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Macro outlook

Summary of thoughts:

. We believe that the Chinese economy should stabilize in 4Q18

. Chinese economy should be dragged by trade war in 2019, though proactive fiscal policy and
de-facto easing monetary policy could partly offset some negative impact

. RMB should not break 7 level despite downward pressure from trade war and strong USD
. NIES 4 growth momentum should ease following China’s slowdown

. ASEAN economic growth prospect is subdued due to tightening monetary policy and currency
depreciation

(Note) Outlook as of 19 October 2018; subject to update thereafter without notice. e
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Chinese economy could maintain stable growth in 2018

> We believe that Chinese economy should stabilize in 4Q18, China Real GDP & Infrastructure Investment
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growing at 6.5% yoy, same as 3Q18. 20 . 20
» Gradual slowdown in first three quarters of 2018 was mainly '
caused by central government’s efforts in deleverage and 6.9 1 - 25
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Sino-US trade conflict could drag China’s growth in 2019

We revised down our 2019 outlook to 6.3% from 6.6%.

Sino-US trade war could slow China’s growth by 1 percentage point through decreasing net exports.
Negative impacts could be even greater if private investment deteriorates due to weak business sentiment.
Chinese government is expected to adopt more proactive fiscal policy and prudent monetary policy with
easing bias to support the economy, which could partly offset the negative impacts.

We expect Beijing to revise down its growth target to 6.0%~6.5% at NPC in March. Overall, the slowdown
should be manageable.
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® Scenario 2*
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Comp. Tex Ru. Elec. Wood Pap. Chem. Prin. Mach. Met
-1.0 4
Comp. = Manufacture of computer, electronic and optical products

1.2 - Tex. = Manufacture of textile

China us Taiwan  Korea Australa Japan Germany World Ru. = Manufacture of rubber and plastic products

Elec. = Manufacture of electrical equipment
Wood = Manufacture of wood products

(Note 1_) ) o . ) ) ) Pap. = Manufacture of paer and paper products
Scenario 1: US imposes 25% tariff hike on 250 billion Chinese goods , China retaliates by

25% tariff hike on 50 billion and 10% on 60 billion American goods. Chem.= Manufacture of chemicals and chemical products

Scenario 2: US imposes 25% tariff hike on 517 billion Chinese goods, China retaliates by Prin. = Printing and reproduction of recorded media
25% tariff hike on 50 billion and 10% on 105 billion American goods. Mach. = Manufacture of machinery and equipment
(Note 2) Outlook as of 19 October 2018; subject to update thereafter without notice. Met = Manufacture of basic metals
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Sino-US trade conflict may persist

» We do not expect a quick resolution of Sino-US trade conflicts as long as Washington targets China’s high-tech
development and industrial policy.

>  The bigger picture behind recent trade conflicts is long-term strategic competition between China and US, which
is @ security and greater power struggle on top of economic issues.

> Compromise on some specific issues should be achievable, but in medium to long-term, conflicts should be
inevitable between a status quo power and a rising power.

Ultimate Goal Ultimate Goal
Secure world No.1 Position Basic modemnization by 2035,
| Socialist modern power by 2049

Intermediate Goal

Intermediate Goal

Contain China's development,

especially in high-tech sectors High quality development

Operation Targets

1
Correct China's Push China to Stop China’s Curb China's state- Key plans
practice of forced strengthen |.P. subsidies to high- sponsored M&A in T
tech transfer protection tech industries high-tech sectors

Al Development

Policy Tools

IC Development
Roadmap

Made in China 2025
Roadmap

Policy tools

| | | I 1 |
Investment ban EKDOHS restriction Fiscal SUDDO”.S Financial Suppoﬁs TEChI"IOlOg_V impGﬂS

Source: SMAM

(Note) This analysis is as of 19 October 2018; subject to update thereafter without notice.
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RMB should not break 7

> RMB performance is strongly correlated to that of DXY. Recent

DXY & CNY
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DXY appreciation and weak sentiments caused by trade war

put downward pressure on RMB.
» We believe that DXY should stabilize and may have some room
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We judge that PBOC should curb depreciation

expectation by defending the psychologically important 7

threshold.
» A RMB shock like that in 2015 is unlikely to happen due to

to depreciate, which should be positive for RMB.
> Currently, we have not observed capital flight by Chinese

residents.

much better economic fundamentals.

