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The World in 2050
From the Top 30 to the Top 100

A new economic world order is emerging at extraordinary speed.
This publication broadens our list of the world’s top 30 economies to the top 100.
The underlying theme is that the economies we currently call “emerging” are going to power
global growth over the next four decades.
Our update tells the story of the emergence of parts of Africa, the rise of some of the central Asian
republics, as well as some startling advances for countries such as the Philippines and Peru.

By Karen Ward
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From the Top 30
to the Top 100
 Attention will increasingly turn to the ‘new emergers’ as the world

economy undergoes a seismic shift
 Demographics to play a crucial role, helping parts of Africa finally

emerge from economic obscurity

When we published ‘The World in 2050’ a year ago (4 January 2011), we gave a projection for the Top
30 economies by size in 2050 from a pool of the largest 40 economies today. This update casts a wider
net and seeks to identify the Top 100 economies by size. A larger universe increases competition for the
Top 30 and allows us to consider the ‘new emergers’ in the coming decades.
Our ranking is based on an economy’s current level of development and the factors that will determine
whether it has the potential to catch up with more developed nations. These fundamentals include current
income per capita, rule of law, democracy, education levels and demographic change, allowing us to
project forward GDP to 2050. We assume that policymakers will continue to make progress in addressing
economic flaws and that they avoid wars and remain open to global trade and capital. Of course, some of
our bold assumptions may not turn out to be accurate. We highlight the following:
 The striking rise of the Philippines, which is set to become the world’s sixteenth-largest economy, up 27
places from today.
 Peru could sustain average growth of 5.5% for four decades and jump 20 places to twenty-sixth. Chile is
another star performer in Latin America.
 Massive demographic change: in 2050 there will be almost as many people in Nigeria as in the United
States, and Ethiopia will have twice as many people as projected in the UK or Germany. The population of
many African countries will double. Pakistan will have the sixth-largest population in the world. Even if
some of these countries remain relatively poor on a per-capita basis, they could see a dramatic increase in
the size of their economies thanks to population growth.
 By contrast, the Japanese working population looks set to contract by 37% and the Russian one by 31%.
The eurozone faces similar problems with working population declines of 29% in Germany, 24% in
Portugal, 23% in Italy and 11% in Spain, adding a whole new perspective to the sovereign debt crisis.
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US Economic Outlook
An ill wind blows from Europe
US exports to Europe set to fall over the course of 2012
HSBC’s European economists are predicting a recession for the euro zone (see European
Economics Quarterly: Make or break, 22 December 2011), one that will adversely impact
US exports to the region. And the recent depreciation of the euro versus the US dollar
should create competitive disadvantages for US exporters to other regions, as well. As the
euro-zone economy contracts, economic growth in the rest of Europe should falter. For US
exporters, “Europe” includes 59 countries and territories, accounting for 22% of all US
exports. We expect monthly US exports to Europe to fall about 10% by the end of 2012.

US GDP growth to fall slightly in 2012, we expect
Though the US economy ended 2011 on a strong note, with a December payroll gain of
200,000 jobs and a modest acceleration in consumer spending, the outlook for GDP
growth in 2012 still appears restrained. In addition to a contraction in net exports, the
economy will also be subject to an increase in fiscal drag as new caps on federal
government spending begin to bite. Businesses will have to cope with a further
contraction in federal outlays in 2013, when the “sequestration” process reduces projected
federal spending even further. This is likely to inhibit investment spending this year,
particularly in defense-related industries. For 2012, we expect GDP to expand about 1.5%,
down from our 1.8% estimate for 2011.

Personal savings rate still falling

Kevin Logan
Chief US Economist
HSBC Securities (USA) Inc.
+1 212 525 3195
kevin.r.logan@us.hsbc.com

Consumer spending accelerated in Q4 2011, with spending on durable goods such as motor
vehicles particularly strong. Prices of new motor vehicles rose at an 8% annual rate in the
first half of last year due to disruptions in the supply chain for auto production. Average
prices of new vehicles starting falling in September, and buying interest picked up. But a
further acceleration of demand in 2012 may be less likely, we believe. Real personal
disposable income fell over the course of 2011 as inflation outpaced meager gains in
nominal income. Consumers maintained their spending in real terms by lowering their
savings rate. We doubt that the savings rate will be compressed further in 2012. The fourth-
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Inflation is likely to remain subdued, at about 2.0% for both the overall and core rates of
CPI inflation, we estimate. With inflation close to the Fed’s implicit target rate of 2.0%,
continued high unemployment should leave policymakers biased to ease monetary
conditions further. At their next policy meeting on 24-25 January, we believe that the
FOMC is likely to extend the period for “exceptionally low levels for the federal funds
rate” through 2013 from the mid-2013 date it set in August last year.
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 Pessimistic consensus could provide
opportunities to start building positions
 Investment grade corporate bonds now
offer better value than some Sovereigns
 Poor visibility in Q1 suggests a cautious
approach to EM fixed income
Market risks focusing too much on bad news

There has been an understandable focus by fixed-income
markets on all that threatens the Eurozone – refinancing
pressure, prolonged economic weakness and a lack of
political cohesion. But participants continue to overlook the
potential for good news, which could present opportunities
for those willing to look past the current turbulence.
Credit – value emerging

Investment-grade corporate bonds, and even some high yield,
now offer better risk-adjusted value than many Sovereign
bonds such as those of Italy. There is also strong relative-value
appeal in US investment-grade credit – somewhat removed
from the Eurozone’s woes, the US economy has shifted back
towards positive economic growth and is benefiting from four
years of corporate and financial deleveraging.
US Treasuries – roll-down a big part of returns

06 January 2012
Steven Major, CFA
Strategist
HSBC Bank plc
+44 20 7991 5980
steven.j.major@hsbcib.com

With the Fed committed to keeping rates on hold, Treasury
yields are anchored at very low levels, making roll-down key
to returns. HSBC FI Research anticipates a bear steepening
of the yield curve with increased volatility at the long end.
UK gilts – demand still high

Gilts continue to benefit from strong demand, aided by
foreign buying, keeping 10-year yields below 2%. HSBC FI
Research also favours the UK index-linked market over that
of the Eurozone given that these assets are particularly
sensitive to changes in credit risk.
EM caution
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As outflows continue, HSBC FI Research advocates caution
towards EM assets, favouring external debt over local market
bonds. The experience of 2011 confirms that the former can be
an attractive asset, even in a moderate risk-off environment.
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Global Research
 Attractive valuations and depressed risk appetite
largely offset the risks posed by the eurozone crisis

Europe sector recommendations
Overweight

 We forecast pan-Europe EPS growth in the region
of 4% compared to a consensus of 8% indicating
that the bulk of the downgrades are behind us
 We increase commercial services to overweight
and reduce pharmaceuticals to neutral and food
retail to underweight

Underweight

Asymmetric risks
The eurozone debt crisis continues to blight equities and there are significant
hurdles to overcome, not least a series of government bond auctions which
have the potential to derail equities. However, with risk appetite at such low
levels and valuations as depressed as they have been in 20 years there is the
potential for equities to recover surprisingly sharply.
Earnings represent a serious risk and the consensus growth of 8% is still too
high in our view. We believe 4% is likely to be closer to the mark. However,
the pace of downgrades has slowed and this has signalled important turning
points in the past.

Energy
Materials
Consumer Durables
Household Products
Healthcare Equip
Telecoms
Tech Hardware
Insurance
Utilities
Software
Commercial Services ↑
Capital Goods
Transport
Consumer Services
Media
Food & Beverage
Real Estate
Automobiles
Semiconductors
Food Retailing ↓

Source: HSBC

Europe country recommendations
Overweight
Underweight

Switzerland
Germany
France
Netherlands

Source: HSBC

HSBC Radar – a framework for making
market and sector calls (see page 28)

We identify four themes that we believe will drive relative equity
performance: earnings resilience, structural growth, balance sheet strength
and pricing anomalies. Our conviction overweight calls are energy, telecoms,
materials and consumer durables.
At the country level we are overweight Germany and Switzerland and
underweight France and the Netherlands.
Source: HSBC
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China’s markets are climbing a wall of worry in 1Q but should do better in
2012. Blue chips are likely to be back in favour because of developments in
four areas: 1) Monetary policy has switched to pro-growth from combating

China Investment
Atlas (Issue 38)

inflation; the January loan data should signal just how wide the taps are being
opened; 2) people: the three new heads of China’s financial regulatory
agencies are all reformers; in addition, the National Financial Working
Conference (NFWC) held last week should pave the way for further reforms;
3) China will want to engineer a soft landing in the property market;
4) profit margins have stabilised on lower input costs, so profit growth could
rebound from 2Q 2012. In short, Beijing has now got the right people and the
right plan in place to reform the economy and the financial system.

