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FTSE Russell China Bond Research Report

Highlights

Foreign ownership of RMB-denominated Chinese government
bonds rose to arecord high in March as interest rates fell in many
jurisdictions; and as the fallout from the coronavirus crisis rippled
around the world. International investors owned arecord 1.34
trillion RMB (US$189 billion) of government bonds as of end-
March according to FTSE Russell calculations of China Central
Depository and Clearing Co (CCDC) data. This brings foreign
holdings of Chinese government bonds to 8.7% by end-March.!

The ripple effects of the coronavirus crisis continue to make

an impact on markets around the world. China's 10-year bond
yields fell to record lows by end-March, falling further in April, as
investors turned to sovereign debt because of the uncertainties
unleashed by Covid-19.?

The National Development and Reform Commission (NDRC)
and China Securities Regulatory Commission (CSRC) announced
in early March that China has launched a registration-based
system for enterprise bond sales, ending the previous approval
mechanism, thus encouraging the funds raised to invest

in projects that conform to the macro-control policies and
industrial policies. Moving forward, bond-issuing enterprises will
only need to send applications to the CSRC to register.?

1 FTSE Russell; CCDC. April 2020.
2 FTSE Russell. April 2020.
3 NDRC & CSRC; Reuters. March 2020.
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Chapter 1: Overview

Capital inflows rise despite a challenging time for China and
other emerging markets

Foreign ownership of RMB-denominated Chinese government bonds rose to a
record high in March as interest rates slipped in some markets; and as the global
economy slumped due to the coronavirus crisis.

International investors owned a record 1.34 trillion RMB (US$189 billion) of
government bonds at the end of March according to FTSE Russell calculations
of China Central Depository and Clearing Co (CCDC) data. This brings foreign
holdings of Chinese government bonds to 8.7% by end-March. In contrast,
during the same period, a number of emerging markets have experienced a
larger volume of capital outflows such as Indonesia and Malaysia.*

For example, foreign holdings of Malaysian Government Securities (MGS)
dropped by 16 billion Ringgit (US$4.3 billion) in Q1, after reaching a 20-month
high in January, when foreign investors held RM167.2 billion of MGS.” Elsewhere,
the outflow from Indonesia government bonds amounted to US$8.3 billion,
which reduced foreign holdings of the nation’s government bonds to 32.7% in
March, the lowest since January 2014.°

On the currency front, China's RMB depreciated by 1.8% against the US dollar in
Q1. However, despite this slide, the RMB significantly outperformed a number of
emerging market currencies, such as the Indonesia rupiah, Mexican peso, South
African rand and Brazilian real.” It also outperformed a number of developed
market currencies including the New Zealand dollar and Australian dollar.?

Foreign Exchange Returns %
FX Moves vs USD - March FXMovesvs USD-Q1

Chinese Yuan Chinese Yuan

Malaysian Ringgit Malaysian Ringgit
New Zealand Dollar Indian Rupee
Indian Rupee New Zealand Dollar
Australian Dollar Australian Dollar
South African Rand Indonesian Rupiah
Indonesian Rupiah -12.0 Mexican Peso

Brazilian Real -13.0 South African Rand
-15.6 Brazilian Real

Mexican Peso -22.4
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Source: FTSE Russell, April 2020.

FTSE Russell; CCDC. April 2020.

Bank Negara Malaysia; data calculated by FTSE. April 2020.
Bank Indonesia. April 2020.

FTSE Russell. April 2020.

FTSE Russell. April 2020.
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Chapter 2: The coronavirus impact

The fallout from the coronavirus crisis continues to impact markets around the
world. On that basis, China's 10-year bond yields fell by about 50bps in Q1 to
arecord low level by end-March, falling further in April, as investors turned to
sovereign debt because of the uncertainties unleashed by Covid-19.°

China Government Bond 10-year Yield
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Meanwhile, many Chinese companies —from drug distributors to airlines -
continue to raise funds in an effort to weather the crisis. In the first half of
February, more than 25 Chinese businesses raised RMB 24 billion (US$3.4 billion)
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Source: Wind, May 2020.

9 FTSE Russell. April 2020.
10 Financial Times. February 2020.
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Chapter 3: Regulatory changes and market
infrastructure enhancements

Amid this uncertain environment, China’s regulators are continuing efforts
to further ease restrictions to encourage more capital flows into the world's
second largest economy.

In early March, the NDRC - the regulator for enterprise bonds - and CSRC jointly
announced that China has launched a registration-based system for enterprise
bond sales, making it easier for enterprise to raise funds to invest in projects
that conform to the macro-control policies and industrial policies. Moving
forward, the previous "approval system’ will be abandoned, and bond-issuing
enterprises will only need to send applications to the CSRC to register.!!

