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We have cut our index targets for China amid worsening macro data, tighter liquidity and flow
outlook, and market concerns over tighter government regulations targeting flow and wealth

Macro momentum has weakened, delaying the earnings recovery

growth forecast;
- The policy response remains incremental rather than a broad-based demand stimulus;

- China's ERB is the worst among major global peers;

The liquidity backdrop has become less supportive:
- Government capital flow and wealth taxation recalibration;
- The Fed's more hawkish signal;

- China's positioning has also normalized materially in July/August, from the extreme underweights seen in 1TH26 to

modest underweight or even outright overweight;

- Softer Southbound flows, in addition to large size IPO/placement/restricted shares unlocking, etc.
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We take profits from Hong Kong’s recovery rally since July, and prefer A shares over Hong Kong

We see A-share market dynamics gradually improving from here:
- Stabilization of global market and momentum recovery of the Al super cycle (A-share market’'s resonation);
- Gradual digestion of near-term liquidity squeeze caused by large A-share IPOs (CXMT and UniTree);

- National Team potentially serving as a market stabilizer.

Key reasons for us to become bullish on Hong Kong market since the start of July have been
largely priced in:

- 2Q results season proving a bottoming out of earnings, especially for the internet/e-commerce sectors, thanks to

reining in of price competition by regulators starting from mid-April 2026.

- Progress made on Al front demonstrated by new LLM launches and Al functions added to established ecosystems

alleviating investor concerns over Chinese hyperscalers re their capex expansion plans.

- Massive IPO share unlocking pressure that had mounted since May 2026 being steadily digested through July and
August.

- Other external factors also helped: unwinding of funding short positions built against HK due to global market

drawdown; very low positioning by global investors.
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We watch out for the next window for Hong Kong to regain momentum

A busy Al catalyst calendar into the year-end
- Tencent's Global Digital Ecosystem Summit and Weixin Al launch.
- Alibaba's Qwen 4.0 upgrade and Apsara Conference.

- New model releases from MiniMax and Z.Al.

Potential improvement in China-US relations ahead of US visit
- Confirmation of President Xi's expected US visit in September.

- Any signals of softening technology and trade restrictions ahead of the event.

Rising prospects for additional policy easing around late September if macro data worsens
further:

- Any meaningful policy step-up would likely be a positive catalyst for both Hong Kong and the A-share market.
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MSCI China has started to underperform EM peers again as the Al memory super-cycle regains

footing post the July-Aug drawdown
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Asia/EM/China 2Q 2027 index targets — Wide range across bull/base/bear cases

Current
Price

MS Target
Price
(Jun-2027)

MS Top-Down EPS YoY %

Consensus EPS Forecast YoY %

MS Target |Consensus
Fwd P/E 12m Fwd
Jun - 2027 |P/E Current

Base Case

Bear Case

MSCI APxJ
Hang Seng | 25,213 265';50 2;;1;4 2'739:’6 2'95,,/37 21';;2 2’95%19 2'97,;6 10.9x 10.4x
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MS target price history for MSCI China MS target price history for Hang Seng
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well as liquidity uncertainty have led to June 2027 price target cuts

2018 2020Post 515021 Dec-22  Aug23  Feb2s _ 2025
Year End

Covid-19

Economic/Earnings Estimates v Neutral XX
Valuation v Neutral Neutral Neutral Neutral
Liquidity v X l
Policy Cycle v vy v Neutral|
USDCNY trend 4 Neutral 4 X X

Neutral/ Neutral/  Neutral/l  Neutral/ Interim Interim
US/China & geopolitical tension Slightly  Slightly  Slightly  Slightly S truce

negative negative negative negative
Regulatory/Policy priority Neutral X v XX

Downgrade Upgrade Downgrade Upgrade Downgrade Upgrade PT increase Targcelt‘tprice
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Consensus earnings estimates for MSCI China and CSI300 — We expect further downward
revisions for 2026 EPS but at a decelerating pace

MS EPS base-case forecasts for MSCI China MS EPS base-case forecasts for CSI 300
at Dec-26 and Dec-27 at Dec-26 and Dec-27
HKD CNY 2018 —2019 2020 2021 2022 —2023
m 500 —2024 —2025 —2026 2027 —12m fwd
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2Q26 earnings miss so far narrowed vs. before;

However MSCI China’s ERB trend is still the worst among major global peers

History of Chinese equity market quarterly earnings

surprises by number of companies
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MSCI China consensus EPS composition by industry group

Consensus EPS Contribution EPS Growth EPS Growth Contribution
MSCI China 2025E 2026E  2027E 2025E  2026E  2027E 2025E 2026E  2027E
Automobiles & Components 0.09 0.17 0.25 30% 86% 46% 0.4% 1.2% 1.1%
Banks 1.60 1.58 1.66 2% -1% 5% 0.5% -0.3% 1.1%
Capital Goods 0.15 0.23 0.26 -19% 52% 15% -0.6% 1.2% 0.5%
Commercial & Professional Services 0.00 0.01 0.02 NM NM 12% 0.0% 0.2% 0.0%
Consumer Durables & Apparel 0.10 0.12 0.13 22% 1% 10% 0.3% 0.2% 0.2%
Consumer Services 0.13 0.15 0.26 -55% 12% 78% -2.8% 0.2% 1.5%
Diversified Financials 0.12 0.17 0.18 0% 36% 7% 0.0% 0.7% 0.2%
Energy 0.21 0.27 0.26 -12% 24% -1% -0.5% 0.8% 0.0%
Consumer Staples Distribution & Retail 0.01 0.01 0.02 15% 6% 18% 0.0% 0.0% 0.0%
Food Beverage & Tobacco 0.10 0.12 0.14 -20% 13% 16% -0.5% 0.2% 0.3%
Health Care Equipment & Services 0.03 0.02 0.02 -25% -15% 11% -0.1% -0.1% 0.0%
Household & Personal Products 0.01 0.01 0.01 19% 11% 4% 0.0% 0.0% 0.0%
Insurance 0.69 0.67 0.69 29% -3% 3% 2.7% -0.3% 0.2%
Materials 0.19 0.41 0.44 23% 119% 8% 0.6% 3.4% 0.4%
Media & Entertainment 1.08 1.03 1.12 16% -4% 8% 2.6% -0.7% 1.2%
Pharmaceuticals, Biotechnology & Life Sciences 0.09 0.13 0.15 89% 41% 19% 0.7% 0.6% 0.3%
Real Estate 0.08 0.09 0.10 8% 14% 14% 0.1% 0.2% 0.2%
Consumer Discretionary Distribution & Retail 0.59 0.76 1.01 -40% 29% 34% -6.9% 2.6% 3.5%
Semiconductors & Semiconductor Equipment (0.01) 0.02 0.04 54% NM 84% 0.2% 0.5% 0.3%
Software & Services (0.01) (0.00) 0.00 -27% NM 403% 0.0% 0.1% 0.1%
Technology Hardware & Equipment 0.17 0.25 0.35 18% 45% 42% 0.5% 1.2% 1.4%
Telecommunication Services 0.02 0.02 0.02 10% 24% 8% 0.0% 0.1% 0.0%
Transportation 0.09 0.10 0.11 -29% 14% 3% -0.7% 0.2% 0.0%
Utilities 0.15 0.14 0.14 3% -7% 6% 0.1% -0.2% 0.1%
MSCI China 5.7 6.5 7.4 -3% 14% 14% -3% 14% 14%

11
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MSCI China index level earnings growth forecasts by industry based on MS bottom-up estimates

MSCI China Sectors Index
EPS Growth Decomposition weight* 2025E 2026E 2027E
Consumer Discretionary 22% (31%) 3% 43%
Consumer Staples 2% (1%) 24% 9%
Information Technology 8% 20% 11% 57%
Health Care 4% 49% 24% (3%)
Communication Services 18% 8% 1% 1%
Utilities 1% 4% (6%) 2%
Real Estate 1% (42%) 11% 23%
Financials 19% 8% 4% 1%
Energy 3% (14%) 33% 6%
Materials 4% 26% 72% (2%)
Industrials 4% 4% 7% 17%
MS bottom up forecasts of EPS

2% 7% 11%
growth for MSCI China (2%) ’ ?
MS top down forecasts of EPS

0% 6% 8%
growth for MSCI China ° ’ °
C EPS th for MSCI

onsensus growth for (3%) 14% 14%

China

that are MSCI China constituents are counted. Hence it may not sum to 100% due to coverage.