2012: The right people and the right plan

2012 HK/China index targets, implying 11-31% potential return
MSCI
China

SH
COMP

Index level
2012e targets
2012e targets (old)
Implied 2012e PE (x)

53.1
64
61
10.0

2,163
2,700
2,800
10.6

Potential return

21%

25%

CSI
300

Hshare

2,291 9,987
3,000 12,500
3,200 12,000
10.5
8.7
31%

25%

Redchip

Hang
Seng

3,706 18,593
4,100 21,500
4,000 22,000
10.9
10.8
11%

Note: we have changed our MSCI China index target to 64 in “Asia Equity Insights Quarterly”, published on 6
January 2012.
Source: HSBC Equity Strategy Research, Datastream (as of 6 January 2012).

16%

The NFWC convenes once every five years to map out major financial sector
reforms. The fourth conference, which took place on 6-7 January, announced
12 concrete measures to shore up short-term confidence in the economy and
stock market and accelerate long-term reforms (see table next page). China’s
equity markets and financial sector have de-rated to historical lows, but this
meeting could be a game changer over the long run. China’s equity markets
have in the past reacted positively to NFWC deliberations, rising 15-20% in
the six months that followed the previous meetings (1997, 2002, 2007).
On the property front, recent comments by senior officials suggest that some
of the austerity policies that have cooled the market could be fine-tuned to
make them more market-oriented in this year. In addition, Vice Premier Li
Keqiang has also suggested that local governments could meet subsidised
housing supply targets by buying real estate on the open market.

9 January 2012

We adjust our 2012 index targets by plus or minus 5% (MSCI China to 64;
HSI to 21,500; HSCEI to 12,500; HSCCI to 4,100; and SHCOMP to
2,700), implying potential returns between 11% and 31%. We are
overweight on energy, IT and consumer discretionary; neutral on financials,
industrials, materials, staples and utilities; and underweight telecom and
healthcare. We add ICBC and Shanghai Electric to our model portfolio.
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Asian Economics Comment
2.8 billion? Really?
China's upcoming New Year celebration is a massive event. No doubt. We mentioned yesterday that some 2.8 billion
rail tickets would be sold during the country's holiday travel season. Alas, not quite. Despite being widely reported in
the press, China's railways are nowhere near ready to transport that many people. The government estimates that up
to 3.1 billion journeys will be made during this year's holiday season, but only some 235 million by rail. Turns out, most
people will hop on a bus. Still, the numbers are impressive. Read on.
As we pointed out yesterday, it is important to pay attention to the growing seasonal effects of China's New Year on regional
economic activity (see Frederic Neumann, It's still the season, January 12, 2012). The December bounce in Asia's PMIs, for
example, may well be due to the shift in production around China's upcoming holiday. Thus, caution is warranted about the
near-term outlook: first quarter growth will likely disappoint, with improvement only setting in around mid-year once various
stimulus measures are starting to gain traction.
To get a sense of the scale of China's celebration, consider the following numbers (not HSBC forecasts, it should be said, but
the government's own estimates). Note that while the Chinese New Year begins on January 23, the festivities tend to last for
about a week (from January 22 to 29). However, the New Year transportation period lasts somewhat longer, from January 8 to
February 16, as people take extra time off to travel home or visit multiple destinations.
Last year, almost 2.9 billion journeys were undertaken during the peak travel period. This year, the government estimates that
the number will rise to over 3.2 billion (a 9% increase). Of these, 2.8 billion will be by road. The majority will travel by bus,
with some 840,000 vehicles being put into service and offering some 2.6 million departures daily. But, increasingly, Chinese
will also drive their own cars. After all, the country overtook the US as the world's biggest car market already in 2009. From
January to November last year, Chinese bought 16.8 million cars, still well ahead of the resurgent US market (13 million,
January to December).
Meanwhile, for the New Year holidays, 13,000 ships will carry 44 million passengers, and an extra 14,000 flights bring total
plane journeys to 35 million. But, overall, despite a booming domestic market, air passenger traffic is still much smaller than
in the US. For example, between January and November of last year, around 270mn people jumped on a plane in China,
compared almost 800mn in the US in 2011 (October 2010 - September 2011).
Despite the huge build-out of the rail system in recent years, trains still don't come close to road transportation. For the
New Year travel period, over 4,000 daily trains will provide a total of 235 million journeys. For the period from January to
November last year, Chinese made some 1.7bn trips by rail. Impressive, but still well short of India, where for all of 2010, the
last year for which data is available, over 7.1 billion tickets were sold (if you every travelled on an Indian road, you probably
know why). China's railways started to sell tickets online for this first time in January, with its website receiving in excess of
1 billion clicks daily from January 1 - 7 (which may has something to do, admittedly, with the fact that the site couldn't cope
with the initial rush, prompting frustrated customers to try again and again).
China, clearly, is on the move these days. All the celebration and travel is putting a little kink in the economic data - not just
on the Mainland, but regionally. It is important to see through this. Economic challenges remain, including groggy bankers in
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Downunder digest
Australia’s powerful policy tools
 Australia’s structural story remains intact, with the ‘baked in’
mining investment boom supporting growth this year
 But a cyclical global downturn is now in progress and
Australia is not entirely immune
 Unlike other developed nations, however, conventional
policy tools will be effective in supporting the Oz economy

Conventional policy will work
Few developed nations can currently claim that conventional policy tools are still effective
in responding to a cyclical downturn. Interest rates are close to zero in the US and Japan
and heading in that direction in Europe. Fiscal policy has also reached the end of its useful
capacity, with fiscal retrenchment now required across the developed world.

13 January 2012
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Tellingly, HSBC’s recent global economic outlook described the government debt
situation as the ‘arithmetic of doom’ (When the wheels fall off, 21 December 2011).
Indeed, with interest rates at such low levels, monetary and fiscal policies start to seem
like the same thing. If the government can’t spend, via issuing bonds, the central bank is
left to buy bonds. Unconventional policies, such as QE, are the remaining policy levers.
Not so in Australia. Unlike many developed economies, which are sailing in uncharted
waters, Australia is still in a place it has been before: with the cash rate at 4.25%, budget
deficit of 2.5% of GDP (in 2011/12) and net public debt of around 9% of GDP. As a
result, Australia’s conventional policy options are still available. And the tools at
policymakers’ disposal are powerful, particularly the lever at the hands of the RBA.
We expect the rate cuts from late last year, and further cuts in early 2012, will see a mild
rebalancing of growth in 2012. Remember, the weakest sectors have been the interest-rate
sensitive ones – housing and retail sales. We expect these sectors to stabilise in 2012.
With the government planning to unwind its fiscal deficit in 2012/13 by the largest
amount in over 40 years (a 2.6ppts contraction of GDP) there is significant scope for fiscal
slippage – despite political resistance. Plus, low levels of government debt leave scope for
an emergency fiscal package if the economy were to slow a lot more than expected.
Then there’s the exchange rate. The AUD typically acts as a significant shock absorber for
the economy – both on the way up and down. However, with Australia retaining a strong
sovereign rating and Aussie bonds in high demand, it does beg the question as to whether
the AUD would help out as much in a global emergency, as it has done in the past.
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Hard Numbers
The structural rise of Asian inflation
 In our third instalment of Hard Numbers, we take a closer look
at the growing persistence of inflation pressures in the region
 Both headline and core inflation have become more persistent
in the last several years, hinting at structural price pressures
 The growth-inflation trade-off has deteriorated as well, which
points to an upward bias for policy rates in the coming years

