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Key Takeaways for Investment Insights (Monthly) - July 2026

Equity Market

Despite recent geopolitical tensions and macroeconomic data causing Al and semiconductor
stocks to pull back, the long-term Al thesis remains the core market driver. However, sticky
inflation fears and prolonged high interest rates are prompting a rotation. To navigate this
volatility, a balanced allocation combining high-growth Al leaders with defensive, value-driven
sectors is recommended.

Key Market Observations and Risks:

e Valuation Strain & Overheating: The SOX index reached extreme overbought levels
relative to its 200-day moving average, a peak unseen since the dot-com era. This signals
that future positive catalysts are heavily priced in.

e Sector Rotation: US equity markets are shifting away from overconcentrated
semiconductor and Al hardware bets into lagging value and cyclical sectors.

e Capital Expenditure (Capex) Sustainability: Market confidence hinges heavily on whether
tech giants continue massive infrastructure spending. Any slowdown or lack of free cash
flow conversion will trigger broad valuation corrections.

e Macro Environment: Persistent core inflation limits central bank policy easing,
compressing profit margins and threatening equity valuations.

US Stocks Strategy:

e Financials: Positioned for a rebound ahead of July earnings season. Strong investment
banking pipelines, mergers and acquisitions (M&A) recovery, and robust net non-interest
income support larger institutions.

e Healthcare: Al-driven drug discovery is accelerating clinical trials. Furthermore, expected
easing in US FDA regulatory environments and active M&A make this a highly resilient,
defensive sector with strong upside.

e Utilities: Benefiting directly from the massive power demands of Al model training and
data center expansions. Trading at reasonable forward valuations, its high dividend yields
and stable cash flows offer excellent defense.

e  While the long-term US tech bull market remains intact, entering July requires reducing
concentration in overvalued hardware. Investors could consider locking in gains and
pivoting to high-cash-flow, low-leverage value sectors to hedge against volatility.

The Asia-Pacific equity markets are experiencing a tactical shift driven by heavy concentration in
Al hardware, macroeconomic policy expectations, and valuation corrections. While technology
remains the core growth engine, the extreme concentration of semiconductor heavyweights in
specific regions poses a systemic risk. Investors are urged to geographically and diversify to
mitigate volatility.

e South Korea: Fueled by the Al hardware wave and corporate value-up programs, South
Korean equities face profit-taking by large institutions. High concentration in single
semiconductor/memory giants (accounting for 20% to 40% of local indices) creates
extreme vulnerability. The volatility index (VKOSPI) has spiked to historical highs, sighaling
significant downside correction risk.
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Equity Market (Continue)

Japan’s Structural Buffers: Unlike technology-heavy indices, Japan’s TOPIX features a
well-diversified sector distribution across technology, automotive, industrials, financials,
and consumer goods. This diverse composition buffers the broader index against sudden
technology sector drawdowns.

Currency Pressures: A persistently strong USD continues to weaken Asian currencies.
While this temporarily boosts export-oriented industries (such as automotive and
electronic parts), it triggers capital outflows as global funds seek to avoid foreign
exchange losses.

Hong Kong Stock Market Outlook

Hong Kong equities have underperformed regional peers like Japan and Taiwan, primarily due to
the Hang Seng Index’s structural reliance on finance and traditional sectors, lacking the high-
growth Al and semiconductor exposure that currently dominates global market sentiment.

Key Factors Shaping the Outlook

Liquidity Pressures: The market faces a near-term liquidity test in July 2026, coinciding
with a peak in IPO lock-up expiries following last year's issuance recovery.

Policy Catalysts: Investors are closely monitoring July’s critical policy windows. Expected
government initiatives focused on "technological self-reliance" and the expansion of
domestic demand could serve as vital catalysts for a Q3 turnaround.

Valuation Advantage: Technically, the market is deeply oversold. As global investors
consider profit-taking in overbought, Al-heavy markets, Hong Kong's attractive,
historically low valuations offer a compelling narrative for capital reallocation.

