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Extracting reasonable, sustainable levels of income in a low yield environment

Economic growth challenges in a low-rate setting are a natural source of worry for income seeking investors who also want to keep risk levels
low. The demand for income generating products in Asia Pacific is emanating both from its senior citizens and workers looking for additional
income. The urgency has stepped up in a rapidly aging society — the share of Asia-Pacific’s population aged 80 years and over, is expected to
treble by mid-century, according to figures from the Organisation for Economic Cooperation and Development (OECD).

While preservation of principal is key to the retirement income solution of such income seekers, there is also common wisdom around what is
considered a reasonable income level in retirement planning. A research study popularized the 4% handle as a good starting point for retirement
income withdrawal. (Source: Cooley, Philip L.; Hubbard, Carl M.; Walz, Daniel T. “Retirement Savings: Choosing a Withdrawal Rate That Is
Sustainable.” AAlJ Journal, February 1998.)

Income generation, comprising of natural yield and capital growth, has become challenging ever since the global financial crisis crushed safe-haven
yields. Natural yield is no longer able to deliver a 4-5% annual payout that prevailed before the global financial crisis with US Treasuries currently
yielding a third lower than the past decade’s average. And the coronavirus pandemic has impacted central bank policies, with interest rates
expectedto remain low for an extended period.

The Rise of Fixed Maturity Products and Multi-Asset
Income Products

Whatis a ReasonableIlncome Level Today?

As central banks across the world pursue “lower for longer” monetary

policies, traditional fixed income products are unable to deliver the
same level of interest income as in the past, even after putting on
additional duration. In equities the dividend yield landscape is varied,
but none of the sub-asset classes are able to deliver a yield level as
high as 5%. As a result, investors are currently forced to choose
between taking on additional risk by exposing themselves to greater
default probability or increased volatility in the pursuit of higher
returns.

Historical Yield versus Volatility

Latest Yield: 10-Year
Asset Cl
SEREESs Volatility?(p.a.)
Emerging Market Bonds 4.8% 8.4%
Global High Yield Credit 4.7% 8.2%
g:cl)jliataille?lgh Dividend 3.6% 12.8%
GlobalInfrastructure 3.4% 14.2%
Global REITs 3.2% 15.7%
Global Value Equities 2.7% 14.4%
European Equities 2.5% 16.5%
JapaneseEquities 2.0% 16.7%
g:::iatl InvestmentGrade 1.6% 5.59%
1.4% 13.6%
Global Growth Equities 0.8% 14.3%
GlobalGovernmentBonds 0.8% 5.2%

Past performance is not a reliable indicator of future performance.

1Benchmark yield represented. Please see the table on the next page for each asset class’ representative
benchmark. As of 30June 2021.

2 Annualized volatility using monthly total returns data over the last 10-years ended 30 June 2021.
Sources: Bloomberg Barclays, J.P. Morgan Chase & Co., MSCI. See Additional Disclosures for more
information.

Source for Bloomberg Barclays index data: Bloomberg Index Services Limited.
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This conundrum has led to the emergence of Fixed Maturity Products
(FMPs) and multi-asset income products (MIPs) as yield-enhancing
productsdesigned forretail and high-net-worth investors.

FMPs, buy-and-hold basket of bonds whose maturity dates match those
of the products, aim to provide regular income as well as the return of
capital at the expiration date. Risk is lowered by investing into an
effectively diversified basket of bond holdings. Market data shows that
FMPs launched in recent years with global exposure have targeted
annualized yields of 4-5% while those heavily invested in higher yielding
Asian bonds and bearing a greater credit risk profile may deliver yields
of 5-6%.

V{4 [The] conundrum [of taking on
default risks or volatility for
higher returns] has led to the
emergence of Fixed Maturity
Products (FMPs) and multi-
asset income products (MIPs)
as yield-enhancing products...

It is to be borne in mind that many of these FMPs have an average
rating of BBB-, which is borderline investment grade. This implies there
is a risk default probability could rise sharply in the event of a
downgrade, as this would push the average rating to junk category. And
were these FMPs to target similar yield levels in the current market
environment, they would need to go furtherdown the rating spectrum.
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On the other hand, attractive payout supported by a total return  capital erosion while for a 4% annual payout that probability
approach has boosted the popularity of MIPs. The increased  would fall to 32.3%. A further decline in the erosion

significance of capital growth in a low yield environment has probability could be achieved by active management. Based
compelled fund managers to position their portfolios differently. As

yields continued to plunge to new depths, there was a growing
recognition that without capital growth, a reasonable and sustainable
payoutis hard to achieve.

