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Almost there?

We believe that Chinese bonds are on the verge of entering the most tracked and invested emerging market local

currency sovereign debt index.

This April saw China included in the Bloomberg Barclays Global Aggregate and Bloomberg Barclays Emerging Markets

Local Currency bond indices, but China's bonds still remain excluded from the more widely used JP Morgan GBI-EM GD.

So far the JP Morgan GBI-EM GD index has excluded countries such as India and China due to historical hurdles in

accessing these bond markets by foreign investors. GD stands for "global diversified"and this index is designed to be the

most easily ‘replicable’ for investors. [Note: the JP Morgan GBI-EM Broad series of EM local currency debt indices has

included India and China since their inception in 2005, however very few active investors use this index series.]
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Given the size of China's bond market, the indications are for a weighting between 7-10 per cent in the JP Morgan GBI-

EM GD. Ten per cent is the maximum permitted for a single country in this index and would put China alongside Poland,

Mexico, Indonesia and Brazil (see above).

Phased entry

If and when China's index inclusion is announced by JP Morgan, it is most likely to be in a phased approach of 1 per cent

per month until it reaches the target weight, and would increase the weighting of the overall Asia region to a level close to

that of Europe and more than Latin America.
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Access to the Chinese local bond market has significantly opened up in recent years particularly with the advent of Bond

Connect, which allows overseas investors access to Chinese local bonds directly through the Hong Kong exchange. Prior

to this, foreign investors needed to go through a lengthy process applying for a QFII (Qualified Foreign Institutional

Investor) quota to be granted by SAFE (China's State Administration of Foreign Exchange) and finding a local clearing

agent with international settlement.

This was a complex and lengthy process and the quotas granted were often well below what investors requested. Almost

all these types of hurdles have now been eliminated, which should now make Chinese bonds eligible for inclusion in the

JP Morgan GBI-EM GD index.

What are the implications?

In the near term, the impact of China's inclusion would not be earth shattering. We have already been investing in

Chinese local markets through interest rates and the currency for many years. Our Asian Local Currency Debt strategies

for example use the JP Morgan JADE Broad index where Chinese onshore bonds already represent 10 per cent of the

index. Many of our funds already invest in Chinese onshore bonds via Bond Connect as we have been an early adopter.

However one should not underestimate the importance of China's entry in the medium to long term. As we outlined in a

recent article, the ongoing opening up of China's onshore bond market is a very big deal. In our view, the inclusion in the

JP Morgan GBI-EM GD index would be another important milestone in the internationalisation of China's renminbi

currency.

Important legal information

This marketing document is issued by Pictet Asset Management. It is neither directed to, nor intended for

distribution or use by any person or entity who is a citizen or resident of, or domiciled or located in, any locality,

state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or

regulation. Only the latest version of the fund’s prospectus, the KIID (Key Investor Information Document),

regulations, annual and semi-annual reports may be relied upon as the basis for investment decisions. These

documents are available on assetmanagement.pictet.

This document is used for informational purposes only and does not constitute, on Pictet Asset Management

part, an offer to buy or sell solicitation or investment advice. It has been established on the basis of data,

projections, forecasts, anticipations and hypothesis which are subjective. Its analysis and conclusions are the

expression of an opinion, based on available data at a specific date. The effective evolution of the economic

variables and values of the financial markets could be significantly different from the indications

communicated in this document.

Information, opinions and estimates contained in this document reflect a judgment at the original date of

publication and are subject to change without notice.  Pictet Asset Management 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.

The value and income of any of the securities or financial instruments mentioned in this document may fall as
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well as rise and, as a consequence, investors may receive back less than originally invested. Risk factors are

listed in the fund’s prospectus and are not intended to be reproduced in full in this document.

Past performance is not a guarantee or a reliable indicator of future performance. Performance data does not

include the commissions and fees charged at the time of subscribing for or redeeming shares. This marketing

material is not intended to be a substitute for the fund’s full documentation or for any information which

investors should obtain from their financial intermediaries acting in relation to their investment in the fund or

funds mentioned in this document.

EU countries: the relevant entity is Pictet Asset Management (Europe) S.A., 15, avenue J. F. Kennedy, L-1855

Luxembourg

Switzerland: the relevant entity is Pictet Asset Management SA , 60 Route des Acacias – 1211 Geneva 73 

Hong Kong: this material has not been reviewed by the Securities and Futures Commission or any other

regulatory authority. The issuer of this material is Pictet Asset Management (Hong Kong) Limited.

Singapore: this material is issued by Pictet Asset Management (Singapore) Pte Ltd. This material is intended

only for institutional and accredited investors and it has not been reviewed by the Monetary Authority of

Singapore.

For Australian investors, Pictet Asset Management Limited (ARBN 121 228 957) is exempt from the

requirement to hold an Australian financial services license, under the Corporations Act 2001.

For US investors, Shares sold in the United States or to US Persons will only be sold in private placements to

accredited investors pursuant to exemptions from SEC registration under the Section 4(2) and Regulation D

private placement exemptions under the 1933 Act and qualified clients as defined under the 1940 Act. The

Shares of the Pictet funds have not been registered under the 1933 Act and may not, except in transactions

which do not violate United States securities laws, be directly or indirectly offered or sold in the United States

or to any US Person. The Management Fund Companies of the Pictet Group will not be registered under the

1940 Act.

Pictet Asset Management Inc. (Pictet AM Inc) is responsible for effecting solicitation in North America to

promote the portfolio management services of Pictet Asset Management Limited (Pictet AM Ltd) and Pictet

Asset Management SA (Pictet AM SA).

In Canada Pictet AM Inc. is registered as Portfolio Manager authorised to conduct marketing activities on

behalf of Pictet AM Ltd and Pictet AM SA. In the USA, Pictet AM Inc. is registered as an SEC Investment

Adviser and its activities  are conducted in full compliance with the SEC rules applicable to the marketing of

affiliate entities as prescribed in the Adviser Act of 1940 ref. 17CFR275.206(4)-3.
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