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Market review

The Chinese onshore bond market, measured by the Bloomberg
Barclays China composite, delivered +0.60% in CNH terms in
May 2022, which brings the YTD return to 1.83%. As measured
in CNH and gross of fees, the fund outperformed its reference
index marginally in May. Data releases in May (for April) were
weaker due to the ongoing lockdown situation in Shanghai: the
manufacturing PMI declined further to 47.4 (from 49.5
previously); IP declined by 2.9% and retail sales by 0.2%.
Meanwhile, CPI accelerated to 2.1% from 1.5%, previously,
moving higher but still remaining comparably low; PPl eased a
touch to 8.0% y/y from 8.3% in the prior month and a peak of
13.5% in Oct 2021. The PBoC announced a cut in the 5-year
LPR by 15 bps to 4.45%. CGB yields declined on monetary
easing and also growth concerns: 3- and 5-year CGB yields
ended the month about 8 bps lower. CNH depreciated 0.6%
against the USD and about 2.5% against the EUR. The
government intensified its policy efforts, making a series of
policy announcements including additional tax cuts/rebates, a
reduction in social security contributions and increased
infrastructure measures. Property sentiment remains weak and
household incomes are under pressure, also due to the
lockdowns, so buyers remain cautious. Meanwhile, sentiment in
China’s TMT sector has improved into June as the tightness of
regulatory measures might be past the peak.

Performance analysis

The fund delivered positive returns and outperformed its
benchmark during the month, measured in gross CNH terms.
From an attribution point of view, relative performance was
driven by the credit part of the fund and, in particular, by the
offshore allocation to USD credits. Meanwhile, the underweight
in onshore government bonds deducted amid the modest
appreciation of CGBs; the onshore corporate allocation added
slightly to performance.
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Portfolio activity - overweightings & underweightings

We reduced our allocation to onshore credit bonds as the spreads
became too tight with the easing of liquidity, increasing our
allocation to offshore credits. Onshore, we switched from the
belly of the curve to the long end given the steepness of the yield
curve. On the rates side, we established some relative value
trades, being long 30yr CGB against short in the byr NDIRS. In
offshore credit, we continue to focus on short tenor safe IG
names for carry purposes. Whilst keeping with high quality
names, we switched low yielding bonds into higher yielding ones.
By the end of May, the fund retained a mild underweight in
duration as the macro-economic situation should continue to
gradually improve as lockdowns are slowly eased and fiscal
measures feed through into the economy. On the other hand, we
retain an overweight on the credit side, including the off-
benchmark allocation to USD (around 15%) and CNH credits
(about 4%). At the end of May, the portfolio yield was around
3.1% and duration was around 3.9 years. On the sector level, we
have approximately 35% exposure to the sovereign and quasi-
sovereign sector and roughly 65% in credit. We retain the strong
bias towards higher quality, with almost 99% of our holdings
being investment grade bonds (under our internal rating
methodology).

Market outlook

We believe economy is in a recovery led by reopening,
accelerated fiscal efforts and easing of regulatory rules on
property and TMT sector. Fiscal spending should provide direct
support to production and infrastructure investments. However,
lingering omicron outbreaks and social distancing measures will
continue to drag recovery in consumption, especially face-to-face
service industry, and put pressure on employment. CPl may edge
up slowly, but overall, domestic inflation pressure is controllable.
Under such a scenario, we believe the PBoC will continue to
provide sufficient liquidity in the financial market and deploy
targeted tools to support credit growth. More easing for the
property sector is also likely, possibly helping the physical
market to stabilize in the third quarter.
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Portfolio strategy

We expect government bond yields to trade range-bound this year
pulled by the opposing forces of monetary easing/growth
concerns and fiscal easing. All in all, for now we expect that
yields can edge higher as the fiscal response and upcoming
issuance for funding of fiscal measures might dominate. We
remain very cautious on property given there is so far no concrete
sign that the physical market is recovering. Covid will continue to
create pressure on the economy, yet we expect some easing such
as loosened regulation for China TMT sector. The fund remains
underweight on local rates and overweight on credit bonds,
including both onshore and offshore credits, with offshore
increasingly attractive on a relative value basis. As for the
offshore market, we believe credit differentiation will continue.
As a result, the fund has higher exposure to investment grade
credits against non-investment grade ones. We keep a small non-
investment grade credit exposure that is mainly short dated and
focused on solid credit fundamentals. As for RMB, we believe
the currency will still be resilient against most major and
emerging market currencies, supported by the solid trade surplus
and restrictions on outbound travelling. Modest further weakness
against USD is possible, but we do not expect very pronounced
depreciation.
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General information

