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Sentiment improves

Hong Kong strategy: February outlook

Trade tensions, a global economic slowdown and the US Fed rate upcycle have weighed on global risk
appetite over the past few months. However, these factors did not deteriorate further in the first
month of 2019. As risk appetite rebounded, global stock markets surged in January. In February, we
believe the Hong Kong market will maintain its upward trend amid continued overseas funds inflows,
although volatility may rise as several important events could significant impact market sentiment
against the backdrop of a weakening global growth outlook.

Risk appetite recovers despite lack of economic data. At the end of 2018, many investors held a
pessimistic view about China’s domestic economy in 2019. However, given the lack of economic data
during Spring Festival, their outlook has yet to be verified. In addition, according to our macro and
banking analysts, some financial data, such as bank loans and total social financing, are likely to recover
at the beginning of this year, given the economic policies announced by Chinese government since last
July. Meanwhile, as the government continues to announce simulative policies to support the economy,
we estimate the market sentiment will remain upbeat until the NPC and CPPCC meetings in March. In
the US, important economic data such as 4Q18 GDP growth and PCE inflation rate were not released
before the latest FOMC meeting due to the partial government shutdown. Therefore, the Fed signalled
that it will hold back on interest rate increases and Jeremy Powell said the Fed will be “patient” and
“wait and see incoming economy data”. We note that in Hong Kong, the short selling ratio remain at
¢.21% in January, much higher than c.13% a year ago, as the Hang Seng Index surged nearly 10%,
indicating investor sentiment remains cautious this year despite the HSI gaining 8.11% over the past
month.

Overseas fund inflows. In our 2019 outlook report Law of attraction, we mentioned that overseas
funds are likely to return to emerging markets in 2019, as the Fed may slow down its pace of rate
increases and optimism about US-China trade negotiations is rising. In addition, the valuation of
emerging markets has lagged behind developed markets, especially the US market since 2013. We note
both global and global ex-US funds have decreased their position in emerging markets since that year,
falling close to the lowest level during the past decade. In addition, index companies such as MSCI and
Russell will probably increase the Chinese A-share weighting in their indices products, promoting not
only overseas passive investors, but also active investors benchmarking their indices to increase
positions in Chinese assets during the following months. We estimate index constituents, large- and
mid-cap names will benefit from overseas inflows. On the other hand, we note the trade negotiation
process will have a significant impact on their pace. Given the upcoming deadline of the 90-day trade
war truce between US and China, we recommend investors focus on the potential volatility of overseas
funds flows and the impact on the stock market.

Southbound favourites. As overseas investors are entering the Chinese A-share market, domestic
investors withdrew from the Hong Kong market in the past month, as they are concerned more about
China’s domestic economy. However, media & entertainment, non-banking financials, and
telecommunication sectors still attracted net southbound funds inflows in January due to the
improving policy environment. Meanwhile, domestic investors decreased positions in the banking
sector given weakening fundamentals and valuation overhangs. We still recommend traditional
infrastructure sector such as construction, and advanced infrastructure sector such as 5G. As many
local governments have accelerated bond issuances, we estimate the government will announce more
infrastructure projects to support the economy, improving the fundamental outlook and market
sentiment of these sectors.
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Fig 1: Hong Kong market short selling ra still at high level
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Fig 2: Global investors has historical low position in emerging market Fig 3: Global investors decreased their exposure on emerging market since 2017
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Fig 4: Domestic investor withdrew from HK market as overseas investor flooded into A-share market
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Fig 5: Trade negotiation process has significant impact on the overseas funds flow
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Fig 6: Utilities sector lagged behind other sectors in January, indicating the market sentiment rebounded
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Fig 7: Domestic investors flowed into media, non-banking financials and telecommunications, but withdraw from banking
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Information Disclosure :

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate
serves as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed
or any third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company
or the group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market
making activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of
the Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating,
etc. by issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant

disclosure materials or log into www.swsresearch.com for the analysts' qualifications , the arrangement of the quiet period and the affiliates’

shareholdings.

Introduction of Share Investment Rating

Security Investment Rating :

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight : Industry performs better than that of the whole market ;
Equal weight : Industry performs about the same as that of the whole market ;

Underweight : Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer :

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for
the sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up
explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.
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Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this
report. Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior
authorization by the Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by
any means, or be used in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein
are trademarks, service marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the
Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and
Futures Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the
laws of the Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling
within Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as
“Relevant Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this
document or any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and
Futures Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore
recipients of the report are to contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect
of any matters arising from, or in connection with, the report.
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