12
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K-shaped economy continues as exports and tech/high-end manufacturing accelerate while
consumption and real estate stagnate

3Q real GDP growth is now tracking at 4.4% YoY K-shaped economy deepened

China Real GDP Growth, YoY% YoY%
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Fiscal impulse remains the key near-term swing factor, should the macro conditions worsen more

There remains Rmb2trn untapped fiscal and quasi-
fiscal impulse for Aug-Dec

10.0
9.0
8.0
7.0
6.0
5.0
4.0
3.0
2.0
1.0
0.0

RMB Trn, as of end-July

8.9
7.8

6.1

r

m2025 2026

Beijing introduced Rmb1trn
supplementary budget in Sep-Oct

2025. We estimate ~50% of the
:I' Rmb1.2trn budget (Rmb0.5trn) proceed was

IS C:ried over to 1026
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0.0 00 s F0.3tm

Issued Quota Unused

Government Bonds
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New Policy Financial Instruments
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Government bond issuance accelerated in 2H
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Net Govt Bond Issuance in Aug-26 (Rmb bn)
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1
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Policy Focus: Faster Execution Of Existing Budget, No “Bazooka”

Incremental Property Easing

State Council

National Investment

Politburo in Beijing and Shanghai Press Conference Work Conference
O A q A %B © . ”
ug ug
Jul 30 Beijing Shanghai Aug 21 Aug 28
Faster policy Further eased Second home Policy tools under The meeting called for
execution, no home purchase downpayment fiscal-monetary stronger accountability and

“hazooka”

restrictions
HPF loan limits
raised
Expanded HPF
usage

ratio lowered to
15%

Expanded HPF
usage
Introduced new
home-upgrade
subsidies

coordination

Expanded interest

subsidy coverage
Raised subsidy
caps

More measures to

come in 2H

greater urgency among local

governments

+  Accelerate construction
of major projects and
deployment of LGSB and
new policy-based
financing tools

Push forward “Six
Networks” initiative

16
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tory level stays elevated
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Housing inventory among 70 cities

Monthly primary housing sales

Inventory GFA - Total

(mn sgm)
600

Sales unit - Total

(th unit)

o

Average inventory months - Total (RHS)

Inventory months - Total (RHS)

!

- G0-920¢
- 60-G20¢
- 10-G20¢
- G0-¥20¢
- 60-€20¢
- 10-€20¢
- G§0-¢c0¢
-60-1c0c
- 10-120¢
- G0-020¢
-60-610¢
- 10-610¢
- G0-810¢
- 60-210¢
- 10-210¢
- G0-910¢
- 60-G10¢
- 10-G10¢
- G0-¥10¢C
-60-€10¢
10-€10¢

- 100%
- 80%
- 60%
- 40%
- 20%
- 0%

- -20%
- -40%
- -60%

500

400

300

200

100

-80%

- §0-92¢0¢
- 60-G20¢
- 10-620¢
- G0-¥20¢
- 60-€20¢
- 10-€20¢
- G0-¢c0¢
- 60-120¢
- 10-1c0c
- G0-020¢
-60-610¢
- 10-610¢
- G0-810¢
- 60-210¢
-10-210¢
- G0-910¢
- 60-G10¢
- 10-GL0¢C
- G0-¥10¢C
-60-€10¢
L0-€10¢C

500
450
400
350
300
250
200

150
100
5

16



Morgan Stanley | researcs FOUNDATION

Morgan Stanley

Recovery emerging in secondary property prices across select tier 1 cities, while the national
market continues to lag

Beijing, Shanghai and Shenzhen secondary property

prices showing signs of recovery since Feb-26 While 70 cities prices recover at a slower pace

— 70 cities property price index yoy

= Beijin Shanghai
(2004=100) Shajenghen o Guan?;.;zhou » 70 cities property price index mom (RHS) oo,
300 4 - - = - Tianjin Chengdu ° °
12%
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6% \\ " /
4% WA
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Tighter credit for property developers, incremental looser mortgage rules

Item

Property Developer

Financing model

Land acquisition loans

Developer loan tenor

Mortgage disbursement

Previous Rules / Practice

Fragmented project financing

Prohibited (existing restriction)

Mo unified national standard

Pre-sale projects: Released after the building's main
structure was topped out

Completed-home projects: Typically released after
mortgage approval and registration

New Rules (Aug-2026)

Lead-bank system introduced; one lead bank
responsible for closed-loop fund management for each
project

Prohibited (explicitly retained)

Pre-sale projects: normally <3 years, maximum 5 years
Completed projects: normally <5 years, maximum 7
years

Pre-sale projects: Mortgage can only be disbursed
after project completion filing

Completed-home projects: Mortgage can only be
released after sales filing

Households

Borrower affordability test

Mortgage tenor

Payment-to-income ratio: <50%
Debt-to-income ratio: <55%

<30 years

Payment-to-income ratio: <50%
Debt-to-income ratio: =60%

=40 years

18
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MSCI China trades at 10.7x 12-month forward P/E, ~5% premium vs. MSCI EM

MSCI China Fwd P/E vs. MSCI EM Fwd P/E

20.0x ———MSCI EM Fwd P/E

18.0x
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14.0x

12.0x
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8.0x
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~———MSCI China Fwd P/E

=== 5yr average of MSCI China Fwd P/E

= MSCI China P/E premium/(discount) % to MSCI EM (RHS)
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global equity markets

——MSCI China

——TOPIX

MSCI EM

—S&P 500

~—MSCI Europe
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MSCI China still trades at discounts to other major

19.5x

16.3x

15.0x

10.7x
10.2x
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MSCI China vs.
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Active weights of China/HK equities by regional fund category and manager domicile —
Global and EM managers’ UW narrowed in July amid other market pullbacks

40 v

20 181

h | 5

00 i n ! -
P e NI I | [
™ o7 -0.62 03 49
20 ' 135 133 " R
0 139 238
285 3,05

40
6.0
80
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Managers Managers Managers Managers Managers Managers
Global Equity Funds Al Equity Funds EM Equity Funds

B0ct-22 ©Dec22 WMar-23  Dec-23 WFeb-2d MDec2d "Mar-25 WApr-25 WSep-25 MDec:25 WMar-26 © Apr-26 WMay-26 © Jul26 N Aug26

category is formed by the largest 30 active mutual funds under Morningstar regional category. Funds under "non-US Managers" are mostly domiciled in Europe. We exclude ESG
funds, Income funds, and Systematic funds. All the covered funds are benchmarking to either MSCI or FTSE standard regional indices of All Country World, Asia ex Japan, or
Emerging Markets. The EPFR data and charts displayed here must not be extracted and republished (whether internally or externally). Such use will violate the terms of Morgan
Stanley's contract with EPFR which only covers named users.
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Foreign mutual fund 2026 YTD inflows around 50% of full-year 2025 level, still largely driven by
passive funds

Daily cumulative fund flows —

Daily cumulative fund flows —
Foreign active funds

Foreign passive funds

(USS bn) s Cum. net fund flows - US Active Fund (USS bn) meem Cum. net fund flows - US Passive Fund
Cum. net fund flows - EU Active Fund 70 Cum. net fund flows - EU Passive Fund
Cum. net fund flows - Foreign Active Fund e Cum. Net fund flows - Forelgn Passive Fund
10 60
° s0
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-60 o
70 =10
SEHIPYIRRITIIZIZIaTLLL LR Res S ASESSNEINSIIIIIRSYLN Y SSgs
E8 3555583555583 385855%588835858¢% EEB 5528885528885 528885850¢%
ST IFcBqEaTIFcdeasIrcscE8EIT = ERE 5578885558855 58888583%
Daily net fund flows — Foreign active funds Daily net fund flows — Foreign passive funds
(Us$ mn) W Daily net fund flows - Foreign Active Fund (Us$ mn) B Daily net fund flows - Foreign Passive Fund
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EM and China active managers’ active exposure in China/HK equities by GICS industry group

International & US Funds

Active

International Funds - UCITS

MSCI China cti Weights
Index Weights i Changes vs.
last month

GICS Industry Group

Capital Goods Jo.1% 13.0% oz

Insurance 5.0% 1.7% I 06 68% Wiox B 05

Consumer Durables & Apparel 1.7% 3.6% E-o2% 30% WMz 03

Semiconductors & Semiconductor Equipment 2.6% 4.4% B 1% i 17% 5.2% e | 18%

Pharmaceuticals Biotechnology & Life Sciences 4.7% 6.0% il 13 Y se%  f 11% DY ;

