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Key takeaways

« Chinadollar bonds are of higher credit quality thanin 2020 given the elimination of
low-quality real estate bonds from the bond universe.

« We believe China dollar bonds currently present an attractive value proposition for
four main reasons, namely access to high-quality issuers, higher yields compared to
onshore bonds, lower volatility, and strong technicals.

» Webelieve China dollar bond issuers that have higher ESG ratings than peers are
better positioned to achieve excessreturns.

The current universe of China dollar bonds is of higher credit quality thanin2020
Since the Chinese property sector crisis sparked by the default of Evergrande Group in
2021and the subsequent elimination of low-quality real estate bonds from the China dollar
bond universe, the bond universe is now of higher credit quality than before. The 1-year
volatility of the JP Morgan JACI China & Hong Kong Total Return Index was at 2.65% in 2024,
1% lower than in 2020 (Figure 1).

Interms of sector composition of the China dollar bond universe, the real estate sector
experienced the largest decrease in percentage market capitalization over the four-year
period, dropping from 25% to 8%, while the financial sector saw the highest increase, rising
from 26%to 40% (Figure 2).

Figure1- Comparison of Chinaand Hong Kong dollar bondsin2020 and 2024
by key metrics

Chinaand Hong Market Cap  Percentageof Average Average 1-Year
Kong dollarbonds' (USDm) |G Bonds (%) Spread Duration  Volatility (%)
31Dec 2020 704,777 74.92 357.38 3.81 3.64

31Dec 2024 416,833 87.91 290.60 3.79 2.65

Source: J.P. Morgan Index Research, Bloomberg, as of December 31, 2024. J.P. Morgan
Asia Credit Index (JACI) Chinaand Hong Kong components are used to represent

the China and Hong Kong dollar bonds. The data presented in this table serves as a
representative portfolio of the Chinaand Hong Kong dollar bond market.' Blended
Spreads JACI Chinaand Hong Kong components are used for Average Spread
calculation. EIR Durations for JACI China and Hong Kong components are used for
Average Duration Calculation. JACICNHK Index is used for 1-Year Volatility calculation.

Thisdocumentis for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Continental Europe (as defined in the importantinformationat the end) and the
UK; for Institutional Investors only in the United States; for Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United
Arab Emirates; for Qualified Clients/Sophisticated Investorsin Israel; for Sophisticated or Professional Investorsin Australia; inNew Zealand for wholesale investors (as
definedinthe Financial Markets Conduct Act); for Professional Investors in Hong Kong; for Qualified Institutional Investorsin Japan; in Taiwan for Qualified Institutions/
Sophisticated Investors; in Singapore for Institutional/Accredited Investors; for Qualified Institutional Investors and/or certain specific institutional investorsin
Thailand; for certain specific sovereign wealth funds and/or Qualified Domestic Institutional Investors approved by local regulators only in the People’s Republic of
China; for certain specificinstitutionalinvestors in Malaysia upon request; for certain specific institutional investors in Brunei; for Qualified Professional Investorsin
Korea; for certain specificinstitutional investorsin Indonesia; for qualified buyersin Philippines forinformational purposes only; in Canada, this document s restricted to
i)accredited investors and i) permitted clients as defined under National Instrument 45-106 and 31-103 respectively. Itis notintended for and should not be distributed
toorrelied upon by the public orretail investors. Please do not redistribute this document.



4. Invesco

Outlook for China dollar bonds in 2025

February 2025

Figure 2 - Sectoral comparison of Chinaand Hong Kong dollar bond universe from 2020 and 2024 by market cap
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Data source: J.P. Morgan Index Research, Bloomberg, as of December 31, 2024. J.P. Morgan Asia Credit Index (JACI) Chinaand Hong Kong
components are used to represent the Chinaand Hong Kong dollar bonds. The data presented in these charts serve as a representative portfolio

of the China and Hong Kong dollar bond market.

We believe China dollar bonds currently present an attractive value proposition

In our view, China dollar bonds currently present an attractive value proposition for both
local and international investors for four main reasons.

1. Investors can access high quality corporate issuers that do notissue public corporate
bondsonshore
First, offshore USD bonds allow investors to access high quality Chinese corporate
issuers that do notissue public corporate bonds onshore. Based on our observation,
many high quality Chinese corporate issuers, especially private-owned entities,
typically only tap the short-term commercial paper and the asset-backed securities
(ABS) market for financing. As such, the offshore USD bonds create a valuable
diversification option for these issuers. We outline two issuers with these
characteristics in the below examples.

