JL Advisers Limited
EERMARAE

7 5% I [ B P 15 3 5 e R 11 25 i 2 i)

Is a global investor based investment advisory company provides professional
financial services

JL7 BN Y =37 m—r HUEERANO T OO —E 221 HRE LA b

EYN JEL 1iicacEE SN

Our clients include institutions, corporations and individuals

LEESWEAEY i Eod< EXEE g TN fa< e

FRAEAS [l 1) RS IR 755 B s
We provide different kinds of professional services and products

H5P B LN S DEMM EY — AL R Z R

RS el < BB OR B af) o0 i s, R E N T e KB Il ¥

Services include Financial Investment & Insurance Advisory. We share you our market insight
and analysis for better investment performance
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Wealth Management service platform - our professional team assists you for
the best Financial Planning
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2016 was a difficult year to the global
financial markets. The market worries about the
new US president Donald Trump’s unique charac-
ter. People are concerned about his policies to
end trade deals and impose tariffs on China
would negatively affect the markets especially
the emerging markets. The market believes the
Trump's reflation policies and the increasing of
the rate hikes in the US pushing the dollar to
higher level giving pressure to the Asian equities
including Hong Kong.

The weakening RMB, the falling of the
foreign reserve in China and Donald Trump’s Joe Law
possible trade tariffs hike on China’ imports
making the Chinese market more difficult. GDP
growth in 2017 seems to be decreasing with less
significant short & medium term policies to raise the investors’
confidence on the mainland. Hong Kong and Chinese stock
markets are difficult with sluggish trading volume and lack of
strong support.

BREXIT is another uncertainty to the global market.
Britain’s departure from the EU is to be triggered soon move on to
the Article 50 process where people are to wait and see the nego-
tiations between England and the EU. Besides, the forthcoming
talks with the US, Japan and many other trade partners are to be
discussed to secure the country’s benefits but nothing can be
confirmed.

In Japan, PM Abe Shinzo is doing not bad with relatively
high support from the Japanese people. Abenomics’ arrows
couldn’t hit the target by the end of 2016. The 2% inflation target
is far behind the recent position. Wages increase is also another
hurdle to the BOJ. Japan's monetary policy stance may be kept at
the recent level continue with its Quantitative Easing. Fund flows
due to the stronger global demand into Japan may push up the
Yen with negative impact on the Japanese stock market. Negative
interest rates will be kept by the BOJ with the Trump’s factor may
worry the business environment and the investment confidence
between the US and Japan. Tourism is still a very hot topic in the
country with many more foreigners visiting. Commercial proper-
ty investment demand is still very strong not only from the
domestic players but also the foreign institutional investors.

In Hong Kong, the overheat property market is still hot.
The market was reported to peak out but with less supply and
stronger demand further pushing up its record high. Our proper-
ty investment team have started an in-depth research on HK prop-
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erty market explaining one
of the reasons behind is the
strong Chinese purchasing
power. Despite the new
stamp duties launch in
November, there is still no
sign of market cool down. A
detailed report “Hong Kong
Property Market Updates”
from our expert team tells
the situation and outlook of
the HK property market.

Insurance policy purchas-
ing power in Hong Kong
also increasing hit the
record high in 2016. In 3Q
2016, new life insurance policies reached
HKD132.2 billion (48.9bn were from the
mainland Chinese, +161% yoy). The RMB
depreciation, asset transfer and the recog-
nition of Hong Kong good quality insur-
ance products were the main reasons. The
PRC government stopped the mainlanders
from using Union Pay cards for the insur-
ance payment to curb the money outflow
from the country which shocked the
market. See what the Chinese people be
doing in the following months as their
slogan always be “Government has his
Policy, and We have our Strategy”.

