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The House View — October 25, 2012

m The global slowdown appears to be bottoming out and we expect a modest recovery in 2013, with an
acceleration of growth in the second half of the year. Although deleveraging by households and
damaged banking systems continues to hold back many developed economies, the outlook for the
Eurozone has improved following the announcement of the ECB's framework to intervene in peripheral
bond markets if necessary. Although the bloc has still to turn around its flagging economy, more
progress has been made in its adjustment process than is commonly realised. We also think fears over
the slowdown in China are overdone, with recent data suggesting a recovery is taking hold

m  Equity markets have stalled following the central bank driven summer rally. This pause is down to both
short-term profit taking ahead of the US election as well as concern over Q3 earnings season in the US,
which is shaping up to be the worst since the recession. In our view, the weakness will be short lived
and, unless global GDP unexpectedly weakens, earnings should pick up

m Most asset classes have delivered strong returns in 2012 as central banks have reduced tail risks, and
valuations are less attractive than at the start of the year. However, the relatively benign macro
environment remains favourable for stock picking and a post-US election bounce could support US
markets through the end of the year. In the Eurozone, assets continue to incorporate a significant
sovereign-related risk premium thus remain attractive

The views in this publication are informed by Deutsche Bank’s Global Strategy Group, which advises management and clients
on broad market risks and global economic and financial developments. The views and forecasts of the group, which consists Editors: Raj Hindocha, Marcos Arana,
of senior research staff, may occasionally differ from those disseminated by their research colleagues Erin Urquhart
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We expect the global slowdown to bottom and see a modest recovery
with growth accelerating only from H2 2013

Economic Outlook

m Global growth of 2.9% in 2012, 3.2% in 2013, 3.8%
in 2014

m US growth moderate, at 2.1% in 2012 and 2.0% in
2013; 2014 at 3.1%. Pick-up expected from H2 2013,
as fiscal uncertainty dissipates to support growth

m Euro zone growth of -0.5% in 2012, 0.0% in 2013,
1.0% in 2014. Growth to bottom-out in Q4, pick-up in
H2 2013

m EM growth at 4.8% in 2012, 5.5% in 2013 and 5.8%
in 2014, no hard landing in China

Central Bank Watch

m US: Fed policy ultra loose. Expect QE3 extension
into 2013. Fed stands ready to ease more if required

m ECB: Expect refi-rate cut by end-Q1; deposit rate cut
only if material deterioration

m BoJ: 50% chance of a JPY10tn QE increase

m BoE: no further easing expected in Nov, but risks of
further QE / rate cut remain

m PBoC: 1 more RRR! in 2012 cut but no major easing

m EM: improved outlook following Fed / ECB actions and
rising inflation have reduce need / scope for more
easing

CYALEIQES

m ECB and Fed have substantially reduced tail risks
and provided a liquidity ‘safety net’

m Euro crisis: ECB bought time for periphery. More
flexible approach to austerity a positive. Spain to ask
for aid, Greece to get more time. Volatility to remain

m US: fiscal cliff to be avoided but uncertainty to remain
until deficit reduction plans are agreed

m China: growth to rebound in Q4, return to potential in
H2 2013

Key risks to our view

M Material worsening of European sovereign crisis
M Lack of agreement to reduce US Fiscal cliff
M Significant deterioration in Chinese data

M Inflation / growth risk from higher commodity
prices

®Romney victory that drives a less accommodative
Fed

1: Required Reserves Ratio that major banks must hold (instead of lend out)

Note: H/ M/ L indicates estimated level and impact of risk (High, Medium, Low)
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Risks to our view: With tail risk in Europe reduced, the key risks over
the coming months are from economic data

The House View - Risk Matrix
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* Moves represent change in risk outlook over previous month

Downside risks

Material worsening of the European sovereign crisis, e.g.,
country exit, material weakening of data, concern over OMT

Lack of agreement to reduce US fiscal cliff significantly
weakens US growth

Significant deterioration in Chinese data as economy
struggles to rebalance and suffers sharp slowdown

Inflation / growth risk from higher commodity prices

Disorderly sell-off in core bonds (US, UK, Germany) due to
ratings downgrade or concern over long-term debt sustainability

Romney victory that drives a less accommodative Fed.
Romney more likely to favour a more hawkish Fed chairman

Upside risks

Rapid resolution to the Euro crisis, e.g., agreement over
burden sharing, clear and convincing roadmap for euro zone,
unexpected upturn in growth

Global growth surprise from credit impulse uptick post
aggressive bank deleveraging in Europe/US
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Most asset classes have delivered strong returns in 2012, far
outpacing their performance in 2011

2011 and 2012 YTD performance (Total Returns*) across asset classes
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*Total return accounts for both income and capital appreciation. Income includes interest paid by fixed-income investments, distributions or dividends.
Capital appreciation represents the change in the market price of an asset. Price updated as of 24 Oct 2012, close.
Source: Bloomberg Finance LP, Deutsche Bank Research
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We see signs of global growth bottoming-out, confirming our view of a
modest growth pick-up in 2013

m Several factors suggest global growth will bottom- Global PMI bottomed in June; manufacturing still low, but
tin H2 2012 downtrend interrupted in September, new orders point to upturn
outin Composite
Manufacturing
60 1 Services
. f‘ = = = Manuf. New orders
m Global PMIs have broken their downtrend 4

