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China and US interest rate cycles don'’t always coincide
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Source: Bloomberg, 31 December 2020. For illustrative purposes only. Past performance is not a guide to future results




CNY bonds a great diversifier: low correlation* with other markets

5-year correlation

ML US Treasury
CITI WGBI

ML Japanese Gov
Barclays US Agg
Crude Oil

S&P500

JPMorgan Asia Credit
CSI300

JPM CEMBI Latam
JPM EMBI GD
Bunds

EUR Bonds
Barclays Global Agg
JPM GBI-EM GD
IBOXX ALBI

0.59

0.8

3-year correlation
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* Denominated in USD, based on weekly returns of WGBI China 1-10y index
Source: Aberdeen Standard Investments, Bloomberg, 31 December 2020. For illustrative purposes only. Past performance is not a guide to future results
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During the most recent panic in global markets, how did CNY bond market perform?
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Source: Bloomberg, 31 December 2020. Past performance is not a guide to future results




How did CGBs perform when global bonds were gapping? —30y, 10y, 5y
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CNY currency has a low volatility vs other currencies
CNY historical volatility

5 year volatility
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Source: Aberdeen Standard Investments, Bloomberg, 31 December 2020. For illustrative purposes only. Past performance is not a guide to future results
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USD China credit spread vs Onshore Chi

na credit spread
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For illustrative purposes only. No assumptions regarding future performance should be made
Source: Bloomberg, 23 February 2021. Past performance is not a guide to future results
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Why ASI discourages foreign investors from going down the CNY credit curve

Examples of relative valuation (onshore vs offshore); risk compensation

Central SOE

Currency Name Offshore Rating Tenor Spread against Treasury (bps)

usD Sinopec A+ 3 120
CNY Sinopec A+ 3 80
Local SOE

Currency Name Offshore Rating Tenor Spread against Treasury (bps)

uUsD Qingdao Conson BBB 0.5 300
CNY Qingdao Conson BBB 2.5 70
usD Yunnan Energy BBB 15 430
CNY Yunnan Energy BBB 3 130
High Yield

Currency Name Offshore Rating Tenor Spread against Treasury (bps)

uSD Evergrande B 3 1380
CNY Evergrande B 3 600

The securities have been used for illustrative purposes only to demonstrate the investment management style and should not be considered as an investment recommendation
Source: Aberdeen Standard Investments, Bloomberg, WIND, 08 June 2020. For illustrative purposes only. No assumptions regarding future performance should be made.




Where do we see opportunities/potential investment risk reward?

Central Local Govt Policy
Govt Bonds Bank
Bonds (LGBSs) Bonds
(CGBs) (PBBs)

Central Negotiable Local Private
SASAC Certificate Governm Companies
SOEs and of Deposits ent by Sectors
Some (NCDs) Financial

Financial Vehicles

Institution (LGFVs)

bonds

Opportunities will
emerge post reform

Good for
Hold to
Maturity
Lower tiered banks offer good There are some Strategies.

Duration call is Credit spread
important, does not
heightened compensate

curve risk enough for thin
recently liquidity.

yield but time consuming to opportunities here, but they High Yield
profile risk of small city/rural are suitable for funds that with not
commercial banks. have long holding period. much
Uncertainty around tax holiday This is suitable for funds liquidity.
for foreign funds. who have credit coverage on

Chinese companies

offshore. Local markets

High correlation between these credit have more “panic” moments
names and CGBs. We see minimal credit than offshore
risk, good liquidity and good carry.

Exploit the 0% tax treatment, CDBs respond
faster and in smaller precision to risk events
than CGBs

Source: Aberdeen Standard Investments




Disclaimer

Issued by Aberdeen Standard Investments Australia Limited ABN 59 002 123 364 AFSL No. 240263. This document has been prepared with care, is based on
sources believed to be reliable and opinions expressed are honestly held as at the applicable date. However it is of a general nature only and we accept no liability for
any errors or omissions. This is not an offer of securities. This document has been prepared without taking into account the particular objectives, financial situation or
needs of any investor. Investments are subject to investment risk, including possible delays in payment and loss of income and principal invested. It is important that
before deciding whether to acquire, hold or redeem an investment in a Fund that investors consider the Fund’s PDS, the Fund’s appropriateness to their own
circumstances, objectives and financial situation and consult financial and tax advisers. Past performance is not a reliable indicator of future results. All dollars are
Australian dollars unless otherwise specified. Indices are copyrighted by and proprietary to the issuer.

Any data contained herein which is attributed to a third party ("Third Party Data") is the property of (a) third party supplier(s) (the “Owner”) and is licensed for use by
Standard Life Aberdeen**. Third Party Data may not be copied or distributed. Third Party Data is provided “as is” and is not warranted to be accurate, complete or
timely. To the extent permitted by applicable law, none of the Owner, Standard Life Aberdeen** or any other third party (including any third party involved in providing
and/or compiling Third Party Data) shall have any liability for Third Party Data or for any use made of Third Party Data. Neither the Owner nor any other third party
sponsors, endorses or promotes the fund or product to which Third Party Data relates.

**Standard Life Aberdeen means the relevant member of Standard Life Aberdeen group, being Standard Life Aberdeen plc together with its subsidiaries, subsidiary
undertakings and associated companies (whether direct or indirect) from time to time.

Bloomberg data are for illustrative purposes only. No assumptions regarding future performance should be made.

FTSE International Limited (‘FTSE’) © FTSE 2021. ‘FTSE® is a trade mark of the London Stock Exchange Group companies and is used by FTSE International
Limited under licence. RAFI® is a registered trademark of Research Affiliates, LLC. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its
licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further
distribution of FTSE Data is permitted without FTSE’s express written consent.
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