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 We find a neat theoretical explanation for Asia’s re-rating 

 Volatility relative to the US has fallen sharply over the past 
two years, justifying much lower equity risk premiums 

 On the new ERPs, Asian markets remain below fair value 
  
Asian equities have been dramatically re-rated relative to the rest of the world since late 

last year. Since October, MSCI Asia ex Japan has outperformed MSCI World by 35% 

(Chart 1). Partly this is just a matter of beta: in the first nine months of the 1998-9 rally, 

too, Asia outperformed by 47% and in 2003 by 16%. But there has also been a strong 

feeling (although perhaps waning a little recently) among global investors that Asia will 

be the only place to invest in over coming years, as the US and Europe stumble from the 

after-effects of deleveraging and the unwinding of fiscal and monetary stimulus.  

An Asian re-rating “is all very well in practice, but does it work in theory?”, to quote the 

French proverb. When we recently reworked the assumptions we use to calculate country 

equity risk premiums, we stumbled across a neat theoretical explanation of why Asia 

deserves to be re-rated – and why, despite PEs being somewhat high relative to history, 

Asian stock markets may actually still be below fair value. 

Our valuation methodology assumes that a market’s riskiness can be estimated from its 

historical volatility in USD terms over the past 10 years, relative to the volatility of the 

US. As chart 2 shows, Asian 10-year volatility has fallen sharply in the past two years, 

partly because the Asia crisis has fallen out of the data (and also out of investors’ minds) 

but, more importantly, because US volatility rose more in 2007-8 than Asian volatility 

did. The effect of this is to reduce our equity risk premiums in Asia considerably: China’s 

falls to 6% from 7.5%, Korea’s to 6.5% from 8%, Indonesia’s to 7.5% from 11.5%. 
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1. MSCI Asia ex Japan relative to MSCI World  2. Annualised 10-yr m-o-m volatility, MSCI indexes 
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HSBC strategy recommendations 
 
Market Recommendations 

Market HSBC recommendation Previously Rel Perf 3 mnth End-2009 target Current index Change (%) 

Japan Underweight Underweight -1.6% 850 943 -9.9% 
Australia Neutral Neutral 10.5% 3,800 4,374 -13.1% 
China Over Over 1.1% 60 58 4.1% 
Korea Under Under 0.1% 1,300 1,546 -15.9% 
Taiwan Neutral Neutral -10.6% 7,000 6,789 3.1% 
Hong Kong Over Over 2.0% 20,000 19,954 0.2% 
India Neutral Neutral -8.3% 14,000 14,810 -5.5% 
Singapore Over Over -0.6% 2,500 2,523 -0.9% 
Malaysia Over Over 2.2% 1,100 1,156 -4.8% 
Indonesia Under Under 14.1% 1,800 2,278 -21.0% 
Thailand Under Under 3.3% 550 631 -12.9% 
Philippines Under Under 3.6% 2,300 2,761 -16.7% 
New Zealand Under Under -1.1% n.a 2,094 n/a 
Pakistan Under Under -2.9% n/a 7,953 n/a 
Vietnam No weight No weight 16.1% 450 508 -11.5% 

Source: HSBC 

 
 
Sector Recommendations 

Sector HSBC recommendation Previously Rel Perf 3 mnth Markets overweight Markets underweight 

Financials Neutral Neutral 1.1% CH, IN KR, SG 
Industrials Over Over -1.8% HK, SG, TW  
IT Neutral Neutral 0.5%  
Consumer discretionary Over Neutral 4.8% CH, TW KR 
Materials Under Under 3.5% CH, IN 
Telecoms Neutral Under -3.7%  
Consumer staples Neutral Neutral 0.5% IN KR, TW 
Utilities Under Under -7.5% HK 
Energy Neutral Over -9.2%  
Healthcare Under Under 0.2%  

Source: HSBC 

 
 
HSBC Asia Super Ten 

Code Company Country/region Sector Analyst Price 
(local, 19 Aug)

Target 
price 

Upside to 
target (%) 

HSBC 
rating

Mkt cap 
(USDm)

