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AS CHINA AWAKENS, WHAT IS A CHEAP AND GOOD SOLUTION TO ACCESS A-SHARES?

As China opens up further to foreign equity investors, index investment Looks to be a smart way to allocate

to A-shares
A good time to buy A-shares?

From last November to this May, Chinese equity markets did
well, rising after a five-year period of flat performance and
gaining more than 60%. But in June, the offshore A-shares
market experienced a sharp correction, mainly due to
tightened margin financing regulations. Aiming to restore
investor confidence, China took a series of measures in early
July to stabilise the market and rebuild investor sentiment.
We expect the market worries to fade gradually, enabling
the A-shares market to resume the uptrend, albeit at a more
sustainable pace.

The eventual inclusion of A-shares in the MSCI global market
indices could add momentum when the uptrend resumes.
There is no precise timing for the addition of A-shares to
these benchmarks, which has become more likely as onshore
Chinese equity markets open up to foreign investors, but
inclusion appears to be a given now that MSCI in its latest
Market Classification Review announced that it expects to
incorporate A-shares in the indices after a number of issues
have been solved. With the China Securities Regulatory
Commission (CSRC) and MSCI forming a working group to
tackle those issues, we believe that A-shares inclusion is
now just a matter of time. With such a move becoming more
imminent, investors worldwide are likely to start working on
gaining adequate access to the domestic market. This could be
done through the Stock Connect initiatives, the QFIl (Qualified
Foreign Institutional Investors) and RQFII (Renminbi Qualified
Foreign Institutional Investors) schemes or through the
products and services offered by investment managers.

Since China represents 12.3% of global GDP, but has a weight
of only 1.8% in global mutual funds, we believe there is ample
scope for a reweighting as Chinese financial markets open up
further. Overall, such a reallocation by global investors could
last one to two years, encourage flows from international
investors into China and support A-shares.

Smart and cheap solution for beta exposure?

For investors seeking to invest in the Chinese equity market,
passive strategies can be a useful way to gain inexpensive
and stable beta exposure. Most passive strategies offered
in the international market (offshore China) are tracking
the various onshore indices. However, due to restrictions for

international investors on trading China onshore equities,
such ETFs (Exchange Traded Funds) often have a very large
premium/discount and large bid/offer spread.

For ETFs tracking the CSI 300 index — the first and most
frequently quoted onshore China equity index — the absolute
value of the offshore CSI 300 index ETF premium/discount is
three to 30 times that of the onshore ETFs. For physical ETFs,
the absolute value of the offshore CSI 300 index ETF premium/
discount is three to five times that of the onshore ETFs. On
average, an investor already loses 0.5% to 1.5% when buying
offshore ETFs. The loss due to the premium/discount effect
could be as high as 12%-13%.

If you tend to stick to the norm, you could lose more due to
the bandwagon effect. Affected by the supply and demand of
ETFs, the premium will most likely rise when you buy and a
discount is more likely when you sell since many investors are
doing exactly the same. This is especially true for the Chinese
equity market as the usual creation/redemption mechanism
that helps with ETF price adjustment is unavailable due to
local regulation constraints.

Index funds as a solution to access onshore shares

Index funds can easily solve the problems of ETFs. With an
index fund, there are no price uncertainties; it trades at the
net asset value, offering a fair price to the investor, avoiding
trading price losses. Index funds can offer a full replication
with a low tracking error. We estimate that a 0.5% tracking
error is achievable for this market, which is attractive for a
portfolio manager as ETFs can have a tracking error of 8.0%
to 25.0% due to the large premium/discount effect.

While offering investors flexible and liquid access to A-shares
at low fees, an index fund can be expected to help investors
capture the benefits of accelerated reforms in support
of quality growth, further monetary easing, the eventual
inclusion of A-shares in MSCI indices, as well as the low
correlation of the CSI 300 index with other global assets.




