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Global economy | Over the recent period, the US economy has shown signs of weakening. In November, the ISM
Manufacturing Index declined to 49, pointing to the first contraction in factory activity since May 2020. The Markit
Composite PMI further fell to 46.3 in December 2022, lower than the estimate of 48. The number of people who
continue to apply for unemployment benefits has risen to 1.67 million from 1.3 million in June, indicating that it
becomes more difficult to find new jobs. Due to the recent economic data, the Treasury yield curve has been more
deeply inverted, indicating that the current US inflation and economic growth are not sustainable, whereas the future
interest rates will decline significantly with the economic recession. In the Eurozone, inflation is still highly resilient
and is likely to impose constraints on the ECB from slowing down the pace of interest rate hikes. After the Fed slowed
down its interest rate increases, the ECB raised interest rates by 50 bps to 2.5% as expected at the meeting in December
2022. Nevertheless, the ECB’s president said that the central bank should keep raising rates by 50 bps each time for a
period of time, indicating rather hawkish policy stance. The rises of inflation in the Eurozone have dropped from a
historical high to 10%, but inflation in certain major regions has still experienced a double-digit growth. Closer
attention needs to be paid to whether the inflation data for December 2022 released in January will continue to slow
down. In the UK, the economy rebounded slightly in October and achieved a month-over-month growth of 0.5%,
higher than the market expectation of 0.4% and reversing the decline of 0.6% in September. Nevertheless, the surging
inflation and high interest rates have still imposed a negative impact on the economy. The economy fell 0.3% monthover-month from August to October, and the month-over-month growth rates in November and December are required
to exceed -0.2% so as to avoid a technical recession in the UK economy in Q4 2022. In addition, the BoE’s constant
rate hikes has gradually imposed an impact on the curbing of inflation. In October, the inflation rate reached 10.7%,
lower than that in September and the market expectation. However, the inflation of the service industry remains
stubborn, leading to a strongly sticky inflation overall. The BoE is unlikely to suspend interest rate hikes in the near
term, and the negative impact will persist on the economy. In China, the economic data remained weak in November,
and closer attention needs to be paid to the effect of the policy. Amid the recurrence of domestic pandemic and sluggish
foreign demands, it was expected by the market that the economic data in November would be lower than that in
October. In fact, the economic growth in November came lower than the market expectation overall, whereas the
month-over-month growth rate of industrial value-added fell into the negative growth range for the second time in the
year. The year-over-year growth of China Retail Sales Cumulative (CNRSC) declined at a faster pace, and commodity
consumption showed signs of decreases again. The cumulative year-over-year growth of fixed asset investment fell
back. In particular, the growth rate of investment in the manufacturing sector in November hit a record low in 2022,
and the growth rate of investment in the real estate sector continued to decline, whereas only the growth rate of
infrastructure investment rose compared with October. The decline of export continues to expand, and it is expected
that the export will remain weak in the near term. The core CPI remains at a low level, indicating weak domestic
demands. The scissors gap between AFRE and M2 has expanded again, revealing the persistence of blockage in the
transmission path of loose credit. From December 2022 to Q1 2023, the economic data is likely to experience a period
of bottoming out. Given that the Political Bureau meeting and the 2022 Central Economic Work Conference proposed
to facilitate the overall improvement of economic operation, it is expected that in addition to the implemented policy of
RRR reduction, policymakers will step up efforts in fiscal, monetary and industrial policies, among other aspects, so as
to achieve effective improvement of quality and reasonable growth in quantity in the economy.
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Stock market | Due to the weakening of the US economy and the declines in inflation, it is expected by the market
that the Fed would slow down the pace of monetary tightening. The US stock market has experienced a significant
rebound. Some analysts even believe that the US stock market already started a new bull run. From our perspective,
the above views are too optimistic. The dissipation of fiscal stimulus benefits and the policy transmission of monetary
tightening will probably lead to the US economic recession in 2023 as well as the deterioration of corporate earnings.
Given that this trend has yet to be fully priced in by the market, the risk appetite remains high, and the credit spread is
rather narrow, whereas the US stock market is still likely to be faced with shocks. Moreover, it is expected by the
market that the Fed would slow down the pace of interest rate hikes and that the energy crisis would ease, whereas
European stock markets have experienced a rebound in tandem with the US stock market. However, the ECB’s
constant monetary tightening will heighten the risk of economic recession, and will also impose an impact on the
growth of corporate earnings, thus affecting stock prices. In addition, the natural gas price has fallen back from a high
level, but the crisis has yet to be fully addressed. Uncertainties remain in 2023, and the advantages of valuation over
US stocks are expected to bolster the performance of European stocks. Chinese mainland continues to optimize its
policy of pandemic prevention, and the economic data that continued to decline is expected to stabilize. Since the
recurrence of pandemic is coupled with the off-season of consumption, both supply and demand remain weak.
Commodity prices are falling, and the data on credit and aggregate financing to the real economy (AFRE) have
improved. Moreover, the mid-to long-term loans have experienced a robust growth, and the China A-share market is
expected to oscillate upward amid the coexistence of bullish and bearish factors. The Hong Kong, China stock market
has experienced a stronger rebound than the China A-share market in the current cycle. The alleviating US inflation is
coupled with the advantages of stock valuation and the easing of inflationary pressure. Moreover, liquidity remains
loose, and both the numerator and denominator have improved in tandem, thus bolstering the performance of Hong
Kong, China stocks, but the risk of liquidity shocks still exists. In Japan, the core CPI hit a record high over the past
four decades, and the surging inflation has led to the weakening of private consumption. In addition, private
consumption and capital investment started to grow, and the Japanese economy is expected to be bolstered. However,
given that the global economy is still faced with the risk of recession, the outlook remains uncertain, and the Japanese
stock market is expected to remain volatile at highs. Due to the easing of the US inflation, the market has strengthened
the expectation of the slowdowns of interest rate hikes, but the slowing of rate hikes is not equivalent to the end of
monetary tightening. The trend of USD movements has imposed a significant impact on emerging markets in Asia.
The trend of Asian stocks remains uncertain in 1H 2023. In case that USD weakens in 2H 2023, the market
performance will be affected to some extent. The gradual dissipation of the China pandemic will drive the growth of
the economy and the stock market performance in Southeast Asia. The ASEAN markets that performed well in 2022
are still expected to benefit from the demographic advantages.

