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Global equity markets rallied in the first half of the
year, with Asia hitting new peaks across multiple
markets. But as the fervor starts to recede,
investors are becoming cautious of this surge’s
sustainability. Paul Chan, Head of Multi-Asset &
Hong Kong Pensions at Invesco, discusses his
latest views on the Asian market and how pension
investors should position themselves.
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Q: Under the backdrop of the stellar global equity
performance in the first half, what is your outlook
on Asia for the rest of the year?

The Asian equity market had a thrilling ride in

the first half, with the MSCI Asia ex-Japan Index
recording 22.9% growth* on the back of strong
carry trades to Asia as a result of weaker US dollars
and difference in interest rates.

In the “old economy” segment, which consists of
traditional blue-chip industries, the market saw a
cyclical pickup with earnings improvement similar
to that in Europe. Banks and commodity-related
companies were particularly outstanding. On the
other side of the spectrum, the “new economy" had
significant earnings upgrade and structural growth,
especially in South Korea where the trend has
continued for eight consecutive months.

Going forward, however, this uptrend may slow as
commodity prices have already rolled over. Asia
will face pressure and could experience volatility
from more US rate hikes and the Federal Reserve's
normalization of its balance sheet, which will
tighten USD liquidity and drive carry trade costs up,
deterring US fund flows to Asia. It is also doubtful
whether USD will continue to weaken in the second
half.

2 ERR: PIEERM, BEFHRAETET, 20165125300 £F201746H30H.
Note 1: Source: Bloomberg, total return in USD from 30 December 2016 to 30 June 2017.
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Q: What opportunities do you see in Asian
technology stocks?

The Asia ex-Japan information technology

sector surged 35.37% in the first six months of
20172, These tech stocks - traditional internet

and technology hardware companies with high
profitability - will likely benefit from Asia’s young
demographics, particularly in India, China and
Southeast Asia, which have a high embracement

of technology comparable to that in the US and
Europe. For instance, India and China are gradually
transforming into a cashless society with e-payment
and e-commerce becoming the new norm (e.q.
Alipay of China), and these services are almost
always free. The convenience, almost non-existent
pricing pressure, affordability and improved quality
of living are the reasons behind the massive
popularity of these e-services, even among the older
generation.

Other up-and-coming industries like eSports are

also gaining traction. The trend has just started

in Asia but is quickly gaining an audience. These
companies usually own franchises to famous video
or computer games with players from around the
world and hold regular tournaments. They carry
vast commercial interests from sponsorships by
companies promoting to the young generation and
offer significant prize money to tournament winners.

The many aspects of daily life like social media,
gaming, shopping, payment, etc. of these Asian tech
stocks cover explain why they are such an attractive
investment case. The market has also started to see
an adjustment to Asia’s persistently high inflation
with technology improvement and a new shopping
landscape. Business models are beginning to change
by getting rid of the middleman and reducing
markup, thus driving inflation down.

| believe the next step for new technology will be
artificial intelligence (Al). The advancement of
health care technology will also become a major
theme with deeper implication. Virtual reality (VR)
and augmented reality (AR) are hot topics, but are
not yet major investment themes.
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Note 2: Source: Bloomberg, represented by MSCI AC Asia ex-Japan Information Technology Net Total Return USD
Index. Total return in USD from 30 December 2016 to 30 June 2017.
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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
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Figure 1: Technology can influence inflation through a number of channels
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Source: HSBC, recreated from an original diagram from Sweden’s Riksbank, as of 22 June 2017.
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Q: What are the potential headwinds facing Asia?

The old economy is probably going to be affected by
a cyclical change combined with soft global demand,
low growth, low inflation, a lack of pricing power
and the rise of the new economy. E-commerce is
disrupting (e.q. job loss) traditional trade industries
such as retail sales and real estates as consumers
no longer find physical shopping malls necessary.

In the US, affected companies try to find a solution
by expanding their market share through merger
and acquisition, but this trend so far is not widely
observed in Asia.

While the “new economy” charts higher on the

back of strong growth potential, valuations do look
expensive compared with historical values. This
could present a concern for investors , particularly

if there are any unexpected disappointments in
upcoming financial performance. Some speculative
business models such as shared bike companies also
require further observation and caution.

Given the mix of growth potential and uncertainties
surrounding Asia, pension investors who have lower
risk tolerance and shorter investment horizon should
look for a balanced approach to safeguard their
investments. In a low interest rate environment,

an investment portfolio of high yield corporate
bonds and low-volatility stocks that also cover more
developed economies such as the US and Europe
could be an ideal choice. High yield bonds provide
consistent income liquidity, which is essential for
retirement, while low-volatility stocks can provide
growth potential while keeping volatility in check.
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Source: Invesco, as at 31 August 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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Note 1: Source : Bloomberg, price return in the base currency, as of 31 August 2017.