In the wealth management space,
Chinese, Japanese are still the most
welcome investors in Hong Kong. The Yen
& RMB weakness, the tax hike trend, low
investment yields, tightening government’s
control, lack of investment variety in their
home countries further enhance their
appetites parking their money into Hong
Kong. But the further tightening AML
(Anti-Money Laundering) measures by the
regulators impede them to open bank
accounts and purchasing financial prod-
ucts. We expect more investments in the
form of corporations or private funds can
be seen in the short future.
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Shanghai A share index opened at its highest point in 2016 (3703) and made a deep dive to year low 2760 on 27 Jan
and managed to stay above it for the whole 2016. On Nov 29, it reached the highest point at 3456 since its low on
27 Jan and turned south again. 3249 was its final position at the end of the year.
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The volativity of the index was shrinked and seemed to be quiet for quite a period.
ATV IADRTT VT2 dHi N —E M & BB LS5 Th o7,
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Harmonic pattern analysis N—F =7/ \2—2 73}

In 2017, we will employ two possible models with harmonic pattern analysis and look for a trade
opportunity with better risk/reward ratio.

L 201 TERICNN—F =y I —2 i IO ATREE D H 2 - DDETF IV ERAL. LD RV T—R-
YA LA ThL—ROBEEEH STV,

Model 1 : Bearish BAT pattern 5 /)L 1: X7 YU aBAT/ A —

£ 3950
3900

Projected D - 3730
Price Reversal Zone (PRZ) 3690-3790 F 380

F 3800

3750

£ 3700

- 3650

UPSIDE E 3500
(3690/3780) - 3250 E 3550
~=440-530 points E 3500

N 1TIIIIII I A e L 3450

£ 3400

F 3350

3249 - Close 3300
L1 (Dec 30)
T

"B 3200

“"E 3150

3108 - break down this level may E 3100

3050
3000

£ 2950

2900
L 2850

- 2800

E 2750
2700
= 2650
2600
2550

T T T T T T T T T T T T T T T T L T T T T T T T T T T T T T T T T T T T T T T i
sep Joct' ' Nov | |Dec [2016 " Jreb’ [war ' Japr fway " fun’ " o Jaag” " Teep Joct' [Nev | |pec 2017 * Feb | |mar Tar " Tway” " oun " Jadg’ | Jeen Joct' " Jnov' | Jpe

Model 1 take a bearish leg from late 2015 (3856) to 2016 Jan (2760) as XA, a rebound of magnitude of around 38.2%
of XA, 2760 to 3241 (Apr 2016), as the AB leg. Following that we had a 61.8% retracement to C from B (2910 in May
2016). Thereafter, the index broke up point B in Aug/Sep which would likely to constitute a possible formation of bear-
ish BAT pattern, with a projected D to 3690-3790 (Price reversal Zone).

If the model will manifest, there is a potential rise of 440-530 points from the 2016 closing (3249). The model will fail
if the index break down 3108 (most recent bottom pivot in Oct).

With this potential XABCD structure, if we opt for a long in the index at 3249, with a profit target of 3690-3790
(projected D) and stop loss at 3108, the risk reward ratio is around 3.1 to 3.8. However, if 3108 was broken down before

D is reached, there we come to next model - bullish AB=CD
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MHCN61.8% VL —ARAYFLT W5, Z LT AT w7 AIF8H OHICBZ I "7V aBAT/ SZ— 2 VA RE/R T 4 —
A—a> 2B L, 3690—3790 K1 2 b (KHEY —>) DD FlEN 5,
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The name Bullish AB=CD pattern is not actually not bullish but a bearish one. In this possible pattern, the XA described
in previous model become the bearish AB leg; the BC leg was the 2016 Jan low (2760) to 2016 Oct high (3456), which
is exactly 0.618 rebound of AB. As the pattern name said -- AB=CD, the CD leg will be of same magnitude and direction
of AB and hence the potential D will be

3456 - (3856-2760) = 2360

TV aAB=CDEMHI N/ SZ—NF  RERICIE T VY 2 a TR AT Vw2 ThHh b, TO/Z—OR[FEMIE. TV
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VNI R0.618TH %, ZD/NZX—2DHHTAAB=CDE 5 5 K5I, CDIFABLE[AIERDIEE F A VEIC I 05 728 DOTEAER

EARA B
3456 - (3856-2760) = 2360 &7x%,

Once the pivot low point of 2016 Oct (3108) was broken down, this model may unfold. If this happen, we should wait
for a long until D is near/reached; Or wait to long until the index climbed back up above 3108 (and use the previous

low as stop loss exit).

