrictive, increasing the cost of doing business. Multiple
centers of policy making have made the system of governance inefficient and
confusing. The quality of public spending has deteriorated, given reduced
share of capital spending by the public sector. The ongoing economic and
political headwinds may lead to further worsening of a range of structural
scores and rankings.

Stagnant South Africa
South Africa
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Turkey

On a net basis, Turkey, like South Africa, has been stagnant in our rankings.
There has been some progress in education and infrastructure, but the labor
market has weakened, while state intervention has increased. We would
expect the institutional quality markers, having remained mostly stagnant
during 2007-14, to worsen as more data are released, reflecting recent
developments.

Deutsche Bank AG/Hong Kong
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Turkey's mixed track record
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Poland

Poland saw significant improvement in its overall structural index between
2007 and 2014, driven by growth across almost all structural pillars; it is now
one of the more structurally developed countries in EM. In particular, Poland
has in recent years been able to improve infrastructure, enact education reform,
open its markets and further its integration in the German supply chain. This
structural improvement has been largely due to Poland’s good performance in
absorbing sizable EU structural funds, of which it is the biggest beneficiary (for
the coming 7-year budgeting period, Poland has been allocated nearly EUR
80bn in EU structural funds). However, the policies of the new PiS government
(not captured in this update) pose a risk, and it will be important to observe if
there is any deterioration in institutional quality and degree of state intervention
in the coming years.

‘Poland: broad-based structural improvement
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Among other economies, Latin America (and Ukraine) look vulnerable, while
Thailand, Korea and Taiwan look reasonably sound. Hungary and Romania are
characterized by sound macro narratives (among the best), but still there are
many structural issues that need to be sorted out. (‘Spider’ charts for all
countries are presented in Appendix Il).
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Change in structural performance rank between 2007 and 2014: Poland one
of the big winners
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Structural vs. macro vulnerability

We have already made the point that structural progress is associated with
higher income growth. Below we also show that good structural performance
tends to go hand in hand with lower macro vulnerability scores (derived from
our Emerging Market Vulnerability Monitor). This chart establishes a useful link
between structural factors (that are seen as drivers of long term performance)
and macro risk parameters (short-term oriented). We believe that structural
scores should play a role in asset allocation and investment strategy not just
for the long term, but also in near term considerations.

Structural vs. macro vulnerability
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Change in the Structural score, 2014 vs. 2007 (ranked from most improved at the top to least improved at the bottom)

Institutional Financial Economic Goods State Labour
quality Infrastructure Education market openness market intervention market Overall
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APPENDIX |

Listed are the variables that are included in this study:

Institutional quality: To assess institutional quality we use the six Worldwide
Governance Indicators (WGI) published by the World Bank. These include
control of corruption, government effectiveness, regulatory quality, rule of law,
voice and accountability, and political stability. The variables capture a nation’s
legal, bureaucratic and administrative setup — and the extent of property rights
protection — which are all important determinants of potential growth through
their impact on investment decisions and the operation of businesses.
Excessive regulation and corruption are deterrents for investment and also
discourage inflows of foreign funds, while an efficient and stable government
can promote economic development.

Infrastructure is crucial for the efficient functioning of an economy, for
promoting trade and connectivity, and for the overall development of emerging
economies. For this pillar, we use the infrastructure component from the
World Economic Forum’s Global Competitiveness Index (GCl). This
infrastructure sub-index captures the quality and availability of a country’s
transport, electricity and communication systems.

Education is an important determinant of labor productivity, which in turn
impacts long-term growth potential; lack of proper education provision could
form a deterrent to moving up the value chain and producing greater value-
added products. To measure developments in the educational sphere we use
the GCI sub-indices capturing both primary and higher education (including
vocational training, important for updating workers’ skills); these encompass
the reach (enrollment) and the quality of education.

A sound and well developed financial sector which provides sufficient access
to credit and other financial services is another vital factor in the efficient
allocation of capital (both local and foreign), and can have an impact on
potential growth. To measure this, we use the sub-index from the GCI, which
covers the availability and affordability of financial services, ease of access to
loans and venture capital, soundness of banks and regulation of security
exchanges.

Economic openness: To capture the degree of economic openness, we use
data on a country’s openness to investment (FDI as a % of GDP), the extent of
trade openness (measured by 100 minus the trade-weighted average tariff
percentage), and the improvement in the country’s export market share since
2002. Open goods markets and free capital flows are widely believed to have a
positive impact on developing nations, while distortionary taxes and restrictive
government policies limit trade, impede business activity and reduce
competitiveness of firms.