2409 TT AU Optronics Taiwan Electronic Equipment Frank Su 33.70 (TWD) 51.46 (TWD) 52.7 OW(V) 8,958
3328 HK Bank of Communications China Commercial Banks Todd Dunivant 9.07 (HKD) 11.00 (HKD) 21.3 OW(V) 59,857
688 HK China Overseas Land & Inv China Real Estate Louisa Fok 17.46 (HKD) 21.60 (HKD) 23.7 OW(V) 18,397
1072 HK Dongfang Electric Corp China Electrical Equipment Gary Chiu 34.20 (HKD) 38.40 (HKD) 12.3 OW(V) 4,648
JM SP Jardine Matheson Singapore Conglomerates Mark Webb 29.00 (USD) 35.50 (USD) 22.4 OW(V) 18,409
030200 KS KT Corp Republic Of Korea Diversified Telecoms Tucker Grinnan 38,400 (KRW) 54,000 (KRW) 40.6 OW 8,042
005930 KS Samsung Electronics Republic Of Korea Semiconductors Nam Park 730,000 (KRW) 940,000 (KRW) 28.8 OW(V) 86,247
700 HK Tencent Holdings Ltd. China Internet Tucker Grinnan 114.70 (HKD) 150.00 (HKD) 30.8 OW(V) 26,709
2303 TT United Microelectronics Taiwan Semiconductors Steve Pelayo 13.05 (TWD) 15.50 (TWD) 18.8 OW(V) 5,143
763 HK ZTE Corporation China Communications Equip. Tucker Grinnan 35.80 (HKD) 41.00 (HKD) 14.5 OW(V) 8,515

Note: HSBC's Asia Super Ten is drawn from stocks with a market cap greater than USD5bn, on which HSBC analysts have an Overweight rating and which fit our strategist’s overall sector preferences. 
Source: HSBC 
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The value of valuation 
We have never claimed that valuation is the be-

all-and-end-all of strategy analysis. After all, to 

quote one example, China H shares have traded at 

a forward PE in the range of 7-25x over the past 

two years. What information does that give you 

about what their fair value trading range could 

possibly be? 

Valuation analysis is useful, however, in a number 

of specific ways. It is important to give analysts a 

rough cost of equity assumption (i.e. equity risk 

premium plus risk-free rate) for their DCF models 

and to help them make a call on how much they 

have to assume a stock will rise before it counts as 

an Overweight. From a macro point of view, too, 

disaggregating the assumptions (in terms of 

growth, interest rates or risk) that are behind a 

market’s valuation often gives useful information 

on where consensus expectations are.  

Pared back to its bare bones, strategy is simply a 

matter of making calls on the three key elements 

in the Gordon Growth model: 

P=D/(k-G) 

where a market’s fair value is driven by D 

(dividends in one year’s time), k (the cost of 

equity) and G (the future growth rate of dividends). 

The three key elements are growth, and the two 

components of k: interest rates and risk. 

But how to calculate risk 

Of these, risk is the hardest to calculate. Over the 

past five years or so, HSBC’s global strategy team 

has developed a methodology for calculating the 

equity risk premium of each country based simply 

on the volatility of its MSCI index in USD terms 

relative to that of the US.  

We do this because the historic outperformance of 

equities over bonds is easy to calculate for the US, 

given the availability of a long (and reliable) series 

of historic data for that market, but much harder in 

most other countries. When we originally carried 

out the work, for the 20 years to 2005, we found 

that the ERP in the US came out at about 3.5%. For 

a market that had double the volatility of the US, 

therefore, we apply an ERP of 7%. (The US was – 

and still is – the least volatile market in the world.) 

We chose to take the annualised volatility of 

monthly data over the past 10 years – which we 

figured was about the period that investors had in 

mind when they considered where to invest. To 

avoid spurious accuracy (and having to make too 

frequent changes to the numbers) we rounded the 

ERPs to the nearest 0.5%.  

We have updated the calculations about once every 

12 or 18 months. But when we reran the data this 

summer (for the first time since the start of 2008), 

we found something rather surprising had happened: 

the ERPs for Asia had fallen rather sharply (Table 

3). Only Australia saw a rise in the premium; other 

markets saw rather dramatic declines. 

