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China’s regulatory actions, driven 
by Beijing’s financial, security, 
and social objectives, have 

injected volatility into the credit market 
over the past year. Key themes such as 
the mantra of housing for living in, not 
speculation; reducing the education cost 
burden for families; and tightening data 
security issues for technology companies 
have become important considerations 
within the investment process.

The announcement of a new five-year 
plan makes clear that regulatory 
oversight will remain tight in the medium 
term. But despite the uncertainty around 
implementation, this does not dampen 
prospects for the asset class more 
broadly. Against this backdrop, there 
will continue to be periods of volatility 
that may present attractive buying 
opportunities. The current wave of 
selling in Chinese assets on the back 
of regulatory crackdowns may well be 
a case of throwing the baby out with 
the bathwater. We think irrational price 

dislocations have occurred that could 
present an opportunity for discerning 
investors who have a sound security 
selection strategy. 

Prices of Chinese corporate dollar bonds 
have come under strong pressure after 
Beijing embarked on its campaign of 
regulatory overhaul. These moves, which 
first began with leverage regulations in 
the property sector last year, later spread 
to crackdowns on big tech companies 
and have now shown up in the education 
sector. The government’s new education 
rules have dealt a big blow to corporate 
profitability prospects for listed private 
sector education companies. Reflecting 
the damage in the credit market, the 
J.P. Morgan Asia Credit Index (JACI) fell 
0.42% in July and as of August 10 is 
-0.29% year-to-date (YTD). In contrast, the 
JACI Diversified rose 0.02% in July, and 
as of August 10, YTD returns are positive 
at 0.44%. This benchmark, against 
which the T. Rowe Price Asia Credit 
Bond Strategy performance is measured, 
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outperformed the JACI because of its 
more balanced allocation to China. 

Social Priorities Tighten 
Regulatory Leash 

These steps are driven by the 
government’s social agenda in housing, 
education, and tech monopolies at a 
time when China is keen to offset the 
negative impact generated by competitive 
capitalism and also wishes to rein in 
the high costs of child raising. China’s 
demographic profile has added to 
concerns the country would grow old 
before it gets rich, spurring the authorities 
to take more active measures.

Ahead of next year’s Party Congress, 
Beijing’s regulatory crackdown is also 
aimed at addressing the issue of income 
inequality, in our view. By removing 
anticompetitive practices and lowering 
barriers to entry, some of that gap could 
be bridged. The recent document 
published by the top level of Chinese 
authorities makes clear that regulatory 
oversight will remain a persistent theme 
through 2025 and so should remain top of 
mind for investors over the medium term. 

Maturing Economy Calls for a Shift 
in Approach 

Beijing is also reviewing the overseas 
listing variable interest entities (VIE) 

structure, widely used by Chinese 
technology and education companies 
to bypass restrictions on direct foreign 
ownership when raising overseas funding. 
Chinese companies looking to list offshore 
will need approval from the relevant 
ministry, as opposed to in the past when 
no formal go‑ahead was required. This 
signaled discomfort with offshore listings, 
especially via the VIE structure, which are 
not strictly recognized legally but which 
have been tolerated for many years. 

The regulatory measures in themselves 
are from a familiar playbook, and we are 
not surprised. The move to regulate large 
internet platform companies that have 
grown into quasi‑monopolistic positions or 
that have access to large amounts of user 
data follows a historical pattern. In the past, 
we have seen companies deploying new 
technologies and being allowed to grow 
for many years. But as the technology 
becomes more mature and other users 
come to depend on it, regulation steps in. 

In our opinion, by making such regulations 
in the internet and e-commerce sectors, 
Beijing is limiting these firms’ ability to 
exploit the information they have acquired 
for themselves. It is also a means of 
plugging any source of potential data 
leakage overseas in a way that could 
compromise national security. The 

China Credits Remain Cheap Relative to Rest of Asia
(Fig. 1) Spreads have widened in the past year
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Source: J.P. Morgan Chase & Co. (See Additional Disclosure.)