Not cyclical, but structural
It’s easy to get caught up in the monthly movements of inflation indicators. A small jump,
say, and financial markets instantly react, expecting tighter rates down the line. Currently,
the opposite is true in Asia: after resurgent inflation in most economies, foremost in China
and India, 2012 should begin with much calmer, and even falling, price readings. With growth
risks still lurking in much of the developed world, regional central bankers can thus breathe
a little more easily and even start to tweak rates down to buy some insurance on growth. We
don’t quibble with that view.
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But there is something else going on here that veteran Asia watchers may already have started
to suspect. While inflation may be cooling off for cyclical reasons, structurally price pressures
in Asia have been climbing for years. The reasons for this include fading excess capacity in
places like China, lack of investment in others, such as Southeast Asia and India, and generally
tighter labour markets throughout the region. What’s more, the shift from external to domestic
drivers of growth is inherently inflationary as well, not least because construction and service
activity is less scalable than manufacturing for exports. There is little doubt that these trends
– inadequate investment, tight labour markets, and a shift towards domestic demand – will
persist in the coming years. Structurally, inflation will keep pushing up.
There are three implications here for investors willing to look beyond the immediate bobble
of high-frequency inflation readings. First, the cyclical cooling of headline readings should
not be mistaken for an absence of fundamental price pressures. Second, and as a result, a pickup in demand, could quickly lead to another bout of surging inflation. Our point, in fact, is
this: in the presence of rising structural price pressures, there is an asymmetry in the behaviour
of inflation; it falls reluctantly as growth stumbles, but soars when demand picks up, producing
an upwardly shifting mean, if you will, of inflation readings over time. Third, and this is where
investors need to pay particular heed: policy rates are biased upwards over time, as officials
react with growing dismay and determination at the stubborn behaviour of prices in their
economies. Need evidence? Turn the page.
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Indonesia Central Bank Watch
Keeping the powder dry
 BI last month kept rates on hold despite its itchiness to cut
rates further
 BI is likely to stay on hold again this week, in our view, to
keep the powder dry but it’s yet another close call
 Going ahead, we expect 50bp in rate cuts during 1H12 as
growth eases and inflation temporarily stays low

Resisting the itch
Bank Indonesia (BI) kept rates on hold last month, taking a breather to monitor
developments and to gauge the effects of the cuts undertaken so far. In its forward
guidance, however, it set the stage for further rate cuts.
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Since last month’s monetary policy meeting the global economic backdrop may have
improved a bit on the margin. US data have been more encouraging, with economic
activity recovering from the summer lull and labour market conditions improving.
However, the recovery is still very slow and precarious, and the lingering political
stalemate is not reassuring either. In Europe, a more comprehensive plan is emerging, but
details and implementation are still lacking and doubts about the sufficiency of the
financial firepower remain.
On the domestic front, Indonesia’s economy has proven resilient in the face of global
economic wobbles. Despite strong growth, headline and core inflation has recently eased
in annual terms, but this partly reflects base effects and the sequential momentum is
picking up. Moreover, there are upside risks to inflation due to the floods in Thailand, and
the weaker currency doesn’t help. Importantly, continued solid growth is expected to raise
underlying inflation pressures this year.
With growth holding up and the economy domestically oriented, BI should be less
concerned about protecting further against a slowdown due to global factors. We expect
growth to ease to 6.1% in 2012, but this is broadly in line with potential. In turn, this
means that the output gap will not close and this will keep underlying inflation pressures
simmering. We, therefore, expect inflation to pick up during the course of 2012, becoming
more uncomfortable toward the end of the year.
While the BI is expected to keep rates on hold at this week’s meeting, we expect it to
deliver further rate cuts. It is seemingly operating under different assumptions about
potential growth and what constitutes a neutral policy rate.
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Korea central bank watch
Contraction lights starts to flash
 Manufacturing production and employment started to contract
sequentially, raising the risk of weakening first quarter growth
 But, there is no rush to cut rates this week given last month’s
stubbornly high headline inflation, still above the BoK’s target
 We expect the Bank of Korea to keep its policy rate on hold at
3.25% this Friday, but still call for a rate cut later in the quarter

Amber, not red
Perhaps the most worrying thing about Korea’s manufacturing conditions is not that they have
deteriorated over the month, but that they worsened while conditions in other countries
improved (see Frederic Neumann, Was November the bottom?). Manufacturing conditions
were particularly weak in December, with the ‘new orders minus inventories’ index falling
further. Other Asian markets, such as Australia, China, India and Japan, however, reported an
expansion in the same measure. So, while the latest PMI may mark the start of stabilisation in
Asia’s manufacturing sector, we stress that Korea still faces greater challenges.
Indeed, economic activity is already moderating. At the current rate, industrial production is
set to contract slightly between the third and fourth quarter of 2011. This is in line with our
4Q 2011 GDP growth forecast of 0.5% q-o-q sa, down from 0.8% reported in 3Q 2011.
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Note that one has to be careful with the latest data releases, most of all exports growth.
Shipments grew 12.5% over the year in December. However, on a sequential basis, and
adjusting for seasonality effects, the value of Korean exports actually contracted. The
HSBC PMI new export orders index, too, reported ongoing monthly declines in new
foreign business, which will feed into further weakness in one of the most trade-dependent
economies in the world. While we maintain our view that exports will not do a 2008, it is
clear that weak external demand is starting to shake the economy.
Is there space to cut rates? Depends on how you look at it. One popular argument against
cutting rates is related to the high level of household debt. Probing deeper; however, we find
that banks are reducing new lending to general households. Therefore, a rate cut is less likely
to spur higher household debt. Instead, it will help reduce interest payments of current debtors,
whose loans are mainly on variable rates. This should provide a safer boost to consumption.
For the Bank of Korea, however, the real backstop for any easing now is headline CPI. After
all, it is in the central bank’s mandate to ensure price stability, and it has a long-term credibility
to protect. So, for now, with headline inflation staying stubbornly above target and growth
concerns not quite flashing bright red, we expect it to stay on hold this Friday, at 3.25%.
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 We maintain our counter-market stance
of stable monetary policy in 2012
 We think the TIIE swaps market is
incorrectly pricing in hikes in 2012
 Trade idea: receive 1Y1Y TIIE, as we
believe it offers a decent risk/reward

Central bank still on hold
We maintain our counter-market position of stable
monetary policy in 2012, as the risks for inflation and
economic growth have balanced due to the recent price
pressures and unfavorable global economic prospects.
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Markets have not been very good at signaling changes in
the monetary policy rate, and may err again. Indeed,
markets incorrectly priced in changes in the monetary policy
stance in 2010-11; and, in our view, they may be wrong
again in 2012. The recent shift in Banxico’s tone towards a
more neutral stance has caused the TIIE swaps market to
lurch from pricing in rate cuts at the end of 2011 to rate
hikes in 2012. In our opinion, rate hikes in 2012 are not
warranted, as most of the inflation pressures will come from
the non-core component, and we expect these pressures to
start to ease towards the second half of the year. This view is
based on our estimation of lower economic growth and a
more appreciated MXN in 2H12. Additionally, we conduct a
Taylor Rule exercise that suggests that our view of stable
monetary policy rate is within reasonable parameters.
Higher-than-expected inflation and shifts in monetary
policy rate expectations bring opportunities in the local
rates market. The TIIE curve switched quickly from pricing
in cuts to hikes in just two months. We recommend investors
receive 1Y1Y TIIE (Trade #81: Receive 1Y1Y TIIE with
target: 4.95%; stop: 5.4%) as Banxico may remain on hold.
We believe this trade offers a decent risk/reward.
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EMEA FX: Where is the value?
 Recent sharp depreciation has created distortions
 Metrics suggest PLN, HUF and TRY are cheap, while RUB and

RON are expensive
 We see value in long PLN-RUB, short CZK-HUF and long TRY-

ZAR trades

Strong changes in real effective exchange rates
The sell-off which occurred in the second half of 2011 has led to a significant weakening
of EMEA currencies. On a real effective exchange rate (REER) basis, currencies have
fallen by an average 6% last year. The underperformers have been the TRY and the ZAR
with depreciation of over 10%. In the CEE, the worst performers have been the HUF and
the PLN. The forint has been directly hurt by the government’s controversial economic
policy, while the zloty suffered because of its “proxy status” for the region and the
combination of a widening current account deficit and high inflation. The other CEE
currencies have performed rather well, particularly the RON and the RUB.
Country-specific factors such as unorthodox policies (Turkey, Hungary) or very high
sensitivity to risk-on/risk-off (South Africa) can explain the relative performances.
Nevertheless, the recent price action seems to have exacerbated some of the distortions.
The fact that the PLN has fallen for the second year in a row with REER now almost 35%
below the 2008 level (chart 2) despite an outperforming economy is rather surprising.
Similarly, the TRY depreciation and massive underperformance vs other EM currencies
appears excessive.
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Our simple valuation metrics where we compare (REER) performances to the current
account balance, capital flows and terms of trade tend to confirm that distortions in
relative value have emerged.
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Short Cycle Report
Take some profit in EUR-USD short
We take profit at 1.2720 in half of our EUR-USD short position established at 1.3600 spot
on 15 November 2011. Although the longer-term cycle remains down, with the market at
support levels we think it is prudent to take some profit and run the rest of the position.
Stock markets are still struggling to eek out gains and risk a reversal lower. USD1,667 in
Gold remains a pivotal focus.
Cross-asset summary
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A shiny new year – not quite
Trades: Long-end of EM Asia still vulnerable
Key trades

