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HKRSA Webinar —

Thursday, February 24th ,2022
4:00-5:00pm 2
Con d in English

Quality Investing during inflationary times

Concerns about inflation are now dominating global
headlines and conversations among investors. No longer
the temporary issue that many market commentators
initially expected, ongoing post-COVID disruptions
coupled with the escalating energy crisis have made
inflation a challenge for businesses and, therefore, also
in the hunt by investors for diversified returns. In
response, we believe quality companies have the
potential to drive real shareholder value despite macro
challenges.

This stems from quality companies generally being
known to deliver resilient earnings growth in all market
cycles. They are typically robust during periods of
economic stress because their revenues are repeatable.
This potentially enables them to generate cashflows
despite the macro picture, helping them outperform the
wider market and emerge in a strong position from
challenging market conditions.

Among the core characteristics that insulate quality
businesses from the damage inflation could bring, three
key ones include:

1. Pricing power — Enduring competitive advantages
create barriers to entry that give high quality
companies pricing power. High gross margins
mitigate the impact of rising input costs.

2. Low capital intensity — Capital-light businesses are
less impacted by capex and fixed cost inflation.

3. Balance sheet strength — Low financial leverage
minimises the impact of higher financing costs as
rates rise to combat inflation.

Speaker: Mr. Neil FINLAY of Ninety One

Ultimately, the increasingly appealing features of quality
companies may result in a key benefit for investors:
positive share price performance.

In practice, quality equities may offer a defensive
response to down markets, experiencing lower levels of
drawdown historically. At the same time, these stocks
could participate in a meaningful way in rising markets,
too, by recovering quickly due to inherent strengths.

In an inflationary environment, these attributes may
differentiate quality companies in portfolios. During
periods of market weakness, for example, capital
intensive companies that need to reinvest in buildings
and machinery will find it expensive to maintain the
business or grow. It generally costs less to enable quality
companies to generate revenue.

As a result, by providing greater certainty in an uncertain
world, both in the short and longer term, quality equities
could be a core allocation to any portfolio.

1 Challenging macro environment

The building dilemma for central banks

The tension between persistent inflation and Interest rates
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LimeLighter

Premier Sponsor Column (February 2022)

We are delighted to feature articles contributed by AIA, BCT Group and Ninety One to
provide us with insights on how we can better plan for our retirement. Stay tuned for

more articles in April 2022!
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Living in the Now, Preparing for the Future ,/1

The COVID-19 pandemic has had a major impact on pect
After two years of working from home, facing income cuts, and having to dip into retirement reserves to meet daily expenses:

Digitalization is the future of MPF.

Nlnety
Are you ready? Prepare for re-entry: the challenges of normalisation III

Seize the Day and Save for Your Desired Retirement

How do you mansge you

ken a toll on our

tNinety One, exslores the investment outlook across asset
experiencing negative emotions and stress from isolation and scial distancing. many working adults, especially young adults

‘aged between 18 and 29, are Driven by a desireto the fullest, some have
become more . even engaging

classesandregions.

v Financial ‘normalisation’ - central banks’ return to
conventionsl monetary policy after years - may  potentially

and pap

The YOLO Movement

Embracing & YOLO (You Only Live Once) mindset, these
Young adults are stepping off the career track to make
bolder, riskier career moves. Determined 1o seize the ay,
they risk it all In their aspiration to become “slashers”,
pursuing multile careers at the same time; or
entrepreneurs, creatingand growing new businesses.

While this ‘dare to dream’ mentality is inspiring, it has slso
sffected their sttitudes to retirement planning and
influenced their investment sppetites. In the latest AIA
Desired Retirement Tracker [the “Survey’), we look at the
current state of retirement readiness and attitudes of
working adults In Hong Kong and observe how, especially
‘among young adults, the way we think, our priorities and
even our values have evolved

Living in the ‘Now’ - Dream Big, Risk More

Among the Su'vtrsmﬂlﬂﬂi dings are that 80% of young
and more
be entrepreneurs (65%) or slashers (62%).

YO 800

Their concept of Iife planning (s quite 3 departure from the.
traditionsl; they dare to reacl
term goals over long-term goals for instant gratfication versus
longer-term planning. With their desire to lead an
extracrdinary life, they are willing to do away with stabiity
anddo not have a clear goal of saving for their future.

h for the stars, prioritising short-

Among aspiring entrepreneurs and slashers, therefore,
there Is a lack of understanding and motivation to save and
plan for retirement, with 45% not awsre of their MPF
obligation ss an entrepreneur or slasher.

Moreover, they have a grester risk appetite for investment
and are unafraid to invest in high-risk emerging investments

While half (nm expressed interest in highly volatie
cryptocurrencies, 3 Guarter (24%) s3id they had previously
invested in or are currently investing in emerging
investments like cryptocurrencies.
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see short-term glml

The MPF system was established 20 years ago when manual and paper-based processes were common, but It s nolonger the case

to manage their MPF.
Currently, there are over 4 million MPF members with over 10 million accounts in 27 MPF schemes administered by 13 trustees,
Involving 12 scheme adminstration piatforms. This generates about 100,000 paper transactions a day, which means in one year,
millions or even billions sheets of paper are used. At the some time decentralization - different interfoces and processes pcross
different MPF providers —requires members to spend more time andeffort to keep track of their MPF with different providers.

