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With 2017 approaching an end, it is time for
investors to reposition themselves in the year
ahead. Paul Chan, Head of Multi-Asset & Hong Kong
Pensions at Invesco, discusses opportunities he
sees in global markets and what pension investors
should look out for.

2018 global market outlook

2017 has proven to be quite an upswing for

global equity markets, with the MSCI World Index
registering a 20.57% growth year-to-date!.

There has been significant recovery in the global
economy, as the US rides on what could become

its longest-ever period of economic expansion and
Europe revives on a cyclical boom. Japan's financial
markets have also shown signs of significant
improvement and surprised on the upside. On the
monetary front, the US Federal Reserve (Fed) has
signaled plans to continue tightening with rate hikes
and unwinding its balance sheet while the Bank of
England (BOE) raised interest rates for the first time
in a decade and the European Central Bank (ECB)
has announced plans for tapering in 2018.

A year of steady, moderate growth

In the year ahead, the global engine may

gradually run out of steam as markets are already
discounted and have priced in the base effect

from 2016. Global monetary conditions should
remain accommodative though with other major
central banks (e.g. China and Japan) continuing

to increase efforts in acquiring more assets and
creating credits. The Fed's three projected interest
rate increases in 2018 and balance sheet reduction
are well reflected and should cause little, if not no,
ripple in the market. A softened, yet still steady,
year-on-year global growth is anticipated, which will
favor global equities, in particular growth assets
supported by a business cycle recovery.

- ERRR: wEEM, SRR, BE2017411520H.

Note 1: Source: Bloomberg, total returns in USD as of November 20, 2017.
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Asia (ex Japan)

This region has seen an export-led economic
recovery throughout 2017. Korea's exports hit

an all-time high in September, for example, while
exports in Japan have increased for 11 straight
months, reversing a 14-month consecutive losing
streak?. Asian (ex-Japan) equities rose 40.17%
year-to-date?, and such performance is expected to
continue well into 2018. China, one of the biggest
exporters and commodity buyers in the world,
continues to present an attractive investment case.

In 2018, Asia's growth is expected to be further
supported by technological innovation and
widespread adoption throughout the region of new
productivity-enhancing processes?. In addition to
bringing in fresher, bigger growth, this technological
advancement may also benefit the old economy
(e.g. traditional manufacturing sector), which

may be reinvigorated into a new page of life. For
example, new technology such as automation and
the development of e-commerce has helped tackle
logistics barriers, improve efficiency, reduce cost
from middlemen and facilitate direct connection
between wholesalers and end clients. Under this
backdrop, investors should look out for economies
such as Korea and Taiwan, which have traditionally
been focused on exporting technology-related goods
like semiconductors.
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The US has been marked by a strong labor market,
robust financial conditions, a moderate inflation
growth below the Fed's target and stellar equity
performance in 2017, with the S&P 500 index
registering a 17.42% increase®. While the Fed
continues to normalize the interest rates and starts
to shrink its balance sheet, these should come as
no surprise as the shrinkage plan and 2018 rate
hikes have already been priced in by the market.
The geopolitical tension between the US and North
Korea may raise concerns, but the market has
largely shrugged off such worries in recent months.
With the third quarter GDP rising at an annual

rate of 3% and an ambitious tax reform program
expected to benefit domestic small- and mid-cap
companies with corporate tax cuts, the market
maintains a positive attitude toward the US market,
and the current business expansion is expected to
continue and may possibly become the longest in
history.

THEN, MSCIERAEEMN (BARRRSN 58, BmIMAETFT, #ME2017411520H.
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Note 2: Source: Bloomberg, data as of November 27, 2017.

Note 3: Source: Bloomberg, MSCI AC Asia ex Japan Index, total returns in USD as of November 20, 2017.
Note 4: This is discussed in more detail in my previous article published in the Q3 issue “Asia’s technology

development brings disruption to traditional industries”.