3. HSBC assumptions for equity risk premium (%) 

 New ERP Old ERP Change (ppts) 

Japan 3.5 4.5 -1.0 
Australia 4.5 3.5 1.0 
China 6.0 7.5 -1.5 
Hong Kong 4.5 5.5 -1.0 
India 6.5 7.0 -0.5 
Indonesia 7.5 11.5 -4.0 
Malaysia 4.0 6.5 -2.5 
Philippines 5.5 7.5 -2.0 
Singapore 4.5 5.5 -1.0 
Republic Of Korea 6.5 8.0 -1.5 
Taiwan 5.5 6.0 -0.5 
Thailand 5.5 9.0 -3.5 

Source: HSBC 

 

And the reason was quite simple: stock market 

volatilities relative to the US had fallen sharply 

(Table 4). In the 10 years to July 2009, the 

volatility of the US market averaged 20.3%, 

compared to 16.4% in the 1997-2007 period. By 

contrast, some Asian markets saw volatility 

actually fall: most spectacularly in Indonesia to 

43.0% from 57.7%, but also in bigger markets 

such as Korea. And, even when volatility rose, it 

was by much less than in the US. Taiwan’s 
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volatility, for example, rose to 31.6% from 29.5% 

but it fell to 1.56x US volatility compared to 

1.79x in the earlier period.  

4. 10-year annualised stock market volatility 

 1999-2009 Rel to US 1997-2007 Rel to US 

US 20.3%  16.4%  
Australia 25.3% 1.24 19.7% 1.20 
China 34.9% 1.72 36.4% 2.21 
Hong Kong 25.8% 1.27 25.8% 1.57 
India 37.6% 1.85 32.3% 1.97 
Indonesia 43.0% 2.12 57.7% 3.51 
Japan 20.8% 1.03 20.5% 1.25 
Korea 36.2% 1.78 40.5% 2.46 
Malaysia 21.6% 1.06 31.5% 1.92 
Philippines 30.6% 1.51 35.1% 2.13 
Singapore 25.8% 1.27 25.7% 1.56 
Taiwan 31.6% 1.56 29.5% 1.79 
Thailand 32.1% 1.58 42.5% 2.59 
Asia ex-Japan 26.6% 1.31 24.1% 1.47 
Asia Pacific 21.0% 1.03 18.5% 1.12 

Source: HSBC, Datastream 

 

Why did Asian volatility fall relative to the US? 

There are three main reasons: 

 The 1997-8 Asian crisis fell out of the data. 

This was particularly noticeable for Asean 

markets. Thailand, for example, saw the 10-

year volatility fall from around 45% in 2000-7 

to only 32% (Chart 5). But isn’t this just an 

artificial trick of the data-period we chose? 

Not entirely. We would argue that it does also 

reflect (if a little crudely) investors’ 

perceptions: no one any longer expects a 

repeat of the Asia crisis, whereas back in 2003 

this was more at the forefront of their minds.   

5. 10-year average volatility of MSCI Thailand 
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 More importantly, Asian volatility did not rise 

as much as US volatility during the credit 

crunch of 2007-8 – perhaps not surprising given 

that the problems emanated from the US. As 

Chart 6 shows, 10-day historic volatility in Asia 

(using an average of 12 local indexes) was 

typically much higher than SPX volatility in the 

1990s, a little higher in the 2003-6 period, but 

then very similar during the spike in 2007-8: 

both peaked at around 80%.  

6. 10-day historic volatility 
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 Lower currency volatility. As Asian currencies 

have become more closely pegged to the USD, 

and the great currency volatility of the 1990s has 

fallen out of the data, the gap between 10-year 

index volatility in USD and in local currency 

terms has narrowed. For Asia Pacific as a region 

this is shown in Chart 7. It is particularly 

significant in markets such as Indonesia and 

Thailand which suffered currency crises in the 

late 1990s. Less obviously, the volatility of the 

yen and Malaysian ringgit has also fallen in 

recent years.  
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7. Volatility of MSCI AP in USD and local currency terms 
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Impact of lower risk premiums 

As you can imagine, the new lower ERP 

assumptions make a big difference when applied 

to DCF or dividend discount models.  

Regular readers will be familiar with the three-

stage dividend discount model we have used for 

some years to value markets (Table 8).  