 Receive HKD 1-5-10yr IRS butterfly: Swap curvature too high relative to USD
 SGD IRS 20-10yr flattener: 20yr cheap, SGD curve to re-couple with USD
 Receive AUD5yr5yr vs. EUR5yr5yr: Convergence on positive credit migration
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Risk appetite appears to have returned. Bumper debt supply in Malaysia and to a certain
degree, Indonesia and the Philippines, has contributed to record EM debt issuance in the first
two weeks of the year. Stock markets have recovered partially and cross-currency swap
basis retightened as liquidity and dollar funding conditions improve. It would however be a
mistake to extrapolate these recent trends and expect the long-ends of EM Asia local
currency bond and swap curves to benefit similar to H1 2011. Event risks emanating from
the Europe sovereign crisis remain and are merely temporarily masked by unprecedented
ECB liquidity provisions and political rhetoric over fiscal ‘compact’ measures. In this
regard, short-end Government bonds and/or receive swaps are preferred in Asia. The PBoC
is still poised to ease, via a RRR cut, in the very near term. This is likely to be followed by
other Asia central banks including Korea, Malaysia, the Philippines and Indonesia. Policy
accommodation in India should come first in the form of liquidity provisions via open
market operations, including the recent buying-back of government bonds. Strategic
positions, such as the CNY NDIRS steepener and receive 6-month INR OIS remain firmly
in place (see Top 10 Asia-Pacific rates trades, P2). From a relative value perspective, 2010yr SGD flattener, receiving HKD1-5-10yr fly, receiving AUD5yr5yr vs paying
EUR5yr5yr and paying 3- year JPY/USD basis are now recommended.

Table 1. HSBC market views (one month horizon)
5yr Yield / Rate

2s5s Curve

China

Lower

Steepening

Taiwan

Lower

Steepening

Hong Kong

Lower

Flattening

Singapore

Lower

Flattening

Korea

Lower

Steepening

Malaysia

Lower

Neutral

Thailand

Neutral

Steepening

Philippines*

Lower

Steepening

India

Higher

Steepening

Indonesia*

Lower

Flattening

Australia

Lower

Flattening

New Zealand

Lower

Flattening

Japan

Neutral

Flattening

Source: HSBC, Bloomberg Notes: IRS curve unless otherwise specified, *Government bond curve

Lower

Higher
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Offshore RMB bonds
Near-term upside capped by refinancing pressure
 One-third of outstanding Dim Sum bonds will mature in 2012
with 75% in Certificates of Deposit
 But the current positive CCS rates reduce demand while
increasing supply
 Challenging refinancing environment could drive CD rates
higher and curb market upside in the near term

Heavy redemption pressure in challenging refinancing
environment
One-third of outstanding Dim Sum bonds are coming due by end 2012, given the shortdated nature of the market. In particular, maturing securities are heavily skewed toward
Certificates of Deposit (CD) mainly issued by Chinese banks’ offshore branches. The
refinancing environment, however, has become increasingly challenging. Current positive
CNH cross currency swap (CCS) rates reduce yield after swapping from CNH to US
dollar, therefore depressing demand while increasing supply from opportunistic issuers,
which are willing to pay higher yields in CNH terms as long as the after-swap dollar costs
stays favourable.
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The situation is leading to higher yields being offered for upcoming CDs and, in turn,
curbs near-term upside of the Dim Sum bond market in general.

How much is maturing?
A record RMB55.6bn of CDs will mature in 2012, accounting for 75% of total redemption
of RMB74.7bn for the year. As 85% of the CNH instruments were issued with a tenor
below three years, 83% of outstanding instruments will mature within the next three years
(2012 at 33%, 2013 at 21%, and 2014 at 29%, see Figure 1).
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Weekly Analysts’ Meeting
Signs of life
 While 2012 look likely to be a challenging year, there are
glimmers of hope, and indeed opportunities are beginning to
open up for those willing to look past the immediate risks
 Certain parts of the DM credit universe are starting to offer
value, and indeed look more attractive than Eurozone
periphery Sovereigns on a risk-to-return basis
 A cautious approach is recommended towards EM
Sovereign debt, with HSBC FI Research favouring external
over local bonds which remain vulnerable to FX volatility
This week, HSBC FI Research analysts discussed:

 The prospect for fixed income assets in 2012, and the risks and opportunities facing
the market;
 How the Eurozone Sovereign market may develop in the months ahead and the
prospects for crisis resolution;
 Where the value is in the US Treasury bond market and how roll-down and carry will
be crucial to generating returns;
 The mixed outlook for financial bonds – US names have spent four year years
deleveraging, a process their European peers have lagged;
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 Opportunities in DM corporate credit, where high-grade and even some high-yield
bonds can now offer better value than Sovereigns;
 Prospects for EM Sovereigns, where HSBC FI Research favours external debt
 How EM credit currently looks cheap, with telecoms the most resilient sector

Other related publications from HSBC Global Research include:

 Treasury Auction Strategy : 3yr, 10yr, and 30yr auctions, 6 January, 2012
 The Allocator – glimmers of hope, 5 January 2012
 Impact of QE on IL gilts, 9 January, 2012
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Treasury Auction
Strategy
3yr, 10yr, and 30yr auctions

 Auctions and Fed’s ‘operation twists’ to
remain important liquidity points
 10- and 30-year post-auction rally
consistent and sizable, given history
 Headline risks have diminished but still
in play for Europe and discussion on
coming FOMC meeting

Analysis of auction cycle strategies
January mid-month auction week consists of USD32bn in
three-year, USD21 in 10-year, and USD13bn in 30-year
auctions, all unchanged from previous months.
Market dynamics have changed little since August 2011.
The Treasury market has been driven mainly by
uncertainties about global economic and political outlooks
and continued difficulties in determining the dimension of
the depth of the European debt crisis and put together a
credible resolution process. The three- and 10-year yields
fell sharply to 0.35% and 2.0%, respectively, in August and
have since remained relatively in tight ranges.
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The latest sets of economic data have shown some signs of
improvement in the US economy, including a December
unemployment rate lower by 0.2% to 8.5% with more job
creation than expected. However, the market still appears to
show a lack of trust about whether this trend is sustainable.
To this end, investors will examine Wednesday’s retail sales
report before the 30-year auction to look for more conviction.

Trading patterns
Our historical analysis shows a slight auction concession and
a more sizable recovery on average in the week before and
after the 3-, 10-, and 30-year auctions over the past 12
months. In particular, the pattern has been most steady for
10-year yields, which dropped 9bp on average over the
following week since September.
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Intraday trading patterns should also largely hold up on
average for the selected strategies. The three-year pattern
was not meaningfully biased in either direction, while the
10- and 30-year yields have dropped following the auctions
typically nine of the last 12 times by an average of 2bp.
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 Sector has yet to bottom; shipbuilding is
still a buyer’s market

Asia Shipbuilding

 It’s time to stock pick; look beyond low
valuations to receivables and cash
balances

Time to stock pick; prefer SHI

Ratings and valuations
HHI
Code
Share price
(Local curr)
Mkt cap
(Local curr)
Mkt cap
(USDm)
Rating
TP (new)
TP (old)
Potential
return (%)
2012 PE
2012 PB

SHI

DSME

Mipo Rongsheng

009540 KS 010140 KS 042660 KS 010620 KS
KRW
KRW
KRW
KRW
284,000
29,800
23,800
110,500
21,888b
7,203b
4,746b
2,190b

1101 HK
HKD
2.26
15,400m

18,698

5,960

3,946

1,915

2,037

N(V)
KRW
320,000
350,000
12.9%

OW(V)
KRW
38,000
33,000
29.1%

N(V)
KRW
27,000
30,000
15.8%

OW(V)
KRW
135,000
140,000
24.0%

N(V)
HKD
2.50
3.50
14.9%

7.2
0.9

9.3
1.2

7.8
0.9

8.1
0.5

7.5
0.8

Source: Bloomberg, HSBC estimates.
* Note: Pricing as of 10 January 2012. Potential return equals the percentage difference between the
current share price and the target price, plus the forecast dividend yield.
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 Koreans benefit from strong exposure to
offshore and LNG business; prefer SHI,
upgrade to OW(V) from N
Sentiment vs fundamentals. The sector underperformed the
KOSPI by 29-34% in 2H11 due to weak order momentum
and global macro concerns. While investor sentiment
suggests the sector has bottomed, we don’t think the industry
fundamentals support this view as most indicators are not
improving and the global macro outlook remains gloomy.
This means stock selection has become more important and
we suggest investors focus on news flow, payment delays
and cash levels rather than just low valuations.
Offshore the key. We believe Korean yards are better
positioned than their Asian peers as they have more
exposure to the robust offshore and LNG business. But these
factors alone will not be enough to turn the tide. We see no
reason to turn bullish on the sector as a whole until
fundamentals improve through higher vessel prices, stronger
order volumes and a better financing environment. We urge
investors to be more selective in 1H12 as shipbuilding is still
a buyer’s market and offshore production orders should be the
difference between winners and losers.
Prefer Samsung Heavy (SHI), upgrade to OW(V) from N.
We believe SHI is strong in offshore and LNG, is the only
shipbuilder likely to achieve more than its new order target
and has lower risk from long-term account receivables. We
are Overweight (V) on Mipo and Neutral (V) on Hyundai
Heavy (HHI), Daewoo Shipbuilding (DSME) and
Rongsheng. We now apply IFRS to our models and change
our target prices accordingly – SHI to KRW38,000 from
KRW33,000, HHI to KRW320,000 from KRW350,000,
DSME to KRW27,000 from KRW30,000, Mipo to
KRW135,000 from KRW140,000, and Rongsheng to
HKD2.5 from HKD3.5. Our target prices for HHI and SHI
are 25% and 10% below market consensus, respectively.