Note 5: Source: Bloomberg, total returns in USD as of November 20, 2017.
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Europe

Europe has enjoyed a round of export-led growth
in 2017 mainly by automobiles and commaodities,
with the third quarter GDP of Eurozone standing

at 0.6% on the back of solid earnings delivery

and outstanding economic data. The ECB earlier
announced the reduction of the bond-buying
program, suggesting strong uptick in the economy.
However, after a year of cyclically strengthened
empowerment, the momentum now shows signs
of slowing down. The base effect from 2016, in
commodities' case, has also started to wane and is
not likely to carry forward through 2018. For one,
oil price plunged to a seven-year low in early 2016
and the subsequent recovery through 2017 has
merely propelled it to the early 2015 level; which
is nowhere near the level prior to 2015¢. On top of
this, there is increasing downward pressure amid
renewed doubts over the extension of output cuts
by major oil producers. The tapering of the asset

LIRS (£, AT, EEIERBEEAHR purchase program may damage the newly revived

RERIEE, &R NI SRS credit growth in the region as well. Inflation will

Rk o - likely remain below target for the year ahead.
Meanwhile, the BOE raised its key lending rate for
the first time since 2007, citing improved economic
conditions. Further near-term monetary tightening
may be unlikely, however, given uncertainty over
pending Brexit negotiations.

HZ Japan

SEAARTRIE BTG SRESZ, BaAL##ER  Japanese equities surprised the market this year
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with a decent run that has so far resulted in
resilient price-to-sale and price-to-earnings ratios,
suggesting healthy corporate growth. The Tokyo
Stock Exchange Tokyo Price Index rose 22.42%
year-to-date’. A particular highlight came from the
consumer electronics sector, where unprecedented
global demands for gaming consoles and apps have
propelled big-time industry players such as Nintendo
and Sony, which are expected to see continued
demands well into 2018. Overall, the Japanese
financial market should continue to see support
from further government stimulus efforts following
a decisive parliamentary election win by Prime
Minister Shinzo Abe's ruling party. While the labor
market will likely remain tight in 2018, salaries are
on moderate rise with sufficient room for growth,
which indicates a possible come back for inflation.
Corporate governance continues to improve, and

a more stable yen will likely contribute to the
performance of exporters. That said, investors
should continue looking for currency-hedged classes
given the possible volatility of the yen.

JoEt, #HE2017%£11520H.

Note 6: Source: Bloomberg, represented by Generic 1%t “CL" Future, in USD as of November 20, 2017.
Note 7: Source: Bloomberg, total returns in USD as of November 20, 2017.
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Investment involves risks. Past performance is not indicative of future performance. Opinions and forecasts expressed
herein are based on current market conditions and are subject to change without prior notice. This document contains
general information only. It is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy
or sell any financial instruments. Nor does this constitute a recommendation of the suitability of any investment strategy
for a particular investor. While great care has been taken to ensure that the information contained herein is accurate, no
responsibility can be accepted for any errors, mistakes or comissions or for any action taken in reliance thereon.
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B<E Equity
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Moderately favorable
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B&&E % Less favorable
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SEERE US Equity
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BXOMARER Europe Equity

B&:5& 5% Less favorable
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Hi4 Neutral
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Asia Pacific ex J, H, C*

B& 55 3% Less favorable
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(B#)
China (Hong Kong)

B%:55% Less favorable
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SRS S EME Strategic asset allocation

FIZFA & Positive

B R T IGHR TSR

Dovish developed market central banks
ZEBBBERER

Steady economic expansion in the US
REVRFIHAHERS Sz 58

Rebound in energy and materials
prices

RATEREN G FARIER
Accommodative central banks policies
BARE PR IRIE

Low inflation risk

FAAEHENEER SRR EER
Private sector balance sheets continue
to strengthen

SERE L TR

Corporate profits benefit from
globalization

TR EN 1G5

Economic growth momentum
strengthened

RERRHESE

Current accounts continue to improve
BUMRITEIAIE A E L RIS
NBUFHES

ECB started QE purchases of
government bonds

BF IR ERR R

Cyclical recovery in earnings

HARITE RN RZIEE
Bank of Japan mulls more easing
ELERERERE

Healthy corporate balance sheets
fRERI R

Valuation below long-term average

BEARRREBAEMFESELIRE
(217 E

Fundamentals appear to stabilize after
two years of deterioration

fRERI R

Valuations below long-term average
AR AR A S R G2
Economic growth in mainland China
has stabilized

