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MSCI China index dropped by 2.58% in the month of December. The
CEWC proposed that proactive fiscal policies should be moderately
intensified and aimed at improving quality and efficiency. We see
domestic policies remain the primary driving force behind market
trends in 2023. We anticipate that more timely and forceful fiscal
policies will emerge this year, and they will make positive impacts on
market sentiment. we will continue to seek a balance between value
and growth. We continue to focus on the long-term policy beneficiaries,
short-term policy beneficiaries, and reopening-related opportunities.

Market Performance

MSCI China index dropped by 2.58% in the month of December. The CEWC has clarified the
focus of next year's economic work, emphasizing high-quality development and the principle of
establishing priorities and solving problems incrementally. Fiscal and monetary policies will
continue to be strengthened, although the intensity is slightly lower than market expectations.
Property and LGFV risks are still unfolding. The market was discouraged by a moderating M1 y-
0-y, worse-than-expected retail sales, and a CPI that had yet again turned negative y-o-y. Many
investors were also puzzled by the rationale and timing of the draft regulation regarding online
gaming on Dec 22.

Greater China Indices Dec Close Monthly % Change YTD % 52 Week Low 52 Week High
C5l 300 343111 -186 -11.38 328399 426815
MSCI China 5595 -258 -13.22 5316 75.86
HSI 17047.39 0.03 -13.82 1587231 2270085
HSCEI 5768.50 -152 -1397 5443 60 777361
Global Indices

S&P 500 476983 442 2423 380242 479330
Dow Jones Industrial Average 3768954 484 13.70 3142982 3779008
Masdag Compaosite 15011.35 552 4342 10265.04 1515007
FTSE 100 773324 375 378 7206.82 804706
DAX 30 1675164 33 2031 1426460 17003.28
Mikkei 225 3346417 -007 2824 25661.89 3385346

Economic Data

China’s manufacturing PMI fell to 49.0 in December. The new order sub-index declined to 48.7
in December from 49.4 in November, and the output sub-index declined to 50.2 from 50.7 in
November. The NBS commented that the decline in manufacturing PMI was linked to some raw
materials industries entering the off-season period and also noted that decreasing overseas
orders and insufficient domestic demand are the main challenges faced by some surveyed
enterprises. The non-manufacturing PMI rose to 50.4 in December from 50.2 in November. The
construction PMI increased to 56.9 in December from 55.0 in November, with the NBS
mentioning that some enterprises increased the speed of infrastructure project construction
ahead of the Chinese New Year holiday. The services PMI remained unchanged at 49.3 in
December. Postal, telecommunication and satellite transmission were above 55 while the PMis
of water transport, airline and hotel services were below 46, partly due to adverse weather
conditions.

Outlook

Looking forward, we maintain our long-term positive view on China equity market. The CEWC
proposed that proactive fiscal policies should be moderately intensified and aimed at improving
guality and efficiency. In comparison to the July Politburo meeting, there has been a slight

Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 31 December 2023. Data shown is
for informational and reference purposes only, historical data does not represent future trend of development.
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change in the tone of monetary policy, shifting from "precise and forceful" to "precise and
effective." The total outstanding of the PBOC's Pledged Supplementary Lending (PSL) program
increased by RMB350bn in December, suggesting that the media-reported PSL-backed urban
village renovation and public housing construction are starting. Beijing approved 105 domestic
games on Dec 25, just a few days after the online gaming regulation draft was published, to help
stabilize confidence. From the market context in 2023, we see domestic policies remain the
primary driving force behind market trends. We anticipate that more timely and forceful fiscal
policies will emerge this year, and they will make positive impacts on market sentiment.
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In terms of portfolio positioning, 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 and financials). We will prudently
pay attention to some thematic opportunities, including Al and SOE re-rating.

