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REGIONAL MARKETS UPDATE

GREATER CHINA

China: Offshore (H) 5.0 Stars — Very Attractive, Onshore (A) 3.5 Stars — Attractive

GDP in 4Q 16 increased by 6.8% y-o-y, compared with a 6.7% y-o-y increase in 3Q 16

Caixin China Manufacturing PMI came in at 51.9 in Dec 16, up from 50.9 in Nov 16

Official Manufacturing PMI was 51.4 in Dec 16, as compared to 51.7 in Nov 16

CPI increased by 2.1% y-o-y in Dec 16, compared with a 2.3% y-o-y increase in Nov 16

PPI improved further to 5.5% y-o-y in Dec 16, rose up from 3.3% y-o-y in Nov 16

Exports fell by -6.1% y-o-y in Dec 16, compared with a 0.1% y-o-y increase in Nov 16

Industrial production increased by 6.0% y-o-y in Dec 16, compared with a 6.2% y-o-y increase in Nov 16
Taiwan: 4.0 Stars — Very Attractive

Nikkei Taiwan Manufacturing PMI rose to 56.2 in Dec 16, up from 54.7 in Nov 16

CPI fell to 1.70% y-o-y in Dec 16, as compared to a 1.97% y-o-y in Nov 16

Exports grew to 14.00% y-o-y in Dec 16, up from 12.10% y-o-y in Nov 16

Export orders declined slightly to 6.30% y-o-y in Dec 16, as compared to 7.00% y-o-y in Nov 16

Imports increased significantly to 13.20% y-o-y in Dec 16, up from 3.00% y-o-y in Nov 16

Unemployment rate (seasonally-adjusted) decreased slightly to 3.82% in Dec 16, fell from 3.84% in Nov 16
Hong Kong: 5.0 Stars—Very Attractive

Nikkei Hong Kong Manufacturing PMI improved to 50.3 in Dec 16 from 49.5 in Nov 16

Seasonal-adjusted unemployment rate remained at 3.3% in Dec 16

Foreign exchange reserves remained near the same at USD 385.1 billion in Dec 16 from USD 385.0 billion in Nov 16

MARKET OUTLOOK
China GDP growth remained strong in Q4 at 6.8% year-on-year beating market expectations. Fiscal stimulus, mostly in the form of infrastructure
investment, played a significant role in the growth stabilisation in 2016. Both the NDRC and the Ministry of Finance have improved their project planning
capacities and built long project pipelines spanning across a range of industries. Growth in the tertiary sector, which includes infrastructure, finance, retail
and real estate but excludes construction, also accelerated in 2016. But the real estate sector, one of the main growth drivers, has slowed down during
the past two months since the property market tightening policy released in October. Furthermore, both Caixin and the official manufacturing PMI remained
in expansion zone indicating the rebound in the manufacturing sector is sustained. And the increase in PPI will also certainly improve the profitability of
up- and mid-stream industries. However, China export growth slowed to -6.1% year-on-year in December, due to weak external demand. We believe
China’s economy will remain stable in the following months, though exports are unlikely to rebound in a short term due to global uncertainty.
In Hong Kong, the Nikkei Hong Kong Manufacturing PMI rose to 50.3 in Dec 16 from 49.5 in Nov 16, returning to expansion mode after 21 consecutive
months of decline. The improvement was driven by an increase in firms purchasing activities, suggesting an anticipation of higher demand over the coming
months. However, demand from mainland China remains weak may signal a downside risk ahead. The seasonal-adjusted unemployment rate remained
unchanged at 3.3% in Dec 16. During the fourth quarter, according to Labour & Welfare Bureau, total employment increased by 10,700 to 3,817,000, and
the labour force also increased by 2,200 to 3,939,100. We are expecting the labour market to remain tight in the near term and external uncertainties may
impact the local economy.
In Taiwan, industrial activities strengthened in December, with the PMI rising to 56.2 from a prior 54.7 in November. Besides the PMI, the unemployment
rate (seasonally adjusted) and trade data also draw a positive picture of Taiwan economy. Due to more university graduates landing jobs in the month,
the unemployment rate (seasonally adjusted) in Taiwan fell to a 15-month low in Dec. Exports grew to 14.00% year-on-year and imports was up significantly
by 13.20% year-on-year in Dec because of the Christmas season. Although CPI and exports orders declined slightly, they were still within the acceptable
level. Therefore, we remain optimistic about Taiwan’s economic outlook. Certainly, since US President Donald Trump was inaugurated on 20 January, the
impact of the Trump administration on the trade-reliant economies, such as Taiwan, warrants further monitoring.
As at 26 January 2017, the CSI 300 Index is currently trading at estimated PE ratios of 12.8X and 11.4X based on estimated earnings in 2017 and 2018
respectively, a discount to its fair value of 15.0X, while the HSML100 Index is trading at 9.6X and 8.7X (based on estimated earnings in 2017 and 2018
respectively) as compared to our fair PE of 13.0X as of 21 Jan 2017. We continue to favour H-shares relative to the onshore market. We maintain our 5.0
Stars “Very Attractive” rating for the offshore Chinese equity market. Taiwan is trading at estimated PE ratios of 13.5X and 12.6X based on 2017
and 2018 earnings estimates respectively, below our fair PE ratio of 15.0X. We maintain a 4.0 Stars “Very Attractive” rating for Taiwan. Lastly, the
Hong Kong equity market is currently trading at 11.7X and 10.7X based on 2017 and 2018 estimated earnings. Therefore, we maintain our 4.0 Stars
“Very Attractive” rating for Hong Kong.
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