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I China Strategy — Turning the Corner

We had upgraded HK/China market to Overweight (from
Neutral) in our 3Q2025 outlook. We believe that Asia is a key
beneficiary of a weaker US dollar and global rebalancing
with HK/China being one of the markets attracting inflows. Our
Hang Seng Index (HSI) target is raised to 26,430 on the back of
a re-rating to 11.2x PER (+1sd above 5-year mean).

Why Overweight China?

1. Peak tariffs are likely behind us. Chinese equities have
shown resilience in the face of trade tensions, with the HSI
up 20% YTD. From the unprecedented 145% peak tariffs to
the 90-day US-China framework, there is clear evidence of
de-escalation, although the situation remains fragile. Whilst
China’s tariff will likely remain higher than global
averages, we believe China is better prepared to counter
tariffs risks in Trump 2.0. Markets have also become more
de-sensitized to bad news.

2. Al remains a structural tailwind. Sparked by DeepSeek’s
breakthrough in January 2025, Gen-Al models are being
rapidly integrated across diverse industries in China,
driving productivity gains and new avenues of growth. This
has fueled the strong performance in the Hang Seng Tech
(HSTECH) index (+16.8% YTD) outperforming the Nasdaq
(+6.7% YTD) in 1H25. As Chinese Al capabilities converge
with Western counterparts, we believe the valuation
disparity between HSTECH (16.4x FY25F PER with 20%
estimated earnings growth) and Nasdaq (31.5x PER for
6.9% growth) should also narrow.

Figure 1: HSTECH index trades at a discount to Nasdaq
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3. Of share buybacks, IPOs and the Southbound surge.
Government directive to increase shareholder value are
driving increase in share buyback, offering -crucial
downside support for the market. IPO momentum in
Hong Kong has seen a remarkable surge in 1H25 with 44
IPOs raising USD14bn (8-fold jump from FY24’s USD1.8bn).
Notable IPOs in 1H25 include CATL (leading EV battery
maker) and Mixue (China’s top bubble tea chain). The
momentum is expected to sustain in 2H2025 with over 200
companies submitting applications, boosting market liquidity.

Southbound flows from mainland investors into HK equities
rose to of USD90bn in 1H25, fueled by two factors - historically
low sovereign bond yields of 1.66% driving investors to higher-
yielding assets and exposure to tech giants that are not listed
on the mainland.

Figure 2: Southbound flows surged since late 2024
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4. Ample policy levers. Since late September 2024, China has
pivoted toward more pro-growth policies, deploying liquidity
through rate cuts, stabilizing capital markets, boosting
consumption through trade-in programs and raised its fiscal
deficit target to 4% of GDP. We believe further stimulus will
depend on outcome of tariff negotiations and we do not expect
significant stimulus in the July Politburo meeting.

5. Attractive valuations. The HSI currently trades at 10.3x
PER, a discount to the MSCI EM ex-China’s index at 13.6x
PER and the S&P500 index at 22.2x PER, which could fuel
fund flows due to relatively cheaper valuations.

How should investors position in China?

Stock baskets — reiterate barbell strategy of buying yielders
and quality stocks on dips.

Southbound flows beneficiaries Al/tech plays

Consumer laggards

China Mobile (941 HK) Tencent (700 HK)
Ping An Insurance (2318 HK) BYD (1211 HK)
China Construction Bank (939 HK) | Trip.com (9961 HK)
Link REIT (823 HK) Sunny Optical (2382
AlA (1299 HK)

Hong Kong Exchange (388 HK)

Yum China (9987 HK)
Haidilao (6862 HK)

Funds & ETFs

Principal Greater China Equity
Hang Seng China Enterprises Index ETF (2828 HK)
Tracker Fund of Hong Kong Ltd (2800 HK)

CSOP Hang Seng Tech Index ETF (3033 HK)

Please read carefully the disclaimer at the end of this report.
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Disclaimer

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.