◼

Bond market | In the US, the data on consumption and labor market remain strong, and the economy is unlikely to
fall into recession in the near term. With the Fed’s constant rate hikes, the US treasury yield is expected to oscillate at
highs. The coupon of corporate bonds remains attractive, and investors are expected to receive capital inflow.
Nevertheless, investors are recommended to remain cautious for high-yield bonds. With respect to the performance of
European bonds, attention needs to be paid to the policy stance of the ECB, the energy issue and the risk of economic
recession. The yield of European bonds is still likely to be highly volatile. The valuation of corporate bonds remains
attractive. Nevertheless, due to the uncertainty of economic prospects and geopolitical situation, it is still necessary to
remain cautious. With the optimization of China’s policy of pandemic prevention and the introduction of the policy of
stabilizing the real estate sector, the domestic bond market is likely to adopt a wait-and-see approach for verifying the
impact of fundamentals on the expectation. Coupled with the negative feedback of financial redemption, the bond
market performance may be gradually weakened, and the value of certain bonds has increased, whereas the market is
likely to oscillate at lows. From the aspect of asset allocation, investors of Chinese USD bonds may consider adding
long-term high rated bonds into the portfolio, and shall remain cautious about real estate bonds. Closer attention needs
to be paid to the effectiveness of the policy of supporting the real estate sector. Moreover, USD is still likely to
experience a rebound, and coupled with the risks such as heightened borrowing costs and surging inflation that have yet
to significantly alleviate, the performance of emerging markets in 1H 2023 should be inferior to that of 2022 and is
likely to be more differentiated, and thus investors are recommended to remain cautious.
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Commodities | Looking forward to January 2023, the inflation inflection point is emerging in the US. Gold and silver
prices are expected to rebound from the bottom. Subsequent to October, the CPI declined again in November at a pace
faster than expected in the US. In addition, the Fed announced a 50-bp rate hike at the FOMC meeting in December,
which is the first time for the rate hikes to slow down overseas since the beginning of 2022. Nevertheless, since
inflation is still at a historical high, the Fed has raised its forecast for terminal rates. Seven of the FOMC members saw
rates rising above 5.1% in 2023. From the aspect of real interest rates, the current macro environment for the precious
metals market has changed from an evidently bearish trend to neutrality. The opportunity may have appeared for asset
allocation into precious metals in the mid-to long-term, and thus it is more reasonable to opt for the opportune moment
of stepping back amid price oscillations. The crude oil market is likely to stabilize and oscillate upward due to the
following factors. First, the Fed announced a 50-bp rate hike in December, consisting with market expectations. The
inflation data of November released by the US Department of Labor was evidently lower than expected and the
previous value, thus easing the inflationary pressure in the US and lowering the market expectation of high interest
rates in the long-term, and the trend is expected to benefit the crude oil market.
Second, Asian economies are modifying the policies of pandemic control and relaxing the restrictive measures, which
is expected to bolster the economic development in 2023 and increase the demands for crude oil, thus driving up oil
prices. Last but not least, the Group of Seven (G7) nations and Australia have finally released the price cap on Russian
oil, which is set at USD 60 per barrel. Given that the oil export price of Russia to most countries is far lower than USD
60 per barrel, the price cap on Russian oil is unlikely to impose a major impact on the crude oil market in the short term.

◼

Foreign exchange | In December, major western economies continued to hiked interest rates, but at a slower pace.
Although the US inflation has seen a turning point, the absolute value remains high. In early 2023, the economic
downturn is likely to persist along with constant interest rate hikes in western economies. With respect to specific
currencies, USD has yet to enter into a downward trend in the short term due to the rather optimistic employment data,
the inflation rate that is not low in absolute terms, and the cycle of rate hikes that has not come to an end. EUR is
affected by the coexistence of both bullish and bearish factors amid the persistent energy crisis and constant rate hikes.
GBP’s downward trend is slowing down subsequent to the shocks of government credit crisis. JPY is likely to benefit
from the weakening of USD in the short term, and closer attention needs to be paid to the nomination of candidates for
BoJ’s new governor at the beginning of 2023. CAD is faced with opportunities for upward movements amid
oscillations within the range. AUD is faced with constraints amid the rebound and is expected to consolidate at lows.
RMB has a rather low probability to experience depreciation subsequent to the easing of pandemic prevention policy
and the improvement of market expectation, and closer attention needs to be paid to the speed of declines in external
demands.

Global Economy
Fig. 1: Monthly CPI YoY (As of November 30, 2022)

Source: Wind, BOC Investment Strategy Research Center

Fig. 2: Monthly Manufacturing PMI YoY (As of November 30, 2022)

Source: Wind, BOC Investment Strategy Research Center
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The U.S.: Inflation continued to cool, and economic recession is likely to follow
Over the recent period, the US economy has shown signs of weakening. First, with respect to the PMI, the ISM
Manufacturing Index declined to 49 in November, pointing to the first contraction in factory activity since May 2020. The
Markit Composite PMI further fell to 46.3 in December 2022, lower than the estimate of 48. Second, with respect to the real
estate sector. The annualized sales of existing homes dropped to 4.43 million in October from 6.5 million at the beginning of
2023, significantly lower than the sales of 4.71 million in September. More importantly, the inflation rate also continued to
decline, whereas the gasoline price dropped year-over-year. In October, the Personal Consumption Expenditures (PCE) Price
Index rose 0.3% month-over-month, less than the expected rate of 0.4%. In December, the one-year inflation expectations of
the University of Michigan reached 4.6%, which was also lower than the expected rate of 4.9%. Although the unemployment
rate remained low, the labor market has loosened. The number of people who continue to apply for unemployment benefits
has risen to 1.67 million from 1.3 million in June, indicating that it becomes more difficult to find new jobs.

Due to the recent economic data, the Treasury yield curve has been more deeply inverted, indicating that the current US
inflation and economic growth are not sustainable, whereas the future interest rates will decline significantly with the
economic recession. This is also consistent with the trend of the Conference Board Leading Economic Index (LEI), a leading
indicator of the US economy. LEI started to decline after reaching its peak in April 2021, and it had reached 3.2% year-overyear by October 2022, indicating that the US economy would enter into a recession in a few months. The real estate sector
may be the pioneer of the recession. Based on a research report of the National Association of Realtors of the US, real estate
related industries contributed nearly 17% to the US GDP in 2021, and each of the housing sales is expected to create two jobs
on average. Moreover, the sluggish real estate sales at present may evidently drag down the growth of GDP, and the loss of
jobs caused by the real estate sector may be as high as 4 million. In addition, the trend of layoffs in the sci-tech industry and
the demand for tourism are back to normal. Due to factors such as pandemic and immigration, the structural low
unemployment rate may also rise significantly amid the impact of a stronger trend of cyclical unemployment in 2023, and the
Fed’s policy orientation that has drawn much attention from the market will have the basis for a substantial shift.

Eurozone: Inflation is still highly resilient in the Eurozone, and is likely to impose constraints on the
ECB from slowing down the pace of interest rate hikes
After the Fed slowed down its interest rate increases, the ECB raised interest rates by 50 bps to 2.5% as expected at the meeting
in December 2022. Nevertheless, the ECB’s president said that the central bank should keep raising rates by 50 bps each time
for a period of time, indicating rather hawkish policy stance. The market remains concerned about geopolitical risks, leading to
consistent uncertainties of energy supply. In addition, the economy may be affected by the above factors against the backdrop
of consistent tightening of monetary policy and surging inflation. The financial policies and energy pricing systems that have
been put in place are able to alleviate the pressure of rising energy prices, but the conditions of demand and supply in winter are
likely to keep prices high, thus imposing pressure on corporate earnings, consumers’ real income, investment and overall
consumption. In the Autumn 2022 Economic Forecast Report released by the EU in November 2022, although the overall
economic growth was raised to 3.3% in the Eurozone in 2022, the growth forecast for 2023 was lowered to 0.3%. In addition,
the report projects that the Eurozone economy would shrink Q4 2022 and Q1 2023, which would meet the definition of a
technical recession. This is primarily attributable to the increase in geopolitical risks and the constraints of energy supply that
may push up inflation, whereas the policy environment of monetary tightening would undermine confidence of enterprises.
The rises of inflation in the Eurozone have dropped from a historical high to 10%, but inflation in certain major regions has still
experienced a double-digit growth, indicating that inflation is still highly resilient. The ECB has also raised its inflation forecast
to 6.3% in 2023, far exceeding the ECB’s inflation target of 2%. At present, the mainstream view of the market is that the ECB
will continue to raise interest rates by 50 bps at its policy meeting in early February. Closer attention needs to be paid to
whether the inflation data for December 2022 released in January will continue to slow down. However, it is expected that the
inflation issue in the Eurozone can hardly be tackled in the short term, thus imposing constraints on the ECB’s capacity of
slowing down the rate hikes, and the ECB also needs to address the issue of economic slowdown.
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The U.K.: The economy rebounded slightly in October, and the effect of monetary tightening is
gradually shown
The UK economy achieved a month-over-month growth of 0.5% in October, higher than the market expectation of 0.4% and
reversing the decline of 0.6% in September. The public holidays and related memorial activities for the State Funeral of Her
Majesty The Queen led to the suspension of certain business activities, lowering the economic output. In October, the service
industry rebounded strongly, achieving a month-over-month growth of 0.6%. Wholesale and retail services experienced a
recovery. The COVID-19 booster shots in autumn led to the growth of medical services. The output of manufacturing and
construction sectors went up by 0.7% and 0.8% respectively, both exceeding market expectations. Nevertheless, the surging
inflation and high interest rates have still imposed a negative impact on the economy. The economy fell 0.3% month-overmonth from August to October, and the month-over-month growth rates in November and December are required to exceed 0.2% so as to avoid a technical recession in the UK economy in Q4 2022.
The BoE’s constant rate hikes has gradually imposed an impact on the curbing of inflation. In October, the inflation rate
reached 10.7%, lower than the rate of 11.1% in September and 10.9% expected by the market. The alleviation of supply chain
pressure has effectively restrained the rapid growth of food and energy prices, but the inflation of the service industry remains
stubborn, leading to a strongly sticky inflation overall. As a result, the BoE is faced with constraints in terms of returning to the
monetary policy goal in the short term. First, the change of rental prices usually lag behind inflation. Second, there has been a
robust growth of wages in the UK, and the large-scale strike over the recent period has raised the expectation of wage-price
spiral growth. Therefore, the BoE is unlikely to suspend interest rate hikes in the near term, and the negative impact will persist
on the economy, whereas evident pressure will be felt in the real estate sector. Based on the data of Halifax UK, the year-overyear growth of house prices slowed to 4.7% from 8.2% in October in the UK, a decrease of 2.3% month-over-month.
.China:

The economic data remained weak in November, and closer attention needs to be paid to the
effect of the policy
In November, the industrial value-added went up by 2.2% year-over-year and decreased by 0.31% month-over-month.
Moreover, In November, the China Retail Sales Cumulative (CNRSC) declined by 5.9% year-over-year and went up by 0.15%
month-over-month, whereas the actual growth rate declined at a faster pace to reach 7.56%. From January to November, fixed
asset investment grew 5.3% year-over-year, including 9.3% growth in manufacturing investment, 11.7% growth in
infrastructure investment and 9.8% decline in the investment of real estate development. In November, the export denominated
in USD amounted to USD 296.09 billion, down 8.7% year-over-year. The imports amounted to USD 226.25 billion, down
10.6% year-over-year. Moreover, the trade surplus amounted to USD 69.84 billion. In November, CPI went up by 1.6% yearover-year, down 0.2% month-over-month, and the core CPI went up by 0.6% year-over-year. PPI fell 1.3% year-over-year and
rose 0.1% month-over-month. The aggregate financing to the real economy (AFRE) went up by RMB 1990 billion, and the
stock AFRE increased by 10.0% year-over-year, and M2 rose 12.4% year-over-year. Amid the recurrence of domestic
pandemic and sluggish foreign demands, it was expected by the market that the economic data in November would be lower
than that in October. In fact, the economic growth in November came lower than the market expectation overall, whereas the
month-over-month growth rate of industrial value-added fell into the negative growth range for the second time in the year. The
year-over-year growth of aggregate financing to the real economy (AFRE) declined at a faster pace, and commodity
consumption showed signs of decreases again. The cumulative year-over-year growth of fixed asset investment fell back. In
particular, the growth rate of investment in the manufacturing sector in November hit a record low in 2022, and the growth rate
of investment in the real estate sector continued to decline, whereas only the growth rate of infrastructure investment rose
compared with October. The decline of export continues to expand, and it is expected that the export will remain weak in the
near term. The core CPI remains at a low level, indicating weak domestic demands. The scissors gap between AFRE and M2
has expanded again, revealing the persistence of blockage in the transmission path of loose credit. Based on this perception, we
revised down the forecast of GDP growth to 3.0% in 2022.
Since the end of November, there has been a shift of the macro policy orientation. First, the policy of pandemic prevention has
been relaxed. The authority released the Twenty Optimized Measures of Pandemic Prevention and Control in November, and
then the Ten New Measures to Further Optimize COVID-19 Prevention and Control in December. Due to the adjustment of
policies of pandemic prevention and control, it is expected that there will be less disruption to the recovery of domestic
demands. Second, three arrows of real estate financing have been released, and the real estate industrial chain is likely to
continue its trend of improvement. From December 2022 to Q1 2023, the economic data is likely to experience a period of
bottoming out. Judging from the objective conditions of the current domestic economy, after the relaxation of the pandemic
prevention measures, the domestic recurrence of pandemic is likely to rise periodically in Q1 2023, thus imposing a negative
impact on the labor supply and the recovery of offline consumption. In addition, given that the economic base in Q1 is rather
high but the inflation base is rather low, China’s economy is likely to experience low economic growth with high inflation
growth. However, given that the Political Bureau meeting and the 2022 Central Economic Work Conference proposed to
facilitate the overall improvement of economic operation, it is expected that in addition to the implemented policy of RRR
reduction, policymakers will step up efforts in fiscal, monetary and industrial policies, among other aspects, so as to achieve
effective improvement of quality and reasonable growth in quantity in the economy.
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Stock Market
Fig. 3: Stock Index Movements (as of November 30, 2022)

Fig. 4: Stock Index Valuation (as of November 30, 2022)

Source: Wind, BOC Investment Strategy Research Center

Source: Wind, BOC Investment Strategy Research Center

The U.S.: The earnings forecast for 2023 is too optimistic, and the stock market has yet to fully price
in the economic recession
Due to the weakening of the US economy and the declines in inflation, it is expected by the market that the Fed would slow
down the pace of monetary tightening. Driven by such optimism and seasonal factors, the US stock market has experienced a
significant rebound. Some analysts even believe that the US stock market already started a new bull run, and they pointed out
that the expected earnings of the S&P 500 Index in 2023 are 220.59 points (equivalent to 18 times PE), which is of investment
value. However, the earnings forecast corresponding to the year-over-year growth of 6.67% is too optimistic. As numerous
indicators suggest, the further dissipation of fiscal stimulus benefits and the extensive policy transmission of monetary
tightening will probably lead to the US economic recession in 2023 as well as the negative growth of corporate earnings.
Moreover, in Q3 2022, the earnings of S&P 500 excluding the energy sector have dropped by 5.1% year-over-year, and are
likely to deteriorate further in 2023.
Nevertheless, the risk of economic recession has yet to be fully priced in by the market. Due to the past ten economic
recessions, the S&P 500 earnings are reduced by 29.5% on average. Even after excluding the extreme earnings decline caused
by the 2008 financial crisis and the bursting of the dotcom bubble in 2001, the average decline amounted to 18.7%. Based on
this calculation, the estimated P/E ratio of S&P 500 would reach 24 instead of 18, which is rather expensive. In addition, the
narrow credit spread indicates that the risk tolerance of investors remains high. At present, the credit spreads of BBB-rated
and high-yield bonds are only 1.75% and 4.63% respectively, which are not close to the level during the economic recession.
When the economic recession eventually takes place, the economy will continue to weaken even if the policy is immediately
changed from monetary tightening into monetary easing. The reason is that the effect of the policy shift will take one year or
so to be reflected. Therefore, although there are endless discussions about the US economic recession, the US stock market is
still likely to be faced with shocks of economic recession and declining corporate earnings in the future.