Materials 5.2% 6.5% J 1% b o7 59% | 07% i 7.1% W i9x% U
Commercial & Professional Services 0.2% 07% | o5% | 0.0% 09% | oe% | 0% 0.5% | 03% | 00%
Food Beverage & Tobacco 2.5% 3.0% | o5 E-osx 32% o7 BE-03% 2.8% | oz B 02
Health Care Equipment & Services 0.3% 07% | 04% i 0.0% 08% | 05% | 0.0% 0.7% | 03% | 0.0%
Consumer Staples Distribution & Retail 0.3% 0.4% | 01% | 0.0% 06% | 03% | 0.0% 0.1% | oo | 00%
Transportation 1.6% 17% | 01% E-01% 19% | 02% B o 1.5% i o-0am [ 01x
Real Estate Management & Development 1.5% 1.6% | oo | 0.0% 20% | o04% | 0.0% 1.1% I -04% | oo%
Household & Personal Products 0.1% 01% | oo i oo 01% | 00% i oo 0.1% | 00% | oo%
Telecommunication Services 0.3% 0.1% -0.1% f o0% 02% | 0.0% i ooz 0.0% -0 P o0%
Financial Services 1.9% 16%  f -04% lo.2% 20% | 00% H0.2% 11% E 08 il 03%
Software & Services 0.9% 0o2% [ o | 0.0% 0% [ -o7% | o0 0.2% E o | 0.0%
Consumer Services 5.0% 41% [ -08x B -06% 4% | -06% B 06 30% [F -11% B -06%
Automobiles & Components 4.4% 34%  F 102 E-05% 34% F 10 B 05 34% F 10x B -0s%
Media & Entertainment 18.9% 177% F 12 I -0o% 15.1% [E -32% B 0= 20.5% 16% [ -0ox
Utilities 1.8% 06% [ -12% | 0.0% o6% [ -13% | 0.0% o6% F -12% i o0
Technology Hardware & Equipment 6.7% son  [E 18 i 25% 53% B 14% | 27% 46% B 21 Po2am
Energy 3.3% 13% B 21% 013 1o B -23% F -0z 15% [E -18x I 01x
Consumer Discretionary Distribution & Retail 14.0% 9o% HE o1 -2 1% 90% B -2 I -2.1= oo HE -coxE -21%
Banks 12.9% 7i% E 5= B -06% 76% B 53 I 05 coxE c2: HEE -07%
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Top 50 China/HK holdings among Long-only EM and China active managers

700-HK
F9B8-HK
300750-CN
939-HK
2318-HK
1299-HK
2899-HK
9999-HK
2359-HK
3968-HK
1211-HK
000333-CN
GBB008-CN
HTHT-US
688012-CN
992-HK
PDD-US
600519-CN
2628-HK
1398-HK
2328-HK
002028-CN
6160-HK
600660-CN
3690-HK
002371-CN
2338-HK
3692-HK
1801-HK
600031-CN
669-HK
388-HK
600690-CN
9961-HK
857-HK.
YMM-US
2020-HK
1109-HK
9618-HK

Company Name

Tencent Holdings
Alibaba Group Holding

GICS Industry Group

Media & Entertainment
‘Consumer Discretionary Distribution & Retail

G vy Amperex T logy ‘Capital Goods
China Construction Bank Banks
Ping An Insurance Group Insurance
AlA Group Insurance
Zijin Mining Grp Co Ltd Materials
MetEase Media & Entertainment
WuXi AppTec Pharmaceuticals Biotechnology & Life Sciences
China Merchants Bank Banks
BYD Automobiles & Components
Midea Group Consumer Durables & Apparel
Mentage Technology i & i
H Waorld Group Consumer Services
Mi icats % i & ; i
Lenovo Group T &
PDD Haldings « Di ionary Distribution & Retail
Kweichow Moutai Food Beverage & Tobacco
China Life Insurance Insurance
Industrial and Commercial Bank of China Banks
PICC Property & Casualty Insurance
Sieyuan Electric Capital Goods

BeOne Medicines

Fuyao Glass Industry Grp
Meituan

MAURA Technology Group
Weichai Power

Hansoh Pharmaceutical Group
Innovent Bialogics

Sany Heavy Industry
Techtronic Industries

Hong Kong Exchanges & Clearing
Haier Smart Home

Trip.com Group

PetroChina

Full Truck Alln

ANTA Sports Products

China Resources Land

JD.com

Baidu

Kanzhun

Luxshare Precision Industry
Zijin Gold International

MMG

Aluminum Corp of China
Jiangsu Hengrui Pharmaceuticals
China Mengniu Dairy

Xiaomi

Pharmaceuticals Biotechnology & Life Sciences
Automobiles & Components
Consumer Services
z & x i
Capital Goods
Pharmaceuticals Biotechnology & Life Sciences
Pharmaceuticals Biotechnology & Life Sciences
Capital Goods
Capital Goods
Financial Services
‘Consumer Durables & Apparel
Caonsumer Services
Energy
Transportation
Consumer Durables & Apparel
Real Estate Management & Development
Consumer Discretionary Distribution & Retail
Media & Entertainment
Commercial & Professional Services
Ti &
Materials
Materials
Materials
Pharmaceuticals Biotechnology & Life Sciences
Food Beverage & Tobacco
&

International & US Funds

Portfolio

Composit
e Weights

8.0% 9.8%
4.5% 11%
3.2% 3.9%
27% 2.1%
2.6% 0.0%
23% 1.2%
21% 1.8%
1.7% 0.4%
16% 1.2%
1.3% 1.9%
13% 0.3%
13% 0.1%
1.2% 0.3%
1% 0.1%
1.0% 0.9%
1.0% 2.0%
1.0% 0.6%
0.9% 11% 2% 0.0%
0.9% 2.6% 1.7% -0.1%
0.8% 0.6% 3% -0.1%
0.8% 0.0% F.a% -0.1%
0.8% 0.8% P 0% 0.1%
0.8% 0.2% $.5% 0.0%
0.8% 2.3% | N1 -0.6%
0.7% 0.2% 6% 0.0%
0.7% 0.4% 3% 0.0%
0.7% 0.2% $.5% 0.1%
0.7% 0.6% % 0.2%
0.7% 0.1% 6% -0.1%
07% 0.0% 7% 0.0%
0.7% 0.0% 8.7% 0.0%
0.6% 0.3% P 0.1%
0.6% 11% fo.5% -0.1%
0.6% 11% fo.s% -0.1%
0.6% 0.3% L -0.1%
0.6% 0.5% 1% 0.0%
0.6% 0.5% 1% 0.0%
0.6% 1.5% Bo.ox -0.3%
0.5% 1.1% Bo.s% 0.0%
0.5% 0.2% 3% 0.0%
05% 0% e 0.1%
0.5% 0.2% b3% 0.1%
0.5% 0.2% 3% 0.0%
0.4% 0.2% p.a% 0.0%
0.4% 0.1% b.3s 0.1%
0.4% 0.3% 1% 0.0%
0.4% 25%  EE1% -0.5%

International Funds - UCITS

0.3%
1.2%
0.6%
0.7%
0.7%
0.9%
0.9%
0.8%
0.6%
0.3%
0.8%
0.5%
0.5%
0.7%
0.5%

0.5%
0.7%
0.7%
0.7%
0.5%

0.5%

Active

Active Wgt.|
Changes vs.|
last month
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Hong Kong IPO fund-raising hit US$37bn and US$42bn in 2025 and 2026 YTD, respectively,
making Hong Kong one of the most-active IPO markets globally

(Uss bn)
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Watch out for the largest IPO share unlocking month in September for Hong Kong (I) — Market-level

impact mixed historically...

September and July 2026 rank no. 1 and no. 2,
respectively, in the past five years

2H26 H-share Unlock Market Value and % of Total Market Capitalization
MUnlock MV (HKSbn) — Unlock MV/Total H-share MV (RHS)  —Unlock MV/Total H-share free-float MV (RHS)
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using market capitalization as of the prior month-end.

1235

2713

227.2

157.9

2026-07

1.2%

1.0%

0.8%

0.6%

0.4%

0.2%

0.0%

30.0
250
20.0
15.0

200 .

5.0

.
o
o

-10.0
-15.0
-20.0

2021-01

Large unlocking months have not consistently
coincided with weak market performance

2021-07

HSI Monthly Price Change (%) and unlock stocks MV/total H-shar
MHS| Monthly Price Change (%)

2022-01

2022-07

Unlock MV/Total H-share MV (RHS)

H

2023-01

% VAN
li il
|I| |I| |” ||||||

2023-07

2024-01

2024-07

2025-01

2025-07
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Watch out for the largest IPO share unlocking month in September for Hong Kong (ll) - However, IT
and Materials could be facing bigger supply flow at the sector level

IT and Materials are the top two sectors in 2H26 HK IT and Materials top the ranking by absolute and
market value unlocking relative (to market cap) sizes
2026 2H HK Market Unlock Stocks MV by sector (HKS$bn) 2026 2H Unlock MV and as % of Sector Total
H Unlock MV (HKSbn) Unlock MV/Sector Total MV » Unlock MV/Sector Free-float MV
0.7,0%,9, 0% 400.0 35.0%

”,15.0, 2% 350.0 347.6

926, 11% ” ©30.0% 30.0%
26 = Communication Services 3000 25.0%
240.5, 27
0.5,27% Consumer Discretionary 250.0 2405
20.0%
= Consumer Staples 200.0
Ener; N 15.0%
7 8y | 150.0 .
= Financials
100.0 92.6 915 10.0%
Health Care 715 6.1% 62%
. 5.4% " "
® Industrials 50.0 ILS% o %66 I“% I2 o . 5.0%
. 0.3% ’
-91.5,10% 4 |nformation Technology 0.0 9;91) 1% 13% EE12% 0350 % iy Yo 0.0%
u Materials § E % ‘u_>'n 73 g '73 Eﬂ .T; %
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using market capitalization as of the prior month-end.
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CSl 300 trades at 13.1x with ~19% valuation premium to MSCI China

