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Overall, 2017 was a quiet year for the Chinese bond market. As represented by the S&P China Bond
Index, the one-year total return was down by 0.29% (see Exhibit 1), contrasting with the strong gains
observed in previous years. China’s lackluster performance made it the worst-performing country in the
Pan Asian bond market in 2017, and it was also the only country that closed the year in negative
territory.

Exhibit 1: Total Return Performance of the S&P China Bond Index
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Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes.

The launch of the Bond Connect program in July 2017 widened access to China’s onshore bond
market, bringing positive momentum to the market and helping recover some of the losses seen in the
first half. However, deleveraging and liquidity concerns persisted in the second half, and these
negative sentiments weighed on the market.

The S&P China Bond Index also underperformed the broad market. The S&P Global Developed

Aggregate Ex-Collateralized Bond Index (USD) seeks to track the performance of investment-grade
debt issued by sovereign, quasi-sovereign, foreign government, and corporate entities in developed
countries, and it delivered a total return of 7.64% in 2017. Specifically for the corporate bond sector,
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China had been lagging its U.S. counterpart. The S&P 500" Bond Index is designed to measure the
performance of U.S. corporate bonds issued by the constituents of the iconic S&P 500, and it rose
6.05% last year, compared with the 0.58% gain for the S&P China Corporate Bond Index.

Exhibit 2: Total Return Performance Comparison
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Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Chart is provided for

illustrative purposes.

Looking into the China bond market, the S&P China Government Bond Index dropped 0.75% in 2017,
underperforming the S&P China Corporate Bond Index, which gained 0.58% during the same period
(see Exhibit 2).

Exhibit 3: Total Return Performance of the S&P China Government Bond Index and the S&P China
Corporate Bond Index
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Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes.

Among the government bonds, the S&P China Provincial Bond Index was the most volatile subindex; it
dropped as much as 4% before closing the year down 0.97%. The S&P China Agency Bond Index,
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which tracks the three policy bank bonds, was the most resilient subindex and fell only 0.46%. The
S&P China Sovereign Bond Index remained in negative territory throughout the year, falling 0.98%.

While all corporate sector-level indices were up in 2017, the S&P China Services Bond Index was the
biggest winner and rose 2.0%, followed by the S&P China Utilities Bond Index, which gained 1.66%.
The S&P China Financials Bond Index only climbed 0.19%, reflecting that the tighter liquidity and
higher funding cost could have been a drag on the financials sector.

Exhibit 4: Total Return Performance of the S&P China Government Bond Subindices
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Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes.

Exhibit 5: Total Return Performance of the S&P China Corporate Bond Subindices
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Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes.
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The market value tracked by the S&P China Bond Index rose 13% last year; there were a total of 9,933
constituents with CNY 56 trillion. The growth in size was led by government bonds, which advanced
17%, compared with the mere 4% increase of corporate bonds over the same period, a consistent trend
since 2014. Meanwhile, the corporate bond market expansion, which started in 2007, has been
slowing down, reflecting the industry consolidation and possibly also higher financing costs due to
surging yield. Exhibit 5 shows market value and growth in the past 10 years.

Exhibit 6: Market Value and Growth of the S&P China Corporate Bond Index and the S&P China Government Bond Index

S&P CHINA CORPORATE BOND INDEX

S&P CHINA GOVERNMENT BOND INDEX

VEAR MARKET VALUE (CNY) YEAR&%\Q)EV’E'TLE@S MARKET VALUE (CNY) YEAR('E%VOEVF\;'TLE(AWS
Jan. 1, 2007 526,611,669,273 - 7,339,713,137,431 -
2007 704,928,527,738 34 8,832,023,583,924 20
2008 1,480,886,759,560 110 12,340,497,264,370 40
2009 2,542,702,372,265 72 10,874,637,281,671 -12
2010 3,404,777,591,384 34 11,949,419,996,210 10
2011 4,468,096,411,039 31 13,774,919,866,824 15
2012 6,247,760,913,562 40 14,164,360,689,580 3
2013 7,978,322,484,406 28 14,562,497,337,534 3
2014 9,019,883,324,876 13 17,795,043,823,911 22
2015 12,286,621,190,946 36 24,734,101,768,687 39
2016 16,795,794,082,042 37 32,945,576,442,753 33
2017 17,501,573,200,000 4 38,612,803,000,000 17

Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Table is provided for
illustrative purposes.

Despite the slowdown in corporate bond issuances, they maintained their overall exposure and

represented 31% of the China bond market as of Dec. 29, 2017 (see Exhibit 6).

Exhibit 7: Market Value of the S&P China Corporate Bond Index and S&P China Government Bond Index
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Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes.

Among the government bonds, provincial bonds recorded significant growth, despite the volatility in
performance; 801 provincial bonds with a total market value of CNY 4.21 trillion were added to the S&P
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China Provincial Bond Index. Its market value increased 39% to CNY 13.6 trillion in 2017. Among the
new issuances, the largest issuers were the Jiangsu, Sichuan, and Shandong provinces. The top 10
new issuers in 2017 are listed in Exhibit 7.