...regulatory oversight 
will remain a persistent 
theme through 
2025 and so should 
remain top of mind 
for investors over the 
medium term.
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moves against VIEs seems to be aimed 
at exerting more control over China’s 
technology and education companies by 
encouraging some of these structures 
to unwind. 

The aftershocks are still being felt as 
investors study the implications of 
the recent moves—but we think these 
regulatory pressures have always existed 
and in themselves are not new. We see 
the regulators taking administrative 
measures aimed at promoting social 
stability and government authority, and 
applying more regulatory oversight 
may dampen risk-taking behavior to 
some degree. We also think that, going 
forward, the government will be mindful 
about financial market stability following 
the sharp correction in July. 

Familiar Playbook—Two Steps 
Forward, One Step Back

While the latest abrupt regulatory changes 
have had a negative effect on business 
confidence, it is important to remember 
that we have seen the implementation of 
policies move in cycles that lead to initial 
negative reactions and hits to confidence 
that are then followed by efforts to stabilize 
sentiment—a case of two steps forward, 
one step back. 

Instances of such cyclical approaches 
include the period in 2015–2016 when 
private firms were first allowed to default 
and again in 2018 when several highly 
leveraged conglomerates were taken 
over as the private company owners who 
had pledged their shares as collateral for 
loans were forced to sell to state-backed 
entities when a falling market triggered 
margin calls. 

China’s authorities have applied regulatory 
pressure on technology firms in the past, 
though their aims then were more limited. 
In these instances, after initial application 
of strong pressure lasting several months, 
the authorities responded with some 
easing plus modest macro stimulus to 
stabilize sentiment. 

Within the past few weeks, there have 
been steps taken to provide reassurance 
to investors and market participants. 
The China Securities Regulatory 
Commission held a meeting with foreign 
banks operating in China, telling them 
not to “overinterpret” recent actions as 
implying a decoupling of U.S.‑China 
financial markets. The People’s Bank 
of China has also injected incremental 
liquidity into the financial system to help 
calm markets. 

Credit Selection Is the 
Key Differentiator

Our exposure to the China education 
sector was limited during July 2021, and 
the portfolio owns a name that, in our view, 
has a strong liquidity position and whose 
revenues should be little impacted by the 
regulatory changes.¹ In the property sector, 
our focus has been on high-quality names 
while maintaining a risk-neutral position—
weaker sentiment may open up selective 
pockets of value in the coming quarters.

The crackdown on the internet sector 
has not changed our view on our credit 
picks, which we believe have strong 
balance sheets and solid net-cash 
positions. We believe regulatory 
changes are unlikely to damage their 
credit profiles in the short to medium 
term, and the divergence in valuations 
versus their developed market peers has 
largely been in equities with very little 
spillover into credit.

The quick responses made by some 
tech companies have shown their 
willingness to rein in aggressive growth 
plans and adhere to a more disciplined 
financial model. While this may reduce 
profitability in the face of the likely 
increase in competition, it also suggests 
a more sustainable growth trajectory and 
potentially greater stability in cash flows. 
These conditions, in our view, are positive 
for investing in credit markets. The new 
regulatory changes have also motivated 
tech companies to rethink their strategies 

1	The representative portfolio is an account in the composite we believe most closely reflects current portfolio management style for the strategy. Performance 
is not a consideration in the selection of the representative portfolio. The characteristics of the representative portfolio shown may differ from those of other 
accounts in the strategy. The holdings information is as on July 31, 2021 and is subject to change.
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to create value to all stakeholders, not just 
shareholders, which should improve their 
environmental, social, and governmental 
standing over time.

Turning to the property sector, we believe 
the implementation of Beijing’s “three red 
lines” policy targeted at curbing property 
developers’ leverage would ultimately 
lead to a healthier sector backdrop 
and more sustainable balance sheets 
in the medium term. Along the way, 
some accidents may occur and some 
developers may run into default, which 
may create some contagion and volatility. 
At the same time, we don’t expect 
fundamentally sound Chinese issuers 
to face sustained credit stress, and they 
would likely end up with healthier balance 
sheets in the medium term.