Valuation of CSI300 absolute and relative to MSCI

. Hang Seng A-H Premium index
China
o ——MSCI China Fwd PIE 80% -
—CSI 300 Fwd PIE [ %
22 ==CSI300 P/E premium/(discount) % to MSCI China (RHS) - 70% 160
- 60%
150
- 50%
- 40% 140
- 30%
130
- 20%
- 10% ““
L 0,
0% 110
- -10%
6+ - -20% womm@whhmwamnar‘-ummnvvmmcw
O - A8 ® YT WO N~N® OO - N ® ¥ O © TItorotoirorororoyldiovoroyoioyiogoaodol
TOZoEo:orogozoioporgeorddRqoay (R R B B B B T T
© (] © © © © © © © © (] © © © © © )
rl ) ) ) ) ) ) rl ) rl ) r) ) ) rl ) rl

28



MorganStanley | researc

FOUNDATION

Morgan Stanley

A-share market’s high exposure to high-end upstream and deep tech space has led to higher
correlation with the global market; National team retains ample dry powder

(%)
I

Bigger concentration in high-end manufacturing

and hard-tech companies in A-shares

K20

51300

136

MSCI China
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A-share large tech IPOs’ implication on the market (I) — May add to near-term market liquidity
squeeze and trading breadth narrowing, but likely only temporarily

Across five tech IPOs raising over Rmb10bn since 2010, average daily trading volume as a share of market
turnover fell by 0.5ppt in weeks 2-4 after listing versus week 1.

% of Average Daily
Trading Volume of The
Company / Total
Market

Average Daily Trading | Average Daily Trading
Volume of The Volume of Total
Company (Rmb bn) Market (Rmb bn)

Ticker Company Name Listing Date

2-4 Weeks 2-4 Weeks 2-4 Weeks
After Listing |After Listing |After Listing | After Listing |After Listing |After Listing

601138.SH Foxconn Industrial Internet Co.,Ltd. 2018-06-08 4.9 1.8 343.8 349.1 1.4% 0.5% I 0.9%

S i ductor M facturi Int ti |
688981.5H Cir:;'gfa"n:; orvianutacturing International  540-07-16 19.3 5.1 1,240.6 947.1 1.6% 0.5% I1.o%

688041.SH Hygon Information Technology Co., Ltd. 2022-08-12 3.0 0.9 1,046.7 685.5 0.3% 0.1% | 0.2%
688469.SH United Nova Technology Co.,Ltd. 2023-05-10 1.7 0.4 895.8 968.3 0.2% 0.0% | 0.2%
688347.SH Hua Hong Grace Semiconductor Limited 2023-08-07 1.6 0.5 774.6 707.4 0.2% 0.1% i 0.1%

Average 6.1 17 860.3 731.5 0.7% 03% | 05%
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A-share large tech IPOs’ implication on the market (ll) - Subsequent stock performance key to
watch

IPO . Time to
IPO Close Free-floats Time to Perf. Perf. . Perf. Perf.

Fundi Price Ch First Peak Peak Pri Upside t Ti ul Pullback
Company Name Listing Date un' ing Offer  Priceon rice Change % of total SEEea First Peak CEGED . LPHE relativeto relative to roEJg HEBaC relativeto relative to
Size on IPO date Date (Rmb) Peak % Point %

(Rmb bn) Price  IPO date market cap (Days) Csl300 SHCOMP (Days) Cs1300 SHCOMP
688981.SH Semiconductor Manufacturing International 2020-07-16 ﬂ 275 829 ﬂ 202.0% 29.9%  2020-08-06 21 84.8 2.3% 1.9% 1.5% 2022-10-25 810 37.6 (55.7%) (31.6%) (43.8%)
601138.SH Foxconn Indl Internet 2018-06-08 HJ 13.8 19.8 44.0% 5.7% 2018-06-13 5 257 29.7% 30.8% 31.6%  2023-02-28 1721 9.6 (62.7%) (69.0%) (69.2%)
688347.5H Hua Hong Grace Semiconductor 2023-08-07 H1.2 52.0 53.1 2.0% 11.1%  2023-08-08 1 53.4 0.6% 1.6% 1.5% 2024-09-23 412 276 (48.4%) (28.9%) (32.5%)
688271.SH Shanghai United Imaging Healthcare 2022-08-22 :| 11.0 109.9 181.2 64.9% 5.7% 2022-08-23 1 182.0 0.4% 0.2% (0.1%)  2023-08-28 370 103.0  (43.4%) (33.2%) (37.9%)
688041.SH Hygon Information Technology 2022-08-12 :| 10.8 36.0 60.1 66.9% 8.6% 2022-08-16 4 60.7 1.0% 1.4% 1.1% 2022-10-11 56 38.0 (37.4%) (26.4%) (28.3%)
688795.5H Moore Threads Tech Co. Ltd. 2025-12-05 | | 8.0 1143 600.5 425.5% 6.3% 2025-12-11 6 9411 56.7% 56.6% 56.8%  2026-03-23 102 505.3  (46.3%) (42.5%) (44.1%)
688802.SH MetaX Integrated Circuits 2025-12-17 || 4.2 104.7 829.9 4.5% 2025-12-17 0 829.9 0.0% (1.8%) (1.2%)  2026-02-05 50 492.0  (40.7%) (44.6%) (47.3%)
688008.SH Montage Technology 2019-07-22 | 2.8 24.8 74.9 n202.1% 6.6% 2019-08-05 14 85.7 14.3% 17.8% 17.8%  2019-10-31 87 58.3 (32.0%) (35.7%) (34.1%)
688256.SH Cambricon Technologies 2020-07-20 | 2.6 64.4 212.4 .9.9% 7.8% 2020-07-23 3 2815 32.5% 28.8% 29.1%  2023-01-20 9N 61.0 (78.3%) (67.0%) (76.3%)
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Chinese A-share market foreign ownership as a percentage of total and free float market cap —
No meaningful recovery yet
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mmm Domestic equities held by overseas entities RMB bn
—Equity held by overseas entity as % of free float equity market cap (RHS)
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balance growth and cash income, while staying cautious on macro dragged consumption
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Key recommended trades for the next 6-12 months
- Take profit from Hong Kong exposure and switch to A-shares; monitor signs for

inflection, especially the global market situation and Beijing policy step-up

- China Best Business Model

- China's Global Export Champions
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China Best Business Models— Robust stock selection to weather global macro uncertainty with
risk-adjusted return

Annualized total return in US$ Standard deviation Sharpe ratio

US$32bn 10%
Mkt Cap*** Trailing RNOA** ChinaBBMv2 | MSCIChina | ChinaBBMv2 | MSCIChina | ChinaBBMv2 | MSCI China
1.5x
7.0%

Trailing ROE* vs MSCI China

5Yr (2021 2025) 15.3% (3.0%) 2.5%

(0.24)

14.8x N
12-mth Fwd P/E* 1 -1 6 278% 11.8% 204% 24.0% 116 032
25 3-year
-9X Sharpe Ratio

12-mth Trailing P/B*

1 Yr(J;:ég)zs-Jul ey (40%) 28.0% 201% 173 (041)
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term national growth strategy plan

Morgan Stanley

Global Themes

China's 15th
5-Year Plan Blueprint

NoOR B e

GICS Industry Group

Media & Entertainment
Insurance

Financial Services

Consumer Discretionary
Distribution & Retail

Consumer Services

Real Estate Management &
Is Biotechnology &

Life Sciences
Automobiles & Components

36

37



MorganStanley | researc

FOUNDATION

Morgan Stanley

China Best Business Models — 26 champions identified with best competitive advantages and
industry moats from 16 industry groups

Ticker

0700.HK
3606.HK
BABAN
YUMC.N
HTHT.O
0B57.HK
002142 52
FUTU.O
2318 HK
600276.55
3007305
0669 .HK
002028.52
ZTO.N
002371.52
6BBO0B.55
0522 HK
601138.55
002475.52
2899 HK
6655.HK
30048752
1109 HK
600900.55

Website at www.morganstanley.com/researchdisclosures.

Company Name

Tencent Holdings Ltd.
Fuyao Glass Industry Group
Alibaba Group Holding
Yum China Holdings Inc.

H World Group Ltd
PetroChina

Bank of Ningbo Co. Ltd

Futu Holdings Ltd

Ping An Insurance Group Co of China Ltd

Jiangsu Hengrui

GICS Sector

GICS Industry Group

Communication Service: Media & Entertainment

Consumer Discretionan Automobiles & Components

Consumer Discretionan Consumer Discretionary Distribution & Retai

Consumer Discretionan Consumer Services

Consumer Discretionan Consumer Senvices

Energy

Financials
Financials
Financials

Health Care

Contempeorary Amperex Technelogy Co. Lid Industrials

Techtronic Industries Co Ltd
Sieyuan Electric Co.Ltd.

ZT0 Express

NAURA Technology Group Co Ltd
Montage Technology Co Ltd
ASMPT Ltd

Foxconn Industrial Internet Co. Ltd.

