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Introduction

Offshore Renminbi business is going through the following developments:
= Convergence: Freer onshore access and cross-border flows; onshore rates to eventually dominate
= Expansion: The rise of new centers, development of CNH derivatives market

= Re-denomination: Commodity pricing, Chinese external debts to migrate to Renminbi

Offshore RMB market growth to face challenge near term:
= Start of free trade zones, smoother repatriation, acceleration of onshore market opening
= Offshore deposit accumulation likely remaining slow for next 6-12 months

= Impact is re-pricing, not replacement — faster interest rate convergence

Medium-to long-term growth remains intact:
= Sustainable China economic growth, capital account liberalisation, broadening usage of Renminbi globally
= Dim Sum bond market likely to reach CNY 700bn by end 2014, likely exceeding Samurai and Philippines bond markets

= Could reach CNY 3trn by 2020, larger than today’s sizes of Philippines, Indonesia, HK, Singapore, Thailand, and
Malaysia bond markets

Standard Source: Standard Chartered Research
Chartered Q

2



Offshore Renminbi markets: A snapshot

Offshore RMB market grew by 25% YTD Dim Sum bonds + CDs reached CNY 515bn (CNY bn)
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Survey: Lack of liquidity remains the biggest investment impediment

Only 27 investors currently are invested in Dim

Sum bonds among 116 in the survey
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Existing investors: reasons why they do not increase

Lack of secondary market liquidity
Insufficientinvestment grade issues
Absolute return/Spreads
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None investors: reasons why they do not increase
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Offshore liquidity pool likely stagnate or even shrink in near future

HK RMB deposit shrunk 0.5% since May (CNY bn) Capital account flows are major source of outflows
Main source of decline came from demand deposits (-9%) Capital account outflow totaled CNY 179bn Jan-July
while term deposits registered mild growth (2%) 2013, vs CNY 224bn in FY2012
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Convergence: fast opening up of onshore markets

Onshore market more accessible than ever (USD mn) Much freer cross-border allowable flows
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* More flexible cross-border inter-bank transmissions
* Cross-border sweeping
* RMB FDI

Under the PBoC programme

* Byend-2012, 100 foreign institutions had obtained
permission to invest in China’s domestic interbank
market, with total quota of RMB 475bn. Investors include:

* 18 foreign central banks
* 2 sovereign wealth funds (SWFs)

* 2 clearing banks, 48 settlement banks, etc.

Under QFII / R-QFII
* QFIIl: USD 46.4bn approved by August 2013
* R-QFIl: CNY 127.8bn approved by August 2013

The total approved onshore quota has far exceeded total
outstanding offshore RMB securities

Source: Standard Chartered Research 6



Convergence: FX nearly done, rates the next, credits take longer

Onshore/offshore funding costs converge On-/offshore CGB yields to converge further
1Y CNH CD vs. 1Y benchmark deposit rate, 7D repo (%) 3Y offshore vs. onshore CGB yield (%)
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Expansion: each new offshore centers has unique edges

RMB Deposits
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RMB 695bn?
BOC HK

Local residents can convert
up to CNY 20,000/day under
personal account, at CNY
exchange rate. No limit for
non-resident, but at CNH
exchange rate

CNY 400bn
*Overnight, settled T+0
*Tomorrow/next, settled T+1
*1-week, settled T+1

* No regulatory approval
needed locally

Settled via CMU, linkage to
Euroclear/clearstream

» Greater China RTC

* Pilot Schemes / New
Products

* Dim sum bond market

1As of July 2013

RMB 100bn?

ICBC Singapore branch

No conversion limit for both

residents and non-
residents, at CNH rate

CNY 300bn

*Trade related: 3M, rollover

possible, settled T+1
*Others: 1W or 1M, T+1

* No regulatory approval
needed locally

« Settled via CDP, linkage
to Euroclear/clearstream

» South East Asia RTC
 Commodities Hub
* Private Banking

2 Reported July 2013

RMB 77bn3
BOC Taipei branch

Local residence can
convert up to CNY
20,000/day under personal
account, at CNY exchange
rate

No (in discussions)

*Formosa bond issuance
requires regulatory
approval locally; mainland
Issuers not yet eligible

* Subject to 0-15% tax
depending nature of
Issuers and investors

* Domestic/Cross-Strait
RMB Usage

3 As of July 2013

RMB 5.1bn*

In Discussions

No conversion limit for
both residents and non-
residents, at CNH rate

CNY 200bn

* No restriction on bond
issuance / investments

* Global Treasury Center
* Global FX Trading
* Asset Management

4 As of Dec 2012



Expansion: developments of CNH derivatives enlarge issuer base

Swap based issuance in vogue: 35% of bonds YTD  Floaters could be boosted on the launch of CNH
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Re-denomination: FDI, bond issuance, loan growth

43% of China’s FDI already denominated in RMB

YTD FDI
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A reversal in bond issuance since 2012

mmm USD credits

i Dim Sum

80,000 -

60,000

40,000

20,000

Standard
Chartered

T T . T
z&uzoo3zoo4zooszoos 2007 200820092010 2011 20122013
KR

——Dim Sum as % of USD credits (RHS) by Chinese issuers

50%
40%
30%
20%
10%

0%

0%
40%
30%
20%
10%
0%

8,000 -

6,000 -

4,000 -

2,000 -

== HK banks' total loans and advances to customers
mm All non-bank China exposure by HK banks
——China exposure as % of total (RHS)

Jun-06 Jun-07 Jun-08 Jun-09 Jun-10 Jun-11 Jun-12

CNH loan growth lagged peers

I Loans (CNY bn)

mmm Deposits (CNY bn)

——Loan to deposit ratio (RHS, %)

800
700
600
500
400
300
200
100

0

End 2010

Sep-11 Mar-12 Dec-12 Apr-13
Source: Bloomberg, CEIC, Standard Chartered Research

Half of HK bank loans went to mainland entities
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Dim Sum bond market can exceed most Asia LCY markets by 2020

Dim Sum bond market could reach CNY 3trn by
2020, exceeding most Asia LCY markets today
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Central banks diversify away from G3 assets
% of reserves invested in USD and other currencies
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