However, extracting higher returns remains a challenge — our global Il We bell'eve a proper ba/ance
multi-asset income funds performance study shows that a 30-50%

on the study, we therefore believe 4% or slightly higher
annual payout level as a reasonable and sustainable target for
a multi-assetincome product*.

equity allocation during the 2013-2020 period could only support a between SUStainab/e payOUtS
return of less than 4% annually®. This meant a higher payout of 5-6% . .

annually could only be achieved by taking on greater risk either and CGpItG/ protectlon can be
through increased equity exposure, by going down the credit spectrum achieved by considering multi—
or via principal erosion. In their pursuit of higher income in the current

low rate environment, investors may be forgoing capital appreciation assetincome prOdUCtS WhICh

opportunities.

are expected to provide the
necessary diversification and
upside potential. V4

Is a HigherYield Always Better?

Chasing high vyielding products in a low rate environment comes with
its share of risks — investors could be missing out on capital
appreciation opportunities if they focus too much on income. This
could also involve shrinkage of principal which in turn hurts future
income opportunities.

In the current environment it would be judicious to set a
reasonable payout target and then establish a strategy
bearing in mind the risk-taking ability. An indiscriminate hunt
for yield could set off an income trap which fails to sustain

payouts in subsequent years. We believe a proper balance
We conducted a simulation study on a 40% equity, 60% fixed income  petween sustainable payouts and capital protection can be

portfolio and modelled the investment returns of the portfolio under  5chijeved by considering multi-asset income products which
10,000 scenarios. The results indicated that in order to achieve a 6%  are expected to provide the necessary diversification and
annual payout over 10 years, it would involve an 82.7% probability of  ypside potential.

Asset Class Benchmark Representations

J.P.Morgan EMBI Global Core Index

Bloomberg Barclays Global High Yield Total Return Index Value Unhedged USD

MSCI ACWI High Dividend Yield Index

S&P 500 Global Infrastructure Index

FTSE EPRA/NAREIT Developed Index Net TRIUSD

MSCI World Value Net Total Return USD Index

MSCI Europe Net Total Return USD Index

Tolyo Stock Pice Index

Bloomberg Barclays Global Aggregate Corporate Total Return Index Value Unhedged USD
T 55 S00TotalRetur Index

MSCI World Growth Net Total Return USD Index

Bloomberg Barclays Global Aggregate Treasuries Total Return Index Value Unhedged USD

A Source: Bloomberg Finance, L.P. Data analysis by T. Rowe Price. All analysis begins on 30 July 2013, the longest track record available for the selected funds.

* Hypothetical Results: The information is shown for illustrative, informational purposes only. This does not constitute investment advice or recommendations. The results
shown above are hypothetical, do not reflect actual investment results, and are not a guarantee of future results. Hypothetical results were developed with the benefit of
hindsight and have inherent limitations. Hypothetical results do not reflect actual trading or the effect of material economic and market factors on the decision-making process. These
results are derived from a Monte Carlo simulation tool based on T. Rowe Price’s latest capital markets assumptions. Results do not include management fees, advisory fees,
trading costs, and other related fees. Results have been adjusted to reflect the reinvestment of dividend, rebalancing frequency, and capital gains. Actual returs may differ
significantly from the results shown above. Further details of the methodology, modeling assumptions and material limitations are available upon request.

Importantinformation

This material is being furnished for general informational 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. Investment involves risks.
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 noted on the material 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.

© 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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Additional Disclosures

OECD/2020, Health at a Glance: Asia/Pacific2020 — Measuring Progress
Towards Universal Health Coverage, https://www.oecd-ilibrary.org/sites/
ladlc42a-en/index.html?itemld=/content/component/ladlc42a-en.

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.

MSCI and its affiliates and third party sources and providers (collectively,
“MSCI”) makes no express or implied warranties or representations and shall
have no liability whatsoever with respect to any MSCI data contained herein.
The MSCI data may not be further redistributed or used as a basis for other
indices or any securities or financial products. This report is not approved,
reviewed, or produced by MSCI. Historical MSCI data and analysis should not be
taken as an indication or guarantee of any future performance analysis, forecast
or prediction. None of the MSCI data is intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of
investment decision and may not be relied on as such.