Stage (1) uses analysts’ consensus forecasts for 12 

and 24 months’ time. For stage (2), we make 

some assumptions (based on history) about the 

growth rate and duration of a period of super-

normal growth (in the case of both India and 

China, for example, we assume 12% annual EPS 

growth will continue for 12 years). And we have a 

terminal stage (3) where we assume 6% growth in 

perpetuity in each market (except Japan, where 

we assume only 4% because of its demographic 

issues). We also make some assumptions about 

the dividend payout ratio (not shown here).  

Using the new equity risk premiums (and current 

10-year US treasuries as the risk-free rate, except 

for Australia, where we use the local government 

bond yield), we find that every market currently 

looks undervalued relative to calculated fair value, 

in some cases dramatically so: Singapore 53% too 

cheap, Malaysia 59%, even MSCI China 41%. 

The only markets that appear to be close to fair 

value are Korea, Japan and Indonesia.  

By contrast, most markets did not look cheap on 

our old ERP assumptions. As shown in the bottom 

line in Table 8, seven out of the 12 markets were 

overvalued previously, Indonesia by as much as 

91% and Korean by 40%. Only Australia (which 

now looks less undervalued under a higher ERP 

assumption) and Singapore looked good  

value previously. 

What could be wrong 

Does this make any sense? In general, we think it 

does. Asia is less risky relative to the US than it 

was previously (although, let us be clear, it is still 

riskier than the US – just less so than before). 

That is because of the region’s current account 

surpluses, relatively robust banking systems and 

increasingly diversified stock markets. And the 

rational expectation of growth rates in Asia is that 

they should not slow significantly compared to 

what has been achieved over the past 10 years. 

Compared to developed economies, then, the 

risk/growth trade-off for Asia looks preferable. In 

our view, Asia deserves a premium.  

 

8. HSBC dividend discount model, MSCI indexes 

Inputs AU CH HK ID IN JP MY KR PH SG TH TW 

Stage 1: next 2 years forecast EPS growth (%) 9.6 16.9 9.8 11.7 18.0 n/m 7.8 27.8 13.4 6.8 16.1 52.1 
Growth in stage 2 (%) 8.0 12.0 7.0 12.0 12.0 6.0 8.0 8.0 9.0 9.0 9.0 7.0 
No. of years of excess growth 10 12 10 12 12 10 10 10 10 10 10 10 
Stage 3: perpetual growth (%) 6.0 6.0 6.0 6.0 6.0 4.0 6.0 6.0 6.0 6.0 6.0 6.0 
COE (%) 9.5 9.5 8.0 11.0 10.0 7.0 7.5 10.0 9.0 8.0 9.0 9.0 
Result     
Under/over valued (%) -22.5 -40.7 -21.5 -9.2 -19.1 -8.4 -59.4 -5.2 -32.6 -52.9 -47.4 -16.9 
…using old ERP -43.1 -8.3 15.9 91.0 -6.1 22.3 10.9 40.4 11.7 -29.2 22.2 -3.9 

Source: HSBC 
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Where could our assumptions be wrong? 

 Our US equity risk premium assumption 

could be too low. If we update the calculation 

of the US ERP to include the 2005-9 period, it 

comes out at 3.65%. Our rounding 

methodology still, therefore, still justifies 

3.5% but it is not far away from our needing 

to round it up to 4%. And perhaps investors 

will make a rational judgement that stock 

markets will be more volatility for the next 

few years than they have been in the past 10.  

 Asian growth could slow. As stock markets 

become more mature and less volatile, this 

may be a sign that growth is maturing too. 

Perhaps it is excessive to think that China can 

continue to see earnings growth of 12% for 

more than a decade to come. For the moment, 

though, we think there are still good 

arguments to believe that this level of growth 

can continue. 

 Asian volatility relative to the US could rise 

again. This might happen, for example, if the 

US recovers more quickly than the consensus 

currently believes, or if the problems in the 

financial system are now largely fixed. 

Indeed, the VIX has fallen this year faster 

than Asian implied volatility, getting back to 

around 25%, with a discount to Asian 

volatility similar to that  in 2007 (Chart 9). 

Perhaps last year was an anomaly. If this 

situation continues for a while, our Asian 

ERPs might rise again when we next refresh 

our calculations.  

