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Financial markets in 2015 was a lackluster year. US S&P ended
the year down slightly. China and HK outperformed the others in
the globe in the beginning but fell sharply afterward due to the
PRC government’s excessive market interference (or “Violent
Market Intervention”) and the RMB devaluation in Summer. Euro-
pean market was not that bad, Japanese market was one of the
outperformers in 2015. Crude oil tumbled as a continuation of
the slide since 2014, the dollar rose, US treasury yield rates start-
ed shooting higher. Strong fund redemptions from the equity
space were seen running out of China & HK, moving from RMB to
HKD then USD. Some were parking into the safe currency zone

like Japanese yen.

For the outlook in 2016, it is going to be a difficult environment
from a global perspective. US FED'’s rate hike expectation and its
economy will be facing some challenges. Chinese economy will
struggle to regain momentum, RMB needs to gain back confi-
dence from the investors. The environment remains difficult for
the investors to assess like the China slowdown, FED tightening
cycles, further fiscal policy in the Eurozone. Euro’s negative inter-
est rates, possible QE increase in Euro and Japan, further oil and
commodity prices drop, refugee crisis in Europe, ISIS and the

terrorist activities.

Equities will be losing ground. We see many
more investors are seeking high or stable yield-
ed products. Hong Kong stocks at its low single
digit price earning ratio look attractive to accu-

mulate.

Japan’s Abenomics is loosing strength hardly to
achieve its inflation goal. Another QE increase is
expected this year further stimulating the prop-
erty investment in the country and overseas.
The Japan property investment boom may

sustain for some more time.

Jan 2016

Joe Law
Managing Director
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2016 New Year Greetings
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Outlook on Hang Seng Index 2016

2015 was an exciting year for all traders, yet it could be a nightmare to most individual investors in HK market. A very
strong breakout to the upside through the 5 years high since 2010 (25000) occurred in April and climbed up to as
high as 28500 but it remained above 25000 high only for less than 2 months. It was followed by a drastic drop down
to around 20300 in less than 3 months, with a magnitude of some 8000 points down to 20300. The range of move-

ment also broke the high of recent 5 years since 2010.
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Chart 1 - Support trend line analysis with HSI monthly chart.

From the monthly chart of HSI since 1999 above, we could notice that the two long term support trend lines (S1 -
support trend line in blue since 2011-Oct and S2 - support trend line in green since 2008-Oct) were both broken
down in 2015 August. Until the end of the year the index still could not climb back above the two trend lines - it was

a very bearish signal for the index.

By technical analysis, when a support trend line is broken below, we should then look at the next support trend line.
In chart 1, it will be the S3 line in red, which is the support trend line since year 2003 (SARS). According to this trend
line, HSI can drop to as low as 14000-14500 in year 2016. If the index were found broken down the 2015 low
(@20368), there is a high chance that the bears and the failed bulls will push the index down to this target. Bullish

fans should be very cautious this year.
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Apart from using the support trend line

harmonic trading pattern.
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analysis method, we further try to locate a more exact target based on
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Chart 2 — Harmonic analysis with weekly chart.

Chart 2 is a HSI weekly chart since 2006. In the chart, we may project two different harmonic patterns (the green
XABCD - a bullish cypher pattern and the brown XABCD - a bullish deep crab pattern). Both of the harmonic patterns
point to a D around 13700-13800, which are very closed to the long term trend line projection (14000-14500).

As a conclusion, in year 2016, there would likely be another market collapse which resemblance the one in 2015. The

magnitude of the downward force will have the index break below the low of 2011 (~16200) but hopefully not lower
than that of 2008 (10676). The most probable low for HSI will be around 13700-13800. This forecast will be voided if
the index can climb back above the brown C point (23500) in chart 2 - the high in 2015 Q4.
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Review from the Asset Management
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Market Update

As we are approaching to the year-end period, the HK
market was very quiet in the month of November and
continues to consolidate in a narrow range as expect-
ed.

