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Summary %

The US Treasury (UST) yield curve steepened in January. The prospect of
increased federal spending in the US prompted a sharp upward move in
UST yields at the start of the year. Later in the month, concerns about
heightened US stock market valuations and uneven distribution of vaccine
rollouts triggered some risk aversion in markets. The benchmark 2-year
and 10-year yields ended about 1.1 basis points (bps) lower and 15.2 bps
higher, at 0.111% and 1.067%, respectively.

Returns from Asian credits were flat in January, despite credit spreads
tightening by about 5.6 bps, as UST yields moved significantly higher.
High-grade (HG) credits returned -0.04%, notwithstanding spreads
narrowing by 7.4 bps, while high-yield (HY) credits returned +0.15%, with
spreads tightening by about 2.2 bps. Activity in the primary market picked
up significantly in January.

Within the region, inflationary pressures mostly accelerated. China's
economy expanded in 2020 while the economies of South Korea and the
Philippines contracted. Central banks in South Korea, Indonesia and
Malaysia kept policy rates unchanged.

We turned more cautious in our overall duration outlook in the near-term,
as we wait for stability in UST yields. In particular, we changed our outlook
from overweight to neutral regarding duration for Indonesia and Malaysia,
and underweight for South Korea. We have turned defensive in our view
on regional currencies, notably the Singapore dollar (SGD), Chinese
renminbi (RMB) and South Korean won (KRW).

We expect Asian credit spreads to continue tightening slowly over the
medium term. In our view, the key downside risk to Asian credits in 2021 is
US-China bilateral relations failing to stabilise under the Biden
administration. A premature withdrawal of the accommodative fiscal and
monetary policies currently in place is another downside risk that could
derail the positive outlook for risk assets, including Asian credits.
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Asian rates and FX

Market review

The UST yield curve steepens in January

UST yields rose sharply at the start of the year as the Democrats gained control of the Senate and boosted the
prospect of increased US federal spending. After his inauguration on 20 January, US President Joe Biden proposed
a USD 1.9 trillion economic stimulus package. Meanwhile, the US Federal Reserve stood pat on the policy rate and
its monthly bond purchases and pledged to keep support intact until a full economic recovery. Towards the
month-end, concerns about heightened US stock market valuations and uneven distribution of vaccine rollouts
triggered some risk aversion in markets, prompting UST yields to retrace some of the earlier widening. The
benchmark 2-year and 10-year yields ended about 1.1 bps lower and 15.2 bps higher, at 0.111% and 1.067%,
respectively.

Chart 1: Markit iBoxx Asian Local Bond Index (ALBI)
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Source: Markit iBoxx Asian Local Currency Bond Indices, Bloomberg, 31 January 2021

Note: Bond returns refer to ALBI indices quoted in local currencies while FX refers to local currency movement against USD. ALBI
regional index is in USD unhedged terms. Returns are based on historical prices. Past performance is not necessarily indicative of
future performance.

Inflationary pressures mostly accelerate

Consumer price indexes (CPI) registered -1.4% year-on-year (YoY) in Malaysia and -0.27% YoY in Thailand, improving
from November's -1.7% and -0.41%, respectively, owing to a rise in transport inflation. Headline CPl in the
Philippines registered 3.5% YoY in December on higher food and transport inflation, while a similar gauge of retail
inflation in Indonesia increased modestly as food prices exerted upward pressure. In China, the rise in CPl inflation
was mainly driven by a rebound in pork prices . Elsewhere, lower vegetable prices pushed India's headline CPl down
t0 4.6% YoY from 6.9% in the prior month.

China's economy expands in 2020; South Korea and the Philippines experience economic contraction

China's fourth quarter gross domestic product (GDP) increase was better than expected, with growth in the services
sector being the main driver of the 6.5% YoY expansion. For the full year of 2020, China’s GDP grew 2.3%.
Meanwhile, economic activity in the Philippines shrank 8.3% YoY in the fourth quarter, from-11.5% in the July to
September period. The mining and agriculture sectors were weak, due to typhoons and flooding in November,
while growth in the manufacturing and construction sectors improved. For the full year of 2020, the country’s GDP
contracted 9.5%, marking the worst economic performance since 1947. Elsewhere, South Korea's economy
registered a 1% decline for 2020, after GDP growth fell 1.4% YoY in the last quarter of 2020.
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Policy rates unchanged in South Korea, Indonesia and Malaysia

The Bank of Korea announced that it would maintain its accommodative monetary policy stance to help support
the economic recovery, after leaving policy rates unchanged. Meanwhile, Bank Indonesia stuck to its 2021 growth
forecast, and pledged to continue supporting the economy. It also reiterated its commitment to FX stability. In
Malaysia, the central bank left its policy rate unchanged, sounding slightly more optimistic on the growth outlook.
Notably, it expects domestic growth to improve from the second quarter onwards, driven by global demand and
production from new manufacturing and mining facilities.

Fitch Ratings affirms Philippines' rating, Moody's affirms Malaysia's rating

Fitch Ratings affirmed the Philippines' BBB rating and stable outlook, citing the country's modest government debt
levels, robust external buffers and strong growth outlook. The ratings agency expects growth to reach around 6.9%
in 2021 and 8.0% in 2022. Similarly, Moody's affirmed Malaysia's rating at A3, expecting the country's medium-term
growth prospects to remain strong and its macroeconomic policymaking institutions to remain credible and
effective.

