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Global investment environment continued to be complex in the third
quarter as financial markets around the globe have fluctuated
turbulently on rebounding economic activities, the threat of the Delta
Variant (DV), normalization of easy policy stance, China’s regulatory
crackdown on business, debt woes of China’s property sector and
China’s power crunch. Major cities of the world pursued normalization
of work and consumption on surging rates of vaccination with which
economic recovery momentum accelerated but exerted upward
pressure on general price level. Spiked inflation expectations trigger
fears that central banks may tighten monetary stance to prevent
economies from overheating. However, the fast-spreading DV instill
new uncertainties around the path to economic normalization, thus
raising the concerns about economic slowdown and widening uneven
recovery.
Heading into the fourth quarter, concerns circle around rising financial
market risks, elevated asset valuations, overshooting inflation,
worsening pandemic conditions and slowing pace of economic reopening. In sum, more widespread vaccinations allow economies to
reopen further despite the threat of DV weighing on aggregate
demand. Surge in global business and consumer confidence remains
intact although the health, economic and geopolitical risks still
embrace recovery uncertainties. The complication of global economy
paves the way for more near-term fluctuation in financial markets. The
accommodative global financial conditions coupled with fiscal
stimulus measures are still of paramount importance to help extend
economic recovery momentum.
In general, investors are encountering the abrupt changes in the
economic environment and looming market uncertainties. But we are
of the view that economies will maintain proper recovery growth
momentum, lending strong support to risky assets. Equity markets
remain volatile in the U.S. on moderate pace of economic expansion
while Hong Kong (HK) and China equity markets will recover steadily
on attractive valuations. Fixed income market embraces fluctuation
from bond yield turbulence on inflation fears. Forex market favors
stronger dollar on the Fed’s tapering plan.
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Equity Market Outlook
Global economic growth and corporate earnings have demonstrated
strong rebound in 1H2021 as we gradually emerge from the
lockdowns enacted to control the pandemic. However, the threat of
DV triggered the worries concerning its impact on economic recovery
with which rising infected cases and renewed lockdown measures
have worsened investment sentiment and caused volatility trading in
3Q2021 as Dow and NASDAQ posted a drop of 1.9% and 0.4%,
compared to a rise of 12.7% and 12.1% respectively in 1H2021 while
S&P 500 demonstrated a mild rise of 0.2%, which was much lower
than 1H2021’s 14.4%.

