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Given the uncertain global market outlook since the correction at the beginning of the year and a return to
volatility, pension investors are left wondering how they can position themselves. Paul Chan, Head of Multi-Asset &
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Head of Multi-Asset & Hong
Kong Pensions

Hong Kong Pensions at Invesco, explains what implications the current environment has on pension investment.
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The Federal Reserve kept interest rates unchanged
in May while the US 10-year Treasury yield reached
3% by the end of April. What is your outlook?

As | forecasted at the beginning of the year, my view
remains that there will be three rate hikes in 2018,
and a fourth increase may be on the table, too. The
recent jump in US 10-year Treasury yield also seems
normal with the continuing increase in rates. Dr. John
Greenwood, Invesco's Chief Economist, also forecasted
that the 10-year yield will reach 3.3% by the end of
2018. Considering that it was at about 2.5% at the
end of 2017 and adding the three expected rate hikes
of 75 bps (assuming each hike will be 25 bps) in 2018,
the 10-year yield should reach 3.25%, a simple upward
shift of the yield curve. This simplified calculation
shows that the rise in 10-year yield is simply matching
the increase in short-term yields.

The important question, therefore, would be whether
the Fed will keep increasing rates next year, which in
essence depends on the business cycle and economic
momentum. While healthy corporate earnings in the
US paint a positive picture for the current economy,
a rise in 10-year yield, which is also a guide for many
market rates such as mortgage rates, to 3.3% may
impact the stock market. With financing costs up, the
US saw slowing loan growth that, if continued, may
weaken the country’s economic growth compared with
2017 and the beginning of 2018. We will also look
out for signs of the positive incentive provided by the
tax reforms. If it can only provide a one-off earnings
growth to corporates, it may create a high-base effect
that would weigh on future earnings growth.

HIBOR shot up recently, and the Hong Kong
Monetary Authority bought the Hong Kong dollar
in April. Why was it the case?

| think the sudden burst of HIBOR (Hong Kong Interbank
Offered Rate) is generally a normalization to catch up with
LIBOR (London Interbank Offered Rate) and more closely
follow the interest rate direction in the US (see Figure 1).
LIBOR has risen accordingly since the Fed started increasing
interest rates in December 2015, but HIBOR has remained
flat until recently. With the USD-HKD peg, theoretically there
should not be a gap between HIBOR and LIBOR.
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HKD traded at the weak end of the trading band (HKD7.75 -
HKD7.85) in April and was accompanied by a drop in the aggregate
balance of HKD, i.e. Hong Kong interbank liquidity. When funds
flowed into Hong Kong to capture USD exposure because of weak
RMB in 2014 (see Figure 2), HKD was strengthened and traded
at the strong end of the trading band, prompting the Hong Kong
Monetary Authority (HKMA) to intervene by selling off HKD to keep
HKD within the trading band.

Conversely, RMB has strengthened since the end of 2016, causing
an outflow of Hong Kong liquidity as investors return to the higher-
yielding RMB and therefore sending HKD to the weak end of the
trading band. When HKD weakened to 7.85, the HKMA intervened
and bought HKD. In summary, my view is that HKMA's intervention
was primarily in response to a RMB-led liquidity outflow, contrary to
some market comments that it was driven by volatilities in emerging
markets.

B AREE, ¢ERUFTHE
Figure 2: RMB's strength led to HKMA intervention
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Talking about currencies, you just mentioned emerging markets.
How do you view the recent weakness in Asian and Argentine
currencies?

The drastic depreciation of the Argentine peso against the USD came
as a surprise and caused serious disappointment as the crisis rooted in
significant policy mistakes. After the US started raising rates in 2015,
Argentina's benchmark interest rate remained low, causing a continuous
outflow in liquidity that resulted in the peso’'s weakness against the
greenback. Intensified by a recent rise in expectation of more rate hikes
in the US, the peso saw an even further depreciation. The Argentine
government only increased its benchmark interest rate after a failed
attempt to use foreign reserves to support the peso, ultimately sending
the interest rate to 40%. Likewise, | worry that this may happen to some
ASEAN countries, which are already experiencing currency weakness
and liquidity outflows. Therefore, going forward, the focus will be on
how policymakers weigh a balance between growth (accommodative
monetary policy) and stability (raising rate).

Asian currencies saw quite a drop in April, especially rupee, rupiah and
the Philippine peso, which has been weakening for a long time. After
the strong run in global risk assets at the beginning of the year and the
subsequent market corrections, we observe a mean reversion of the
performance of bonds, equities and even currencies, where year-to-date
returns are moving closer to zero. The financial market is still looking for
direction to cope with rising interest rates and China-US trade tensions.
The world has not seen US tariffs for more than 80 years, and the
market has difficulty to price in the trade war to their growth/earnings
models or respond to such events. One of the most hard-hit sectors is
Asia's exports, which is a good indicator of Asian earnings as the region
in general is highly export-dependent. The slowing down of exports
tightens Asia's liquidity, and Asian currencies suffered as a result. If
exports remain flat or decline in May and June, there may even be a
round of earnings downgrades across the region.