CH FX Deposit & CNY against USD

(USDbn)

Data period: 01/01/2018- 22/10/2018

Source: CEIC
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(In 2015, Manufacturing PMI was below 50)

3. PBOC officials commented on RMB performance
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Asian EMs: Softer economic momentum

Asian manufacturing PMI weakened in Sep, but remains above 50.

NIES 4 growth momentum should ease following China’s slowdown.

We are negative on PHP, INR and IDR due to current account deficit

>
>
> ASEAN'’s growth is expected to remain flattish due to tightening monetary policy and currency depreciation.
>
>

We see depreciation risk to MYR due to dilemma between rate cut and MYR depreciation

ASIA Manufacturing PMI Oct-17 Now-17 Dec-17 Jan-18 Feb-18 Mar-18 Apr-18 May-18 Jun-18 Jul-18 Aug-18 Sep-18
China MBS 51.6 51.8 51.6 51.3 50.2 51.5 51.4 51.9 51.5 51.2 51.3 50.8

Caixin 21.0 50.8 51.5 21.5 1.6 51.0 1.1 21.1 1.0 50.8 50.6 50.0
Korea Mikkei 50.2 51.2 49.9 50.7 50.3 49.1 48.4 43.9 49.8 48.3 49.9 51.3
Taiwan Mikkei 53.6 56.3 56.6 56.9 56.0 55.3 34.8 53.4 54.5 53.1 53.0 50.8
ASEAN Mikkei 50.5 50.8 49.9 50.2 50.7 50.1 51.0 51.4 51.0 504 51.0 50.5
Indonesia Mikkei 50.1 50.4 49.3 49.9 51.4 50.7 51.6 51.7 50.3 50.5 51.9 50.7
Thailand Mikkei 49.8 50.0 50.4 50.6 0.9 49.1 49.5 21.1 50.2 501 49.9 50.0
Malaysia Mikkei 453.6 52.0 49.9 20.5 49.9 49.5 48.6 47.6 49.5 49.7 51.2 51.5
Philippines Mikkei 53.7 54.8 54.2 51.7 50.8 51.5 52.7 33.7 52.9 50.9 51.9 52.0
wietnam Mikkei 51.6 51.4 52.5 53.4 53.5 51.6 52.7 33.9 55.7 4.9 53.7 51.5
India Mikkei 50.3 52.6 54.7 52.4 52.1 51.0 51.6 51.2 53.1 52.3 51.7 52.2

Source:Bloomberg

(Note) Data period: 01/10/2017- 30/09/2018
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Asian macro outlook

GDP CPI Policy Rate
2017 2018 2019 2017 2018 2019 2017 2018 2019 2018
1Q 2Q 3Q 4Q
China 6.9 6.6 6.3 1.6 2.1 2.1 4.35 435 [4.35 4.35 4.35 4.35 4.35
India 6.7 7.2 7.2 3.7 4.4 4.9 6.00 6.75 7.00 6.00 6.25 6.50 6.75
N Korea 3.1 2.9 2.5 1.9 1.6 1.8 1.50 1.75 1.75 1.50 1.50 1.50 1.75
I Taiwan 2.9 2.7 2.1 0.6 1.6 1.2 1.375 1.375 1.375 1.375 1.375 1.375 1.375
E
s Singapore 3.6 3.5 2.7 0.6 0.7 0.9
4 Hong Kong 3.8 3.6 2.6 1.5 2.3 2.5
Indonesia 5.1 5.1 5.2 3.8 3.6 4.0 4.25 6.00 6.00 4.25 5.25 5.75 6.00
A
S Thailand 3.9 4.5 4.1 0.7 1.1 0.9 1.50 1.50 1.50 1.50 1.50 1.50 1.50
E .
A Malaysia 5.9 4.9 4.8 3.8 1.1 1.6 3.00 3.25 3.25 3.25 3.25 3.25 3.25
N Philippines 6.7 6.4 6.7 3.2 5.3 4.2 3.00 5.00 5.25 3.00 3.50 4.50 5.00
5
Vietham 6.8 6.9 6.8 3.5 3.6 3.4 6.25 6.25 6.25 6.25 6.25 6.25 6.25
Source: SMAM (Note) Forecasts as of 19 Oct 2018; subject to update thereafter without notice. Figures in yellow are actual y-o-y growth figures; others are forecast.
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Equity markets outlook

> Asian equity markets had continued on a downward trajectory in the 3Q, as investors become concerned that the
Sino-US trade conflict may foreshadow greater geopolitical uncertainties between the world’s two largest economies.

