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Market in June

USA-Mexico deal and expectation on G20 meeting between Trump and Xi mitigated previous concerns
on global economic slowdown, while Federal Reserve, European Central Bank and Bank of Japan
signaled more stimuli to support economies. These factors reversed pessimism in May and drove up
investors’ bullishness again. Most asset classes, from equity and commodity to bond and gold, rallied

in the month.

Equity Market

Stock markets rebounded from correction in May and had solid rally in the month, thanks to dovish
stances from major central banks and eased concerns on USA’s trade tensions with China and Mexico.
S&P 500 recorded its best first-half performance in 22 years. S&P 500, Euro Stoxx and Nikkei 225
returned +6.89%, +6.87% and +3.89% (in USD) respectively.

MSCI World S&P 500 Euro Stoxx Nikkei 225
May 2019 492.12 2,752.06 357.87 20,601.19
Jun 2019 523.44 2,941.76 375.82 21,275.92
Return (USD) +6.36% +6.89% +6.87% +3.89%
e 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 17.74x, above its 7yrs historical average

(“7YHA”) of 16.76x; the Fwd. P/E of SXXE and NKY were 14.17x and 15.34x, still below their 7YHA
of 14.40x and 17.31x respectively.

With Q2 2019 recently ended, we will skip the reporting on Quarterly financial reporting this month

and resume in our next report when such information becomes available.
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Bond Market

Federal Reserve, European Central Bank and Bank of Japan signaled more stimuli if needed, due to

concerns of economic outlook. Bank of England kept main interest rate unchanged only, but also

warned the economic outlook for UK is weakening.

The central banks’ dovish stances, associated with worries about economic outlook, further drove down

government bond yields. US 10-year treasury yield dropped below 2% for the first time since Nov

2016, while 10-year bond yields in Germany and France fell to record lows.

Bloomberg Barclays

US Treasury US Treasury EU Treasury EU Treasury US Aggregate
Yield-5Yrs  Yield-10Yrs  Yield-5Yrs  Yield-10 Yrs
Bond Index
May 2019 1.911% 2.125% -0.580% -0.202% 2.686%
Jun 2019 1.766% 2.005% -0.663% -0.327% 2.493%
A (bps) -14.5 -12.0 -8.3 -12.5 -19.2
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Commodity Market

Oil prices rose in the month. Despite China-USA trade tension continued to threaten demand for crude
oil, conflict between USA and Iran stoked fears that USA could attack Iran and disrupt supply from the
Middle East, which supported oil prices.

Gold price hit new 6-year high, as both Fed and ECB hinted at monetary easing, US dollar weakened

and geopolitical tensions escalated.

WTI Brent Gold
May 2019 53.50 64.49 1,305.58
Jun 2019 58.47 66.55 1,409.55
Return (USD) +9.29% +3.19% +7.96%

Macroeconomic

Economic figures were mostly negative. In USA, May data showed that jobs creation slowed
dramatically and trade deficit widened more than expected, while retail sales rose and core capital goods
orders rebounded. In China, industrial output growth slowed to more than 17-year low in May, and
investment cooled down. In Japan, exports fell for a sixth straight month in May. Owing to reignited
concerns on trade tension, Japan manufacturers’ business confidence dropped to more than 2.5-year

low and Eurozone economic sentiment sank to its lowest point in nearly three years.

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

o China and USA reached a trade truce after meeting at G20 summit, which includes restart of trade
talks, pause on new tariffs on Chinese products, and easing restrictions for US companies to sell to
Huawei

o USA and Mexico reached a deal that Mexico will assist USA in curbing migration across the border;
however, the threat of tariffs is still hanging over Mexico if the measures do not do enough to satisfy
USA

« Rising tension between USA and Iran as USA accused Iran of attacks on two oil tankers in the Gulf
of Oman and downing of an unmanned US drone, followed by new sanctions on Iran; in response,
Iran threatened to exceed limits on its uranium stockpiles

» Boris Johnson and Jeremy Hunt are the two candidates left in the race to become British prime
minister, and the result will be announced on July 23; on the other hand, European Commission

reiterated that the European Union will not renegotiate Brexit deal
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Nice Talent’s Current View

With major central banks signaling more stimuli to support the economies, investment markets across
asset classes, including equity, commodity, bond and gold, rallied to cheer the advent of another era of
excess liquidity. However, excess liquidity is a double-edged sword, and the blossom in investment

markets does not come at no cost.

IMF data shows that levels of global borrowing are continuing to rise even as profitability is falling,
with highlighting US and China particularly vulnerable. In USA, current level of corporate borrowing
is even higher than the peaks during the tech bubble and the housing bubble. Furthermore, quality of
debts is worsening. Corporate debt is skewed toward lower-rate issuers, and amount of leveraged loans
surpassed its peak before the financial crisis. In China, the scale of debt balloons further as the tax cuts
in its stimulus program depleted local governments’ revenue to fund infrastructure projects, and many
of the projects have questionable earning potential. In several European countries, banks are overloaded

with government bonds.

Given this backdrop, global financial instability is likely to increase in the foreseeable 2 to 3 years with
global economy potentially entering into a notable recession around 3 to 4 years from now. With
preference of dovish policies by major central banks, this would dampen the effect of economic
slowdown in the foreseeable 2 years. If global recession occurs 3 years from now, we anticipate there
is very little room for further adjustment to monetary policies and USA may have to resolve to zero or

even negative interest rate while China may have to reduce the required reserve ratio of banks.

On the other hand, China and USA declared a truce during lately G20 meeting. This resembles the
truce made in previous G20 meeting last December. We expect that the truce this time would give
short-term peace, but a genuine end to the trade war remains to be seen. This potential hazard is still
hanging over the global economy. We believe that investors are getting accustomed to ever-changing
development on trade talks. Investment markets price in related news and change direction quickly.
With the aid of excess liquidity, we expect equity market will be on rising trend, with high volatility
stemmed from progress on trade talks. As a result, from now until Q1 2020, we believe any equity
correction provides good opportunities to further accumulate equities with view of generating tactical

trading returns in short-term.

In conclusion, the easing from major central banks may mitigate short-term economic risk but leave
medium-to-long-term risk to global financial stability, which would be vulnerable to shocks — such as

further economic slowdown, failure in reaching trade agreement between China and USA, or escalated
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geopolitical tensions — and the impact would likely be amplified. Therefore, we remain prudent in

investments for medium-to-long-term.

For equity, we recommend to focus in companies with secular growth stories which are less impacted
by 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. Also, investors may consider to realize partial profit on significant short-term rally as

volatility is expected rising from on-going issues like China-USA trade talks and Brexit.

For bond, it is almost certain that Federal benchmark will cut rates this year. Given that, we suggest to
switch some short-term bonds into long-term bond (at least seven years), which will benefit more from
rate cut. USD investment grade bond issued by companies from USA, Mexico, UK and Russia are
preferred. For investors with higher risk appetite, one could consider utilizing their portion of bond
portfolio of long duration as collateral for borrowing more money that gets invested into high yield

bonds of shorter durations (less than 3 years) for capturing more yields now.

With further dovish stance from Federal Reserve continues supporting gold price, investors may
consider to take more partial profit above USD 1,400 per ounce level as the gold price seems to have

priced in the bullish case in short-term.

Nice Talent Asset Management Limited Global Investment Research
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