Amid the ongoing pandemic and the Fed’s

tapering, financial risks have continued to accumulate in equity
markets. With the outlook for the post-pandemic pick up hopeful but
still uncertain, the trajectory of the recovery is likely to be bumpy, and
the vaccine rollout supported by fiscal stimulus, pent up savings and
ultra-loose monetary policy are likely to be supportive for economic
growth, even if the pandemic re-emerges and central banks are forced
to tighten policy stance. Looking forward, as the way out of global
health crisis looks increasingly visible, the longer-term economic
challenges remain intact and the recoveries that are underway will be
uneven, given differences between nations in the pace of vaccine rollouts and the extent of domestic leverage and economic policy support.
Although the sustainability of recovery growth momentum remains
uncertain due to the effectiveness of vaccines and risks of having a
new wave of the pandemic, loose policy supports continue to maintain
ample size of liquidity and trigger significant buying interests in risky
assets. We are of the view that the global economic recovery is
moving forward steadily to enhance investors’ optimism, thus
maintaining equity market uptrend in 4Q2021.
Worldwide liquidity remaining abundant in 4Q2021. Although the
Fed may take the lead in ending quantitative easing (QE), other major
central banks including European Central Bank (ECB), Bank of Japan
(BOJ) and Bank of England (BOE) still retain QE program and support
monetary accommodation, thus enhancing the global flow of liquidity
and preventing near-term drag on growth momentum. In sum, global
liquidity remain ample with which a favorable credit environment
remains intact to resist the pandemic shocks. A prolonged low interest
rate environment will continue to direct global liquidity and capital flow
into financial markets, thus boosting their near-term performance. As
the economic expansion broadens out, global equities will embrace
for an overweight position in fourth quarter.
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The U.S. equity markets experienced more volatile trading with
upside in 4Q2021
The U.S. equity markets were embedded into volatile ride in 3Q2021
On the bullish side, the U.S. economy continued to rebound with
strong corporate earnings, thus lending great support to the markets.
On the bearish side, the fears centering on the threat of DV and the
Fed’s hawkish pivot to prevent surging inflation emerged to be
negative factor to trigger market correction. In sum, stock markets
across the globe have been on volatile swing, which has been mainly
driven by uncertain economic outlook and ample liquidity flow.
Although the U.S. economy is benefiting from economic recovery, the
investment horizon will eventually face potential market headwinds
due to relative expensive valuation, economic uncertainties driven by
ongoing pandemic, the Fed’s adjustment of ultra-accommodative
policy and geopolitical risks. The risk is expected to skew to high side
in 4Q2021. Looking forward, the markets will shift the focus to
economic fundamentals with long-term competitiveness. There could
be a risk of inflation rising much strongly than expected in the near
term but the U.S. economic activities demonstrate uptrend as
consumer demand grows on the back of rising income and job growth.
However, the growth momentum is expected to turn slower in 2H2021
compared to that of 1H2021. Equities following recovery cycles on
solid fundamentals will justify the volatile rally. The investmentconducive condition supported by massive fiscal stimulus and ample
liquidity will continue to extend the bullish run of U.S. stock markets in
4Q2021.
China equity markets embracing steady upbeat momentum in
4Q2021
China’s economy faced a slower growth in 3Q2021 as there were
signs of weakness emerging from major economic indicators. The
recent spread of the DV, disrupted business operations of
manufacturing and service sector due to unstable weather, the
regulatory crackdown on business, debt woes from property sector
and power crunch added to the recovery headwinds on the economy.
During 3Q2021, China’s equity markets embraced sell-off as
Shanghai Composite index and Shenzhen Component index dropped
by 0.6% and 5.6% respectively. We are of the view that China’s policy
makers will retain accommodative monetary and fiscal policy stance
to alleviate the downside risks and stimulate growth, thus ensuring a
more sustainable recovery of economic strengths. We maintain our
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positive view on China’s markets on improving quality of growth, more
structure reforms of capital markets and reasonable valuations. The
recent launch of the Beijing Stock Exchange (BSE) is considered as
part of efforts to channel more household savings into the stock
market to fund innovation and economic recovery, while reducing the
economy's reliance on bank lending. This is a step forward in capital
market reforms, as it enhances the multi-layered capital market
system. Looking forward, China’s economy is embedded into stable
recovery path with broadening growth momentum, supported by
policy stimulus, vaccine rollouts, and structural reform plans. Solid
macroeconomic conditions of China provide opportunities among
consumption discretionary sector (automobile, sportwear), renewable
energy sector (electric vehicle supply chains, wind, solar), cyclical
sector with recovery nature (travel), and materials sector (advanced
raw materials).

China’s stock markets will face near-term fluctuating

swings with upside in 4Q2021.
HangSeng Index (HSI) facing steady rebound in 4Q2021
The previous strength of the HK equity markets in 1H2021 has been
driven by the rising pre-eminence of a select number of technology
enterprises. However, China's sweeping regulatory crackdown
triggers heavy sell-off of leading technology giants with which HSI
experienced sizable correction of 14.8% in 3Q2021. Entering into
4Q2021, the Fed’s maintain the interest rate at the floor along with
gradual reduction of asset purchases will continue to hold yields at
low level. Favorable interest rate environment remains intact but
China’s regulatory crackdown on business, debt crisis of China’s
property sector and power shortage continue to cloud the outlook of
HK markets. We believe some of the sectors will outperform,
particularly the economically sensitive, traditional value sector, such
as financials exposed to Greater Bay area, shipping and oil & gas.
‘New economy’ sector such semiconductor, high-tech software and
hardware and big data will continue to benefit from infrastructure
investment in 5G network while China consumer discretionary sector
such as sportwear and beers will maintain strong growth momentum
amid China’s incentive to cultivate a consumption-led economy. In
sum, we are of the view that HK equities will restore steadily upward
momentum after 3Q2021’s dip. HK stock markets are still considered
as a potential laggard, with the HSI currently trading on 2021 P/E
multiples of around 10.13x, while Dow Jones industrial index and S&P
500 index are currently trading on 2021 P/E multiples of 20.67x and
26.009x. Although HK faces the abrupt changes in the economic
environment and looming market uncertainties, the outlook for HK
5

