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The reputation of Asia credit, and especially the high yield market, has taken something of a beating in the last
couple of years, almost entirely due to the China real estate funding crisis, which resulted in multiple defaults in what
was a significant sector.

However, this does not mean that the asset class is either enduringly flawed nor that it isn't providing lucrative
opportunities. Indeed, we would argue that the negative sentiment is potentially giving investors a good entry level at
the very point at which the prospects for the market are brightening. Our total returns analysis imply an allocation to
Asia credit should produce good risk adjusted performance over the coming 12 months. Meanwhile, the enduring
technical qualities of the market, including low spread correlation to other markets and shorter duration, make it a
strong candidate as a strategic allocation in global bond and credit portfolios.

The Asia investment grade market (including Mainland China) has given investors a potentially better
quantity and quality of returns compared to US investment grade, while even now offering similar yields.
We believe the dynamic of better risk adjusted returns will continue.

Fig 1: Characteristics of investment grade markets: Asia vs US

Asia IG Us IG

5 yrreturn 12.91% 10.78%
Annualised return 2.47% 2.08%
Annualised volatility (5yr weekly returns) 4.57% 8.50%
Spread to worst (bps) 102 105
Yield to worst 5.14% 5.26%
Modified duration (years) 4.79 6.74

Indices used: Asia IG: JPMorgan Asia Credit Index Investment Grade; US IG: ICE BaML US Corporate Index
Source: JPMorgan, ICE Indices, Bloomberg, 5 February 2024,
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It may confound the conventional narrative to observe that Asia IG credit has performed well on a relative basis over
the last five years. With all the noise around China and assumptions that developed markets have outperformed, it is
sometimes forgotten that the drivers of bond returns are the ability of individual institutions to repay their debt, and
the exposure of individual bonds to interest rate risk.

The key technical reason for these better risk adjusted characteristics of the Asian universe is the relative modified
duration (interest rate sensitivity) of the two universes (4.79 years for Asia vs 6.74 years for US). With a fundamental
perspective, we see the consistent credit quality of Asia |G issuers, with a high proportion of national champions and
government related entities, leading to stability of spreads. As markets stand at the moment — investors still have a
less volatile investment in Asia without a material give up in yield. Even though there are expectations of lower US
interest rates which might be seen to favour adopting higher duration, a good deal of easing is already priced into
market levels, while we have seen sharp spikes in yields when data are released which are stronger or more
inflationary than expected — this is likely to see a continuation of the greater volatility of US bonds.

Meanwhile, the probability of weakening economies or even recessions in the US and Europe, under the burden of
the higher interest rates implemented to control inflation, may increase the fallen angel count and lead to wider
spreads in these regions. By contrast in Asia, where monetary policy has either been pre-emptive, or where
economies are strong or have very low inflation, there are, we believe, better growth prospects and more supportive
credit dynamics.

Our forecast for total returns in the Asia investment grade market, based on the weighted expectation of our
favoured macro scenario forecasts, shows a strong return for the following 12 months, but importantly with a
positive skew of probable outcomes, based on the strong technical setup of the Asia IG market and the supportive
fundamental drivers.

Fig. 2: Asia investment grade forecast scenarios
Asia IG Bear case Base case Bull case

Expected change next 12 months

Credit spread (bp) 50 0 (10)

Roll down (bp) {10) {10) (10)

UST move (bp) 40 {40) (110)
Total 80 (50) (130)
10-year UST rate 4.1% 4.1% 4.1%
10-year UST rate +12m 4.5% 3.7% 3.0%
Current YTW 5.3% 5.3% 5.3%
YTW forecast +12m 6.2% 4.9% 4.1%
YTW - average (forecast) 5.8% 5.1% 4.7%
Duration 4.75 4.75 4.75

Expected return next 12 months

from carry 5.8% 5.1% 4.7%
from credit spread -2.4% 0.0% 0.5%
from roll down 0.5% 0.5% 0.5%
from UST move -1.9% 1.9% 5.2%
Total returns 2.0% 7.5% 10.9%
Probability 15% 65% 20%

Asia IG probability weighted expectation next 12 months

Source: HSBC Asset Management, 5 February 2024. Investment involves risks. Past performance is not indicative of future performance. Any forecast, projection or target where
provided is indicative only and is not guaranteed in any way. HSBC Asset Management accepts no liability for any failure to meet such forecast, projection or target. For illustrative
purposes only.
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The Asia High Yield market has been transformed as a result of the challenges in China real estate, and
importantly this sector now makes up less than 5% of the Asia high yield universe. Credit quality and
fundamental trends are sound in the vast majority of the rest of the market, meaning that negative
sentiment towards the asset class is providing good valuation opportunities and the likelihood of high
total returns.

