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There are signs of value stocks starting to outperform growth stocks over the past
two weeks. We see supporting fundamental factors behind this sector rotation,
as well as short-term confirmation signals from relative momentum. We suggest
tactically shifting to cyclical sectors including financials, property and machinery.

B Rotation from growth to value underway. Since the outbreak of COVID-19
in Q1, growth stocks led by tech have been outperforming value stocks
significantly. Over the past two weeks, however, the tide is turning in both U.S.
and HK markets. With the premium of U.S. growth stocks over value stocks
at its highest in at least two decades, and U.S. tech stocks being the “most
crowded” trade, there could easily be profit taking in growth stocks and at the
same time catching up in value stocks given the right catalysts.
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B Fundamental catalysts for the rotation. We see several catalysts
supporting the rotation into value stocks: 1) upbeat economic data; 2) rising

21000

Ju19  Sep-19  Nov-19  Jan20  Mar20  May-20

Jul

inflation expectations and bond yields bode well for financials; 3) positive news
on COVID-19 and vaccines; 4) U.S.-China tension weighing on tech sector.

B Momentum of sector rotation confirmed in the short term. Relative
Rotation Graph (RRG), a tool to gauge and forecast sectors' relative
performance, confirms short-term rotation from tech to cyclicals in HK market.

Compared to the short-lived rotation in early-Jun, we expect the current 2
rotation into value should last longer.

B Growth might still outperform in medium-to-long term. In the medium s
term, however, such sector rotation has not yet been confirmed on RRG. We 4.
should not rule out the possibility of growth stocks keep outperforming value.

B Tactical strategy: shift to selected cyclical stocks. Expect value/cyclical 3
stocks to outperform growth stocks in the next few weeks. While we still like 6.
the secular outlook of growth stocks, in particular internet giants, we suggest
making a tactical shift to selected cyclical stocks. How long would this rotation v
last depends on upcoming economic data, COVID-19 trend and vaccine
development progress, U.S-China tensions, China’s monetary easing, among 8.
other factors.

9.

Sectors and stocks for tactical rotation

Sector Company

Insurance CPIC (2601 HK), China Life (2628 HK), Ping An (2318 HK)
Banking Ping An Bank (000001 CH), PSBC (1658 HK), CEB (6818 HK)
Brokerage CITIC Sec (6030 HK), CSC (6066 HK), CICC (3908 HK)
Property China Aoyuan (3883 HK), Country Garden (2007 HK),

Source: Bloomberg
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Vanke (2202 HK), Poly Development (600048 CH)
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Sector rotation from growth to value underway

Since the outbreak of COVID-19 in Q1 2020, growth stocks, led by information technology,
have been outperforming value or cyclical stocks significantly in major stocks markets
around the globe. The main reason is that growth stocks are less affected by the pandemic
and economic recession. Over the past two weeks, however, beaten-down value
stocks started to outperform growth stocks in both U.S. (Fig. 1) and HK markets (Fig.
2 & 3). The last time such sector rotation happened was around early-Jun (shaded areas
in Fig. 1 & 2).

B Tech stocks seem expensive and crowded

With the premium of U.S. growth stocks over value stocks at its highest in at least two
decades (Fig. 4), and U.S. tech stocks being the “most crowded” trade in the market
(according to BofA Merrill Lynch July Fund Manager Survey, 74% of fund managers
interviewed thought so, though the number dropped to 59% in August’s survey), there could
easily be profit taking in growth stocks and at the same time catching up in value stocks
given the right catalysts.

Figure 1: Nasdaq’s performance relative to Dow Figure 2: Hang Seng Tech’s relative performance
1.4 7 normalised 2.0 1 normalised
13 18 -
16 -
12 4
14 -
11 4
12 -
101 10 -
——Nasdaq / Dow Jones —Hang Seng Tech / Hang Seng Index
09 . : : . ; : : 038 ; ; ; . : : .
1 2 3 4 5 6 7 8 1 2 3 4 5 6 7 8
2020 2020
Source: Bloomberg, CMBIS Source: Bloomberg, CMBIS
Figure 3: Hang Seng Composite industry indexes Figure 4: S&P 500 Growth Index’s premium over
50% Value Index is at highest in at least two decades
0% mYTD #6Aug- 18Aug 1.6336
ri.ov
30%
20% r1.50
10% 1140
0% — ] I I ’1.30
-20%
r1.10
-30%
< T N & o P P & Next year est. P/E of +1.00
s 2 & o o ey & A
P E NS N S&P 500 Growth / S&P 500 Value
R © &
'021"031'041'05/'061'071'081'09 1'10"11/'12/"131"14/'15'16 ' '17 '18 1 "19"20
Source: Bloomberg, CMBIS Source: Bloomberg, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2