By accepting this report, the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the restrictions set forth below and
agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may constitute a violation of law. This publication is being
supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form
by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of
CIMB Bank Berhad and CIMB Investment Bank Berhad (collectively, “CIMB Bank”).

CIMB Bank, its affiliates and related companies (collectively, “CIMB Group”) and their respective directors, associates, connected parties and/or employees may own
or have positions in securities of the company(ies) covered in this research report or any securities related thereto and may from time to time add to or dispose of, or
may be materially interested in, any such securities. Further, CIMB Group may do and may seek to do business with the company(ies) covered in this research report
and may from time to time act as market maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy them
from customers on a principal basis and may also perform or seek to perform significant investment banking, advisory or underwriting services for or relating to such
company(ies) as well as solicit such investment, advisory or other services from any entity mentioned in this report. The views expressed in this report accurately
reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the compensation of the analyst(s) was, is, or will be directly or
indirectly related to the inclusion of specific recommendations(s) or view(s) in this report. CIMB Bank prohibits the analyst(s) who prepared this research report from
receiving any compensation, incentive or bonus based on specific investment banking transactions or for providing a specific recommendation for, or view of, a
particular company. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their duties or
the performance of his/their recommendations and the research personnel involved in the preparation of this report may also participate in the solicitation of the
businesses as described above. In reviewing this research report, an investor should be aware that any or all of the foregoing, among other things, may give rise to
real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.

i. As of 11 July 2025, CIMB Investment Bank Berhad has a proprietary position in the following securities in this report:
Tencent Holdings Ltd, BYD Company Ltd, China Mobile Ltd., China Construction Bank Corp, AIA Group Ltd, Hong Kong Exchanges and Clearing Ltd, Trip.com Group Ltd, Sands
China Ltd, Haidilao International Holding Ltd, Sunny Optical Technology Group Co, Link REIT, Ping An Insurance Group Co of China Ltd

ii. As of 11 July 2025, the analyst, Diana Teo Keet Queen, does not have an interest in the securities in the company or companies covered or recommended in this
report.

This report has been produced for information purposes with the information contained in this report, believed to be correct at the time of issue and does not purport
to contain all the information that a prospective investor may require. CIMB Group makes no express or implied warranty as to the accuracy or completeness of any
such information and opinion contained in this report. Nothing in this report is intended to be, or should be construed as an invitation by any company within CIMB
Group to buy or sell, or as an invitation to subscribe for, any securities. The price and value of any investments and indicative incomes herein contained may
fluctuate either positively or negatively. All references to past performances is not a guide to any future performance. It should be noted that investments in emerging
markets are subject to increased levels of volatility than more established markets. Some of the reasons for this volatility relates to the respective economy, political
climate, credit worthiness, currency and general market within that country. When investing in investments denominated in a foreign currency these transactions are
also subject to fluctuation in exchange rates.

The information in this report is subject to change without notice by CIMB Bank. Neither CIMB Bank nor any of its affiliates or related companies, advisers or
representatives are obliged to update any such information subsequent to the date hereof. Because it is not possible for CIMB Bank to have regard to the investment
objectives, financial situation and particular needs of each person who reads this report, the information contained in it may not be appropriate for all persons. CIMB
Bank is not acting as an advisor or agent to any person to whom this report is directed in respect of its contents. You, the recipient of this report must make your own
independent assessment of the contents of this document, and should not treat such content as advice relating to legal, accounting, taxation, technical or investment
matters. Please contact your Private Banker, Relationship Manager or walk into your nearest CIMB Branch to discuss any information contained within or prior to
acting in reliance of any information contained within this report.

Neither CIMB Group nor any of their directors, employees or representatives are to have any liability (including liability to any person by reason of negligence or
negligent misstatement) whether pecuniary or not from any statement, opinion, information or matter (express or implied) arising out of, contained in or derived from
or any omission from the report, except liability under statute that cannot be excluded.