Investors have also acknowledged the 
benign impact of these regulations 
in the stronger segment of the credit 
market. For example, the spreads 
of China’s tech giants Alibaba and 
Tencent continue to trade tight versus 
the index, reflecting their immense 
market power and influence. The 
market seems to take comfort in 
owning the highest-quality Chinese 
credits. We have also applied our 
proprietary framework in assessing 
the regulatory risks against individual 
credits and prudently invest in those 
with what we view as, superior 
regulatory risk‑adjusted return potential.

Still, we believe the current environment 
of regulatory crackdowns could throw up 
some interesting investment opportunities 
in China’s credit market, and we hold 
some cash to try to take advantage of 
such situations if and when they arise. 

The Chinese government has been 
supportive of the internet and property 
sectors for the past two decades, both 
in terms of favorable regulations and the 
buildup of infrastructure, as developing 
these key sectors promoted economic 
prosperity. The focus has now shifted 
to achieving more equitable objectives 
like social stability and reinforcing 
government authority.

Additional policy steps toward furthering 
social objectives—such as repositioning 
housing as living spaces rather than 
speculative investments, reducing the 
education cost burden for families, 
or deriving better value from the big 
tech firms and promoting greater 
profit sharing with small and medium 
enterprise vendors and employees—
have the potential to move markets. 
We are mindful of how companies in 
our portfolio are positioned in such a 
dynamic backdrop.

The focus may have moved to tightening 
government authority and improving 
social stability in the medium term, but we 
believe the long‑term goal of promoting 
economic prosperity remains intact.

China Composition in J.P. Morgan Asia Credit Index Diversified
(Fig. 2) State-owned enterprises and real estate are the heavyweights

Internet
8.33%

Sovereign
2.77%

Other Privately
Owned Enterprises

20.23%
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0.09%

State-Owned
Enterprises
47.50%

As of July 31, 2021. 
Source: J.P. Morgan Chase & Co. (See Additional Disclosure.)
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Composite Standard Annualized Asia Credit Bond Composite
Asia Credit Bond Composite 
As of August 31, 2021
Figures are Calculated in U.S. Dollars

Annualized

Quarter-to-
Date

Three 
Months Year-to-Date

One  
Year

Two  
Years

Three  
Years

Since 
Inception 
4/30/2018

Asia Credit Bond  
Composite (Gross of Fees) 1.00 1.62 2.04 4.11 6.16 8.14 7.57

Asia Credit Bond 
Composite (Net of Fees) 0.95 1.54 1.81 3.77 5.82 7.79 7.22

J.P. Morgan Asia Credit 
Index Diversified 0.85 1.42 1.20 2.80 4.01 6.45 6.06

Value Added  
(Gross of Fees)* 0.15 0.20 0.84 1.31 2.15 1.69 1.51

Past performance is not a reliable indicator of future performance.
Source: J. P. Morgan Chase & Co. (See Additional Disclosure.).
Gross performance returns are presented before management and all other fees, where applicable, but after trading expenses. Net of fees performance reflects 
the deduction of the highest applicable management fee that would be charged based on the fee schedule contained within this material, without the benefit of 
breakpoints. Gross and net performance returns reflect the reinvestment of dividends and are net of all non-reclaimable withholding taxes on dividends, interest 
income, and capital gains.
Source for J.P. Morgan Chase: Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or 
accuracy. The index is used with permission. The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright © 2021, 
J.P. Morgan Chase & Co. All rights reserved.

*Net of fees performance reflects the deduction of the highest applicable management fee that would be charged based on the fee schedule appropriate to you 
for this mandate, without the benefit of breakpoints. Past performance is not a reliable indicator of future performance.

