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Market in August

Federal Reserve failed to signal interest rate path as aggressive as market hoped, and trade tension
between China and United States intensified once again. Later, US treasury yield curve between 2-year
and 10-year, a closely watched indicator for recession, inverted for the first time since 2007. These
made investors shy away from risky assets and gave support to bonds, gold and yen. More central

banks expressed concerns about global recession, which spurred hopes of global economic stimulus.

Equity Market
Reignited China-US trade conflict and recession signal from bond market triggered pullback in global
stock markets. Later, expectation of more stimulus and some strong corporate results pared some loss.

In the month, S&P 500, Euro Stoxx and Nikkei 225 returned -1.81%, -2.59% and -1.78% (in USD)

respectively.
MSCI World S&P 500 Euro Stoxx Nikkei 225
Jul 2019 524.35 2,980.38 375.93 21,521.53
Aug 2019 510.88 2,926.46 370.87 20,704.37
Return (USD) -2.57% -1.81% -2.59% -1.78%
e MISCI World ~ —— S&P 500 Euro Stoxx (USD) Nikkei 225 (USD)

14%
12%
10%

8%

6% 1\
1% J i
2% | " fin
, ‘
M m
18

o YV
1

,0.5%

-2% Jan Feq Mar | )
-4% 18 18 8 18 18
-6%

-8%

-10%

-12%

-14%

-16%

-18%

-20%

-22%

8 AugA Sep  Oc
18 [18

18

Stoxx, 112.1%

source: Bloomberg
The Forward price earnings ratio (“Fwd. P/E”) of SPX was 17.68x, above its 7yrs historical average

(“7YHA”) of 16.87x; the Fwd. P/E of SXXE and NKY were 14.34x and 15.00x, below their 7YHA of
14.49x and 17.35x respectively.

Please refer to below table for consolidated information on current reported quarter’s financial reporting
from the constitutes found in the above-mentioned indices. For companies within the indices which
had announced earnings, the percentages of “Positive Earnings Outcome” for US, Europe and Japan

markets were strong, mild and weak, respectively.

ASSET MANAGEMENT

'(\ NICE TALENT 1
N



Earnings Outcome

Reported / Total Positive Inline Negative
S&P 500 490 /500 76% 1% 23%
EURO STOXX 164 /284 64% 1% 35%
NIKKEI 225 164 /225 52% 0% 48%

source: Bloomberg

Bond Market

Bonds rallied in fear of trade war’s escalation and global recession. US 10-year treasury yield fell to
its lowest level since July 2016, German 10-year bund yield fell to record low deep in negative territory,
and Japanese 10-year government bond yield was just above its 2016 record low of -0.3%. The yield
spreads between 2-year and 10-year of US and UK government bond turned negative for the first time

since last financial crisis.

Central banks of Thailand, India and New Zealand cut rates more aggressively than expected as they

are concerned about the risk of a prolonged global growth slowdown.

US Treasury US Treasury EU Treasury EU Treasury Blo;yjrgl:rg Barclays
Yield-5Yrs  Yield-10 Yrs  Yield-5Yrs  Yield - 10 Yrs ggregate
Bond Index
Jul 2019 1.827% 2.014% 20.715% -0.440% 2.521%
Aug 2019 1.387% 1.496% -0.923% -0.700% 2.126%
A (bps) “44.1 51.8 208 226.0 39.6

—— UST VYield 2-year =~ ——— UST Yield 10-year
6%
5%
4%
3%
2%
1%
0%

01 02 03 04 O O6 07 08 09 10 11 12 13 14 15 16 17 18 19

bps —— US Treasury yield spread - 2 year to 10 year (2001 - Present)
300
250
200
150
100
50
< 01 02 03 04 05 O0O6 07 08 09 10 11 12 13 14 15 16 17 18 19

source: Bloomberg

2

ASSET MANAGEMENT

'(\ NICE TALENT
N



Commodity Market

Oil prices first tumbled as new round of tariffs from China and United States raised fear of a global
economic slowdown. Later, expectation of falling prices could lead to production cut and prolonged
cut in US rigs supported a rebound in oil prices. Gold price jumped to a fresh 6-year high as investors

rushed into safe heavens.

WTI Brent Gold
Jul 2019 58.58 65.17 1,413.78
Aug 2019 55.10 60.43 1,520.38
Return (USD) -5.94% -7.27% +7.54%

Macroeconomic

Global economic data continued pointing to negative side, while United States remained relatively
strong. Factory and manufacturing activities contracted across Asia, Europe and United States, and
Japanese manufacturers turned pessimistic about business prospects for the first time in more than six
years. Other data also signaled slowdown continuing: a contraction in second-quarter GDP in Germany,
weak retail sales growth in China, and real wages dropped for a sixth straight month in Japan. On the
other hand, US jobless claims declined sharper than expected, suggesting the labor market remains
strong even as the economy is slowing. In addition, upbeat earnings from US retailers pointed to

strength in US consumer demand.

