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As 2018, a year that saw market volatility heightened significantly, comes to an end, Nixon Mak, Managing
Director, Head of HK Pensions and Solutions Strategist, Asia Pacific at Invesco, shares his investment outlook for
2019.
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What is your outlook on asset allocation for 20197
In 2019, we prefer equities to fixed income because
the US economy is still doing well, which grew 3.5% in
Q3 following a 4.1% growth in Q2." The above-trend
growth was supported by domestic growth drivers.

We are relatively negative towards fixed income as
inflation has remained mild despite comparatively
strong growth and a low unemployment level similar to
1960s. With inflation still picking up, central banks may
continue to raise interest rates, which is theoretically
negative to bond price. Under this backdrop, we prefer
equities to fixed income.

Within equities, what is your view on developed
markets and emerging markets?

In the short run, we favor US equities in developed
markets over European and Japanese equities. US
corporate earnings exceeded market expectation by
27% in Q3 2018, which has remained attractive for
equity investors. On the other hand, economic data in
Europe and Japan have been mixed with no clear sign
at this moment that the growth of these economies
has stabilized.

We need to note that the rate hike has exerted a
bigger impact on US stocks. For example, out of the
250 trading days in 2017, only 10 recorded intraday
volatility of 1% or more, whereas in 2018, we have
already seen 51 days with intraday volatility of 1%
or more as of mid-November. This is the risk that we
need to be aware of going forward.

On the other hand, emerging market equities begin to
gain traction following their underperformance relative
to developed markets this year, which may lead to an
increase in our weighting.

Within fixed income, what is your preference?

As inflation picks up, the “lower for longer”
phenomenon in developed markets is fading away. As
the US raises interest rate, it could be a bumpy ride
for US high-grade bonds. High-yield bonds, on the
contrary, may fare better, but its performance has
been flat throughout 2018.
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Overall, if the growth of non-US countries shows signs of stabilization
in 2019, their monetary policies may become more neutral, possibly
posing challenges to fixed income markets.

What is your outlook on China?
| think the Chinese economy as a whole will be able to grow 6% to
6.5% in 2019.

There are two key observations. First, China's economy is
transforming from export-led to consumption-led. This is well-
supported by the government’s recent tax reduction.

Second, the Chinese government is relying on state-owned
enterprises (SOE) to support the economy, which is why we see
credit easing measures and the SHIBOR (Shanghai Interbank Offered
Rate) dropping from 4% to 3% in 2018.% Going forward, | expect
room for cutting banks' reserve requirement ratio (RRR) further
to support SOEs, which is down to 14.5% from 17%.® Further
reduction of the RRR will enable banks to free up more capital and
lend to SOEs.
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Global Investment Outlook
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Global growth to remain above trend
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Qil price retreat will support consumer appetite
RIKE S BCR AR TSR

Monetary policies around the globe remain
supportive
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Policy divergence among central banks to
support market liquidity and bond yield
HEEMEBRE S ET

Gradual increase in consumer price inflation

IR EREEFBRBEREE
Corporate profits benefit from globalization and
remain stable
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Consumer spending is still solid
FANERE E A SR EER

Private sector balance sheets continue to
strengthen

BOMSTAS T R R ETRER R AR IF— 3K
Economic outlook from ECB remains broadly
inline with expectation
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Falling euro allows exports to be competitive
B IR E AR

Cyclical recovery in earnings
REIRFHESE

Current accounts continue to improve
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Policy on hold from Bank of Japan
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Healthy corporate balance sheets
AERIRAES

Valuation below long-term average
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US dollar range bound
EARREBEMFEHEELRBETR
Fundamentals appear to stabilize after two
years of deterioration
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Valuations below long-term average
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Economic growth in mainland China has
stabilized
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Tax cut from China central government to
support consumption
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US China trade war escalates
fHERRELHE

Valuations around historical averages
MR BRI R TR

Signs of downward earnings growth

BTGNS EES TESE
Tightening labor market will keep pressure on
wages

EHRE TR B E S E LT
Cyclical recovery expectation will raise bond
yields
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Stock buyback has reached the peak
RIRFIZE LIRS SRS ZE

Increase in mortgage rates will weigh on
housing activities
BAHNRE SR REPE

Capital expenditure affected by trade tension
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Brexit uncertainty
BEAFITRH AR AR

Italy budget crisis remains unresolved
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Valuation not as attractive as before, driven by
an increasing proportion of companies beating
earnings expectation
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Stubborn deflation

BIMIHER, HISSEENER

Tight labor market dampens productivity growth
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Exports growth remains anemic
RITHE & BRI EEG R

Central banks have limited reasons to ease
monetary policy

HORESRMAIE

Slowdown in exports and capital inflows

SRITEMT REFE =

Banks are expected to see rising non-
performing loans

BHEEBHNE

High levels of corporate debts
BRI KRS

Weak domestic demand in Hong Kong
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Source: Invesco, as at November 26, 2018. 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: What is diversification?

Investment markets, especially equities, have been very volatile in
2018. Investors no doubt want to mitigate risk in this environment.
Diversification is a technigue that seeks to reduce risks by allocating
investments among various asset classes such as equities and bonds.
It is considered an important element of reaching long-term financial
goals while lowering risk.

Q: How can | achieve diversification?

Diversify among different asset classes

Different assets such as bonds and stocks normally react differently
to market events. A combination of asset classes may help lower an
investment portfolio's sensitivity to market swings.

Generally, bond and equity markets do not move in the same
direction. If an investment portfolio is diversified across both areas,
movements in one may be offset by the opposite movement in
another.