But, in the end, we don’t see any of these 

objections being powerful enough to override the 

conclusion that, given its continuing strong 

growth and risk that is much lower than in the 

past, Asian equities continue to offer good long-

term value. 

9. Implied volatility of US and Asia markets 
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Changes to Asia Super Ten 
We have made two deletions and two additions to 

our list of Asia Super Ten stocks, to reflect 

analyst rating changes and stock price moves. The 

full list of Super Ten stocks, with up-to-date target 

prices is shown on p2 of this AI.  

 We remove Hindustan Unilever (HUVR IN, 

Neutral, INR258.60), which our analyst 

recently lowered from Overweight. We see the 

pros and cons of the FMCG sector now very 

finely balanced: on the negative side, valuations 

are high, margin expansion is likely to be 

limited in future, ad-spend is increasing and the 

monsoon has been poor. We set a target price 

for Hindustan Unilever based on a 26x 2011e 

EPS (5-year average 25x). Upside risks are 

better margin expansion and market share 

increase; downside risks are sluggish volume 

growth and more intense competition. (See 

Indian FMCG – Take a breather, 6 August 

2009 for details.) 

 We remove Samsung Fire and Marine 

Insurance (000810 KS, Overweight (V), 

KRW208,000) since the stock has risen by 9% 

since the start of the quarter. Our target price of 

KRW227,000 is based on 2.4x 2010e BV 

(growth model assumes 19% ROE, 10.8% 

COE, 5% growth rate). Key downside risks 

include lower premium growth and a price war 

in the auto segment.  
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 We add United Microelectronics (2303 TT, 

Overweight (V), TWD13.05). Valuation, at a 

PB of 1.0x, is well below historic ranges, 

particularly in comparison to TSMC. 

Fundamentals are improving, with the 

company’s 3Q guidance looking for higher 

ASPs and utilisation – but this is not yet priced 

in. Our target price of TWD15.50 is based on a 

PB of 1.2x. Risks to our rating include: weak 

end-demand, relatively high customer 

concentration, potential increased competition, 

struggles with the technology roadmap. 

 We add China Overseas Land – also known 

as COLI (688HK, Overweight (V), 

HKD17.46) to give us more exposure to 

liquidity-driven sectors in general, and to 

China property in particular. We particularly 

like this stock because COLI has an efficient 

land bank, a disciplined land acquisition 

strategy and a strong balance sheet. Our target 

price of HKD21.6 is based on a 10% 

premium to our 12-month forward NAV 

estimate. Risks to our investment view 

include delays in projects, unexpected 

tightening measures for the property sector 

and weaker-than-expected economic growth 

in China. (See our most recent report, 1H 

results highlight margin stabilisation, 14 

August 2009, for details.)  

 

HSBC Asia Super Ten - valuation summary 

Code Company HSBC 
rating 

Price 
(local, 19 Aug) 

Target price Valuation method Key risks 

2409 TT AU Optronics OW(V) 33.70 (TWD) 51.46 (TWD) 1.2x 09e BV (hist. avg. PB) LCD TV demand could disappoint. 
3328 HK Bank of Communications OW(V) 9.07 (HKD) 11.00 (HKD) 2.5x 1H10e BV (20.0% ROE, 11.5% COE, 

6.0% growth) 
Fee income growth, asset quality, NIM 
recovery, NPL coverage.  

688 HK China Overseas Land & Inv OW(V) 17.46 (HKD) 21.60 (HKD) 10% premium to 12m fwd NAV of 
HKD19.65 

Project delays and unexpected policy 
tightening. 

1072 HK Dongfang Electric Corp OW(V) 34.20 (HKD) 38.40 (HKD) 15x 09/10e avg. EPS (hist. avg. PE). Blend 
with DCF (9.9% WACC, 2% term. growth) 

Delay in commissioning new turbine 
facility; slower economic activity. 

JM SP Jardine Matheson OW(V) 29.00 (USD) 35.50 (USD) 30% disc. to appraised valuation of 
USD51 (top of hist. range) 

Consumption drop in Dairy Farm’s 
markets; fall in HK Land’s rentals or 
commodity prices. 

030200 KS KT Corp OW 38,400 (KRW) 54,000 (KRW) 10x FY10e EPS (3-yr avg.) Competition pushing up marketing spend, 
higher 4G spectrum costs. 