Europe: European stocks are subject to the impact of three factors
Since the market expected that the Fed would slow down the pace of rate hikes, European stocks started to experience a
rebound. This round of rebound lasted from the low in October 2022 to mid-December. As of December 13, the European
Stoxx600 Index had rebounded to the 200-day moving average, whereas the British, French and German stock markets had
rebounded 9% to 19% respectively from their October lows. Although it is expected by the market that the ECB will join the
ranks of central banks to slow down the pace of hiking rates, thus boosting market liquidity. As mentioned in our previous
monthly commentary, the performance of European stock markets is more affected by the Fed’s monetary policy by referring
to the past cycle of interest rate hikes. As for the energy crisis that has plagued the European economies, since the average
temperature in the winter of 2022 is higher than that in previous years, it has also become a positive factor driving the growth
of European stocks at the end of 2022.
At present, Europe is still facing the issues of slowing growth and surging inflation. These issues are unlikely to be tackled
anytime soon and will affect the long-term development of the European economy. Looking ahead to January, three major
factors are expected to impose an impact on the trend of European stocks. First, the monetary policies of European and US
central banks. The ECB and the Fed are still determined to consistently raise interest rates so as to manage economic growth
and curb inflation to the target level, which will make it harder for the economy to grow and heighten the risk of recession.
Second, the growth of earnings of European enterprises. When the economy lacks the growth momentum, it becomes more
challenging for enterprises to enhance their profitability, and there is greater pressure to revise their annual performance
expectations, which will undermine the performance of stock prices. Given that there is still a certain discount between the
valuation of European stocks and that of US stocks, the valuation advantage will contribute to better performance of European
stocks. Third, the price of energy. At present, the energy price remains stable, and the natural gas price has fallen back from a
high level, but the crisis has yet to be fully addressed. Looking forward to 2023, it is still one of the major risk factors affecting
the trend of European stock markets.
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China: A-share market oscillates upward, and the Hong Kong, China stock market is expected to
gradually return to the booming trend
The China A-share market was mainly consolidated in mid and late-November before rising steadily in December. The
ChiNext Index bottomed out in November before a rebound in December. With respect to industries, most industries
experienced a rally. In particular, food and beverage, commercial trade and comprehensive sectors have led the market,
whereas nonferrous metals, defense and military as well as electrical equipment sectors have declined the most.
Looking forward to January, the China A-share market is likely to mainly consolidate amid stabilization. At the macro
level, the policy of pandemic prevention is optimized and upgraded. In November, the PMI continued to fall, but the
declines are expected to be eased subsequent to the implementation of the Ten New Measures to Further Optimize
COVID-19 Prevention and Control. At the market level, commodity prices continued to fall, and greater impact is imposed
by the recurrence of pandemic and the features of the off-season, whereas both supply and demand experienced evident
slowdowns. At the liquidity level, the data on credit and aggregate financing to the real economy (AFRE) have improved,
and the year-over-year growth of M2 also picked up. Moreover, the mid-to long-term loans of enterprises have experienced
a robust growth. At the risk level,Chinese mainland’s gradual easing of domestic policies of pandemic prevention and
control, in addition to the enhanced expectation of slowing rate hikes by the Fed, will impose an impact on the future
performance of the market.
The Hong Kong, China stock market experienced a rally across the board in November and continued to rise against the
trend in early and mid-December. With respect to the industrial performance, the consumer discretionary sector
experienced the largest increase in the first week of December, with weekly growth rate reaching 12.65%. In addition, the
weekly growth of IT and consumer staple sectors also reached 11.51% and 10.33% respectively. In the second week, Hong
Kong, China stocks continued to rise against the trend. The weekly rise and fall of the real estate and construction sectors
reached 10.8%. Except for a slight decline of 0.29% in the energy sector, most industries rose by more than 5%.
Looking forward to January, the market is expected to gradually return to the booming trend. On the one hand, the recent
US inflation data declined at a pace faster than expected, and the latest data on the year-over-year growth of US CPI came
lower than the market expectation, thus bolstering the Hang Seng Index to continue its optimal performance in the near
future while initially forming a rising track. In addition, Hong Kong, China stocks are still at the lowest level in nearly a
decade, whereas the valuation is highly cost-effective. On the other hand, the inflation data of the Chinese mainland will
remain stable, and liquidity will remain rather loose. With respect to external factors, the cycle of global rate hikes has yet
to come to an end, and expectations for foreign liquidity remain tight, thus hindering the performance of the Hang Seng
Index, and liquidity shocks may still take place in the future.
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Asia ex-China: Japan stocks oscillated at highs, and Asian stock movements are determined by the
USD movements
After the Nikkei 225 Index attempted to hit 28,500 in vain in late November, it fell back and rebounded in December. The
exchange rate of USD/JPY continued to fall back to the level around 135 for a contest. In Japan, the core CPI rose 3.6% in
October from a year earlier, hitting a record high over the past four decades. The substantial rises in inflation have led to
weakening of the private consumption. The Kishida administration plans to draft an economic package to save the
precarious approval rating and alleviate the impact imposed by accelerated inflation on Japanese households. In addition,
Japan’s imports in Q3 went up by 5.2%, higher than the exports growth of 1.9%. Private consumption, which accounts for
more than half of the total economic output, increased by 0.3%, and capital investment went up by 1.5%. As demand
continued to grow, Japan’s economy is expected to expand further. However, given that the aggressive policies of monetary
tightening implemented by the major central banks around the globe may lead to a global economic slowdown or even
recession, Japan’s economic prospects are still full of uncertainties. Based on the above perception, Japanese stocks may
continue to oscillate at highs within a wide range for a period of time. On December 20, the BoJ framed its decision to
allow the yield on the 10-year Japanese government bond to rise up to 0.5%, from 0.25% previously. Affected by the Black
Swan incident, the exchange rate of USD/JPY, Japanese stocks and JPY movements experienced sharp fluctuations, and
closer attention needs to be paid to the subsequent impact.
The weakening of USD continued to be the primary factor supporting the rise of Asian stocks by the end of 2022. The
MSCI AC Asia Pacific Ex Japan Index entered into a phase of consolidation from early to mid-December. The fall in the
latest US inflation data has strengthened market expectations for the Fed to slow down rate hikes, but the Fed’s cycle of
hiking rate has yet to come to an end. Surrounded with the risks of interest rate spreads and economic recession, it is
expected that USD will still be faced with a favorable trend in 1H 2023, and the strength of US will have the most
pronounced impact on Asian stock markets. Therefore, Asian stock markets are still expected to face greater uncertainties
in 1H 2023. Subsequent to the end of the Fed’s cycle of rate hikes in 2H 2023, it is expected that USD should remain weak,
and Asian stock markets should achieve rather optimal performance.
Looking forward to 2023, the impact imposed by the pandemic will gradually dissipate, and the China economy is expected
to drive the growth of Asian stocks. The ASEAN region, which performed better due to the easing of lockdown measures in
2022, will be gradually deprived of the benefits brought by the easing of restrictions in 2023.It is expected that China and
the export-oriented Northeast Asia should benefit from the recovery of global demands. Due to its geographical and
demographic advantages, the long-term trend of attracting foreign investment should continue in the ASEAN region.
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Bond Market
Fig. 5 and Fig. 6: Government Bond Yields (as of November 30, 2022)