20164F10HD3108 R+ > hDZH " —[E{(JJ 2 & COETIVIZKNL T HATHEM N DS, DG DISHE D, XIEiET
SETEMMSGOD . ATV IAMN3I08KRA Y (ETIV 1 TALY S R LTHWZZHE) % ER12ETROLEND
Do
(Jan 2017, by Technical Analyst LW)
(20174 1 A Bt HrfE 4 LW D)
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Industrial Property:

. For industrial space, the asking price just slightly increased in general for past few months especially for the less
than HKD 3 million transaction value. We believe that it could be driven from the investment for the small lump
sum amount.

. For rental side of the industrial units, the performance is also not as good as last year. Some tenants in our
portfolio operated mini-storage even asked for rental reduction.

. Carpark space is exceptionally hot for the past few months. Price could be pushed up for 20 to 30% within a
short time. However, the relevant rental performance did not rise in line with the transacted price. We strongly
believe that the price for this space would come down again if the rental did not follow. This short-term price
increase is mainly due to the Hot Money Flow, especially after the new measures announced.

We have also made several site visits over the past weeks to Shenzhen Centre and Hui Zhou to assess the
residential markets there. This is the first time we spent a long time to study the market potential. The reason for our
action is that we noted the increasing number of purchasing power in Hong Kong is from mainland China and this
trend has been spreading to various property spaces in Hong Kong, not only limited to high end residential side as
compared to few years ago. We are still in the process of studying and we need to make more visits to east side of
Shenzhen before we could form our view. We observed that investors in these areas had huge purchasing power and
they have a very unique appetite that they seem only interested in the first-hand market for residential properties. We
believe this will definitely have certain impact on the HK properties market.

. As the HK residential supply side is dormant by first hand market and transaction volume for secondary market
is too thin, the price for residential space could be pushed up easily in short term.

I
i,

After several rounds of visits to residential, industrial and commercial properties for past few months in Hong
Kong shortly after the announcement of new stamp duties in November 2016 (please refer to the *note 1 at the bottom),
we noted the followings:

Residential Property: :

. For mass markets in residential space, properties owners in secondary market are still having positive outlook on

In a longer run, we still believe that the residential market has a significant downside risk as most of the positive
fundamental factors for pushing up the price are not strong anymore. Based on our observation, the still strong
factor is from China investor purchasing power which is highly depending on China economy and properties
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their positions and not willing to cut the price yet.

Some aggressive second hand market owners even increase the quoted price with the view of passing the burden
of new stamp duties to potential buyers. We do not award of massive successful cases for past few months.

Increasing number of first-hand units from various sites are launched for the past few months. The double-digit
over-subscription seems no longer apply to new units offered to the markets even though developers only
launched small number of units after the new measures. The new measures ruled out those residential investors.

Nominal price for first hand market is still set at almost unaffordable level although the transacted price is just
slightly above the market after taking into all discounts offered.

Two interesting observations are that more first time buyers rushed to the market and they tend to buy big lump
sum properties from developers, comprising of a few units. We believe these are mainly due to the leveraging of
the tax benefit from the newly imposed rules.

There are still record high transactions in the secondary market, however, the volume is thin and some are just
because of the uniqueness of size and limited supply of the units.