Consumer & Retail
Textiles, Apparel, & Luxury Goods
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China footwear and
apparel

 While we see revenue and margin risks
in the near term, we think the operating
environment should improve in 2H12

Embracing a stronger 2H12

 Apparel performed poorly since the US
debt downgrade, while footwear was
mixed; we see value emerging

Rating and target price changes
Stock
(currency)
Belle
Daphne
Trinity
Ports Design
China Lilang

Ticker

Price
HKD

New
TP

Old New
TP Rating

Old Potential
Rating Return*

1880.HK
0210.HK
0891.HK
0589.HK
1234.HK

13.04
8.15
5.41
12
7.16

14.3
10.1
5.9
13.8
8.9

19.6
N
10.1 OW(V)
9.1 N(V)
15.3 OW(V)
12.3 OW(V)

OW
OW(V)
OW(V)
N(V)
OW(V)

11.7%
26.4%
13.5%
20.4%
31.1%

*Potential return equals the percentage difference between the current share price and the target price, includin
the forecast dividend yield when indicated. Forecast dividend yields are included here.
Priced as of 10 January 2012
Source: Thomson Reuters Datastream, HSBC estimates
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 Upgrade Ports Design to OW(V), maintain
OW(V) on Daphne and China Lilang;
downgrade Belle to N and Trinity to N(V)
Near-term pressure is high, but 2H12 recovery is likely. We
believe selected Chinese footwear and apparel companies will
see slower growth in 1H12, given slowing consumption. While
consumer confidence could stagnate in the near term, given
falling asset prices, we take the view that rising real household
income and more economic loosening measures should support
a recovery in consumer spending in 2H12. In addition, footwear
and apparel retailers could also benefit from the decline in softcommodity prices.
Lesson from the past financial crisis. We do not think 1H12
earnings will be worse than in 2H08 and 1H09, given better
supply chain systems and the absence of exceptional items like
integration. Unlike the sportswear sector, which has structural
issues, the domestic footwear and apparel markets in general are
more resilient in terms of sales and margins.
Buying opportunities. In the footwear space, we reiterate our
Overweight (V) rating on Daphne, but we downgrade Belle to
Neutral from Overweight due to concerns about its near-term
outlook and valuation. Within the apparel space, we upgrade
Ports Design to Overweight (V) from Neutral (V) on betterthan-expected retail performance and valuation. We still like
China Lilang for its strong earnings momentum and high
dividend yield and reiterate our Overweight (V) rating. We
downgrade Trinity to Neutral (V) from Overweight (V), as we
see margin pressure from higher discounting.
Key risks. We see a sharp correction in property prices as a key
macro risk to the recovery in consumer spending, as it could
cause a negative wealth effect. Other sector-specific risks
include greater-than-expected promotional expenses and
fashion misses for product offerings.

Consumer Brands & Retail
Equity – Global

‘Dislocation
barometer’ for global
consumer stocks
2011 a staple safe haven: what next?
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 The barometer measures the difference
between earnings estimate revisions and
share price performance over one, six
and 12 months
 Logically, in a “risk off” year, staples
were on average theoretically overbought
in 2011, while discretionary segments
were theoretically oversold
 Leisure/gaming, luxury goods and
specialty retail were the most oversold
subsegments, while tobacco, food and
non-alcoholic beverages did very well in
relative terms
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The ‘dislocation barometer’ compares share price performance
over the past one, six and 12 months, and contrasts it with
consensus 2012 EPS revisions (not our own estimates) over the
same periods. The higher the dislocation in percentage terms,
the more the stocks have been oversold, theoretically (and the
lower the percentage, the more the stocks have been
overbought). As 2012 starts, we thought it might be useful to
publish a 2011 recap, and we have looked at the global
consumer space by defining 12 subsectors. For all of those, we
have included stocks we thought were both relevant and liquid,
including stocks under our coverage, as well as stocks we do
not cover but consider relevant to the given subsectors.
The main conclusion for 2011 is that relative to earnings,
leisure/gaming, luxury goods and specialty retail stocks were
the most dislocated, while tobacco, food and non-alcoholic
beverages did very well in relative terms.
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There are sometimes simple explanations for dislocation on
stocks, the most common of which being the traditional lag
between sell-side and buy-side assessments (e.g. a stock is derated by the market before sell-sides cut their estimates). For the
bigger swings, we have attempted to give some insights.
We would like to thank all consumer analysts who have
contributed to this report. You will find on pages 34 to 39 a list
of stocks per subsector and the analyst’s name when the stock is
covered. Please feel free to call upon analysts for further
insights on any given stock.

GEMs Equity

STRATEGY

Equity Strategy
Q1 2012

Mixed blessing
wealth year
Juxtaposition of miserable economic outlook with
extremely cheap EM equity valuations makes investment
strategy difficult
However, the combination of further policy action and some
incrementally positive cyclical newsflow is promising
We upgrade Brazil from Neutral to Overweight

By John Lomax, Wietse Nijenhuis and Herald van der Linde

Disclosures and Disclaimer This report must be read with the disclosures and analyst
certifications in the Disclosure appendix, and with the Disclaimer, which forms part of it
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Equity Strategy
Global Emerging Markets
Q1 2012

Investment strategy
 The juxtaposition of a miserable economic outlook with extremely

cheap EM equity valuations makes investment strategy difficult
 However the combination of further policy action and some

incrementally positive cyclical newsflow is promising
 We upgrade Brazil from neutral to overweight

GEM equity environment
2012 is the Year of the Dragon – which in China is
a mixed-blessing wealth year. It’s clear that from
an economic perspective this is going to be a very
challenging year– which is indeed exactly what
HSBC’s economists are forecasting. Yet mixedblessing wealth is better than mixed-blessing loss,
and EM equities could be a good place to look for
wealth enhancement. While the asset class
performance seems unlikely to breach the
stratosphere at the start of the year, Q1 could well
be a good time to position for a more positive
medium-term outlook.
Although the economic outlook is clearly miserable
(HSBC is forecasting world GDP growth at just
1.9% this year), EM equity valuations appear to be
discounting something significantly worse. If fear of
tail risks lessens, EM equity markets could perform
surprisingly well. Here are some factors that may
make investors believe that we are in the process of
finding an inflection point for the asset class.
 Recently the US economic numbers have
surprised consistently on the upside. At least
some of the constraints on EM equities’
performance last year were associated with fear
of a double-dip recession in the US – the risk of
this now seems to have lessened considerably.

2

 The Chinese inflation rate has fallen sharply.
This means that if growth slows, there is little
reason why policy cannot be eased quickly. In
fact recent macro growth numbers point to a
slowdown rather than a sharp deceleration.
The risk of a hard landing for the economy
because of continued high inflation and tight
policy has receded.
 EM inflation generally has softened, which
would also allow other EM countries to
pursue more stimulatory policies, should
that be necessary.
 The problems facing the eurozone clearly
remain complex and HSBC remains negative
on the growth outlook, although we do not
anticipate what we consider to be the most
pessimistic scenarios. Fiscal policy has been
tightened, and credibility improved by
political change, while the ECB has eased
monetary policy, which should all improve
debt sustainability in peripheral Europe.
However, volatility could persist if policy
changes are not yet sufficient to resolve the
crisis. But in that case we would expect
policymakers to make further changes, rather
than admit defeat. ‘Fixing’ the eurozone
should be seen as a process, not the result of

John Lomax*
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HSBC Bank plc
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John.lomax@hsbcib.com
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Mid Cap
German Small/Mid Caps

Global Research

German top picks:
Structural growth
and cyclical potential

 Groundhog day: Macro issues still
dominating equity markets

H1 2012

 Our six top picks are Freenet, GEA,
Gerresheimer, HHLA, Jungheinrich and
Wacker Neuson, all rated Overweight

 We look for stocks that offer structural
growth, but also add some cyclical ideas

Stock selection: German Small/Mid Caps, H1 2012
Company

BBG

Rating Target Price* Potential
EV/
PE
(Old)*
return EBITDA 2012e
(% ) 2012e

Freenet
GEA
Gerresheimer
HHLA
Jungheinrich
Wacker Neuson

FNTN GR OW
12 (11)
G1A GR OW(V) 29 (28)
GXI GR OW
40
HHFA GR OW
28 (27)
JUN3 GR OW(V)
29
WAC GR OW
14

10.2
22.6
33.4
24.2
20.5
9.3

18%
29%
20%
16%
41%
51%

5.0
7.3
6.7
5.8
2.5
4.6

10.9
12.3
13.3
19.9
7.2
9.1

* In EUR; prices as at close 03 January 2011
Source: HSBC estimates

Our top picks reports in the German small- and mid-cap space
are designed to highlight Overweight ideas that we think are
particularly worthy of attention in the coming three to six months.
These are not necessarily the stocks with the greatest potential
return to target prices on publication day.