More central banks — Thailand, India, Singapore and Newland — expressed concerns over global
recession, while Bank of England lowered its growth forecast due to increased Brexit worries and a

slowing global economy.

Below list includes the major events/news of the month:

o Tension between China and United States escalated once again, stoked by Trump’s announcement
of tariffs on the remaining Chinese goods. This was followed by tit-for-tat actions from both
sides — China retaliated with tariffs and devaluated its currency against US dollar, whereas US
imposed additional tariffs and ordered US manufacturers to leave China.

« Boris Johnson and EU showed no concession on renegotiating the terms of Brexit, and
parliamentary time is restricted before the October 31 Brexit deadline due to suspension, which
increase the chance of no-deal Brexit.

o Trade dispute between Japan and Korean continued, with the two sides dropping each other from
their respective preferential list of trusted trade partners.

» Argentina debt crisis deepened, with Fitch and S&P cut their rating on the country further into
junk bond territory to CCC.
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Nice Talent’s Current View

Negative interest rates are now happening in Japan, Germany, France and other European countries.
Banks in Denmark and Switzerland are now charging customers to hold deposits, and a Danish bank
has offered negative mortgage rates which pay homeowners for borrowing. This counterintuitive and
unprecedented measure has confounded investors. After the global financial crisis, central banks used
quantitative easing to provide cheap money in hope of reviving the economies. Since then, it has been
more than 10 years and the global economy is still not out of the woods. Central banks contemplate
next measure and negative interest rates now seems prevailing. Different from quantitative easing
which incentivizes people to borrow and deploy into economy, negative interest rates make sovereign
bonds unattractive and punish people hoarding cash like wealth tax. It aims to squeeze more money —
not only borrowed money, but also those in your pocket — into circulation, boosting spending and

cconomy.

The combined loose monetary policies and quantitative easing stimulated employment rate but was not
able to achieve desirable real economic growth rate. We believe this was due to large proportion of
money flowed into equities, bonds, precious metals and real estate, instead of capital investments for
growth. This resulted in failure of inflation rate reaching target level. With growing concerns of when
the next recession would occur, markets are speculating on tools which could be used in the upcoming
economic downturn. While China and United States have tools available to combat the upcoming
recession, these tools are likely to generate the outcome similar to the past decade. In recent times,
there has been talks on Modern Monetary Theory where governments simply print money to finance
expansionary fiscal policies. Ideally, Modern Monetary Theory suggests that money would be
channeled to preferred areas to stimulate economic growth and inflation rate toward desirable level.
We anticipate such move are more likely to be adopted by EU, Japan and USA than China. Irrespective
of whether loose monetary policies, quantitative easing and/or “print money for expansionary fiscal
policies” are used in the near future, they would only drive up the prices of inflation protected assets as

such as real estate, gold and Treasury Inflation-Protected Securities(“TIPS”) in long term.

Escalating trade tensions between China and United States, worsening global economic growth,
geopolitical tensions and other issues like Brexit and Turkey debt crisis drive more central banks
considering policy easing. This has resulted in USD 16.7 trillion of bonds worldwide, or 30% of global
tradeable bond universe, are negative-yielding. This phenomenon is likely to spread into the rest of the
world, as we expect worldwide central banks are inclined to further easing. Under negative interest
rates, the following consequences tend to happen: 1) cash and bonds will become commodity-like (with

holding cost) rather than an income generating safety asset. This will push investors to riskier assets
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for higher and positive return. 2) Commercial banks and insurance companies will be under pressure,

as banks’ interest margin will be squeezed and insurers will be more difficult to meet claims from clients.

Considering the situation above, we remain positive on equity in short-term in prudent manner, picking
companies with secular growth stories which are more insulated from economic downtown, such as
companies involved in: (1) 5G infrastructures suppliers, (2) Al development for enterprise software, (3)
battery’s raw materials and manufacturers for electric vehicles, (4) drug development with multiple
drug pipeline in late clinical stage and limited commercialized drugs, and (5) medical devices for

prolonged lifespan.

For bond, we suggest long-term investment-grade bonds of more than ten years or perpetuals (with no
convertible features) which benefit more from rate cuts towards negative real interest rates and China-
USA trade tension. Besides issuers from United States being picked due to the relatively strong
economy, quasi-government US-dollar bonds from China, India, Indonesia, Mexico and Russia are also

preferred as they benefit from the China-US trade war.

The increasing likelihood of negative real interest rates will support gold price in long run. As gold
price had appreciated significantly in the past 2 months, we anticipate further upside would be around
USD 1,600 - 1,625 per ounce level towards early Q1 2020. From now to early Q1 2020, if gold price
drops to USD 1,480 per ounce, it would be ideal to sell covered put options with an intention of
collecting at USD1,450 per ounce. If gold price drops to or below USD 1,450 per ounce, investors may

consider to top-up at spot price.
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