At the same time, China Central Depository & Clearing Co., Ltd. (CCDC) and
Shanghai Clearing House launched two new initiatives, namely recycling
settlement services to handle failed trades and longer settlement cycles beyond
T+3 to accommodate the special settlement needs of foreign investors.*?

The Recycling Settlement Service —which allows overseas investors

to rearrange the settlement of cash bond trades that failed on the

original settlement date within the required 3-days buffer period — offers
overseas investors an effective tool for operational risk management; and

the T+N (N24) Settlement Service allows investors to settle cash bond trades
with non-standard settlement cycles (i.e. T+N, N24), aligning domestic
settlement rules with international practices to meet special requirements from
certain overseas investors, particularly during extended public holiday periods.*

Finally, in February, regulators announced further opening up of the treasury
futures market to allow banks and insurance companies to participate with the
first batch of top five commercial banks serving as pilot banks. This move marks
the reopening of a market that was shut in the 1990s after a panicked sell-off
that saw the collapse of the country’s largest brokerage. The availability of
treasury futures is important for market makers as an additional hedging tools
to manage interest rate risks.

Chapter 4: Performance of the FTSE Russell China Bond
Indexes

Onshore Report

Yield

Five major sectors are covered in FTSE Chinese (Onshore CNY) Broad Bond
Index (CNYBBI). The yield of the CNYBBI as of end-March was 2.60%. Among
the five major sectors, the Government Bond (CGB) sector was at 2.41%; the
Policy Bank sector (issued by Agricultural Development Bank of China, China
Development Bank and The Export-Import Bank of China) was at 2.67%; the
Regional Government sector was at 2.58%; the Corporate sector was at 2.89%;
the Government Sponsored (issued by China Central Huijin Ltd. and China
Railway Co.) was at 2.92% as shown in the chart below.

11 NDRC & CDRC; Reuters. March 2020.
12 ChinaBond. April 2020.
13 ChinaBond. April 2020.
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For 2020 Q1, the yield of CNYBBI decreased by 50.85bps with corporate spread
tightened by 7.66bps.

Chart 1. The Historial Yield of 5 Sectors in CNYBBI Sectors
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Source: FTSE Russell, data as of March 31, 2020. Past performance is no guarantee of future
results. Returns shown prior to index launch reflect hypothetical historical performance. Please
see the end forimportant legal disclosures.

Total Return

The CNYBBI in USD unhedged terms finished up 1.23% while its returnin CNY
finished up 3.09% during the last quarter. The returns of some sectors are
shownin Table 1.

Table 1. Performance and Volatility - Total Return (USD)

Cumulative Return Annualized
(USD, unhedged) Volatility

CNYBBI 125 5.l 0.94 14.06 11.67 4.32 4.29 5898
CGB 1.66 5.41 0.72 12.36 €L/ 4.63 4.51 4.19
Policy Bank 1.30 5.0 1.29 15.37 12.52 4.31 4.34 4.09
Corporate 0.32 3.85 -0.01 14.12 13.15 4.27 4.16 3.84

Source: FTSE Russell —total return datain USD, as of March 31, 2020. Past performance is no
guarantee of future results. Returns shown prior to index launch reflect hypothetical historical
performance. Please see the end for important legal disclosures.
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FTSE Chinese (Onshore CNY) Green Bond Index

Yield

There are three different versions of FTSE Chinese (Onshore CNY) Green Bond
Index (CNYGRBI): CNYGRBI, FTSE Chinese (Onshore CNY) Internationally-
Aligned Green Bond Index, and FTSE Chinese (Onshore CNY) Internationally-
Aligned Green Bond Index — Interbank. The yield of the CNYGBRI as of end-
March was 2.94%. Among the sub-indexes, FTSE Chinese (Onshore CNY)
Internationally-Aligned Green Bond Index, was at 2.71%; FTSE Chinese
(Onshore CNY) Internationally-Aligned Green Bond Index — Interbank was at
2.66%, as shown in the chart below.

For 2020 Q1, the yield of CNYGRBI decreased by 53.75bps.

Chart 2. The Historial Yield of China Green Bond Index
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Source: FTSE Russell, data as of March 31, 2020. Past performance is no guarantee of future
results. Returns shown prior to index launch reflect hypothetical historical performance. Please
see the end forimportant legal disclosures.