Luxshare Precision Industry Co., Ltd.

Zijin Mining Group

Huaxin Building Materials
Sunresin New Materials Co Ltd
China Resources Land Ltd.

China Yangtze Power Co.

Industrials
Industrials

Industrials

Energy

Banks

Financial Services

Insurance

Pharmaceuticals Biotechnology & Life Scient
Capital Goods

Capital Goods

Capital Goods

Transportation

Information Technology Semiconductors & Semiconductor Equipmen

Information Technology Semiconductors & Semiconductor Equipmen

Information Technology Semiconductors & Semiconductor Equipmen

Information Technology Technology Hardware & Equipment

Information Technology Technology Hardware & Equipment

Materials
Materials
Materials
Real Estate

Utilities

Materials
Materials
Materials

Real Estate Management & Development

oW
EW
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
aw
ow
ow
ow
EW
ow
ow

M5 Analyst

Yu, Gary
Wang, Shelley
Yu, Gary

Low, Lillian
Chee, Dan

Lu, lack

¥u, Richard
Huang, Chiyao
¥u, Richard
Yan, Alexis

Lu, Jack
Cheng, Terence
Hou, Eva

Fan, Qianlei
Chan, Charlie
Yen, Daniel
Dai, Daisy
Shih, Sharon
Shih, Sharon
Zhang, Rachel
Zhang, Rachel
¥u, Kaylee
Cheung, Stephen

Hou, Eva

M5 Global Themes

Al Exposure

Al enabler
Others — protected from Al disruption
Al enabler
Al adopter
Al adopter
Others — protected from Al disruption
Al adopter
Al adopter
Al adopter
Al adopter
Al enabler
Al adopter
Al enabler
Al adopter
Al enabler
Al enabler
Al enabler
Al enabler
Others - protected from Al disruption
Al enabler
Others — protected from Al disruption
Others — protected from Al disruption
Al adopter
Others — protected from Al disruption
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Company name

603308.SS  Anhui Yingliu Electromechanical Co Ltd
2590.HK Beijing Geekplus Technology Co., Ltd.
2579.HK CNGR Advanced Material Co., Ltd.
300750.SZ  Contemporary Amperex Technology Co. Ltd.
002487.SZ  Dajin Heavy Industry

300502.8Z  Eoptolink Technology Inc Ltd
600885.8S  Hongfa Technology Co Ltd

603806.SS  Hangzhou First Applied Material Co. Ltd
002270.SZ  Huaming Power Equipment

600522.SS  Jiangsu Zhongtian Technology Co. Ltd.
603606.SS  Ningbo Orient Wires & Cables Co Ltd
601567.8S  Ningbo Sanxing Medical Electric Co. Ltd.
600031.8S  Sany Heavy Industry Co., Ltd.
603699.8S  Neway Valve (Suzhou) Co., Ltd
002028.SZ  Sieyuan Electric Co.Ltd.

0669.HK Techtronic Industries Co Ltd

2338.HK WeiChai Power

300450.SZ  Wuxi Lead Intelligent

603338.8S  Zhejiang Dingli Machinery Co Ltd.
688006.SS  Zhejiang Hangke Technology
603799.SS  Zhejiang Huayou Cobalt Co Ltd
1157.HK Zoomlion Heavy Industry

6655.HK Huaxin Building Materials

600219.SS  Shandong Nanshan Aluminium Co.
600309.8S  Wanhua Chemical

688008.5S  Montage Technology Co Ltd
300373.SZ  Yangjie Technology

601138.SS  Foxconn Industrial Internet Co. Ltd.
601231.8S  Universal Scientific Ind. (Shanghai)

ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
ow
EW
ow
ow
ow
ow
ow

GICS industry group

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Technology Hardware & Equipment

Capital Goods

Semiconductors & Semiconductor Equipment
Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Capital Goods

Materials

Materials

Materials

Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Technology Hardware & Equipment
Technology Hardware & Equipment

Last Price

(Us$)

6.52
1.18
3.22
52.25
4.94
57.46
5.32
2.16
2.85
472
5.07
1.99
2.98
6.79
2191
17.20
4.10
470
8.62
3.06
5.67
0.77
2.15
0.73
11.56
27.94
12.83
9.48
3.68

A
daily t/o
US$ mn

vg

635

213
41
1294
234
1727
189

Mkt cap.
US$ bn

Upside  EPS Growth

to  (MS estimate)

target 2026e 2027e
4 38.1% 32% 76%
2 117.0% 123% 1242%
6 426% 41% 19%
251 69.5% 28% 30%
3 291% 10% 23%
80 31.4% 94% 81%
8 344% 23% 30%
6 14.4% 12% 13%
3 381% 10% 20%
16 67.9% 121% 29%
5 539% 27% 30%
3 1704% 27% 31%
27 60.0% 13% 44%
5 482% 20% 18%
17 61.0% 31% 40%
31 15.0% 22% 13%
35 43.1% 30% 51%
8 71.0% 53% 79%
4 122% -4% 45%
2 143.5% 52% 45%
11 97.0% 35% 29%
8 49.5% 9% 36%
7 1.0% 19% 12%
9 -65% 1%  -20%
36 30.1% 44% 16%
37 100.9% 81% 87%
7 57.8% 29% 41%
178 30.0% 73% 31%
9 589% 23% 48%

ROE

2026e

8.2%
0.7%

9.3%
26.0%
11.4%
69.1%
16.5%
10.5%
24.0%
16.2%
16.8%
16.3%
11.2%
40.5%
23.9%
21.1%
14.6%
15.5%
15.1%
12.9%
16.5%

7.5%
10.2%
10.6%
15.7%
23.5%
15.4%
36.1%
11.4%

2027e

11.9%

8.8%
10.4%
28.7%
11.0%
65.3%
17.8%
11.2%
26.6%
18.2%
17.4%
19.2%
15.1%
43.8%
26.8%
21.7%
19.9%
21.7%
19.4%
16.3%
18.2%
10.0%
10.7%

8.4%
16.3%
29.3%
18.8%
45.9%
15.4%

PE

2026e

61.9

NM

9.7
16.9
175
29.0
241
20.2
219
16.9
17.7

89
18.0
18.0
279
216
16.9
20.6
16.1
16.2

10.2

8.8
1.2
13.5
53.1
28.7
20.7
242

2025
o Analyst Overseas
2027e  2026e 2027e revenue
369 04%  0.5%Li, Tom 53%
34.0 NA NA Zhong, Sheng 1%
8.1 NA NA Zhang, Rachel 50%
129 3.0%  3.9% Lu, Jack 32%
142  0.6%  0.7% Hou, Eva 75%
161 0.2%  0.4% Meng, Andy 96%
186  1.0%  1.3% Zhong, Sheng 31%
178  23%  2.6% Hou, Eva 29%
182  32%  3.7%Li, Tom 20%
130  1.9%  2.5% Hou, Eva 19%
140 1.6%  1.9% Hou, Eva 14%
6.8 49%  6.2%Li, Tom 20%
125 28%  4.0% Zhong, Sheng 64%
153  42%  5.1% Wang, Chelsea 69%
199 05%  0.6% Hou, Eva 29%
191 19%  2.4% Cheng, Terence 97%
112 34%  5.3% Zhong, Sheng 53%
115  09%  1.5% Zhong, Sheng 24%
111 1.9%  2.8% Zhong, Sheng 82%
112 07%  1.0% Zhong, Sheng 56%
65 13%  1.8% Jiang, Chris 64%
75  71%  9.7% Zhong, Sheng 60%
79  45%  5.1% Zhang, Rachel 35%
140  84%  6.7% Zhang, Rachel 54%
117 23%  2.7% Xu, Kaylee 47%
284 0.0%  0.0% Yen, Daniel 72%
203  06%  0.7% Dai, Daisy 25%
15.7  45%  5.9% Kao, Howard 44%
16.3  1.5%  2.2% Dai, Daisy 46%

portfolio, rebalanced whenever positions are added or subtracted. Results shown represent total absolute return (including dividends) and exclude brokerage commissions. These
figures are not audited. Past performance is no guarantee of future results. (X) indicates stock has outperformed MSCI China Index since inclusion in the Focus List. For important
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Total US$ 12M Total Last Upside MS Div. MS
GICS Mkt Cap Date Returns Return Price  to Target MS P/E Yid P/Sales