For rental side, we observed that it has started the decreasing trend. It still takes time to prove our belief of peak-
ing out. We believe that this trend will be more concrete when the supply of units is flowing into rental markets
in 2017 and 2018. (side notes: we heard one exception for rental market during our site visit is that the splitting
room demand is still very strong and rent is still on increasing trend).

For non-mass markets, the price seems stable although the transaction volume is still at low level. We heard one
interesting observation from agent that increasing number of first time home buyers’ transaction happened in
this space after the new measures in November 2016. Again, we believe these are also due to tax benefit as first
time buyer.

sector performance in China.

In particular, we predict there could be a gap down risk for mass markets as the price has reached an unafforda-
ble level and the remaining purchasing power is just first time home buyers in Hong Kong following the new
stamp duties measures. The market is pending for a trigger point for starting the adjustment cycle.

We will visit the office and shops space for the upcoming few months and updates will be provided.

(*note 1) the newest round of measures imposed by government on 4 November 2016 mainly focus on the rise of the
stamp duty to 15% for all residential properties. It will replace the double stamp duties on residential properties with
the exemption for the first-time home buyers who are permanent residents.

(Jan 2017, by JLA Property Investment Consultant, renowned HK property investor, PY)
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The performance of the Hong Kong market over the past several weeks was broadly in line with our expecta-
tion, with the HSI touched to the lower bound of our expected level of around 21,800 by end of November and then

followed by a technical rebound to the recent peak at around 23,000 level.

This rebound actually caught many people by a surprise as the market consensus continuous to believe the
Trump’s reflation policies plus the increasing pace of the rate hikes in the U.S. would continue pushing up the U.S. dollar
to higher level which is good for the U.S. stock markets but bad for Asian equities, especially Hong Kong stocks. Combin-
ing with the concern over the RMB weakness, the falling of the foreign reserve in China, and Trump may impose high
tariffs on China’s imports, sentiment on the Hong Kong equities is extremely poor and people expect the liquidity will

keep flowing out from Asia and the HSI would keep falling to lower level in the coming months.

However, we are once again to hold a contrarian view against the norms. In the very near term, we might see
some corrections on the HSI again due to a technical rebound of the U.S. dollar. But in the medium term (holding period
of 2 - 3 months), we see the risk is more on the upside as we believe there is a good chance that the U.S. dollar will turn
weakness and Asian equities may rebound on back of the returning of foreign liquidity to Asia. There are several
reasons that we believe the U.S. dollar will turn weakness in the coming months:

1) Economic growth in the non-U.S. region is gaining momentum

a. The latest economic figures showed a continued economic improvement in Europe, Japan, and China.

b.  Eurozone Composite PMI and Business Confidence rose to 54.4 and 0.79 in December 2016, respectively,
the highest since 201 1.

c.  Japan's Composite PMI, Industrial Production, Leading Economic Index, Retail Sales, were all rebounding

in the 4Q 2016.

d. China’s Manufacturing and Service PMI were picking up strongly in the 4Q 2016. PPI returned to positive
growth since September 2016 which was a positive sign as this figure has a strong correlation with
China’s GDP growth.

e. The stronger economic growth in the non-U.S. region should provide support to the non-dollar currencies.

2) Surging inflation in the non-U.S. economies

a. Euro area inflation is experiencing the fastest growth in more than 3 years, up 1.1% in December 2016
(with Germany’s CPI rose sharply to 1.7% from 0.8% in Nov.), the highest since 2013.

b. U.K’s inflation in November was up 1.2%, the highest since October 2014.

o

Japan'’s inflation rate in November also recovered from -0.5% in 3Q 2016 to +0.5%.

d. Although it’s not the time to see the start of the rate hike cycles in the major non-U.S. economies, financial
markets are always forward looking, and, we believe market will start to price in the probability that the
ECB and Bank of Japan may need to abandon the low or negative interest rate policy as the risk of deflation
has largely disappeared and this will trigger a rebound of the Euro and Japanese Yen in the coming
months.
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Investors overestimated on Trump’s reflation policies.