Market outlook

More cautious on overall duration view

The marked steepening in the UST yield curve, prompted largely by the prospect of increased federal spending,
curtailed demand for regional government bonds. Consequently, we turned more cautious in our overall duration
outlook in the near-term, as we wait for UST yields to stabilise. In particular, we changed our outlook from
overweight to neutral for Indonesia and Malaysia, and underweight for Korea. Over the medium term, we expect
regional government bonds to remain in demand as global interest rates remain low and inflationary pressures
benign.

Defensive on SGD, RMB and KRW

The sharp upward move in UST yields has been a significant driver of recent USD strength. We have turned
defensive in our view on regional currencies, notably the SGD, RMB and KRW, as we deem these currencies to be
relatively more vulnerable to further USD strength.

Asian credits

Market review
Asian credits register flat returns in January

Returns from Asian credits were flat in January, despite credit spreads tightening by about 5.6 bps, as UST yields
moved significantly higher. HG credits returned -0.04%, notwithstanding spreads narrowing by 7.4 bps, while HY
credits returned +0.15%, with spreads tightening by about 2.2 bps.

The Asian credit market had to contend with multiple headwinds in early January. Apart from the sharp upward
move in UST yields, US restrictions on buying securities of select Chinese corporates, coupled with idiosyncratic risk
within the Chinese property sector and a deluge of primary supply, weighed on investor demand. Spreads
subsequently ground tighter mid-month, as risk markets rallied following the smooth transition of power in the US.
Towards month-end, concerns around heightened US stock market valuations and uneven distribution of vaccine
rollouts triggered some risk aversion in markets anew. Over in China, GDP growth in the final quarter of 2020 was
better than expected, marking the highest reading since the fourth quarter of 2018. Consequently, full-year GDP
growth registered 2.3%, making China the only major economy to avoid a contraction in 2020. Elsewhere, Fitch
Ratings affirmed the Philippines’ rating at BBB with stable outlook, while Moody's affirmed Malaysia’s rating at A3
rating with stable outlook. Demand technicals for Asian credits were supported by continued inflows into Emerging
Market (EM) hard currency bond funds.

Spreads of most major country segments ended tighter in the month. Chinese credits stood out, with spreads
ending slightly wider, as a confluence of factors including US sanctions on Chinese companies and negative
headlines for the property sector weighed on investor confidence. Meanwhile, sentiment towards Malaysian credits
was negatively affected by the government’s re-imposition of the movement control order in several states, and the
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subsequent declaration of a state of emergency (until August) to help rein in rising COVID-19 infections in the
community.

Flurry of primary activity

Activity in the primary market picked up significantly in January. For the month, total issuances amounted to about
USD 58.4 billion. The HG space saw a whopping 75 new issues amounting to USD 39.6 billion, including a USD 3.8
billion three-tranche Republic of Indonesia sovereign bond issue and a USD 2.5 billion three-tranche Hong Kong
sovereign bond issue. Meanwhile, the HY space had 66 new issues amounting to about USD 18.8 billion.

Chart 2: JP Morgan Asia Credit Index (JACI)
Index rebased to 100 at 31 January 2020
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Note: Returns in USD. Past performance is not necessarily indicative of future performance. Source:
Bloomberg, 31 January 2021

Market outlook

Asian credit spreads to continue tightening slowly, though downside risks remain

Asian credit spreads are expected to continue tightening slowly over the medium-term. High-frequency indicators
suggest a recovery is underway in most Asian economies, lending support to overall corporate credit fundamentals.
Credit-supportive fiscal and monetary policies are also expected to remain in place in most developed and EM
countries, even if incremental easing measures are likely to moderate going forward. Progress on the development
of vaccines and better treatment for COVID-19 cases further reinforce the positive backdrop. The technical
backdrop is also favourable, with inflows to EM hard currency bond funds expected to remain robust. Valuation is
no longer cheap, with more regular episodes of market pull-back expected given the sharp rally in credit spreads
over recent months.

In our view, the key downside risk to Asian credits in 2021 is US-China bilateral relations failing to stabilise under the
Biden administration. President Biden has repeatedly stressed multilateralism as a key foreign policy pillar, and
there are hopes of US-China relations being reset after a tumultuous four-year period. However, the underlying
technological and ideological tensions between Washington and Beijing could dash such hopes. In addition to
geopolitical issues, a premature withdrawal of the accommodative fiscal and monetary policies currently in place is
another downside risk that could derail the positive outlook for risk assets, including Asian credits.
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal
investment. The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or
sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated
in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the
purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at
professional clients as defined in the FCA Handbook of Rules and Guidance.

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution
of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset
Management Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and
intermediaries only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.
Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries
only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong
Kong. Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

Australia: This document is issued in Australia by Nikko AM Limited (ABN 99 003 376 252, AFSL 237563). It is for the use of wholesale clients,
researchers, licensed financial advisers and their authorised representatives only.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It is
for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No
offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee
only and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the
Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private
placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No
private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in
Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and
regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the
United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or
published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available
to Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may
not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and
should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever
without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction
and any inquiries regarding the Strategies should be made to Nikko AME.
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United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being
offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in
an investment in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration
thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.
Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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