It is difficult to predict which asset class will go up or down. Some
studies found that in the long term, 90% of a portfolio’s returns
come from proper asset allocation.

F—  LEEER &S ES Table one: Types of mutual funds by asset classes

BRER—REBFREEHITHESEEES. BHEESNREEEESKE

A mutual fund that invests in debt securities normally issued by governments or

corporations. Investors of bond funds generally look for regular income streams.

BRERAME SN ENEERES. BETEESRKEREE.
A mutual fund that invests in local and/or overseas stocks. The objective is
primarily to seek capital growth.

—RBOEES, SHEBEB—HRENKRE, BFR/REWTIHIR, &g

e T
Bond fund
=5HS
Equity fund
REES . WAFIRAS

Multi-asset fund

A mutual fund that aims to provide some combination of growth, income, and
preconservation of capital by investing in a mix of stocks, bonds, and/or money

market instruments.

HRRR: FIE, 2018 £,

Source: Invesco, 2018.
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Diversify among different countries/regions

AEMENSHTSFILEHEESEMENE, BitoEIgss Financial markets in different parts of the world may not be highly

T EHE TR PR RIREE SR R R.

B, REFAUFBTENRRESHBEREGAS, 2B

correlated with one another, so geographical diversification may help
reduce a portfolio’s risk.

An investor could, in theory, construct a geographically diverse

W ENH. A, EREAEBMNMANNR, REHJUHEE portfolio using individual country funds. However, this would require

BHGRRHKESERERBER.

a great deal of research and effort and could be accomplished simply
by selecting a global fund.

F—HE, BRESMHEESTURARREEMES, NEHK . .
BEE—HE BRENRE, MERESIEESEIRE. On the other hand, country funds and regional funds can easily be

used to supplement a global portfolio and overweighting a single
region/country, while the global fund maintains diversification.

R DBER/HBESISHES Table two: Types of mutual funds by country/region

AR /i [= &[5> By country/region

B-ERES
Single-country fund

ERE

Regional fund

MEMSES

Emerging markets fund

REES
Global fund

ERR: FIE, 2018 £,

Source: Invesco, 2018.

4% Characteristics

BARESHE-—HARES, FARGERR (MER. FEMAE) #9E2

HE o

A country fund, or single-country fund, is @ mutual fund that holds a portfolio of
securities located exclusively in a given country such as the US, China and Japan.

REREUN. ENFFENERZ SN EEES.
A mutual fund that invests in securities of a particular region such as Europe, Asia,
etc.

FTERENEM. NTEMNAREERPHSNEEES. BENELEHHENR
, REMMERER, FETSESBEREASERNIRE.

A mutual fund that invests primarily in developing markets in Asia, Latin America,
or Eastern Europe. Emerging markets funds are generally considered a higher-risk
investment in view of size, liquidity, and development cycle of these markets.

RENBERBSNOERES, BEAREERHSTUNBRRREES.
A mutual fund that invests in securities globally. A global fund normally provides
investors with a diversified portfolio of global investments.
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Invesco Pension Employer Luncheon 2018

Invesco Pension Employer Luncheon 2018 was successfully held in
Hong Kong on October 31, 2018, welcoming pension employers
from different industries. The event was kicked off by Mr. Nixon Mak,
Managing Director, Head of HK Pensions and Solutions Strategist,
Asia Pacific, who delivered the welcome remarks. Dr. John
Greenwood, Chief Economist, then presented his outlook on the
global economy.

In the panel discussion, Nixon, together with Mr. Ken Hu, Chief
Investment Officer, Fixed Income, Asia Pacific and Mr. William
Yuen, Investment Director, shared their insights on the Asian equity
market, changes in interest rates and central bank policies, as well
as the benefits of using a multi-asset approach for a retirement
portfolio. All guests expressed satisfaction with the luncheon and
indicated strong interest for joining Invesco events again.
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Invesco won the Mystery Caller Assessment Award - Gold
Award

Invesco won the Mystery Caller Assessment Award by Hong Kong
Call Centre Association and Hong Kong Quality Assurance Agency for
the fifth consecutive year. This year we even won the Gold Award!
This award was once again a strong recognition of our excellent
customer services.

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 a great
motivation for Invesco's Services Team to strive further for service
excellence for our clients.

SIEEEFE R FRE [HE PR .

Invesco won the Mystery Caller Assessment Award for the fifth consecutive year.
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How can you avoid MPF surcharge?

By law, employers are required to pay their part of Mandatory
Provident Fund (MPF) contributions with a completed remittance
statement to the trustee on or before the contribution day, usually
the 10th day of the month following the end of the contribution
period.

Failing to pay the contribution — no matter 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 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.

So how can you avoid MPF surcharge? Employers under Invesco's
pension schemes have the benefit to use Invesco’s various e-channels
to submit contribution, then upload electronic contribution files via
Invesco's MPF employer login site instead of mailing the hard copy to
the trustee.

Employers can make MPF contributions payment through:
m  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 on how to pay the MPF contributions can be found in
the Frequently Asked Questions section on Invesco's MPF website.
Alternatively, employers can contact their Client Relations Manager
at Invesco to find out more on payment methods.

Chart 1: The contribution process

End of contribution period

v

Did the
employer
make contribution by
the 10" of the
following
month?

Yes
->

Employer’s obligation fulfilled

The employer has defaulted on the
outstanding contribution. A default

report will be submitted to the
MPFA the following month.

\/

The MPFA will collect a surcharge
of 5% of the defaulted outstanding
amount to the employer.

Source: Invesco, for illustrative purpose only.
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Unless otherwise stated, sources are from Invesco as at December 1, 2018. 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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