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After an eventful summer filled with trade tensions, investors are looking to the rest of 2018 with much uncertainty
and caution. Nixon Mak, Managing Director, Head of HK Pensions and Solutions Strategist, Asia Pacific at Invesco,
shares his views and the opportunities he still sees in the current market.
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What is your outlook on global equities and fixed
income in Q4?

From a top-down perspective, we favor developed
market equities with a focus on US over Europe and
Japan in the short term. Globally we continue to see
strong and sustainable GDP growth, mainly from the
us.

The US

In Q2 2018, the US economy grew 4.1%*", the
fastest since 2014, on the back of strong domestic
consumption, wage inflation and robust manufacturing.
The quarter saw an impressive corporate earnings
season with sustainable EPS (earnings-per-share) as
total earnings rose by 25.5% and revenues by 9.9%
year-on-year”. Although valuations may seem relatively
stretched, we believe it is justifiable given the growth
prospects and inflation pressure, which should be
captured by the inventory cycle. Therefore, we are in
favor of US equities and continue to anticipate a stable
rate hike cycle with a total of four hikes in 2018.

Europe and Japan

We are generally more defensive on Europe and Japan.
The European Central Bank (ECB) kept its policy
unchanged in July. It is on track to end asset purchase
program by the end of this year but expects to keep
rates low at least through the summer of 2019 given
inflation is still below target.

Similarly, Bank of Japan (BOJ) continues to taper its
asset purchase, though indicating clearly the extremely
low policy rates will remain "“for an extended period of
time®,” which market expects to be at least through
2020.

While we are neutral on both economies given their
somewhat lackluster prospects, we do think they will
achieve sustainable growth over time. On the other
hand, the slower pace in tightening of the ECB and BOJ
(compared with the Fed) could provide some supports
to global economy. If all three central banks rewind
their quantitative easing (QE) simultaneously, this will
likely create a global liquidity drag that dampens market
sentiment and intensifies market volatility. The current
situation is a good demonstration of how tightening is
done in a way that is not creating major drainage to
liquidity.

4HEE, “US Growth Hits 4.1%, Fastest Since 2014, in Win for Trump"”, 2018 £ 7 B 27 H.
2 ERlACE: 4HTEss, “S&P 500 Index Hits All-Time High: 4 Strong Stocks to Bet On”
* ERIEE: $phiER, “BoJ defies global move to roll back crisis-era stimulus"”,

, 2018 £ 8 H 22 Ho
2018 £ 7 H 31 H.

! Source: Bloomberg, “US Growth Hits 4.1%, Fastest Since 2014, in Win for Trump,” July 27, 2018.
2 Source: Nasdag, “S&P 500 Index Hits All-Time High: 4 Strong Stocks to Bet On,” August 22, 2018.
* Source: Financial Times, “BoJ defies global move to roll back crisis-era stimulus,” July 31, 2018.



i 35 B AR B R BE FE BUM B E LA R BFRIFFE LB K, 3
SRR 18 8 BIREREEH P I =

F#. PELFENTIER

BMHEELPRERFFIEE, MARKEFFTETBER.
EXFEZEEYD, FHETHEIXZERK, BERHFZEAREA
HEARE, mPEEFETSHERLEERER. BRE 5
MARARTENRE, BHMENERHENSREERRAER
NRERT, HEREFHFETS.

F—HE, PRLEEEZERINEREE. TEIERNBENEE
UREEA CENBEERFER. BLHERFIMERFEN
HEEICHERARE. RMEE, PRNDEEERSF 6.5% HE
NEEREERBR.

B

BRREREERELER, ROFTREFEERE, HHXERE
FRFBRDESIRERAES BRAEMERSIIMERLE
ZWRLE, EMARKECEERRRERE L, SEEESD
AR BB T R AR

SEARBUTRERRNEEER?

