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Disclaimer

The content of this presentation is for reference only and does not constitute an offer, solicitation or invitation, publicity, or any
other advice or recommendation.

The information and charts in this presentation are for reference only, and the accuracy of such information and charts is not
guaranteed. In making investment decisions, readers are requested to make their own independent thinking and to seek
professional advice (if necessary). Fund investment involves risk. Past performance is not indicative of future performance. Before
subscribing for a Fund, investors should refer to the relevant offering documents of the Fund for details, including the risk factors
involved. If any loss is incurred as a result of the contents of this publication, there shall be nothing to do with Dynasty Alliance
Investment Management Limited or any company within its Group.

This presentation is issued by Dynasty Alliance Investment Management Limited and has not been reviewed by the Hong Kong
Securities and Futures Commission
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NPC Standing
Committee Meeting

AKBEEEGE

Size of Local Government Debt Swap - Ciritical Factor for Market
Direction
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@ Size of Local Government Debt Swap will Likely Indicate Equities Market Direction

e The NPC Standing Committee Meeting will take place between 4-8 November and local government debt swap plan size will be announced
on 8 Nov

e The recent press conference held by Ministry of Finance (MoF) has already provided a framework of key items to be reviewed by NPC
Standing Committee

e Out of the 3 key items that require NPC Standing Committee approvals, the size of local government debt swap is the most critical focus as it
will likely set equities market direction (onshore A-shares in particular) with reference to the policy-induced market rally in 2014-2015

Key Messages from Recent Ministry of Finance (MoF) Press
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<<< Size of Local Government Debt Swap will Likely Indicate Equities Market Direction ( Cont.)

e Local government debt and LGFV debt (i.e. hidden debt) have been a structural issue for the Chinese economy in the past decades given the
heavy relianceon investments to drive GDP growth, which substantially lifted China's debt-to-GDP ratio

e The most aggressive one-off debt swap program took place in 2015-2018, which features a total swap size of Rmbl12.2tn in 4 years (1.3tnh -
4.9tn each year and front-loaded)

e In 2023 and 2024, the size of similar debt swap programs was Rmb2.2tn and Rmb1.2tn

Distressed Debt Specialist BEIGML SIS (FE)
China i1s promising the biggest debt swap in recent years
6
Year Debt swap
—————————————————————————————————————————————————————————————————————————————— 5
2015-2018 12.2T yuan
4
2019 157.98B
3 &
Late 2020-09/2021 612.8B
2
10/2021-06/2022 502.48B
1
2023 22T
0
2024 1.2T 2015 2016 2017 2018

Source: Caixin, Bloomberyg,
Citic
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Mainlanders’ Animal Spirit and Cash Pile Led to the 2014-2015 Rally

e Base Case: We believe the market has already priced in a debt swap package size of Rmb6-7tn (likely covering 2-3 years), or roughly Rmb2-3tn per year
on average, which is roughly on par with the size announced for 2023 - overall equities market reaction may be mostly neutral in this case

e Bull Case: In case the final plan size exceeds the 2015 plan (Rmb12.2tn in 4 years)

market (onshore market in particular)

—we might see a meaningful boost to market sentiment and equities

e One should never forget the crazy policy-induced A-shares bull market in 2014-2015 despite tough economic conditions — the animal spirits and big retail
deposit base (Rmbl40tn+) may trigger another short-lived but massive rally should policy be bigger than expected

e In the 2014-2015 bull market episode, SHCOMP generated 150%+ price return in a year, which pushed the 12-month forward P/E to a peak of 18.9x -
yet ironically EPS was only flattish in the same period given tough macro conditions
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<<Q Likely Scenarios and Short-term Market Reactions this Time

e Given the highly uncertain outcome, we therefore created 5 scenarios with subjective probabilities and the corresponding
Hang Seng Index reaction in November

e Despite low visibility, we tend to believe the swap size package will be “moderate” (60% chance) to “large” (20% chance),
which implies that Hang Seng Index could trade up to 22,000 points if the swap size is close to Rmbl10trn and that 20,500
points may be a near-term key anchor level if the swap size is Rmbo6trn as widely expected by offshore investors at present

e Another swing factor would be whether additional support for the property sector is announced as the market in general
has not fully priced in this additional support — latest market chatter suggests Rmb4trn extra debt is a possibility