A properly functioning goods market promotes competition between firms,
increases productivity and enables countries to generate the correct mix of
products; goods market efficiency is important for allowing countries to
respond to changing market conditions and will be a factor in determining the
ability to capitalize on the eventual pickup in global demand. To measure the
various facets of this pillar we use another GCIl sub-index which includes the
intensity of local competition, the effectiveness of antitrust policy, the level of
tax rates and the ease of starting a business.

While state intervention has a role to play in any emerging country, excessive
government involvement in the economy is generally accompanied by

Deutsche Bank AG/Hong Kong

Page 11



11 May 2016
Special Report: Why structural reforms are EM's last stand

excessive regulation, bureaucracy, corruption and a distortion of incentives. To
capture the degree of state intervention in the economy, we use two variables:
the size of government transfers and subsidies as a proportion of GDP
(published by the Fraser Institute as part of its Economic Freedom of the World
index), and government expenditure as a percentage of GDP (published by the
IMF). These two variables capture the extent to which economies rely on the
state, and the related political processes, rather than the private sphere to
allocate resources.

Labor market: To assess efficiency of the labor market — another central factor
in the determination of potential GDP — and the productivity improvements of
the labor force, we use the employment rate and the percentage change in
output per employed person since 2002.

Construction of the structural performance index

Each of the variables listed within the 8 pillars noted above is set up such that
larger values imply better structural performance. We use these variables to
first construct the overall structural performance index for 2007, our base year.
We normalize each variable at its 2007 level using the mean and standard
deviation across our selection of 26 EM countries. We then average across all
the normalized variables within a pillar to obtain a country’s sub-index value
for that structural pillar. To create the composite index of overall structural
performance for each country, we simply average across these sub-index
values (corresponding to the 8 structural pillars). The index can therefore be
interpreted as the relative structural performance compared to the average EM
in 2007. The composite index values also enable us to rank countries from best
to worst in terms of the structural setup.

We also create an equivalent index using the 2014 values of the indicators,
which would enable us to compare structural performance between 2007 and
2014. It is important to note here that in the normalization process for the
indicators in the 2014 index we still use the 2007 average across countries.
Therefore, the index can still be interpreted as the performance relative to the
average EM in 2007, and we have a fixed benchmark to measure structural
progress, compare progress across countries and also to evaluate the
aggregate structural improvement across EM over the six years.

We do acknowledge that there are facets of structural reform that our index
does not cover. We do not include demographics, for example, as we aim to
capture those spheres of structural performance that can generally be
impacted significantly by policy. The index also does not address other
vulnerabilities such as external imbalances, which we consider in the analysis
of our complementary EM Vulnerability Monitor. Further, we do not attempt to
measure the impact of the different structural components on potential GDP
nor do we accordingly weight the different structural pillars in the construction
of the overall index. This can be analyzed in future updates, but our aim here is
to provide a basic objective framework to track and compare structural reform
impetus across countries, and to provide an initial assessment of structural
performance within EM.

Page 12
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APPENDIX I
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"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this
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Bank may act as principal for its own account or as agent for another person.
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not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank has no
obligation to update, modify or amend this report or to otherwise notify a recipient thereof if any opinion, forecast or
estimate contained herein changes or subsequently becomes inaccurate. This report is provided for informational
purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any
particular trading strategy. Target prices are inherently imprecise and a product of the analyst’s judgment. The financial
instruments discussed in this report may not be suitable for all investors and investors must make their own informed
investment decisions. Prices and availability of financial instruments are subject to change without notice and
investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial instrument is
denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the
investment. Past performance is not necessarily indicative of future results. Unless otherwise indicated, prices are
current as of the end of the previous trading session, and are sourced from local exchanges via Reuters, Bloomberg and
other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases, other parties.

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which coupons are
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to
the risks related to rates movements.
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be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be
incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable
for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized
Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the
website please contact your Deutsche Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and
SIPC. Analysts employed by non-US affiliates may not be associated persons of Deutsche Bank Securities Incorporated
and therefore not subject to FINRA regulations concerning communications with subject companies, public appearances
and securities held by analysts.

Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany’'s Federal
Financial Supervisory Authority.

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the
Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial
Conduct Authority. Details about the extent of our authorisation and regulation are available on request.

Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch.

India: Prepared by Deutsche Equities India Pvt Ltd, which is registered by the Securities and Exchange Board of India
(SEBI) as a stock broker. Research Analyst SEBI Registration Number is INHO00001741. DEIPL may have received
administrative warnings from the SEBI for breaches of Indian regulations.

Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA,
Type Il Financial Instruments Firms Association and The Financial Futures Association of Japan. 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. We may also charge commissions and fees for certain categories
of investment advice, products and services. Recommended investment strategies, products and services carry the risk
of losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in
market value. Before deciding on the purchase of financial products and/or services, customers should carefully read the
relevant disclosures, prospectuses and other documentation. "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 DSI are written by Deutsche Bank
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