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AlA Investment Management HK Ltd.

Eyeing on faster rate hike and balance sheet reduction
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The March FOMC minutes revealed long-awaited details of the Federal Reserve's
balance sheet reduction plan and signaled one or more 50-basis point increases in
coming meetings. The Federal Reserve (the Fed) is sending a strong commitment
to fight elevated inflation in the US. According to the latest economic data, the
consumer price index climbed 8.5% year-on-year (yoy) in March and the core

consumer price index also rose 6.5% yoy, the highest in around 40 years for both
indices.

As of the end of March, the Federal Reserve's assets stood at USS$S8.9 trillion, more
than double the amount compared with early 2020 when the central bank
announced its quantitative easing stimulus measures. With consideration of the
elevated inflation and tight labor market, the Federal Reserve signaled the
commencement of balance sheet reduction as early as May FOMC meeting with a
monthly cap of about USS60 billion for treasury securities and about USS35 billion
for agency mortgage-backed securities. Assuming a steady reduction of the
aggregate monthly cap of USS95 billion, the projected size of the Fed balance
sheet will shrink by near USS3 trillion by the end of 2024, which would be
equivalent to 12% of the US GDP. The Fed also emphasized potential adjustment of
tzhe runoff details in light of economic and financial developments.
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Projected path

In addition to the run-off road map, the Fed indicated a more aggressive move of USS billion Total Assets of Federal Reserve
rate hikes. It may become the first time in 20 years for the Fed to raise rate by 50 THREXT BiRRREE
basis points. With the shift in expectations, yield for 2-year treasuries edged higher 12222 pmmmmmmmmmmm———- >
than that of 10-year treasuries in early April. Comparing with that in April 2021, 2- 8000 '
year yield has been moving upward quicker than 10-year yield as the short end of 7000 :
the curve is more closely linked to movements of fed funds rate. 6000
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There are some fears in the market that the yield curve inversion probably predicts %

an imminent economic recession. But it should be viewed as a warning rather than 3.00

a reliable recession indicator. One of reasons behind that is the balance sheet

reduction of the Federal Reserve may likely drive yields higher on the long end. In 250

addition, the US economic fundamentals remain solid, and the above-trend growth

may continue, sustaining a strong labor market. 200
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Major Economic & Market News

Asia Pacific
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In March, the FTSE MPF Greater China Index went down by 4.4% in the HKD term.
Within the region, the CSI 300 Index was the underperformer, losing 7.8% in the
HKD term. In the onshore Chinese A-shares markets, consumer discretionary and
materials sectors underperformed due to concerns on surging Omicron cases and
rising commodity prices.

The Hang Seng Index lost 3.2% in March. The Hang Seng Commerce and Industry
Sub-index which is dominated by Chinese ecommerce firms went down sharply by
5.5%. Investors fretted that resurgence in coronavirus cases in China might prompt
more cities to lock down, hurting the earnings outlook of Chinese companies listed
in Hong Kong.

In local currency term, the Nikkei 225 Index recorded 4.9% monthly gain in March
and outperformed most of its major global peers. However, from the perspective of
US dollar-based investors, the gain was completely wiped out by the depreciation of
the JPY. Against the USD, the JPY depreciated by more than 5% in March. Although
the KOSPI gained 2.2% in March, economic outlook of South Korea remains
uncertain after the presidential election. In March, the IHS Markit South Korea
Manufacturing PMI dropped to a four-month low of 51.2 against the backdrop of
partial economic lockdown in certain cities in China and rising commodity prices.
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* The S&P 500 Index snapped a two-month losing streak and closed 3.6% higher in o EE%E@ FO0IE B R 7 E E W 1E A E’JTE&T& T=A 'fﬁm Uk
March. Market sentiment stabilised as cease-fire talks between Ukrainian and 36%° MiBIEXEEESEANBERIES 2B E N KA BILE
Russian officials were underway. Also, the 25 basis-point hike in the Fed Fund Rate ﬁﬁﬁ’q‘%ﬁf_ o 4N 7%H%?BE@*U%?EL%QS{@E%EE@WEE ' IR
was in line with market expectation. ﬁéﬁj‘%ﬁ’ﬁﬁ,ﬁ

* In March, US consumer price inflation accelerated to 8.5% year-on-year, the highest . =H fﬁ%ﬁﬁ%1ﬁ?§§ﬂ§$iﬂ[|8 5%, %lﬂﬂ'iu%ﬁ%gﬂi
yearly price increase in 40 years. Military tensions between Ukraine and Russia, the JE)?E'I’E o %3‘{% Tﬁzﬁﬁﬁﬁtﬁﬂ%_j(E/Hﬁﬂ%,m_\,EEZFE'ﬂ
world’'s second largest oil and natural gas producer, drove up energy prices and HWEESRERS  ESTE /J?\'TE*% W — S NE TIEERE S o
further worsened inflationary pressure. Economic outlook remains uncertain on the 4 lJ?E?EﬂELﬂE’J%?TWﬁ$ﬁEE'|’EE o =A TﬁlSM%’—i?ﬁ%
back of rising inflation. In March, the ISM Manufacturing PMI declined to 57.1, the ?‘, B8 AEIR S SIS 57 1 » 5520205 7L B USRI EAK KT o BRERE