Swap Size (Rmb trn) Subjective Probability (%) HSI Target (end-Nov)

X-Large 5% >22,000
Large 7-10 20% 21,000 — 22,000
Moderate 6-7 60% 20,500 — 21,000
Small 3-6 10% 19,000 - 20,500
X-Small <3 5% <19,000
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US 3Q Earnings

Positive Surprises from Financials/Consumer Disc.
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3Q24 US Earnings Broadly Intact

As of 25 October, c.37% of S&P 500 companies have reported 3Q results — of which 75% have delivered positive earnings surprises
Earnings surprises (+5.7%) is mainly led by Financials/Consumer Discretionary and dragged by Materials

3Q net profit grew 3.6%, which is the 5" consecutive quarter of YoY growth — but also the lowest growth rate since 2Q23 (-4.2%)
Major tech companies (Nvidia, Amazon, etc) are yet to report earnings, which are key investor focuses

S&P 500 Sector-Level Earnings Surprise %: Q3 2024 S&P 500 Earnings Growth (Y/Y): Q3 2024
(Source: FactSet) (Source: FactSet)
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Source: Factset
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<@ Resilient Margins in General

Despite continuing concerns in the market about inflation, the net profit margin for the S&P 500 for 3Q24 stands at 12.0%, which appears
resilient

IT sector stood out with YoY margin expansion from 23.9% to 24.7%

On the other hand, the Energy sector saw the most significant margin decline mainly due to lower crude oil and natural gas prices
Consensus points to continued margin resilience in coming 3 quarters at 12.1%, 12.6% and 13.1%

S&P 500 Net Profit Margin: Q319 - Q324 S&P 500 Sector-Level Net Profit Margins: Q324 vs. Q323
(Source: FactSet) (Source: FactSet)
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Tracking The Two E’ s

Economy: Recession or Soft Landing
Election: Harris or Trump
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<<< US Economic Conditions — Sequential Improvement Shown in Past Month

 Citi US Economic Surprise Index: marginally improved from -5% YoY in August to -4.8% YoY in September
e Conference Board US Leading Index: recovered to +17.5 on 23 Oct (vs. -0.8 on 30 Sep)

Citi Economic Surprise Index — United States Conference Board US Leading Index (% YoY)
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@@: US Presidential Election — Trump is Gaining Momentum

e Betting odds suggest a rather meaningful lead by Trump over Harris - 20% higher chance of winning (vs. 7.7% last

month)

e In terms of poll results, Harris’ lead over Trump has narrowed — currently leads by just 0.2% (vs. 2.2% last month)
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November: It all Hinges on the Upcoming NPC Meeting

)

Recap of previous month:

For October, Hang Seng Index (HSI) retreated c.4% amid profit-taking. The strong rally started in late September continued at the beginning of October with the HSI
breaking through 23,000 on 7t October. However, the market corrected massively on the next day (8" October: -9.4% in a day) when the NDRC Meeting failed to
provide incremental positives to investors. After that, the market largely stayed in a consolidation mode for the rest of October.

Our view for the coming month:
The upcoming NPC Standing Committee Meeting (4-8 November) is critical in setting the next major direction for the China/HK equities market as details

regarding local government debt swap plan will be unveiled. The base case for the size of the swap plan is “Rmb6trn over several years” based on Caixin's news
article and offshore brokers’ estimates (onshore brokers likely have higher expectation of >Rmb6trn). In the bull case in which the final plan size is much bigger than
the base case (say >Rmbl2trn), equities markets (onshore market in particular) will likely react positively with reference to the 2014-2015 policy-induced bull market.
The worst case (although we see a low probability) for equities is the absence of any swap plan, which will send a negative signal to the market as this implies top
decision makers have once again pivoted to the previous cautious policy-making approach.

Given the “binary-type” NPC Meeting outcome, we believe scenario-based targets for HSI are more appropriate for November. We are slightly tilted to the positive
side for the stimulus package size but would like to remind investors that visibility remains low.