market equities remains positive in anticipation of continued global
rebound in economic activities, recovery from 3Q2021’s deep
correction and launch of Cross-boundary Wealth Management
Connect (WMC). HK markets have become one of the investment
target again for potential rotation of investors’ portfolio investment with
which their attractive equity returns should bring more liquidity and
draw more buying interest. After discounting for the uncertainties, we
forecast that the HSI will fluctuate between 25,000 and 26,000 with
price-earning (P/E) multiples of 12.0x and 12.5x while HSCEI will
reach between 9,000 and 10,000 with P/E multiples of 9.0x and 10.0x
in 4Q2021.
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Fig. 1: DJIA Index (QoQ %)
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Fig. 2: S&P 500 Index (QoQ %)
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Fig. 3: NASDAQ (QoQ %)

Fig. 4: FTSE 100 (QoQ %)
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Fig. 5: DAX Index (QoQ %)

Fig. 6: NIKKEI 225 (QoQ %)
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Fig. 7: Hang Seng Index (QoQ %)

Fig. 8: HSCEI Index (QoQ %)
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Fig. 9: Shanghai Composite Index (QoQ %)

Fig. 10: Shenzhen Component Index (QoQ %)
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Fig. 11: Gold (spot) USD per ounce

Fig. 12: Oil Futures (barrel/USD)
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Fixed Income Market Outlook
Fixed income market movements act as the key indicators of the
health of the global recovery, corporate performance and consumer
confidence. Despite the threat of the DV, global economy continued
to experience uneven growth momentum in 3Q2021, supported by
proactive fiscal and monetary stimulus efforts as well as accelerated
vaccination rollout. Global central banks held their loose monetary
stance to enhance the recovery momentum, indicating that the
concerns about the economic impact of the DV surpass inflation fears.
The longevity of the ultra-low interest rate environment can ensure reopening of economies and continued recovery of economic activities.
Although the Fed is expected to begin tapering its monthly bond
purchases before the end of 2021 and bond yields are climbing
steadily, global liquidity remain ample with the yields still sticking at
low level. Investors continue to act as yield chasers, which bolster the
prospects for high-yield and investment-grade bonds. Looking
forward, advances along the path to vaccinations and activities
normalization will continue to boost business and consumer
confidence. Cash flow and leverage will likely pick up for enterprises,
which reduce default risks of fixed income market in coming quarters.
Investors seek diversification in their portfolios, especially after
turbulent run of equity markets and we are of the view that global
liquidity will continue to flow into high-quality bonds to balance risks
and returns in 4Q2021.
Asian investment grade products retaining attractiveness
The threat of DV and the Fed’s tapering along with mixed performance
of economic indicators and the resurgence of coronavirus infected
cases in some parts of Asia trigger volatility in global bond markets,
thus affecting investment sentiment. The ongoing pandemic
continues to delay full economies’ reopening and Asian countries
have responded with accommodative policies to support businesses
and labor markets. Developed economies’ bond yields stick at low
level as their central banks maintain interest rates at zero or negative
levels. Asian bonds continue to offer attractive yield, diversification
benefits, and protective characteristics against inflationary risks
embedded on recent CPI data. With Asia facing an uneven recovery,
fixed income products vary in returns across industries and markets.
Although inflation fears as well as policy normalization in China and
the U.S. may bring potential market volatility, a world of low yields will
ultimately drive investors toward high-quality investments on Asian
9