Coupled with US dollar strength and rising treasury yields, sentiment for Asian equities further weakened. Foreign
capital continued to leave as all 3 US benchmark indices climb to new highs.

> However, we expect Asian markets to bottom out before the year’s end amid a volatile environment. Market driver is
shifting from corporate earnings growth to attractive valuations, with P/E well below historical average. This could
lead to a period of continued valuation expansion in the medium term. Macro economic environment are benign for

most Asian markets and overall earnings prospects are stable, while discount relative to DM is widening.

Market weakness continued into the 3Q after

peaking out at the start of the year
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Source: FactSet
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Exhibit 2

Asia ex-Japan discount relative to DM fell to

—MSCI Asiax] relative to DM 12m fwd P/E
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Equity markets outlook

Exhibit 3 Earnings have been revised down (data as of 12 Oct)

EPS Revision (1W) EPS Revision (4W) EPS Revision (12W) EPS Revision (52W) | EPS Revision (YTD)

2018 2019 2020 2018 2019 2020 2018 2019 2020 2018 2019 2018 2019

China -0.7% -0.8% -0.8% -1.5% -1.4% -1.5% -5.3% -5.4% -6.5% -2.0% -1.3% -4.2% -3.9%
Hong Kong 0.0% 0.1% 0.0% -0.8% -0.7% -0.5% -1.2% -0.9% -0.5% 4.0% 4.4% 3.0% 3.6%
Korea -0.2% -0.4% -0.3% 0.0% -1.0% -0.1% -1.4% -1.8% -0.7% -2.8% -3.4% -5.1% -5.4%
Taiwan 0.1% -0.2% -0.4% 0.7% -0.2% -0.1% 0.7% -1.8% -2.3% 0.1% -4.7% -0.5% -4.5%
Singapore 0.1% 0.0% 0.1% -0.5% -0.2% 0.1% -1.0% -1.6% -1.9% 5.6% 6.4% 3.3% 4.0%
Malaysia -0.1% -0.3% -0.3% 0.0% -0.5% -0.6% -2.5% -2.4% -2.4% -7.2% -7.4% -5.7% -6.0%
Thailand -0.1% 0.3% -0.4% -0.1% 0.1% -0.8% 0.0% -0.1% -0.5% 3.3% 1.8% 1.5% -0.3%
Indonesia 0.0% -0.2% -0.1% 0.2% -0.1% -0.1% -1.6% -0.5% -1.6% -2.4% -2.8% -2.1% -2.6%
Philippines -0.1% -0.1% -0.1% -0.3% 0.0% -0.7% -1.6% -0.5% -1.7% -5.9% -5.4% -5.7% -4.8%
India -0.6% -0.6% -0.6% -1.1% -0.5% 0.3% -4.4% -1.8% -0.7% -10.2% -4.6% -10.1% -5.3%
MSCI AsiaxJ -1.0% -1.1% -1.1% -1.0% -1.4% -1.1% -3.7% -4.1% -4.2% -3.5% -3.5% -6.7% -6.6%

Source: IBES
However, solid growth and return continue
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(Note 1) Data period: 31/12/2008 - 28/09/2018
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Equity markets outlook

MSCI Asia Pac ex-Japan: Valuation becoming attractive

Exhibits 6-7
18.5x 12m forward P/E 3.0x . 12m forward P/B
17. = 2.8x
X Since beginning of the year, both fwd
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(Note) Data period: 30/01/2004 - 17/10/2018
Source: FactSet, MSCI
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Exhibit 8

China - A period of transition

MSCI China YTD performance

Among Asian markets, Chinese equities have corrected the most year-to-date, after MSCI China surged 55% in 2017 - its best performance in recent
years. To-date, the Shanghai Composite Index has shed 30% from its peak in January 2018, while the Hang Seng China Enterprise Index fell 25% in the year
to 19 October (both in local currency terms).

RMB has depreciated 10% from its peak in February 2018, as China adopts an easing stance in contrast to the tightening environment in the US. However, we
believe the government will not allow the RMB to fall past the threshold of seven.

The Sino-US trade conflict escalated at a time when domestic growth was already slowing, as the Chinese government implements strategic policies to
prioritize quality over speed in economic and social development, such as corporate deleveraging, reducing excess capacity, and rigorously enforcing
environmental protection laws. The dousing of growth by both internal and external factors has subdued risk appetite.