Swap Size (Rmb trn) Subjective Probability (%) HSI Target (end-Nov)
>10

X-Large 5% >22.000
Large 7-10 20% 21,000 — 22,000
Moderate 6-7 60% 20,500 — 21,000
Small 3-6 10% 19,000 — 20,500
X-Small <3 5% <19,000

Other key events to watch for in the coming month: (1) 3Q results and 4Q guidance from Chinese companies; (2) rate decision during the FOMC Meeting on 8th
November — pause or another cut? Market has mostly priced in a 25bps cut; (3) US Presidential Election results — betting odds suggest Trump is winning however
poll data still suggests a close race.
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<<)0\,T Summary of Upcoming Major Events

US - PMI and ISM data

1 November e Likely still below 50 but any marginal surprises?
US - Job data
1 November e Unemployment rate is the key — Any surprises?

US - FOMC Meeting
e 25bps cut is the base case and fully priced by market (97% chance) — but any indication for another 25bps

8 Novemnber cut in December meeting? Market currently assigned a c.72% chance

US - CPI
13 November e Isthe downtrend intact?

CH - NPC Standing Committee Meeting
4-8 November How big is the stimulus package?

CH - Export Data
7 November Any slowdown?

CH - Retail Sales
15 November Any marginal improvement?
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US Market Views: Slower QT ahead of US Election an Intentional Pivot

)

Fed balance sheet to shrink: a year-long progress

2017-2019 Taper Cycle implies bumpier road ahead amid valuation de-rating Trillions  of dollars Fed Balance Sheet Size Trillions  of dollars
despite positive earnings growth; Fed’s announcement on 1 May to slow QT a [ °
starting on 1 June is likely an intentional pivot due to election factor, which will 5 |Ramp-up g
potentially keep valuation elevated for longer, in our view peres Ramp dosn
e Fed entered phase 1 (Jun-Aug 2022) of this round of tapering cycle by shrinking its 71 i L7
balance sheet by a cap of $47.5bn per month and we are now in phase 2 (since Sep
2022), with the amount increased to $95bn per month; but then in the May FOMC, 51 1 6
the Fed announced to slow QT size to $60bn per month starting on 1June 2024 . 6.3t in .
e In the 2017-2019 Taper Cycle, S&P 500’s 12-month forward P/E de-rated from c.18x to 20202
c.14x at one point and recovered to the pre-taper level only after Fed's sharp policy s i Sice. Furccast Bases) e £5 Resoff Esimaies 4
U-Turn in late 2019 ——Equiliorium Size, GS Estimate
e The slower QT, coupled with resilient near-term earnings, will potentially keep the 3 r w w r ' r r , r
. . - . Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24 Jan-25 Jul-25 Jan-26 Jul-26
overall market valuation elevated for longer - likely to facilitate re-election of Joe
Biden, in our view S&P 500 earnings yield gap below LT average
e While valuation may stay at an elevated level for longer (potentially till November . N . -
election) due to Fed's intentional pivot, we continue to believe S&P 500 Index’'s 2024E US 10-year TIPS yield
P/E of 22x (above LT ave. of 15.7x) is not compelling enough to us amid: (1) slowing : Gap (RHS) A‘ L
but still elevated inflation; (2) geopolitical tensions between global super-powers; (3) 10 'JL " demRmremRIGIE _'
US economic growth slowdown o 1 \\\
o Strategy: Stay relatively defensive and nimble; shift some allocation to liquid Gold oy
ETF (e.g. GLD US) or physical gold trust (e.g. PHYS US); cautious on unprofitable Tech o1
with high valuation; prefer IG vs HY in USD markets; gradually increase overall 4
investment portfolio duration to capture peaking market interest rates

10

Major changes vs previous views are highlighted in RED e - s i 3 i "0

Source: Basis Asset Management, Bloomberg, Goldman Sachs
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<<)§ China Market Views: Taming Big Gray Rhinos Takes Time

« LGFV debt and property sector are regarded as two big gray rhinos given their importance to the economy, asset
markets and banking system

e Top-level decision makers have taken a piecemeal approach thus far (Rmbltrn local debt swap program, city-level
housing policy easing, etc.), which suggests a gradual pace of deleveraging and longer drag on economic
recovery

e Unless policymakers turn to a “bazooka-style” approach (which we see unlikely at present given the scale of the
problems and challenging geopolitical/economic conditions), we see no quick fix to the problems and the
deleveraging processes could take another few years

e We expect the overall government policy direction to remain “To Hold Without Lifting; Stability First” {EmA%, &
F 215%, which means stimulus or policy easing will only kick in when instability appears in the economy or
financial markets

e We thus expect China/HK equity market major direction to remain range-bound with downside cushioned by
cautious government support but upside capped by continued deleveraging efforts, unless we see turns in policy
direction and/or improvement in geopolitical/economic conditions
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@ Putting US/China Economic Cycle Into Perspective

e US Economic Cycle is in the late “stagflation” phase (i.e. slowing BofAML Investment Clock
growth and falling Framework
inflation) and China in the late “reflation” phase (but can be swung by
policies), in our