FRER—UNMSRREENS, ETEIEERITEER, KX
REFHE 4% T, THEREERESRE. &5 10 FHXE
RESFEERSFRACERMB 3% KE, ERRARESFF
FERTIER] 3% = 3.5%. EEEFLT, R ARSHREHET,
HETREEHREERELE.

XH 10 FHRESFZSXMATT, ATE—LSREZTRFEEIR
@mTH, TEZBRNES, melakaiRESBURIEF
BRABMEF K. HES=MART (BHER. BONRITEEARR
T) #87£ 2019/2020 FHERBE, HEREETHGHIBHER
EWEs .

EHPREZERGAEL? THERDIEHERRER?

EEZBRLARAREKERN, AMEUREEERECESR
REZHNZE. —Kms, RMRAAMEERENTEITHSE
2XBHBRNTLE, BEEBRREEFBURN A HITENERR,
AERETEFRIE. BEXEBARRERL 2% KF, DUEEME
BT IHHNEREIES BB BIEKE, BRBUAREMEKE S
AT A REH IR IR A A LB

If growth in the US can maintain at normal levels while Europe picks up,
| believe the global economic growth in the next 18 months can be even
more sustainable.

Hong Kong-China and emerging markets

We are neutral on Hong Kong-China and not so favorable on emerging
market countries. Emerging markets are most affected amidst the US-
China trade friction as many of them are oil-exporting countries and
China has the biggest weight among them. Given the uncertainty and
ever-changing nature of trade tariffs, it is unclear whether emerging
markets can bottom out in the next six months, hence our unfavorable
view.

China, on the other hand, continues to be supported by its enormous
FX reserve, rising domestic consumption and measures such as indirect
loans to state-owned enterprises. These measures contribute to the
relatively stable domestic infrastructure and consumption. We believe
the 6.5% GDP growth target for the year is still achievable.

Fixed Income

We are slightly unfavorable towards fixed-income given continued
global growth. Within fixed-income, we are underweight high-yield and
investment-grade versus Treasury. High-yield and investment-grade are
more susceptible to rising interest rates and spread tightening whereas
Treasury could still provide some balance and buffer in the event of any
sudden changes in the global growth backdrop.

How will US interest rates affect asset prices going forward?

With the Fed raising rates as expected, there should be a strong
conviction that inflation is here to stay if wage growth keeps
strengthening next quarter and unemployment rate sustains below 4%.
It is highly possible that 10-year Treasury yield could reach 3% to 3.5%
by end-2018 given that it has already tapped 3% repeatedly earlier
this year. In this case, equity markets may see short-term volatility and
valuations may see reversion/revision.

A spike in US 10-year yield may fuel further aversion to fixed income
instruments — particularly government bonds, while high-yield and
high-grade bonds depend on rebalancing and liquidity needs. If all three
central banks (the Fed, ECB and BOJ) are to end their QE programs by
2019/2020, many investors may start giving up fixed incomes.

How do you view the US-China trade friction? What are the risk
factors to look out for?

Until the trade policies and tariff are concrete, it is difficult to quantify the
impact of trade tensions on a macro level. Generally speaking, we think
local consumption and import-led industries are more prone to trade
policies, but the actual degree of impact will depend on the company or
the industry’s leverage, especially how much they borrow in USD. With
the US inflation almost touching the 2% threshold and other emerging
markets’ inflation tapping or exceeding their target, imposing trade
tariffs from a political perspective could pose risk to the global economy.
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Another potential headwind for the global economy is the shape of the
US vyield curve. A flatter yield curve suggests a faster pace in rate hikes
that could lead to an inverted yield curve given strong inflation in the US.
If trade tensions continue to play out, we believe yield curve inversion
may be realized in the short term, suggesting the continued tightening
policy may ultimately backfire.

How should long-term investors position themselves in the current
environment?

As | mentioned, a strategy with higher exposure in developed market
equities is more preferred in the short term. On a sector level, investors
need to be wary of trade-sensitive industries given the trade conflict.

