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Key takeaways

E  While mainland China's economy had already returned to the pre-
Covid growth path by the end of 2020, more recently there has been a
slowdown in the country’'s economic activity. In Q4, we believe that
more targeted monetary/credit support and effective fiscal
implementation can be expected

E Although China’s weight in global indices has increased with index
inclusion, China equities and bonds remain underrepresented in major
global indices

E Chinais already increasingly becoming a leader in innovation on the
global stage and is today the second largest spender in R&D — quickly
narrowing the gap between itself and the US

E China remains the largest manufacturer and buyer of electric vehicles
(EV) globally. Penetration rate of EVs in China has room for growth —
EV penetration rate is expected to reach 16.5% by 2025 from today's
6%

E Green policies remain one of mainland China's priorities, and various
initiatives to meet commitments in peak emissions and carbon
neutrality will result in an increase of green bond issuance

E China bonds continue to be an appealing asset class, offering a
potential yield premium and low correlation to other major markets.
Overall, we believe that defaults will rise moderately in the China credit
market, but that the authorities will avert systemic financial contagion
and avoid a sharp and unmanageable spike in defaults

E China A share equities remain underinvested and underrepresented in
global portfolios indicating a lot more potential for inflows into the
market. We believe that adding Chinese equities into global equity
portfolios could serve to improve diversification and potentially
increase returns over the long term

Note 1: Source: IHS Markit, June 2021.
Source: HSBC Asset Management, September 2021

Investment involves risks. Past performance is not indicative of future performance.
Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. HSBC
Asset Management accepts no liability for any failure to meet such forecasts, projections or targets. For
illustrative purposes only.
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China macro and policy update

Near-term growth outlook hinges on consumption resilience

China’s economic activity has Mainland China and Hong Kong exports, seasonally adjusted?
slowed amid policy tightening (USD billion)
in the first half of the year, 390

supply-side bottlenecks, Covid-
zero strategy and regulatory
risks. The country’s near-term
growth outlook hinges on the
resilience of consumption as 290
export strength eases. In Q4,
we believe that macro policy
adjustment should support
growth with more targeted
monetary/credit support and 190
effective fiscal implementation.
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More targeted policy measures and effective fiscal implementation
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Note 2: Source: CEIC, Bloomberg, HSBC Asset Management, August 2021.

Note 3: Source: WIND, CEIC, Bloomberg, HSBC Asset Management, August 2021.

Investment involves risks. Past performance is not indicative of future performance. Any forecast, projection or target where provided is

indicative only and is not guaranteed in any way. HSBC Asset Management accepts no liability for any failure to meet such forecasts, projections or targets. For

illustrative purposes only.

For Professional Investors only. Not for further distribution.
Non contractual document.
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China is still underrepresented

Increasing contribution, still low representation

China’'s contribution to world GDP  China GDP as % of world*

is about 19%, compared to only (%)
7% at the start of the century. 21
Meanwhile, the inclusion of

onshore Chinese equities and 18
bonds in major global indices has
been an important step towards
facilitating better representation of
China’s sizable asset markets in
these indices. Still, China’s capital
markets remain underrepresented.
In the equity space, China
accounts for 10% of global market

15

12

capitalisation but has only a 4% 6
representation in MSCl's global

equity index. Similarly, bonds 3
outstanding in China account for

approximately 17% of the total 0
size of the global bond market, yet
only make up 8% of the global

bond index.
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China’s weight in global indices has increased with index inclusion but
remains underrepresented

Bonds: Market size versus index representation® Equity: Market size versus index representation®
Bond size Index Market cap Index
% of world weight as % of world weight
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Note 4: Source: IMF, April 2021.
Note 5: Source: Bloomberg, August 2021
Note 6: Source: Bloomberg, MSCI, August 2021.
Investment involves risks. Past performance is not indicative of future performance. Any forecast, projection or target where provided is
indicative only and is not guaranteed in any way. HSBC Global Asset Management Limited accepts no liability for any failure to meet such forecasts, projections
or targets. For illustrative purposes only.
For Professional Investors only. Not for further distribution.
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Opportunities in China fixed income
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Note 7: Source: Wind, BofA Global Research, July 2021.
Note 8: Source: Bloomberg, as of 31 August 2021. Credit rating is presented as Moody's rating / S&P rating.

Investment involves risks. Past performance is not indicative of future performance. Any forecast, projection or target where provided is
indicative only and is not guaranteed in any way. HSBC Asset Management
For Professional Investors only. Not for further distribution.
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