E"}E;}:é&l l';)’AAR%ERs | The asset manager for a changing world

Follow us: E @BNPPIP_com m_BNP Paribas Investment Partners YouhIi:} BNPPIP www.bnpparibas-ip.com

This material has been prepared by HFT Investment Management (HK) Limited and BNP Paribas Investment Partners Asia Limited*
and is issued by BNP Paribas Investment Partners Singapore Limited (“BNPP IPS")** and BNP Paribas Investment Partners Asia
Limited, members of BNP Paribas Investment Partners (BNPP IP)*** The content has not been reviewed by the Monetary Authority
of Singapore ("MAS") or the Hong Kong Securities and Futures Commission.

This material is produced for information purposes only and does not constitute:

an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or
commitment whatsoever; or
any investment advice.

Opinions included in this material constitute the judgment of HFT Investment Management (HK) Limited and BNP Paribas Investment
Partners Asia Limited or its relevant affiliate(s) at the time specified and may be subject to change without notice. BNP Paribas
Investment Partners Singapore Limited and BNP Paribas Investment Partners Asia Limited are not obliged to update or alter the
information or opinions contained within this material. Such opinions are not to be relied upon as authoritative or taken in substitution
for the exercise of judgment by any recipient and are not intended to provide the sole basis of evaluation of any strategy or instrument
discussed herein. The contents of this material are based upon sources of information believed to be reliable, but no warranty or
declaration, either explicit or implicit, is given as to their accuracy or completeness. Investors should consult their own legal and tax
advisors in respect of legal, accounting, domicile and tax advice prior to investing in the Financial Instrument(s) in order to make
an independent determination of the suitability and consequences of an investment therein, if permitted. Please note that different
types of investments, if contained within this material, involve varying degrees of risk and there can be no assurance that any specific
investment may either be suitable, appropriate or profitable for a client or prospective client's investment portfolio.

Investments involve risks. Investments in emerging markets involve above-average risk. Given the economic and market risks,
there can be no assurance that the Financial Instrument(s) will achieve its/their investment objectives. Returns may be affected
by, amongst other things, investment strategies or objectives of the Financial Instrument(s) and material market and economic
conditions, including interest rates, market terms and general market conditions. The different strategies applied to the Financial
Instrument(s) may have a significant effect on the results portrayed in this material. Past performance is not a guide to future
performance and the value of the investments in Financial Instrument(s) may go down as well as up. Investors may not get back the
amount they originally invested.

Any reference to past performance of any market or instrument should not be taken as an indication of future performance. Neither
BNP Paribas Investment Partners Singapore Limited, BNP Paribas Investment Partners Asia Limited nor any BNP Paribas Group
company accepts any liability whatsoever for any loss arising, whether direct or indirect, from the use of any part of such information.
A BNP Paribas Group company may, to the extent permitted by law, have acted upon or used the information contained herein, or
where relevant the research or analysis on which it was based, before its publication. This material is for the use of the intended
recipients only and may not be delivered or transmitted to any other person without the prior written consent of BNP Paribas
Investment Partners Singapore Limited and BNP Paribas Investment Partners Asia Limited. Furthermore, any translation, adaptation
or total or partial reproduction of this document, by any process whatsoever, in any country whatsoever, is prohibited unless BNP
Paribas Investment Partners Singapore Limited and BNP Paribas Investment Partners Asia Limited has given its prior written consent.

* BNP Paribas Investment Partners Asia Limited, 30/F Three Exchange Square, 8 Connaught Place, Central, Hong Kong.

** BNP Paribas Investment Partners Singapore Limited, 10 Collyer Quay, #15-01 Ocean Financial Centre, Singapore 049315.

*** “BNP Paribas Investment Partners” is the global brand name of the BNP Paribas group’s asset management services. The individual asset
management entities within BNP Paribas Investment Partners if specified herein, are specified for information only and do not necessarily
carry on business in your juri