8 48 B fR

CMB INTERNATIONAL

19 Aug 2020

fi L LS ]
ed Subsidiary Of China Merchants Bank

B

Fundamental catalysts

B Upbeat economic data and rising yield

Given that value stocks are more sensitive to economic recession/recovery, any positive
surprise in economic data should boost their performance relative to growth stocks. This
was the case when Dow Jones outperformed Nasdagq in late-May to early-Jun, coincident
with the Citi U.S. Economic Surprise Index turning from negative to positive (Fig. 5), where
a positive reading means data beat consensus. Since early-Aug, there is a mild rebound
in the U.S. Economic Surprise Index, supporting the case for rotation into value
stocks.

B Rising inflation expectations and bond yields

As recent economic data are better than expected, coupled with the ongoing QE by major
central banks, inflation expectations in the U.S. are swiftly rebounding from the trough
in Mar. U.S. Treasury yields usually move in tandem with expected inflation, but have been
lagging behind in the past few months (Fig. 6). If bond yields start catching up inflation
expectations in near future, financials could lead value stocks higher, as we will
illustrate in Fig. 9 to Fig 11.

Figure 5: Value stocks tend to outperform on positive Figure 6: U.S. treasury yield lagging behind
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Inflation readings in the U.S. are strongly rebounding since Jun, with both the headline CPI
and core CPI beating consensus in Jun and Jul (Fig. 7 & 8).

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 7: U.S. CPI higher than consensus Figure 8: U.S. core CPI higher than consensus
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B Higher yields bode well for financials

Financial stocks usually perform better when interest rates are rising, because 1) banks’
NIM tend to widen; 2) insurers’ investment returns in fixed income tend to rise; 3) rising
rates reflect economic expansion, and financials are sensitive to the economy.

Over the past five to ten years, financial stocks’ performance relative to tech did show
positive correlation with bond yields in U.S., HK and mainland China markets.

Figure 9: U.S. financial stocks tend to outperform Figure 10: Chinese financial stocks tend to
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Figure 11: HK financial stocks tend to outperform
when bond yields rise
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[ | Positive news on COVID-19 and vaccines

One of the reasons that the outperformance of value stocks in early-Jun did not last long
was the rebound in COVID-19 cases in the U.S (Fig. 12). That second wave triggered
worries about another dip in economic activities and reimplementation of lockdown
measures, and therefore brought a premature end to value stocks’ rally. Now, while the
daily new cases in the U.S. are still uncomfortably high, at least the numbers are trending
down.

Figure 12: U.S. daily new cases of COVID-19
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Progress in vaccine development is another important driver for economic recovery and
cyclical stocks. There have been several positive news on vaccines in the past two weeks:

° 11 Aug: Russia’s President Putin announced approval of a coronavirus vaccine,
Sputnik V, developed by the Gamaleya research institute, before phase 3 trials
have even begun.

® 12 Aug: Pfizer and BioNTech published the preliminary, peer-reviewed data
from BNT162 in the journal Nature.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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® 13 Aug: CNBG (a subsidiary of Sinopharm Group) published the interim data of
a phase 1/2 trial on an investigational inactivated whole-virus COVID-19 vaccine.

Our healthcare sector analyst expects that the first COVID-19 vaccine worldwide will be
approved for commercial use by the end of 2020. Manufacturing of vaccines will be the
next key issue, and we believe the capacity bottleneck will be gradually relieved through
the course of 2021.

B U.S.-Chinatension weighing on tech industry

The tension between U.S. and China continue to creep up, perhaps unsurprisingly, as
investors have expected Trump’s administration would play hard ball on China ahead of
November’s presidential election. On 8 Aug, U.S. President Donald Trump signed an
executive order to stop U.S. firms from doing business with Chinese apps TikTok and
WeChat. On 17 Aug, the U.S. Commerce Department announced fresh sanctions that
restrict any foreign semiconductor company from selling chips developed or produced
using U.S. software or technology to Huawei.

While heightened tension may bode ill for economic recovery and thus cyclical stocks, that
the recent disputes are primarily on tech industry may exert more pressure on tech
stocks, prompting rotation out of this relatively expensive sector and into cheap
cyclicals.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Momentum of sector rotation

B Relative Rotation Graph (RRG) confirms short-term rotation into cyclicals

Relative Rotation Graph (RRG) can be useful in gauging and forecasting sectors’ relative
momentum (*explanatory note on the next page).