005930 KS Samsung Electronics OW(V) 730,000 (KRW) 940,000 (KRW) Avg. of: 1) 2.3x 09e BV,  
2) SOTP using industry avg. EV/EBITDA,  
3) DCF (12% WACC) 

Stronger KRW, new TFT-LCD capacity, 
price erosion in key products. 

700 HK Tencent Holdings Ltd. OW(V) 114.70 (HKD) 150.00 (HKD) DCF (10.84% WACC, 4% term. growth) Margin pressure from telco-content 
players, game item transaction risk. 

2303 TT United Microelectronics OW(V) 13.05 (TWD) 15.50 (TWD) 1.2x 09/10e BV (below hist. trough) Weak end-demand, customer 
concentration, technology roadmap 
issues. 

763 HK ZTE Corporation OW(V) 35.80 (HKD) 41.00 (HKD) 21.7x 10e EPS (hist. 40% prem. to MSCI 
China) 

Lower global capex and higher 
receivables/financing costs. 

Note: HSBC's Asia Super Ten is drawn from stocks with a market cap greater than USD5bn, on which HSBC analysts have an Overweight rating and which fit our strategist’s overall sector preferences. 
Source: HSBC 
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*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. 

Prior to this, from 7 June 2005 HSBC applied a ratings structure which ranked the stocks according to their notional target 
price vs current market price and then categorised (approximately) the top 40% as Overweight, the next 40% as Neutral and 
the last 20% as Underweight. The performance horizon is 2 years. The notional target price was defined as the mid-point of the 
analysts' valuation for a stock. 

From 15 November 2004 to 7 June 2005, HSBC carried no ratings and concentrated on long-term thematic reports which 
identified themes and trends in industries, but did not make a conclusion as to the investment action that potential investors 
should take. 

Prior to 15 November 2004, HSBC's ratings system was based upon a two-stage recommendation structure: a combination of 
the analysts' view on the stock relative to its sector and the sector call relative to the market, together giving a view on the 
stock relative to the market. The sector call was the responsibility of the strategy team, set in co-operation with the analysts. 
For other companies, HSBC showed a recommendation relative to the market. The performance horizon was 6-12 months. The 
target price was the level the stock should have traded at if the market accepted the analysts' view of the stock. 

Rating distribution for long-term investment opportunities 

As of 20 August 2009, the distribution of all ratings published is as follows: 
Overweight (Buy) 34% (34% of these provided with Investment Banking Services) 

Neutral (Hold) 43% (29% of these provided with Investment Banking Services) 

Underweight (Sell) 23% (30% of these provided with Investment Banking Services) 

   

Information regarding company share price performance and history of HSBC ratings and price targets in respect of its long-
term investment opportunities for the companies the subject of this report,is available from www.hsbcnet.com/research. 
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HSBC & Analyst disclosures 
Disclosure checklist 

Company Ticker Recent price Price Date Disclosure

AU OPTRONICS 2409.TW 33.80 19-Aug-2009 1, 5, 6, 7
BANK OF COMMUNICATIONS 3328.HK 9.07 19-Aug-2009 2, 4, 5, 6, 7
CHINA OVERSEAS LAND & INV 0688.HK 16.82 19-Aug-2009 1, 4, 5, 11
DONGFANG ELECTRIC CORP 1072.HK 35.40 19-Aug-2009 1, 2, 5, 6, 7
HINDUSTAN UNILEVER LTD HLL.NS 256.90 19-Aug-2009 1, 4, 5
JARDINE MATHESON JARD.SI 27.62 19-Aug-2009 6, 7
KT CORP 030200.KS 37900.00 19-Aug-2009 6, 7
SAMSUNG ELECTRONICS 005930.KS 738000.00 19-Aug-2009 6, 11
SAMSUNG FIRE & MARINE 000810.KS 205000.00 19-Aug-2009 6
TENCENT HOLDINGS LTD. 0700.HK 112.10 19-Aug-2009 4, 6, 7, 11
ZTE CORPORATION 0763.HK 35.80 19-Aug-2009 4

Source: HSBC 

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 3 

months. 
3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this company. 
4 As of 31 July 2009 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 30 June 2009, this company was a client of HSBC or had during the preceding 12 month period been a client of and/or 

paid compensation to HSBC in respect of investment banking services. 
6 As of 30 June 2009, this company was a client of HSBC or had during the preceding 12 month period been a client of and/or 

paid compensation to HSBC in respect of non-investment banking-securities related services. 
7 As of 30 June 2009, this company was a client of HSBC or had during the preceding 12 month period been a client of and/or 

paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as detailed 

below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this company, as 

detailed below. 
11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in 

securities in respect of this company 
  

Analysts are paid in part by reference to the profitability of HSBC which includes investment banking revenues. 