lowest reading since September 2020. The University of Michigan Consumer
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Sentiment Index declined to more than a decade low of 59.4.
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Furope . BEHABRSASEEEMNESHRFEE - BONTES S
* The Euro Stoxx Index lost 0.4% in March and underperformed the S&P 500 Index :ﬂ BT E0.4% @ REBANEEZTFES00IEEH A A K225 -
and the Nikkei 225 Index on concerns about military conflict between Russia and IHS Marklt@’(nln__n%/\?‘” B IS B —(E A B MY55.508 2 ﬁ T/\
Ukraine. The IHS Markit Eurozone Composite PMI declined to 54.9 in March from t954.9 o i %BZ %EEF_’;@“%D /J?'Tfﬂ‘xtﬁﬁi'] é] 2 T
55.5 a month ago. Business sentiment in Europe was weakened by geopolitical BT o

tensions in Eastern Europe and rising energy prices.
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Financial Market Performance: Year-to-date Ended March
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Month-end Readings

Equity Indices BERIGE]
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Currencies (vs USD) ¥ (R£71)

Month-end Readings

YTD Change: %

A& FHNESE
Developed Countries 283Z %

Dow Jones BB H T Ti515% 34,678 -46

Euro Stoxx BT HT L= 158 435 9.2

Nikkei 225 HE& 1515 27,821 -3.4
East Asia 4p

CSI 300 #3005 8 4,223 -14.5

Hang Seng Index 1415 & 21,997 -6.0

KOSPI EBl4r & R BIEH 2,758 7.4
Developing Countries B S E %X

SENSEX HIERTHIEH 58,569 0.5

Bovespa EEFA g5 & 119,999 145

RTSI 2 HT AR BIE 1,021 -36.0

Month-end Readings
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10-Year Govt Bond Yields BIfE 2 (105FH))
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1.11 -2.0
1.32 -2.6
1.25 2.4
0.75 3.3
121.4 -5.2
6.34 0.5
1,212 -1.9
1.35 -0.1
28.62 -3.1
33.26 0.2

Month-end Readings

YTD Change: bps

Commodities Em BEE s
CRBEmIH 634 9.7
Oil (WTI) [FH{ER 101 335
Gold (LBMA) & B1& 1,942 7.5
Copper (LME) $i & 10,337 6.7

7

The information herein should not be used as the basis of any investment decision. 4~ X Fr & & ¥l R FE BIE A E MR ERK W ERE: -
[AIA — pilhis locument is intended for use by AIA International Limited and/or its intended recipients only. 2304 7 2 51 (9 & BHEH R FDIR B

S =M
Eurozone EBAJT&
Japan HZAK
China B

(ER) ERADREEUHESH -

BIEEE FHNESEE . BRI
2.32 80
0.62 81
0.22 13
2.80 2

Source BEFRIFKIR: CEIC
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Disclaimer & Terms of Use

This document is prepared pursuant to the request of AlIA International Limited for information purposes only. This does not take into account the specific investment objectives, financial situation
and particular needs of any persons. An investor may wish to seek advice from a financial adviser regarding the suitability of the investment product, taking into account the specific investment
objectives, financial situation or particular needs of any person in receipt of the document, before the person makes a commitment to purchase the investment product. Nothing in this document
should be construed as investment, tax, legal or other advice. References to specific securities are presented to illustrate the application of our investment philosophy only and are not to be
considered as recommendation by AlA Investment Management HK Limited (“AIMHK").

The information herein should not be used as the basis of any investment decision. This document is intended for use by AIA International Limited and/or its intended recipients only. It does not
constitute an offer to sell or the solicitation of an offer to buy any security or investment or advisory service, or a recommendation of any such security or service, that may be referenced on or
through this document. This document and nothing in this document shall be construed to be marketing or advertising for any security or collective investment scheme referenced in or through
this document and is not an invitation to acquire, subscribe, acquire an interest in or participate in the same. All views expressed and references to specific securities or investment are included for
illustrations only. No representations or warranties are given as to the reliability, suitability, usefulness, accuracy and completeness of the information.

The information contained herein (including opinions and views) is subject to change without notice. AIMHK, its directors, officers and employees accept no liability for any damage or loss,
including loss of profit, whether direct or indirect or consequential in respect of the use or reliance of any information contained herein and whether arising as a result of AIMHK’s negligence or
otherwise, if any. Past performance figures, and any economic and market trends or forecast, are not necessarily indicative of future performance of any strategy or portfolio. Investment is subject
to investment risks, including the possible loss of the principal amount invested. Financial markets are volatile and can fluctuate significantly in response to company, industry, political, regulatory,
market, or economic developments. These risks are magnified for investments made in emerging markets. No investment strategy or risk management technique can guarantee returns or eliminate
risk in any market environment. Diversification or asset allocation does not guarantee a profit nor protect against loss in any market.

Unless otherwise specified, all data is sourced from AIMHK. The information presented is for usage agreed between AIA International Limited and AIMHK. This document cannot, without our
consent, be reproduced, amended or circulated in whole or in part to policyholders and potential investors, for whatever purpose or reason. For the avoidance of doubt, this document must not be
used for sales presentation or illustration or like purposes. This document may only be used and/or received in accordance with the applicable laws in your jurisdiction.
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