investment grade products rather than government bonds, which will
have substantial upside along with the path of economic recovery. We
are of the view that Asian fixed income market remains as one of the
most attractive segments in a world of debt market, well-positioning
to withstand the market turbulence in financial markets.
Growing popularity of Environmental, Social, and Governance
(ESG) bonds.
Interest in environmental, social and governance (ESG) issues and
the United Nations (UN) Sustainable Development Goals have
become increasingly the mainstream investment theme in recent
years. Investors worldwide increase capital allocations to ESGthemed solutions designed to deliver measurable societal and
environmental impacts and competitive risk-adjusted investment
returns. Economies around the globe recognize the importance of
sustainable development, thus rolling out measures such as
environmental commitments and stimulus programs with which the
ESG initiative propels the fast development of ESG debt issuance.
The popularity of ESG Bonds has risen in recent years with which the
size of bonds’ issuance has tripled in the past three years. We are of
the view that ESG investing is spreading to all pockets of the fixed
income markets and investors will incorporate ESG issues into
investment processes, recognizing that they could capture upside
potential, reduce ESG-related risks and meet their fiduciary
responsibilities. We believe sustainable investment assets will
continue to climb in coming decades.
Expansion of China’s bond market on track despite recent debt
default fears
The debt debacle of several Chinese enterprises, including the largest
distressed debt manager in China and sizable Chinese property
developers clouds both China’s onshore and offshore fixed income
market. The default cases will reshape the credit-market infrastructure
regarding the market perception of government support and greater
credit differentiation of Chinese state-owned enterprises and
privately-owned companies, thus strengthening the importance of
credit selection and credit due diligence. For China’s bond market as
a whole, the onshore market will further expand and open up for
foreign investors in 2021, thus deepening the size and trading as well
as enhancing the pace of renminbi internationalization. The current
rate differentials between China and the U.S. is still standing near its
10-year high, thus boosting the attractiveness of onshore Chinese
10

bond assets. Attracted by yields and diversification potential,
international investors have awakened to the opportunities of
purchasing high-quality Chinese fixed income products. Also, China
will be major issuer of Green bonds, given the government’s target of
carbon neutrality by 2060. China’s goal is expected to create huge
demand for green financing across multiple areas of the economy in
the next several years, thus deepening the domestic Chinese green
bond market. In general, the People’s Bank of China (PBOC) will
continue to provide sufficient liquidity to the banking system, thus
ensuring the attractiveness of China’s bonds investment. Looking
forward, China’s modest economic recovery will push forward more
issuance of bonds from different sectors, which favor greater
investment allocation from both domestic and international investors.
The offshore U.S. dollar bond market remains as the main
funding channel for the Chinese enterprises.
Although the debt default fears clouded the offshore bond market, the
Chinese enterprises remained active in raising capital through
offshore US dollar bond market during 3Q2021. The total amount of
USD bonds issued offshore by the Chinese enterprises reached
US$345.4 billion in 9M2021, which increased by 38.8% YoY.
Meanwhile, total amount of USD bonds issued offshore by the
Chinese enterprises was US$172.8 billion in 3Q2021, increased by
70.1% QoQ.
HK remains as the main destination for distribution, accounted for
22.2% of the total amount of USD bonds issuance. For the first three
quarters of 2021, the real estate dollar bond issuance totaled US$60.6
billion, accounted for 17.5% of the total circulation while the bank’s
bond issuance totaled US$159.9 billion, accounted for 46.2% of total
circulation.
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Fig. 13: U.S. Federal funds rate
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Fig. 14: U.S. treasury bond yield Curve
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Fig. 15: China-US Bond Spread-10 year

Fig. 16: China USD bond issued in HK (bn/USD)
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Fig. 17: China Property USD bond (offshore)

