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The US Federal Reserve has already started raising
interest rates from financial crisis-era lows. Now

it is preparing to embark on what could be the
more perilous part - unloading the US$4.5 trillion
of bonds it holds on its balance sheet. Paul Chan,
Head of Multi-Asset & Hong Kong Pensions at
Invesco, explains how pension investors should
position themselves in light of the shrinking Fed
balance sheet, and why he prefers US equities to
European equities.
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Q: Why are investors concerned about the
unwinding of the US balance sheet?

The overall recovery in the US is on track, with
the unemployment rate coming in at 4.3% in

May, the lowest since May 2001. In response to
the stabilizing economy, the Fed concluded that
the economy no longer needs help and therefore
scheduled three increases in interest rates for
2017. In addition, the Fed is actively considering a
profound change in US monetary policy - shrinking
its portfolio of Treasuries and mortgage-backed
securities. Many investors are concerned that the
shrinkage of the balance sheet may impair global
liquidity. Well, | don't think so.

The Fed's balance sheet in total now runs US$4.5
trillion, of which US$3.7 trillion came from buying
Treasuries and mortgage-backed securities in
response to the financial crisis in 2008. This
guantitative easing aimed at injecting money into
the economy and encouraging bank lending to
revitalize the then anemic economic growth. The
Fed stopped buying large quantities of assets in
October 2014. Since then, it has kept the size of
its balance sheet constant, buying just enough to
replace maturing securities.

As long as the Fed just allows its portfolio of bonds
to run off gradually as they mature, the shrinkage
is unlikely to have any significant impact on global
markets. This is because global liquidity is still

well supported by other G5 central banks - a

total of more than US$18 trillion, of which the

US represents only about 23% (Note 1). The US
balance sheet shrinkage itself will not undermine
the global liquidity, as other central banks are
unlikely to retreat their aggressive accommodative
policies together.

Note 1: Macquarie Research, Bloomberg, as at 22 May 2017
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Q: Under current conditions, what should pension
investors be looking for?

Despite the fact the Fed is proposing to shrink

its balance sheet, overall interest rates remain

low, and investors struggle find any returns from
government bonds. Equities remain the choice for
pension investors seeking growth. We continue to
favor US equities due to their large exposure to the
world's leading technology companies - companies
that are shaping the world. These companies,
representing about 20% of the US equity market,
will not only benefit from the US domestic recovery
but also global demand for their innovative products
and services. Their earnings growth, much more
sustainable than Europe (Figure 1), remains the key
driver for the equity market, together with benign
inflation and economic expansion.
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Figure 1: US equities’ earnings have outperformed European equities (EPS index March 2009=100)
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ZRLHE - State Street Global Markets. Thomson Datastream, #uig#iZE2017E5H22H.
Source: State Street Global Markets. Thomson Datastream. data as at 22 Mav 2017.
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Q: What do you make of European equities, which
have much stronger returns this year?

Europe has been doing well this year, up 15.8%
(MSCI Europe-EUR) over the past 12 months,
driven mainly by cyclicals such as financials,
industrials, energy and materials. Unlike the US,
Europe is dominated by “cyclical stocks,” which

are closely geared to economic conditions, and
commodity prices. The strong earnings growth of
European cyclicals is largely the result of stronger
commodity prices in 2016, which may not be
sustainable heading into the second half of the
year as commodities have retreated recently. The
outlook for Europe remains unclear given the series
of political elections, which may lead to market
swings that pension investors don't want to see.
The French election gives some indication on the
German election scheduled for later in the year, but
it will still need to be closely monitored. Structural
headwinds surrounding Brexit, as well as high
levels of excess leverage and negative geopolitical
developments, are also likely to constrain growth in
the region.
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Investment involves risks. Past performance is not indicative of future performance. Opinions and forecasts expressed
herein are based on current market conditions and are subject to change without prior notice. This document contains
general information only. It is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy
or sell any financial instruments. Nor does this constitute a recommendation of the suitability of any investment strategy
for a particular investor. While great care has been taken to ensure that the information contained herein is accurate, no
responsibility can be accepted for any errors, mistakes or comissions or for any action taken in reliance thereon. 2