Company Name Ticker Rating Market Sector (US$bn) Added  Since Added Perf. (Us $) Price 2026E 2027E 2026E  2026E Analyst
Alibaba Group Holding BABAN OW  China Consumer Discretionary 276.7 24-Feb-25  -11.0% -173% v 1118 61.0% 23.3x  24.0x 1.6x 7.0% - 2.0x Yu, Gary
China Petroleum & Chemical Corp. 0386.HK OW  China Energy 93.5 2-Mar-26  -13.2% 15.4% 0.6 45.7% 8.5x 6.2x 0.6x 6.8% 8.6% 0.2x Lu, Jack
China Shenhua Energy 1088.HK OW  China Energy 139.8 25-Mar-26 -2.7% 33.7% 58 5.6% 13.0x  13.5x 1.8x 13.8% 5.8% 2.3x Yang, Hannah
c porary Amp T Co. Ltd. 300750.8Z OW  China Industrials 251.4 10-Mar-24  134.0% 15.8% 522 69.5% 16.9x  13.0x  42x  26.0% 3.0% 2.8x Lu, Jack
GigaDevice Semiconductor Beijing Inc 603986.SS OW  China Information Technology 36.9 2-Mar-26 31.0% 124.4% 55.4 101.7% 10.7x  8.2x 5.8x 53.8% 2.8% 6.4x Yen, Daniel
HK Exchanges & Clearing 0388.HK ow Hong Kong  Financials 66.3 24-Feb-25 23.9% -46% v 52.1 26.0% 28.4x  26.6x 8.5x 299% 3.1% 17.2x Xu, Richard
HKT Trust and HKT Ltd. 6823.HK ow Hong Kong Communication Services 11.9 24-Mar-21 53.4% 10.6% 1.6 13.6% 16.8x  16.1x 2.6x 154%  6.9% 2.5x Tang, Tom
Jiangsu Zhongtian Technology Co. Ltd. 600522.8S OW  China Industrials 16.1 25-Mar-26 19.9% 110.9% v 4.7 67.9% 16.9x  13.0x 2.6x 15.1%  1.9% 1.7x Hou, Eva
MiniMax 0100.HK OW  China Information Technology 16.1 12-Aug-26 -0.7% #NA V4641 149.1% -18.4x -20.3x 7.4x - 32.2x Yu, Gary
NARI Technology 600406.SS OW  China Industrials 272 13-Jun-19  148.4% 8.6% v 34 42.0% 194x  17.0x  32x  164% 27% 2.5x Hou, Eva
NAURA Technology Group Co Ltd 002371.8Z OW  China Information Technology 68.8 18-Jun-26 -8.9% 75.8% 95.0 28.2% 50.2x  34.3x 9.0x 17.9% 0.4% 9.0x Chan, Charlie
Ping An Insurance Group Co of China Ltd 2318.HK OW  China Financials 29.3 2-Dec-25 4.7% 82% 7.3 54.0% 5.9x 5.4x 0.8x 15.0% 5.8% 0.9x Xu, Richard

T 300124.8Z ++ China Industrials 23.8 26-Sep-25  -25.6% 17.0% v 8.8 - - - - - - Zhong, Sheng
Sinoma Science & Technology Co. Ltd. 002080.SZ OW  China Materials 11.9 12-Jan-26 36.4% 523% 71 18.1% 35.2x  26.0x 3.7x 10.5% 0.7% 2.2x Hou, Eva
Zijin Mining Group 2899.HK OW  China Materials 130.2 14-Nov-22  280.3% 35.9% 4.7 66.7% 11.0x  9.7x 3.4x 30.6% 2.3% 1.8x Zhang, Rachel

Total Return Since Inception 12 Months 1 Month

Absolute Relative Absolute EEYE Absolute Relative
China Focus List (USS) 114.2% 69.4% 7.4% 16.5% 1.5% 3.7%

portfolio, rebalanced whenever positions are added or subtracted. Results shown represent total absolute return (including dividends) and exclude brokerage commissions. These
figures are not audited. Past performance is no guarantee of future results. (X) indicates stock has outperformed MSCI China Index since inclusion in the Focus List. For important
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Contemporary Amperex Technology Co. Ltd.
GigaDevice Semiconductor Beijing Inc
Hongfa Technology Co Ltd

Jiangsu Zhongtian Technology Co. Ltd.
NARI Technology

NAURA Technology Group Co Ltd

Ping An Insurance Group Co of China Ltd
Sinoma Science & Technology Co. Ltd.

Zijin Mining Group

Total Return

Ticker

300750.8Z2
603986.SS
600885.SS
600522.SS
600406.SS
002371.8Z
601318.SS
002080.8Z2
601899.SS

ow
ow
ow
ow
ow
ow
ow
ow
ow

Rating Market

China
China
China
China
China
China
China
China
China

GICS Sector

Industrials

Information Technology
Industrials

Industrials

Industrials

Information Technology
Financials

Materials

Materials

Mkt Cap
(US$bn)

271.3
39.0
75
17.0
28.0
75.6
143.8
125
134.7

Date

Total US$ 12M Total
Returns

Return

Added Since Added Perf.

10-Mar-24

2-Mar-26
16-Apr-24
25-Mar-26
13-Jun-19
18-Jun-26
12-Jan-26
17-Nov-25
28-Nov-22

Since Inception
Relative

Absolute

134.0%
31.0%
91.5%
19.9%

148.4%
-8.9%
-11.5%
53.5%

267.0%

15.8%
124.4%
43.2%
110.9%
8.6%
75.8%
5.1%
52.3%
37.7%

Absolute

Last Upside
Price to Target
(US$) Price
56.4  57.0%
584  91.1%
5.1 39.0%
50  59.3%
35  37.7%
1043  16.7%
84  40.7%
74 12.2%
5.1 68.3%

12 Months

MS P/E

2026E 2027E

18.3x
11.3x
23.3x
17.8x
20.0x
55.1x
6.7x
37.0x
12.1x

Relative

14.0x
8.7x
17.9x
13.7x
17.6x
37.7x
6.1x
27.3x
10.6x

MS P/B MS ROE

2026E

4.5x
6.1x
3.5x
2.7x
3.3x
9.9x
0.9x
3.9x
3.7x

2026E

26.0%
53.8%
15.1%
15.1%
16.4%
17.9%
15.0%
10.5%
30.6%

1 Month
Relative

Absolute

MS Div.

Yid
2026E

2.7%
2.7%
1.0%
1.8%
2.7%
0.3%
5.1%
0.7%
2.1%

MS
P/Sales

2026E

3.0x
6.8x
2.3x
1.8x
2.6x
9.9x
0.9x
2.3x
1.9x

Analyst

Lu, Jack
Yen, Daniel
Zhong, Sheng
Hou, Eva
Hou, Eva
Chan, Charlie
Xu, Richard
Hou, Eva

Zhang, Rachel

China A-Share Thematic Focus List (USS)

213.5%

138.4%

30.8%

19.3%

2.5%

-2.6%

rebalanced whenever positions are added or subtracted. Results shown represent total absolute returns (including dividends) and exclude brokerage commissions.
These figures are not audited. Past performance is no guarantee of future results. Tick-mark indicates stock has outperformed Shanghai

Disclosure Website at
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Long-term growth opportunities concentrate in Tech & Innovation —

China has implemented a systemic framework on industrial upgrade and

-Financial services
-Logistics
-Industrial design

-Internet services
-Inspection and testing
-Engineering consulting

-Software development and application

-Industrial design
-Engineering consulting
-Business consulting
-Forensic accounting
-Modern insurance

-Credit rating

-Inspection and testing
-Human resources services
-Logistics

-Home services

-Industrial design
-Business consulting

-Inspection and testing
-Human resources services
-R&D

-Information and data
-Property management
-Supply chain finance
-Supply chain management

-Robots

-Aerospace equipment
-Marine engineering equipment and shipbuilding

-Advanced rail transport equipment
-High-end CNC machine tools
-Pharmaceutical and medical equipment

-Certification

-Management consulting

-Human resources services
-Advertisement and exhibition industry

-Education and training

-Aftersales services
‘

Align with global
standards on product
tachnology, procassing

-Shipbuilding
-Automabiles

-Equipment manufacturing

equipment and energy
efficiency

o= ————————mm e ey

-Constructionmachinery
-Advanced power equipment
-Integrated circuits

2021-2025

innovation

Enhance the intagration of
madern services with
advanced manufacturing and
modern agriculture, and
accelerate the digital and
intelligent transformation of
services

2026-2030

-Steel
-Non-ferrous metals
-Construction materials
-Petrochemicals
-Textile
-Selective light industries

T
i
1

J—
= ===
!-Manufaclu ng update |

!