Total Return

The FTSE Chinese (Onshore CNY) Green Bond Index finished up 0.28% during
the last quarter, with its Internationally-Aligned sub-index up 0.10% and its
Internationally-Aligned — Interbank sub-index up 0.08%.
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Table 2. Performance and Volatility — Total Return (USD)

Cumulative Return
(USD, unhedged)

Annualized
Volatility

Chinese Bond Index 0.28 3.99 0.01 13.74
Chinese Bond Index — International Align 0.10 3.73 -0.36 13.27
Chinese Bond Index — IA — Interbank 0.08 3.71 -0.41 13.26

Source: FTSE Russell —total return data in USD, as of March 31, 2020. Past performance is no
guarantee of future results. Returns shown prior to index launch reflect hypothetical historical
performance. Please see the end for important legal disclosures.

Chart 3. CNYBBI Performance in USD vs in CNY for the past 5 years
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Source: FTSE Russell —total return datain USD and CNY, as of March 31, 2020. Past performance
is no guarantee of future results. Please see the end forimportant legal disclosures.

Comparison of Offshore Sovereign Bonds and Onshore
Sovereign Bonds

Yield

The yield of onshore 5-year Sovereign bonds was at 2.40% and the yield of
offshore 5-year Sovereign bonds was at 2.54% as of end of Q1. The spread
widened by 15bps for Q1 of 2020 as shown in Chart 4.

'31/03/2019 '31/03/2020
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Chart 4. Onshore 5 Year Yield vs Offshore 5 Year Yield
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Source: FTSE Russell as of March 31, 2020. Past performance is no guarantee of future results.
Please see the end forimportant legal disclosures.

As of end of Q1 2020, the Offshore Chinese Treasury Yields were higher than
the Onshore Chinese Treasury Yields over the entire curve. The short end curve
1-year spread was 53bps and the long end curve 10 year spread was 15bps.

Total Return

The FTSE Chinese Government Bond Index outperformed the FTSE Offshore
counterpart during Q1 2020 as shown in Table 3.

Table 3. Performance and Volatility - Total Return (USD)

Cumulative Return Annualized Volatility
(USD, unhedged)

FTSE Chinese Government Bond Index
(Onshore CNY) 1.66 5.41 0.72 12.36 9.75 4.63 4.51 4.19

FTSE Chinese Government Bond Index
(Offshore CNY) 0.12 3.57 -0.41 14.19 8.02 5.01 4.72 4.69

Source: FTSE Russell, total return datain USD, as of March 31, 2020. Past performance is no
guarantee of future results. Returns shown prior to index launch reflect hypothetical historical
performance. Please see the end forimportant legal disclosures. FTSE Chinese Government
Bond Index (Offshore CNY) is a sub-index in the FTSE Dim Sum (Offshore CNY) Bond Index.

USD Bonds Issued by Chinese Issuers

Yield

The yield of the FTSE Asian Broad Bond Index - China was at 5.21%. Among the
two sub-indexes the FTSE Asian Broad Bond Index — China, Investment-Grade
Index was at 2.82%; the FTSE Asian Broad Bond Index — China, High-Yield Index
was at 13.98% as shown in the below chart.
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Chart 5. The Yield of FTSE Asian Broad Bond Index = China and Sub-Indexes
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Source: FTSE Russell - total return datain CNY, as of March 31, 2020. Past performance is no
guarantee of future results. Returns shown prior to index launch reflect hypothetical historical
performance. Please see the end forimportant legal disclosures.

Total Return

The FTSE Asian Broad Bond Index-China finished down 1.03% during the last
quarter, with its Investment-Grade sub-index up 1.63% and its High-Yield sub-
index down 9.66%.

Table 4. Performance and Volatility - Total Return

Cumulative Return Annualized Volatility

(USD, unhedged)

3M 6M ‘ 1YR ‘ 3YR 1YR ‘ 3YR ‘ 5YR
FTSE Asian Broad Bond Index — China -1.03 0.43 4.79 12.83 24.29 3.72 2.47 2.43
FTSE Asian Broad Bond Index — China, IG 1.63 2.25 7.84 15.83 23.89 3.38 2.37 2.46
FTSE Asian Broad Bond Index — China, HY -9.66 -5.66 -5.02 2.90 30.50 7.68 4.97 4.59

Source: FTSE Russell - total return datain USD, as of March 31, 2020. Past performance is no
guarantee of future results. Returns shown prior to index launch reflect hypothetical historical
performance. Please see the end forimportant legal disclosures.
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For more information about our indexes, please visit ftserussell.com.

© 2020 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes (1) FTSE
International Limited ("FTSE"), (2) Frank Russell Company (“Russell”), (3) FTSE Global Debt Capital Markets Inc. and FTSE Global Debt Capital
Markets Limited (together, “FTSE Canada”), (4) MTSNext Limited (“"MTSNext"), (5) Mergent, Inc. (“Mergent”), (6) FTSE Fixed Income LLC
("FTSE F1"), (7) The Yield Book Inc (*YB") and (8) Beyond Ratings S.A.S. (“"BR"). All rights reserved.

