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Market Comment

n The quarter itself remained relatively buoyant for the best part although risk
sentiment faltered during the final month of the period as steady increases in
COVID-19 cases prompted some governments to reimpose softer lockdown
measures in order to contain the spread of the virus. For some countries this
resurgence signals the second and, in some cases, the third waves in the
pandemic and although measures to contain the virus are not as economically
restrictive as those encountered over the Spring period, the near term impact on
economic activity cannot be dismissed. This in turn prompted a risk-off finish to
the quarter with the USD rallying on a perceived flight to safety whilst equities
were weak overall during the final month.
n Broad gauges of equity performance finished +8% for the quarter whilst bonds
broadly returned +2.6%. The risk-off finish and the threats posed by the still
persistent virus did not however lead to a dramatic spike in market volatility akin
to what was experienced in the Spring. Credit and foreign exchange markets,
although somewhat more subdued during the final week of the quarter, remained
highly buoyant throughout with surging gross issuance from companies within the
Investment Grade and High Yield ends of the corporate credit spectrum. Whilst
in Sovereign debt markets, net issuance by governments rose to the highest level
since 2012 as governments continue to fund their fiscal responses to the
pandemic.
n The weakness in September came despite relatively upbeat economic
momentum from a host of regions over the quarter which showed still modest
expansion within the world’s major economies. Although the pace of expansion
has moderated lately, particularly within the services side of Western economies,
there remains a high degree of dispersion between countries. China for instance
appears to be almost back to similar levels of economic activity it was
experiencing prior to COVID-19 emerging in the country if broader readings on
consumption are to be gauged.
n China’s economy recovered and developed at an expected rate, which outpaced
most economies. An increasing amount of overseas capital was invested in the
A share market via QFII and RQFII. Market preferences went diversified. The
volatility of the indices and the stock market fluctuated in the same way. From the
perspective of indices, the market volatility remained at a low level, and is likely
to change after the US election and possible geopolitical changes. Before that,
especially before the National Holiday, people tended to wait and see.

Sources: UBP, Bloomberg Finance LP.
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Performance Review

Portfolio Activity

n During the third quarter, the strategy outperformed the MSCI China A NR. Sector
allocation contributed, further enhanced by a strong stock selection. The
fluctuation continues in September, and the volatility has returned to 25% from
30%, the implied volatility of some call options even declined to around 20%.
Therefore, we believe the future risks have been partly priced in, and that will help
stabilize the market.
n Since the beginning of July, as the pandemic overseas continues and the
geopolitical tension rises, the Chinese government proposed the concept of
"domestic economic circulation" so as to prevent things like the Huawei ban and
chip issues from happening again in the future. To develop companies such as
SMIC (Semiconductor Manufacturing International Corporation), China will put
more efforts on relevant areas and make it one of its priorities in the next few
years.
n The introduction of options on the CSI 300 has also been beneficiary for the
strategy has it provides more evidence to derive single stocks volatility patterns.

n During the third quarter of 2020, we maintained the same number of stocks in the
portfolio. The equity allocation did not change drastically during the quarter and
was kept above 90%. The position was little changed because the volatility was
low, but also because we wanted to keep a low turnover rate.

All performance figures are given net of fees. Past performance is not a guide to current or future returns. See full disclaimer at the end of the document.

Union Bancaire Privée, UBP SA | UBAM – Best Selection China A | Quarterly Comment