- U@Mbase case is a mild US recession to take place around 4Q24; US
corporate earnings momentum will weaken further in coming
months as impact from the rapid interest rate hikes to ripple through
the economy; expect US HY default risks to rise

nflation Rises

4

"Recovery"” "Overheat"

e Our Recommendations: . x
o Equity: Stay very cautious on loss-making companies with poor g Cyclical Cyclical =/ >

. . — Growth Value i

cashflow/balance sheet as global interest rate remains elevated = : <

o Credit: Overweight IG vs. HY In the USD markets (IG ETF: LQD US); "j i - ?

Growth Value

for investors with heavy US equity market exposure, increase US
IG credit exposure by cutting equities

o Asset Allocation: Reiterating our prudent stance; suggest
maintaining some gold allocation on a 3-6 months horizon to
hedge US recession risks in around 4Q24

"Stagflation”

"Reflation"

Source: BofAML, Basis US has moved further to the
AM very-late

Major changes versus previous views are . . .
stage in “stagflation”, in our view

h ig sl ig hted in RED China is likely at this point; however it can be heavily
swung by China policies
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@ Major Events for 2024
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Key things to monitor:

e Housing and economic policies during the Third
Plenary Meeting in China
e Timing of first rate cut by Fed and ECB

e US Presidential Election
o Market widely expecting Trump to return
o Poll suggests Trump will win
o Trump victory will likely introduce higher policy

uncertainties
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Election Calendar for 2024
74

024 Election events that could most impact APAC trading and market structure

No date
yet

1517t 6th-gth 16" & 25th

ralmn Paldstan Russia S. Korea Apn!/ May EU USA
[Presidency,  (National (Presidency)  (National India (Parliament) Presidential
legislative Assembly) Assembly) (House of Debates
fuan) 31st The People)

4™ Ukraine

Indonesia  (Presidency

(Presidency,  —may not

Reg Rep. occur due

Council, to martial

House of law)

Rep.)

Countri ith lection in 2024, by d
ountries with an election in 2024, by democracy score T ——

1* & 9th
USA

Presidential
Debates

Authoritarian Hybrid Democracies Elections not fully politics are likely to remain painfully
regimes regimes Flawed  Full free and fair polarised, but who wins matters

e o | | ® @ @ ®) greatly for foreign policy.

1 2 3 4 5 6 7 8+

South Africa The ANC may fall short
Mexico, July Morena's re-election of a majority, which would be a political
as ruling party is almost assured, earthquake weakening president
and Mexico will have a woman Cyril Ramaphosa.
president for the first time.

0Q[
:

Pakistan, February The increasingly

unpopular Pakistan Muslim League /

(Nawaz) will probably retain power India, April-May In elections to

with the help of the military. determine who rules over 1.4bn people,
Narendra Modi’s BJP is seeking a third
consecutive term.

175m

Source: The Economist, JP Morgan

India

Bangladesh 1.4bn population

USA Election

House of Rep.)

Britain A win for Labour could
see the Conservatives unravel, but
will also expose Labour’s schisms.

Germany*
83m .

By Jan 28,
2025

UK
(House of
Commons)

Number of Countries

40 (21% of Global)

Population

3.2bn (41% of Global)

GDP
$44.2bn (42% of

Global)

*European Parliament elections

tMunicipal elections
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For additional information please contact:

SAM LAU KELVIN CHAN

SamLau@basisamhk.com KelvinChan@basisamhk.com

+852 3701-0312 +852 3701-0303

CYRUS CHONG HERMIA CHAN RIO WANG
CyrusChong@basisamhk.com HermiaChan@basisamhk.com RioWang@basisamhk.com
+852 3701-0306 +852 3701-0307 +852 3701-0305
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Economics

GDP growth (%)

Global
us
China

Euroarea

Policy rates (%)

us
Euroarea

China
Japan

% Chg.
30

Weaker Global Growth and Tighter Financial Conditions in Most Major Economies

2024
GS Cons. GS Cons.
(Q4/Q4) (Q4/Q4) (CY) (CY)
2.8 - 2.7 26
24 16 28 2.4
4.7 4.7 50 4.9
14 1.2 0.8 0.7
2024
GS Mkt.
488 491
3.25 3.26
1.70 1.85
0.13 0.36
Global
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2025
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(CY)

2.7
2:2
4.2
1.4

2025
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3.88
225
1.70
0.63

2024:
2.7
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(CY)

26
18
45
14

Mkt.

