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Video subject: How Could Investors Navigate the Bond Market in the High-Yield Era?

Video highlights:

Despite the recent pullback in U.S. Treasury yields from their peaks, global sovereign
bond yields remain elevated amid sticky inflation and expectations of global central
bank rate hikes. The market expects the FOMC to potentially raise interest rates once
more in December. Meanwhile, European markets face divergent pressures, with
German bond vyields softening while French bond yields hit historical high since 2002
due to fiscal and political instability. Should benchmark rates remain elevated or rise
further in December, securitized bonds—primarily composed of floating-rate and low-
duration assets—minimize direct interest-rate shocks as their coupons adjust
dynamically with reference rates, structurally reducing overall portfolio sensitivity
compared to traditional fixed-rate long bonds.

The core investment thesis of securitized bonds focuses on lending income derived from
consumer and corporate credit—such as residential mortgages, auto loans, credit card
receivables, and especially essential corporate working-capital loans. Professionally
managed structures acquire these assets from financial institutions, establishing
specialized corporate entities to consolidate them into structured tranches ranked by
credit quality. Graded by international rating agencies and spanning from prime AAA
tranches down the credit spectrum, this institutional architecture allows securitized
bonds to mirror a banking model to secure high-yielding returns.

Traditional global fixed-income vyields fluctuate between 4% and 8%, whereas a global
securitized strategy strikes an optimal balance by delivering an approximate 6% vyield
alongside a premium A- investment-grade profile. This profile avoids the elevated
default risks of high-yield corporate bonds (BB/B)—despite their higher average yields of
6% to 8%—while outperforming higher-grade (AA+) but lower-yielding U.S. Treasuries,
which offer around 5%. Backed by a structure where over 90% of assets feature floating-
rate mechanics, securitized bonds remain a highly defensive allocation with a 3-year
annualized volatility of just 1.4%, showcasing a price stability that could outperform
sovereign debt.

Historical anxieties associating securitized assets with the 2008 financial crisis stem from
product that is highly correlated with subprime mortgages that severely lacked
underlying borrower and credit transparency. Modern post-crisis frameworks have
structurally transformed the asset class, led by major legislative milestones like the U.S.
Dodd-Frank Act of 2010. Stringent regulations now mandate a 5% manager risk-
retention rule to align intermediary incentives with investors, enforce granular, loan-
level portfolio data disclosures, and tightly regulate credit rating agencies to prevent
conflicts of interest. These combined structural safeguards ensure an open, robust, and
highly resilient institutional ecosystem for contemporary fixed-income allocation.

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.