55 A
- Composite PMI recovering since June bottom
- Manufacturing remains weak, but downtrend 50
interrupted and forward-looking new orders point
to an upturn

45 ————— e P e e i
Jan-10 Jul-10 Jan-11 Jul-11 Jan-12 Jul-12

Source: Haver analytics, Deutsche Bank Research

m Main regions
Global GDP growth (% yoy): 3rd party forecasts point to growth

bottoming-out of growth in H2 2012 N

- Small rebound in China PMIs in September bottoming-out in H2 2012, and a modest pick-up in 2013
- Latest US macro data surprising to the upside ® Bloomberg , 5.1 IMF
5 :
- Markets are pricing in such a bleak scenario in 4 i
Europe that a positive growth surprise is likely 3 !
2 |
. . 1 |
m Third party growth forecasts also point to a :
i mvamm#awm#awmv{oawmﬂ-mor\
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2010 2011 2012 2013

Note: Aggregation algebra differs between Bloomberg and IMF

Source: Bloomberg Finance LP, IMF, Deutsche Bank Research W Actual = Forecast
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Nevertheless, high levels of debt and the need to work it off in
developed markets will mean growth will remain modest

Total leverage has gone up dramatically since the 1990s

Total debt* as % of GDP Figures denote current level and
decline from peak (pp. of GDP)

650 - Japan (635,nil)
_-Spain (458, -2)

450 France (457,nil)
= [taly (388, nil)

350 - US (346, -19)

250 Germany (304, -24)

150 T T T T T T T T T

92 94 96 98 00 02 04 06 08 10

*Includes household, financial sector, corporate and government debt
Source: Haver Analytics, Deutsche Bank Research

Global deleveraging is set to make the recovery harder this time

than for Sweden or Canada in the 1990s

= Real GDP, base year =100 = Pre-crisis Trendline
Sweden Canada Euro area
- - 180 -
180 180 Fast
150 A 150 - 150 -
120 A 120 - 120 -
i - 90 - Lower external
90 90 traction, simultaneous
60 - 60 - 60 1 deleveraging to make
closing the growth gap
30 - 30 - 30 - harder
0 0 0

81 84 87 90 93 96 99 80 83 86 89 92 95 98 98 01 04 07 10 13 16
Source: IMF, Deutsche Bank Research
(*) Rogoff & Reinhart “This Time is Different” (Princeton University Press, 2009)

m Leverage has grown substantially in the last 20
years and remains high across DMs
- Measured as % of GDP, includes public and private
(households, financials, corporates) debt
- Debt has gone up by 100-250pp since 1990s

m Deleveraging is the process of reducing debt
- Reducing debt to GDP requires some combination
of growth, inflation and default
- Deleveraging can proceed forcefully or in a well-
paced, sequenced way — across debtor sectors
within one country, but also across countries

m Deleveraging is negative for growth in the short-
term — even more so after a deep financial crisis*

- Successful deleveraging (e.g., Sweden / Canada in
90’s) requires aggressive up-front loss recognition,
bank recapitalisation and accommodative fiscal and
monetary policy

- The US and the UK are faring better on this metric
than Europe

- Sweden and Canada also benefited from a global
economy which is less likely today given the global

nature of the crisis
LT Asset Return Study: A Journey into the Unknown 04 Sep 12
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In the US, where the government held back on debt reduction, private
sector deleveraging has progressed faster than in the Eurozone

US government is running large deficits to support private

deleveraging; in most of Europe, deleverag

Total debt/GDP, Dec. ‘11
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A Increase in leverage
v Deleveraging

ing has yet to begin

Change since 2008
(pp of GDP)

Total Public Private
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14V 25 A -39V
oV A 2V

Financial

Source: Haver analytics, Deutsche Bank Research

m Deleveraging faster in the US than in Europe

- Total debt / GDP has fallen in the US by 20pp since
its 2009 peak, whereas in Europe most countries
(other than Germany) have seen debt rise

- Public debt has risen in all countries during this time

Not all sectors can delever at the same time and
sequencing is important
- ldeally the public sector would hold off deleveraging
while the private sector does
- Public leverage can later fall as the private sector
reinvests, spurring growth

In the US the government has deliberately held back
on debt reduction and run public deficits larger than in
Europe — allowing the private sector to delever

Market pressure has made this impossible in
peripheral Europe, where public (via austerity) and
private (e.g., banks) sectors are deleveraging
simultaneously — depressing short-term growth
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Although austerity is still the plan in Europe, the temporary flexibility to
lower the impact of public deleveraging on growth is welcome

