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China Economic Overview

China economy in a resilient
mode in terms of GDP
growth...

...along with increasing
pressure on CPI

...along with rising
forex reserves

Source: National Bureau of Statistics of China,
State Administration of Foreign Exchange
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China Securities Markets

Market Cap (as of December 2017)

In USDbn
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Source: Shanghai/Shenzhen Stock Exchange, Japan Stock Exchange, Hong Kong Exchange and Clearing Limited, Taiwan Stock Exchange



China Bond Markets — Third Largest in the World
China bond market development (1997-2017)

Source: CCDC and SCH website, end 2017

Share of Different Bond Markets

Outstanding
Market Type (RMBbn) Percentage
Interbank 64551 8530%
‘Exchange 101,65 13.45%
: o TC .............................. 731 ................... o 97% .......
Other5151 ................... 020% .......

Source: HSBC, Bloomberg Source: CCDC, SCH and CSDC website, end December 2017
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Index Inclusion

Last June, MSCI announced a 0.73% China A-share inclusion by two phases in May and August of 2018. This will
include 222 Large Cap companies which are accessible through the two stock connect programmes.

The MSCI Emerging Market Index is currently being tracked by cUSD1.6trn of global assets, about 15% of which
are passive funds. (initial fund inflow c. USD 17.5bn).

Included China A-shares in its global benchmarks by launching two new transitional EM indices in May 2015.

Market estimated once 100% of A-shares are included over the next 5-10 years, foreign fund inflows to top cUSD500bn (cRMB3.5trn).

Bloomberg-Barclays
Fixed Income Indices

Citi Fixed Income
Indices

JP Morgan Fixed
Income Indices

Starting April 2019, to include Chinese RMB-denominated government and policy bank securities to the
Bloomberg Barclays Global Aggregate Index with a weight of 5.49% in 20 month phase.

Tracking AUM ~USD 2.5 trillion; potential flow seeking China bonds ~ USD 140 billion

Effective in Feb 2018, China onshore bonds are included to existing and newly created indices
Tracking AUM ~USD 2 trillion
Potential to include CIBM into the World Government Bond Index (WGBI)

China onshore bonds placed under review for inclusion in JPM’s fixed income indices

Possible inclusion in JPM Government Bond Index — Emerging Markets (GBI-EM) and other investment grade
bond indices such as Emerging Market Bond Index (EMBI)

Tracking AUM ~USD 200 billion

Market estimated USD250+ billion of offshore deployment to China onshore bonds catalysed by index inclusion

#Source: Market research reports, index providers, slide extracted from HKEX presentation in Q3 2017, latest Bloomberg announcement, HSBC Global Research Report



Bloomberg Barclays Index Inclusion - Timeline

*

A

23 Mar 2017

Index Inclusion 1st Increment 5%
Announcement

5.49% weighting Total inclusion is
on Bloomberg 5% by April

Barclays Global
Aggregate Index

Source: Bloomberg News and HSBC Global Research Report as of March 2018

Apr 2019’ May 2019

1st Increment 5%
2nd Increment 5%

Total inclusion is
10% by May

Nov 2020

1st Increment 5%
2nd Increment 5%
3rd Increment 5%

20t Increment 5%
Full inclusion, 100%

of the 5.49% weighting
completed


https://www.bloomberg.com/company/announcements/bloomberg-add-china-bloomberg-barclays-global-aggregate-indices/?from=singlemessage
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Bloomberg Barclays Index Inclusion - Fact Sheet

Announcement Effective Date § Indices Tracking AUM

Bloomberg Barclays Global ~$2.5Tn

% 23 March 2018 almim'a April Aggregate Index
3| £
Welghtlng Investment Scope m ‘ MGthOdOlOgy Potential
Inflow

5.49% M 386 lines, Chinese

Government Bond & 0 increment each month $140B
over 20 months period = n
@ Policy Bank Bond 2% ov Per 4

Required + Delivery versus payment (DVP) settlement

Enhancements
* Block trading

» Clarification on taxations

* Source: Bloomberg News and HSBC Global Research Report as of March 2018


https://www.bloomberg.com/company/announcements/bloomberg-add-china-bloomberg-barclays-global-aggregate-indices/?from=singlemessage

11

The International
Monetary Fund (IMF)
decided to include
the RMB into the
Special Drawing
Right (SDR) basket,
effective on 1 Oct,
2016.

@ Source: various Reuters Report

Inclusion of RMB into the Special Drawing Right (SDR) basket

The European
Central Bank (ECB)
completed an
investment
equivalent to €500m
of the ECB’s foreign
reserves in RMB in
H1 of 2017

World Bank issued
the first bond
denominated in SDR,
total 500m SDRs,
(roughly USD 700m)

Over 60
countries/regions
including Singapore,
ECB and Russia,
have included RMB
as reserve currency

Central banks in
Europe including ,
France, Belgium, and
Slovakia held RMB
reserves. Germany
and Spain are
considering to
include RMB as

reserve currency.
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Financial Market Liberalisation

&
54

Financial
companies

e Raise the cap on foreign ownership of °
securities investment companies, fund
management companies (FCMs) and
futures companies via direct or
indirect investment to 51%.

e Completely remove the cap in three
years after the implementation of
aforementioned measures.

