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In June, the MSCI China Index rose 3.38%. Weakening economic data led
to increased expectations for stimulus policies. From mid-June, investor
optimism waned due to the underwhelming implementation of stimulus
policies, resurgence of crackdown in tech sector, hawkish global central
bank outlooks, and a weakening Chinese yuan. China's Manufacturing PMI
remained in contraction, with weak domestic and external demand. Against
the backdrop, policymakers are shifting to a more proactive policy stance
to stabilize economic growth. Following Blinken, Yellen's visit to China
indicates a clear easing trend in China-US relations in the medium and
short term. We will be observing whether the State Council meeting in mid-
July and the Politburo meeting in late July will introduce more growth-
stabilizing measures.

Market Performance

MSCI China index rebounded by 3.38% in the month of June. The market rose from May
slippage on hopes of weak data triggering major stimulus and US-China re-engagement.
However, optimism faded from mid-Jun on actual stimulus undershooting expectations, renewed
US tech restrictions, hawkish guidance from global central banks and weakening CNY. China’s
export growth dropped to -7.5% YoY in May, much lower than the consensus expectation of -
1.8% YoY, with the weakness visible for both DM and EM trading partners. China’s May credit
data including both new yuan loans and total social financing came in below expectations
though household and corporate lending improved. The PBoC surprised the market by cutting
the 7-day reverse repo rate by 10bp on Jun 13, fueling hope for more easing measures. Premier
Li Qiang chaired the State Council meeting on Jun 16 and hinted that a basket of growth-
promoting policies could be released soon. The PBoC held its Q2 MPC meeting on Jun 28 and
pledged to intensify countercyclical adjustment to support domestic demand, boost consumption
and build a virtuous circle of economic growth.

Greater China Indices Jun Close Monthly % Change YTD % 52 Week Low 52 Week High
CSl 300 384245 1.16 -0.75 3495.95 4479.49
MSCI China 60.57 3.38 -6.05 4743 75.86

HSI 18916.43 3.74 -4.37 14597.31 22700.85
HSCEI 6424.88 4.24 -4.18 4919.03 777361

Global Indices

S&P 500 4450.38 6.47 1591 3491.58 4458.48
Dow Jones Industrial Average 34407.60 4.56 3.80 28660.94 34712.28
Nasdaqg Composite 13787.92 6.59 3173 10088.83 13864.06
FTSE 100 753153 115 1.07 6707.62 8047.06
DAX 30 16147.90 3.09 1598 11862.84 1642742
Nikkei 225 33189.04 745 2719 25621.96 33772.89

Economic Data

China’s manufacturing PMI improved to 49.0 in Jun from 48.8 in May, remained in contractionary
territory due to relatively weak demand both internally and externally. The new order sub-index
rose to 48.6 in Jun from 48.3 in May, and the output sub-index rose to 50.3 in Jun from 49.6 in
May, back to expansionary territory. The non-manufacturing PMI further fell to 53.2 in Jun from
54.5 in May, maintaining a relatively high level of prosperity since the beginning of the year and
suggesting continued recovery in construction and services sectors but at a slower sequential
pace. The construction sub-index moderated to 55.7 in Jun from 58.2 in May, on the back of
some renewed stress in the property sector. The services sub-index slowed to 52.8 in Jun from
53.8 in May, with the PMIs in airlines transport services and telecommunication above 60 while
the PMIs in wholesale and property sector below 50.

Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 30 June 2023. Data shown is for
informational and reference purposes only, historical data does not represent future trend of development.
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Outlook

Looking forward, we maintain our long-term positive view on China equity market. On the back of
material slowdown of export growth and weak domestic demand, policymakers shifted to a more
supportive stance to facilitate overall economic growth, implementing modest rate cuts in June,
announcing tax and fee reduction/ deferral for the corporate sector, as well as product-specific
stimulus (for NEV, home appliance and furniture), and accelerating the pace of special local
government bond issuance. Besides, the US and China are resuming a dialogue on a
broadening basis, and that Secretary Yellen's visit, after Secretary of State Blinken's visit, is
another step forward towards normalization and stabilization of US/China relations in the near-
medium term. We will see whether more pro-growth measures will be rolled out at the State
Council meeting in mid-July and the Politburo meeting in late July.

We will continue to seek a balance between value and growth. We continue to focus on the long-
term policy beneficiaries (eg. software localization and advanced manufacturing), short-term
policy beneficiaries (property and property-related sectors) and reopening-related opportunities
(eg. consumer, Internet, financials and healthcare). Also, we will prudently pay attention to some
thematic investment opportunities, including Al and SOE re-rating.