Trade balance (% of GDP): Spain and Portugal are moving into

trade surplus

=Spain =—Portugal

oo A NON
TR R N |

_10 |
_12 |
-14

2005 2006 2007 2008 2009 2010 2011 2012

Source: Haver Analytics, Deutsche Bank Research

Unemployment and growth continue to worsen in periphery

Unemployment GDP
rate % Spain === Portugal GIPS GDP (rhs) % yoy
26 -6

-4
21 -

-2
16 - -0

- -2
11 -

- -4
6 -6

2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: Eurostat, IMF, Deutsche Bank Research

m Peripheral competitiveness is improving
- Trade balances have improved, driven by both
higher exports and lower imports
- Unit labour costs are starting to adjust
- Yields on public debt are lower

m However, in the periphery growth remains low,
unemployment high, and public support for more
austerity is fading

m To prevent austerity from crushing nascent
growth, authorities are shifting their stance
- Slower pace of adjustment in the periphery
- More fiscal stimulus in the core

m Recent decisions have indicated the new stance
- IMF’s Lagarde has advocated less “front-loading”
and a “bit more time” for peripherals
- EU agreed to larger 2012 deficits in Portugal, Spain
- Chancellor Merkel has indicated a willingness to cut
taxes in Germany to stimulate the Eurozone

m Austerity and structural reform remain the game
plan to restore competitiveness, increase long-term
growth potential and ensure debt sustainability
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In Europe, 2012 may have been the peak of austerity, with growth set
to resume in H2 2013

m Improving credit impulse and fiscal stance will Eurozone fiscal stance* (% of GDP): 2012 may be the peak of
be supportive of demand growth

— GDP growth to resume in H2 2013 , . MFiscalstance (increase in the cyclically- Forecast
adjusted budget deficit) >

austerity; more tightening expected in 2013, but at a lower pace

. . 1 4 Looser fiscal i
m 2012 may be the peak of austerity, which should policy |
be positive for 2013 growth ol . m _ B m _ _ HAHEE_ ‘.

- Extraordinary fiscal tightening in the Eurozone — |
-1.5% of GDP in each of 2011 and 2012, 1|l _ ;
something never seen in the past 2 decades T'ghtelf fiscal / B

_ Tightening will continue, but at a slower rate of 2l PO Tightening, but less than in 2012
-0.9% and -0.5% in 2013 and 2014 respectively 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14

Source: European Commission, Deutsche Bank Research

Eurozone credit impulse** points to upside for the recovery

- This will have a positive effect on 2013 growth

m Euro area credit lmpL”SE** may also stabilise = Credit Impulse (Private sector loans), % of GDP (lhs)

_ Some signs that banks are deleveraging at a 10 - Real Domestic Demand, %yoy (ihs) rorecast
slower pace i

- Credit growth could stabilise at -1% in the > i 3
coming quarters, with credit impulse turning 0 - : -1
positive in Q4 2012

- This would lead domestic demand to stop © _ _ : [
contracting in Q1 2013 — a positive for growth 10 | Creditforecask no new crectt flow for -3

-15 - L5
, - S A , . 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13
Notes: (*) The fiscal stance captures the discretionary tightening / easing of fiscal policy

*x ) - e : ; ; Source: Eurostat, Haver analytics Deutsche Bank Research

(**) DB’s non-consensus view is that what is important for domestic demand growth is not credit ) : ~ . :
growth, but the change in credit growth. A slowdown in the pace of deleveraging boosts spending growth, even European Equity Strategy - Now's the time 11 Oct 12
though credit growth is still negative. We call this change in credit growth the credit impulse Focus Europe - Passing peak austerity 10 Oct 12
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The US is the ultimate wildcard. A forced deleveraging event would

prompt another global recession

The US current account (CA) deficit mirrors CA surpluses

elsewhere; Eurozone turning increasingly positive
= urozone e Japan

600 - — S China
400 - e \iddle East

O T T T T
-200 - Forecast
-400 -
-600 - CA balance, \
.80 - USDbn

1996 1999 2002 2005 2008 2011 2014 2017

Source: IMF, Deutsche Bank Research

Key drivers of CA surplus

Gulf states  Oil, oil products exports

China Weak currency, low domestic demand, strength in
manufacturing, export-oriented industrial policy

Germany Weak currency, strength in manufacturing, export-
oriented industrial policy

Japan Positive income balance, i.e., dividends and gains

from Japan corporates in foreign investments

Note: Current Account = Trade balance (exports minus imports) plus net returns from overseas investments /
assets overseas

m The USis now driving global demand
- Zero sum game: all countries cannot run a
current account surplus at the same time
- One country’s CA surplus is another’s CA deficit
- The US deficit is the biggest driver of surpluses
in the Gulf, Asia and, to a lesser extent, Europe

m A sharp public sector deleveraging in the US
(fiscal contraction) would lead to a US recession,
and in turn to a global recession

- A sharp fiscal tightening (spend reduction or tax
rises) in the US would strongly depress domestic
demand and tip the country in recession