BERIFE R EE Global Investment Outlook

BEHF| Asset Class

B<E Equity

BEELT iyl i
X BT EER Low growth, low return with moderate
Moderately favorable Steady economic expansion in the US volatility
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Source: Invesco, as at 12 June 2017. The strategic allocation is on a relative basis. Opinions and forecasts are based on current market
conditions and subject to change without notice. * J = Japan, H = Hong Kong, C = China (Mainland China)
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Q: What is fund expense ratio?

Fund expense ratio (“FER") is the annual fee

that reflects how much is charged for portfolio
management, administration, distribution, etc.

as a percentage of the fund assets and is directly
deducted from its value. It is calculated based on
data from the latest completed financial period and
can be found in a fund factsheet. It is not necessary
for funds with less than two years of history to show
an FER.
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Q: Why is FER shown on fund factsheets?

The FER figure on a fund factsheet shows investors
what it actually was as a percentage over the last
financial period. It is relatively easy to compare the
FER figure across all MPF funds and schemes. It is
essentially the cost of investing in an MPF fund or
scheme, and is one of the key factors that investors
should consider when making investment decisions.

Note: the FER figure does not reflect the latest charge
because it is based on the last financial period.

M: RUEESRYIRENRREE?

FERERFNIREAS, EENERRRIS®S
F R BEIRESIREN LR,

Q: After | have selected my initial investment
portfolio, can | change my mind later?

You have the right to modify your investment
portfolio. There may be a limit imposed by the
governing rules of your scheme on the number of
times you can switch funds for free each year.
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Q: How can | change my MPF portfolio?

If MPF members want to adjust their MPF
investment portfolios with Invesco, they can change
the funds their MPF money invests in via two ways:
Change of MPF portfolio
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Accrued Benefits

m Contributions that
have been invested
and settled

m Scheme member's
beneficial interest in
a scheme

Switch Existing
Assets
= Switch the EXISTING
holdings from one
fund to another
= |nvolves buy and sell of
fund units

Future
Contributions

m Al future money not
yet received or
allocated to a
member's account

Redirect Future
Contributions

mChanges investment
allocation of FUTURE
contributions only

mDoes not involve
selling of existing
fund units
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FmY (BP§EE) New site (coming soon)

4B Old site

Find out our new Invesco MPF website

Our new MPF website will be launched on the

evening of 3 July! It will be revamped with a new
look and feel, heavy graphics to deliver message,
user-friendly navigation and responsive in mobile
devices for elevating your digital experiences. As

investor education is always in need, the “Education

& Planning” session will provide a better guidance
for your retirement planning. Visit the website at
http://www.invesco.com.hk/mpf. Don't miss it!
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Fr=EHH News & Updates

Invesco Pension Member Seminar 2017 - Keeping
up with New Changes

“Invesco Pension Member Seminar 2017 - Keeping
up with New Changes" was held on June 10, 2017,
at Hyatt Regency Hong Kong Hotel, featuring Mr.
Paul Chan, Head of Multi-Asset and Hong Kong
Pensions, who shared insights on MPF market
outlook, and Ms. Anna Lee, Client Relations
Manager, Institutional Business, who discussed the
Default Investment Strategy. This year's seminar
was attended by more than 70 members with highly
positive feedback and interests in joining us again in
future seminars.
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Awards go to Invesco, again!

Invesco won two awards in 2017 Thomson Reuters
Lipper Fund Awards in the Mixed Asset HKD
Conservative - 5 Years and 10 Years categories?,
which was a recognition of our superior investment
performance and service provided that tailored

to your needs. We also won multiple awards from
HKCCA Mystery Caller Assessment Awards, Quamnet
Outstanding Enterprise Awards, MPF Ratings MPF
Awards and Benchmark Fund of the Year Awards
early this year?. Congratulations to Invesco, again!
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! This award is granted to schemes, funds or its share
classes managed by Invesco Hong Kong Limited. The
awards only represent Lipper's rating standards. They are
based on the 3-year, 5-year or 10-year performance of
each constituent fund as at 31 December 2016.

