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Executive Summary

« CreditSights held its Asia Conference 2023 in Hong Kong and Singapore earlier this month.

« This is the transcript for the presentation on Asia Credit Strategy.

« We have a Market weight allocation to Asia investment grade (IG) credit; spreads look tight compared
to US IG but stable credit fundamentals and limited new issuance should support secondary spreads.

« Our favourite sectors within Asia IG include non-bank financials, insurance and China tech.

« We do not expect Asia high yield spreads to normalise soon, given the ongoing stress in China's
property sector. Investors will need to pick their spots in Asian high yield carefully; our favourite names include
selected Indian renewable energy and Macau gaming issuers.
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Asia Credit: Stay at Home or Explore the World?
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Given our constructive view on US credit (see Asia Conference 2023: US Strategy), how should we view Asia
credit? How do valuations look when we compare Asia to the rest of the world?

The Disappearing Asia Spread Discount: Market Weight Asia IG

Asia ex-Japan $ Investment Grade Index (ex-sovereign) vs. US Corporate Index
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Compared to US investment grade (IG) credit, we think Asia IG looks expensive at current levels. Historically Asia IG
has traded at a significant spread differential to US credit - as much as 90 bp wider - reflecting the higher perceived
risk for emerging markets. It has also tended to sell off more during market routs, reflecting greater risk aversion
towards Asia. However this "Asia discount" has almost disappeared and the Asia IG index is now trading very close to
the spreads of US IG corporates. We have assigned a Market weight allocation to Asia credit as a result - | will
explain later why we remain constructive about the outlook for Asia IG spreads (i.e. not Underweight) despite the
expensive valuations.

Many Sectors at the Tight End of the Range

Asia ex-Japan $ Investment Grade Sectors: YE22-Present Spread Ranges
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This chart breaks down the sector composition of the Asia IG index - you can see that on a sector-level basis most
sectors are also trading at the tight-end of the trading ranges YTD.
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State Benefits Make Asia |G Expensive but Defensive

Industry Composition of Asia ex-Japan $ Investment Grade Index
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As | mentioned earlier, we have a Market weight allocation to Asia IG. While spreads are tight compared to US IG, the
composition of the Asia IG index is also very different to the US: nearly a third of the Asia IG index comprises
sovereigns or quasi-sovereigns, while many of the other constituents (e.g. banks, utilities, certain state-owned
industrials) are either government-owned or enjoy some degree of government linkage. These issuers tend to
benefit from good access to domestic funding as a result and would be more likely to benefit from direct or indirect
state support in the event of financial distress. As a result, we believe most Asian IG credits should have more stable
credit profiles and lower downgrade risk than most of their US IG peers.
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Supply Drought Protects Secondary Spreads

Asia ex-Japan New $ Issuance
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From a technical standpoint, the lack of new issuance should also be supportive for secondary spreads. This chart
shows Asia ex-Japan $ bond issuance from 2004 to today - as you can see the drop in supply since the China
property crisis began in late 2021 has yet to recover. This may not be good news for bankers and those seeking to
deploy fresh funds, but it does mean that the supply/demand dynamics are likely to hold in secondary spreads.

Various Refinancing Options for $ Bonds

Asia ex-Japan $ Bond Maturities
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Looking ahead too, while there are large $ bond maturities ahead, we expect these to be well absorbed by the
market. These charts show the upcoming Asian $ bond maturities. Not all of these will be refinanced in the $ markets:
issuers are increasingly opting for other, cheaper types of financing too such as local currency loans or bonds, or
private placements. There are some large neat-term $ bond maturities for Chinese SOEs, Indian energy firms and
China tech companies, but we doubt this supply will present significant risk to secondary spreads.