- Falling imports would hurt US’ trading partners

- Growth shock in Japan, China, Germany would
be greater than in the US — China could see a
hard landing

m A permanent solution to global imbalances

requires a combination of:
- More saving in the US and CA deficit countries
- More consumption in CA surplus countries

FX Daily - Remember Global Imbalances? 12 Oct 12
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We expect the fiscal cliff, one of the key uncertainties looming over the
US economy, to be avoided — but at the risk of a credit downgrade

m The fiscal cliff a key drag facing the US economy

US Fiscal Cliff: we expect the fiscal cliff to be substantially

- Refers to expiration of tax breaks / spending reduced to 1.5% of GDP (USD 220bn) from 5% of GDP
|ncreases at the end Of 2012 800 _USD bn m Allowed to expire 140 750
. . . . . H Avoided / delayed 60 7 ]
- If nothing is done, the fiscal adjustment in 2013 600 A 90 - -
- ©
would be USD 750bn or 5% of GDP 240 g2 |5
400 - o (w
. . . . . 55 I© S
m Fiscal uncertainty is causing firms to delay 200 | 125 40 ] 2
hiring and spending plans — hurting growth — s |9
A 1 ] o8 |3
- 33% of manufacturers are deferring hiring* 0O = PR . x5 = -
. § 5 Q‘E o E +~ a(;)' = “L:) < o E
- GE, Siemens, Honeywell, UPS, Eaton have all 55 BT £ 5% $& z3 5 &%
cited the fiscal uncertainty as a threat to earnings -0 2 o g
_ |\/|I|Ital‘y COHtI’aCtOFS COUId Iay_off WOI‘kerS en Source: US Congressional Budget Office, Deutsche Bank Research
masse if sequester** kicks-in The Fed’s Beige Book* points to a higher level of uncertainty
] ) than usual
m Expect deal after the election to reduce the cliff Mention’s of “uncertainty” in Fed’s Beige Book

30 ~ ‘ ' Pick-upin

m QE3 can offset some of the impact of the cliff, : ggg:lﬂcél\ii;tyas\’g
but has also reduced the urgency to strike a deal 20 - 5 | approaches i i

m Several risks associated with the fiscal cliff 10 -
- Significant recession risk if cliff not reduced 5 i i i

- Credit downgrade — from political gridlock on 0 - | |
fiscal policy, or avoidance of sequester Jan-11 May-11  Sep-11 Jan-12 May-12:  Sep-12
B ong regtators, oty 5o ki v comron o o oo ondiors, e s

consisting of cuts in military spending (50%), Medicare providers and scientific research
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US growth should pick-up from H2 2013, as fiscal uncertainty gets
resolved under the new presidency

m US economy continues to expand at a slow pace US GDP: Expect pick-up in growth from H2 2013
— Labour market remains weak % growth GDP, quarter-on-quarter
- Manufacturing sector disappointin ]
. 9 . .. pp 9 . 4 ®m Actual ™ Forecast 3.2 36 34 34
- Business spending (hiring / investment) lagging 5 :
, 17 18 2.0

m There remain several downside risks

- Domestic: fiscal cliff, risk of debt downgrade 1
- External: eurozone uncertainty, slowdown in 0.
China, Middle East tensions inducing oil shock QL Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

2012 2013 2014

Source: Haver Analytics, Deutsche Bank Research

m However, lifting of fiscal uncertainty will support
growth via a more certain investment climate — DB Macro Pulse Indicator (MPI): downward trend has reverted,
unlocking business hiring and investment decisions the index now signals US data is surprising to the upside

0.2 - Data surprising to -
01 the upside | {
m We remqln optimistic a}t-)ou.t long-term prgspgcts 0.0 m , , ‘,-
- Housing sector stabilisation now an UpSIde risk, a2 B T I Y < B AR A
even if sector recovery will remain slow 'g-g :
- Private sector deleveraging well underway — 04 -
deleveraging pace to slow down, boost spending -0.5 -
~ Consumer spending remains resilient Jan-12 Apr-12 Jul-12 Oct-12
- ManUfaCturlng reVIVaI d“Ven by Cheap energy MPI measures data surprises; positive / negative readings indicate data has surprised to the up/ downside
COStS due tO Shale O|I / gaS boom Source: Deutsche Bank Research
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The race for the White House remains close. Romney marginally leads
the popular vote, but the electoral system would see an Obama victory

m Key dates General elections poll average: Romney has a small lead in the
. polls for the popular vote...
- Election date: 6 November

. 50 - =—=Romney =——QObama
- Inauguration date: 20 January 2013 49 1
48 -
m US presidents are elected indirectly via electors 47 1
: . . 46 -
- Public votes for a candidate / party in each of the 50 45
states 44
. . . | ZY®@ Romney +0.7
- Inall but 2 states, the winning party receives all 43 - Obama '
electoral votes for the state, regardless of actual 42 . : : : : : . :
vote count / win margin (i.e. “winner takes all”) Feb  Mar  Apr  May Jun Jul  Aug Sep  Oct