Risk
Sino-US relationship worsens than expectation. Russia-Ukraine War worsens than expectation;
China's economy recovers less than expected.
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Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 30 June 2023. Data shown is for
informational and reference purposes only, historical data does not represent future trend of development.
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Fixed

Income In June, the "Higher for longer” trading logic returned, with US inflation
and economic data exceeding expectations. The June FOMC meeting
and Powell's subsequent speech reaffirmed the commitment to
combating inflation, emphasizing the possibility of two rate hikes this
year. US Treasury yields fluctuated upwards, and developed market
equities outperformed. US inflation continued to decline but remained
far from the Fed's 2% target. Economic resilience exceeded market
expectations. In terms of monetary policy, we believe the Fed's
hawkish statements aim to curb rate cut expectations rather than
signal continuous rate hikes, thus suppressing inflation. As a result,
we adjust the rate cut starting point to around mid-next year,
maintaining a steeper initial slope.

Market Performance

In June, markets returned to trading the "higher for longer" theme, with US inflation and economic
data exceeding expectations. The dot plot from the June FOMC meeting and subsequent
remarks by Powell reiterated the determination to combat inflation and emphasized the possibility
of two more rate hikes later this year. As a result, US bond yields fluctuated upwards, and the
inversion between 10-year and 2-year yields further deepened, surpassing 100bp. Nonetheless,
as the overall rate hike cycle approaches its end, the US economic data remains robust, and
overall global risk sentiment was positive. In June, developed market equity outperformed,
volatility declined, and corporate bonds performed better than government bonds. Regarding the
performance over the past six months, US stocks and Japanese stocks have taken the lead,
fixed income assets have also generated decent returns in a high interest rate environment, and
commodities have lagged relatively.

E United States Last Price % 1Mchgbp YTD chgbps 52Wlow% 52W high% - China Last Price % 1Mchgbp YTD chgbps 52W low% 52W high%
2y 440 40 2 265 508 3y 238 7 14 214 2567
5Y 375 27 25 258 450 5Y 245 AT 7 236 277
7Y 370 24 27 256 444 7Y 267 9 -15 258 291
10v 364 22 23 251 434 107 271 T 13 261 296
307 386 19 -10 285 442 30¥ 308 E 12 307 334

E] Japan LastPrice % 1Mchgbp YTD chg bps 52W low% 52W high% ! Germany  LastPrice % 1Mchgbp YTD chgbps 52W low% 52W high%
2y ©0os) -1 9 01 0o7 2 272 3 4 017 338
5Y 010 2 14 004 034 5Y 228 3 30 039 290
7Y 023 1 22 002 058 7Y 2325 4 32 045 282
10v 044 4 1 016 058 107 2328 k) 29 068 277
307 1.26 3 35 1.03 172 0¥ 246 5 -8 095 271

U.S. Treasury yield curve
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Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 30 June 2023. Data shown is for
informational and reference purposes only, historical data does not represent future trend of development.
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In the corporate bond market, global credit spreads have narrowed amid rising interest rates
and favorable risk sentiment, returning to levels seen before the March banking crisis. Supply of
new bonds in developed markets remains relatively abundant, and funds continue to flow in,
leading to further compression of spreads across credit ratings. For Chinese USD bonds, new
supply remains low, mainly in the LGFV sector. Technical support for investment-grade bonds is
still present, and spreads in some sectors are approaching five-year lows. At the beginning of
the month, the high-yield real estate sector rebounded with the support of potential policy
support. However, the sector weakened again due to weak sales and policy measures falling
short of expectations. In the month as a whole, Chinese investment-grade bonds fell by 0.2%,
while Chinese high-yields rose by 2.1%.

CDX Index Current Value 1M chg bp YTD chg bps  52W low% 52V high%
IG CDX 66 (9) (16) 66 114
HY CDX 430 (45) (54) 400 640
EM CDX 213 (33) 62 205 395
Bond index

ICE Asian Dollar Corporate 428 0,1%‘:: 2,7%[| 384 432
ICE China Issuers Dollar IG Corporate 202 —0_2* 2_9%[| 185 204
ICE China Issuers Dollar HY Corporate 169 2194 [ TNE 115 218
ICE US Corporate 3085 0.3'-’94 3_2%[| 2809 3142
ICE US High Yield 1478 1_6%’] 5.4%.1 1345 1481
ICE Emerging Markets Corporate 413 0_89@ 3_0%[| 373 417
Bloomberg Global-Aggregate 452 0_0%‘:: 1.4%'] 416 471
Bloomberg Global-Aggregate 1-3 Year 168 40_1%;’0 0_3%; 159 171
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Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 30 June 2023. Data shown is for
informational and reference purposes only, historical data does not represent future trend of development.
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Fixed
Income Economic Data

US inflation continues to moderate but remains far from the Fed’s 2% target. The economy,
however, has shown resilience that surpasses market expectations. First-quarter GDP was
revised upward, non-farm payrolls exceeded market estimates, and various housing indicators
showed signs of bottoming out and rebounding. Although PMI and durable goods orders slightly
fell short of expectations, the probability of a recession in the near term continues to decline.
The dot plot from the FOMC meeting moved noticeably higher compared to March, leading the
market to expect a higher probability of an interest rate hike in July. Apart from Japan, other G7
central banks generally adopted a hawkish stance, while Europe as a whole continues to show
signs of economic weakness.

