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REGIONAL MARKETS UPDATE

US MARKET (2.0 STARS – NOT ATTRACTIVE)
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ISM Manufacturing PMI came in at 52.6 in Jul 16, down from 53.2 in Jun 16
ISM Non-Manufacturing composite came in at 55.5 in Jul 16, down from a 56.5 reading in Jun 16
Nonfarm payrolls rose by 255,000 in Jul 16, after an upward-revised 292,000 increase in Jun 16
Private payrolls rose by 217,000 in Jul 16, after a downward-revised 259,000 decrease in Jun 16
Unemployment rate remained at 4.9% in Jul 16
Factory orders fell -1.5% m-o-m in Jun 16, after a downward-revised -1.2% decrease in May 16
Advance retail sales came in at 0.0% m-o-m in Jul 16, after an upward-revised 0.8% m-o-m increase in Jun 16
Excluding autos and gas, retail sales fell -0.1% m-o-m in Jul 16, after an upward-revised 0.8% m-o-m increase in Jun 16
Industrial production rose 0.7% m-o-m in Jul 16, after a downward-revised 0.4% m-o-m increase in Jun 16
Leading index posted a 0.4% m-o-m increase in Jul 16, after a 0.3% increase in Jun 16
Housing starts registered a 1.211 million annual rate in Jul 16, after a downward-revised 1.186 million annual rate in Jun 16
Building permits registered a 1.152 million annual rate in Jul 16, after a 1.153 million rate in Jun 16
Existing home sales fell -3.2% m-o-m in Jul 16 to a 5.39 million annual rate, after a 1.1% m-o-m increase in Jun 16
Consumer confidence index at 101.1 in Aug 16, up from a downward-revised 96.7 reading in Jul 16
Based on the S&P/Case-Shiller Composite 20, US home prices rose 5.13% y-o-y in Jun 16, after an upward-revised 5.25% increase in May 16

MARKET OUTLOOK
Earnings estimates for American companies (as represented by the S&P 500 Index) on aggregate saw little changes over the month – with 2016’s
estimated earnings revised -0.3% lower while 2017’s estimated earnings were lowered -0.2% (as of 29 August 2016). Year-to-date, 2016’s estimated
earnings have been lowered by -5.4%, while 2017’s and 2018’s estimated earnings were lowered by -5.1% and -3.7% respectively. Month-to-date, the
US energy sector saw the heaviest downgrades, with their earnings for 2016 revised -12.0% lower, with companies like Occidental Petroleum, Phillips
66, Tesoro Corp and Apache Corp seeing heavy downgrades in their estimated EPS over this period. US IT companies saw upward earnings revisions
month-to-date, with their earnings for 2016 and 2017 revised 0.6% and 0.7% higher respectively. The consumer staples sector also saw slight earnings
upgrades, while US financials saw slight earnings downgrades over the month. With earnings season for 2Q 16 almost over, US companies have as a
whole beat their earnings targets, with the health care and IT sectors seeing the most positive earnings surprises. 2Q 16 was the fifth consecutive quarter
of reported earnings contraction, but the consensus expect earnings growth to rebound in the third and fourth quarters of 2016.
With regards to recent economic data from the US, the ISM manufacturing PMI came in at a 52.6 reading in July, slightly below consensus expectations
of 53 and June’s reading of 53.2. A breakdown of the data's various components revealed that new export orders, new orders and employment readings
all fell in July, while inventories rose slightly. Additionally, the prices for materials that manufacturers pay for eased from June, with the ISM Prices Paid
Index coming in at a 55.0 reading (from a prior 60.5). Services, represented by the ISM Non-Manufacturing PMI reading, came in at 55.5, below consensus
estimates of 55.9 and June’s 56.5. In terms of employment data, nonfarm payrolls in July came in at 255,000, above expectations (of 180,000) but below
June’s number. The gain in nonfarm payrolls was broad-based, including manufacturers, health-care, retailers, temporary-help agencies and hospitality.
The total revisions added a total of 18,000 jobs to overall payrolls in the prior 2 months. Consequently, the unemployment rate remained at 4.9% for the
month. Meanwhile, average hourly earnings rose 0.3% month-on-month in July, up from a prior 0.2% increase (average hourly earnings rose 2.6% yearon-year). With the labour market remaining robust, growth in services and consumption spending in the US remains supported.
During 2016’s Economic Symposium at Jackson Hole, Wyoming in the US, Federal Reserve chair Janet Yellen delivered a speech to address the Fed’s
monetary policy toolkit as well as a short update on the outlook of the US economy. Yellen mentioned that “economic activity continues to expand, led
by solid growth in household spending. But business investment remains soft and subdued foreign demand and the appreciation of the dollar since mid2014 continue to restrain exports.” She reiterated the Fed’s data-dependent approach, adding that “in light of the continued solid performance of the labor
market and our outlook for economic activity and inflation, I believe the case for an increase in the federal funds rate has strengthened in recent months.
Of course, our decisions always depend on the degree to which incoming data continues to confirm the Committee’s outlook.” The markets took Yellen’s
statement hawkishly, with equities declining slightly (in USD terms), USD strengthening, gold prices declining as well as yields along the US Treasury
curve rising. As of 29 August 2016, the markets are now expecting a 36.0% probability that the Fed will hike rates in September’s FOMC meeting, and a
61.4% chance that a hike would occur in December. Given that the exact timing of a move by the Fed is difficult to determine, investors should not attempt
to speculate on such events – we reiterate that guidance at this point remains data-dependent, and the pace of future rate hikes can still be reasonably
expected to remain gradual at this juncture.
As of 29 August 2016, the US equity market (as represented by the benchmark S&P 500 index) trades at 18.6X and 16.4X 2016’s and 2017’s estimated
earnings respectively, as compared to its fair PE ratio of 15.0X. Earnings of US companies are expected to post almost zero growth this year, before
increasing by 13.2% in 2017. The US equity market has continued to climb since post-Brexit, with many sectors trading at seemingly-stretched valuations
at this current juncture. We estimate that total returns of US equities by end-2018 is an annualised 3.4% as valuation multiple contraction detract from
future returns, making the US market one of the lowest return profile among the markets under our coverage. Thus, we maintain a 2.0 Stars
“Unattractive” rating on the US market, and advocate investors to underweight the US in their portfolios and to consider adopting defensive strategies
like equity long short funds in their US equity exposure.
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