Fig 3: Characteristics of high yield markets: Asia vs US

Asia HY US HY

5yrreturn -7.24% 21.98%
Annualised return -1.49% 4.05%
Annualised Volatility (byr weekly returns) 10.66% 9.46%
Spread to worst {(bps) 971 371
Yield to worst 13.98% 7.77%
Modified duration (years) 2.52 3.33

Indices used: Asia HY: JPMorgan Asia Credit Non-Investment Grade Index; US HY: ICE BaML US High Yield Index.
Source: JPMorgan, ICE Indices, Bloomberg, 5 February 2024,

It perhaps goes without saying that the Asia high yield market has underperformed the US in the past five years. In
fact, outside China real estate, the market has performed without drama with low default rates and positive total
returns, but the contagion from China real estate has led to a huge gulf in valuation which we now believe favours an
allocation to Asia high yield. In our return simulation below, we have been ultra conservative in our yield estimates in
order to show the likely return from a portfolio which is not reaching down into the depths of poor quality credit and
distressed real estate names. Even through this lens, our weighted expectation, based on our favoured macro
scenario forecasts, shows an overall return of 11.2% over the coming 12 months.

Fig. 4: Asia high yield forecast scenarios

Asia HY Bear case Base case Bull case

Expected change next 12 months

Credit spread (bp) 220 (10) (110)
Roll down (bp) (20) (20) (20)
UST move (bp) 40 (40) (110)
Total 240 (70) (240)
10-year UST rate 4.1% 4.1% 4.1%
10-year UST rate +12m 4.5% 3.7% 3.0%
Current YTW 9.9% 9.9% 9.9%
YTW forecast +12m 12.5% 9.4% 7.7%
YTW - average (forecast) 11.2% 9.7% 8.8%
Duration 2.55 2.55 2.55
Expected return next 12 months

from carry 11.2% 9.7% 8.8%
from credit spread -5.6% 0.3% 2.8%
from roll down 0.5% 0.5% 0.5%
from UST move -1.0% 1.0% 2.8%
Total returns 5.1% 11.4% 14.9%
Probability 15% 65% 20%

Asia HY probability weighted expectation next 12 months

Source: HSBC Asset Management, 5 February 2024. Investment involves risks. Past performance is not indicative of future perfamance. Any forecast, projection or target where
provided is indicative only and is not guaranteed in any way. HSBC Asset Management accepts no liability for any failure to meet such forecast, projection or target. For illustrative
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The key elements of the bond mathematics which lead to such a good skew of likely outcomes are the high carry and
low spread duration, which means that there is a thick cushion of yield which would require a very sharp widening of
spreads to overcome.

On the fundamental side, we see that better macro tailwinds in Asia will keep defaults low (nb speaking of default
‘rates’ in this market at the moment is probably not useful as there will likely be more defaults in China property, but
these are already discounted in price and are unlikely to feature in our portfolios). Indeed, we believe we should be
able to avoid defaults with the conservative high yield portfolio in the illustration above. Meanwhile, we can look
forward to a modest tightening of spreads as confidence is restored.

We see ample opportunities across the Asia region and throughout the credit spectrum. Despite the well-
publicized challenges facing the Chinese economy, we continue to see value and good potential returns
in some sectors of the Greater China complex, as well as in Asean and India.

In terms of any opportunity in the mainland China real estate sector, we remain selective, overweight only in State
Owned Enterprise (SOE) related names and underweight the private sector, with only exposure to those whose
fundamentals and cashflows are more predictable. Though China property stimulus is likely to be intensified, we
don't expect a major turnaround in the sector as it is hard for the new home sales recovery to maintain momentum
without any meaningful turnaround in income and employment.