4.36
2.83

0.52

2025:
2.7
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21
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e Current Activity Indicator (mo, ann.)

Historical GDP (yoy)
Q12024 GDP (yoy)

=== GS Q2 2024 GDP Estimate (yoy)

23 24

25
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Markets
Interest rates
10Yr (%) Last E2024 E2025 FX
us 443 425 410 EUR/S$
Germany 2.49 225 2.00 GBP/$
Japan 1.00 1.25 1.80 $/IJPY
UK 417 3.75 3.75 $/ICNY
Commodities Last 3m 12m Credit
(bp)
Crude Oil, Brent ($/bbl) 82 87 82
Nat Gas, NYMEX ($/mmBtu) 2.84 2.70 400 USD
Nat Gas, TTF (EUR/MWh) 34.64 30 32
Copper ($/mt) 10295 10,500 13,000 EUR
Gold ($/troy oz) 2,408 2,600 2,700
% Chg. us
30
20
10 2024:  2025:
A 2.8 2.2
e—— \a - - ¢ *
0 : .'—A@grv-@cb . .
-10
—— CUrrent Activity Indicator (mo, ann.)

19 20

21

Historical GDP (yoy)
Q12024 GDP (yoy)

=== GS Q2 2024 GDP Estimate (yoy)

22 23 24

Source: Basis Asset Management, Bloomberg, Goldman Sachs. Data as of 24 May 2024.
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Last

1.08
127
156
7.22

Last

87
300
121
328

% Chg.

30

20

10

3m

1.05
1.24
155
7.30

1H24

89
297
121
341

12m

1.08
1.28
150
7.20

2H24

90
291
120
336

E2024
S&P 500
GS Cons.
Price 5,200 -
EPS $241 $244
Growth 8% 10%
2024
Consumer
CPI Unemp.
(%, yoy) Rate
us 33 3.8
Euro area 24 6.7
China 04 s
China

2024:

2025:

19

A [lv/\ g o

21

T

e Current Activity Indicator (mo, ann.)

Historical GDP (yoy)
Q12024 GDP (yoy)

=== GS Q2 2024 GDP Estimate (yoy)

23 24 25
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E2025
GS Cons.
$256 $278
6% 14%
2025
CPI Unemp.
(%, yoy) Rate
2.7 37
21 6.7
1.5 -
% Chg.
30
20
10
0 =0
-10
-20
-30
19 20

Equities
Returns (%) 12m YTD
S&P 500 -2 11.3
MXAPJ 2 7.5
Topix 6 15.7
STOXX 600 < 88
Wage Tracker
2024 (%)
Q1 Q2 Q3
43 - -
Euro area

E2024 P/IE

22.2x
14.7x
16.1x
14.3x

2024: 2025:
0.8 14

AW .

21 22

e Current Activity Indicator (mo, ann.)

Historical GDP (yoy)
Q12024 GDP (yoy)

=== GS Q2 2024 GDP Estimate (yoy)
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C@ US Equity Valuations to De-rate and Value to Outperform Growth During Fed Rate Hike Cycles

Equity valuations de-rated on average during Fed rate hike cycles Value has eventually outperformed growth during Fed rate hike cycles
S&P 500 12-month forward P/E ratios (trailing P/E before 1985)

110
105
el
’ A
95 14 ’ A
90 - "
85 25th/75th Percentile
Average
80 -~ Average before the '90s
Average since the '90s
o=
-12m -6m Om 6m

Start of hiking cycle

Source: Basis Asset Management, Bloomberg, Goldman Sachs

12m

18m

S&P 500 12-month forward P/E ratios (trailing P/E before 1985)

130 - 25th/75th Percentile
Average

~—— Average before the '90s
Average since the '90s
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100 -
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24m -12m -6m Om 6m 12m 18m 24m
Start of hiking cycle
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