Fig. 18: HIBOR-LIBOR Spread
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Forex Market Outlook
Global foreign exchange (FX) market is driven by how quickly
confidence builds in a post-pandemic global recovery. The third
quarter of 2021 has been a wild ride for FX markets due to the Fed’s
planned cut in asset purchases causing fluctuation of U.S. dollar
(USD), supply chain disruptions triggering bullish run of commodities
prices as well as turbulence of capital markets. Tracking the Fed's
hawkish outlook at the latest FOMC meeting, the dollar ended gaining
about 1% against a basket of currencies in 3Q2021. Looking forward
into the fourth quarter, the USD retains its central role in global
financial system and the Fed still maintains the interest rates at the
floor to push forward the economic recovery of the U.S. economy.
Although the Fed’s tapering alters future global monetary stance,
quantitative easing (QE) remains intact in other developed nations
and ample supply of global liquidity continues to support the low
interest rate environment for some time. In sum, global growth
prospects stay uncertain due to varying health, economic and political
environment in different continents. Amid global economy embedded
into recovery stage, major central banks stay on track to maintain
accommodative monetary policy, thus enhancing the global flow of
liquidity and preventing near-term drag on economic activities. The
DV has caused a surge in infections worldwide with which yield
differentials between developed nations’ currencies and coronavirusdriven safe-haven demand drive growing strengths of the USD. These
themes should continue to support the dollar for the rest of 2021.
The USD aligning for bullish trend in 4Q2021
The dollar has been on the rise since the Fed took a hawkish
approach to its monetary policy even through the U.S. is facing the
threat of the DV as well as rising deficits and debt-to-GDP ratio. With
proper vaccination progress and launch of sizable fiscal stimulus, the
U.S. economy demonstrates an optimistic outlook on acceleration of
activity normalization and growth rebound. Recent strong economic
data further support creation of new jobs, thus lowering the
unemployment rate from 6.7% in December 2020 to 5.2% in August
2021. Manufacturing activities continue to lead the recovery as
September Markit manufacturing Purchasing Managers' Index (PMI)
stayed above the expansion threshold of 50 at 60.7. Inflation
remained high but showed signs of stability as consumer price index
(CPI) slowed to 5.3% in August from July’s 5.4%, reflecting that rising
inflation is temporary. In sum, the U.S. economic activities have been
reviving at a solid pace with the upbeat resilience, supported by
13

continuation of loose monetary and fiscal conditions. We are of the
view that the Fed aims to move gradually to adjust easy monetary
stance in an attempt to ensure the economic upturn and stable
inflation. The steady pickup in the U.S. recovery momentum and the
Fed’s tapering become the major forces to support the USD in the
fourth quarter.
Staying bullish on commodity currencies after correction in
3Q2021.
Boosted by rising inflation expectations and improved global
economic outlook, commodity-related and emerging market-based
currencies have gained or held their ground against the dollar. The
massive fluctuation of commodity prices has exerted significant
impact on these currencies. Crude oil price and metals prices such as
aluminum and copper fluctuated heavily in 3Q2021 after huge rally in
1H2021, thus resulting in ups and downs of commodity currencies.
During 3Q2021, commodity currencies such as AUD, CAD has
depreciated against USD by 4.2% and 2.8%. Looking forward, the
global economic recovery cycle will gradually increase demand for
commodities along with rebound of economic activities, thus
supporting the uptrend of commodity currencies in 4Q2021 from
3Q2021’s correction.
Renminbi well-supported between 6.4 and 6.5 in 4Q2021.
After a strong rally in 2Q2021, renminbi has been traded in the range
between 6.45 and 6.55 during 3Q2021 amid fluctuation of the dollar,
China’s regulatory crackdown on key sectors and debt woes of
property developers. The attractiveness of renminbi’s carry trade on
sizable interest rate spread came under pressure as the U.S.
economic recovery continues and the Fed tapers its bond purchases.
Looking forward, although uncertainties regarding the DV’s threat
over China’s recovery momentum and exports remain as the major
risks to defuse the uptrend of renminbi, China’s resilient economic
fundamentals along with large foreign portfolio inflows into equity and
bond markets to match benchmark allocation of Chinese securities
provide strong support for continued strength of renminbi, which will
stay well-supported between 6.4 and 6.5 per USD for the rest of 2021.
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Fig. 19: US Dollar Index (QoQ %)
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Fig. 21: USD/HKD (QoQ %)

Fig. 22: EUR/USD (QoQ %)
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Fig. 23: YEN/USD (QoQ %)

Fig. 24: GBP/USD (QoQ %)
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Fig. 25: AUD/USD (QoQ %)
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Fig. 26: USD/CAD (QoQ %)
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Fig. 27: USD/KRW (QoQ%)

Fig. 28: USD/SGD (QoQ %)
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Fig. 29: USD/TWD (QoQ %)