Source: Wind, BOC Investment Strategy Research Center

Source: Wind, BOC Investment Strategy Research Center

Developed markets: Highly-rated US bonds are supported by concerns about the economic outlook,
and credit spreads of European bonds remain highly volatile
U.S. bonds: As the market’s concerns about economic recession heat up, the US 10-year Treasury yield reached 3.4% and
continued to hit its lowest level since mid-September. The inversion of the yield curve has been intensified, whereas the
inversion of the 2-year and 10-year bond yields reached more than 80 bps, hitting a record high in the early 1980s. Although
the US economy is faced with the risks of recession, the data on consumption and labor force remain strong. The US
economy is unlikely to fall into a recession in the near term. In addition, the Fed still expressed its determination to continue
hiking rates to curb inflation. Under circumstances when the divergence between the trends of bond yields and interest rates
can be recovered, it is expected that bond yields may rise again, and thus bond yields are likely to oscillate at highs in
January. With respect to corporate bonds, the divergence between the worst yield of US investment-grade bonds and the
benchmark dividend rate is about 4%, and such bond yields remain attractive. Once the sentiment weakens in the stock
market, funds are expected to flow into US corporate bonds with good credit quality, thus bolstering the bond yields.
However, high-yield bonds with weaker balance sheets and higher liquidity risks are likely to remain highly volatile, and
investors are recommended to keep cautious.
European bonds: Although the latest inflation in the Eurozone has slowed down, the Chief Economist of the ECB also
remarked that inflation may be close to its peak. Nevertheless, the current inflation is still at a high level, prompting the ECB
to continue its rate hikes. Moreover, some officials signaled that it is too early to discuss the peak level of interest rates, and
consequently, the Eurozone government bonds have maintained a volatile pattern in December 2022 overall. Moving
forward, closer attention needs to be paid to the ECB’s policy orientation, the energy issue in the region and the risks of
economic recession. As the ECB continues to raise interest rates, it is expected that interest rate spreads in the Eurozone will
further widen, and overall bond yields may still fluctuate by a significant margin. With respect to corporate bonds, the
market sentiment has strengthened in recent days, whereas the credit spread of highly-rated and high-yield corporate bonds
in the Eurozone is still at an average of about one standard deviation over the past decade. Although the valuation remains
attractive, uncertainties in areas such as economic outlook and geopolitical situation will lead to fluctuations of credit
spreads, and it is expected that higher-rated corporate bonds will gain relatively larger advantages.
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Emerging markets: China’s bond market is likely to oscillate at lows, and the value of asset allocation
into Chinese USD bonds has increased, whereas the performance of emerging market bonds remains
under pressure
China’s bond market: Due to the constantly optimized policies of pandemic prevention and control as well as the release of
three arrows of “credit, bonds and equity” to support real estate financing policies, the market has raised its expectations for
the gradual improvement of economic fundamentals in subsequent periods, while providing rather flat response to weak
economic data. The data on AFRE, consumption, investment and other data in November came lower than expected, and the
scissors gap between M2 and M1 also expanded, whereas the demand side remained weak. Subsequent to the adjustment of
pandemic prevention policy in the near term, and coupled with the population mobility around the Spring Festival, varying
regions across China are likely to gradually reach the peak of COVID-19 infection, which is expected to impose a certain
impact on consumption and production, among other aspects. The data on fundamentals can hardly be improved rapidly, and
the market may turn to the stage of observing and verifying whether the reality matches previous expectations. From the
aspect of market liquidity, the cash demand prior to the Spring Festival may be disturbed to some extent, and it is expected
that the PBOC will probably resort to reverse repo to adjust liquidity. Subsequent to two rounds of rapid declines in the
market, the negative feedback of financial redemption may gradually weaken, whereas the value of asset allocation into rate
securities and short-term highly-rated credit bonds has increased. As a result, the market is likely to oscillate at its current
lows.
Chinese USD bond market: PPI rose by 7.4% year-over-year and 0.3% month-over-month in November, higher than
market expectations. Nevertheless, CPI rose by 7.1% year-over-year, falling back at a rate higher than expected. The Fed
raised interest rates by 50 bps at its FOMC meeting in December, but the terminal rate may rise to 5.1% in 2023. Given that
the current expected rate of the market will reach the peak in Q3 2023, from the aspect of asset allocation, investors are
recommended to add long-term and highly-rated Chinese USD bonds into their portfolios, so as to obtain higher returns
when interest rates decline. To stabilize the real estate market of the Chinese mainland, the authority has released the Sixteen
Measures of Supporting Real Estate Enterprises and encouraged financial institutions to provide financing convenience to
private enterprises, whereas the CSRC has also shot the “third arrow” to rescue the market and restore the supporting
financing of listed real estate enterprises, so as to provide adequate financing channels for real estate enterprises. It is
expected by the market that the aforementioned measures will impose a positive impact on real estate enterprises, and the
price of relevant bonds has rebounded after the news. However, we still maintain a cautious view towards Chinese USD
bonds in the real estate sector at the current stage. Closer attention needs to be paid to the refinancing situation and sales data
of real estate enterprises in the next few months to verify the effectiveness of the policies, and investors shall refrain from
being overly optimistic at present.
Global emerging bond markets: Due to the declines of USD and USD bond yields and the improvement of risk aversion
sentiment in the market, the performance of emerging market bonds has been bolstered over the recent period, and is close to
the performance of global bonds from early December to the date of writing. However, the Fed is still in the cycle of interest
rate hikes, and under the risks of economic recession, USD is still likely to experience a rebound. In addition, as mentioned
earlier by the IMF, risks such as heightened borrowing costs and surging inflation that have yet to significantly alleviate.
Moreover, the performance of emerging markets in 1H 2023 should be inferior to that of 2022 and is likely to be more
differentiated, and thus investors are recommended to remain cautious.

Commodities
Fig. 7 and Fig. 8: Commodity Prices (as of November 30, 2022)

Source: Wind, BOC Investment Strategy Research Center
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Gold: The inflation inflection point is emerging in the US, whereas gold and silver prices are expected
to rebound from the bottom
Subsequent to October, the CPI declined again in November at a pace faster than expected in the US. In addition, the Fed
announced a 50-bp rate hike at the FOMC meeting in December, which is the first time for the rate hikes to slow down
overseas since the beginning of 2022. Nevertheless, since inflation is still at a historical high, the Fed has raised its forecast
for terminal rates. Seven of the FOMC members saw rates rising above 5.1% in 2023. From the aspect of real interest rates,
the current macro environment for the precious metals market has changed from an evidently bearish trend to neutrality.
The opportunity may have appeared for asset allocation into precious metals in the mid-to-long-term, and thus it is more
reasonable to opt for the opportune moment of stepping back amid price oscillations.
The trend of rebounding from the bottom has initially emerged, but we still maintain our view that gold and silver prices
are in the stage of bottoming out in the short term. Investors with either long or short positions shall pay attention to the
market risks, especially the following two aspects:
The approach of relying solely on monetary policy to regulate the economy will exacerbate the US inflation and cause
damage to the economy, thus highlighting the value of asset allocation into precious metal in the mid-to long-term.
Looking back at the beginning of 2022, the Fed’s target policy rate was still 0-0.25%, but with such a fast pace of monetary
tightening, inflation still ran out of control for a time. When the authority takes measures to suppress the demand side so as
to address the supply side issues, the effectiveness of the policy itself would be discounted. Besides, employment is the
most critical method for the Fed to curb inflation, but also a double-edged sword that may lead to recession. Perhaps it was
the recession trading that squeezed out the monetary increment brought about by the two large-scale monetary easing since
2008 from the equity assets. This has become one of the major drivers of the accelerated inflation overseas in 2022,
resulting in the inflation once out of control amid rapid rate drops. Subsequent to the subprime crisis in 2008, measures of
quantitative easing (QE) did not lead to persistent inflation. As a result, the Fed had the misunderstanding about the cost of
monetary easing. In fact, inflation was just delayed. From this perspective, the Fed’s monetary policy shift after the current
round of inflation slowdown is also leading to a reaction force. In other words, once the capital regains its risk appetite, the
rate of currency circulation in M2 may continue to decline, and if the US fails to achieve a soft landing, it may fall into the
traps of deflation. Therefore, precious metals will continue to play the role of credit yardstick and reflect the significance
of asset allocation for a long time.
The extremely low market sentiment corresponds to the opportunity for the asset allocation during the bottoming out of
precious metal prices. Judging from the market movements, the difference of option volatility for the speculative sentiment
of buying in the market and the data on long positions of CFTC fund managers have fallen back to the range of historical
lows, and the world’s largest gold ETF fund is also at a rather low position. These signs indicate that the gold price has
approached the end of a downward trend throughout a year. However, as the trend of overseas inflation data remains
unstable, the Fed will be faced with challenges to shift its monetary policy. Therefore, from our perspective, the key to the
transition of precious metal prices from a rebound into a complete reversal in the next stage lies in the expectation of
reducing interest rates in the overseas market in 2023. The vital data for observation of this expectation are the US inflation
and employment.