10 January 2012
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Analyst
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Groundhog day: In our H2 2011 top picks report (30 June
2011), we argued that macro and political issues might weigh
on equity markets in the short run. This has clearly proven to be
true and, in fact, we could just repeat the same wording for our
H1 2012 outlook. Although our economists do not forecast a
global recession in 2012 (HSBCe GDP growth: 1.9%), the
outlook for the eurozone has recently turned negative, with a
projected GDP decline of 1.0% (When the wheels fall off,
21 December 2011). Even Germany, long perceived as the
healthiest patient in Europe, is now expected to show a slight
GDP decline in 2012 (HSBCe: -0.3%). Nonetheless Germany is
still our strategists’ preferred market within the eurozone
(Equity Insights Quarterly, 3 Jan 2012).
Four themes underpin stock selection: Our strategists recently
highlighted earnings resilience, structural growth, balance sheet
strength and pricing anomalies as potential drivers for stock
performance (Riding out the storm, 4 December 2011). All our
top picks tick one or more of these boxes. Our selection also
includes some more cyclical names from the industrials sector,
as we believe that a lot of negative news has already been
priced into these stocks (MSCI German Industrials Index -19%
in 2011 versus MDAX -12%). Our strategists recently upgraded
the global industrials sector (with a preference for capital
goods). Lastly, the findings of our quantitative style and
systematic alpha team support a generally more cyclical
strategy (Style Rotation Outlook SPECIAL, 6 December 2011).
Our six top picks are: Freenet: stabilisation story still not
priced in; GEA: structural growth in food and EM,
restructuring story; Gerresheimer: structural growth
through diabetes, generics, capacity expansion and EM;
Hamburg port operator HHLA: breakthrough in Elbe
deepening not yet priced in, could raise EBIT estimates by
15% from 2013; Jungheinrich: growth opportunities in EM;
and Wacker Neuson: growth potential from post-merger
cross-selling, equipment downsizing, rental replacement
capex. All are rated Overweight.

Financial Institutions Group
Hong Kong Real Estate

abc
Global Research
 Hong Kong property market faces a downturn in 2012, but

all signs point to a moderate one

HK Real Estate

 We expect Hong Kong property capital values to fall

12-30%, owing to rising yields and affordability constraints

Back to 1990s? Unlikely

 We believe this downcycle is already largely priced in; our

preferred picks are SHKP and Henderson Land
Valuation summary
Bbg Price HSBC

Company

Hang Lung Properties
Henderson Land
HKLand (USD)
Hysan
Kerry Properties
Sino Land
Sun Hung Kai Prop.
Champion REIT
Link REIT

HSBC Target Target
Price Price
Ticker 4 Jan Rating Rating
Old New
2012
(HKD) Old
New (HKD) (HKD)
101 HK
12 HK
HKL SP
14 HK
683 HK
83 HK
16 HK
2778 HK
823 HK

22.90
39.65
4.83
26.20
26.10
11.56
98.90
2.92
28.15

N
OW
UW
N
OW
OW
OW
N
OW

N
OW
N
N
OW
OW
OW
N
OW

31.4 24.1
71.1 55.7
6.5
5.0
33.6 27.0
45.3 33.9
18.2 12.8
152.8 125.0
3.9
3.2
32.9 32.9

Source: Bloomberg, HSBC estimates
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Disc
to
NAV
(%)
(24)
(53)
(37)
(42)
(54)
(34)
(29)
(10)
(14)

Headwinds rising, but downturn should be moderate. The property market faces a
downturn in 2012, but it is unlikely to be anywhere near as severe as in the late-1990s.
With the economy set to skirt recession, we expect home prices to fall 15% in 2012,
while property yields rise and affordability begins to look stretched. All told, we
expect a moderate downturn, barring a recession, supply shocks or spiking rates.
More pressure on Central office market, less on retail. In the Hong Kong office
sector, we expect Central rents to fall 14% in 2012, restoring affordability amid macro
uncertainties, while Central office capital values should see a steeper fall of 30%. By
contrast, overall Grade A office and retail rents should show resilience in 2012, with
the former expected to fall 4% and the latter expected to rise 5%.
Qualities that help companies weather the challenges. Amid operating challenges
and uncertain credit conditions, we prefer firms with a high level of financial flexibility
gained from: 1) mass residential exposure; 2) a strong sales record in downturns;
3) steady rental income; and 4) a strong financial position.
Upgrade HK Land to Neutral; prefer SHKP and Henderson Land. We cut our
target prices by 19% on average, lowering NAV estimates (-15%) and widening NAV
discounts (+4%) to reflect the expected downturn. We upgrade HK Land from
Underweight to Neutral on valuation. Taking into account the four qualities outlined
above and valuation, our preferred picks are SHKP and Henderson Land. SHKP has a
lower risk-reward profile, while we see substantial re-rating potential for Henderson
Land (HLD), our anti-consensus pick, should HLD succeed in recovering market share.
With this note, Perveen Wong assumes primary coverage of SHKP, Sino Land, Hang
Lung Properties, Hysan, Champion REIT and HK Land.
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Equity Strategy
India

Global Research

India Strategy

 2011 saw a confluence of slowing
growth and tighter monetary policy; the
Sensex lost 37% in USD terms

Indian equities in 2012: Headwinds
remain, but positives emerging

 Though headwinds remain, we are
Neutral on India in view of valuations
and potential monetary easing

2012 themes and stocks
Theme

Highlighted stocks

CMP

TP

101
200
83

130
242
97

Power Grid
Earnings resilience ITC
Idea Cellular
Structural growth

Dr Reddy’s
Maruti Suzuki
TCS

1606
952
1173

1950
1200
1260

Balance sheet
strength

HDFC
Hero MotoCorp
IndusInd Bank
Coal India

660
1786
243
327

808
2400
326
415

Cairn India
Valuation anomalies Hindustan Zinc
Canara Bank

329
122
384

400
150
572

Source: HSBC estimates; Prices as of 9 January 2012 and are in INR
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 Our key themes for 2012: Domestic
consumption (autos, telcos, banks),
import substitute resources (coal, oil)
and exporters (pharma, IT)
2011: A year to forget
India ranked among the worst performing markets in 2011.
The Sensex fell 37% in USD terms on a mix of: self-inflicted
paralysis in policy making; stubbornly high inflation (which
resulted in tighter monetary policy); and buoyant oil prices,
which placed the INR and fiscal situation under pressure.

A few positives are emerging
Though pressure remains on the INR, fiscal situation and
corporate earnings, valuations have come off sharply with
the Sensex down 25% in INR terms in 2011 and EPS rolled
forward a year. Additionally, monetary tightening is at an
inflection point and the bulk of EPS downgrades seems to be
behind us. We rate India Neutral within Asia with a Sensex
target of 16,500 for 2012.

But an immediate rebound is unlikely
While the MSCI India trades at an 11.9x PE and 1.9x PB on
2012 estimates – well below its long-term mean averages of
14.5x PE and 2.8x PB – upside looks limited near term on
the potential downside to earnings and valuations relative to
the rest of Asia.

Four key themes for 2012
Amid an uncertain global environment and slowing domestic
demand, we believe investors should position themselves
defensively based on the following four themes: 1) earnings
resilience (Power Grid, ITC, Idea); 2) structural growth (Dr
Reddy’s, Maruti, TCS); 3) balance sheet strength (HDFC,
Hero MotoCorp, IndusInd Bank, Coal India); and 4)
valuation anomalies (Cairn, Hindustan Zinc, Canara Bank).