Source: Real Clear Politics, Deutsche Bank research

- Total 538 electors vote in the Electoral College

Electoral votes count: ... but electoral system would give
Obama a win in current polls

m Many states consistently vote Republican or Democrat
— the election will be determined by the outcome in
“swing states” i.e., states with changing majorities

Electoral votes, out of 538
E Romney
Leaning Romney

m The election is very close to call, but according to the Leaning Obama

current polls Romney would win the popular vote m Obama
and Obama would win the election Swing Swing states include (131 electoral votes):
states Colorado (9), Florida (29), lowa (6),

Michigan (16), Nevada (6), New
Hampshire (4), Ohio (18), Pennsylvania
(20), Virginia (13), Wisconsin (10)

51

m Legislative elections (House and Senate) point to a 80
d|V|ded government and the rlsk Of po“'ucal g”dlock Source: Real Clear Politics, Deutsche Bank research
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Equities have typically rallied following close elections; over the long-
term economic and policy fundamentals will matter most

In close elections S&P has been flat before the Democrat presidencies and Republican Fundamentals: Romney’s tax plans are seen as
election, and rallied after (5% by year-end) Congress are positive for equities more business friendly

106 7 |ndex: 100 = election day 16% - S&P 500 '15 1%15. 1% % ®m Current mObama ' Romney
105 - Avg. return p.a. 50 1 Medicare 43.4
104 | mmmm Election 12% - 40 tax* 354 =
103 - Day 94% | 20 s 30
102 - 8% -
101 - 250 4.9% 20
100 - 4% - >% 10
99 - 0.0% I 0 ,
98 T T o . 0% 1 Corp Top Top Top Min
q‘,b N qga Q% ({,b S President > Der_n Rep Rep Dem | Rep ‘ Cap Div Income Effect
\?gq %Q,Q %Q,Q O° O° Q/ %o OQ,O OQ,O s,bo Congress—> Split Split Dem Dem . Rep  Rep J Gains Rate
Source: Bloomberg, Deutsche Bank Research. Note: Includes 1952, Note: S&P average annual returns for all years since 1933 *Medicare tax only in Obama tax plan (BUﬁet
1960, 1968, 1976, 2004 elections Source: Bloomberg, Deutsche Bank Research Source: Deutsche Bank Research rUle)
m Equities typically rally after close US  m Equities have historically rallied m Romney win would likely mean a
elections more under Democrat presidencies more favourable tax policy outcome
m Domestic cyclical sectors (Tech, and under Republican Congresses _ Seen as more business ‘friendly’
Financials, Industrials) are best (annual return for S&P500): _ Lower risk of gov. split / gridlock
placed to profit from any post- - 10%+ under Democrat president - Supportive for US assets
. . ~BE0 i .
election upswing VS-O 5% under Republican m Sectors winners under:
m Romney victory would likely - 15% under Republican Congress _ Obama: Alternative Energy,
provide a stronger near-term boost m Romney more likely to favour a more Infrastructure, Insurers, Hospitals
m USD likely weaker under Obama Financials, Overseas Cash Rich
(EUR/USD 1.35-140) than under Tech, Large Commercial Health
Romney (1.30-1.35) Insurers
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We expect progress over Spain and Greece in November. Heading
Into 2013, Italy and France could come into market focus

~ : » Spain will ultimately request aid by year-end as market pressure builds
o Expect aid : ; : e . )
o request before . I\/Iadrld_ seeking to avoid qddltlonql reform / austerity beyond what it has announced
%J q = After aid request, actual intervention could take longer than market expects as
= year-en agreement between European capitals, the EC, the ECB and the IMF is being built
S Bailout » Greece continues to be off track but the coalition government has been more
3 — cooperative and stable than expected, and EU appetite for a Greek exit remains low
(@] | S— )
o programme to get , - hort-t “fudae” to k G . thout i ina th Ji
c Y extension xpect a short-term *fudge” to keep Greece going without increasing the second loan
= » Substantially reduced risk of a Greek exit before the German elections in Q3 2013
= [talian fundamentals are more sustainable than Spain, with a primary surplus and
A key focus in Q1 substantial private wealth
2 2013 = Politics the main concern; elections (Apr-2013 at the latest) a source of volatility
4 » Market reaction to politics to determine whether Italy pushed towards EU support
o
®)
= : = Current deficit reduction plan is skewed towards higher taxes thus negative for growth
c At risk of market D : ;
@ ressure = Low corporate profitability to drive further labour weakness, lower consumer spending
Q P = Unrealistic growth projections to result in deficit misses, could lead to market pressure
8
i
o : , » Expect limited further steps towards integration until after German elections in Q3
Fiscal union pace : . o :
t0 slow in 2013 2_013 given internal politics in Franc_e & G_ermany, as well as disagreements on
direction between the two (on banking union, Eurozone budget, debt mutualisation)

Focus Europe - Agreeing to disagree 19 Oct 12
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Recovery in China will come sooner than expected. Growth should
return to its potential rate of ~8.5% in H2 2013