Exhibit 8: Top 10 New Issuers in the S&P Provincial Bond Index in 2017

ISSUER COUNT ‘ TOTAL MARKET VALUE (CNY)
Jiangsu Province, People's Government of 33 287,844,430,000
Sichuan Province, People's Government of 60 278,494,000,000
Shandong Province, People's Government of 27 217,634,000,000
Guizhou Province, People's Government of 30 209,896,920,000
Hunan Province, People's Government of 12 195,540,000,000
Henan Province, People's Government of 27 191,881,190,000
Yunnan Province, People's Government of 28 186,300,000,000
Guangdong Province, People's Government of 37 176,844,390,000
Guangxi Zhuang Autonomous Region, People's Government of 33 165,081,520,000
Jiangsu Province, People's Government of 33 287,844,430,000

Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Table is provided for
illustrative purposes.

For corporate bonds, financials was the only sector that recorded expansion, while the utilities,
services, and industrials sectors contracted. The utilities sector, represented by the S&P China Utilities
Bond Index, had a drop in market value of 28% to CNY 916 billion, reflecting the impact of China’s
power sector reform. According to the index, there were a total of 199 bonds with a market value of
CNY 583 billion that matured last year. Considering the matured and issued profiles, Exhibit 8 displays
the top 10 issuers that resulted in negative net flows. The top three were State Grid Corp, China
Huadian Corp, and China Datang Corp (note that the first two did not have any issuance in 2017).
Even for those issuers that managed to sell new bonds, the sizes were a fraction of what had matured.
Note that while the State Grid Corp of China didn’t issue any CNY bonds last year, it raised money with
a USD multi-tranche bond in the U.S. market. With the higher local financing cost and strengthening of
CNY, arising trend of Chinese corporates tapping into USD bond market has been observed.

Exhibit 9: Top 10 Issuers That Resulted in Negative Net Flows in the S&P China Utilities Bond Index

RANK UTILITIES ISSUER MATURED Il\l(éﬁlj) ISSUED IN(C2:|(\)&(7) NET IN 2017 (CNY)
1 State Grid Corp of China 92,500,000,000 - -92,500,000,000
2 China Huadian Corp 38,000,000,000 - -38,000,000,000
3 China Datang Corp 35,000,000,000 4,000,000,000 -31,000,000,000
4 China Guodian Corp 40,500,000,000 10,000,000,000 -30,500,000,000
5 China United Network Communications Ltd 36,000,000,000 9,000,000,000 -27,000,000,000
6 State Power Investment Corp 55,500,000,000 31,500,000,000 -24,000,000,000
7 China United Network Communications Corp Ltd 17,000,000,000 - -17,000,000,000
8 China Telecom Corp Ltd 19,000,000,000 6,000,000,000 -13,000,000,000
9 Huaneng Lancang River Hydropower Co Ltd 13,000,000,000 - -13,000,000,000
10 Datang International Power Generation Co Ltd 11,000,000,000 - -11,000,000,000

Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Table is provided for
illustrative purposes.
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In spite of their performance, Chinese bond yields are attractive, considering their relatively short
duration. As of Dec. 29, 2017, the yield-to-worst of the S&P China Bond Index was 4.78%, which
widened 178 bps over the 12-month period, with a modified duration of 3.7 (see Exhibit 9). As a
comparison, the yield-to-maturity of the S&P Global Developed Aggregate Ex-Collateralized Bond
Index (USD) and the S&P 500 Bond Index were 1.41% and 3.28%, respectively. China’s solid
economic growth and the underparticipation of foreign investors may also serve as positive drivers for
the China bond market.

Exhibit 10: Yield-to-Worst of the S&P China Bond Index
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Source: S&P Dow Jones Indices LLC. Data as of Dec. 29, 2017. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes.
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GENERAL DISCLAIMER

Copyright © 2018 by S&P Dow Jones Indices LLC, a part of S&P Global. All rights reserved. Standard & Poor’s ®, S&P 500 ® and S&P ® are
registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of S&P Global. Dow Jones ® is a registered
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Trademarks have been licensed to S&P Dow Jones Indices LLC.
Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permission. This document does not
constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively
“S&P Dow Jones Indices”) do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not
tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its
indices to third parties. Past performance of an index is not a guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment
vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones
Indices makes no assurance that investment products based on the index will accurately track index performance or provide positive
investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are
advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or
other vehicle. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security,
nor is it considered to be investment advice.

These materials have been prepared solely for informational purposes based upon information generally available to the public and from
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data,
research, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, THAT THE CONTENT’'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the
possibility of such damages.

S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not available
to other business units. S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,

investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,

include in model portfolios, evaluate or otherwise address.
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