Fig. 13 shows that the Information Technology industry under Hang Seng Composite Index
has been “weakening” over the past 12 days, and is on the brink of becoming a “lagging”
sector. In contrast, cyclical industries Energy and Properties & Construction have
been “improving” and just become “leading” sectors, while Financials are still
lagging but improving.

Weekly chart (Fig. 14) shows a slightly different picture. While the momentum of the leading
Information Technology industry is waning, it has not fallen into “weakening” yet. On the
opposite, cyclical industries Energy, Properties & Construction and Financials are still

lagging and not yet improving.
As far as HK market is concerned, the takeaways from daily and weekly charts are:

1) Inthe short term, there are clear signs of sector rotation out of IT into cyclicals or

value.
2) Inthe medium term, however, such sector rotation has not yet been confirmed.

We should not rule out the possibility of growth stocks keep outperforming value.

Figure 13: Daily RRG of Hang Seng Composite Index on 18 Aug
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Figure 14: Weekly RRG of Hang Seng Composite Index on 18 Aug
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*Explanatory note:

1: Underperforming benchmark but momentum is UP

2: Outperforming benchmark and momentum is UP

3: Underperforming benchmark and momentum is DOWN

4: Outperforming benchmark but momentum is DOWN

Sectors tend to rotate clockwise on the graph

One may ask, “How long will this sector rotation last for?” Would it be as short-lived
as the one in early-Jun? (three weeks in the U.S. and two weeks in HK)

To answer that question in the relative momentum perspective, we review the RRGs at the
peak of that cyclicals’ rally in Jun. There are two key differences compared to the ones on
18 Aug:

1) The daily RRG (Fig. 15) shows Information Technology was weakening in early-Jun,
but was still by far the leading sector and a long way from becoming “lagging”. Only
two cyclical sectors were “improving”, versus four on 18 Aug.

2) The weekly RRG (Fig. 16) shows Information Technology was still the clear leading
sector, with all other sectors but energy in the weakest quadrant.

In short, the RRGs in early-Jun did not show clear signals of sector rotation from growth to
value. Now, the conviction of a sector rotation, at least in the short term, is higher.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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Figure 15: Daily RRG of Hang Seng Composite Index on 9 Jun
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Figure 16: Weekly RRG of Hang Seng Composite Index on 9 Jun
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Tactical strategy: shift to selected cyclical stocks

From the aforementioned fundamental and technical analysis, we expect value/cyclical
stocks to outperform growth stocks in the next few weeks. How long would that last is
highly uncertain though, depending on a number of key factors which we list below.

While we still like the secular outlook of growth stocks, in particular internet giants,
we suggest making a tactical shift to certain cyclical sectors;:

Figure 17: Sectors and stocks for tactical rotation

Target Price

Company Ticker Rating (Local Curr)
Insurance CPIC 2601 HK BUY 33.93
China Life 2628 HK BUY 24.95
Ping An 2318 HK BUY 96.06
Banking Ping An Bank 000001 CH BUY 19.80
PSBC 1658 HK BUY 6.30
CEB 6818 HK BUY 4.90
Brokerage CITIC Sec 6030 HK BUY 24.60
CsC 6066 HK BUY 15.30
CicC 3908 HK BUY 22.40
Property China Aoyuan 3883 HK BUY 15.48
Country Garden 2007 HK BUY 14.55
Vanke 2202 HK BUY 36.69
Poly Development 600048 CH BUY 22.16
Construction Machinery Sinotruk 3808 HK BUY 26.00
Zhejiang Dingli 603338 CH BUY 117.00
SANY Heavy 600031 CH BUY 24.70

Source: CMBIS

Key risks to our call

B Catalysts
1. Economic data of China and the U.S. which beat consensus and point to a
strong recovery should sustain the outperformance by value stocks.
2. Positive news on COVID-19, e.g. significant drop in new confirmed cases in
key countries, and further progress in vaccine development.
Further monetary easing by China, as cyclical stocks react more to liquidity.
4. U.S.-China tech dispute: the U.S. government further tightens bans and
scrutiny on Chinese tech companies.

w

B Risks: The opposites of those catalysts.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10



3 fi -~ B W LS ]
ed Subsidiary Of China Merchants Bank

19 Aug 2020 @ ﬁ.@,(?"ﬁ

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

Disclosure
CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in
the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or
its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange
Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this research
report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as
defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced
by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers
Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined
in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the
extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 11