Risks – the following risks are materially relevant to the portfolio:
China Interbank Bond Market risk – market volatility and potential lack of liquidity due to low trading volume of certain debt securities in the China Interbank 
Bond Market may result in prices of certain debt securities traded on such market fluctuating significantly.
Contingent convertible bond risk – contingent convertible bonds have similar characteristics to convertible bonds with the main exception that their conversion 
is subject to predetermined conditions referred to as trigger events usually set to capital ratio and which vary from one issue to the other.
Country risk (China) – all investments in China are subject to risks similar to those for other emerging markets investments. In addition, investments that are
purchased or held in connection with a QFII licence or the Stock Connect program may be subject to additional risks.
Credit risk – a bond or money market security could lose value if the issuer’s financial health deteriorates.
Currency risk – changes in currency exchange rates could reduce investment gains or increase investment losses.
Default risk – the issuers of certain bonds could become unable to make payments on their bonds.
Emerging markets risk – emerging markets are less established than developed markets and therefore involve higher risks.
Frontier markets risk – small market nations that are at an earlier stage of economic and political development relative to more mature emerging markets 
typically have limited investability and liquidity.
High yield bond risk – a bond or debt security rated below BBB- by Standard & Poor’s or an equivalent rating, also termed ‘below investment grade’, is generally
subject to higher yields but to greater risks too.
Interest rate risk – when interest rates rise, bond values generally fall. This risk is generally greater the longer the maturity of a bond investment and the higher its  credit quality.
Issuer concentration risk – to the extent that a portfolio invests a large portion of its assets in securities from a relatively small number of issuers, its performance 
will be more strongly affected by events affecting those issuers.
Liquidity risk – any security could become hard to value or to sell at a desired time and price.
Sector concentration risk - the performance of a portfolio that invests a large portion of its assets in a particular economic sector (or, for bond portfolios, a 
particular market segment), will be more strongly affected by events affecting that sector or segment of the fixed income market.

General Portfolio Risks
Capital risk – the value of your investment will vary and is not guaranteed. It will be affected by changes in the exchange rate between the base currency of the
portfolio and the currency in which you subscribed, if different.
ESG and Sustainability risk - may result in a material negative impact on the value of an investment and performance of the portfolio.
Counterparty risk – an entity with which the portfolio transacts may not meet its obligations to the portfolio.
Geographic concentration risk – to the extent that a portfolio invests a large portion of its assets in a particular geographic area, its performance will be more 
strongly affected by events within that area.
Hedging risk – a portfolio’s attempts to reduce or eliminate certain risks through hedging may not work as intended.
Investment portfolio risk – investing in portfolios involves certain risks an investor would not face if investing in markets directly.
Management risk – the investment manager or its designees may at times find their obligations to a portfolio to be in conflict with their obligations to other investment
portfolios they manage (although in such cases, all portfolios will be dealt with equitably).
Operational risk – operational failures could lead to disruptions of portfolio operations or financial losses.
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GIPS® COMPOSITE REPORT
Asia Credit Bond Composite 
Period Ended December 31, 2020 
Figures Shown in U.S. dollar

20182 2019 2020

Gross Annual Returns (%) 1.45 12.85 9.18
Net Annual Returns (%)1 1.24 12.49 8.83

J.P. Morgan Asia Credit Index Diversified (%) 1.35 11.81 6.10

Composite 3 Yr St. Dev.3 N/A N/A N/A
J.P. Morgan Asia Credit Index Diversified 3 Yr St. Dev. N/A N/A N/A
Composite Dispersion N/A N/A N/A
Comp. Assets (Millions) 25.0 28.1 30.6
# of Accts. in Comp. 1 1 1
Total Firm Assets (Billions) 972.7 1,218.2 1,482.54

1	Reflects deduction of highest applicable fee schedule without benefit of breakpoints. Investment return and principal value will vary. Past performance is not a reliable 
indicator of future performance. Monthly composite performance is available upon request. See below for further information related to net of fee calculations.

