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Video subject: Bond yields remain high, how to allocate assets in Q4?

Video highlights:

U.S. mid-to-long-term Treasury yields continue to climb following Federal Reserve
Chairman Warsh’s hawkish stance at the Jackson Hole Symposium and the subsequent
rate hike at September. The 10-year U.S. Treasury yield has surged to its highest level
since 2007, tightening financial conditions and pressuring major global equity markets.
Despite this pressure, select technology stocks remain highly resilient, driving both the
S&P 500 and Nasdaq to fresh record highs.

While a high-interest-rate environment compresses overall equity valuations, the Federal
Reserve’s firmed anti-inflation stance has successfully mitigated market anxieties over
runaway inflation. Mirroring the 2022-2023 tightening cycle, rising Treasury yields have
led to a contraction in the S&P 500 forward PE ratio. However, current corporate earnings
growth is significantly stronger than in previous years, providing fundamental support
that keeps U.S. equities near historic peaks.

S&P 500 earnings growth in Q3 is expected to remain robust at 30.6% YoY, marking a
potential eighth consecutive quarter of double-digit expansion. Previously dominant
sectors like energy, communication services, consumer discretionary, and technology
exhibit signs of earnings deceleration. Also, market breadth is narrowing despite the S&P
500’s record high. Market uncertainty could heighten ahead of the upcoming U.S.
midterm elections; however, historical data indicates a high probability of market rallies
once election outcomes clarify. Consequently, pre-election volatility could serve as a
tactical window for long-term capital to accumulate high-quality stocks in stages.

Investors should focus on companies with strong free cash flow and robust balance sheets.
Beyond US technology leaders, portfolios can include other Al beneficiaries such as
cybersecurity and application software names. Given elevated oil prices driven by
geopolitical risks, a modest allocation to energy stocks is worth considering, though
investors should remain mindful of their higher volatility and avoid excessive
concentration. Europe stands to benefit from gradually improving economic conditions
and rising share buybacks. In Asia, the Al hardware supply chain continues to support solid
earnings growth. Hong Kong equities remain attractively valued; besides, China’s A-share
market has long offered dividend vyields above government bond vyields, making
undervalued leaders and high-dividend sectors worth attention.

With real yields rising, investors could keep portfolio duration under control and spread
exposure across different bond types. Suitable options include high-grade short-term
bonds, inflation-linked bonds, and securitized bonds. Securitized bonds, typically backed
by loan or mortgage cash flows and often floating-rate, tend to have short duration, low
interest-rate sensitivity, and low correlation with traditional government bonds, helping
to reduce overall portfolio volatility. Asian bonds offer additional diversification benefits,
as overall debt levels in the region remain relatively manageable and financing pressures
are limited. Chinese bonds, in particular, show low correlation with US Treasuries because
of divergent monetary policy paths, which can enhance portfolio diversification.

Full version is only available in Chinese language.
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Important Note and Risk Disclosure Statement

This document is issued by China CITIC Bank International Limited (“the Bank”) and used for reference purpose only.
The information or opinion herein is not to be construed as professional investment advice or any offer of, or invitation
by or on behalf of the Bank to any person to purchase or sell or acquire or invest in any investment products. The
information or opinion presented has been developed internally and/or taken from sources believed to be reliable, but
the Bank makes no warranties or representation as to the accuracy, correctness, reliabilities or otherwise with respect
to such information or opinion, and assume no responsibility for any omissions or errors in the content of this document.
For information which is provided by the Information Provider and other companies such as fund houses, it is being re-
transmitted by the Bank in the ordinary course of business to you for general information and reference purposes only.
The Bank makes no warranties or representation as to the accuracy. This document is not intended to provide any
investment advice. Investors should not make investment decisions solely based on the content of this document, nor
should they consider any content in this document as guidance for determining whether individual markets are suitable
for investment. Before making any investment decision, investors should carefully consider the risk factors relating to
an investment product in light of their own financial circumstances, investment objectives and experiences and other
personal circumstances, and should seek appropriate professional advice if necessary. The Bank accepts no liability for
any direct, special, indirect, consequential, incidental damages or other loss or damages of any kind arising from any
use of or reliance on the information or opinion herein.

Investment involves risks, investment value and return may go down as well as up. Past performance of each investment
product is not indicative of its future performance. Losses may be incurred but may not necessarily result in profits as
a result of buying and selling investment product. Investment in emerging markets involves above average investment
risks, such as possible fluctuations in foreign exchange rates, political and economic uncertainties. The price of securities
fluctuates, sometimes dramatically. The price of securities may move down or up and may become valueless. It is as
likely that losses will be incurred rather than profits made as a result of buying or selling securities.

When investing in high-yield or unrated bonds or related products, investors face higher default risk, credit risk or
liquidity risk, and are more susceptible to the impact of economic cycles. During economic downturns, their value
typically declines more as (i) investors become more risk-averse and (ii) default risk increases. Foreign currency
investments are subject to exchange rate risk which may result in gain or loss. The fluctuation in the exchange rate of
foreign currency may result in losses in the event that customer converts the foreign currency into HKD or other foreign
currencies. Renminbi is not freely convertible at present. The actual conversion arrangement will depend on the
restrictions prevailing at the relevant time.

China CITIC Bank International Limited is an authorized institution under the Banking Ordinance and is regulated by the
Hong Kong Monetary Authority

This document is issued by the China CITIC Bank International Limited and has not been reviewed by the Securities and
Futures Commission ("SFC") or any regulatory authority in Hong Kong.

No part of this document may be reproduced or transmitted in any form or by any means without the prior written
permission of the Bank.