Overall, the bullish factors that may impose an impact on precious metal prices are emerging on the horizon, but the
situation is still subject to changes in the coming months. In particular, overseas employment and inflation will determine
the fluctuations of precious metal prices.

Crude oil: Oil prices are expected to stabilize and oscillate upward
Looking back to the trend of crude oil market in December, oil prices once fell to USD 70.08 per barrel, reaching the
lowest point since the beginning of 2022. This is primarily attributable to the strong growth of non-farm payroll data.
Moreover, it is expected by the market that the Fed may maintain higher interest rates for a longer time, thus raising the
market’s concerns about the US economy and the global economic recession. In addition, due to high market volatility and
uncertainty, oil traders and speculators fled the market at the end of 2022, boding ill for oil prices. Subsequently, the US
announced that the annualized rate of CPI reached 7.10% overall in November, a new low since December 2021, whereas
the expected and previous values amounted to 7.30% and 7.70% respectively. In November, the annualized rate of core
CPI reached 6%, whereas the expected and previous values amounted to 6.10% and 6.30% respectively. The market’s
concerns about economic recession were eased, contributing to the rebound of oil prices to some extent.
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Looking forward to January 2023, the crude oil market is expected to stabilize and oscillate upward. With respect to
demands, Chinese mainland gradually adjusted its measures of pandemic control in December 2022. Through comparison of
the economic and capital market conditions of the US, Japan, Vietnam, Hong Kong of China, and Taiwan, China in varying
time dimensions subsequent to the liberalization of prevention and control measures, GDP of the aforementioned has
significantly improved. Furthermore, industrial production has experienced a strong recovery, and consumption has picked
up significantly. In addition, European and US economies have imposed less stringent measures of pandemic prevention and
control compared with Asia Pacific regions. Moving forward, the market tends to adopt an optimistic view about the
economic development of the Chinese mainland and even the entire Asian region in 2023, thus creating favorable conditions
for the crude oil market. On December 15, the Fed raised interest rates by 50 bps as scheduled. At the press conference after
the latest FOMC meeting, the Fed’s chairman Jerome Powell remarked that the Fed would deliver more interest rate hikes in
2023 even as the economy slips towards a possible recession, arguing that a higher cost would be paid if the US central bank
does not get a firmer grip on inflation. However, judging from the data released by the US Bureau of Labor Statistics (BLS)
on December 13, the US CPI increased by 7.1% year-over-year in November, slightly lower than the market expectation and
reaching the lowest year-over-year growth since December 2021. The market concerns have been eased about the potential
US economic recession, thus bolstering the crude oil market. On the supply side, OPEC believes that the crude oil market
will achieve an optimal equilibrium in Q1 2023 instead of the supply gap that it was concerned about in November. In
addition, the upward momentum of oil prices is likely to be at least a balancing factor, and may originate from the soft
landing of the US economy by the Fed, the constant weakening of commodity prices and the resolution of tensions in
Eastern Europe. The OPEC’s statement indicates that its output will not be substantially adjusted in January 2023, and is
likely to stabilize further.
In a nutshell, the expectation of crude oil demands has been improved by a significant margin, whereas the supply of crude
oil is expected to stabilize in the short term. The crude oil market is likely to stabilize amid recovery. In addition, closer
attention needs to be paid to economic indicators in Europe and the US. Over the past three decades of fighting inflation,
once the Fed stops raising interest rates, economic data would achieve optimal performance. However, during the period of
surging inflation in the 1970s and 1980s, after the Fed hiked rates for the last time, the economy began to decline. In case
that the global economy shows signs of recession in 2023, it will impose a negative impact on the crude oil market.

Foreign Exchange
Fig. 9 and Fig. 10: Foreign Exchange Prices (as of November 30, 2022)

Source: Wind, BOC Investment Strategy Research Center

Source: Wind, BOC Investment Strategy Research Center

U.S. dollar: USD has yet to enter into a downward trend in the short term, and the cycle of rate hikes
that has not come to an end
The Fed decided to downshift in December to deliver a 50-bp interest rate hike, but the move indicates that the cycle of
interest rate hikes has yet to come to an end. The updated interest rate bitmap shows that the ultimate interest rate in 2023 has
been raised to 5.1% from the estimate of 4.6% in September. During the period when inflation hit its peak before falling back,
the FOMC members still raised the forecast of terminal rates, revealing their concerns about the resilience of inflation. Despite
the declines of inflation, when the unemployment rate is still at a very low level and wage growth is relatively high, the Fed
should continue to hike rates so as to ensure that inflation can reach the target level of 2%. Consistent rate hikes will enhance
the advantages of USD in terms of interest rates, while heightening the risks of US economic recession, both of which will
bolster the USD movements. In the near term, the Fed will slow down rate hikes, and is likely to support the current market
atmosphere of weakening USD. While entering into the new year, there may be a new wave of volatility after the return of
market participants on the Christmas holiday. Although the USD index may have peaked at 115, the dollar should not
officially enter into a downward trend in Q1 2023. Investors are recommended to pay closer attention to the changes to be
13
taken place at the beginning of 2023.
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Euro: EUR is affected by the coexistence of both bullish and bearish factors, and attention shall be paid
to the USD movements
The ECB decided to raise interest rates by 50 bps in mid-December to curb inflation. Although the Eurozone is faced with
higher risks of recession than other regions in the short term, the ECB signaled at its policy meeting in November that it
needs to consider the lag effect of rate hikes. The were signs that members of the Governing Council inclined to raise
interest rates by 75 bps in its policy meeting. If the news is true, it will indicate that members of the Governing Council has
had lower tolerance for the Eurozone inflation. Therefore, the ECB is likely to continue its rate hikes in 2023, and has
higher chance to raise interest rates by 50 bps than the Fed in the US. The momentum for increasing interest rates in the
short term is likely to provide EUR with comparative advantages. However, Europe is still faced with a fierce energy crisis,
and when the impact of the global pandemic diminishes further, stronger economic activities will increase energy demand
and impose new pressure on European energy supply. The rising energy prices has led to a consistent decline in the
European current account, which is about to enter into the deficit level, and this trend is unfavorable for EUR movements.
It is expected that the effect of the ECB’s accelerated rate increases will be hedged, and closer attention shall be paid to the
movements of USD in 2023.