Outlook

Market sentiment was relatively upbeat in June. Despite continued hawkishness from central
banks in Europe and the US, strong US economic data strengthened expectations of a soft
landing for the US economy, supporting a significant rebound in risk assets. Currently, the US
economy and financial system remain relatively healthy, especially with the continued strength in
consumer spending. Since April, key financial indicators has not declined further despite ongoing
rate hikes. Housing data, a leading indicator, has shown signs of improvement as low inventory
and stabilized mortgage rates have supported a recovery. The likelihood of a recession within
the year is reduced unless a black swan event occurs. That being said, the US economy still
faces significant downside risks early next year. As monetary tightening transmits to businesses
and affects households through multiple channels, both the real economy and overheated
financial assets face the risk of a reversal. In terms of monetary policy, the hawkish statements
from the Fed are aimed at curbing expectations of interest rate cuts rather than signalling a
continued series of rate hikes. Therefore, we adjust the starting point for rate cuts to around mid-
next year, while maintaining the expectation of steeper initial rate cuts. Regarding US Treasuries,
the yields may attempt to approach previous highs before the July FOMC meeting, but in the
medium term, the shape of the yield curve could show some normalization after the rate hikes
are certain to be over. In Europe, due to greater economic pressure, the endpoint for rate hikes
may be lower than market expectations. In China, the economic recovery is mixed, awaiting a
package of policies to stimulate the economy, although the probability of strong stimulus is low.

For corporate bonds, there has been a clear negative correlation between credit spreads and
benchmark interest rates since the beginning of the year, resulting in higher risk-adjusted returns
for higher-rated |G credits compared to government bonds. Credit spreads in most sectors have
fully recovered from the widening seen since March and are currently at relatively high valuation
levels since 2022. Chinese USD bonds as a whole remain mixed: investment-grade bonds
remain strong, and the relatively optimistic sentiment has led to a catch-up rally in high-beta
names, which is expected to continue in the short term. The high-yield property sector is
expected to remain under pressure, as various data indicate that sales, especially transaction
volumes, are unlikely to recover in the short term. The impact of potential stimulus policies on the
overall real estate market and private developers also carries some uncertainty, so a cautious
approach is maintained. In terms of strategy, we remain neutral on overall duration, with a
relatively optimistic view on interest rate duration and a relatively cautious approach to credit
duration. On one hand, global corporate bonds are currently trading at historically high levels
since the 2008 financial crisis, and high-grade bonds with medium to long duration have some
allocation value with recent rate increases. However, caution should be exercised due to the
asymmetry of potential upside and downside in credit spreads. On the other hand, the deeply
inverted yield curve has led to historically high ratios between short-term and longer-term bond
yields. During periods of wide fluctuations in long-term interest rates, it may be suitable to
allocate certain short-duration bonds to capture short-term opportunities, especially in markets
with good liquidity. Additionally, we will continue to focus on the value of ESG bonds, which have
underperformed in relative terms over the past year, in order to capture long-term investment
opportunities.

Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 30 June 2023. Data shown is for
informational and reference purposes only, historical data does not represent future trend of development.
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Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 30 June 2023. Data shown is for
informational and reference purposes only, historical data does not represent future trend of development.
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Disclaimer:

This material is for informational and reference purpose of the intended recipients only, and does not constitute solicitation of any
transaction in any securities or collective investment schemes, nor does it constitute any investment advice. The content of this
material about a fund (if any) is not applicable to persons who live in areas where the release of such content is restricted. No one
shall regard this material as an offer or invitation to purchase or subscribe to fund shares, nor use the fund subscription agreement
under any circumstances, unless the invitation and distribution are legal in the relevant jurisdictions. Non-Hong Kong investors are
responsible for complying with all applicable laws and regulations in their relevant jurisdictions before reading the information
contained in this material.

The information contained in this material only reflects current market conditions and the judgment of China Asset Management
(Hong Kong) Company Limited (the "Company") on the date of compilation. It does not represent an accurate forecast of individual
securities or market trends, and judgments are subject to change at any time without prior notice. When composing this material, the
Company relied on and assumed the correctness and completeness of the information provided by the public media. The Company
believes that the information contained in this material is reliable; however, the Company does not guarantee the completeness and
accuracy of the material. The Company or its associated companies, directors and employees shall not be liable for any errors or
omissions in the information provided in this material, and the Company shall not be responsible for any loss incurred by any person
as a result of reliance on or use of such information.

Investment involves risks. Past performance does not represent future performance. The price of the fund and its return may go up
or down and cannot be guaranteed. Investment value may also be affected by exchange rates. Investors may not be able to get
back the original investment amounts.

This material has not been reviewed by the Hong Kong Securities and Futures Commission. Issuer: China Asset Management
(Hong Kong) Company Limited. Without the consent of China Asset Management (Hong Kong) Company Limited, you may not copy,
distribute or reproduce this material or any part of this material to anyone other than the intended recipient.
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