China Q3 GDP came in at 7.4% - sixth quarterly decline in yoy

growth; expect modest recover

0
Yoyoy 9.7 mActual  ®Forecast

74 1.7 82 80

OFRNWAUIOONOWO
T SR T NN NN SR TR N N |

Q111 Q211 Q311 Q411 Q112 Q212 Q312 Q412 2013 2014

Source: NBS, Deutsche Bank Research

Rebalancing is essential for future growth: even as GDP has
grown, consumption’s share has declined

Yuan 9.9tn Yuan 46.6tn _Net exports
100% 1 2% s 3% " Public
0,
o 165 — 13% consumption
80% 1 Consumption _
increased 3.6X, Private _
60% - but share of consumption
GDP fallen __.
40% -
Investment now
20% - accounts for Investment
nearly half of
0% - GDP

2000 2011

Source: Haver Analytics, Deutsche Bank Research

m Recovery in China likely to come sooner than
expected, and we continue to anticipate strong
growth in H2 2013

m GDP to recover modestly to 7.7% in Q4
- Reduced political uncertainty
- End of inventory destocking
- Credit growth starting to improve

m Growth to return to its potential rate (at about
8.5%) in the H2 2013

- Capacity utilisation recovers following period of
corporate disinvestment

- Private sector recovery

m Expect more clarity on the makeup of the new
government by mid-November

- Likely to be growth and investment friendly

- Policy uncertainty to be lifted, supportive for
growth

China Strategy: A U-shaped recovery and Q4 catalysts
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Japan / China tensions have negatively impacted Japan (and benefited
Europeans) but will likely not escalate

m Tensions between the world’s 2nd and 3rd largest
economies have had a significant impact 100 -

- Greater impact than earlier tensions in 05 and 10 a0 | Yo

- Have seen demonstrations, but more importantly 60 -
boycotts of Japanese products and plant closures 40 - /\/\/\ /\/\

- Main Japanese losers in automotive, electronics, 20 -
general machinery sectors 0 . : V/AT\/\ : :

- More generally, China-exposed Japanese stocks -20 - V \—\
have underperformed -40 -

Jun-10 Oct-10 Feb-11 Jun-11 Oct-11 Feb-12 Jun-12 Oct-12

*total vehicle sales of Toyota, Nissan, Honda, Mazda and Suzuki in China
Source: Bloomberg Finance LP, Deutsche Bank Research

m Prolonged tensions could see European firms benefit

—e.g., German carmakers already gaining share Japanese companies with exposure to China have

underperformed since the start of the tensions in August
107 -100 = 31-Jul = Nikkei 225

105 - === Nikkei China 50

m However, neither Japan nor China has a genuine
interest in escalating the conflict

- Japanese economy increasingly dependent on igi |
China — from a trade point of view (imports and 99 -
exports) and as a key part of its supply chain 97
_ Japanese firms like Uniglo and Mitsubishi have gg [oooftensenf 0 N[
affirmed their plans to continue investing in China \,5& W P O R R R R & & & &
_ China, during its delicate leadership transition, will NSNS A N S A
also likely refrain from making this a bigger issue Source: Bloomberg Finance L, Deutsone Bank Researon o
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Eurozone assets incorporate a significant sovereign-related risk
premium — its likely fall in the next few months should be supportive

m Eurozone risk premium remains high due to the lack
of fiscal integration and lingering breakup concerns

- Despite Q3 rally, equities trade at discount relative to
forward earnings (11.1x vs. 12.5x fair value)

m We expect this Eurozone risk premium to fall over
time
- Reduction of imbalances underway
- ECB / ESM provide a (weak) form of fiscal union

- Growth bottoming out and likely to surprise to the
upside given bleak outlook currently priced in

m Euro arearisk assets to outperform over the coming
months

- EUR to rally vs. USD, CHF and GBP

- Credit: sovereign CDS to tighten, prefer senior
secured financial in the periphery, subordinated
financial in core

- Equities: prefer value over growth stocks — favour
banks, insurance, telecom and energy

m Key short-term risk: Spain delaying aid request —
hedge: short Spain front-end

The Eurozone GDP weighted sovereign CDS remain elevated

pared to the US and UK...

e Furozone sov CDS GDP wtd (ex. Greece)
= JK/US avg. CDS

Europe risk

0+
Oct-09

Oct-10 Apr-11 Oct-11 Apr-12 Oct-12

Apr-10

...as do government bond yields

6 1% == 5Y Eurozone yield GDP wtd

5 - e Avg. 5Y yield US / UK

4

3 - Europe
2 1 risk
1 :
0 T T T T T T T T
Oct-08 Apr-09 Oct-09 Apr-10 Oct-10 Apr-11 Oct-11 Apr-12 Oct-12

European equities are still trading at a discount vs. forward

earnings, as a result of sovereign risk

Equities below -----<
fair value
e,

10 12.5x = fair value
in normal times N ;