For disclosures in respect of any company, 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 This report is dated as at 21 August 2009. 
2 All market data included in this report are dated as at close 19 August 2009, unless otherwise indicated in the report. 
3 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. Chinese Wall 
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. 

4 As of 31 July 2009, HSBC beneficially owned 2% or more of a class of common equity securities of the following 
company(ies)  :  HINDUSTAN UNILEVER LTD 

5 As of 31 July 2009, HSBC and/or its affiliates (including the funds, portfolios and investment clubs in securities managed 
by such entities) either, directly or indirectly, own or are involved in the acquisition, sale or intermediation of, 1% or more 
of the total capital of the subject companies securities in the market for the following Company(ies)  :  HINDUSTAN 
UNILEVER LTD , ZTE CORPORATION , CHINA OVERSEAS LAND & INV 

6 As of 15 November 2007, HSBC beneficially owned 19.006% of a class of common equity securities of BANK OF 
COMMUNICATIONS 
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Disclaimer 
* Legal entities as at 22 October 2008 
'UAE' HSBC Bank Middle East Limited, Dubai; 'HK' The Hongkong and Shanghai Banking 
Corporation Limited, Hong Kong; 'TW' HSBC Securities (Taiwan) Corporation Limited; 'CA' HSBC 
Securities (Canada) Inc, Toronto; HSBC Bank, Paris branch; HSBC France; 'DE' HSBC Trinkaus & 
Burkhardt AG, Dusseldorf; 000 HSBC Bank (RR), Moscow; 'IN' HSBC Securities and Capital Markets 
(India) Private Limited, Mumbai; 'JP' HSBC Securities (Japan) Limited, Tokyo; 'EG' HSBC Securities 
Egypt S.A.E., Cairo; 'CN' HSBC Investment Bank Asia Limited, Beijing Representative Office; The 
Hongkong and Shanghai Banking Corporation Limited, Singapore branch; The Hongkong and 
Shanghai Banking Corporation Limited, Seoul Securities Branch; HSBC Securities (South Africa) 
(Pty) Ltd, Johannesburg; 'GR' HSBC Pantelakis Securities S.A., Athens; HSBC Bank plc, London, 
Madrid, Milan, Stockholm, Tel Aviv, 'US' HSBC Securities (USA) Inc, New York; HSBC Yatirim 
Menkul Degerler A.S., Istanbul; HSBC México, S.A., Institución de Banca Múltiple, Grupo Financiero 
HSBC, HSBC Bank Brasil S.A. - Banco Múltiplo, HSBC Bank Australia Limited, HSBC Bank 
Argentina S.A.,  HSBC Saudi Arabia Limited. 