FI%FE K Negative

ISR REEREKIRER S
K

Low growth, low return with moderate
volatility

HEERRPERFIE

Valuations at long-term historical
averages

BIIERTE

Downward earnings growth

HEFRETFE

Valuation at multi-decade high
FIZEF et R LA

Record lows in rates and yields
AR R TR R B E S s
7

Cyclical recovery expectation will raise
bond yields

HEERRATEY

Valuation above long-term average
ERIBIRSISGEE

Below trend growth and inflation

FEIRERA R AREAE 3R

Brexit uncertainty
BAFISRITEN T REFIGN
Rising non-performing loans for the
[talian banking sector
KEFRFHES 1

Jobless rates stayed elevated

HEES), ZFITEHTHA
Downgrade in earnings amid strong
yen

BAEEZ R E

Stubborn deflation

BIMHER, HIFSEENER
Tight labor market dampens
productivity growth

HRELHE

Gradual slowdown in growth
HOERMDAZA

Exports growth remain anemic
HITHE KB ECRINIER AR
Central banks have limited reasons to
ease monetary policy

fR{EFHE R

Valuation above long-term average

SRITEMAT R EFT e

Banks are expected to see rising non-
performing loans

EERINE

High levels of corporate debts

Weak domestic demand in Hong Kong
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Source: Invesco, as at November 30, 2017. The strategic allocation is on a relative basis. Opinions and forecasts are based on current
market conditions and subject to change without notice. * J = Japan, H = Hong Kong, C = China (Mainland China)
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Q: How does the Long Service Payment and
Severance Payment MPF offsetting mechanism
work? The government has proposed to abolish
this mechanism; what are the updates?

RIBEE REIEOD , ERLEEHT, (RRD S &
SHEERARG SHEHE. BaRaFtoES
(RiEE) ABIR REIUEAESHAMBINRE
o, #EEH D IRFRER, B ETEERSNNR

Under Hong Kong's Employment Ordinance, an
employee is eligible for Long Service Payment
("LSP") or Severance Payment (“SP") from the
employer subject to certain conditions (see Table
1)8. The current Mandatory Provident Fund (MPF)

HRRB S, BRE. laws allow employers to offset these payments with
the accrued benefits derived from the employer’s
contributions, but the amount offset should not be

greater than the amount of LSP/SP paid.

x1: FRRERHSIBERNRE

Table 1: Eligibility conditions for Long Service Payment and Severance Payment

{815 § Entitlement B Severance Payment R EAfR#% < Long Service Payment

R RIRERMES IR READI24ER RIRER A NZRTDINEF
Qualifying period of Not less than 24 months under a Not less than 5 years under a continuous
employment continuous contract contract
RARFERET EERHSMERRE ESERE, BIIFENRUTERRE:
Conditions/ The employee is dismissed by reason of The employee is dismissed but:
Requirements redundancy B FEEEBKMEEERE

Not summarily dismissed due to his
serious misconduct

B FHEMmERE
The dismissal is not be reason of

redundancy
B EERRI R RS AEHRERE, BEEHRNEREL, Ea0HmE
HHEENEHZEETEH TIEEL

Employment contract of a fixed term
expires without being renewed by reason of

Employment contract of a fixed term
expires without being renewed

redundancy

REEFL 1 SFERREARIZE T

The employee is laid off The employee dies
& 8 R ERIE F i
The employee resigns on ground of ill
health

6558 5 A LR B B SFE MRt
The employee, aged 65 or above, resigns
on ground of old age

BRERR: IR, [MERGGIGERERS, $+—% ERERRPRES) , SMEHN20165F108,
Source: Labour Department, “A Concise Guide to the Employment Ordinance, Chapter 11: Severance Payment and Long Service
Payment,” last updated October 2016.
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RUTERERBRE S EHE, RERENDH
R ELENRERER (R&R2) .
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If the employer has paid the LSP/SP in full, this
amount can be offset by withdrawing from the
employee's accrued benefits derived from the
employer's contributions. If the accrued benefits
from the employer’s contributions are greater than
the amount of LSP/SP, the employer can get the
whole LSP/SP amount reimbursed. The remaining
balance of the accrued benefits after the offsetting
will be retained in the employee's MPF account.

