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Market in Jan

In January, investors recovered from risk-off sentiment as those negative factors in December got
overturned by improvements — positive comments from China and USA after trade talks fueled
optimism on solving the trade dispute, FED’s tone changed from hawkish to accommodative, and US
federal government shutdown ended temporarily. Despite signs of slowing economic growth around
the world, especially China and Eurozone, investors embraced risky assets once again which resulted

in big rallies in equity and oil prices.

Equity Market

Equity markets made a great comeback in January, after the selloff in December. S&P 500, Euro Stoxx
and Nikkei 225 returned +7.87%, +6.08% and +5.31% (in USD) respectively. S&P 500 recorded its
best monthly performance since October 2015 and its best January since 1987. Optimism on trade talks,
dovish comment from FED, and better-than-expected results from some US companies boosted

investor’s risk appetite and equity prices.

MSCI World S&P 500 Euro Stoxx Nikkei 225
Dec 2018 455.66 2,506.85 328.49 20,014.77
Jan 2019 486.71 2,704.10 349.17 20,773.49
Return (USD) +6.81% +7.87% +6.08% +5.31%
e MSCl World ~——— S&P 500 Euro Stoxx (USD) Nikkei 225 (USD)
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Valuations of major indices remained below their historical averages. The Forward price earnings ratio
(“Fwd. P/E”) of SPX was 16.07x, slightly below its 7yrs historical average (“7YHA”) of 16.52x; the
Fwd. P/E of SXXE and NKY were 12.67x and 15.02x respectively, below their 7YHA of 14.20x and
17.34x.



Please refer to below table for consolidated information on current quarter’s financial reporting from
the constitutes of 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.

Earnings Outcome

Reported / Total Positive Inline Negative
S&P 500 219/500 73% 2% 25%
EURO STOXX 27/284 56% 0% 44%
NIKKEI 225 70/225 47% 0% 53%

source: Bloomberg

Bond Market

Despite strong rally in equities, demand for bonds remained. US 10-year treasury yield was 2.63% on
Jan 31, dropped slightly from 2.68% on Dec 31. The spread between US 10-year and 2-year treasury
yields was around 17 bps, slightly above its tightest level since Jun 2007 recorded in Dec.

FED has largely shifted its policy from Dec, when it raised interest rates and hinted more rate hikes. In
January, FED Chairman Powell expressed the central bank’s wait-and-see stance on next rate hike and
even its willingness to end the balance sheet reduction. He expected US economy to remain solid, but
perceived rising uncertainty about US economic outlook from global concerns like China-USA trade

dispute, Brexit, and weaker global economy has emerged.

US Treasury US Treasury EU Treasury EU Treasury Blogrgl;frg Barclays
Yield-5Yrs  Yield-10 Yrs  Yield-5Yrs  Yield - 10 Yrs ggregate
Bond Index
Dec 2018 2.511% 2.684% 20.312% 0.242% 3.280%
Jan 2019 2.437% 2.629% 0.316% 0.149% 3.221%
A (bps) 74 55 204 93 59
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Commodity Market
Gold price jumped to its highest level since May 2018 on dovish comments from FED and geopolitical
tension. Oil price rallied to its highest level since Nov as the China-USA trade talks eased some fears

about global economic slowdown and the OPEC-led supply cuts tightened supply.

Macroeconomic

Economic data in major countries pointed to slower growth. Economic growth of China last year was
at the slowest pace in 28 years. The country also recorded the first manufacturing PMI contraction in
19 months, the biggest drop in monthly exports in two years, and the first annual drop in car sales since
1990. Eurozone’s economy expansion in 2018 was at its slowest pace since 2014. Within that, Italy’s
economy contracted for the second consecutive quarter at the end of last year, technically in recession.
US manufacturing activity slowed sharply to a two-year low in December, amid a plunge in new orders

and hiring at factories.

World Bank and IMF cut their forecasts for global economic growth in 2019, citing downside risks like

clevated trade tensions, Brexit and China’s slowing economy.

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

o Two rounds of trade talk were held in January at vice-ministerial and ministerial level, which did
not result in any agreement to solve the trade dispute; after that, Trump said to meet Xi in February
but later changed to no meeting before the March trade deal deadline

o The Brexit deal proposed by Theresa May was rejected by British Parliament, and European
Commission President Jean-Claude Juncker then said the deal cannot be renegotiated in despite of

the voting result



» US government shutdown ended at record 35 days as President Trump signed bill to temporarily
fund the government for three weeks until Feb 15, but he suggested that he would force another
partial government shutdown if lawmakers do not provide funding for a wall along the Southwest
border

» Chinese telecom equipment continued to face challenges in global markets, for example, Germany
was considering to bar Huawei from 5G networks and a bipartisan group of US lawmakers
introduced bills to ban sale of US chips to Huawei and ZTE

o US government levelled 23 criminal charges against Huawei and its CFO Meng Wanzhou, which
included violating US sanctions on Iran and stealing trade secrets from T-Mobile, and also issued
a formal request to extradite Meng to USA

« Geopolitical tension worsened as global powers were divided over Venezuela’s crisis: USA and
some EU countries support the opposition leader Guaido, while China and Russia support the

elected leader Maduro

Nice Talent’s Current View

Since beginning of this year, overall equity markets have performed very well. However, we stay

cautious about the optimism.

The recent rally in equity may be questionable. First, among the companies with better-than-expected
results, some of them had greatly reduced their forecast beforehand which led to positive surprise.
Second, we see the recent equity price appreciations partially attributed to investors rebalancing their
portfolios after overselling their equity positions. Third, the strong rally was not supported by
corresponding fund flow. According to estimates from research service Lipper, investors took
USD 944 million out of US domestic stock funds in January, while US-based bond funds pulled in

USD 16.7 billion over the same period. Investors’ confidence in equity is weak still.

There seems over-optimism about the trade talks. No actual progress was made from the meetings last
month and Trump administration keep hardline stance on China not only on trade but on a wide range
of security and foreign policy issues. Trump also insists Mar 1 as the “hard-deadline” to reach a trade
deal with China in order to avoid additional tariff. Moreover, the Trump administration has argued that
those same tariffs may be needed even after a trade deal is reached, to ensure China sticks to the deal.

Thus, we remain cautious on the trade dispute.

Besides the China-USA trade war, there are a series of event risks — Brexit, Venezuela crisis, withdrawal
of USA and Russia from the Intermediate-range Nuclear Forces (INF) Treaty — which can evolve to be

influential to the markets.



Considering the factors above, we expect the economic outlook to drive corporate sales and profit is

still directionless. Therefore, investors may focus on range-bound trading in coming six months.

The recent dovish comments from FED Chairman signal fewer rate hikes. One thing to note, the
minutes from FED’s Dec meeting showed that some participants expressed an interest in new tools to
provide firmer control of the fed fund rate, which may put pressure on bond pricing. On the other hand,
the market uncertainties aforementioned may counteract against the downward pressure. Hence,
investors may consider quality bonds for their portfolios, with preference in USD-denominated issues

from Asia.

Gold price has risen substantially which reflects market uncertainty being higher than before. Our view

on gold price has changed from positive to neutral toward USD 1,380 per troy ounce level.

Kieran CHIU Colin CHAU, caiA Clive LIU, cra

Chief Executive Officer Chief Investment Officer Investment Director
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