FTSE Russell®is a trading name of FTSE, Russell, FTSE Canada, MTSNext, Mergent, FTSE Fl, YB and BR. “FTSE®", “Russell®”, “FTSE Russell®”,
“MTS®", “FTSE4Good®”, “ICB®", “Mergent®”, “The Yield Book®", “Beyond Ratings®” and all other trademarks and service marks used herein
(whether registered or unregistered) are trademarks and/or service marks owned or licensed by the applicable member of the LSE Group or
their respective licensors and are owned, or used under licence, by FTSE, Russell, MTSNext, FTSE Canada, Mergent, FTSE Fl, YB or BR. FTSE
International Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator.

Allinformation is provided for information purposes only. Allinformation and data contained in this publication is obtained by the LSE Group,
from sources believed by it to be accurate and reliable. Because of the possibility of human and mechanical error as well as other factors,
however, such information and data is provided “as is” without warranty of any kind. No member of the LSE Group nor their respective
directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly or
impliedly, either as to the accuracy, timeliness, completeness, merchantability of any information or of results to be obtained from the use
of FTSE Russell products, including but not limited to indexes, data and analytics, or the fitness or suitability of the FTSE Russell products
for any particular purpose to which they might be put. Any representation of historical data accessible through FTSE Russell products is
provided for information purposes only and is not a reliable indicator of future performance.

No responsibility or liability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners
or licensors for (a) any loss or damage in whole or in part caused by, resulting from, or relating to any error (negligent or otherwise) or
other circumstance involved in procuring, collecting, compiling, interpreting, analysing, editing, transcribing, transmitting, communicating
or delivering any such information or data or from use of this document or links to this document or (b) any direct, indirect, special,
consequential or incidental damages whatsoever, even if any member of the LSE Group is advised in advance of the possibility of such
damages, resulting from the use of, or inability to use, such information.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment advice and
nothing contained herein or accessible through FTSE Russell products, including statistical data and industry reports, should be taken as
constituting financial or investment advice or a financial promotion.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index returns shown

may not represent the results of the actual trading of investable assets. Certain returns shown may reflect back-tested performance. All
performance presented prior to the index inception date is back-tested performance. Back-tested performance is not actual performance,
but is hypothetical. The back-test calculations are based on the same methodology that was in effect when the index was officially launched.
However, back-tested data may reflect the application of the index methodology with the benefit of hindsight, and the historic calculations
of anindex may change from month to month based on revisions to the underlying economic data used in the calculation of the index.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions
that ultimately may prove to be inaccurate. Such forward-looking assessments are subject to risks and uncertainties and may be affected by
various factors that may cause actual results to differ materially. No member of the LSE Group nor their licensors assume any duty to and do
not undertake to update forward-looking assessments.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic,
mechanical, photocopying, recording or otherwise, without prior written permission of the applicable member of the LSE Group. Use and
distribution of the LSE Group data requires a licence from FTSE, Russell, FTSE Canada, MTSNext, Mergent, FTSE Fl, YB, BR and/or their
respective licensors.
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About FTSE Russell

FTSE Russell is a leading global index provider creating and managing a wide
range of indexes, data and analytic solutions to meet client needs across

asset classes, style and strategies. Covering 98% of the investable market,

FTSE Russell indexes offer a true picture of global markets, combined with the
specialist knowledge gained from developing local benchmarks around the world.

FTSE Russellindex expertise and products are used extensively by institutional
and retail investors globally. For over 30 years, leading asset owners, asset
managers, ETF providers and investment banks have chosen FTSE Russell
indexes to benchmark their investment performance and create investment
funds, ETFs, structured products and index-based derivatives. FTSE Russell
indexes also provide clients with tools for asset allocation, investment strategy
analysis and risk management.

A core set of universal principles guides FTSE Russell index design and
management: a transparent rules-based methodology is informed by
independent committees of leading market participants. FTSE Russell is focused
onindex innovation and customer partnership applying the highest industry
standards and embracing the IOSCO Principles. FTSE Russell is wholly owned by
London Stock Exchange Group.

For more information, visit ftserussell.com

To learn more, visit www.ftserussell.com; email index@russell.com, info@ftse.com;

or call your regional Client Service Team office:

EMEA North America Asia-Pacific

+44(0) 20 7866 1810 +1877 503 6437 Hong Kong +852 2164 3333
Tokyo +81 33581 2764
Sydney +61 (0) 2 8823 3521
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