Of course, we also see other opportunities in mainland China outside the property sector, including in the Telecoms,
Media and Technology sector with a reduction of regulatory risks and improving sector fundamentals, while we are
also investing in the mainland China consumer and industrial sectors in a selective manner. Although restrictive
policy has already been abandoned and more fiscal support introduced to address the consumption gap, we are not
necessarily expecting a sharp improvement in the economy. This may not be a bad thing for a quality biased credit
investment strategy with focus on downside protection, with surviving credits delivering more stable performance in
the coming quarters.

Outside of mainland China we see improving fundamentals in Asean and India driven by positive macro tailwinds. In
the investment grade market, we prefer Thailand, Singapore and Korea subordinated financials for their relatively
attractive risk adjusted yields. We believe that India and Indonesia corporates will be solid in line with their fast
growing economies, while we favour Japanese banks and financials as an off-benchmark position. In the more
diversified high yield market, the Macau leisure sector continues to enjoy post COVID revenue recovery, while again
selected Indian and Indonesian companies should prosper in their high growth environments.
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Important information
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This document should not be distributed to or relied upon by Retail clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the amount origindly invested. The capital invested in
the fund can increase or decrease and is not guaranteed. The performance figures contained in this document relate to past paformance, which should not be seen as
an indication of future returns. Future returns will depend, inter alia, on market conditions, fund manager’s skill, fund ris level and fees. Where overseas investments
are held the rate of currency exchange may cause the value of such investments to go down as well as up. Investments in emergng markets are by their nature higher
risk and potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally ae heavily dependent upon international
trade and, accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjistments in relative currency values and
other protectionist measures imposed or negotiated by the countries and territories with which they trade. These economies abo have been and may continue to be
affected adversely by economic conditions in the countries and territories in which they trade. Mutual fund investments are subject to market risks, read all scheme
related documents carefully.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in pat, for any purpose. All non-authorised reproduction or use
of this document will be the responsibility of the user and may lead to legal proceedings. The material contained in this doaiment is for general information purposes only and does not
constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may be casidered forward looking statements which provide
current expectations or forecasts of future events. Such forward looking statements are not guarantees of future performanceor events and involve risks and uncertainties. Actual results
may differ materially from those described in such forward-looking statements as a result of various factors. We do not undertake any obligation to update the forward-looking
statements contained herein, or to update the reasons why actual results could differ from those projected in the forwardlooking statements. This document has no contractual value
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foreign markets. This commentary is for information purposes only. Itis a marketing communication and does not constitute investment advice or a recommendation to any reader of this
content to buy or sell investments nor should it be regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote the
independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. This documert is not contractually binding nor are we required to
provide this to you by any legislative provision.

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained from sources we believe to be reliable, but which we have not
independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the investment activties that may be provided through our local

regulated entities. HSBC Asset Management is a group of companies in many countries and territories throughout the world thatare engaged in investment advisory and fund

management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The above communication is distributedby the following entities:

®  In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversion, Agente de administracion de productos de inversion colectiva

de FCI N°1;

®  In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset Management (Hong Kong) Limited ARBN 132 834
149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718. This document is for institutional investors only, and is not available for distribution to retail clients (as
defined under the Corporations Act). HSBC Global Asset Management (Hong Kong) Limited and HSBC Global Asset Management (UK) Limited are exempt from the requirement to
hold an Australian financial services license under the Corporations Act in respect of the financial services they provide. HSBC Global Asset Management (Hong Kong) Limited is
regulated by the Securities and Futures Commission of Hong Kong under the Hong Kong laws, which differ from Australian laws. HSBC Global Asset Management (UK) Limited is
regulated by the Financial Conduct Authority of the United Kingdom and, for the avoidance of doubt, includes the Financial Services Authority of the United Kingdom as it was
previously known before 1 April 2013, under the laws of the United Kingdom, which differ from Australian laws;

® in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to conduct investment business by the Bermuda
Monetary Authority;