On the contrary, if the accrued benefits are not
sufficient to offset the LSP/SP paid, the employer
can only be reimbursed with the exact accrued
benefits from the employer’s portion. (see Table 2).

Note 8: An employee cannot be simultaneously entitled to both long service payment and severance payment.

5
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F:2: RHERNHREESS /EERNER
Table 2: Scenarios of LSP/SP offset by accrued benefits

EESERERNRARG S/ BEERER: 50,0007

Amount of LSP/SP the employee is entitled to: $50,000

_ L5481 Before offset 1EEH1& After offset

&Rl REHFEPO M RE R : HEEHFER: 50,000/&7T
(EEaiESHEEBONER 60,0007t Amount offset: HK$50,000

EER ZIRARSES / Accrued benefits of the employer's

BEENFAZE contribution: {REZ B RS BA%E

Scenario 1: HKS60,000 10,00035T

Accrued benefits of the Balance of accrued benefits to be retained:
employer's MPF contribution HK$10,000

more than LSP/SP amounts

&iR2:
RERBESHAET MR
B PR RERG S/
ERERFER

Scenario 2:

Accrued benefits of the
employer's MPF contribution
less than LSP/SP amounts

R E BRI R R B -
40,0007t

contribution:
HKS$40,000

HRRR: RIE, EHRPAE.

Source: Invesco, for illustrative purpose only.

EAZ, HEHBUHREEHMETIETRZ®,
JRER LETERERSF BTSRRI %, mA
RETEREME IR E R SR E
EBREHI FFEFEER, BEREBNEERE
MEBAMZE. BNREERESEETNER, &
MRABN AR R SE TR,

Accrued benefits of the employer’s

#REHER: 40,0007
Amount offset: HK$40,000

(REBI R B ERREREE:

077t

Balance of accrued benefits to be retained:
HKSO

BEEI NN RIS S/ ERE:
10,0007&7¢T

Extra amount paid by employer in respect
of LSP/SP: HK$10,000

There has been much talk about the cancellation of
this offset mechanism in recent months since the
last Executive Council endorsed the government's
proposal, and incumbent Chief Executive Carrie Lam
also vowed to abolish the mechanism. While the last
government put forward a blueprint of how it should
be done, it is not clear whether Lam’s government
will follow through. As it is in the process of
gathering inputs from both the business and labor
sectors, we expect the government to come up with
a workable solution in the near future.

M AEmSMRSE, RREREENHAES
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Q: Who is entitled to the MPF accrued benefits
after an MPF member passes away? Can a
member name a beneficiary for his/her MPF
accounts?

Under the current framework, MPF members do
not have to name a beneficiary for his/her accrued
benefits in the MPF account. If an MPF member
passes away before retirement, the accrued
benefits become a part of his/her estate, and the
trustee will pay them to the deceased member's
personal representatives. If there is not one or

the representative is unwilling to act, the Official
Administrator, in accordance with the Probate and
Administration Ordinance, will “get in and administer
the same in a summary manner®.”

Those who joined Occupational Retirement Schemes
(ORSO) - retirement schemes provided voluntarily
by employers — may be requested to provide
beneficiary information, but this does not apply to
regular MPF schemes.