However, the government has since returned to a more pro-growth stance to counter the slowing economy. The PBoC has reduced the Reserve
Requirement Ratio once again in October, the third time since April, while the government is pumping credit and ramping up infrastructure spending, a
conventional stimulus.

We prefer a conservative strategy amid current market volatility, and favor leading companies in industries that are in the late stage of consolidation - bar
those with excess capacity. We look for companies with stable market share and who are shifting focus from topline growth to efficiency enhancement.

We are cautiously optimistic for China in the long term. Execution of structural reforms is key to long-term growth and stability.

New China space corrected the most after sharp rises in 2017

MSCI China YTD earnings revisions for 2018

30% —
Energy
0% | Energy, material, and utilities, three old .
economy sectors, have proven most resilient
HealthCare 10% +
Utilities Materials
I ’ I I I ’ 09 I I I I ! |
F ’ T T T ’ T T T T ‘ T 1
-20% -15% ¢ -10% -5% 0% 5% 10% 15% 20% 25% 30%
. -10% + Consumer Staples
Telecom Industrials . ? o P
i i -20% -+ Real Estate
Info Tech Financials

Consumer Discretionary -30% L

Source: IBES (Note) Data period: 01/01/2018 - 19/10/2018
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NIES 4 - weaker external demand

The NIES 4 countries depend heavily on external demand and have greater exposure to trade conflicts. However, external demand has been softening, while
trade conflicts threatens disruptions to the global supply chain, of which Korea and Taiwan are an integral part.

» Hong Kong - Hong Kong’s property prices, one of the most expensive in the world, have reached a peak, and is most exposed to rising interest rates.
However, another pillar industry, tourism and retail, which are reliant on mainland Chinese visitors, may benefit from the opening of the Hong Kong-Shenzhen
high speed rail link, which plugs Hong Kong into the national railway network. The opening of the Hong Kong-Macau-Zhuhai bridge may also provide to be a
long-term growth driver.

> Singapore - Corporate earnings growth is decelerating while both earnings revision and momentum weaken. However, P/E valuation is undemanding while
P/B is one of the cheapest among Asia equities.

> Korea - Continues to be the most attractive by valuation in both P/E and P/B. Chinese tourist humbers in recent months saw strong recovery over the same
periods last year, when Chinese tourist arrivals dropped sharply due to political fallout over THAAD. Although figures for 8M2018 are still far below pre-THAAD
times, it signifies tensions between the Korea and China are easing.

» Taiwan - Taiwan had been one of the best performers relative to MSCI AxJ in the first half of the year. However, during the quarter, external demand for IT
products, Taiwan’s export staple, began to weaken. Valuation, while undemanding, is not cheap relative to other NIES 4 markets.

Earnings momentum index

Exhibits 9-12
co MSCI Hong Kong MSCI Singapore MSCI Korea MSCI Taiwan
.0 - 3.5 - 2.0 .
4.5
3.0 | 1.8
4.0 1.6
35 | 25 -
1.4
3.0 20 L 1o
25 |
20 | 1.5 | 1.0
1.5 | 0.8
1.0 | 0.6
0.5 0.4
0.0 0.2 | | | | | 0.0
A S S S N A e B S A R N e R I S R I S A
of f f f f of of of of of & of S L L L L L L S
(Note 1) Earning momentum = % Company with +ve Earning revision / % Company with -ve Earning revision (Note 2) Data period: 28/09/2012 - 17/10/2018
Earning revision = EPS FY2 (0) / ( EPS FY2 (-1) + EPS FY2 (-2) + EPSFY2 (-3)) /3 -1 Source: FactSet, MSCI
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ASEAN 5 - Rising dollar casts shadow

Indonesia and the Philippines saw their currencies depreciate 11% and 7% against the dollar year-to-date, weighing on their equities markets, while Thailand,
Malaysia, and Vietham markets saw some recovery in the past quarter, reducing their YTD loss to modest levels. A rising dollar has hurt markets across the region.
On the plus side, some countries such as Thailand and especially Vietnam stand to benefit from the trade war, as some production relocate from China to them.

> Indonesia - The rupiah has been the worst performing currency in ASEAN 5. Indonesia runs a current account deficit and has a weak external balance, raising

concerns about the rupiah amid strengthening of the USD. While the central bank raises interest rates to shore up the currency, this has hurt consumption and
the equities market, as both earnings revision and earnings momentum are weakening. We believe the situation needs time to improve.

