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FOMC signals Mar liftoff, runoff as soon as Jun

The U.S. FOMC kept the Fed funds rate at 0-0.25% at the Jan meeting, while
“expects it will soon be appropriate to raise” the Fed funds rate. It decided to end
its asset purchases in early Mar, as expected, and discussed balance sheet
normalization. We expect the FOMC to start raising Fed funds rate in Mar, and
may start shrinking its balance sheet as soon as Jun. U.S. growth stocks may
underperform value stocks, but China growth stocks may outperform.

B First rate hike probably in Mar. At the post-meeting press conference, Fed
Chair Jerome Powell mentioned raising the fed funds rate “at the March
meeting, assuming that the conditions are appropriate for doing so”.
Answering a question on the pathway of interest rate hikes, Powell said that,
compared to 2015, the economy is how much stronger and inflation is much
higher. This implies a faster pace of rate hikes compared to the last cycle.
Interest rate futures have priced in four hikes (100 bps in total) in 2022.

B Balance sheet reduction may begin as soon as Jun 2022. The FOMC
issued “Principles for Reducing the Size of the Federal Reserve's Balance
Sheet”. Chair Powell said the FOMC will discuss the balance sheet reduction
in more details in upcoming meetings. If the FOMC follows the footstep of the
previous runoff in 2017, it is likely to announce in the May meeting to start
shrinking the balance sheet in Jun 2022.

B U.S. growth stocks underperformed during rate hike cycles. We reviewed
the relative performance of U.S. growth stocks and value stocks during the
last three Fed funds rate upcycles, and concluded that U.S. value stocks
tended to outperform growth stocks before or during the initial phase of
interest rate hike cycles.

B Chinese stocks may outperform thanks to monetary easing in China. The
U.S. is going to raise interest rates while China is cutting rates, having cut
both the loan prime rates (LPR) and the medium-term lending facility (MLF)
rate. From the experience of U.S.-China monetary policy divergence in 2014-
2015, we expect Chinese stocks to react more positively than other major
stock markets to changes in monetary policies in coming months.

B China growth stocks outperformed when PBOC cut rates. In China, the
prospect of growth stocks and value stocks could be quite different to their
U.S. counterparts, primarily due to the divergence in monetary policies. In all
the previous three interest rate downcycles in China, growth stocks
outperformed value stocks.

B Prefer Internet, Healthcare & Construction Machinery sectors. Among
growth stocks, Internet sector may enjoy moderate re-rating as their significant
sell-off in 2H 2021 has priced in much of regulatory risks. Healthcare sector
may also outperform. Consumer sector may need to wait for the risks from
COVID and housing market to ease before turning strong. Among value
stocks, we prefer Construction Machinery which is set to benefit from
increased infrastructure spending by China.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Market Data

Hang Seng Index 24,290
52-week High / Low 31,183/22,665
3-month avg. daily t/o HK$126.6bn

Source: Bloomberg

Indices Performance

HSI HSCEI HSTECH
1-month 4.6% 3.8% -0.4%
3-month -6.7% -8.1% -15.9%
6-month -7.3% -9.0% -17.6%

Source: Bloomberg
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FOMC signals raising Fed funds rate in March

The U.S. Federal Open Market Committee (FOMC) left the Fed funds rate target range
unchanged at 0-0.25% at the Jan meeting, while “expects it will soon be appropriate to
raise the target range for the federal funds rate”.

B Tapering — Asset Purchasing ending in Mar

The FOMC decided to continue to reduce the monthly pace of its net asset purchases,
bringing them to an end in early Mar, as expected.

B Interest rate — First hike probably in Mar

For the first time since the pandemic, the FOMC statement said the Committee “expects
it will soon be appropriate to raise the target range for the federal funds rate”. At the
post-meeting press conference, Fed Chair Jerome Powell mentioned raising the fed funds
rate “at the March meeting, assuming that the conditions are appropriate for doing so”.

Answering a question on the pathway of interest rate hikes, Powell said in the press
conference that, compared to 2015, the economy is now much stronger and inflation is
much higher. This implies a faster pace of rate hikes compared to the last cycle (the
first hike in Dec 2015, the second in Dec 2016).

Figure 1: Key changes in FOMC statement — Jan 2022 vs. Dec 2021

The Committee seeks to achieve maximum employment and inflation at the rate of 2 percent
over the longer run. In support of these goals, the Committee decided to keep the target
range for the federal funds rate at 0 to 1/4 percent. With inflation ha:irg-exceeded well above
2 percent ferseme-time and a sirong labor market, the Committee expecis it will soon be
appropriate to maintainthis raise the target range for the federal funds rate. untiHabermarket

purchases
seeurities- bringing them to an end in early March. Beginning in Jargart February, the

Committee will increase its holdings of Treasury securities by at least $4820 billion per month

and of agency mortgage-backed securities by at least $2210 billion per month. Fae—

- The Federal Reserve's ongoing purchases and holdings of
securities will continue to foster smooth market functioning and accommodative financial

conditions, thereby supporting the flow of credit to households and businesses.