0 T T T T
2003 2005 2007 2009

T
2011
Source: Bloomberg Finance LP, DataStream, Deutsche Bank Research )
Rates and Credit Weekly 12 Oct 12
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We are long EUR (vs. USD, GBP, CHF) due to relatively tighter
monetary policy and stronger fundamentals

m Bullish EUR vs. USD (target 1.35), GBP (0.85) and CHF Monetary policy easier in US / UK, with faster balance sheet

(1_25) expansion and lower polic
Balance sheet expansion ! Policy rate
m “Risk premium” on the euro is still substantial and g . (Uspbn/month) | Lo%
40 ! '
has room to contract 40 | 0.75% | 4 gos
. . . 30 - | 0.50% . 0.6%
m Easier monetary policy in US /UK than Eurozone o 2l 550 | | 0.45¢
favours EUR strength o | . ' 0:0.25% s
- US Fed, UK BOE QE larger than potential ECB ] | | L mam . 0.0%
purchases USFed UKBOE ECB |  US Fed UK BOE ECB ref
- Lower policy interest rates in the US and UK QE3 QE oMT i .
~ Fed committed to loose policy; ECB policy easy too, Easier policy | Easier policy
but un_“kely to get negative depF)SIt rate or new LTRO Stronger fundamentals in Europe: Eurozone current account
- ECB likely to abandon easy policy before Fed moving into larger surplus, vs. persistent deficits in US and UK
: 100 JusDbn  ——Eurozone ——US UK Eurozo_nte
m Stronger fundamentals in Eurozone 50 - art s
] arger §urplus '
- Eurozone current account shifted to surplus — vs. 0 %ﬁm——,%
persistent deficits in US, UK 50 - - \\/ ‘ )
- No evidence of capital flight in portfolio flows -100 - i
. . . 1150 - ,
m Strength vs. CHF driven by partial reversal of inflows “Persistent
. . -200 - siste
to Switzerland in the summer (EUR140bn+) deficits in
-250 - US & UK

97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12

Note: (*) Expected. OMT has been presented but has not yet been used, as Spain, Italy have not yet requested aid
Source: Haver analytics, Bloomberg Finance LP, IMF, US Fed, UK BOE, ECB, Deutsche Bank Research
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Although US Q3 earnings are shaping up to be the worst since the
recession, we expect them to rebound in Q4

m Q3 earnings likely to be the worst since the recession
- 70% of companies have beat EPS estimates, but

Proportion of S&P 500 companies beating estimates

85% - EPS Revenue Average Proportion only 41% have exceeded revenue estimates, well
wm .l /AN AN NN below the long term avg. of 62%
6506 - - Companies continue to manage down costs

(inventories, headcount and capacity)

LT Average =62% \J i
; m Earnings momentum has slowed

55%
45% -

- EPS growth likely to be flat vs. 8% in recent
quarters. Excluding Financials, EPS is -3%

350 -| Higher earnings beat than revenue implies companies resorting to
spending cuts to boost earnings...reflecting weaker demand ~ -----

25% - - - - - - - Q3 EPS beats likely to be ~1%, vs. 2-4% for the
Sep-00 Sep-02 Sep-04 Sep-06 Sep-08 Sep-10 Sep-12
Source: Bloomberg Finance LP, Deutsche Bank Research paSt Several quarte Is
m Weak Q3 sales growth is a key cause for concern; we
S&P 50Q: Q3 Earnings welghte_d surprise Matrix: Blg-cap_Tech think this concern is overdone
and capital markets exposed Financial stocks are attractive now )
49 The sizes vary according to the e _ _ Overperformers - EXpeCt y/y Sa|eS gI’OWth Of 2'3% deSpIte a neal’|y 2%
3% Stk 0L vodun 12 ] .F'”a”c'a's FX headwind (strong USD), soft commaodity prices
© gy L9 Technology - o and capital markets; these drags should stop or
5 1% . oY Healthcare become tailwinds in Q4
(;5) O% r T T ‘ T ‘ T ‘ - 1 - -
@ 104 Energy Telecom ‘ m Interestingly, we're seeing the reverse in Europe,
-170 1 | . . .
§ % O | Staples O albeit very early in the reporting season
3% @ Materias ] Industrials - Of the Stoxx 600 companies that have reported:
-4% J only 36% have beat on earnings expectations, but
-5% -3% -1% 1% 3% 5% 0
Underperformess Earnings Surprise 51% have beat on sales
Source: Thomson Reuters, Deutsche Bank Research US Equity Insights - Poor 3Q EPS, but not a disaster: Now is a fair S&P 500 entry point 25 Oct 12
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DB Forecasts

GDP Growth (%)