2	April 30, 2018 through December 31, 2018.
3	Three-year annualized expost standard deviation is not presented because 36 monthly returns are not available.
4	Preliminary subject to adjustment.
T. Rowe Price (TRP) claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the 
GIPS standards. TRP has been independently verified for the 24-year period ended June 30, 2020 by KPMG LLP. The verification report is available upon request. A 
firm that claims compliance with the GIPS standards must establish policies and procedures for complying with all the applicable requirements of the GIPS standards. 
Verification provides assurance on whether the firm’s policies and procedures related to composite and pooled fund maintenance, as well as the calculation, presentation, 
and distribution of performance, have been designed in compliance with the GIPS standards and have been implemented on a firm wide basis. Verification does 
not ensure the accuracy of any specific composite presentation. TRP is a U.S. investment management firm with various investment advisers registered with the U.S. 
Securities and Exchange Commission, the U.K. Financial Conduct Authority, and other regulatory bodies in various countries and holds itself out as such to potential 
clients for GIPS purposes. TRP further defines itself under GIPS as a discretionary investment manager providing services primarily to institutional clients with regard to 
various mandates, which include U.S., international, and global strategies but excluding the services of the Private Asset Management group. The minimum asset level 
for equity portfolios to be included in composites is $5 million and prior to January 2002 the minimum was $1 million. The minimum asset level for fixed income and 
asset allocation portfolios to be included in composites is $10 million; prior to October 2004 the minimum was $5 million; and prior to January 2002 the minimum was 
$1 million. Valuations are computed and performance reported in U.S. dollars.
Gross performance returns are presented before management and all other fees, where applicable, but after trading expenses. Net of fees performance reflects the 
deduction of the highest applicable management fee that would be charged based on the fee schedule contained within this material, without the benefit of breakpoints. 
Gross and net performance returns reflect the reinvestment of dividends and are net of nonreclaimable withholding taxes on dividends, interest income, and capital gains. 
Effective June 30, 2013, portfolio valuation and assets under management are calculated based on the closing price of the security in its respective market. Previously 
portfolios holding international securities may have been adjusted for after-market events. Policies for valuing portfolios, calculating performance, and preparing compliant 
presentations are available upon request. Dispersion is measured by the standard deviation across asset-weighted portfolio returns represented within a composite for the 
full year. Dispersion is not calculated for the composites in which there are five or fewer portfolios.
Some portfolios may trade futures, options, and other potentially high-risk derivatives which generally represent less than 10% of a portfolio.
Benchmarks are taken from published sources and may have different calculation methodologies, pricing times, and foreign exchange sources from the composite.
Composite policy requires the temporary removal of any portfolio incurring a client initiated significant cash inflow or outflow greater than or equal to 15% of portfolio 
assets. The temporary removal of such an account occurs at the beginning of the measurement period in which the significant cash flow occurs and the account re-enters 
the composite on the last day of the current month after the cash flow. Additional information regarding the treatment of significant cash flows is available upon request.
The firm’s list of composite descriptions, a list of limited distribution pooled fund descriptions, and a list of broad distribution pooled funds are available upon request. GIPS® is a 
registered trademark of CFA Institute. CFA institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein.

FEE SCHEDULE 
Asia Credit Bond Composite  As of June 30 2021
The Asia Credit Bond Composite is comprised of portfolios seeking current income and capital appreciation primarily through investment in a broader universe of 
fixed income debt securities issued by Asian sovereigns, Asian quasi-sovereigns, and corporates located in or having a redominant part of their business activity 
in Asian countries (excluding Japan). While largely focused on U.S. dollar-denominated bonds, the composite has the ability to invest in local currency bonds. 
(Created April 2018; incepted April 30, 2018)

First 50 million (USD) 32.5 basis points

Next 50 million (USD) 27.5 basis points
Above 100 million (USD) 25 basis points on all assets1

Above 250 million (USD) 22.5 basis points on all assets1

Minimum separate account size 50 million (USD)

1	A transitional credit is applied to the fee schedule as assets approach or fall below the breakpoint.
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Additional Disclosure
Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The index is used with permission.  
The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright © 2021, J.P. Morgan Chase & Co. All rights reserved.

Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any 
nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended 
to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, 
Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. 
The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any 
jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ 
accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject 
to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the 
material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is 
provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. For Wholesale Clients only.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited 
Investors as defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment 
management services.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International 
Ltd. by its representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex-UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri 
L-1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only. 

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer 
Place, Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or 
delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in 
circumstances where there is no contravention of the Financial Markets Conduct Act 2013.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. T. Rowe Price 
Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by 
the UK Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange 
Commission. For Institutional Investors only.

© 2021 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/ or apart, 
trademarks of T. Rowe Price Group, Inc.
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