a. Investors have already built in high expectations that the Trump’s economic policies would lift up both of
the inflation and economic growth in the coming years and this is one of the major reasons that sharply
push up the U.S. dollar since November 2016.

b. However, we have doubts on his fiscal stimulate plan and the tax cut plan (please see our Monthly News-
letter, 14th December 2016) and we believe Trump is overpromised. Those plans might not be able to
create too much immediate or long-term positive economic impact on the economy.

c. On the other hand, the tightening monetary policies by the FED will have negative economic effects which
might partially offset the Trump’s expansionary fiscal effects (especially if the size of the fiscal programs
might be far less than the US$1 trillion and the fiscal policy is usually have a lower multiplier effects on
economy).

d. Consequently, we expect investors will soon need to normalize their overestimated expectation on the
inflation and economic growth. Once they start to realize the truth, probably after the new administration
to get on board in January, the U.S. dollar might start to come under pressure.

If our expectation comes true, in coming weeks or months ahead, we might see a reversal of the Trump’s refla-
tion trades - a mild correction in the U.S. equities, falling bond yields, and appreciation of Asian currencies including
RMB. And all of these should be good to Asian equities.

Regarding the global systemic risk level, we haven't seen any major deterioration signal over the past several
weeks as global economy continues to improve with commodity prices keep rallying along with the rise of the U.S.
dollar. On back of the rates hike in the U.S., the TED spread has slowly climbed up to higher level since November but
it is still well below the last year’s high. We believe the overall risk remains low unless oil prices rebound to a level of

more than US$60 per barrel or the U.S. 10 year Treasury yield hits more than 3%.

Having said that, there is increasing concern on China’s latest foreign reserve level as capital keeps flowing
out from China on back of RMB depreciation. It is no doubt that this is one of the crucial factors that can affect the

global systemic risk level and we have to closely monitor on the situation.

However, even though the trend is deteriorating, we believe there is low chance of seeing a one-off sharp
devaluation or free float of RMB in 2017 (but if there is a trade war between U.S. and China this year, chance is getting
higher) and there is no immediate systemic impact on China given that China still have more than enough reserve level
to cover import and foreign debt payments. And don’t forget that China still have an annual current account surplus
of exceeding US$200 billion too.

According to the IMF’s foreign reserve adequacy metric, China probably need to maintain a level of around
US$1.8 trillion (with full capital controls) and US$2.8 trillion (no capital controls) in order to withstand a currency
attack. Given that China already imposed some tightening capital control policies (semi capital controls), we expect its
adequate reserves level may be somewhere in between the above range, probably around US$2.3 trillion and the
current level of around US$3.0 billion is still well above this recommended level. However, if the PBOC continues to
use foreign reserves to defend the exchange rate for too long, the gradual decline of its reserves will keep eroding

confidence.

Even though there is no immediate risk coming from the foreign reserve area, China is still full of many
well-known red flags, such as the entrusted loans problem, the NPL issue, shadow banking, property bubble, and so
on. Combining with the uncertainties from the Trump’s administration, it should warrant us to maintain the cash level

of around 30% in the portfolios for the short to medium term.

(Jan 2017 Monthly Newsletter, BASE Asset Management Co., Ltd.)
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Disclaimer

The information or market comments contained are for information purposes only. Neither the
information nor any opinion expressed constitutes an offer to buy or sell any securities or other
investment products. JL Advisers Limited accepts no liability for any damages or losses arising from
the use of the home page or its contents. If you are not an intended reader of this content(s), you
must not copy, distribute or take any further action in reliance upon it. We cannot accept responsi-
bility for the accuracy or completeness of this content(s). This content(s) could contain viruses, be
corrupted, destroyed, incomplete, intercepted, lost or arrive late. Any views or opinions presented
are solely those of the author and do not represent those of our company. The content(s) is intended
for information purposes only and is not a solicitation or offer to buy or sell securities or related.
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