The problems in emerging markets and trade tensions may need three
to six months to bottom out; until then, investors should be tactically
more defensive. If we cannot see a clearer picture in six months, | would
suspect growth may slow in 2019 2H.

However, for the mid- to long-term horizon, investors can start
considering emerging markets with a focus on Asia. Emerging markets'
valuations are less expensive now, and their rate hike schedules are
starting to synch with the US. If the US can sustain its growth in the
next two quarters, and Europe and Japan are able to pick up in growth,
emerging markets will likely start finding support from them in the next
three to six months.

About Nixon Mak

Managing Director, Head of HK Pensions and Solutions Strategist,
Asia Pacific

Nixon Mak joined Invesco in September 2016 as Managing Director,
Solutions Strateqist, Asia Pacific and is currently responsible for asset
allocation of Hong Kong pensions and other multi-asset portfolios.
Nixon works closely with distribution and product teams, serving as
an investment thought-partner to clients, identifying opportunities for
developing new multi-asset products/strategies and creating potential
multi-asset solutions to meet the demands of clients in the Asia Pacific
region. With 20 years of investment experience, Nixon joined Invesco
from Ping An Asset Management where he was Director, Head of
Investment, Asset Allocation and Co-Head of Business Development
based in Hong Kong from 2008 to August 2016. Prior to that, he
held various positions at JP Morgan Chase, Schroder Investment
Management, Rand Merchant Bank, AlG Global Investment Group and
Futureplus Financial Services.

Nixon holds a Bachelor of Science degree (major in Information System,
minor in Finance) and a Master of Commerce degree from the University
of New South Wales, Australia. He also received a Master of Commerce
by Research degree from the University of Adelaide, Australia.
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%lJﬁ?? Positive *ﬂ;ﬁ? Neqative

BEXER Asset Class

5% Equity B RIS R TIIS RN B R, RESRRZREERPEKE
Dovish developed market central banks Low growth, low return with moderate volatility
il " EROEEERE N ERS 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 SR 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 " EMRTENER, BABMS N BRI 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 BRI RE
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

A

Weak domestic demand in Hong Kong

ERERR: RIE, #&F2018F8F17H. KM S MEHEEH. IR LTBRREERTIRGIRT, AT FAERmEESTE.
Source: Invesco, as at August 17, 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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What is a fund factsheet? Why is it important?

A fund factsheet is a reqular (usually monthly or quarterly) fund
document that gives an overview of the fund, covering basic
information such as investment objectives, performance data,
fees, fund commentary, holdings, etc. It provides investors with
insights on a particular security and, if properly interpreted, helps
them evaluate and make informed investment decisions.

A factsheet helps potential investors evaluate the latest fund
movement and performance in comparison to the benchmark
index (if any) over different periods of time. Of course, to under-
stand more about the underlying details such as risk factors,
investment policy and calculation methodology, investors should
always refer to the fund prospectus.

Here is a quick and easy guide to understanding the components
of a fund factsheet.
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1. Investment objective
In a fund factsheet, the
investment objective is the
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the general investment
e ey WLl v direction and countries/
sectors of interest (if any).
‘ #4373 Fund Commentary
EfEZH Cumulative (k% Annualized
Performance (%) Performance (% p.a.)
2. EEEH 2. Key Facts
WHsBERESHER q g This section shows basic
BH, QERSEHE. B e Top Ten iokings i information  about  the
%*ﬁ*ﬁ\ REBERRES - - ' - fund, including fund type,
=i ) '.\ . fund size, fund price and
T P fund currency.
Indicator (%) Expense Ratio* (%)
3. BEESM 3. Asset allocation
EESMHKB LM T e Asset allocation explains )

from top-down how much
of the fund portfolio is
invested in different regions
and assets. It helps provide
investors with a general
idea on how the fund
portfolio is positioned.