The next big thing - the eMPF platform

To tackle that. the Mandatory Provident Fund Schemes Authority ("MPFA®) and MPF providers have been exploring the application
of information technology to help employers and members manage MPF more effectively and efficiently, gven technological
sdvarcements and inventions. Amongst all, the eMPF platform (“eMPF") is by far the game changer that will enhance and
transform the MPF system and user experience. This is also the largest MPF reform since 2000.

The eMPF has made headiines in recent years and this is going to be the core of MPF management. Nevertheless, Hong Kong.
business and people have little knowledge about it To put it simply, it s to standardize, streamline and automate MPF 5
‘sdministrative processes.

What does that mean exsc! tly? The eMPF will serve a5 a one-stop electronic platform for MPF members to manage their MPF
accounts across different MPF schemes anytime, anywhere through online and mobile applications. Therefore, members can
conveniently perform a wide range of functions, such as accessing account details, switching funds, consolidating accounts and
changing schemes, in real tme and in a green way. It will 3lso be a major financial Infrastructure in Hong Xong to ensure 3 healthy

MPF system,

exposing markets to significant stresses in 2022.

Bt 2021 from

polcies. This was

sccompanied by & continuation of the V-shaped recovery in markets and economies, despite some setbacks caused by new

Variants of COVID-19.

However, the dramatic recovery in demand has not been accompanied by an abilty to supply it Supply-chain diuptions have led
to bottlenecks and sharply rising prices in many areas. Indeed, concern about nflation intensified, with market particigants.

= 85 ransitory’ a3

suggested.

Inflation matters

Why the concern? The path of inflation matters because

1o Inject huge amounts of liquity - often
The

facal response o the COMD crbis s bosn on 4 n aitogether
Iarger scale, and the impact in terms of asset-price infiaton

to see. But will centrs! banks
avoid having to tghten policy materially, deiiberately
weakening growth and causing asset prices to fall sharply, to
prevent

central banks had

Monetary normalisation

The normalisation of monetary conditions, and the move
away from sero-interestrate polidies, are yet to begin in
eamest in the developed world. Ths is likely to add
significant uncertainty throughout 2022. The Fed has begun
tapering its asset-purchase programme and scheduled to
nd It In March. 1t remains to be seen how other major
developed-economy central banks will act

In much of the emerging world, shert-term interest rates
have already begun to rise. But China has pursued 3
1t didn't suffer as much from COVID-19 s

Vaccines may provide a shot in the arm

That's not yet clear. At least we now have much better

other economies, due to its aggressive lockdown policy. So
rather than quantitative easing it deployed more
conventional monetary, credit and fiscal measures. This
mirrored the mini-cicles of Chinese policy loasening and
tightening that characterised the post-GFC period.

IXO embrace the more attractive than long-term investment
i 9

0,
62 (-]

interested in
Bocoming slashers

A difference on this occasion is that policy tightening was.
initiated quicker and sccomparied by more sssertive macro-
prudential polici

partcularly in the property market
have evidently chosen to ‘fix the roof
while the sun is shlmll using a positve growth
envirenment and exports to Introduce some
potentiallyverysi
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world is opening up. This shoud underpin growh in 2022,
especialy in developing economies, many of which have so

Upcoming HKRSA Event
Webinar HKRSA X Mercer

Topic: Sustainable Investment in Pension
Date: Monday, April 11th, 2022
Time: 3:00pm —4:00pm
Language: English

Fee: Free

Stay tuned the registration date
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Upcoming External event

Upcoming External event

HKIFA 15th Annual Conference — enroll now
Date: Friday, June 24, 2022
Venue: JW Marriott Hong Kong
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HK Money Month 2022

With more than two years into the COVID-19 pandemic,
individuals and households alike are finding ways to adapt
to the new normal, and this presents a good opportunity to
relook at how we can improve our overall well-being, and
in particular our financial wellness. We would like to use the
theme “Invest in Yourself” to encourage the public to
take action to gain new skills and knowledge, cultivate
good investment and money management habits, and start
planning for their financial goals.

You are cordially invited to enroll into the HKIFA 15% Annual
Conference, which will be held at JW Marriott Hong Kong on Friday,
June 24t 2022. Entitled “Hong Kong - an IFC of strategic connectivity”,
the Conference aims to provide a platform to facilitate in-depth
discussions of key factors that will shape the future of the fund
management industry.

For more event details: www.plus-concepts.com/hkifa2022/

Enquiry: hkifa@plus-concepts.com
Registration link: https://www.plus-concepts.com/hkifa2022/registration.aspx

Website: www.moneymonth.hk
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