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Market in July

In July, markets kept an attitude of wait-and-see toward outcome of Federal Reserve meeting and update
of China-USA trade talks, and investors turned their focus to corporate results. European Central Bank,
Bank of Japan and Federal Reserve maintained dovish stances on monetary policies. Economic data

points to global economic slowdown with US economy relatively more solid.

Equity Market

July was another great month for US stocks, supported by some better-than-expected corporate results
and expectation of rate cut from Federal Reserves. S&P, Dow Jones and Nasdaq hit record highs. By
month end, Powell’s comment of “midcycle adjustment” weakened investors’ expectation of further
rate cut, which pared gains in stock markets. In the month, S&P 500, Euro Stoxx and Nikkei 225
returned +1.31%, -2.00% and +0.49% (in USD) respectively.

MSCI World S&P 500 Euro Stoxx Nikkei 225
Jun 2019 523.44 2,941.76 375.82 21,275.92
Jul 2019 524.35 2,980.38 375.93 21,521.53
Return (USD) +0.17% +1.31% -2.00% +0.49%
= MSCI World ——— S&P 500 Euro Stoxx (USD) Nikkei 225 (USD)
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source: Bloomberg
The Forward price earnings ratio (“Fwd. P/E”) of SPX was 17.98x, above its 7yrs historical average

(“7YHA”) of 16.82x; the Fwd. P/E of SXXE was 14.48x, slightly above its 7YHA of 14.45x; the Fwd.
P/E of NKY was 15.43x, below its 7YHA of 17.33x.

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.
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Earnings Outcome

Reported / Total Positive Inline Negative
S&P 500 325/500 78% 1% 22%
EURO STOXX 95/284 66% 2% 32%
NIKKEI 225 78 /225 54% 0% 46%
source: Bloomberg
Bond Market

European Central Bank, Bank of Japan and Federal Reserve maintain their dovish stances on monetary

policies. ECB signaled rate cut and restart of bond-buying program while Fed cut rate for the first time

since 2008, which aim to support economies against global headwinds ranging from trade tensions to

Brexit.

European government bond yield dropped in response to ECB’s comments, while US government bond

yield had little change as investors awaited outcome from Federal Reserve meeting.

Bloomberg Barclays

US Treasury US Treasury EU Treasury EU Treasury US Aggregate
Yield -5 Yrs Yield - 10 Yrs Yield -5 Yrs Yield - 10 Yrs
Bond Index
Jun 2019 1.766% 2.005% -0.663% -0.327% 2.493%
Jul 2019 1.827% 2.014% -0.715% -0.440% 2.521%
A (bps) +6.1 +0.9 -5.2 -11.3 +2.8
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Commodity Market
Gold price was flat as investors awaited direction on interest rate from Federal Reserve. Oil prices
moved little as effect from OPEC’s extended production cut and reduced operating rigs in USA was

offset by worries about global demand outlook.

WTI Brent Gold
Jun 2019 58.47 66.55 1,409.55
Jul 2019 58.58 65.17 1,413.78
Return (USD) +0.19% -2.07% +0.30%

Macroeconomic

Economic data were mostly negative in major countries but mixed for USA. Factory activities shrank
across USA, China, Europe and Asia. Measures on manufacturing activity also dropped to multiple-
year lows in USA, Germany and Japan. China posted its lowest quarterly economic growth in 27 years.
On the other hand, USA had GDP growth of 2.1% in second quarter, the weakest since 2017 Q1 but
above estimates. Its labor market remained strong with falling jobless claims and increase in payrolls,

while retail sales increased more than expected.

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

o Trade talks between China and USA resumed with no breakthrough, with putting off their next
meeting until September

o US threatened tariffs on USD 4 billion of additional EU goods, regarding the long-running
dispute over aircraft subsidies

« Mounting tensions between Iran and the West, as it stepped up its enrichment of uranium and
seized a British-flagged oil tanker

« Improved relationship between USA and North Korea — both countries agreed to restart nuclear
talks and Trump became the first sitting US president to step across the boundary dividing North
and South Korea

o Escalated tension between Japan and South Korea, with Japan placing controls on exports of
chemical materials used in chips manufacturing to South Korea; the situation was stemmed from
dispute over Japanese companies using forced Korean labour during World War II

» Boris Johnson becomes Britain’s new prime minister
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Nice Talent’s Current View

The long-awaited first rate cut by Federal Reserve since 2008 has finally come; however, the central
bank’s comment of “midcycle adjustment” confused investors and drove them to rethink their interest
rate expectations. Despite market’s reaction, we see more monetary easing from Federal Reserve will
sustain, along with other major central banks. The central banks delivered dovish comments citing an
intention to insulate economy from a global slowdown and escalating trade tensions, and these factors

shown no sign of improvement.

At the time of this writing, Trump announced a new round of tariffs on remaining Chinese imports,
despite restart of the trade talks. Besides, Boris Johnson becoming the new UK prime minister increases
the likelihood of no-deal Brexit, and there is escalated tension between Japan and Korea. These happen
on top of recent economic data showing that economic growth major countries — including USA,
Eurozone, UK and China — are heading lower. Therefore, the central banks will likely keep pushing

their monetary easing.

At the same time, it is important to note that further easing may mitigate short-term economic risk but
the medium-to-long-term risk to global financial stability remain, due to high levels of global borrowing

and deteriorating debt quality.

As aresult, we are positive on risky assets in short-term due to excess liquidity but remain prudent for
medium-to-long-term. Geographically, we prefer USA for investments given its economy is relatively
stronger. USA is a big domestic internal economy with 70% of GDP from personal consumption.
Export plays a minor role and over half of that is to EU, Canada and Mexico, where only 7% to China.
Recent data showed that US consumer sentiment is near 15-year highs and unemployment rate is at 49-
year lows, which suggest Americans are upbeat confident in the health of US economy with capacity
on spending. With the aid of accommodative monetary policy, US economy shall remain robust in

near-term.

For equity, we suggest taking advantage of recent pullback to increase holdings in companies with
secular growth stories which are more insulated from economic downtown, such as companies involved
in: (1) Al development for enterprise software, (2) battery’s raw materials and manufacturers for electric
vehicles, (3) drug development with multiple drug pipeline in late clinical stage and limited

commercialized drugs, and (4) 5G infrastructures suppliers.

For bond, we expect monetary easing from central banks to continue. In light of this, we suggest to

switch some short-term bonds into long-term investment-grade bonds (more than seven years) which
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will benefit more from rate cuts. Besides USA having a relatively strong economy, some countries
benefit from China-USA trade war as imports and productions are shifted to these countries. After
review, we prefer quasi-government US-dollar bonds from China, India, Indonesia, Mexico and Russia.
For investors with higher risk appetite, they may consider to leverage a portion into high yield bonds of

shorter tenor (less than 3 years) to achieve higher yield.

For gold, the price seems to have the bullish case in short-term. Investors with significant holding in

gold may consider to take partial profit at current level (~USD 1,440 per ounce) or above.

Nice Talent Asset Management Limited Global Investment Research
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