Given all these market events in the last few months, what is
your outlook in major markets and how should pension investors
position themselves?

Generally, the business cycle is still upward, so it is too early to
consider money market funds. We maintain our overweight in global
equities. The US' earnings prospects look bright with expected topline
growth in addition to tax reforms. | anticipate European companies to
underperform US counterparts because of the strength in the euro
last year and the changes in accounting standards, which may require
more capital from banks. Asia will continue to face headwinds such as
the rising USD, US rate hike and slowdown in exports from a potential
trade war. The strong trade story in emerging markets may also come
to an end with currency volatilities returning. In terms of fixed income,
we keep favoring high-quality corporate issues over sovereign bonds as
the former tends to provide higher yield, better growth prospects and
stronger payback ability than the usually deficit-stricken governments.
Global liquidities remain abundant as global central banks such as
People’s Bank of China, European Central Bank and Bank of Japan are
still adopting accommodative policies.
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5% Equity B RIS R TIIS RN B R, RESRRREERPEKE
Dovish developed market central banks Low growth, low return with moderate volatility
il " EROEEERE N EERS RSO
Moderately favorable Steady economic expansion in the US Valuations at long-term historical averages
B SERAIRHER B B BFERT®R
“’ Rebound in energy and materials prices Downward earnings growth
&2 Bond B RITEREVERRIEUR B HEAEHFSA
™ Accommodative central banks policies Valuation at multi-decade high
i 7% Less favorable " ERERGE LT S S
Low inflation risk Record lows in rates and yields
B SRR EIE S NS R L
Cyclical recovery expectation will raise bond
yields
SERE US Equity " RASENEESERTSEER m EEERRIRE
Private sector balance sheets continue to Valuation above long-term average
&1 Favorable strengthen m ERFERRIERES
B SE{ERAERERE Below trend growth and inflation
‘. Corporate profits benefit from globalization
B TR E iR
Economic growth momentum strengthened
EXHIAS=E Europe Equity B REIRAENE B EERERARRIE R
Neutral Current accounts continue to improve Brexit uncertainty
FRLEE " EMRTELER, BB N EAFISRTERR R AR
ECB purchases government bonds through QE Rising non-performing loans for the Italian
B IR E e banking sector
Cyclical recovery in earnings B RERIEES A
B EoTER, SAEmF Jobless rates stayed elevated
Falling euro and higher energy prices
H# Japan B HARRTE RN B HERS, BAENTHA
Bank of Japan mulls more easing Downgrade in earnings amid strong yen
it Neutral n RRESERER nEGEECRE
Healthy corporate balance sheets Stubborn deflation
B HERRAEY B STHISERR, HISBEENER
Valuation below long-term average Tight labor market dampens productivity
growth
EAE (BZ. &8, HEKRSN) B EARREBEMTESZLREETRSR B EREDIAE
Asia Pacific ex J, H, C* Fundamentals appear to stabilize after two Gradual slowdown in growth
years of deterioration B HOEEMRTH
= Exports growth remain anemic
. Not favorable TR IR R R
Central banks have limited reasons to ease
‘. monetary policy
B (H{EFHERIFY
Valuation above long-term average
B HORESRARE
Slowdown in exports and capital inflows
&) B HER R B SRITEMNR REFGE =M
China (Hong Kong) Valuations below long-term average Banks are expected to see rising non-
- B AR RAR IS R 5ETR performing loans
B&RE % Less favorable Economic growth in mainland China has B EERAE
stabilized High levels of corporate debts
B AT RIESS

At

Weak domestic demand in Hong Kong

BRE: RIE, #iF2018F5H23H. HRESMAEMMEHEENHE. DRI NTENESREEITIRGIRT, A FUAEmEESTE.
Source: Invesco, as at May 23, 2018. 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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(1) What is an annuity? How can | invest in it?

In general, an annuity is a financial product designed to provide
the investor with a steady income stream either starting
now (immediate annuity) or in the future (deferred annuity).
Essentially it is a lump sum of cash invested in exchange for
regular payments later. Investors in annuities are usually retirees
who want to secure steady cash flows in their retirement years,
helping them to alleviate longevity risk, i.e. living longer than
anticipated. Annuity schemes are typically provided by financial
firms, insurance companies and governments.

While annuity schemes can come in all types and shapes, they
are generally structured in two major categories: fixed annuity
and variable annuity.