British pound: GBP is entering the end of a trend
GBP’s downward trend may be entering a phase of market fatigue and start to run out of steam. Recent price action should
make the UK more attractive to foreign investors, and is squeezing domestic demand to help external recessionary
rebalancing. In this particular cycle, higher rates, both nominal and real are helping with the rebalancing whereas in the past,
rate fell. As such, GBP does not need to move to extreme levels of undervaluation after structural shocks to see a recovery.
Cyclical dynamics might also start to garner more importance for GBP. While we acknowledge the outlook remains poor in
an outright sense, there are signs that a lot of the bad news is already expected. Economic surprise index for UK activity data
may be showing signs of bottoming out. In the past, a shift towards better than expected data – rather than better data in
absolute terms – has spurred GBP strength. Having said that, GBP is viewed in a stronger light against the crosses in the short
term. Against the USD, a potential rebound after a drop in the dollar index is within expectation.

Japanese yen: JPY is likely to benefit from the weakening of USD in the short term, and closer attention
needs to be paid to the nomination of candidates for BoJ’s new governor in early 2023
The exchange rate of USD/JPY retreated sharply to the level around 135, mainly due to the weakening of the USDX. As
the BoJ reiterated its loose policy stance, the difference between the monetary policies of the US and Japan as well as
related expectations are still determined by the US side. The recent movements of JPY are more like a response to the
strengthening of USD and reflect the expectations that Japan’s monetary policy will remain unchanged. With respect to
data, judging from the second statistical report released by Japan’s Cabinet Office on December 8, Japan’s real GDP fell
0.2% month-over-month and 0.8% at an annualized rate in Q3 2022. Compared with the initial value, the month-overmonth growth of exports increased from 1.9% to 2.1%. In addition, the year-over-year growth of personal consumption,
which accounts for more than 50% of Japan’s economy, dropped from 0.3% to 0.1%. The Governor of the BoJ Kuroda
Haruhiko will end his term in April 2023, and discussions about the candidates for the new governor as well as the future
policy orientation will impose an impact on the exchange rate of JPY.
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Commodity currencies:
Canadian dollar: CAD is faced with opportunities for upward movements amid oscillations within the
range
CAD remained volatile within the range. The monetary policy of the Bank of Canada has turned to fine-tuning.
Nevertheless, the governor of the Bank of Canada recently made the statement that the central bank would “try to balance
the risks of over-and under-tightening monetary policy”. Such remarks indicate that Canada will probably follow the steps
of the Fed’s rate hikes to curb inflation. Such policy stance helps adjust the market expectation of slower rate hikes to a
certain extent, and CAD remains supported from the aspect of monetary policy. With respect to oil prices, the oil pipeline
has yet to fully recover amid the tension between Russia and Ukraine, whereas the supply side is still faced with
constraints. In addition, after China relaxed the measures of pandemic prevention and control, the expectation for oil
demands has improved significantly, and oil prices may continue to rise to support CAD’s movements. Overall, we
maintain our optimistic view about the support of oil prices for CAD. However, due to slowing rate hikes and the
consolidation of USD, it is expected that the exchange rate of USD/CAD will experience neutral performance, and CAD is
faced with opportunities for upward movements in stages.

Australian dollar: AUD is faced with constraints amid the rebound and is expected to consolidate at
lows
The moderate rebound of AUD has been verified. The RBA announced its interest rate decision to hike rates by 25 bps to
3.1%. This was the eighth rate hike since May 2022, bringing the interest rate to a record high since August 2012, and was
basically in line with expectations. In addition, the strong job market and the expectation of surging inflation due to
accelerated wage growth provide support for the RBA to adopt a more hawkish policy stance, which will benefit AUD in the
near term. Nevertheless, Australia’s CPI fell to the inflection point of 6.9% in October, indicating that inflation may reach its
peak. Coupled with the gradual easing of restrictions on pandemic control by Asian economies, the market expects that the
RBA is gradually approaching the terminal rate of the current cycle of rate hikes and may be carefully considering the
suspension of further rate hikes. Overall, it is expected that AUD will probably consolidate at the current level in the short
term, and in case that USD retreats, it may retreat in tandem.

Renminbi: RMB has a rather low probability to experience depreciation in the short term, and closer
attention needs to be paid to the speed of declines in external demands
By the end of December 14, the CFETS exchange rate of USD/RMB had fallen 2.82%, returning to the level below 7. As of
December 9, the CFETS RMB Exchange Rate Index also rebounded significantly from November. As mentioned in our
previous monthly commentary, the Fed started to slow down the rate hikes with the inflection point of the US inflation data,
and RMB was faced with less external pressure of weakening. With the implementation of the Fed’s 50-bp rate hike, the Fed
is likely to approach the end of the current cycle of rate hikes in 1H 2023. With respect to import and export, the data on
foreign trade continued to decline in November as previously. The growth of USD-denominated export amounted to -8.7%,
revealing the weakness of foreign demands. Moving forward, the pressure of outflow under finance and capital account may
be alleviated, but the contribution of trade surplus is likely to decline. From a seasonal perspective, the Chinese Lunar New
Year starts in January. According to the statistics of the State Administration of Foreign Exchange (SAFE), China’s
accumulated trade surplus in goods and services amounted to USD 494.5 billion in the first ten months of 2022, and the
surplus in the settlement and sales of foreign exchange under the current account of bank agents amounted to only USD 127.6
billion, so there was a gap of about USD 366.9 billion between the above two figures. Certain enterprises may settle a large
amount of foreign exchange at the end of 2022 and before the Spring Festival, and coupled with the FOMC meeting on
January 31, RMB is faced with favorable conditions in the short term. In the mid-term, with the introduction of the Twenty
Optimized Measures of Pandemic Prevention and Control, China’s macro-economy is likely to face the impact of large-scale
infection of the labor force in the short term before a gradual recovery. Moving forward, the lasting economic recovery is
likely to bring sustained support to the RMB movements. In a nutshell, due to the implementation of the Fed’s rate hikes, the
support of seasonal foreign exchange settlement, and the optimized measures of pandemic prevention and control, RMB has a
rather low probability to experience depreciation in the short term, and is likely to remain volatile within a wide range,
whereas closer attention needs to be paid to the changes of external demands.
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Asset Allocation
Fig. 11: Asset allocation recommendations in 2023
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Source: BOC Investment Strategy Research Center
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In the macro-theme of “end of a strong USD and silver lining of the world”, we have analyzed varying sorts of global assets
from such aspects as macro policy, economic growth, valuation and liquidity, and provide our insights into major assets in
the coming year. Looking forward to 2023, based on the fundamentals of “the Fed’s end of monetary tightening and the
economy’s gradual entrance into recession”, we believe the allocation among major asset categories in the year should be in
the following order: gold, stocks, commodities and bonds. China’s economy is expected to lead the recovery with progress
made in stability, and closer attention is paid to the reasonable growth of quantity and effective improvement of quality. The
sparks of fire of the internationalization of RMB will contribute to the trend of global favor of Chinese assets, and the
valuation system in Chinese style is likely to drive the revaluation of Chinese assets. As to which country’s stocks to buy,
the priority should still be given to China stocks, particularly an overweight on China’s A-shares (recommended) and Hong
Kong, China stocks (recommended). Moreover, Hong Kong, China stocks are likely to be more resilient after bottoming
out. Given that the Fed may excessively tighten the monetary policy just as it increases interest rates too late, the US
economy may enter into a recession. As such, we recommend to underweight US stocks first, and to resume the neutral
view after the establishment of expectations for the Fed’s policy shift. Due to the high resilience of the European economy,
and coupled with the slowdowns of rate hikes, it is recommended to hold a neutral view on the European stocks. Japan’s
economy is likely to experience a moderate recovery, whereas the stock market features earnings growth and reasonable
valuation. As such, it is recommended to hold a neutral view on the Japanese stocks, but attention shall be paid to the risk of
policy shift away from its loose monetary policy. The marginal improvement of global liquidity is favorable for emerging
market stocks, and stock markets of Vietnam and India will gain relatively larger benefits. With respect to the bond market,
attention shall be paid to the US inflation that is expected to reach the peak before falling back. Moreover, the Fed is likely
to end its cycle of rate hikes, and coupled with the approaching shallow recession in the US, the US bond market is
expected to usher in historic investment opportunities. It is recommended to hold a neutral view first, and depending on the
formation of the expectations for the Fed’s policy shift, investors may overweight (recommended) US bonds. The same
logic holds true for Chinese USD bonds. Due to the economic recovery, the cost performance of equity has improved, and
thus Chinese bonds are under pressure. As such, it is recommended to underweight (conservative) first, and then transition
to a neutral view after reaching the upper limit of the range of yields. Due to the relatively high valuation, convertible bonds
are expected to follow the adjustment of the bond market, and thus it is also recommended to adopt a conservative view
first, and then move to the neutral view after the once the upward trend of the stock market is formed subsequent to
valuation adjustments. With respect to precious metals, at the end of a strong USD amid the potential dusk of empire, gold
will play the role of credit yardstick, revealing its value of long-term allocation, and thus it is recommended to hold a
neutral view first. Depending on the formation of the expectations for lower USD interest rates, an overweight
(recommended) may be given to precious metals. In the crude oil market, the supply and demand have stabilized overall
and will maintain a tight balance. Due to the strong capability of the supply side in regulating production capacity, and
coupled with the expected support of the weakening of USD in 2023, it is recommended to hold a neutral view for crude
oil. With respect to foreign exchange, the US economy is gradually entering into a recession with the end of the cycle of
interest rate hikes, and it is recommended to hold a neutral view on USD first, and underweight (conservative) may be
given subsequent to the formation of expectations for loose monetary policy. In the UK, the consistently adverse economic
environment can hardly support its currency, and thus it is recommended underweight (conservative) GBP. In Japan, the
trade deficit is expected to narrow further, so does the interest rate gap between the US and Japan’s government bonds, and
the risk aversion features of JPY are expected to resume. As such, it is recommended to overweight (recommended) JPY.
Moreover, it is recommended to hold a neutral view on EUR, AUD and CAD, and due to the support of oil prices, CAD is
likely to outperform other commodity currencies in cross currency trading. China’s economy is expected to recover,
whereas the weakening of foreign demands may lead to weaker exports. RMB tends to be rather strong amid neutrality, and
it is recommended to hold a neutral view.
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Risk Disclosure
◢Investment involves risks. It is as likely that losses will be incurred rather than profit made as a result of buying
and selling securities, commodities, foreign exchanges, derivatives or other investments. The price of a security
may move up or down, and may become valueless. Past performance is not necessarily indicative of future
performance. Foreign investments carry additional risks not generally associated with investments in the domestic
market, including but not limited to adverse changes in currency rate, foreign laws and regulations (e.g. foreign
exchange control). This document does not and is not intended to cover any or all of the risks that may be
involved in the securities or investments referred to herein. Investors should read and fully understand all the
offering documents relating to such securities or investments and all the risk disclosure statements and risk
warnings therein before making any investment decisions.