Turkey - Equity
January 2012
CEEMEA

Riding out the storm
Turkish Equities in 2012

Higher interest rates, a weaker lira and a deteriorating external financing environment are likely
to push down Turkey’s growth in 2012. We also see risks of inflation given the persistent gap
between targets and expectations, and the continued pass-through effects of lira weakness.
Still, our positive stance on Turkish equities is as much a function of a potential stabilisation
in eurozone developments as of expectations about incremental Turkish macro improvement.
Banks are likely to strongly outperform if the eurozone crisis is progressively defused; this
suggests the need for a rather balanced strategy in the first few quarters of 2012 as it offers
scope both to benefit from macro upside and limit downside risks.
Our top picks, based on our quantitative model, which takes into account growth, dividend
potential, valuation and share price performances, are: Arcelik, Bizim, Emlak REIC, Sabanci
Holding and Tofas (all rated Overweight). In this report, we lower our target prices for Bizim
(from TRY36 to TRY32.8), Emlak Konut REIT (from TRY3.7 to TRY3.4), and Sabanci
(from TRY10.0 to TRY9.3).

By Bulent Yurdagul, Cenk Orcan and the HSBC Turkey Research Team
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Summary
Higher interest rates, a weaker lira and a deteriorating external
financing environment are all likely to push down on Turkey’s growth
in 2012. Still, our positive stance on Turkish equities is as much a
function of its potential for stabilisation in eurozone developments as
of expectations about incremental Turkish macro improvement. This
suggests the need for a rather balanced strategy in the first few
quarters of 2012.
Our top picks, based on our quantitative model, which takes into
account growth, dividend potential, valuation and share price
performances, are: Arcelik, Bizim, Emlak REIC, Sabanci Holding
and Tofas (all rated Overweight).

Top picks
We highlight the following five stocks as our top picks from our Turkish coverage universe as a result of
our quant model detailed on pages 70 to 89. Note that our top picks list in our Turkish equity coverage
space is designed to highlight Overweight ideas we think are particularly worthy of attention for the next
three months based on our model. They are not necessarily the stocks with the greatest potential return on
the date of publication.
Arcelik: Target price TRY9.0, Overweight

Turkish white goods demand has entered 2012 with strong momentum from last year – a fact not fully
appreciated by the market or reflected in the valuation of market leader Arcelik, in our view. We expect
2012 white goods demand growth of at least 5% in Turkey, after c20% in 2011e, driven by strong home
sales (up around 14% in 2011, 5% in 2012e), a continued push from pent-up demand (based on a renewal
cycle of 7-8 years and the fact that the previous peak was in 2006) and instalment-based sales, which
provide protection against higher interest rates. A potential easing in material costs could prove
supportive for margins, helping compensate for the likely increase in labour costs. In exports, we believe
Arcelik can offset a low single-digit contraction in white goods demand in Europe via market share gains
and better performances in selected markets (such as Russia and Ukraine in 2011). That said, we believe
the major driver of 2012e EBITDA growth for Arcelik should be the consolidation of Defy Appliances,
acquired in Q4 2011. We expect the Defy operations to contribute c8% of revenues and EBITDA and 8%
of net profit, which we would otherwise project to be flat. We find Arcelik’s valuation attractive: the
2012e EV/EBITDA of 5.0x (and 7.5x PE) suggest that Arcelik is trading well below its historical average
multiple of 6.6x and close to the global peer average of 5.1x. In our view, Arcelik’s growth profile, being
higher than that of most peers, deserves a valuation premium.

1
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FIG
European Banks - Equity

Global Research

UK Banks

 Proposed regulatory framework could
lead to permanently higher cost of debt,
undermining positive economic returns

Higher funding costs threaten returns

 We cut forecasts and target prices to
reflect higher funding costs. However,
some protection should come from
increased reliance on secured funding
and we believe low double-digit returns
are still achievable

UK Banks: Summary investment data (p)
__ Target price__ ___ Rating _____
Current
Old
New
Old
New
price
Barclays
Lloyds
RBS

BARC.L
LLOY.L
RBS.L

275
55
45

190
33
23

EPS
2014e

NTA
2011e

45
7
6

382
60
53

N(V)
N(V)
N(V)

N(V)
OW(V)
N(V)

NTA Current
2012e
price
419
62
55

186
27
20

186
27
20

Potential
return
2%
21%
15%

PE
Price/
2014e NTA 2012e
4.2x
3.9x
3.7x

0.44x
0.43x
0.37x

Priced as at close 6 January 2012
Note: Potential return equals the percentage difference between the current share price and the HSBC
target price
Source: HSBC estimates

10 January 2012
Peter Toeman*
Analyst
HSBC Bank plc
+44 20 7991 6791
Robin Down*
Analyst
HSBC Bank plc
+44 20 7991 6926

peter.toeman@hsbcib.com

robin.down@hsbcib.com

View HSBC Global Research at: http://www.research.hsbc.com
*Employed by a non-US affiliate of HSBC Securities (USA) Inc,
and is not registered/qualified pursuant to FINRA regulations
Issuer of report:

HSBC Bank plc

Disclaimer & Disclosures
This report must be read with the
disclosures and the analyst certifications
in the Disclosure appendix, and with the
Disclaimer, which forms part of it

 Upgrade Lloyds to OW(V) from N(V), with
a target price of 33p (vs 55p); remain N(V)
on Barclays and RBS (new TPs of 190p
and 23p vs 275p and 45p, respectively)
Higher cost of debt undermines positive economic returns:
In theory, higher equity buffers within the European banking
system should encourage declines in the cost of both bank
debt and equity, and the re-opening of the term funding
market. In fact, the exact reverse is happening. New
regulatory proposals regarding bail-ins, converting senior
unsecured debt into quasi-equity, have pushed up the cost of
banks’ term funding to uneconomic levels. The consequence
is the ECB’s long-term refinancing operation (LTRO),
which will leave it supplying cEUR1.5tr of commercial bank
funding. With the private sector no longer supplying debt
and equity, will these institutions be run as quasigovernment agencies rather than for shareholder value?
For UK banks the situation is no quite so challenging
since funding structures have been transformed and
central bank borrowing has been repaid: However, the
higher cost of unsecured debt and the ICB’s ringfence
proposals have obscured the prospects for profitability,
particularly as regards investment banking subsidiaries.
Upgrade Lloyds to OW(V) from N(V), TP 33p from 55p:
Unlike Barclays and RBS, the group doesn’t face the challenge
of restructuring an investment bank to produce acceptable
returns, post ringfencing and Basel III. The stock is wellpositioned in a pan-European context as it has limited
sovereign exposure and we believe a double-digit ROTE should
ultimately be achievable. Weakness in the UK economy is a
concern but very low interest rates should mitigate impairments
in the face of contracting GDP.
Remain N(V) on Barclays and RBS, with new TPs of
190p (vs 275p) and 23p (45p): Our lower target prices for
all three stocks reflect the higher cost of funding already
evident in CDS spreads. We have switched our valuation
methodology to an approach based on net tangible assets
from 2013e PE multiples previously.
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Economic Diary
Monday

16 January

Tuesday

17 January

Japan: Corporate goods prices (Dec)
HSBC (year): 1.5%
(15/01) 23:50 GMT/ 08:50 JST

China: Retail sales (Dec)
HSBC (year): 17.5% median: 17.3%
02:00 GMT

Japan: Machine orders (Nov)
HSBC (year): -3.5%
(15/01) 23:50 GMT/08:50 JST

China: GDP (Q4)
HSBC (year) 8.6% median: 8.7%
02:00 GMT

Japan: Consumer confidence (Dec)
05:00 GMT/14:00 JST

China: Industrial production (Dec)
HSBC (year): 12.0% median: 12.3%
02:00 GMT

Japan: Tertiary industry index (Nov)
23:50 GMT/ (17/01) 08:50 JST

China: Fixed assets inv'ment ex.
rural (Dec)
HSBC (year): 24.0% median: 24.1%
02:00 GMT

Global Research

Wednesday 18 January

Thursday

Japan: Industrial production (Nov,
final)
HSBC (year): -4.3%
04:30 GMT/13:30 JST

EMU: Current account (Nov)
09:00 GMT

Japan: All-industry activity index (Nov)
04:30 GMT/13:30 JST

EMU: ECB publishes monthly report
09:00 GMT

Japan: Coincident Index (Nov, final)
HSBC (index): 90.0
05:00 GMT/14:00 JST

UK: Unemployment rate (Nov)
HSBC: 8.3% median: 8.3%
09:30 GMT
UK: Claimant count (Dec)
HSBC (change, 000): 5.7
median: 10.0
09:30 GMT