Issuer of report 
The Hongkong and Shanghai Banking 
Corporation Limited 

Level 19, 1 Queen’s Road Central 

Hong Kong SAR 

Telephone: +852 2843 9111 

Telex: 75100 CAPEL HX 

Fax: +852 2596 0200 

Website: www.research.hsbc.com 

This document has been issued by The Hongkong and Shanghai Banking Corporation Limited (“HSBC”) in the conduct of its Hong Kong regulated 
business for the information of its institutional and professional customers; it is not intended for and should not be distributed to retail customers in 
Hong Kong. The Hongkong and Shanghai Banking Corporation Limited is regulated by the Securities and Futures Commission. All enquires by 
recipients in Hong Kong must be directed to your HSBC contact in Hong Kong. If it is received by a customer of an affiliate of HSBC, its provision to 
the recipient is subject to the terms of business in place between the recipient and such affiliate. This document is not and should not be construed as 
an offer to sell or the solicitation of an offer to purchase or subscribe for any investment. HSBC has based this document on information obtained 
from sources it believes to be reliable but which it has not independently verified; HSBC makes no guarantee, representation or warranty and accepts 
no responsibility or liability as to its accuracy or completeness. Expressions of opinion are those of the Research Division of HSBC only and are 
subject to change without notice. HSBC and its affiliates and/or their officers, directors and employees may have positions in any securities mentioned 
in this document (or in any related investment) and may from time to time add to or dispose of any such securities (or investment). HSBC and its 
affiliates may act as market maker or have assumed an underwriting commitment in the securities of companies discussed in this document (or in 
related investments), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform investment banking 
or underwriting services for or relating to those companies.  
HSBC Securities (USA) Inc. accepts responsibility for the content of this research report prepared by its non-US foreign affiliate. All U.S. persons 
receiving and/or accessing this report and wishing to effect transactions in any security discussed herein should do so with HSBC Securities (USA) 
Inc. in the United States and not with its non-US foreign affiliate, the issuer of this report. 
In the UK this report may only be distributed to persons of a kind described in Article 19(5) of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2001. The protections afforded by the UK regulatory regime are available only to those dealing with a representative of HSBC Bank 
plc in the UK. In Singapore, this publication is distributed by The Hongkong and Shanghai Banking Corporation Limited, Singapore Branch for the 
general information of institutional investors or other persons specified in Sections 274 and 304 of the Securities and Futures Act (Chapter 289) 
(“SFA”) and accredited investors and other persons in accordance with the conditions specified in Sections 275 and 305 of the SFA. This publication 
is not a prospectus as defined in the SFA. It may not be further distributed in whole or in part for any purpose. The Hongkong and Shanghai Banking 
Corporation Limited Singapore Branch is regulated by the Monetary Authority of Singapore. In Australia, this publication has been distributed by The 
Hongkong and Shanghai Banking Corporation Limited (ABN 65 117 925 970, AFSL 301737) for the general information of its “wholesale” 
customers (as defined in the Corporations Act 2001).  Where distributed to retail customers, this research is distributed by HSBC Bank Australia 
Limited (AFSL No. 232595).  These respective entities make no representations that the products or services mentioned in this document are available 
to persons in Australia or are necessarily suitable for any particular person or appropriate in accordance with local law. No consideration has been 
given to the particular investment objectives, financial situation or particular needs of any recipient. 
In Japan, this publication has been distributed by HSBC Securities (Japan) Limited. It may not be further distributed in whole or in part for any 
purpose.  
© Copyright. The Hongkong and Shanghai Banking Corporation Limited 2009, ALL RIGHTS RESERVED. No part of this publication may be 
reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording, or otherwise, 
without the prior written permission of The Hongkong and Shanghai Banking Corporation Limited. MICA (P) 258/09/2008 
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+44 20 7991 6716 robert.parkes@hsbcib.com 

CEEMEA 

John Lomax 
+44 20 7992 3712 john.lomax@hsbcib.com 

Wietse Nijenhuis 
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Asia 

Garry Evans 
+852 2996 6916 garryevans@hsbc.com.hk 

Leo Li 
+852 2996 6919 leofli@hsbc.com.hk 
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+852 2822 4298 stevensun@hsbc.com.hk 
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+852 2996 6602  jacquelinetse@hsbc.com.hk 

Vivek Misra 
+91 80 3001 3699 vivekmisra@hsbc.co.in 

 

Global Equity Strategy Research Team 


	Front Page (Page View)
	HSBC strategy recommendations
	The value of valuation
	But how to calculate risk
	Impact of lower risk premiums
	What could be wrong

	Changes to Asia Super Ten
	Disclosure appendix
	Analyst certification
	Important disclosures
	Stock ratings and basis for financial analysis

	Rating definitions for long-term investment opportunities
	Stock ratings

	Rating distribution for long-term investment opportunities
	As of 20 August 2009, the distribution of all ratings published is as follows:

	HSBC & Analyst disclosures
	Additional disclosures

	Disclaimer
	Global Equity Strategy Research Team



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.5
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (PDF settings file for CGI Printers - Produces High Definition print ready PDF's. 26/06/06 - Craig Brown)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