However, after China reported the November’s foreign
reserve and trade figures, market sentiment in early of
December suddenly turned very bearish. Both figures
have triggered the selloff in most of the global equity
markets. China’s foreign exchange reserves posted
their third-largest monthly decline on record, dropped
US$87bn in November. As a result, it renews the inves-
tors’ concerns over a prolonged capital outflows from
China and RMB depreciation after a mild rebound in
October. However, we believe investors are overreact-
ed on the November'’s foreign reserve data and we
expect the reserve number will improve again in

following months, why?
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The huge drawdown in November could be
one-off-Indeed, the increasing capital outflows
pressure in the last month was well expected by
us as the whole financial world (investment banks,
analysts, media, and scholars) in November has
kept on saying that RMB would experience a
sharp depreciation after going into the IMF’s SDR
by the end of last month. Finally, capital outflows
picked up sharply last month as investors would
like to get out from holding RMB assets ahead of
the judgement day of the IMF’s decision. After the
RMB has been included into the IMF’s SDR, the
yuan has weakened slightly and it has remained
largely trading at a reasonable level since then.
So, we don’t expect we will see another month of
huge drawdown of China’s reserve in coming

months.
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2. US dollar weakness - The other factor that led to the

increasing outflow is the strengthening of the US dollar
on expectation that the Fed will raise rates and the ECB
will boost its QE program in December. However, after
the ECB president disappointing the market in early
December with the modest scale of its additional stimu-
lus, the Euro has rebounded and the US dollar also
dropped sharply. We expect the US dollar will continue
to fall further after the Fed kicks off the first rate hike in
mid of this month and it would ease down part of the

capital outflows pressure from China.

Currency effect - Part of the reasons for the reduction of
the reserve in November was due to the currency effect.
The sharp falling of Euro (4%) plus weakening Yen,
franc, and sterling in November already accounted for
about US$40bn of that reduction. With the sharp
rebound of Euro and weakening US dollar since early
December, it should give certain support to the Chinese

reserves in coming month.

Improving trend on export performance - Although
China’s November export growth continues to drop
(because of high base effect in 2014), the rate of declin-
ing is actually showing more stable signals and we

expect it will start to improve gradually in 1H16.

5. High level of trade surplus - Also, the current trade

surplus remains staying at around the all-time high
level, recorded US$54bn in November, the
seventh-largest surplus on record, and it is likely to stay
at the high level in coming months, which can continue

to provide a buffer for the capital outflows.

For the market outlook, there is not much change from

previous month. We continue to stay bullish on HK/China

equities in coming few months and the crucial factor will

be

the direction of the US dollar after the Fed meeting in

December (especially the direction of the US dollar against

Asian currencies), as it has direct impact on the global fund

flows, China’s capital flows, oil prices, commodity prices,

etc.
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Given to the fact that the policy surprise from the
ECB decision in early of December has already
triggered many traders to unwind their crowded
trades of shorting Euro and long US dollar, we
expect after the Fed decides to raise rate this
month, we might see more downward pressure on
the US dollar and a prolonged period of a weaken-
ing US dollar should be good to the whole Asia,
including HK/China.

However, we would like to draw the attention of
our clients to the fact that from now on until the
end of December, some of our stock holdings
might come under selling pressure as many funds
would like to clear up some holdings in their
portfolios at whatever prices before the year end
so as to improve the appearance of the portfolio or
before presenting it to clients. Nevertheless, this
kind of selling activities usually has no direct
relationship with the companies’ fundamentals but
it might create some negative impacts on our over-
all portfolios’ performance in December. However,
we expect prices will rebound to the normal levels

after the year end period.

For the global systemic risk level, we believe a
moderate weakening of the US dollar should give
support to the global commodity prices and ease
down some default pressure on those commodity
trading platform companies. However, on concern
over the Iran would start to add additional output
to the global oil market after sanctions are with-
drawn next year, the OPEC members recently
made a decision that they will maintain the current
production levels with no production limit has
pushed down the oil prices sharply to US$36 per
barrel. If the uncontrolled output from those OPEC
and non OPEC members continue to rise, we might
see a sharper fall in global oil prices and that will
create threats to many commodity-driven econo-
mies and the global high yield bond markets. As
such, we would continue to hold a relatively higher

cash level or around 30% in the portfolio.

(December 2015, Base Asset Management)
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Education & Seminars

JLA was honored being invited to give speech and seminar to some institutions, corporations

and groups on different topics in 2015.

The most impressive one was the HSBC Guangzhou Headquarter training seminar on Macro
Economics & Compliance. The middle management staffs very much enjoyed the discussion

with us especially on the global financial market changes.

In Japan, the one we had last year in Tokyo was a seminar invited by the Shukan Jutakushin-
bun (translated as Residential Property Newspaper Weekly) giving lesson to their students for
the International Real Estate Advisory Training. Japan is moving the same way as the main-
land China’s “Go Out Policy”, taping the overseas property markets especially those located in

the Asian countries.

With your strong supports, JLA will continue to share with you our experiences and market

views at schools, institutions and corporations going forward.
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Disclaimer

The information or market comments contained are
for information purposes only. Neither the informa-
tion 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 responsibility 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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