US: PPI (Dec)
HSBC (month/year): -0.1%/4.8%
median: 0.1%/5.1%
Japan: Machine tool orders (Dec, final) 13:30 GMT/08:30 EST
06:00 GMT/15:00 JST
US: Treasury international capital flows
UK: DCLG house prices (Nov)
(Nov)
09:30 GMT
14:00 GMT/09:00 EST
UK: CPI (Dec)
US: Industrial production (Dec)
HSBC (month/year): 0.4%/4.2%
HSBC (month): 0.4% median: -0.5%
median: 0.4%/4.2%
14:15 GMT/09:15 EST
09:30 GMT
US: NAHB housing market index (Jan)
EMU: HICP (Dec, final)
HSBC (index): 22 median: 21
HSBC (year): 2.8% median: 2.8%
15:00 GMT/10:00 EST
10:00 GMT

19 January

US: Housing starts (Dec)
HSBC (000): 710 median: 680
13:30 GMT/08:30 EST
US: Initial jobless claims (Wk 14 Jan)
HSBC (000): 375
13:30 GMT/08:30 EST
US: CPI (Dec)
HSBC (month/year): 0.0%/3.0%
median: 0.1%/3.1%
13:30 GMT/08:30 EST
Canada: Manufacturing sales (Nov)
13:30 GMT/08:30 EST
US: Philadelphia Fed (Jan)
HSBC (index): 8.0 median: 11.0
15:00 GMT/10:00 EST

Friday

20 January

Japan: Leading index (Nov, final)
HSBC (index): 92.9
05:00 GMT/14:00 JST
Germany: PPI (Dec)
median (month/year): 0.1%/4.6%
07:00 GMT
UK: Retail sales (Dec)
HSBC: (ex auto fuel, month): 1.3%
median: 0.6%
09:30 GMT
Canada: CPI (Dec)
12:00 GMT/07:00 EST
Canada: Wholesale sales (Nov)
13:30 GMT/08:30 EST
US: Existing home sales (Dec)
HSBC (000): 4.71 median: 4.60
15:00 GMT/10:00 EST

12 January 2012
HSBC Global
Economics Team

Continued from Tuesday, 17 January Germany: ZEW survey (Jan)
HSBC (economic expectations): -50.0
median: -49.8
US: Empire manufacturing (Jan)
10:00 GMT
HSBC (index): 12.0 median: 10.0
13:30 GMT/08:30 EST
Canada: Int'l securities transactions (Nov)
13:30 GMT/08:30 EST
Canada: BoC rate announcement
median: 1.00%
Continued under Monday, 16 January
14:00 GMT/09:00 EST

Edited by: Madhur Jha
Economist
HSBC Bank plc
+44 20 7991 6755
madhur.jha @hsbcib.com
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Germany: Wholesale price index (Dec)
Note: * Bold entries are indicators of the week, most likely market movers.
Source: HSBC
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Five Days in Asia
Market moving events, top research ideas & more
Herald van der Linde*

Asia Equity Insights Quarterly - Tough times, lean firms

Perveen Wong*

HK Real Estate- Back to 1990s? Unlikely
Transport Indicators - Prefer premium airlines and COSCO Pacific after shipping liners rally

Frank Su*

Asia Display - Get ready for the turnaround
India Strategy- Indian equities in 2012: Headwinds remain, but positives emerging

Economics (Page 2)

Company Reporting
(Page 2)

Mon, 16 Jan India WPI
Japan Machine orders

Mark Webb*

Jitendra Sriram*

Analyst Marketing (Page 3)

Corp.Access (Page 3)

Singapore Exchange
M1 Singapore

China Strategy, Steven Sun: Taiwan
Regional Transport & Conglomerates, Mark Webb: HK
India Strategy & Consumer, Jitendra Sriram & Amit Sachdeva: EU
Regional Real Estate, Derek Kwong & Michelle Kwok: EU

Swire Properties Roadshow: HK

Tues, 17 Jan China GDP
China Industrial production
China Retail Sales
Singapore NODX

TCS
HCL Technologies
Ascendas REIT
Citigroup
Wells Fargo

China Strategy, Steven Sun: Taiwan
Regional Transport & Conglomerates, Mark Webb: HK
India Strategy & Consumer, Jitendra Sriram & Amit Sachdeva: EU
Regional Real Estate, Derek Kwong & Michelle Kwok: EU
Korea Tech, Brian Sohn & Ricky Seo: US
Global Equity Strategy, Garry Evans: US

Swire Properties Roadshow: HK
Hui Xian REIT Roadshow: EU

Wed, 18 Jan Malaysia CPI
US Industrial Production
US Capacity Utilization
US Producer Price Index

TSMC
Jindal Steel & Power
CapitaMall Trust
Goldman Sachs

Regional Transport & Conglomerates, Mark Webb: SG
India Strategy & Consumer, Jitendra Sriram & Amit Sachdeva: EU
Regional Real Estate, Derek Kwong & Michelle Kwok: EU
Korea Tech, Brian Sohn & Ricky Seo: US
Global Equity Strategy, Garry Evans: US

Hui Xian REIT Roadshow: EU
Celltrion Roadshow: Abu Dhabi

Thu, 19 Jan

HK Unemployment rate
Australia Unemployment rate
Japan IP
US Consumer Price Index
US Initial Jobless Claims

HDFC Bank
Hang Lung Properties
Google Inc
Intel Corp
Bank of America

Regional Transport & Conglomerates, Mark Webb: SG
India Strategy & Consumer, Jitendra Sriram & Amit Sachdeva: EU
Regional Real Estate, Derek Kwong & Michelle Kwok: EU
Korea Tech, Brian Sohn & Ricky Seo: US
Global Equity Strategy, Garry Evans: US

Swire Properties Roadshow: EU
Hui Xian REIT Roadshow: EU

Fri, 20 Jan

China HSBC PMI Manufac.
Taiwan Industrial production
Taiwan Export orders
Taiwan Commercial sales
US Existing Home Sales

Reliance Industries
ITC
Wipro
General Electric
IBM

India Strategy & Consumer, Jitendra Sriram & Amit Sachdeva: EU
Regional Real Estate, Derek Kwong & Michelle Kwok: EU
Korea Tech, Brian Sohn & Ricky Seo: US
Global Equity Strategy, Garry Evans: US

Swire Properties Roadshow: EU
Hui Xian REIT Roadshow: EU

There’s more:
Page 4: Best of week’s research and key rating or target changes
Page 5: HSBC’s Asia Super Ten
Page 5: Contrarians Calls
Page 5: 2010 HSBC Forecasts for Economics, FX, Rates, Equities
Page 6: HSBC’s Asia-Pacific Coverage by country
Useful Links: Global Policy rates, Economic Diary, EI – Equity Insights
Source: HSBC, Bloomberg
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Disclosure appendix
Important disclosures
Stock ratings and basis for financial analysis

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations.
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon;
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative,
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating.
HSBC has assigned ratings for its long-term investment opportunities as described below.
This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at
www.hsbcnet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this
website.
HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research
report. In addition, because research reports contain more complete information concerning the analysts' views, investors
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not
be used or relied on in isolation as investment advice.

Rating definitions for long-term investment opportunities
Stock ratings

HSBC assigns ratings to its stocks in this sector on the following basis:
For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate,
regional market established by our strategy team. The price target for a stock represents the value the analyst expects the stock
to reach over our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the
potential return, which equals the percentage difference between the current share price and the target price, including the
forecast dividend yield when indicated, must exceed the required return by at least 5 percentage points over the next 12 months
(or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock must be
expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 percentage points
for a stock classified as Volatile*). Stocks between these bands are classified as Neutral.
Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review,
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily
triggering a rating change.
*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility. However,
stocks which we do not consider volatile may in fact also behave in such a way. Historical volatility is defined as the past
month's average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in rating,
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change.

abc

HSBC Essentials
16 January 2012

Rating distribution for long-term investment opportunities
As of 13 January 2012, the distribution of all ratings published is as follows:
Overweight (Buy)
54%
(26% of these provided with Investment Banking Services)
Neutral (Hold)

35%

(21% of these provided with Investment Banking Services)

Underweight (Sell)

11%

(12% of these provided with Investment Banking Services)

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment
banking revenues.
For disclosures in respect of any company mentioned in this report, please see the most recently published report on that
company available at www.hsbcnet.com/research.
* HSBC Legal Entities are listed in the Disclaimer below.

Additional disclosures
1
2
3

This report is dated as at 16 January 2012.
All market data included in this report are dated as at close 12 January 2012, unless otherwise indicated in the report.
HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.
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