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service
mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”).
BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively
with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s
licensors, including Barclays, own all proprietary rights in the Bloomberg
Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this
material, or guarantees the accuracy or completeness of any information
herein, or makes any warranty, express or implied, as to the results to be
obtained therefrom and, to the maximum extent allowed by law, neither shall
have any liability or responsibility for injury or damages arising in connection
therewith.

London Stock Exchange Group plc and its group undertakings (collectively, the
“LSE Group”). LSE Group 2021. FTSE Russell is a trading name of certain of
the LSE Group companies. FTSE Russell® is a trademark of the relevant LSE
Group companies and is/are used by any other LSE Group company under
license. All rights in the FTSE Russell indexes or data vest in the relevant LSE
Group company which owns the index or the data. Neither LSE Group nor its
licensors accept any liability for any errors or omissions in the indexes or data
and no party may rely on any indexes or data contained in this communication.
No further distribution of data from the LSE Group is permitted without the
relevant LSE Group company’s express written consent. The LSE Group does not
promote, sponsor or endorse the content of this communication. The LSE
Group is not responsible for the formatting or configuration of this material or
for any inaccuracyin T. Rowe Price Associates’ presentation thereof.

Copyright © 2021, S&P Global Market Intelligence (and its affiliates, as
applicable). Reproduction of any information, data or material, including
ratings (“Content”) in any form is prohibited except with the prior written

T.RowePrice i ¥

permission of the relevant party. Such party, its affiliates and suppliers
(“Content Providers”) do not guarantee the accuracy, adequacy,
completeness, timeliness or availability of any Content and are not
responsible for any errors or omissions (negligent or otherwise), regardless
of the cause, or for the results obtained from the use of such Content. In
no event shall Content Providers be liable for any damages, costs, expenses,
legal fees, or losses (including lost income or lost profit and opportunity
costs) in connection with any use of the Content. A reference to a particular
investment or security, a rating or any observation concerning an
investment that is part of the Content is not a recommendation to buy, sell
or hold such investment or security, does not address the suitability of an
investment or security and should not be relied on as investment advice.
Credit ratings are statements of opinions and are not statements of fact.

About HKRSA

The Hong Kong Retirement Schemes  Association
(HKRSA) was established in 1996 to promote the interests
and best practices of retirement schemes in Hong Kong
including provident and pooled retirement funds. The
HKRSA is a not-for-profit, non-political association,
which represents retirement schemes and their members,
providing a forum for discussion of issues of current and
topical interest.

About T. Rowe Price

Founded in 1937, Baltimore-based T. Rowe Price Group,
Inc. (troweprice.com) is a global investment
management organization with US$1.59 trillion in assets
under management? as of 31 May 2021. The organization
provides a broad array of mutual funds, subadvisor
services, and separate account management for
individual and institutional investors, retirement plans,
and financial intermediaries. The company also offers
sophisticated investment planning and guidance tools.
T. Rowe Price’s disciplined, risk-aware investment
approach focuses on diversification, style consistency,
and fundamental research.

1Firmwide AUM includes assets managed by T. Rowe Price Associates, Inc.
and its investment advisory affiliates.

Disclaimer

This document is intended to be for information purposes only and it is not intended as promotional material in any respect. It
does not constitute any solicitation and offering of investment products. The views and opinions contained herein are those of the
author(s), and do not represent views of the Hong Kong Retirement Schemes Association (the “HKRSA”). The material is not
intended to provide, and should not be relied on for, investment advice or recommendation. Information contained herein is
believed to be reliable, but the HKRSA makes no guarantee, representation or warranty and accepts no responsibility for the
accuracy and/or completeness of the information and/or opinions contained in this document, including any third party
information obtained from sources it believes to be reliable but which has not been independently verified. In no event will the
HKRSA be liable for any damages, losses or liabilities including without limitation, direct or indirect, special, incidental,
consequential damages, losses or liabilities, in connection with your use of this document or your reliance on or use or inability to use
the information contained in this document. This document has not been reviewed by the SFC. Any link to other third party websites
does not constitute an endorsement by the HKRSA of such websites or the information, product, advertising or other materials
available on those websites and the HKRSA accepts no responsibility for the accuracy or availability of any information provided by
linked websites.
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