Strategic Summary

While the fundamental basis for a technical rebound is established, the market’s trajectory
remains highly contingent on the intensity of forthcoming domestic policy support and a decisive
reversal in foreign capital flows. A cautious, policy-sensitive approach is recommended as the
market tests these structural headwinds.
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The Fed's Hawkish Pivot and Institutional Reform Under Chair Warsh

The Federal Reserve’s June 2026 policy meeting, chaired by the newly appointed Kevin Warsh,
marked a decisive turning point for US monetary policy. While the fed funds rate was held steady
at 3.50% to 3.75%, the meeting unveiled a sharp hawkish shift and structural overhaul across four
core areas:

e A Dramatic Hawkish Pivot: The dot plot revealed a stark reversal from March’s rate-cut
expectations. Nine out of nineteen officials now project at least one rate hike by the end
of 2026, while advocates for rate cuts shrank to a net total of just one.

e Surging Inflation Projections: Confronting a complex backdrop of sticky inflation and
cooling growth, officials significantly raised the median 2026 PCE inflation forecast from
2.7% to 3.6%, and the core PCE forecast to 3.3%. Concurrently, real GDP growth
projections for 2026 were trimmed slightly to 2.2%.

e Streamlined Communications & Abolished Forward Guidance: The policy statement was
radically condensed to roughly one hundred words of pure factual reporting, eliminating
previous rate-cut biases. Notably, demonstrating his long-standing skepticism toward the
dot plot framework, Chair Warsh refused to submit his own interest rate projections.

e Institutional Structural Review: Warsh announced the creation of five internal task forces
to conduct a comprehensive audit of the Federal Reserve's architecture, with a particular
focus on how Artificial Intelligence (Al) is reshaping US productivity and the labor market.

In short, the "Warsh Era" abandons cautious market hand-holding in favor of a direct, decisive
approach that is fully prepared to raise rates further to combat inflation.

Fixed Income Strategy

The hawkish pivot has triggered a flattening of the US Treasury yield curve. While short-term
yields rose on rate-hike expectations, the 10-year yield fell from its recent peak and broke below
its 50-day moving average. Rather than skepticism, this decline reflects market confidence that
the Fed’s aggressive stance will successfully rein in long-term inflation, thereby reducing the
inflation premium embedded in long-duration bonds.

In this environment, investors should adopt a disciplined, defensive approach:

e Short-End Yield Capture: Rising short-term yields offer attractive carry in short-duration
bonds and money market instruments, providing robust portfolio defense with lower
volatility.

e Controlled Duration: Although the worst of the long-end sell-off may have passed as the
10-year yield retreats from its 4.7% peak, fiscal deficits and heavy bond supply persist.
Portfolio duration should be managed within a 4-to-6 year range rather than aggressively
extended.

e Global Diversification: Given the high uncertainty in the Fed's policy path, concentration
in US Treasuries should be avoided. Allocating to regions with decoupled macro cycles
and more predictable monetary policies—such as Asian fixed income or Chinese bonds,
where inflation remains contained—will effectively mitigate overall portfolio volatility.
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FX Market

usb

The Fed’s hawkish pivot, driven by a higher inflation forecast and robust economic data, has
bolstered the US Dollar Index. However, Chair Warsh’s removal of forward guidance will make the
dollar highly sensitive to incoming data, while falling long-term bond yields and softer oil prices
may limit further upside.

EUR

The ECB hiked rates to 2.25% to combat inflation, raising stagflation fears as Eurozone Q1 GDP
contracted by 0.2%. With geopolitical tensions easing and oil prices declining, expectations for
aggressive future hikes have cooled. The Euro is expected to remain soft due to widening interest
rate differentials with the USD.

GBP

The Bank of England held rates at 3.75%, citing persistent inflationary risks. However, stable
domestic indicators—including manufacturing expansion and unemployment dropping to 4.9%—
provide downside support. As political risk premiums dissipate ahead of July’s leadership elections,
capital inflows could boost Sterling, though a strong USD may cap gains.

JPY

Despite a 31-year high rate hike to 1.0%, the Yen hit a 40-year low due to wide interest rate
differentials with the US. While limited near-term hiking space restricts strong rebounds, better-
than-expected CPl and retail sales data indicate resilient domestic demand, which should
establish a firm floor for the currency.

CNH

The Yuan demonstrated strong resilience against a dominant USD, supported by policy dividends
and manufacturing expansion (PMI at 50.3). While expanding trade surpluses enhance the
attractiveness of Chinese assets, a contraction in domestic retail sales highlights an uneven
recovery. The Yuan is projected to remain steady-to-strong within a two-way volatility framework.