4

I

®5011-2015

. 2016-2020

-Mining

-Metallurgy

-Chemicals

-Light industry

-Textiles

-Machinery

-Shipbuilding
-Construction

-Smiart, graen and servica-
oriented manufacturing

-New-generation IT

-Biotech

-NEVs

-Green and low-carbon development
-Advanced equipment and materials
-Digital and creative industries

l Strategic emerging industries
i

-Energy saving and environmental protection
-New-generation IT

-Advanced semiconductor
Robots
Intelligent systems

Integrated space technology service systems

Biotech . ; New-generation aerospace equipment
=High-end equipment manufacturing
New energy -Intelligent transpartation
-New materials
-Precision medicine
-NEVs

Energy storage and distributed energy

-Virtual reality

-New-generation IT

-Biotech

-Green energy

-New materials

-NEVs

-Environmental protection
-Energy storage

-Advanced equipment

-Industrial applications of Beidou
navigation satellite system
-Brain-inspired intelligence
-Quantum information

-Gene technology

-Future networks

-Deep sea, aerospace and aviation
development

-Hydrogen energy

-New energy

-new materials

-Aerospace and aviation
-Hydrogen and fusion energy
-Al-as-infrastructure
-Low-altitude economy
-Quantum technology
-Biomanufacturing
-Brain-computer interface
-Embodied intelligence
-Six-gen mobile communications
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Evolution of recent Five-Year Plans — A clear focus on quality growth and tech innovation

Growth: From Quantity to Quality

Real GDP CAGR:7% — >  CAGR:>6.5% ——» Specific Target Dropped

Core Driver: Technology Innovation

R&D

Spending CAGR:12% — » CAGR:10.3% — » CAGR:>7.0% —— » CAGR:>7.0%
Sustainability: Green Transition

CO2 Cumulative Cumulative Cumulative Cumulative

Emissions/GDP  Decline: _— Decline: EEE— Decline: — Decline:

17% 18% 18% 17%

----------------------- 2011-2015 2016-2020 2021-2025 2026-2030
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Exports continue to anchor cyclical growth, positioning China’s electronics and renewable
supply chains as direct beneficiaries

Two structural drivers for export growth ST dee_p ele(_:tronlc_s Slie reneyv:able SR
chains will be direct beneficiary

SEMICONDUCTOR MARKET BROADENING DEPLOYMENT A1 CHIP LOCALIZATION China Exports, YoY
1 PROJECTED T0 SURPASS OF AGENTIC Al ACCELERATING
UsstemIN2026 o eeee Total exports
STRUCTURAL SUS§Ttm ) 100% New trio (EV, solar cell, lithium batteries)
DRIVER #1 7 Next new three (Al, robots, pharma)
THE GLOBAL 57000/ ¥ i @ o W 80% Others
AI SUPER-CYCLE ‘ i - gany - E
CHINESE CAPITAL 6OODS 60%
o). & COMPANIES GAINING SHARE IN

2025 2026 GLOBAL Al INFRASTRUCTURE \/
40%

2 THE MIDDLE EAST CONFLICT

HAS LIKELY ACCELERATED CHINA CONTROLS OVER 80% ’
GLOBAL DEMAND FOR OF KEY SOLAR MANUFACTURING STAGES 20% =\ S
uctu. - IR 2\ M Ay,
) - X Vg € y Towd 2\ = \/
DRIVER #2 : 0% N4 <Y/ A AT X
Wy ) X \ —7
ENERGY > <K0)- > " ; . — (% /
TRANSITION ' >80% N
=22 0%
M MO MmO MO O O I I S S S T 0 0 0 W0 wmw Wm0 O O
[N I N R N A N A N B N A O A o O B N B O A A S AR B S B S VA S AR O VA SN B SN A N
°o = o o B o o = o o B o o = o o B o o = o
(=8 (S (=8 O 1) [=8 (&1 (=8
3ol EEc3 2ol a3 Fo 8 & <3
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China has been widening its lead in global exports since 2022; we expect further acceleration
given China’s best positioning in global Al/energy capex supercycle supply chain

China likely to contribute 16.5% of global ...while continuing to play a critical role in global
export market share by 2030... supply chain despite diversification

19% China global export market share (%, 12M trailing sum) 511580$bn, 12m trailing sum
12/2018, 420

18% e— Base case 18% 400

17% Upside scenario 350

= Downside scenario ~# 165% 30

16% - e China's trade balance with US
P 250

15% Sesmmmmme ~# 15% 200 China's trade balance with the top 5

15% economies whose trade surplus with thé

14% 150 US has risen the most 165
13% 100
12% 50 \

~ (o] a o — o~ 2] < LN (o] ~ (o] [e)] w

— — — o o o (o] o o N o o o (=]

o o o o o o o o o (e} o [} [} [} 0

[a\] [a\] [a\] [a\} [a\} o~ o~ [o\] [a\] (a\] o [a\] [a\] 8

Mar-18 Mar-19 Mar-20 Mar-21 Mar-22 Mar-23 Mar-24 Mar-25 Mar-26
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MS Top Down EPS YoY%
MS Jun 2027 Current MS Jun 2027 P/E
8/31/2026  Price Target P/E Target 2026e 2027e

S&P 500 7,712 8,300 19.6x 20.5x 339 380
+23% +12%

MSCI Europe 2 595 2,810 14.9x 16.5x 156 165
+13% +6%

Topix 4,156 4,300 16.3x 17.5x 216 235
+9% +9%

MSCI EM 1719 1,800 10.2x 13.0x 125 136
+40% +9%
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Equities Il us | USTs ]

Bonds . Europe . EGBs .
Credit . Japan . JGBs .
Comms . EM .

Cash .
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Quarterly Annual
Real GDP (%Y)
4Q 1Q 2024 2025 2026E  2027E
Global (%Y) 34 34 34 3.7 35 35 3.5 34 3.6 3.1 3.1 33 34 3.6 35 34 34 35 33 35
Global ex US (%Y) 35 3.4 3.5 4.0 3.9 3.8 3.8 3.7 3.8 3.4 35 35 3.7 3.8 3.7 3.6 3.6 3.8 35 3.7
G10 (%Y) 1.5 1.7 1.9 1.9 1.8 1.8 1.7 14 15 1.5 13 15 1.6 1.7 1.7 1.9 1.7 1.7 15 1.8
us 29 31 28 24 20 21 23 20 27 2.1 17 22 23 25 25 26 28 2.1 22 26
Euro Area 07 07 11 14 16 14 12 1.1 05 1.0 09 09 12 1.0 11 12 1.0 13 038 1.1
Japan -09 -09 11 09 16 2.1 0.6 04 05 0.7 13 06 0.2 05 0.6 12 0.1 12 038 0.7
UK 02 08 12 20 18 13 12 09 09 1.1 11 1.0 09 1.0 13 17 1.0 13 1.0 12
Canada 1.0 17 24 3.1 31 20 17 07 0.1 13 12 17 17 17 17 17 20 17 1.1 17
Norway 03 03 12 09 18 2.1 14 17 09 0.7 09 12 15 16 17 1.7 0.7 17 09 16
Sweden 19 15 0.7 36 0.1 22 22 20 23 32 24 18 24 13 18 16 19 16 24 18
Australia 12 09 08 13 13 19 2.1 26 26 19 17 12 12 14 15 17 1.0 20 19 1.5
Global (%Q, SAAR)A 3.7 3.6 3.6 3.7 3.1 3.8 3.8 3.1 3.2 23 3.7 4.1 33 3.0 3.5 35 3.7 34 33 3.4
G10 (%Q, SAAR)* 1.2 2.0 2.7 1.7 1.0 1.9 23 0.7 13 1.6 1.6 14 1.6 2.0 2.0 2.0 1.9 14 15 1.9
us 038 36 33 19 -06 38 44 05 21 1.5 27 25 24 26 26 26 24 20 22 26
Euro Area 14 09 20 12 23 0.0 13 038 0.0 18 1.0 038 1.0 12 13 13 14 11 09 12
Japan -02 -05 33 1.6 2.1 0.7 -18 1.0 19 1.1 0.1 -12 0.2 28 17 12 0.9 04 06 12
UK 29 25 0.7 17 23 0.6 03 02 25 1.2 04 00 19 16 16 16 20 09 1.0 17
EM (%Y) 4.8 4.7 4.5 5.0 4.8 4.8 4.9 4.9 5.1 43 4.4 4.6 4.7 5.0 4.8 4.4 4.7 4.9 4.6 4.7
EM ex China (%Y) 44 4.7 44 43 44 44 5.0 5.2 5.2 44 44 45 4.9 5.1 48 44 45 4.7 4.6 438
AXJ (%Y) 5.6 53 4.9 5.5 5.4 5.4 5.5 5.4 5.9 5.0 5.1 5.1 5.2 53 5.2 5.0 53 5.5 53 5.2
China 53 47 46 54 54 52 48 45 5.0 43 45 47 46 47 47 45 50 50 46 46
India 75 75 6.6 74 7.0 6.8 83 8.0 78 6.5 6.7 6.8 7.0 7.0 72 70 72 75 7.0 70
Hong Kong 29 30 2.1 25 32 33 38 40 59 50 44 38 33 46 5.1 50 26 36 48 45
Korea 33 23 1.5 12 -0.1 1.0 17 16 38 37 32 29 22 37 16 15 21 11 34 2.7
Taiwan 72 53 47 41 55 7.7 8.2 127 154 129 114 6.2 9.2 80 76 52 53 86 15 76
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Headline CPI Inflation (%Y)

Global

G10
us
Euro Area
Japan”
UK
Canada
Norway
Sweden
Australia

EM

AX)
China
India
Hong Kong
Korea
Taiwan
Singapore
Indonesia
Malaysia
Thailand
Philippines

Core Inflation (%Y)
Global (G4+Selected EM)
G4

US (core PCE)