◢Risk Disclosure of Foreign

Currency Trading: Foreign currencies/ RMB products are subject to exchange rate
fluctuations which may provide both opportunities and risks. The fluctuation in the exchange rate of foreign
currencies/ RMB may result in losses in the event that the customer converts the foreign currencies/ RMB fund
into Hong Kong dollar or other foreign currencies.

◢Risk Disclosure of RMB Conversion Limitation Risk: RMB investments are subject to exchange rate fluctuations
which may provide both opportunities and risks. The fluctuation in the exchange rate of RMB may result in losses
in the event that the customer converts RMB into HKD or other foreign currencies.

◢(Only applicable to Individual Customers) RMB is currently not fully freely convertible. Individual customers can
be offered CNH rate to conduct conversion of RMB through bank accounts and may occasionally not be able to do
so fully or immediately, for which it is subject to the RMB position of the banks and their commercial decisions at
that moment. Customers should consider and understand the possible impact on their liquidity of RMB funds in
advance.

◢(Only applicable to Corporate Customers) RMB is currently not fully freely convertible. Corporate customers that
intend to conduct conversion of RMB through banks may occasionally not be able to do so fully or immediately,
for which it is subject to the RMB position of the banks and their commercial decisions at that moment. Customers
should consider and understand the possible impact on their liquidity of RMB funds in advance.
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Disclaimer & Important Notes
◢This document is published by Bank of China (Hong Kong) Limited (“BOCHK”) for reference only.
◢The contents contained in this document have not been reviewed by the Securities and Futures Commission of Hong
Kong.

◢This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where
such distribution would be contrary to laws or regulations.

◢This document is for reference only. It does not constitute, nor is it intended to be, nor should it be construed as any
investment recommendation or professional advice, or any offer, solicitation, recommendation, comment or any
guarantee to the purchase or sale, subscription or transaction of any investment products or services stated herein.
You should not make any investment decision based upon the information provided in this document.

◢The information provided is based on sources which BOCHK believes to be reliable but has not been independently
verified, therefore BOCHK does not make any representation, warranty or undertaking as to the accuracy,
completeness or correctness of the information or opinions provided in this document. The forecasts and opinions
contained in this document is only provided as general market commentary and is not an independent investment
research report and is not to provide any investment advice or return guarantee and should not be relied upon as such.
All views, forecasts and estimates are the judgments of the analysts made before the publication date, and are subject
to change without further notice. No liability or responsibility is accepted by BOCHK and related information providers
in relation to the use of or reliance on any such information, projections and/or opinions whatsoever contained in this
document. Investors must make their own assessment of the relevance, accuracy and adequacy of the information,
projections and/or opinions contained in this document and make such independent investigations as they may
consider necessary or appropriate for the purpose of such assessment.

◢The securities, commodities, foreign exchanges, derivatives or investments referred to in this document may not be
suitable for all investors. No consideration has been given to any particular investment objectives or experience,
financial situation or other needs of any recipient. Accordingly, no representation or recommendation is made and no
liability is accepted with regard to the suitability or appropriateness of any of the securities and/or investments
referred to herein for any particular person's circumstances. Investors should understand the nature and risks of the
relevant product and make investment decision(s) based on his/her own financial situation, investment objectives and
experiences, willingness and ability to bear risks and specific needs; and if necessary, should seek independent
professional advice before making any investment decision(s). This document is not intended to provide any
professional advice and should not be relied upon in that regard.
◢BOCHK is a subsidiary of Bank of China Limited. Bank of China Limited & the subsidiaries and/or their officers,
directors and employees may have positions in and may trade for their own account in all or any of the securities,
commodities, foreign exchanges, derivatives or investments mentioned in this document. Bank of China Limited & the
subsidiaries may have provided investment services (whether investment banking or non-investment banking related),
may have underwritten, or may act as market maker in relation to these securities, commodities, foreign exchanges,
derivatives or investments. Commission or other fees may be earned by Bank of China Limited & the subsidiaries in
respect of the services provided by them relating to these securities, commodities, foreign exchanges, derivatives or
other investments.
◢No part of this document may be edited, reproduced, extracted, or transferred or transmitted to the public or other
unapproved person in any form or by any means (including electronic, mechanical, photocopying, recording or
otherwise), or stored in a retrieval system, without the prior written permission of the Bank.

© Copyright. Bank of China (Hong Kong) Limited. All rights reserved.
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