China’s outlook as a key investment and issuance hub

China's opening of its capital markets has meant new opportunities for both foreign and Chinese investors and issuers. To capture
these opportunities, corporates and institutional investors have been looking for better ways to position themselves and approach
the market. At HSBC Qianhai, we are seeing a growing need for a refined China strategy, one that understands the current
conditions and utilises partners with close ties to the financial community. Although China has no shortage of potential, realising
this requires a thoughtful approach.

To this end, we conducted research to understand how global and Chinese institutional investors and issuers are currently viewing
China’s onshore and offshore markets, as well as their priorities in the period ahead.

China’s onshore market is increasingly attractive

In recent years, China’s capital markets have seen increased participation from foreign investors and issuers. Whether it is the
sectors they are prioritising or the channels they are using, China’s onshore market is dynamic and continues to attract the world’s
largest foreign corporates and institutional investors.

We are seeing this interest across a wide variety of activities. Regarding inflows, in 2020 foreign investors doubled their holdings
of Chinese stocks to USD520 billion' from a year earlier. 78% of our survey respondents? in 2021 indicated plans to increase their
allocations into China by an average of almost 25% over the coming year.

In terms of sectors, infrastructure is receiving the most investment across both
debt and equity investors, signalling where current and future opportunities lie
as well as aligning with the Chinese government'’s growing emphasis on this USD520bn
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Domestic investors and issuers are active at home as well as see rising potential overseas

The momentum around Chinese investments abroad is increasing, with the top 200 Chinese institutional investors estimated to
have collectively allocated USD1.1 trillion of their funds to overseas markets to date - a number that is forecast to reach almost
USD1.2 trillion in 2022.

Notably, over half of investors are planning to increase their overseas allocations by an average of 14.5% over the next 12 months.
This behaviour is motivated by several factors. The top reason is portfolio diversification, followed by the attractive valuation of
overseas assets and the range of available asset classes. As far as where Chinese investors are

allocating funds, logistics and transport, industrials and technology were among the top

sectors indicated by our respondents.

Chinese issuers® are also active, but more so domestically than overseas. For example, 81.6% 81 60/0

are either planning to raise capital at home in the coming year or have already done so within
the past 12 months. While this shows dynamism, Chinese corporates are nevertheless
looking for further support as they pursue issuance opportunities, including proactive
recommendations, improved marketing and more effective issuance pricing.

Meanwhile, Chinese issuers, similar to their global counterparts, identified geopolitical risks Chine_se issuers _raising
and low information transparency as the top challenges to raising capital in the mainland. capital domestically
-

ESG is a common priority

As ESG has grown in importance around the world, we wanted to explore the trends around foreign and Chinese investors and
issuers. In particular, the rise of net-zero commitments has highlighted the importance of sustainable finance and ESG investing,
which we found is a growing priority among our survey respondents.

For Chinese investors, the incorporation of ESG into their investment screening is set to increase significantly across all aspects.
Indicating this, in 2021 26.2%, 12.6% and 8.2% of these investors had incorporated ‘environmental’, ‘governance’, and ‘social’
policies into their investment screening respectively, while by 2026 these numbers are projected to increase to 68.9%, 66.7% and
52.5% respectively.

Also noteworthy is that equity investors are adopting ESG more quickly than Domestic investors
their fixed-income peers. As one example, although only 7.6% of equity
investors have ‘social’ policies currently in place, by 2026 this number is
expected to rise to 66.3% (compared to 38.5% for fixed-income). We see a I 26.2%
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Foreign investors are seeing ESG opportunities in China on the back of its continued efforts to open up its capital markets as well
as the availability of data to assess investments®. This view is most prevalent among European and UK investors, with 48.5%
targeting China for ESG-related investments.

For almost one in five foreign corporates, more ESG-related issuance guidance is one of their top priorities as they search for
opportunities to raise capital in China. In contrast, only 4.7% of Chinese issuers are looking for such guidance.

Global and on-the-ground expertise combined for better access to opportunities

China continues to be an ideal destination for international investment and issuance due to sustained growth and increasingly
accessible capital markets. Especially in the growing area of ESG, China presents significant investment opportunities that are only
set to increase in the future. Foreign and Chinese investors and issuers are wise to keep a pulse on these developments and how
they are evolving.

With on-the-ground expertise paired with a global network, HSBC Qianhai Securities is well-placed to facilitate access to growing
investment opportunities in China. To learn more about these investment opportunities, please contact your Relationship Manager,
or visit hsbcgh.com.cn.
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