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Global equity and bond markets were under pressure in the first half of the year.

The market downturn and volatility were mainly driven by global economic
slowdown, elevated inflationary pressure, and interest rate increases by central
banks. In addition to a potential recession in the US, socio-economic issues in
Europe and economic vulnerabilities in emerging markets weakened investors’ risk
appetite. In this article, we will shed some light on these topics.

The US CPI inflation climbed to a 40-year high in June. In an attempt to bring the
persistent high inflation under control, the Federal Reserve quickened its pace of
interest rate hikes. The aggressive policy tightening caused concern about a
potential recession in the US. Despite the recent softening of some economic data,
US economic fundamentals remained solid. The financial position of both
corporates and households looked reasonably healthy in general. The overall
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indebtedness of US corporates was not stretched. In addition, jobless rate stayed

steady at post-pandemic low of 3.6% in June and the number of job openings was
almost two times that of job seekers. These would help reduce the risk of an
imminent economic recession.

The euro fell to parity with the US dollar in July for the first time since 2002. To a
certain extent, it is reflecting the negative outlook on the economic growth in the
region. Apart from the sharp increase in inflation worldwide, there are a couple of
risk factors that are more specific to the region. First, Germany as the largest
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economy in the Europe was badly dragged down by the record inflation and supply-

chain disruptions. Its economic recovery was slower than the rest of Europe.
Second, according to Eurostat, the overall public debt to GDP ratio of the region
rose significantly from the end of 2019, despite some moderation in 2021. The
public debt to GDP ratios of the peripheral nations surpassed their previous peaks
in 2014 and 2015. More importantly, the geopolitical conflict between Russia and
Ukraine continues to negatively impact the European economy.
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The recent incident of Sri Lanka revealed some structural weaknesses in emerging
economies. Its public debt picked up from 84% of GDP in early 2019 to over 106%
of GDP in 2021. External debt service payments by the government also exhausted
its foreign exchange reserves. Weak public finances and inefficient economic
policies were the key reasons of its economic downturn. Moreover, a strong US
dollar environment is one thing that deserves more attention. Historically, emerging
markets usually underperformed when the US dollar appreciates due to developing
countries’ reliance on the US dollar funding.
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Major Economic & Market News

Asia Pacific

* In June, the FTSE MPF Greater China Index went down by 1.1% due to the sharp
correction in the Taiwanese market. Chinese companies, however, did well with the
HSCEI (the offshore index of Chinese companies listed in Hong Kong) registering
3.4% monthly gain. The onshore CSI 300 index jumped by 6.7%. Investors are
encouraged by the gradual easing of COVID-related restrictions and the central
government’s pro-growth economic measures. China saw both of its composite
PMIs (official and Caixin) rebounded back to the expansionary territory in June.

* The Hang Seng Index rose 2.1% in June after gaining 1.5% in May. The Hang Seng
Commerce & Industry Sub-index jumped 3.5% as the earnings outlook for Chinese
companies listed in Hong Kong improved after China gradually eased the counter-
COVID measures and started to stimulate its economy.

* The Nikkei 225 Index recorded 3.3% monthly loss in June. From the perspective of
US dollar-based investors, the loss was more severe because the JPY in June
depreciated by more than 5% against the USD. Bank of Japan at June's policy
meeting vowed to maintain its ultra-loose monetary policy. South Korean economic
activities weakened due to rising inflationary and rate hike pressure. The KOSPI fell
more than 10% in June as investors worried that slowdown in global economic

activity would reduce demand for electronic products.
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* The S&P 500 Index slumped 8.4% in June as investors became increasingly risk o ?ﬁﬁ%ﬁﬁﬂﬁbﬂﬁE@%%TT&%%?@@E@%%’E ) *gz;ﬁ_ﬂé‘zﬁg
averse against the backdrop of accelerating inflation. In May, the headline CPI 500?‘aﬁ§ﬂﬁﬁﬁfﬁﬁ¢g—ltft9§8.4% o ﬂﬁ{ﬁ%ﬁ%iﬁ%%%ﬁﬁﬂﬁ%‘sﬂ
inflation accelerated to 8.6%, the highest yearly price increase since 1981. Z86% » 51981 EB@KE’J%%E’JEEE@E o

* Run-away inflation and interest rate rises also pummelled consumer confidence. In o %JLE/‘JEET gggg%nﬂgtﬂﬂ% THEHEBEWELD ~NA ﬁ\ggﬂﬁ
June, the University of Michigan Consumer Sentiment Index dropped to 50, the KESEBEELNIEHERES)  BEREURHEEKTE - £ZH
lowest level on record. The Conference Board Consumer Confidence Index also fell Conference Board BB EENIEHBRE87 B+ ~EAKRY
to 98.7, the weakest in 16 months. EEAT o

Europe oM

«  The Euro Stoxx Index lost 9.5% in June and underperformed the S&P 500 Index and o BUMETERIBEHR ASNAH TEIS% » RIBEBERIZEELFHS00IEH
the Nikkei 225 Index. The Eurozone economy remains vulnerable to Russia-Ukraine MBLK22515E - BitEKEE(NIAZIABEEEZHENMEERER
military conflict and rising energy prices. In May, the CPI inflation of the Euro area iR E o FAMEB T EEEYEEIRZIZZ88%MIFEF I
reached a record high of 8.8% year-on-year. Rising prices dented economic activity 2o [BRLEERYISZTRELIE  EEEHEEETESSEER
with the S&P Global Eurozone Composite PMI declining to 52.0 in June from May's HISERE B HI548ZE N AHHI52.0 o
54.8.
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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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