Risk

Sino-US relationship worsens than expectation. International geopolitics 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 31 December 2023. Data shown is
for informational and reference purposes only, historical data does not represent future trend of development. 3




China Economy Activities
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Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 31 December 2023. Data shown is
for informational and reference purposes only, historical data does not represent future trend of development. 4
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Income In December, the US bond market experienced significant volatility,
with US Treasury yields continuing their substantial decline from
November. Overall, we maintain a neutral view on the US economy for
2024. Economic growth is expected to moderate but should avoid a
severe recession barring any black swan events. The pace of credit
contraction is a key indicator to monitor, and there are two risk points
to be cautious of. Currently, we remain cautious on duration, and stay
alert to the potential reversal of the extremely optimistic trading logic
seen in the market over the past two months, which could lead to asset
price corrections.

Market Performance

In December, the US bond market experienced significant volatility, with US Treasury yields
continuing their substantial decline from November. The decline in yields was relatively
consistent across tenors, with short- to medium-term bond yields paring back their year-to-date
increases. Interest rates in major European countries also saw noticeable decreases, while
Japanese government bonds experienced a slight decline, albeit with significant fluctuation.
Currently, futures markets are predicting a probability of over 80% for the Federal Reserve to cut
rates by a cumulative 25 basis points in March 2024, with a total rate cut of over 150 basis points
by the end of the year. In terms of asset classes, equities in Europe and the United States
performed well, outperforming bonds. Investment-grade bonds slightly outperformed high-yield
bonds, and the overall returns of both stocks and bonds experienced a slight decline compared to
November. Commaodities showed mixed performance, with crude oil declining and gold rising.

g United States Last Price % 1M chgbp YTD chg bps 52W low% 52W high% . China Last Price % 1M chg bp YTD chg bps 52W low% 52W high%
2Y 4.25 -43 -18 3.55 5.26 3y 2.29 -18 -13 218 257
5Y 385 -42 -16 320 4.99 5Y 2.39 -18 -23 2.34 275
7Y 3.88 -46 -8 3.24 5.03 7Y 2.54 -14 -28 2.5 2.89
10Y 3.88 -45 0 3.25 5.02 10Y 2.56 -13 -28 2,54 2,94
307 4.03 -47 7 3.49 5.18 30Y 2.83 -11 -37 2.81 3.32

IZI Japan Last Price % 1Mchgbp YTD chg bps 52W low% 52W high% ! Germany Last Price % 1M chg bp YTD chg bps 52W low% 52W high%
2Y 0.05 2 1 -0.09 0.18 2y 2.40 -41 -36 2.10 3.38
5Y o021 S -3 0.05 0.49 5Y 1.85 -43 -63 1.86 293
7Y 0.36 -7 -9 0.08 0.73 7Y 1.94 -43 -63 1.83 2.94
107 0.61 -6 19 0.18 0.97 10Y 2.02 -42 -55 1.89 3.03
30Y 1.63 -3 2 1.11 1.91 30Y 2.26 -42 -28 1.93 3.26

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 31 December 2023. Data shown is
for informational and reference purposes only, historical data does not represent future trend of development. 5
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In December, US Treasury bond rates continued to fall from November. The main catalyst was
the release of the Federal Reserve's dot plot in the FOMC meeting, which showed a substantial
downward revision to the future rate path. The meeting minutes indicated that there was no need
to wait for inflation to reach 2% before cutting rates, and discussions on rate cuts had already
begun. Both before and after the Fed meeting, futures markets priced in a higher probability of
rate cuts starting in March, and the expected cumulative rate cut by the end of 2024 increased
from 100 basis points to 150 basis points. Market expectations for rate cuts currently exceed the
projections of the dot plot by a significant margin.

Corporate bonds were impacted by the sharp decline in rates, and saw further tightening of
spreads. This reflects the market's optimistic outlook on future economic trends and confidence
in the Federal Reserve's ability to cut rates swiftly. In particular, Asian investment-grade bond
spreads have tightened to nearly five-year lows, while investment-grade bond spreads in the US
and China have narrowed to levels not seen in two years, with significant spread tightening
observed in the financial sector.

Bank sector bonds, especially AT1 bonds, saw significant gains this month. In addition to the
rate-related tailwinds, UBS and Banco Santander announced the full redemption of their
respective subordinated perpetual bonds, boosting market sentiment. Yankee and US bank
sector bond spreads also narrowed noticeably.