Philippines - Philippines market corrected the most among the ASEAN 5 in local currency terms in the year-to-date. Foreign net selling YTD has been the
highest in the last 10 years, revealing more attractive valuations. Like Indonesia, Philippines runs a current account deficit, however, balance of payment is

positive. Government spending on infrastructure as well as OFW remittances, which fuel consumption, are expected to drive growth. Earnings momentum is
bottoming out, and we are positive on growth prospects.

Malaysia - Policy uncertainties brought about by the change in government in May have eased. However, we see limited catalyst to drive markets. Earnings
revision is among the weakest in the region, while valuation is relatively rich.

Thailand - Thai equities fared well in the year-to-date given market conditions. Although earnings revision is weakening, in terms of valuation Thailand is
among the least demanding in the region. Macro fundamentals are stable and is supportive of future growth.

Vietham - The Vietnam market saw a strong rebound in the 3Q, bringing its year-to-date loss to less than 3%. Market fundamentals are solid. Vietham is
expected to be a major beneficiary of the Sino-US trade war, as manufacturers shift production from China to Vietham to circumvent tariffs. However, given
strong growth prospects, Vietham remains the most expensive market among the ASEAN 5.

Exhibit 13 Foreign selling continued into October
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ro Sumitomo Mitsui Asset Management 13



Exhibits 14-17
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ASEAN 5 - short term pain; long term constructive

Valuation returning to historical averages - 12m forward P/E

MSCI Indonesia

Valuation has fallen sharply since
beginning of the year

Fwd P/E has fallen below
historical average

Source: FactSet, MSCI

20.0x

- MSCI Malaysia

Valuation rebounded in the third quarter,
but has since began declining again
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Thailand is expensive relative to historical
average, due to robust economy

(Note) Data period: 30/09/2008 - 17/10/2018
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India - challenging times

> India faces a series of challenges ahead. The RBI is expected to take a more hawkish stance to stem inflation and rupee depreciation; this is expected to
delay economic recovery. Meanwhile, political noise will emerge ahead of the general election in 2019.

» The rupee is one of the worst performing currencies this year, continuing its structural slide. With the Sensex almost flat in local currency, most of the loss for
foreign investors is due to currency depreciation. Current account deficit continues to widen to 2% of GDP, but is financed by FDI inflows.

» Corporate earnings is softer than expected, and earnings revision is weakening. Even so, India remains the most expensive market in Asia ex-Japan.

» However, we continued to be optimistic on India’s long-term prospects. Demographic dividend, a growing middle class, and the shift from informal to
organized economy, which are expected to yield significant productivity gains, are established trends, setting the tone for future development.

Exhibit 18 Exhibit 19
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Disclaimer

Please read this disclaimer carefully.

® This material is for non-Japanese institutional investors only.

® The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are intended to
introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management Company, Ltd. (hereinafter “SMAM"),
or to provide information on investment strategies and opportunities. Therefore this material is not intended to offer or solicit
investments, provide investment advice or service, or to be considered as disclosure documents under the Financial Instruments
and Exchange Law of Japan.

® The expected returns or risks in this report are calculated based upon historical data and/or estimated upon the economic outlook
at present, and should be construed no warrant of future returns and risks.

® Past performance is not necessarily indicative of future results.

® The simulated data or returns in this report besides the fund historical returns do not include/reflect any investment management
fees, transaction costs, or re-balancing costs, etc.

® The investment products or strategies do not guarantee future results nor guarantee the principal of investments. The
investments may suffer losses and the results of investments, including such losses, belong to the client.

® The recipient of this report must make its own independent decisions regarding investments.

® The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute SMAM’s judgment
as of the date of this material and are subject to change without notice.

® The awards included in this report are based on past achievements and do not guarantee future results.

® The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized entities/individuals.

® This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM can not and does not
guarantee its completeness or accuracy.

® All rights, titles and interests in this material and any content contained herein are the exclusive properties of SMAM, except as
otherwise stated. It is strictly prohibited from using this material for investments, reproducing/copying this material without
SMAM's authorization, or from disclosing this material to a third party.

Registered Number: Kanto Local Finance Bureau (KINSHO) No0.399

Member of Japan Investment Advisers Association, The Investment Trusts Association, Japan and Type I Financial Instruments
Firms Association

© Sumitomo Mitsui Asset Management Company, Limited
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