« Example: Aleading Chinese dairy manufacturer
The first example of a bond in this universe is that of a leading Chinese
manufacturing and distribution company of dairy products and ice cream,
founded 30 years ago. The company is a listed on the Hong Kong stock exchange
and is acomponent of the Hang Seng Index (HSI). While the firm does not have
any outstanding corporate bonds in the domestic RMB bond market, itissued
aUSD bondin June 2020, with maturity date of June 17, 2025. It is rated Baal by
Moody’s. The bond offers a yield to maturity of 5.2% as of December 31, 2024."
Due to the high quality and scarcity, the performance of the bond has been quite
stable over time.

Figure 3 - Bond price trajectory of leading Chinese dairy manufacturer
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Source: Bloomberg, as of December 31, 2024.

1. Bloomberg, dataas of December9,2024.
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«  Example: One of the largest Chinese shopping platform companies for locally
founded consumer products and services
The second example is of one of China’s largest shopping platform companies
forlocally founded consumer products and services, including entertainment,
dining, delivery and travel. This company leads the Chinese market for online
food delivery and had a market share of 67.3% in 2024. 2t is also listed on the
Hong Kong stock exchange and is a component of HSI. The firm, which doesn’t
have outstanding corporate bonds in domestic RMB bond market, issued a
convertible bond in April 2021, with a coupon rate of 0% and a maturity date
of April 27,2028. The bond, which holds an international rating of Baa2 from
Moody'’s, offers a yield to maturity of 4.9% as of December 31, 2024.°The
convertible feature also provides additional return upside for the security.

Figure 4 - Bond price trajectory of one of China’s largest shopping platform
companies
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Source: Bloomberg, as of December 31, 2024.

2.

Higheryield from China offshore dollar bonds than onshore bonds for the
sameissuers

China offshore dollar bonds could also have a higher yield than onshore bonds for the
same issuer in question. In the context of relatively high global interest rates, we
outline two issuer examples where the yield on offshore dollar bonds issued by
Chineseissuers is higher than that of onshore RMB bonds.

« Example: Higher yield of China’s state-owned electric utility provider’s onshore
RMB bonds versus offshore USD bonds
The firstissuer example we consider is of China’s state-owned electric utility
corporation and the largest utility provider in the world. As of March 2024, this
company was the world’s third largest by revenue. Major rating agencies such
as S&P and Moody’s have rated the company A+/A1. For this high-quality issuer,
offshore dollar bonds offer a higher yield to maturity compared to onshore RMB
bonds. This allows investors to access the same issuer while achieving
greateryield.

2.
3.

ResearchGate, Bloomberg, data as of December 31,2024.
Bloomberg, dataas of December 9, 2024.
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Figure 5 - Yield comparison of onshore RMB and offshore USD bonds of China’s
state-owned electric utility corporation
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Source: Bloomberg, Wind, as of December 3, 2024.

« Example: Higher yield of one of China’s “Big Four” banks’ onshore RMB bonds
versus offshore USD bonds
Anotherissuer example is that of a Chinese state-owned multinational bank
headquartered in Beijing (one of the “Big Four”) thatis also the fourth largest bank
globally by total assets. The company is listed on both the A-share and H-share
markets and is a constituent of the SSE 50 Index (A-shares) and the Hang Seng
Index (H-shares). Thisissuer is rated A1 from the Moody’s and A from S&P and
Fitch. Like the earlier example, their offshore dollar bonds offer a higher yield
compared to onshore RMB bonds.

Figure 6 - Yield comparison of onshore RMB and offshore USD bonds of one of
China’s “Big Four” banks
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4. PBoC, Invesco calculation, data as of 30 November 2024.
5. J.P.Morgan, data as of 30 November 2024.
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3.Chinadollar bonds have lower volatility as compared to other fixed income
assetclasses
Over the past two years, the volatility of China dollar bonds has been the lowest among
various major fixed income asset classes, including global aggregate, US treasuries,
and US investment grade (IG) bonds (Figure 7). From the end of 2022 to the end of
2024, China dollar bonds had a volatility of 3.4%, which is even lower than that of the
commonly used risk-free benchmark, US treasury bonds (6.3%). Both duration and
strong technical support positively contributed to the relative performance.

