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S&P 500 enjoyed its best month since March 2016 S&P500, DJIAand

NASDAQose by 5.62% 5.79% and 7.36% in Januaryrespectively The
earningsseasonof U.S equity marketshasstarted in mid-January Almost
20%of the S&P500 constituentsannouncedearningsand 80%of them beat
the marketexpectation Theaverageearningsgrowth rate of the companies
was 14.8% higher than that in Q3 2017, which was around 7.3% The
economicbackdropof U.S is still robust Forthe Q4 GDPgrowth, although
it was below the expectationat 2.6% (comparingto 2.9% expected),its

componentswere strong, consumerand businessspendingexpandat the

fastestrate in recent yearsat 3.8% and 6.8% respectively For the labor

market, unemploymentrate fell to 4% whichwasthe lowestreadingsince
2007, andthe averagehourly earningsup 2.9%YoY higherthan the market

expectation For the consumption market, the Michigan Consumer
Sentimentindexwasconsolidatingnearits 17-yearhighin 2017 November

ThelSMmanufacturingPMI slippedto 59.1%from 59.3%in December put

was still above the 57.4% averagereading for 2017 and representedthe

continuousexpansiorof the manufacturingsector.

Therewere servaleventsthat worth our attention. Thefirst one is Jerome
Powellofficially will replaceJanetYellenasthe C S Rliaiimanon February
5. It is expectedthat Jeromewill continuethe current path of Fedand the

marketnow expectsthere will be at leastthree rate hikesin the U.S within

this year. On the other hand, the Fedleft the interest rate unchangedat

. St tfigayh@etingbut it expectedthat the inflation would go up in this

year. Trumpspokeaboutthe 1.5 trillion USDinfrastructureplanin his first

state of the Union addressin late January however, no details about the

plan were disclosed It is expectedthat more details will be discussedn

February 12. Similarto the tax reform bill, the infrastructure plan can
stimulate the U.S economyin the short to medium term and will be an

upsidecatalystfor U.S equities Onthe other hand,it mayalsocausearise

of the inflation rate and speedup the rate hike cycle,which may bring an

end to the U.S bull market Lookingforward, we still remain constructive
towards the U.S equities market in medium term but higher volatility

shouldbe expectedby the investors
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The MSCIEmergingMarkets Index ended the month in the green and
brought the Januaryreturn to 8.3% outperformed MSCIWorld Index by
3.08% Brazilianequities market was one of the main drivers, due to its
robust economicbackdrop Accordingto the latest figures, its industrial
production increased4.3%YoY,it also achievedthe biggesttrade surplus
everin 2017, dueto the recoveryof commodityprices Besidesthe market
also expectedits local consumptionwould have a strong growth in 2018
since (i) Brazilis in the rate cut cycle and (ii) unemploymentrate is
improvinggradually

Within the emergingmarkets, BRICis still our top pick (i) For Brazil,as
mentionedabove,its fundamentalis improvingcontinuouslyand we expect
the accommodativemonetary policy will stimulate the economy (ii) For
Russiajts economicsituationis quite similarto Brazil Onone hand, Russia
isin the rate cut cycle on the other hand, its fundamentalisimprovingdue
to the stable oil price. (iii) For India, its economyshowssign of recovery
with acceleratingGDPgrowth and improving PMI figures We believethe
disruptioncausedby demonetizationand GSTimplementationhasbegunto
fade. (iv) For China,we remain positive towards Chineseequity marketsas
| KA yrécovary is still underway and its equities are not expensive
comparingto other markets In short, we remain constructivetowards the
emergingmarkets,especiallyBRICin the mediumto longterm.

When will the party end?
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Still have a long way to go
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Victim of the coming central banks’ policy
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In Januaryinflation expectationsrose quickly. The 5y5y forward inflation 1
swapin U.S (a proxy of inflation expectation)increasedto 2.47% from 2017 12 2.34%
2.34% in December 2017. The U.S 10-year government bond yield 2 47% 10 12
therefore surgedto 2.7% from 2.4% in Decemberand causeddownward 2 4% 27%
pressureto bond price. The globalinvestmentgrade bonds,as measured AAA
by BloombergBarclaysGlobalCorporate¢ AAAtotal return Index, fell by 1.16%
1.16% Theprice of globalhighyield bond, asmeasuredby the Bloomberg ’
BarclaysGlobalHighYieldindex,only roseby 1.19% )( 1.19%
Froma macroperspective current marketsituationis not favorableto the
fixed-income securities On one hand, more and more countriesare now
enteringinto the tightening cycle Onthe other hand, some of the major
centralbanksmayturn more hawkishandspeedup the rate hikes TheFed
fund futures indicatedthat the U.S will likely have a rate hike in March, 3
and will have three to four rate hikesin 2018 Meanwhile, the Bank of 2018
Englandsignaledthat an interest rate hike is comingas early as May and 5
potentially larger than that of previouslypredicted so asto contain the
inflationary pressures For Eurozone EuropeanCentral Bank has already 1
cut its asset purchase program starting from Januaryand the market
expectsthat the programwould end in this year. Undoubtedly,the macro
trend is not favorableto the fixed incomesecuritiesandinvestorsneedto
be cautious Again,floatingrate note and inflation-linked bond are still our
favorablechoicesamongthis assetclass
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Attractive in terms of value
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9 dzN2 1 ecgndriicibackdrop remained robust based on the latest

economicdata The GDPgrowth for Eurozonein 2017 camein at 2.5%, 2017 GDP 2.5%

which is better than that of the U.S (2.3%). The manufacturingPMI and 2.3%

non-manufacturingPMI of Eurozonewere 59.6 and 58 respectively both 506 58
were higherthan its averagein 2017. TheCiti EconomicSurpriseindexof 2017