Source: Federal Reserve, CMBIS
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B Balance sheet reduction — Start as soon as Jun 2022

The FOMC issued “Principles for Reducing the Size of the Federal Reserve's Balance
Sheet”. Main points include 1) the Fed funds rate is the primary tool to adjust monetary
policy; 2) will start shrinking the balance sheet after the process of increasing interest rates
has begun; 3) in a predictable manner primarily by adjusting the amounts reinvested of
principal payments.

Chair Powell said the FOMC will discuss the balance sheet reduction in more details in
upcoming meetings (at least in the Mar and May meetings). Recall that in the previous
balance sheet reduction process, the FOMC issued “Policy Normalization Principles and
Plans” in Jun 2017, and then in Sep (the second meeting after the Jun meeting) announced
to initiate the balance sheet normalization program in Oct. If the FOMC follows the footstep
this time, it is likely to announce in the May meeting to start shrinking the balance sheet
in Jun 2022.

B Market has priced in four rate hikes in 2022

In recent weeks, following higher inflation numbers and more hawkish comments by some
Fed officials, investors have raised their forecasts for the fed funds rate. Interest rate futures
are now pricing in four hikes (100 bps in total) by the end of 2022.

Figure 2: Interest rate futures priced in four hikes in 2022
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Source: Bloomberg, CMBIS; as of 26 Jan 2022

U.S. Growth stocks underperformed during rate hike cycles

B U.S. Growth stocks weakened relative to Value

U.S. growth stocks have weakened relative to value stocks since early Jan 2022 (Fig. 3),
and may underperform further as 1) higher interest rates put more pressure on high-
valuation stocks, and 2) Financials benefit from higher interest rates.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 3: S&P 500 Growth vs. Value bucked uptrend
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Source: Bloomberg, CMBIS; as of 26 Jan 2022

We reviewed the relative performance of U.S. growth stocks and value stocks during the
last three Fed funds rate upcycles (shaded areas in Fig. 4):

e 2015 -2018: U.S. value stocks outperformed growth stocks during the early phase
(first 12 months / first two hikes) of Fed funds rate upcycle.

e 2004 - 2006: U.S. value stocks outperformed growth stocks for the majority of this
Fed funds rate upcycle.

e 1999 - 2000: U.S. growth stocks outperformed value stocks in this cycle, driven by
the tech bubble which eventually burst when interest rates were near the peak.
Value stocks did outperform growth stocks in the two months prior to the first rate
hike, possibly pricing in rate hikes in advance.

In short, U.S. value stocks tended to outperform growth stocks before or during the
initial phase of interest rate hike cycles.

Figure 4: U.S. Growth stocks vs. Value stocks & Fed funds rate
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Source: Bloomberg, CMBIS
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China Growth stocks outperformed when PBOC cut rates

In China, the prospect of growth stocks and value stocks could be quite different
from their U.S. counterparts, primarily due to the divergence in monetary policies,
i.e. the U.S. is going to raise interest rates while China is cutting rates, having cut both the
loan prime rates (LPR) and the medium-term lending facility (MLF) rate in Jan.

In all the previous three interest rate downcycles in China, growth stocks outperformed
value stocks (Fig. 5-7).

Figure 5: China Growth vs. Value stocks & China’s lending rate (2014-2015)
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Figure 6: China Growth vs. Value stocks & China’s lending rate (2012)
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Figure 7: China Growth vs. Value stocks & China’s lending rate (2008)
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Source: Bloomberg, CMBIS

B MSCI China Growth turning strong relative to Value

Technically, China growth stocks are showing early signs of strengthening relative to value
stocks, bucking a short-term downtrend, despite still being in a year-long downtrend.

Figure 8: MSCI China Growth vs. Value breaking short-term downtrend
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B Chinese stocks may outperform thanks to monetary easing in China

From the experience of U.S.-China monetary policy divergence in 2014-2015, when the
MSCI China Index surged despite the Fed tapering and thanks to the PBOC slashing
interest rates and RRR, we expect Chinese stocks to react more positively than other
major stock markets to changes in monetary policies in coming months.

China growth stocks is likely to outperform value stocks as interest rates in China
is going down. Among growth stocks, Internet sector may enjoy moderate re-rating as
their significant sell-off in 2H 2021 has priced in much of regulatory risks, in our view.
Healthcare sector may also outperform.
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\ 8 4 E PR

CMB INTERNATIONAL

27 Jan 2022

[ i fi -~ B W ®ooB
A Wholly Owned Subsidiary Of China Merchants Bank

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to US rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any US recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a US-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7