Fig. 30: USD/INR (QoQ %)
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General Disclosures and Disclaimers
This report is produced and distributed by CEB International Capital Corporation Limited (“CEBIC”), which is
regulated by the Hong Kong Securities and Futures Commission. This report is based on information
available to the public that we consider reliable, however, the authenticity, accuracy or completeness of such
information is not guaranteed by CEB International Capital Corporation Limited and/or its affiliates
(collectively as “CEBI”).
This report does not take into account the particular investment objectives, financial situation or needs of
individual investors and does not constitute a personal investment recommendation to anyone. Investors are
wholly responsible for any investment decision based on this report. Investors are advised not to solely rely
on the opinions in this report before making any investment decision or other decision. Investors are advised
to consider whether any advice or recommendation contained in this report is suitable for their particular
circumstances. CEBI and its directors, employees and agents shall not be responsible for any loss resulted
from your reliance on the information in this report.
The content of this report does not represent a recommendation of CEBI and does not constitute any
buying/selling or dealing agreement in relation to the securities mentioned. This report is not intended to be
an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. The prices of
securities may fluctuate up or down. It may become valueless. It is as likely that losses will be incurred rather
than profit made as a result of buying and selling securities.
Information and opinions contained in this report are subject to change an d may be amended without any
notification. Further, CEBI’s salespeople, traders, or other licensed personnel may provide oral or written
market commentary or trading ideas that may be inconsistent with, and reach different conclusions from, the
recommendations and opinions presented in this report. CEBI may make investment decisions that are
inconsistent with the recommendations or opinions expressed in this report.
This report is for distribution only to investors of CEBI. This report is furnished to you solely for your
information and may not be reproduced or redistributed to any other person. Without CEBI’s written
authorization, any form of quotation, reproduction or transmission to third parties is prohibited, or may be
subject to legal action. This report is not directed at, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any jurisdiction where such distribution, publication,
availability or use would be contrary to applicable law or regulation or which would subject CEBI and its group
companies to any registration or licensing requirement within such jurisdiction.

This report is for distribution in Hong Kong only and may not be distributed in the United States. The Analyst(s)
who prepared this report is / are not registered or qualified as research analysts with FINRA in the United
States.
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Special Disclosure
I, LAM Chiu Kei, Banny (C.E. No.:AGH217) am a SFC licensed person, primarily responsible for the content
of this research report, in whole or in part, hereby certify that all of the views expressed in th is report
accurately reflect my personal view about the subject company or companies and its or their securities. I
also certify that no part of our compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report. I and/or my associate(s)/connected person(s) have no
financial interests in relation to any listed company (ies) covered in this report, and I and/or my
associate(s)/connected person(s) do not serve as officer(s) of any listed company (ies) covered in this report.

Definition of equity rating
Buy
Hold
Sell

Expected return 10 % over the next twelve month
Expected return between -10% and 10% over the next twelve month
Expected return -10 % over the next twelve month

Explanation of Stock Ratings: (i) Buy: A return potential of 10% or more relative to overall market within 6 –
12 months; (ii) Neutral: A return potential ranging from -10% to 10% relative to overall market within 6 – 12
months; and (iii) Sell: A negative return of 10% or more relative to overall market within 6 –12 months.
Explanation of Sector Ratings: (i) Overweight: The sector will outperform the overall market by 10% or higher
within 6 –12 months; (ii) Neutral: The sector performance will range from -10% to 10% relative to overall market
within 6 –12 months; and (iii) Underweight: The sector will underperform the overall market by 10% or lower
within 6 – 12 months.(iv) Not Rated: No sector rating is given to the sector
CEBI, within the past 12 months may engage in investment banking or other business relationships (such as
placing agent, lead manager, sponsor, underwriter or proprietatry trading in such securities) with the listed
company(ies) covered in this report. CEBI may also have financial interests, and/or hold securities and/or
derivatives in relation to the listed company(ies) covered in this report. Investors should be aware that CEBI
may have a conflict of interest that could affect the objectivity of this report.
Copyright of this report belongs to CEBI. Any form of unauthorized distribution, reproduction,
publication, release or quotation is prohibited without CEBI’s written permission.
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