1. What are the key benefits of Mandatory
Provident Fund (MPF) assets invested in the form
of investment funds?

In Hong Kong, pension investment funds are usually
managed by experienced investment professionals
and the MPFA regulates the operations of MPF
schemes. Investment funds are a good vehicle for
pension investing, providing investors with global
exposure, lower costs, higher transparency, and risk
diversification as follows:

A cost effective way to invest in fixed income
securities: Many Hong Kong investors may not

be familiar with investing in bonds, even though
they are an important part of portfolios and may
provide stable returns. Investing in individual bond
could involve high transaction costs and require
large initial lump-sum investments. Investing via
investment funds, on the other hand, is more cost-
effective and requires relatively smaller investment
amounts.

Accessible and transparent: Many investment
management companies publish daily fund prices on
company websites or newspapers, which provides
more transparency of your investment. You can

also make timely investment decisions to cater to
your personal retirement needs by switching the
investment funds on the trading day.

Benefits of global exposure: Hong Kong pension
investors tend to invest their retirement assets only
in Hong Kong equities, which is a home bias that
overlooks other markets that could help to diversify
their risks or enhance their returns. For example,
US equity markets have outperformed Hong Kong
equities in the past five years (S&P 500: 75.2%;
Hang Seng Index : 41.4%). As such, it makes good
sense to consider investment funds which are well
diversified to international markets.

Risk management to safequard your pension
assets: A single asset class/regional investment may
involve higher risks due to a lack of diversification.
As a pension investment fund typically invests in an
average of over 50 securities, they may also cover
multiple countries and asset classes (equities, fixed
income, and money markets), offering investors with
better diversification.

#H=2017F8831H.
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2. What protections does a MPF member have for
safeguarding their retirement assets?

In Hong Kong, pension members’ MPF investments
are held in a trust structure. This means that

their assets are held by a trust instead of a fund
management firm. In other words, fund managers
are giving an investment decision instead of holding
members' retirement assets directly. The trusts’
dealings are supervised by an independent trustee,
thus offering your asset safety and peace of mind.

Under the MPF system, pension assets enjoy a
“four-tier protection”, including the setup of a
compensation fund, together with professional
indemnity insurance, on-going monitoring and
stringent approval and registration criteria. The
details are as follows:

Stringent approval and registration criteria: The
trustees must meet stringent statutory criteria,

and they are responsible for appointing investment
managers and ensure that they comply with all MPF
requirements, standards and guidelines. All MPF
schemes registered must be governed by the law of
Hong Kong.

On-going monitoring: The MPFA monitors MPF
trustees to ensure they comply with the MPF
legislation and to facilitate early detection and
correction of errors and deficiencies. All trustees
are required to regularly lodge returns, financial
statements and internal control reports with MPFA.

Professional indemnity insurance: MPF trustees
are required to take out adequate insurance to
provide for indemnity in respect of prescribed risks
that are attributable to the administration of the
schemes by the trustees or their service providers.

Compensation fund: MPFA set up the
Compensation Fund to compensate members of
MPF schemes for losses of accrued benefits that
are attributable to misfeasance or illegal conduct
committed by MPF trustees or other persons concerned
with the administration of the MPF schemes.
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TREESHEESEE Get to know new Invesco MPF website

RESEE BN ML MBS T4E? /T Have you ever visited our new MPF website launched
BR—FHERSN, (BT LER AR M2 in July? Othhr thafn thetr)ew IoorI: and feeII, \g)u can
=4 - e s Sy NOW search the information such as newsletter,
zjﬁb’ \%ikﬁni%%fﬂ%iﬁ:géﬂ T}E_?Eéﬂﬁﬁ_ useful forms in the “Search” function on the landing
FUREE? IR SRR T ARFERIEERE  page. Not sure about exactly what you are looking
%, RIRTEESEE, for? It will suggest different topics relevant to your
keywords available in the website and guide you
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E?ESEEI’%JEWFQE%’%“R’ ﬁ@%ﬁi}\gﬁmﬁﬁ° The website is also revamped with mobile
#52| Ehttp://www.invesco.com.hk/mpf {E£ 885 responsive function. On your mobile device, click
the menu on the top right hand corner and you can
access to all the key information, including login to
your own account. Visit the website at
http://www.invesco.com.hk/mpf for the brand new
experience.
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Unless otherwise stated, sources are from Invesco as at 20 September 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.

“Invesco” and “Invesco Hong Kong" stated in this document represent “Invesco Hong Kong Limited". 7
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