® in Canada by HSBC Global Asset Management (Canada) Limited which provides its services as a dealer in all provinces of Canada except Prince Edward Island and also provides
services in Northwest Territories. HSBC Global Asset Management (Canada) Limited provides its services as an advisor in all provinces of Canada except Prince Edward Island;

® in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or regulations and are not covered by warranty of the
Chilean state. Further information may be obtained about the state guarantee to deposits at your bank or on www.sbif.cl;

® in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC) whereby its activities conform to the General Legal
Financial System. SFC has not reviewed the information provided to the investor. This document is for the exclusive use of institutional investors in Colombia and is not for public
distribution;

® in Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French regulatory authority AMF (no.
GP99026) and through the Stockholm branch of HSBC Global Asset Management (France), regulated by the Swedish Financial Supervisory Authority (Finansinspektionen);

® in France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French
regulatory authority AMF (no. GP99026);

® in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by the Austrian Financial Market Supervision FMA
(Austrian clients);

® inHong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures Commission. This video/content has not be reviewed by
the Securities and Futures Commission;

® inIndia by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

® in Italy and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French regulatory authority AMF (no. GP99026) and through the
Italian and Spanish branches of HSBC Global Asset Management (France), regulated respectively by Banca d'ltalia and Commissione Nazionale per le Societa e la Borsa (Consob) in
Italy, and the Comisién Nacional del Mercado de Valores (CNMV) in Spain;

L]

in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversion, Grupo Financiero HSBC which is regulated by Comisién Nacional
Bancaria y de Valores;

® inthe United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Global Asset Management MENA, a unit within HSBC Bank Middle East Limited, U.A.E Branch, PO Box 66 Dubai,
UAE, regulated by the Central Bank of the U.A.E. and the Securities and Commaodities Authority in the UAE under SCA license number 602004 for the purpose of this promotion and
lead regulated by the Dubai Financial Services Authority. HSBC Bank Middle East Limited is a member of the HSBC Group and HSBC Global Asset Management MENA are
marketing the relevant product only in a sub-distributing capacity on a principal-to-principal basis. HSBC Global Asset Management MENA may not be licensed under the laws of the
recipient’s country of residence and therefore may not be subject to supervision of the local regulator in the recipient’s country of residence. One of more of the products and
services of the manufacturer may not have been approved by or registered with the local regulator and the assets may be booked outside of the recipient’s country of residence.

® in Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Perd whereby its activities conform to the General Legal Financial
System - Law No. 26702. Funds have not been registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not
reviewed the information provided to the investor. This document is for the exclusive use of institutional investors in PerG and is not for public distribution;

® in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore. The content in the document/video has not been
reviewed by the Monetary Authority of Singapore;

® in Switzerland by HSBC Global Asset Management (Switzerland) AG. This document is intended for professional investor use only. For opting in and opting out according to FinSA,
please refer to our website; if you wish to change your client categorization, please inform us. HSBC Global Asset Management (Switzerland) AG having its registered office at
Gartenstrasse 26, PO Box, CH-8002 Zurich has a licence as an asset manager of collective investment schemes and as a representative of foreign collective investment schemes.
Disputes regarding legal claims between the Client and HSBC Global Asset Management (Switzerland) AG can be settled by an ombudsman in mediation proceedings. HSBC Global
Asset Management (Switzerland) AG is affiliated to the ombudsman FINOS having its registered address at Talstrasse 20, 8001 Zurich. There are general risks associated with
financial instruments, please refer to the Swiss Banking Association (“SBA”) Brochure “Risks Involved in Trading in Financial Instruments”;

® in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory Commission R.0.C. (Taiwan);

® inthe UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority;

L]

and in the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US Securities and Exchange Commission.
NOT FDIC INSURED ¢ NO BANK GUARANTEE ¢ MAY LOSE VALUE

Copyright © HSBC Global Asset Management Limited 2024. All rights reserved. No part of this publication may be reproduced, sbred in a retrieval system, or transmitted, on any form or
by any means, electronic, mechanical, photocopying, recording, or otherwise, without the prior written permission of HSBC Gldbal Asset Management Limited.

For Professional Investors only. Not for further distribution.

5 Non contractual document



	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5