2 The above awards are granted to Invesco Ltd., Invesco
Hong Kong Limited, or schemes, funds or its share
classes managed by Invesco Hong Kong Limited. It only
reflects assessments of the relevant awards organizers
namely HKCCA (service quality of customer hotlines from
March 2016 to August 2016), Quamnet (voting results
within MPF services 2016 segment), MPF Ratings (fund
performance, fees and administrative assessment as of
December 31, 2016) and BENCHMARK (performance 6
as of September 30, 2016)
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HERMEBARFETFEHRS MPFA launches e-Enquiry of Personal Account
HIESET B ST EREh e BT EMESEA  MPF members can now look up the report of their
=EEN MPF personal accounts anytime, anywhere for free

using their electronic gadgets.

Ripyafest BN B EEZEHABARSNE  1he Mandatory Provident Fund Schemes Authority

#, HeREHE MEARSEFEMR] FERMRE  (MPFA) has recently launched an e-Enquiry of Personal
FERER. MEKRT TRREAIRSEERFTEZ  Account (ePA) platform and an ePA mobile app to
ASh, SERILUBBRIERERTRRATARREERE  Provide MPF members with easy access to their MPF

e ST accounts. In addition to finding out how many
ﬁu&ﬁ%ﬁli& %j?zjﬁ E@Lbﬂﬂ %ﬁfﬁ@gﬁ accounts a member has and under which trustees,
ReAHR, mERTEIRRAEARSEE R, MPF members can also access fees and returns of MPF
BEeRIAFELIERN, REMFZEEZSMEAIRS.  funds on the mobile app. MPFA will send MPF-related
information through the platform, and a notification

MMEIEE LS, S2EES R0, will be sent to urge members to consolidate their MPF
accounts whenever a new MPF account is created.

For more information, please visit the MPFA website.

4 /\B5+ MPF Tips Corner

B EERR Beware of bogus call

IEREEMALTERSIERE, A TRREENE  We have lately received reports of some people
FMNELTERE, EBTHOMEERE. WHIE  posing as Invesco staff and scheduling appointments
BE, SARERC with our MPF members for review meetings in fast

food restaurants. In case of doubt, please:

B Remember it is NOT Invesco's practice to

B EBEfELHNEER arrange for such kind of appointments
B EHEFIRER4R(852) 2842 7878, 1%E¥7; W Verify the person's identity by calling our
51 hotline: (852) 2842 7878
B EREFHERBES PN ATERE, DUAIERER B Ask for the person’'s MPF intermediary number
to verify

A=A S B Your Trustworthy MPF Partner

) EJiEfE 4 #45% INVESCall Member Hotline: 2842 7878
D EIEFE S48 INVESNet: www.mpf.invesco.com.hk
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Unless otherwise stated, sources are from Invesco as at 15 June 2017. Opinions and forecasts expressed herein are based
on current market conditions and are subject to change without prior notice. This document contains general information
only. It is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy or sell any financial
instruments. Nor does this constitute a recommendation of the suitability of any investment strategy for a particular
investor. While great care has been taken to ensure that the information contained herein is accurate, no responsibility can
be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon.

This is a quarterly newsletter, should you wish to receive the softcopy regularly via email, please contact our INVESCall
Member Hotline at 2842 7878.

Investment involves risks. Past performance is not indicative of future returns. Please refer to the Prospectus for details,
including risk factors and product features.

This document is solely for use of the existing members of the Invesco Strategic MPF Scheme and Invesco Select
Retirement Fund only. Circulation, disclosure, or dissemination of all or any part of this material to any unauthorized
persons is prohibited.

This material is issued by Invesco Hong Kong Limited. 7

“Invesco” and “Invesco Hong Kong" stated in this document represent “Invesco Hong Kong Limited".
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