4. Top ten holdings

Top ten holdings show from a bottom-up
perspective the 10 heaviest-weighted
individual securities the fund portfolio
holds. Like asset allocation, this section
gives investors an idea what the fund
invests in.
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5. Calendar-year
return

Calendar-year return is
the return of the fund

over the one-year
period that starts on
January 1 and ends on
December 31.

6. Cumulative
performance

Cumulative performance
is the aggregate return
on the value of the fund
over a period of time. It
also comes with a moun-
tain chart that visualizes
the growth of fund at a
glance (with performance
rebased to 100%). One
of the keys to understand
cumulative performance
is that the data is
displayed usually over 1-,
5-, 10-year periods, which
means the data shows
the return of the fund
over the last 12 months,
60 months and 120
months respectively up to
the date of the factsheet.

7. SRR
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7. Annualized performance

Annualized performance is the annual rate of
return of the cumulative performance above
over a period of time with consideration of the
effect of compounding. This allows for
objective, meaningful comparison of different
funds and securities. Note that annualized
return is not the simple arithmetic average as
the arithmetic average does not account for
compounding.

g
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Why is asset allocation important for MPF investments?

Asset allocation in a fund factsheet refers to the proportion of the
fund portfolio invested in a particular country and/or asset class. In
the broader fund portfolio context, asset allocation is the
implementation of the fund manager's investment strategy that
allocates the investment money across a spectrum of assets to
achieve healthy risk-adjusted returns. In other words, it's how the
fund manager invests money to achieve the fund's objective.

Asset allocation is a good indicator for investors to get a general
sense of the level of risk a fund takes on. For example, equities are
generally considered riskier than bonds, so a fund with higher
exposure in equities tends to bear higher risk (hence higher return
in the long run), in theory, than a fund with higher exposure in
bonds. This is particularly important for MPF investments. General-
ly speaking, at a younger age, employees can take on more risks
and select more aggressive fund portfolios. However, as employees
age, their investment horizon reduces, and they are advised to
adopt a more conservative approach for a fund portfolio with
smaller level of risks.

Asset allocation also tells investors how a fund's investment is
spread out geographically and on the sector level, further enabling
investors to evaluate whether the fund matches their own
investment needs and goals. Therefore, instead of only relying on
fund performance, investors can make better informed investment
decisions by understanding the asset allocation of a fund.

When will | receive the fund factsheets for Invesco
Strategic MPF Scheme?

Invesco Strategic MPF Scheme factsheets are updated
monthly and can be obtained through the INVESNet

www.invesco.com.hk/mpf and by fax-on-demand through the
INVESCall Member Hotline (852) 2842 7878.
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How can | switch my MPF investments?

Whether they are switching existing holdings from one fund to
another (asset switch) or redirecting their future contribution (change
of investment mandate), members of Invesco Strategic MPF Scheme
can enjoy switching for free anywhere, anytime, and there is no bid
or offer spread.

Switching can be done via:

B INVESNet: www.invesco.com.hk/mpf

B INVESCall Member Hotline: (852) 2842 7878
m  Fax: (852) 2736 1966

B Mail: Pension Services (INV), Bank Consortium Trust Company
Limited, 18/F Cosco Tower, 183 Queen's Road Central, Hong
Kong

If the switching order is not submitted online or via telephone,
members are required to fill out the Asset switch/change of
investment mandate form, which can be downloaded from here. The
cut-off time for switching orders is 4 p.m. every business day. The
orders are usually processed with same-day pricing given that there
are no other pending transactions. After the switching process is
completed, members will receive a Change of Investment Mandate
Confirmation or Fund Switching Confirmation.

Era{EEfAaBE S B Your Trustworthy MPF Partner

) EEFE£ 45 INVESCall Member Hotline: 2842 7878

‘D EIEFE S INVESNet: www.invesco.com.hk/mpf
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Unless otherwise stated, sources are from Invesco as at August 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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