285 4 Variable annuity

£ Yes 7 No

AER); BURNIRERSR

[& E Fixed Variable; depends on
investment performance
7% No 7= Yes

HEeZm ARE
Assumed by annuitant

5 More

Annuity is a relatively new idea in Hong Kong, and they are
usually provided by private companies such as insurers. Recently
there has been a government-led effort to launch a public annuity
scheme—the Life Annuity Scheme. It is scheduled to be launched
in mid-2018 by the government-owned Hong Kong Mortgage
Corporation Limited (HKMC). It will be a fixed annuity scheme for
life with the rate of return set at 4% for the time being, which
only allows permanent residents aged 65 or above to invest up
to HKD1 million premium for a monthly payout of HKD5,800 for
men and HKD5,300 for women as the latter usually live longer.
The total subscription is capped at HKD10 billion. In the case of
over-subscription, HKMC may introduce a lucky draw system to
determine who can subscribe and how much can be invested.!

It is important for annuitants to understand that this annuity
scheme is not a time deposit; while the scheme provides a
monthly income for life, investors do not get back the initial
investment at the end.

"ERRR: BSRIBESARAT, HERE CEFEFED, 2017F 6 521 R,

! Source: Hong Kong Mortgage Corporation Limited, press release “Life Annuity Scheme,” June 21, 2017.
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(2) What are the risks of investing in annuity?

Illiquidity

Once the investment capital is paid, annuitants are usually barred
from accessing it or cashing it out. Some schemes may allow for
an initial “free look" period at the beginning, within which the
annuitant can freely cancel the scheme and request all money
back. After the “free look" period, some may still offer a one-
time, limited withdrawal of funds but they usually come with
penalties and/or smaller monthly payout thereafter. Therefore,
investors need to carefully evaluate whether they have adequate
cash ready after the investment.

Company risk

Annuity is a long-term product, and the annuitant’s future
income depends on the scheme provider's ability to stay sound
and healthy. Private provider's offers, fees and requirements
may differ from the quasi-government body's, and are subject to
default risk, in which case they will fail to provide the guaranteed
income. When deciding on a scheme provider, investors need to
assess the potential provider's financial health, credibility, history
and credit standing.

Dying early

If the annuitant passes away before reaching the “breakeven
point” (when the invested capital equals the total of income
received), he misses out on the long-term benefit of future
payments expected. Not all annuity schemes allow for a
beneficiary. Investors need to pay close attention to the terms
and clause of the annuity scheme before investing.

Under the current Mandatory Provident Fund (MPF) requirement,
members can withdraw their MPF benefits upon reaching the age
of 65. Annuity schemes serve as another investment option for
investors, depending on their personal circumstances, to manage
longevity and investment risks after turning 65.
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Invesco won MPF Award from Morningstar.

Invesco won MPF Award from Morningstar

In recognition of its outstanding pension service, Invesco won the
Best MPF Scheme Award from the 2018 Hong Kong Fund Awards by
Morningstar?, beating other popular competitors in the market.

The annual 2018 Hong Kong Fund Awards aims to help investors
to identify funds and fund houses that offer the most value-added
services within their peer groups in 2017 over longer time periods.
It combines a quantitative and qualitative methodology that assesses
the one-, three-, and five-year performance history as well as risk-
adjusted returns.

This year the Best MPF Scheme Award methodology is updated to
reflect the importance of fees by introducing a 20 percent weighting
for fees in the evaluation, comparing each scheme’s average cost to
peers.

Invesco launches MPF Compass

To help Invesco's MPF members deepen their understanding of the
MPF system and its mechanics, Invesco is delighted to launch MPF
Compass, a new initiative on Invesco's MPF website featuring an
educational video series.

The three short animated videos in this section help explain the
basics of MPF and how Invesco can help MPF members to get more
out of their life.

SIS TESEM) , BERESNERNH.

Invesco launches MPF Compass to help explain the basics of MPF.

2 BRIFRE: © Morningstar 2018, EjvEE 2017 £ 12 B 31 H—F. =F M A Morningstar &2,
? Source: © Morningstar 2018, based on one-, three-, and five-year Morningstar fund data as of December 31, 2017.
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A vital step to protect your account

Before logging in to your online account, please make sure your
mobile phone number and email address details with Invesco are up-
to-date. Please click here to download, complete and return the form
for registering or updating your contact information if necessary.

Steps to log in

1. Enter your login number and 6-digit PIN.

1 4

2. Receive an SMS with a unique verification code via your
registered mobile phone. Please enter the code within 15
minutes.

2


https://www.invesco.com.hk/ap-public/dam/jcr:f24b3e7f-1d35-4086-90df-476bba2d01c4/MPF_Online_Form_18April.pdf
https://www.invesco.com.hk/ap-public/dam/jcr:f24b3e7f-1d35-4086-90df-476bba2d01c4/MPF_Online_Form_18April.pdf

3. BE—ERED/\EEFEARNTEE, ShNASSEA 3. Create a new password with minimum 8 characters, including
BEE. X NEFERENT. EFATSRE, REE [ uppercase letter, lowercase letter and number. Re-enter the new
B WEARS. password, then click “Confirm" to access your account.
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Unless otherwise stated, sources are from Invesco as at May 31, 2018. 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".
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