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China inbound investments

$258bn

Passive inflows
into China to date
(from index inclusions)

China today?
Index inclusions

Who is . 88% of China investors will see their flows increase in 2021/2022

investing in
China today? Pending approvals

Learningup Accounts open

Invested (partial)

12.68% 1.05 7.37* 53.68* 13.68% 2.11* 9.4

Maximum exposure  No plans

Preparing to exit
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4%
Volume of China

securities held by
foreign investors

S
: Fungibility isting i r 1%
keeping people
from investing T
in China? US / China tensions- existing investors  41%

New Investors

Who is
using which
channels ?

Stock Connect  70%

QFIl / RQFII 30%

What would STAR Boards 34%

trigger more
99 Master SPSA  42%

flows?
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New investment opportunities 68.5%
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the journey so far

20 years of preparation & 4 years of action

3. Post-Index Inclusion

2019 2021
$120bn

Bloomberg

2002 2011 2014 2016 2017

- -6 - $22bn $140bn

$30bn JP Morgan FTSE Russel (WGBI)*
QFIl RQFIl Stock CIBM Bond FTSE Russel *

Connect Direct Connect (Equities)

$1bn

S&P

. Equities ‘ Fixed Income *Inclusion (likely to be) spread across more than one year
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what lies ahead

we've barely just begun

Already seen /

Still to come

Oy of total potential oy of total potential
34 /O index allocations 66 /O index allocations

USD $258bn USD $501bn

Index allocations past and future for China

MSCI
( Asia ex-Japan - Equities)

MSCI
(ACWI - Equities)

MSCI
(Emerging Markets - Equities)

S&P Dow Jones
(S&P Emerging BMI - Equities)

FTSE Russell
(FTSE Global Equity Index Series - Equities)

JP Morgan
(Global Bond Index - Emerging Markets - Fixed Income)

FSTE Russell
(World Government Bond Index - Fixed Income)

Bloomberg/ Barclays
(Global Aggregate Index - Fixed Income)

$ $50 $100 $150 $200 $250 $300
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the case for investing in China

we're entering the post-index inclusion era

Can | safely make Investment Returns

money in China? Since 2018, Chinese securities have played an increasingly unique role in global portfolios on the
basis of three core characteristics:

New high-return securities: For Fixed Income investors, China Government Bonds are “the

only bonds where | can get 3-4% yield with almost no risk of default”. For Equities investors, the
growth of small-and mid-cap technology stocks (such as the new STAR board) has generated
significant high-growth opportunities for global managers.

RMB Stability (and low hedging costs): China’s continuing balance-of-payments surplus and
stable RMB outlook puts it in a unique position of stability for the years ahead - in stark contrast
to other developed economies.

Negative Correlation: A-shares have been a safe-heaven for global capital during times of
volatility (as we saw in H1 2020) owing to China’s low correlation vs other markets

Can | sell my Customer demand

p roduct? Given the unique risk / return profile of Chinese investments (coupled with a growing familiarity
with China as a market), an increasing number of asset owners and High Net Worth investors
are demanding China capabilities from their global investment managers - especially in the US
and Europe.

Does it fit with Company strategy

our strategy? With Chinese securities now part of almost every EM index, the ability to stock pick in
China is an increasingly core competency. Yet there is also a wider, corporate strategy
angle to China: with many Fund managers now aiming to distribute their own China funds
to China’s growing population of middle-class investors. As recent RQFII liberalisation
measures have demonstrated (enabling QFIl investors to delegate the management of
their investments to their in-house WFOE managers), the inbound and onshore strategies
are closely interlinked.

Do | need it to Index inclusion

avoid tracking Bringing over USD86bn in new AUM into the A-shares market since 2018 (primarily through
error? MSCI, FTSE Russell and Dow Jones’ Emerging Markets indices) - creating positive market
conditions for passive and active investors
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who is in?

active investors are still leading the way

Global Investors’ portfolio allocations to China

Proprietary mandate

Others

o

20

25

Europe

Americas

APAC

Investor Profile

Central Banks

Asset Owners

Tier 1 Fund managers

Tier 2 Fund managers

Hedge fund managers

Investment Banks

Wealth Managers

Investment style / activity

Buy and hold
Repo / IRS
Portfolio investing

FDI (PE/RE)

Portfolio investing (long-only)
Portfolio investing (long-only)

Portfolio investing (long-short)

FDI (PE/RE)

Treasury management

Proprietary investments (Prime &

Structured products)

Managed accounts and structured

products

Participation today

5]

20

Likely Participation
tomorrow
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who else is coming in?