Eurozonewas 41.7, which meansthe economicdata of Eurozonewas 417

better than market expectation The leadingindicator suchas Eurozone
Economic Sentiment Index also revealed that 9 dzNB T @M &
momentum can be sustained Thoughthe economicgrowth is strongin
Eurozoneits inflation rate is still low. EurozoneDecemberCPlgrew 1.4%

o ~ 0,
YoYandthe core inflation rose 0.9% only. Similarto the U.S,9 dzN2 | 2 Slaoégo/cpl 14%
economyisinada D2 f RA A 8 Geiwhishasyakorableto its equity 70
markets

TheEuropeanCentralBank(ECBhad its meetingand pressconferencein

late Januaryand there wasno changein the monetary policy. Although 1

the ECBis moving toward an exit to its assetpurchaseprogram, the

monetarypolicywill remainaccommodativen the coming9 months ECB

indicated that there were three options regardingthe assetpurchase 9
program after September a sudden stop, a gradual tapering or an

extensionof the program Yet, the final decisionhasnot been made or

even discussedby the ECB For the Europeanequities, since (i) the

economic backdrop is robust, (ii) the expected earnings growth of 0)
Europearequitiesis high (estimatedearningsgrowth of the STOX&00in (ii) (2018
2018 is 3219, (iii) the monetary policy of Eurozone is still 600 32.1%)(iii)
accommodativeand (iv) the price is not expensivein terms of value (iv) (
(around 17.2x forward P/Efor the STOXX00 Index),we remain positive 172 )

to the prospectsof the Europearequities

Remain slightly positive in short term
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The Tokyo StockPrice Index and Nikkei 225 Index gained 1.05% and 2018 225
1.46% respectivelyin January,underperformedMSClworld Index (in 1.05% 1.46%

terms of JPY)by 1.16% and 0.75% due to the appreciationof JPY MSCI

During this month, the World Bank releasedits Global Economic 1.16% 0.75%

Prospectsreport and it forecastedthat the Japaneseconomywould 2018

grow by 1.3%in 2018 downfrom 1.7%in 2017. It is expectedthat the 1.3% 2017 1.7%
deceleration of economic growth may due to (i) the gradual ()

withdrawal of fiscal stimulusfrom Japanesegovernmentand (ii) the (il

moderatingexport growth.

Accordingto the economicfigures, Japaneseeconomyis still in the
period of expansion The ManufacturingPMI and servicePMI rose to
54.8 and 51.9 respectively,better than the market consensusWhile
the Japarretail salesincreased3.6%YoYin the lastmonth of 2017, the
highestgrowth rate since April 2015 Yet, the growth momentum of
Japaneseconomyhasfailedto contribute a significantrisein inflation.
Wi Llcgfelnflation rate rose only 0.9% YoYwhich was below the 0.9%

Bankof Japand . h Pota@det AlthoughBOJkept the interest rate 2% 1

and yield curve control policy unchanged at its January policy 1
committee meeting, it offered to buy an unlimited amount of long-

term Japanesegovernmentbond in late Januaryin order to curb the 10
rising10-yearsyieldsandachieveits inflation target.

548 51.9
2017
3.6% 2015 4

Going forward, the growth momentum is not solid though the
fundamentalof Japaneseconomyis improving,and the appreciation
of JPYmay act as a headwind against the Japaneseequities We
remain slightly positive towards Japanesesquities in short term but
neutralin the mid-long run.



Upside potential outweighs the downside risk
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Supportedby Chineseeconomicfigures, MSCIChinalndexrose 8.62% in MSCI
Januarywhile CSB00 Indexand ShanghaSECompositelndexrose 6.08% 1 8.62% 300 6.08%
and 5.25% respectively,in terms of RMB One of the strongestsectorin 5.25%
Chinesezquitieswasthe bankingsector. TheMSCIChinabanksindexrose MSCI

by 18.38% (in terms of RMB)in the first month of 2018 asthe market 22 7%

expected / K A yste&§ economic recovery will create a favorable
environmentfor Chineseébanksandthe valuationsare cheap

/| KA yekeoRainy grew by 6.8% YoYin 4, better than the market GDP 6.8%
expectation The outperformancewas mainly due to the investmentand

exportgrowth. ConsideringChineseeconomygrewat 6.9% YoYin full 2017, 2017 6.9%
it is the first acceleratedgrowth since 201Q overshootingthe official

0,
target of around 6.5% It indicatesthat the Chineseeconomyis in the 2010 6.5%
recoveryphase/ K A y¥dnsu@emriceindexrose1.8% YoYafter arise of 1.7%
1.7% in previous month, but it was still slightly lower than the market 70
consensusof 1.9% The trade growth remained strong in China, with 1.8% 1.9%
exportsand imports growingby 12% and 16% YoYrespectively Thelatest 12%
M2 growth came down from 9.1% YoYin previousmonth to 9% mainly 16% M2 9.1%
dueto Chinesed 2 @ S NJ/ delevsragingeffort. 9%

Lookingforward, we remain positive to the prospectsof Chineseequity
market Although Chineseequities have rallied significantlyover past 12
months, driven by the improving fundamentalssuch as earningsgrowth
and structural reform. Froma valuationperspective,Chineseequitiesare
not expensivecomparingto other developingmarkets Hence,we believe
that the upsidepotential of Chineseequitiesis larger than the downside

risk
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