2|4

Q3 2020

Outlook

n The 2021-2022 inflation outlook points towards a progressive firming trend, but
with some volatility. COVID and the associated lockdown were a deflationary
shock, but a new trend is emerging post-lockdown in terms of prices in housing,
healthcare and transport that should refuel some pressure on core inflation,
besides volatile energy and food prices. If a vaccine appears rapidly and if fiscal
policy turns more aggressive in the US (reducing inequalities), demand could be
boosted further by booming credit and wages, that could push inflation on a
higher medium-term trend.
n With the crisis, monetary policymakers have aggressively cut rates, injected
liquidity and extended asset purchase programmes more actively than in 2008.
Monetary policy has created an accommodative monetary environment to
mitigate the recession and avoid a major financial crisis. This aggressive policy
response should remain in place if growth remains on an uncertain trend, with
low inflation and high unemployment. The Fed will abandon the strict 2% inflation
targeting in favour of average inflation targeting, allowing them to tolerate
temporary surges in inflation without a need to tighten key rates. As a result, no
rise in key rates should be expected in the US in 2021, and the first adjustment
may be postponed to 2022 or later under the current inflation and unemployment
scenario.
n Speaking of government support, President Xi and the Chinese government are
considered the most pro-financial leaders. Under the backdrop of Sino-US
frictions, people now realize the importance of putting the right money in the right
place. Therefore, fully opening up the financial sector in order for the capital
market to become the main engine that drives a technology development rally.
n The positive return of Chinese equities is related to the GDP growth over the long
term, and we believe the A Share market has entered in the recovery stage has
an edge over the global economy, which will help maximize asset yield and
reduce risks.
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Disclaimer
This is a marketing document and is intended for informational and/or marketing purposes only. This document is conﬁdential and intended only for the use of the
person(s) to whom it was delivered. It may not be reproduced (in whole or in part) or delivered, given, sent or in any other way made accessible to any other
person without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group (“UBP”). This document reflects the opinion of UBP
as of the date of issue. This document is for distribution only to persons who are Qualified Investors in Switzerland, or Professional Clients, Eligible Counterparties
or an equivalent category of investors as defined by the relevant laws (all such persons together being referred to as “relevant persons”). This document is directed
only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. It is not intended for distribution, publication, or use, in
whole or in part, in any jurisdiction where such distribution, publication, or use would be unlawful, nor is it directed at any person at whom or entity at which it
would be unlawful to direct such a document. In particular, this document may not be distributed in the United States of America and/or to US persons (including
US citizens residing outside the United States of America). This document has not been produced by UBP’s financial analysts and is not to be considered financial
research. It is not subject to any guidelines on financial research and independence of financial analysis. Reasonable efforts have been made to ensure that the
content of this document is based on information and data obtained from reliable sources. However, UBP has not verified the information from third sources in
this document and does not guarantee its accuracy or completeness. UBP makes no representations, provides no warranty, and gives no undertaking, express
or implied, regarding any of the information, projections or opinions contained herein, nor does it accept any liability whatsoever for any errors, omissions or
misstatements. The information contained herein is subject to change without prior notice. UBP gives no undertaking to update this document or to correct any
inaccuracies in it which may become apparent. This document may refer to the past performance of investment interests. Past performance is not a guide to
current or future results. The value of investment interests can fall as well as rise. Any capital invested may be at risk and investors may not get back some or all
of their original capital. Any performance data included in this document does not take into account fees, commissions, and expenses charged on issuance and
redemption of securities, nor any taxes that may be levied. Changes in exchange rates may cause increases or decreases in investors’ returns. All statements
other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements do not guarantee future performances. The
financial projections included in this document do not represent forecasts or budgets but are purely illustrative examples based on a series of current expectations
and assumptions which may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from
those expressed or implied by the forward-looking statements in this document as the projected or targeted returns are inherently subject to significant economic,
market and other uncertainties that may adversely affect performance. UBP also disclaims any obligation to update forward-looking statements, as a result of new
information, future events or otherwise. None of the contents of this document should be construed as advice or any form of recommendation to purchase or sell
any securities or funds. This document does not replace a prospectus or any other legal documents, which can be obtained free of charge from the registered
office of the fund they relate to, or from UBP. The opinions herein do not take into account individual investors’ circumstances, objectives, or needs. Each investor
must make his/her own independent decision regarding any securities or financial instruments mentioned herein and should independently determine the merits
or suitability of any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on each individual investor’s circumstances
and may be subject to change in the future. Investors are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal
documents and to seek professional financial, legal and tax advice. This document should not be deemed an offer nor a solicitation to buy, subscribe to, or sell
any currency, funds, products, or financial instruments, to make any investment, or to participate in any particular trading strategy in any jurisdiction where such
an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or solicitation. Telephone calls to the telephone
number stated in this document may be recorded. UBP will assume that by calling this number you consent to such recording. UBP is authorised and regulated
in Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential Regulation Authority. UBP is subject
to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Any subscriptions not based on the funds’ latest
prospectuses, KIIDs, annual or semi-annual reports or other relevant legal document shall not be acceptable. The latest prospectus, articles of association, KIID
and annual and semi-annual reports of the funds presented herein (the “Funds’ Legal Documents”) may be obtained free of charge from Union Bancaire Privée,
UBP SA, 96-98 rue du Rhône, P.O. Box 1320, 1211 Geneva 1 (“UBP”). The Funds’ Legal Documents may also be obtained free of charge from UBP Asset
Management (Europe) S.A., 287–289 route d’Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg, and from Union Bancaire Gestion Institutionnelle (France)
SAS, 116 avenue des Champs-Elysées, 75008 Paris, France. The Swiss representative and paying agent of the foreign funds mentioned herein is UBP. The
Funds’ Legal Documents may be obtained free of charge from UBP, as indicated above.
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