Legal form Sub-fund of a SICAV
Regulatory status UCITS
Domicile Luxembourg
Inception date 03.03.2015
Launch date 03.03.2015
Share class currency uUsD
Compartment currency CNH
ISIN LU1164800853
Reference index Bloomberg China Composite (USD)
Min. investment horizon (year(s)) 3
Fees

Ongoing charges (OCR) 1.26%
Performance fee (excluded from OCR) -
Management fee (included in OCR) 1.00%
Max. conversion fee 2.00%
Max. subscription fee 5.00%
Max. redemption fee 3.00%

Management team

Cary Yeung

Source: Pictet Asset Management

Further information can be found in the prospectus.
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Pictet Asset Management

For further information,
please visit our website
assetmanagement.pictet

Important Information

This marketing material is issued by the Fund Management Company, Pictet Asset Management (Europe)
S.A., a company authorized and regulated by the Luxembourg regulator "Commission de Surveillance du
Secteur Financier". It is neither directed to, nor intended for distribution or use by, any person or entity who
is a citizen or resident of or located in any locality, state, country or jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation. The information contained in this
document is for information purposes only. It cannot be used as a basis for subscription and does not form
part of a contract. The latest version of the fund‘s prospectus, Key Investor Information Document, annual
and semi- annual reports must be read before investing. They are available in English and in the local
language of each country where the compartment is registered, free of charge on
www.assetmanagement.pictet or at Pictet Asset Management (Europe) S.A., 15 avenue J.F. Kennedy,
L-1855 Luxembourg, or at the office of the Fund local agent, distributor or centralizing agent if any. In
Switzerland, the representative agent is Pictet Asset Management S.A. and the paying agent is Banque
Pictet & Cie S.A. Pictet Asset Management (Europe) S.A. has not taken any steps to ensure that the
securities referred to in this document are suitable for any particular investor and this document is not to be
relied upon in substitution for the exercise of independent judgment. Tax treatment depends on the
individual circumstances of each investor and may be subject to change in the future. Before making any
investment decision, investors are recommended to ascertain if this investment is suitable for them in light
of their financial knowledge and experience, investment goals and financial situation, or to obtain specific
advice from an industry professional. Holdings do not represent the full portfolio. There is no guarantee that
these securities will be held in the future and you should not assume that investment in the securities listed
was, or will be profitable. Any reference to a ranking, a rating or an award provides no guarantee for future
performance results and is not constant over time. For hedged share classes, only the compartment's
consolidation currency is hedged into the share class currency. Foreign exchange exposure, resulting from
assets in the portfolio which are not denominated in the consolidation currency, can remain. NAVs relating
to dates on which shares are not issued or redeemed (“non-trading NAVs") in your country may be published
here. They can only be used for statistical performance measurements and calculations or commission
calculations and cannot under any circumstances be used as a basis for subscription or redemption orders.
The published performance represents past data. Past performance may not be a reliable guide to future
performance. There is no guarantee that the same yields will be obtained in the future. The value and
income of any of your investments may fluctuate with market conditions and may lose some or all its value.
The fund may be affected by changes in currency exchange rates, which can have an adverse effect on the
value or income of the fund. Performance is shown based on the share class NAV per share (in the share
class currency) with dividends reinvested (for distributing share classes), including actual ongoing charges,
and excluding subscription/redemption fees and taxes borne by the investor. Inflation was not taken into
account. As a subscription fee calculation example, if an investor invests EUR 1000 in a fund with a
subscription fee of 5%, he will pay to his financial intermediary EUR 47.62 on his investment amount,
resulting with a subscribed amount of EUR 952.38 in fund shares. In addition, potential account keeping
costs (by your custodian) may reduce the performance. Indices do not include fees or operating expenses
and you cannot invest in them.

Any index data referenced herein remains the property of the Data Vendor. Data Vendor Disclaimers are
available on assetmanagement.pictet under “Resources” section.

No part of this material may be copied or redistributed without Pictet Asset Management prior written
consent. ©2019 Pictet
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