Asia |G Sector Strategy: Outperform Tech, NBFls, Insurance

Asia ex-Japan $ Index by Sector
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This chart gives a snapshot of our sector recommendations within the Asia ex-Japan HY index. The x-axis shows the
average duration of that sector within the index, the y-axis shows the average spread and the size of the bubble
represents the size of the sector weight within the index. The green bubbles show sectors which we have Outperform
recommendations on, the yellow are Market perform and the blue are Underperform. Our favourite sectors include
non-bank financials, insurance, media, retail and tech (note that some of the Chinese tech names are grouped
under retail and media under the index classifications). We will publish more detailed Asia sector strategy reports
over the coming weeks.
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Asia High Yield: Wide for a Reason

Asia ex-Japan $ High Yield Index
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Asian high vyield is a very different story. After trading in tandem with US high yield for many years, the China
property crisis caused Asian high yield to decouple from the US. While spreads have recovered somewhat, we do not
expect them to normalise soon given the ongoing distress in the China property sector.

Asia HY: Pick Your Poison Carefully
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There are bright spots within Asian high yield, but the asset class is much smaller and more concentrated than it
used to be. Macau gaming, Indian renewables, commodities firms and sovereigns are the more popular sectors: the
drivers of these credit tend to be idiosyncratic and returns can vary widely. The heatmap above shows that different
components of Asian high yield were both the best and worst performers YTD, with a total return of over 7% for Asian
HY sovereigns outperforming, but -0.9% for Asian HY corporates.

China Property: Buyer Beware

Unfinished Properties in Shenzhen and Kunming
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You will hear from our China analysts later in the Greater China panel (see Asia Conference 2023: China Macro
for the transcript). These photos were taken by our analyst Zerlina during a recent visit to Shenzhen and Kunming:
clearly there are still several problems in China's property sector. While many China property bonds may look cheap
at current levels, we would advise against being too greedy!
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Asia Credit: Pick Your Destinations Carefully

« Market perform Asia investment
grade.

* Favour tech, insurance, non-
’ bank financials

- « Pick your spots in Asia high yield
* India, Macau

» Seek yield but don't be greedy!
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This Report is for informational purposes only. Neither the information contained in this Report, nor any opinion expressed therein is intended as an offer or solicitation with respect
to the purchase or sale of any security or as personalized investment advice. CreditSights and its affiliates do not recommend the purchase or sale of financial products or securities,
and do not give investment advice or provide any legal, auditing, accounting, appraisal, valuation or actuarial services. Neither CreditSights nor the persons invelved in preparing this
Report or their respective households has a financial interest in the securities discussed herein. Recommendations made in a report may not be suitable for all investors and do not
take into account any particular user’s investment risk tolerance, return objectives, asset allocation, investment horizon, or any other factors or constraints.

Information included in any article that includes analysis of documents, agreements, controversies, or proceedings is for informational purposes only and does not constitute legal
advice. No attorney client relationship is created between any reader and CreditSights as a result of the publication of any research report, or any response provided by CreditSights
{including, but not limited to, the ask an analyst feature or any other analyst interaction) or as the result of the payment to CreditSights of subscription fees. The material included in
an article may not reflect the most current legal developments. We disclaim all liability in respect to actions taken or not taken based on any or all the contents of any research report
or communication to the fullest extent permitted by law.

Reproduction of this report, even for internal distribution, is strictly prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, retransmit,
or disclose to others the contents, opinions, conclusion or information contained in this report (including any investment recommendations or estimates) without first obtaining
express permission from CreditSights. The information in this Report has been obtained from sources believed to be reliable; however, neither its accuracy, nor completeness, nor
the opinions based thereon are guaranteed. The products are being provided to the user on an “as is” basis, exclusive of any express or implied warranty or representation of any
kind, including as to the accuracy, timeliness, completeness, or merchantability or fitness for any particular purpose of the report or of any such information or data, or that the
report will meet any user’s requirements. CreditSights may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those
represented in this Report, and all opinions are reflective of judgments made on the original date of publication. CreditSights is under no obligation to ensure that other reports are
brought to the attention of any recipient of the Products.

Certain data appearing herein is owned by, and used under license from, certain third parties. Please see Legal Notices for important information and limitations regarding
such data. For terms of use, see Terms & Conditions.

If you have any questions regarding the contents of this report contact CreditSights at legal@creditsights.com.
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