CAD

The Bank of Canada held rates at 2.25%, but a hot 3.2% inflation print and strong job growth clash
with stagnant Q1 GDP. This economic dilemma, compounded by USMCA trade renegotiation
deadlocks and a disadvantageous yield differential against the US, is expected to heavily restrict
any meaningful Canadian Dollar recovery.

AUD

Holding rates steady at 4.35%, the RBA maintains a hawkish stance as sticky core inflation (3.6%)
and a tight 4.4% unemployment rate persist. July's upcoming tax cuts and minimum wage hikes
will likely stimulate consumer spending but add to inflationary pressures, ensuring the Aussie
Dollar remains well-supported by yield advantages.
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FX Market (Continue)

NzD

A potential July rate hike to 2.50% and stable Q1 GDP growth support the Kiwi Dollar, backed by
rebounding business confidence. However, weak manufacturing PMI and consumer sentiment
underscore an uneven domestic recovery. While supported by hawkish expectations, the
currency's upside remains capped by a strong USD and global uncertainties.

Full version is only available in Chinese language
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Asset Class Outlook
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Important Note and Risk Disclosure Statement

This document is issued by China CITIC Bank International Limited (“the Bank”) and used for reference purpose only.
The information or opinion herein is not to be construed as professional investment advice or any offer of, or invitation
by or on behalf of the Bank to any person to purchase or sell or acquire or invest in any investment products. The
information or opinion presented has been developed internally and/or taken from sources believed to be reliable, but
the Bank makes no warranties or representation as to the accuracy, correctness, reliabilities or otherwise with respect
to such information or opinion, and assume no responsibility for any omissions or errors in the content of this document.
For information which is provided by the Information Provider and other companies such as fund houses, it is being re-
transmitted by the Bank in the ordinary course of business to you for general information and reference purposes only.
The Bank makes no warranties or representation as to the accuracy. This document is not intended to provide any
investment advice. Investors should not make investment decisions solely based on the content of this document, nor
should they consider any content in this document as guidance for determining whether individual markets are suitable
for investment. Before making any investment decision, investors should carefully consider the risk factors relating to
an investment product in light of their own financial circumstances, investment objectives and experiences and other
personal circumstances, and should seek appropriate professional advice if necessary. The Bank accepts no liability for
any direct, special, indirect, consequential, incidental damages or other loss or damages of any kind arising from any
use of or reliance on the information or opinion herein.

Investment involves risks, investment value and return may go down as well as up. Past performance of each investment
product is not indicative of its future performance. Losses may be incurred but may not necessarily result in profits as
a result of buying and selling investment product. Investment in emerging markets involves above average investment
risks, such as possible fluctuations in foreign exchange rates, political and economic uncertainties. The price of securities
fluctuates, sometimes dramatically. The price of securities may move down or up and may become valueless. It is as
likely that losses will be incurred rather than profits made as a result of buying or selling securities.

When investing in high-yield or unrated bonds or related products, investors face higher default risk, credit risk or
liquidity risk, and are more susceptible to the impact of economic cycles. During economic downturns, their value
typically declines more as (i) investors become more risk-averse and (ii) default risk increases. Foreign currency
investments are subject to exchange rate risk which may result in gain or loss. The fluctuation in the exchange rate of
foreign currency may result in losses in the event that customer converts the foreign currency into HKD or other foreign
currencies. Renminbi is not freely convertible at present. The actual conversion arrangement will depend on the
restrictions prevailing at the relevant time.

Foreign exchange are subject to exchange rate risk which may result in gain or loss. The fluctuation in the exchange
rate of foreign currency may result in losses in the event that customer converts the foreign currency into HKD or other
foreign currencies. RMB is not freely convertible at present and conversion of RMB may be subject to certain policy,
regulatory requirements and/or restrictions (which are subject to changes from time to time without notice). The actual
conversion arrangement will depend on the restrictions prevailing at the relevant time. Exchange controls imposed by
the relevant authorities may also adversely affect the applicable exchange rate.

China CITIC Bank International Limited is an authorized institution under the Banking Ordinance and is regulated by the
Hong Kong Monetary Authority

This document is issued by the China CITIC Bank International Limited and has not been reviewed by the Securities and
Futures Commission ("SFC") or any regulatory authority in Hong Kong.

No part of this document may be reproduced or transmitted in any form or by any means without the prior written
permission of the Bank.