98% of investors will see their China investments grow

Global investors' current status on China Global investors’ current status on China (by region)

100% 100%
90% 90%
80% 80%
70% 70%
60% 60%
50% 50%
40% 40%

30% 30%

20% 20%
9% — — — —

® 10%

10%

0% 0%
Learning up Account open Invested (partially) Maximum exposure Preparing to exit APAC Americas Europe

B Preparing to exit [ Pending approvals
B Maximum exposure B Learning up
M invested (partially) ¥ No plans to enter China

Account open (but not trading yet)
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what are we struggling with?

Clarity is still an issue — but so Is market complexity

Key Challenges in Investing in China

Understanding Chinese regulatory and legal landscape

Managing market risk and returns (including hedging)

Managing the operational framework (and risk)

The macro-economic climate (including political tensions)

Generating client interest / Investor education

Application process (Complexity and time taken)

o

Key Obstacles to Growing Investment flows

M cstablished New investors - macro obstacles Established investors - macro obstacles
. New

US/China political ternsions
(and threat of new restrictions)

RMB exchange rate

Market volatility

Managing multiple custodians
and different operating...

Lack of furgibility across channels

Application waiting time

Other

20% 10% 0% 10% 20% 30% 40% 50% 60%

Blockingissue [ Limited investment [l Inconvenient
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how are investors accessing A-shares?

Stock Connect is an increasingly robust mechanism

Global Investor flows into A-Shares

RMB bil
3000 80%
2500
60%
2000 £
1687 409
1500 40%
30%
1000
/\/\A/—/_/\ o
S 770 10%
0%
2015 2016 2017 2018 2019 2020

B QFIl + RQFII (RMB bil) I Stock Connect (RMB bil) Stock Connect NB%

How are global fund managers accessing A-shares?

Japan
Canada

UK
Australia
Ireland

US (40 Act)
Hong Kong
Luxenbourg
Other

RQFII / QFIl

Stock
Connect

0% 10%

Central Banks

© Speed and ease of
account opening /

* Globally
consistent model

© “Anonymity” of
passing through
Hong Kong

20% 30%

Bl RQFII/QFII

Pension Funds
/ Insurers

* Only mechanism
available
pre-2018

* Wider asset reach

* Connectivity to
China ecosystem

» Speed and ease of
account opening /

* Globally
consistent model

* Served by global
brokers and banks

40% 50%

W ST

Tier 1 Real
Money Funds

* High visibility to
China ecosystem

* Wider asset reach-
Evidence of ‘China
commitment

* Quota-free
trading (for ETFs)
vs Stock Connect

» Speed and ease of
account opening

* Globally
consistent model

* Served by global
brokers and banks

60%

OCK Connect

Tier 2 Real
Money Funds

* RQFII
programmes
around the world
helped those
entering pre-2018

» Speed and ease of
account opening

® Globally
consistent model

* Served by global
brokers and banks

70% 80%

Hedge Funds

(Unable to join until
2020)- Securities
lending and
financing

» Speed and ease of
account opening

* Globally
consistent model

* Served by global
brokers and banks

90% 100%

Banks

* Only mechanism
available pre-
2018

® Wider asset reach

* Connectivity to
China ecosystem

» Speed and ease of
account opening

* Globally
consistent model

* Served by global
brokers and banks
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where are the channels going?

all channels continue to thrive

Current and planned access channel usage

Total number of investors Total Assets under Management

QFil % 15%

RQFII

a

Stock Connect (SPSA)

Stock Connect (TPC)

«== «==
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what would drive more flows?

a strongly positive outlook

Key Challenges and Triggers for Flows (Stock Connect)

To settlement cycle /time-zone challenges

Limited stock coverage (i.e. STAR board, etc.)

CNH liquidity/ Inabilityto fund in CNY

Concerns around beneficial ownership

Lack of securities lending/ borrowingand short selling
Daily trading quotas

Inabilityto hedge

Confusion around the Short Swing rule

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Blockingissue [ Limited investment [l Inconvenient

Key Challenges and Triggers for Flows (QFI)

Pre-funding requirements

Lack of clarity on taxation rules

Requirement to buy and sell securities
through the same broker

China (mainland) jurisdiction and custody

Limitations on funding repatriation

Lack of best execution

Other

0% 20% 40% 60% 80% 100%

Blocking issue . Limited investment . Inconvenient
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what would drive more flows?

operational simplification does trigger growth

Impact on expected trading volumes of recent market changes

STAR Board access through the Stock Connect

Introduction of Master SPSA model

B 0-20% increase

0 5 10

[ 20%-40% increase

15

20 25

40%-60% increase

30 35 40

B 40%-60% increase

45

Triggers of future investment flows

Index weightings increase

New CNH / CNY hedging instruments available
(via Hong Kong)

ROFII/CIFIl reforms

Availability of offshore settlement /
pledging of China assets as collateral

SEE opportunities L S —

New technical developments
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