High-yield bond prices also rose notably, particularly in the US high-yield segment, with year-to-
date price growth exceeding 10%. As benchmark rates decreased, the financing costs for high-
yield issuers continued to decline. In December, the primary issuance of high-yield bonds was
primarily focused on refinancing, with a relatively small proportion coming from additional
financing needs.

The central bank maintained the one-year Medium-Term Lending Facility (MLF) rate at 2.5%, but
increased the MLF by 800 billion yuan, exceeding expectations by 400 billion yuan, marking the
highest monthly record. On December 8th, the Politburo held a meeting to analyze and study the
economic work for 2024, aiming to coordinate the expansion of domestic demand and deepen
supply-side structural reforms in order to consolidate and enhance the positive momentum of
economic recovery. Economic data is still awaited for a rebound and further observation.

Onshore liquidity conditions remained stable overall, with the DR0O07 and RO07 rates staying
relatively steady around the policy rate of 1.8%, except for a slight increase in the final week.
The 3-month Shibor rate showed an initial increase followed by a decline around the middle of
the month. Onshore RMB interest rates exhibited a bullish trend throughout the month, and it is

Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 31 December 2023. Data shown is
for informational and reference purposes only, historical data does not represent future trend of development. 6
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FIXEd expected that monetary policy will exert influence at the beginning of the year. The market has
|I‘Icome expectations for reserve requirement cuts and interest rate reductions, while the pressure on
fiscal issuance in January is not significant. Therefore, RMB yields, especially in the front and
middle end of the curve, are still biased towards downward movement. On the technical side, the
10-year yield has support at 2.55% and the next support level is at 2.45%, while other tenors are
also supported nearby.

The spot USDCNH exchange rate fluctuated in the range of 7.08-7.2, primarily driven by the
dovish turn of the Federal Reserve, which weakened the US dollar, and end-of-year settlement
flows. Offshore currency swaps were divided around the middle of the month, with an initial
increase driven by onshore liquidity conditions followed by a decline. Apart from this, upward
movements were mainly driven by the decline in US dollar yields, while upward movements
were mainly driven by the decline in onshore RMB interest rates.

CDX Index Current Value 1M chg bp YTD chg bps 52W low% 52W high%
IG CDX 57 8) (25) 55 94
HY CDX 356 (46) (128) 350 554
EM CDX 167 (20) 16 165 275
Bond index

ICE Asian Dollar Corporate 445 2.7‘ﬂ 8.7"] 418 445
ICE China Issuers Dallar IG Corporate 210 2.3‘1 6.8".] 198 210
ICE China Issuers Dollar HY Corporate 153 O.S‘i{, [ 20k 143 218
ICE US Corporate 3239 4.0‘ﬂ 8.4"] 2929 3253
ICE US High Yield 1590 3.?‘ﬂ 13.4.:‘ 1418 1591
ICE Emerging Markets Corporate 433 3.3‘E 7.9“‘] 401 433
Bloomberg Global-Aggregate 471 4.2‘£| 5.7"] 429 473
Bloomberg Global-Aggregate 1-3 Year 174 2.0‘& 4.3 166 175
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Economic Data

In December, overall US economic data remained relatively positive, showing no clear signs of
recession. The US GDP growth for the third quarter was revised down to an annualized rate of
4.9%, still indicating strong growth for the quarter. In terms of employment, the unemployment
rate slightly decreased compared to the previous month in November, and non-farm payroll
employment exceeded expectations and the previous value, indicating that employment is
currently maintaining a healthy state. The employment index in the ISM Non-Manufacturing PMI
was better than the previous month, while the employment index in the Manufacturing PMI was
weaker than the previous month, continuing the trend of stronger employment in the service
sector compared to the manufacturing sector observed last month. Inflation-wise, inflation in
November continued to slow compared to October, while personal income and spending growth
continued to decelerate. The year-on-year growth rate of core PCE in November was 3.2%, with
PCE declining by 0.1% on a monthly basis, marking the first decline since the rate cuts.

Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 31 December 2023. Data shown is
for informational and reference purposes only, historical data does not represent future trend of development. 7
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The December FOMC meeting kept the interest rate unchanged as expected, and the market
interpreted this meeting as dovish. The latest dot plot shows a median target rate of 4.625% at
the end of 2024, equivalent to a rate cut of 75 basis points, and a median target rate of 3.625%
at the end of 2025, equivalent to a rate cut of 175 basis points. The dot plot from September had
a median target rate of 5.125% at the end of 2024 and 3.875% at the end of 2025. The Fed
acknowledged in its statements that inflation pressure in the United States has weakened but
remains elevated, and economic growth has slowed, leading to discussions of rate cuts. The
European Central Bank (ECB) and the Bank of Japan (BOJ) also kept their benchmark interest
rates unchanged. In Europe, the high rates have had an impact, with both core CPI growth
slowing on a year-on-year basis and experiencing negative growth on a monthly basis. The
Eurozone's GDP growth for the third quarter was -0.1% on a quarterly basis, indicating a
contraction, with no growth on a year-on-year basis. Japan's GDP growth for the third quarter
was -0.7% on a quarterly basis, and the CPI growth rate has slipped from its peak, leading to
ongoing market attention on Japan's intention to phase out its loose monetary policy.

Outlook

Overall, we maintain a neutral view on the US economy for 2024. Economic growth is expected
to moderate but should avoid a severe recession barring any black swan events. The pace of
credit contraction is a key indicator to monitor, and there are two risk points to be cautious of.
The first is geopolitical conflicts, such as the escalation of the Israeli-Palestinian conflict or
intensified trade and technology sanctions between major economies. The second is the
continuation of robust employment leading to increased real income or a resurgence in housing
prices, which could trigger inflationary risks. The significant decline in US Treasury yields in
November and December resulted in crowded market trades and divergent views on duration
among investors. The future direction of US Treasury yields requires more definitive economic
data or signals from the Federal Reserve. Investors lack strong confidence in the rapid decline in
short-term interest rates, and subsequent rate fluctuations may occur as economic data
improves or Fed officials' forward guidance change. Currently, we remain cautious on duration,
and stay alert to the potential reversal of the extremely optimistic trading logic seen in the market
over the past two months, which could lead to asset price corrections.

Currently, US investment-grade credit spreads have tightened to historical lows. In December,
market sentiment was optimistic, with major stock indices rising and per-share indicators entering
oversold territory. Investment-grade bond spreads are at relatively expensive valuation levels.
Considering the increased supply of bonds in January, the odds and success rates of betting on
further credit spread compression seem low. Short-term adjustments in sentiment may lead to
widening spreads between across credit ratings and widening spreads in longer tenors. Asian
US dollar bonds can serve as a relatively safe haven and risk diversification asset. In the
Chinese investment-grade bond market, due to relative supply shortage, investment-grade
bonds with high credit ratings have reached historically low spreads, and long-dated spreads
have tightened significantly. We will continue to observe the issuance situation and expect
spreads to remain at low levels with some fluctuations. Short-term bonds should be added
opportunistically following interest rate movements. In the Chinese high-yield sector, prices have
risen recently due to improved domestic sentiment, but there has been no fundamental or policy
reversal. Future price changes will be more closely related to domestic market sentiment. It is
important to monitor the financial conditions of individual companies and maintain caution. In
summary, for Asian investment-grade bonds, as long as the Federal Reserve does not provide
clear signals of rate cuts, spreads are likely to fluctuate mainly in response to increased supply. It
is not ruled out that spreads may widen. Investors could also consider countries with relatively
more room for spreads, such as Australian bank sectors. Once Japan exits its accommodative
policy, Japanese credit spreads are also expected to tighten. High-yield bonds may continue to
see further increases in the future, but differentiation will occur among sectors and companies. It
is advisable to select countries and sectors with strong economic growth.

Data Source: unless otherwise specified, the data in this report extracted from Bloomberg and Wind, as of 31 December 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 31 December 2023. Data shown is
for informational and reference purposes only, historical data does not represent future trend of development. 9
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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.

37/F, Bank of China Tower, 1 Garden Road, Hong Kong www.chinaamc.com.hk

China Asset Management (Hong Kong) Limited
Phone: (852) 3406 8688
Fax: (852) 3406 8500

Follow us: ChinaAMC (HK)

Product inquiry and client service
Email: hkservice@chinaamc.com
Phone: (852) 3406 8686
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