Key Market Metrics
Current Q4’12 Q1’13 Q3°’13

Deutsche Bank

2011 2012F 2013F 2014F
Global 3.7 2.9 3.2 3.8
usS 1.8 2.1 2.0 3.1
Euroland 1.4 -0.5 0.0 1.0
Germany 3.1 0.8 0.8 15
Japan -0.7 1.9 0.6 0.5
UK 0.8 -0.3 1.0 1.8
China 9.3 7.7 8.2 8.0
India 7.9 5.6 6.7 7.0
EM (Asia) 7.5 6.1 6.7 6.9
EM (Lat Am) 4.2 2.9 3.9 4.0
EM (CEEMEA) 4.7 3.0 3.6 4.0
EM 6.3 4.8 5.5 5.7
DM 1.3 1.2 1.2 2.0

CPI Inflation, YoY* (%)

2011 2012F 2013F 2014F
US 3.1 2.1 2.4 2.6
Euroland 2.7 2.5 1.8 1.7
Japan -0.3 0.1 -0.5 1.7
UK 4.5 2.8 2.3 1.9
China 54 2.8 3.2 3.0
India 9.5 7.4 6.8 6.4

*CPI (%) forecasts are period averages.

CEEMEA: Czech Rep., Hungary, Poland, Russia, Turkey, South Africa, Israel, Romania, Kazakhstan, Ukraine,

Egypt, Saudi Arabia and UAE.

LATAM: Argentina, Brazil, Chile, Colombia, Mexico, Venezuela.
ASIA: China, Hong Kong, India, Indonesia, Korea, Malaysia, Philippines, Singapore, Taiwan, Thailand.

DM: US, Japan, Euro area, UK, Denmark, Norway, Sweden, Canada, Australia, New Zealand, Switzerland.

US 10Y yield % 1.83 2.00 2.50 -
EUR 10Y yield % 1.60 1.75 2.00 2.50
EUR/USD 1.30 1.35 1.31 1.24
USD/JPY 80 82 84 88
S&P500 1409 1475 - 1500
STOXX 600 271 275 - -
Gold $/oz| 1713 1850 1950 2300
Oil WTI $/bbl 87 100 100 108
Oil Brent $/bbl 109 115 110 115
*Current prices as of 250ctober, 13:30 GMT
Central Bank Policy Rate (%)

Current Dec’12 Mar’13 Sep’13
us 0-0.25 0-0.25 0-0.25 0-0.25
Euroland 0.75 0.75 0.50 0.50
Japan 0.10 0.10 0.10 0.10
UK 0.50 0.50 0.50 0.50
China 3.00 3.00 3.00 3.00
India 8.00 8.00 7.75 7.00
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Appendix 1
Important Disclosures
Additional Information Available upon Request

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see the most recently
published company report or visit our global disclosure look-up page on our website at
http://am.db.com/ger/disclosure/DisclosureDirectory.eqst.

Analyst Certification

This report covers more than one security and was contributed to by more than one analyst. The views expressed in this report accurately reflect the
views of each contributor to this compendium report. In addition, each contributor has not and will not receive any compensation for providing a specific
recommendation or view in this compendium report. Raj Hindocha.

Attribution

The Author of this report wishes to acknowledge the contributions made by Shakun Guleria and Pravin Kumar, employees of Infosys Technologies
Ltd., a third party provider to Deutsche bank offshore research support services.
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Regulatory Disclosures Deutsche Bank

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and “Legal” tabs. Investors are strongly
encouraged to review this information before investing.

2. Short-Term Trade Ideas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent or inconsistent with Deutsche Bank’s existing longer
term ratings. These trade ideas can be found at the SOLAR link at http://gm.db.com.

3. Country-Specific Disclosures

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act and New Zealand
Financial Advisors Act respectively.

Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and its(their) securities, including in relation to Deutsche Bank.
The compensation of the equity research analyst(s) is indirectly affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where at
least one Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the preparation of this research report, the Brazil based analyst
whose name appears first assumes primary responsibility for its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://www.globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration number - Registered as a financial instruments
dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, Type Il Financial Instruments Firms Association, The Financial Futures
Association of Japan, Japan Investment Advisers Association. This report is not meant to solicit the purchase of specific financial instruments or related services. We may charge
commissions and fees for certain categories of investment advice, products and services. Recommended investment strategies, products and services carry the risk of losses to
principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market value. Before deciding on the purchase of financial products and/or
services, customers should carefully read the relevant disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are
not registered credit rating agencies in Japan unless “Japan” or "Nippon" is specifically designated in the name of the entity.

Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may from time to time offer those securities for purchase or may
have an interest to purchase such securities. Deutsche Bank may engage in transactions in a manner inconsistent with the views discussed herein.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity requiring a license in the
Russian Federation.

Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For an investor that is
long fixed rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss.
The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in inflation, fiscal funding needs, and FX
depreciation rates are among the most common adverse macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency conversion, repatriation of
profits and/or the liquidation of positions), and settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income
instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are common in
emerging markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended to track.
The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be received
are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
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The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). The information herein is believed to be reliable and has been obtained from public sources believed to
be reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information.

Deutsche Bank may engage in securities transactions, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report. In addition, others within Deutsche Bank, including strategists and sales staff,
may take a view that is inconsistent with that taken in this research report.

Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche
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