@ Source: 9th UK-China Economic and Financial Dialogue Policy Outcome paper

s

Banks and AMs

Ease the 20% cap on a single foreign

investors’ stakes and 25% cap on

aggregated foreign ownerships of any

Chinese banks and asset
management companies.

Life insurance

Ease the cap on single or aggregated
foreign investors’ stakes in life
insurance companies to 51% in three
years.

Completely remove the cap in five
years.
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Multiple Direct Access Routes into China

Equity Market Bond Market
| |
Onshore
Access QF” QF”
RQFII RQFII
CIBM Direct
Offshore
Access
(via HK)
Stock Connect Bond Connect

QFII - Qualified Foreign Institutional Investor

RQFII - RMB Qualified Foreign Institutional Investor
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RQFII Markets Development

Allocated RQFII Quota in RMB (billion), as of 27 Dec 2017

Total RQFII Quota: RMB1,740 billion

Australia [JEEX00L7.994 50 No. of RQFIl markets: 18
Canada [ 41347 50

Chile 1| 50 50

France 24 56 80
Germany o} 69.457 80
Hong Kong 305.637 194.363 500
Hungary 50 50
Ireland 50 50
Korea F 44.613 120
Luxembourg : 34813 50
Malaysia 49.4 50
Qatar 30 30
Singapore 30645 100
Switzerland ! 43 50
Thailand 48.9 50
UAE 50 50
. 80

UK 38.994 41.006
USA I 233.4 250

0 50 100 150 200 250 300 350 400 450 500

m Allocated Unallocated
Source: PBOC, CSRC and SAFE website
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Building China Onshore Financial Investment Business

Outbound
....................................................... 1,......................................................................................................................................
|
1
Private Fund
WFOE
Onshore
Inbound

Stock Connect

(Northbound)
MRF Bond Connect
(Northbound) (Northbound)
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China - Capital Market Developments
Impact to International Asset Managers

Announcements and Market

Expectation*

Foreign Ownership:
The China State
Council announced the
decision to further ease
access to China
financial industries for
foreign investors.

Nov 2017

Bond Connect*:
Expect to see Bond
Connect
enhancements, such
as DVP solution, pre-
trade allocation, and
taxations.

H1 2018

MSCI EM:
China A-shares
inclusion into
MSCI EM
indices starting
in May with
0.73%
weighting, 222
lines of A-
Shares.

May 2018

Bond Index
Inclusion*:
Potential China
bond inclusion
into major bond
indices: JPM,
FTSE Citi,
Bloomberg
Barclays.

H2 2018

ETF Connect*:
More likely to
launch between
HK and China,
expanding from
the current
Stock Connect
program.

Q4 2018
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Disclaimer

This document is issued by HSBC Bank plc (‘HSBC”). HSBC is authorised by the Prudential Regulation Authority (“PRA”) and regulated by the Financial
Conduct Authority (“FCA”) and the Prudential Regulation Authority and is a member of the HSBC Group of companies (“HSBC Group”).

HSBC has based this document on information obtained from sources it believes to be reliable but which have not been independently verified. Any
charts and graphs included are from publicly available sources or proprietary data. Except in the case of fraudulent misrepresentation, no liability is
accepted whatsoever for any direct, indirect or consequential loss arising from the use of this document. HSBC is under no obligation to keep current the
information in this document. You are solely responsible for making your own independent appraisal of and investigations into the products, investments
and transactions referred to in this document and you should not rely on any information in this document as constituting investment advice. Neither
HSBC nor any of its affiliates are responsible for providing you with legal, tax or other specialist advice and you should make your own arrangements in
respect of this accordingly. The issuance of and details contained in this document, which is not for public circulation, does not constitute an offer or
solicitation for, or advice that you should enter into, the purchase or sale of any security, commaodity or other investment product or investment
agreement, or any other contract, agreement or structure whatsoever. This document is intended for the use of clients who are professional clients or
eligible counterparties under the rules of the FCA only and is not intended for retail clients. This document is intended to be distributed in its entirety.
Reproduction of this document, in whole or in part, or disclosure of any of its contents, without prior consent of HSBC or any associate, is prohibited.
Unless governing law permits otherwise, you must contact a HSBC Group member in your home jurisdiction if you wish to use HSBC Group services in
effecting a transaction in any investment mentioned in this document. Nothing herein excludes or restricts any duty or liability of HSBC to a customer
under the Financial Services and Markets Act 2000 or the rules of the FCA.

This presentation is not a “financial promotion” within the scope of the rules of the Financial Conduct Authority.
HSBC Bank plc
Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority
Registered in England No. 14259
Registered Office: 8 Canada Square, London, E14 5HQ, United Kingdom
Member HSBC Group
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