Euro Area

Japan”®
UK
Selected EM
China
India
Brazil
Mexico

25
3.0
32
2.6
25
35
29
44
4.7
3.6
21
1.7
0.0
5.0
19
3.0
23
32
2.8
17
-0.8
33

2.5
3.2
31
EN
32
4.6
1.9
0.7
34
36
4.7

2.5
2.9
32
2.5
2.7
2.1
2.8
3.1
34
38
2.2
1.8
03
49
1.2
2.7
2.2
2.8
2.8
19
0.8
3.8

2.2
2.8
2.8
2.8
22
36
1.7
0.6
32
31
42

23
2.5
2.7
2.2
2.8
2.0
2.1
2.8
2.0
29
2.2
1.7
0.5
42
24
22
25
2.2
2.0
19
0.6
32

2.2
2.8
28
28
2.0
33
15
0.3
35
35
4.0

23
25
27
22
3.0
25
19
24
13
24
2.2
1.8
0.2
56
14
14
23
14
16
18
1.0
2.6

2.2
2.8
3.0
27
24
34
1.6
03
37
38
37

2.1
2.6
27
23
37
2.8
23
238
0.9
24
1.7
1.1
-0.1
37
16
2.1
22
1.0
0.6
15
11
2.2

23
2.8
2.8
26
27
36
1.8
0.3
4.0
47
36

1.8
2.7
29
2.1

30
38
20
34
0.9
32
1.2
0.6
-0.2
17
11

19
17
0.6
24
13

-0.7
14

2.5
2.8
29
23
32
36
23
09
43
5.0
42

Quarterly
4Q 1Q
1.9 2.2
25 2.4
27 27
21 20
25 14
34 3.1
22 23
3.1 31
05 05
37 4.1
1.4 2.0
0.9 17
06 08
0.8 31
13 16
1.9 2.1
16 12
12 15
28 39
14 16
05 05
1.7 2.8
2.6 25
2.7 2.8
29 3.1
24 23
30 24
33 32
25 23
1.2 12
46 37
47 45
43 45

2.8
3.2
38
3.0
15
28
2.8
3.1
04
5.0
2.5
22
11
39
2.1
29
22
18
29
20
27
6.8

2.5
2.8
34
24
18
26
2.2
11
38
44
42

2.7
31
34
32
18
31
24
3.1
0.6
46
2.4
2.2
0.7
47
22
2.7
24
33
3.0
22
2.7
5.8

2.6
2.8
33
25
20
26
23
1.1
43
44
40

3.0
33
34
3.6
28
32
22
3.1

17
42
2.7
24
0.7
5.8
2.1

25
24
29
3.1

23
2.7
5.7

2.6
2.9
32
26
25
2.7
2.4
0.9
48
46
4.0

2.7
3.0
31
32
29
31
20
24
2.1
34
25
2.2
0.5
54
17
25
24
26
29
23
26
5.1

24
2.7
2.8
26
25
27
2.2
0.8
43
43
3.9

23
2.2
20
2.7
15
2.7
18
2.8
26
2.5
23
2.1
0.6
54
1.8
24
23
2.2
24
20
1.1
14

23
2.5
24
2.5
2.8
2.6
2.1
0.8
43
37
4.0

2.1
2.0
20
2.1
15
24
2.1
2.6
25
23
2.1
1.9
06
45
19
22
22
19
24
2.1
12
3.1

2.2
2.4
2.3
23
2.6
24
2.0
0.9
38
34
42

4QE
2.0
1.8
2.1
16
04
2.1
2.1
24
20
26
2.1
1.8
0.7
4.0
18
23
20
19
24
20
12
39

2.1
23
24
22
2.1
22
2.0
09
37
34
4.1

2024

24
2.7
3.0
24
27
25
24
32
28
32
2.1
1.7
0.2
49
17
23
23
24
23
18
04
32

23
2.9
29
2.8
25
37
1.7
0.5
34
35
4.1

Annual
2025  2026E
1.9 2.7
2.6 3.0
27 33
21 3.0
32 19
34 30
21 26
3.0 31
07 08
29 45
1.5 2.4
0.9 2.1
0.1 08
22 44
14 20
2.0 26
19 21
09 24
19 32
14 20
0.0 19
17 53
2.4 2.6
2.7 2.8
28 33
24 24
3.0 22
35 28
2.2 23
0.8 11
43 42
49 44
4.1 42

2027E

23
23
23
25
16
26
19
25
23
2.7
2.2
2.0
0.6
48
18
24
22
2.1
25
2.1
15
34

23
25
25
24
25
2.5
2.1
0.8
40
37
4.1
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Current

us

Euro Area*
Japan**
UK

China®
India

Hong Kong
S. Korea

Taiwan

reverse repo rate.

3625
225
1.00
375
140
5.25
400
3.00
200

5375
400
0.10
5.25
1.80
6.50
5.75
350
200

5375
375
0.10
500
1.80
6.50
575
350
200

4875
350
025
475
1.50
6.50
525
350
200

4375
3.00
025
475
1.50
6.50
475
3.00
200

4375
250
050
450
1.50
6.25
475
3.00
200

4375
200
0.50
425
140
5.50
475
215
200

4125
200
0.50
400
140
5.50
450
250
200

3625
200
075
375
140
525
400
250
200

3625
200
075
375
140
525
400
250
200

3625
225
1.00
375
140
525
4.00
250
200

3625
250
1.00
375
140
5.25
4.00
3.00
2.00

3625
250
1.25
375
140
5.50
4.00
325
213

3375
250
150
375
140
5.75
375
350
213

3125
225
150
375
140
6.00
350
350
225

3125
200
1.50
350
140
6.00
350
350
225

3125
200
1.50
350
140
6.00
350
350
225
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FX 3Q26 4Q26 1Q27 2Q27 3Q27 4Q27
EUR/USD 1.23 1.2 1.18 1.16 1.15 1.14
USD/JPY 160 157 159 156 154 152
GBP/USD 1.39 1.38 1.36 1.34 1.32 1.3
USD/CHF 0.73 0.74 0.74 0.75 0.77 0.78
EUR/CHF 0.9 0.89 0.87 0.87 0.88 0.89
EUR/SEK 10.6 10.4 10.3 10.2 10.21 10.21
EUR/NOK 10.7 10.6 10.5 10.5 10.54 10.59
USD/CAD 1.35 1.35 1.36 1.36 1.36 1.36
AUD/USD 0.74 0.75 0.74 0.73 0.72 0.71
NZD/USD 0.61 0.62 0.61 0.6 0.61 0.61
USD/CNY 6.72 6.75 6.77 6.8 6.77 6.75
USD/HKD 7 7 7.81 7.8 7.79 7
USD/IDR 17150.0 17100.0 17200.0 17400.0 17111.1 16826.2
USD/INR o3 o3 24 95 93.8 92.7
USD/KRW 1430 1420.0 1430.0 1440.0 1418.23 1396.56
USD/MYR 3.8 3.8 3.8 3.9 3.9 3.9
USD/PHP 59.8 59.6 60.0 60.5 59.965 59.43
USD/SGD 1.2 1.2 1.2 1.3 1.3 1.3
USD/TWD 30.7 30.5 30.8 31.0 30.69 30.38
USD/THB 31.4 31.2 31.6 31.9 31.8 31.8
USD/BRL 5.1 5.0 4.95 4.9 4.85 4.8
USD/MXN 17.25 17.2 17.1 17.2 17.3 17.4
USD/ARS 1590.3 1671.1 1772.6 1826.3 1983.9 1983.2
USD/CLP 880 870 860 850 840 840
USD/COP 3800.0 3825.0 3850.0 3875.0 3900.0 3925.0
USD/PEN 3.6 3.6 3.6 3.6 3.5 3.6
USD/ZAR 16.1 15.7 16.0 16.3 16.34 16.37
USD/TRY 48.4 50.6 53.0 55.4 58.0 60.5
USD/EGP 50.0 49.0 50.0 51.0 51.5 52.0
USD/ILS 2.92 2.92 2.92 2.92 2.92 2.92
EUR/PLN 4.33 4.35 4.32 4.3 4.33 4.36
EUR/CZK 24.4 24.5 24.4 24.3 25.1 26.0
EUR/HUF 353 345 350 355 366 377
DXY o5 o6 o8 99 29 29
Broad USD (Fed) 102 101 100 99 99 o8

50



Morgan Stanley | researcs FOUNDATION

Morgan Stanley

This report references U.S. Executive Order 14032 and/or entities or securities that are designated thereunder. U.S. persons may be prohibited from
buying certain securities of entities named in this report. Readers are solely responsible for ensuring that their investment activities are carried out in

compliance with applicable laws.

This report references export controls and/or entities that may be subject to export control restrictions. Readers are solely responsible for ensuring that
their investment or trade activities are carried out in compliance with applicable laws.

This report references U.S. Executive Order 14105 and/or entities that may be in scope of such order. U.S. persons may be prohibited from engaging in
certain transactions or otherwise require certain other transactions be notified to the U.S. Department of Treasury. Readers are solely responsible for
ensuring that their investment or trade activities are carried out in compliance with applicable laws.
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