Figure 7 - 2-year volatility comparisons across various fixed income asset classes
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Source: Bloomberg, JP Morgan, data as of 31 December 2024, daily frequency. China
USD Bonds is represented by J.P. Morgan JACI China & Hong Kong Total Return Index.
Asia creditis represented by J. P. Morgan Asia Credit Index. Global HY is represented
by Bloomberg Global High Yield Total Return Index. Global Aggregate is represented
by Bloomberg Global Aggregate Total Return Index. US Treasury is represented by ICE
BofA US Treasury Index. US IG is represented by S&P 500 Investment Grade Corporate
Bond Total Return Index. Global Equities is represented by MSCIl World Index. US
Equitiesis represented by S&P 500 Index.

4.Chinadollar bonds are supported by strong technicals
Strong technical factors have recently supported Asian credit and China dollar credit
market performance, which we expect to continue in the year ahead. Local demand,
especially from Asian banks, has been a key driver behind the strong performance of
Asian investment grade bonds. Chinese banks increased their foreign currency bond
investment on a net basis by USD 33 billion in the first 11 months of 2024. 4 On the other
hand, net redemption (as bonds mature and are repaid by issuers) in Asia has averaged
around USD 40 to 80 billion annually. 5 With global investors’ allocation to Asian bonds
currently at low levels, we expect the Asian credit market to remain well supported by
favorable supply-demand dynamics.

Specifically, China dollar IG bonds benefit from strong technical factors, as evidenced
by their spread performance when compared to peers. During periods of selloffs and
spread hikes, China dollar IG bonds demonstrate relative stability and exhibit less
volatility relative to peers.
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Figure 8 - Spread performance of China dollar bonds relative to other investment
gradebonds
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Source: Bloomberg, as of 23 January 2025. China USD IG is represented by ICE BofA
Asian Dollar Investment Grade Corporate China Issuers Index. US IG is represented by
Bloomberg US Aggregate Credit Average OAS. EMBI |G is represented by J.P. Morgan
- EMBIG Diversified IG Spread to Worst. CEMBI |G is represented by J.P. Morgan CEMBI
Broad Div High Grade Spread to Worst. JACI IG is represented by J.P. Morgan JACI
Investment Grade Strip Spread to Worst (%).

Growing importance of sustainable investing when evaluating China dollar bonds

As outlined in the earlier section, China dollar bonds present an attractive value proposition
given the relative stability of these instruments and strong technical support. As global
sustainability trends drive a shift in investment strategies towards more sustainable
approaches, ESG has become animportant topic within China bond investing. Evidence
shows that despite some investors’ concerns about potentially lower returns, sustainable
investing can enhance risk-adjusted returns in China fixed income strategies. China dollar
bond investors can therefore consider incorporating sustainable investing concepts into
their portfolios.

Conclusion

China dollar bonds have shown resilience despite the market turmoil in the property
sectorin 2020. The bond universe has evolved since then and is currently of higher credit
quality than before. We believe this asset class currently presents an attractive investment
opportunity for investors. We are positive on China dollar bonds as they could provide
investors with access to high-quality issuers and could offer higher yields compared to
onshore bonds, alongside lower volatility and strong technicals.
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Investmentrisks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate
fluctuations) and investors may not get back the fullamountinvested.

Wheninvestingin less developed countries, you should be prepared to accept significantly large
fluctuationsinvalue.

Investmentin certain securities listed in China caninvolve significant regulatory constraints that may
affect liquidity and/or investment performance.

Important information
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Professional Investorsin Australia; in New Zealand for wholesale investors (as defined in the Financial
Markets Conduct Act); for Professional Investorsin Hong Kong; for Qualified Institutional Investors
inJapan; in Taiwan for Qualified Institutions/Sophisticated Investors; in Singapore for Institutional/
Accredited Investors; for Qualified Institutional Investors and/or certain specificinstitutional
investorsin Thailand; for certain specific sovereign wealth funds and/or Qualified Domestic
Institutional Investors approved by local regulators only in the People’s Republic of China; for certain
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inBrunei; for Qualified Professional Investorsin Korea; for certain specificinstitutional investorsin
Indonesia; for qualified buyersin Philippines forinformational purposes only; in Canada, this document
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