EF/CTR/2003/005, sa#lit A ELFHIERF, 2003F

Note 9: Source: “Personal Representatives of Deceased MPF Member,” Circular Letter: EF/CTR/2003/005,

Mandatory Provident Fund Schemes Authority, May 15, 2003.
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Invesco Employer Luncheon 2017

As an annual review of the year and outlook into

the next, Invesco Employer Luncheon 2017 was
successfully held in October, welcoming almost

50 pension employers in Hong Kong. This year's
featured speakers include Invesco’s Anthony Yung,
Head of MPF Sales; Paul Chan, Head of Multi-Asset &
HK Pensions; and Ken Hu, Chief Investment Officer,
Fixed Income, Asia Pacific.

Anthony kicked off the luncheon with a warm
welcome to all the guests, followed by Paul, who
addressed global equities and his 2018 outlook.
Ken shared insights and updates for global bond
market, and the luncheon was concluded with a
Q&A session, where guests had the opportunity to
talk to investment specialists and receive market
insights. All guests expressed satisfaction with the
luncheon and indicated strong interest for joining
Invesco events again.

HFrE A News & Updates
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Invesco won the Mystery Caller Assessment
Award again

Invesco won the Mystery Caller Assessment Award
by the Hong Kong Call Centre Association and
Hong Kong Quality Assurance Agency for the fifth
consecutive year! Under the witness of more than
600 guests, Invesco took home the Silver Award
and was once again recognized for its excellent
customer services at the award presentation and
gala ceremony.

The award aims to help participants, who provide
services over the phone or through online platforms,
to enhance their service level and refine best
practices. This prestigious recognition is great
motivation for Invesco's Services Team to strive
further for service excellence for our clients!
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How can you avoid MPF surcharge?

Nobody likes unexpected cost out of the pocket, but
employers may see their bills piling up if they forget
to attend to their MPF duty. By law, employers are
required to pay their part of MPF contributions with
a completed remittance statement to the trustee on
or before the contribution day, usually the 10" day
of the month following the end of the contribution
period.

Any failure to pay the contribution — whether the
payment is late or insufficient — will result in a
surcharge calculated at 5% of the amount of default
contributions, and it will be fully vested in the
employee's account. The trustee, required by law,
will report the delay to the Mandatory Provident
Fund Authority, which will issue a payment notice to
the employer to pay the contributions and surcharge
for the employee.

Employers under Invesco's pension schemes can use
Invesco's various e-channel to submit contribution,
then upload electronic contribution files via Invesco's
MPF employer login site instead of mailing the hard
copy to the trustee. There are a few ways employers
can make MPF contributions payment:

® e-Cheque

B Direct debit authorization (DDA). Employers
must ensure information accuracy on the
contribution files to process payment via direct
debit and there is sufficient fund in the bank
account for deduction.

B Telegraphic transfer. Employers must ensure the
contribution payment can be received by the
trustee on or before the contribution day.

More details regarding how to pay the MPF
contributions can be found in the Frequently Asked
Questions section on Invesco's MPF website. If in
doubts, employers can also contact their Client
Relations Manager at Invesco.

A= RE S B4 Your Trustworthy MPF Partner

) FIERE S =42 INVESCall Member Hotline: 2842 7878
=IEFEE4 INVESNet: www.invesco.com.hk/mpf
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Unless otherwise stated, sources are from Invesco as at November 30, 2017. Opinions and forecasts expressed herein
are based on current market conditions and are subject to change without prior notice. This document contains general
information only. It is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy or
sell any financial instruments. Nor does this constitute a recommendation of the suitability of any investment strategy
for a particular investor. While great care has been taken to ensure that the information contained herein is accurate, no
responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon.

This is a quarterly newsletter, should you wish to receive the softcopy regularly via email, please contact our INVESCall

Member Hotline at 2842 7878.

Investment involves risks. Past performance is not indicative of future returns. Please refer to the Prospectus for details,

including risk factors and product features.

This document is solely for use of the existing members of the Invesco Strategic MPF Scheme and Invesco Select
Retirement Fund only. Circulation, disclosure, or dissemination of all or any part of this material to any unauthorized

persons is prohibited.
This material is issued by Invesco Hong Kong Limited.

“Invesco” and “Invesco Hong Kong" stated in this document represent “Invesco Hong Kong Limited".
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