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Figure 8: Relative change in wealth per adult, January-June 2020 (USD, December 2019=100), selected countries
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Figure 1: The 10 largest private wealth markets in 2018 and their growth rates
over 2008

United States | —— (0,707 27 %
China ss—— 03,563 130%
Japan = 10,131 18%
United Kingdom [ 9.125 4%
Germany SR 8,790 7%
India | 8,148 96%
Australia == 6,020 48%
Canada s 6,009 23%
France [ 5851 -7%
ltaly [, 3,849 -14% USD bn
0 10,000 20,000 30,000 40,000 50,000 60,000 70,000

B Wealth at the end of 2018 m Wealth at the end of 2008

Note: Private wealth here refers to wealth held by all individuals living in the country. It includes all their assets
(properties, cash, equities, business interests) minus their liabilities. Government funds are excluded. Source:
New World Wealth
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Background Paper | China’s Wealth Management Op-
portunity

Credit Suisse

Executive Summary

With China now entering a phase marked by increasing qualitative growth and
macroeconomic transformation, major policy goals such as industrial upgrading,
carbon neutrality, smart cities, dual circulation and the further implementation of
the Belt & Road initiative will require a correspondingly sophisticated financial
architecture. In a lower growth economy with a higher focus on risk control, state
and privately owned companies seeking investment in these and other areas will
need access to an extensive range of banking facilities and financial instruments

such as green bonds and loans to achieve carbon neutrality by 2060.
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Chinese entrepreneurs and investors are extremely nimble and increasingly de-
manding about the quality and sophistication of banking and investment products.
Both State Owned Enterprises (SOEs) and privately owned corporates require ex-
tensive access to China’s as well as the world’s capital markets in order to finance
the upgrading and expansion of their activities. Similarly, institutional as well as
private investors demand mature product suites and marketing expertise provided
by both domestic and overseas banks, including in the important area of investor
education. The latter aspect is an essential prerequisite to capture the opportunities
emanating from sustained growth and transformation and thus to effectively re-
spond to the needs of Chinese savers. While Chinese households are financially
savvy, many remain wary of the markets, seeing them as dominated by insiders.
At present, merely 1% of China’s household assets are invested in the stock mar-

kets compared with 15% in the United States.

With COVID-19 the world is going through a significant global shock and adapta-
tion. One of the potential outcomes appears to be an accelerated strengthening of
the Chinese economy versus its global peers. The ensuing operating conditions
would seem ideal to quicken financial sector reforms needed to improve the qual-

ity of the capital markets and thereby maximize the benefits to well-run compa-
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nies, institutional and private investors. In fact, significant work has been per-
formed over the past couple of years and it is already having a meaningful impact
on the Shanghai, Shenzhen and Hong Kong stock exchanges. Just in the last cou-
ple of years, the listing rules have been reformed while the Star Board has been
launched in Shanghai. During the same period, substantially widened participation

of foreign funds in the A-Share market has been achieved.

Building and broadening the base of wealth in China is crucial for long-term so-
cial stability. The dramatic economic boom of the past several decades has im-
proved the material standard of living for the vast majority of China’s population
but it has also widened the wealth gap. Although the country’s latest official Gini
index as a measure of wealth disparity stood at 0.468 in 2018, lower than the
0.486 in the U.S. released by the U.S. Department of Commerce, several aca-
demic studies conducted by domestic Chinese institutions indicate that disparities
in China might actually be wider than in the United States. For instance, the China
Labor-force Dynamics Survey conducted by the Sun Yat-sen University in 2016
and the China Household Finance Survey by the Southwestern University of Fi-
nance and Economics in 2017 concluded that the Gini coefficient in China was

around 0.595 and 0.584 respectively in those specific years.
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From the above perspective, it is important that savings and investment schemes
are increasingly being made available to citizens of modest means in order to en-
sure the desired social integration and stability. Advancing consumer sophistica-
tion forms a clear help in this regard. With approximately 245m Chinese retiring
this decade (those who were born in the 1960s), putting retirement savings to the
most effective use possible will be a high priority, in order to fund the living

and medical expenses of this important segment of the population. Bringing the
vast experience of global banks to this area can help to rapidly and safely scale up
the means to most effectively utilizing the large pools of retirement savings accu-

mulated for the benefit of families across the country.

Enjoying direct interaction with partners and clients in China since 1955 and an
onshore presence since 1985, Credit Suisse is strongly committed to play a mean-
ingful role as China seeks further reform. Heritage and ethos matter. Credit Suisse
is expanding its presence in China, working with the regulators and government to
build a presence that is innovative, reliable and, most important, useful to the na-
tion. Credit Suisse plays a constructive role in its own country, since its founding
in 1856, and believes in long-term partnerships to achieve mutual objectives.
When Alfred Escher as the Founder of Credit Suisse was born in 1819, Switzer-

land was a country afflicted by poor infrastructure, a very contained industrial
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base, limited services and correspondingly few job prospects. Some parts of the
country even experienced hunger and to some extent had to rely on emigration in
order to feed its population. It was a far cry from the internationally recognized
economic hub it is today. Alfred Escher was one of Switzerland's most visionary
leaders and entrepreneurs, whose commitment to innovation, education and sci-
ence and infrastructure development among others as the Founder of the Swiss
Federal Institute of Technology Zurich, one of the world's leading engineering

schools, put Switzerland on the path to prosperity for generations to come.

In the decades after its foundation, Credit Suisse provided the capital for the con-
struction of the Swiss transport network including an engineering masterpiece, the
Gotthard railway, with its famous tunnel as well as the country’s power and even-
tually her phone systems. After World War I, Credit Suisse continued financing
the electrification of the country and, in response to a coal shortage, helped fi-
nance the national railroad’s conversion to electricity in 1924. From its very be-
ginning, the bank played a key role in funding entrepreneurs. It also established
several insurance companies and created savings and investment schemes for mid-
dle class consumers. In short, the bank has used its financial expertise to support a
nation’s growth according to its needs at different stages of development. This is

why we are firmly convinced that the experience and expertise gained in the
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course of the Credit Suisse history can be put to productive use in other countries

and notably China in the ever so impressive pursuit of her long-term objectives.
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Key Points

China provides many of the necessary building blocks to encourage mar-
ket participants to invest and enhance capital market efficiency. However,
changing demographics, economic globalization and growing climate
challenges will accelerate the need for continuous reforms to set the course
for a sound and sustainable economy.

Changes in demographics have implications for consumer trends. China’s
ageing population will require funding solutions for both living expenses
as well as healthcare expenditures.

As China enters the next phase of growth, continuous reform will also be
fundamental to spur the economy to perpetuate its own demand without
the need for stimulus. Successful implementation of reform programs
across key financial segments will underpin convergence with the global

financial system. Government action to enhance capital market maturity
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will allow China’s retirement savings market to grow effectively. Allow-
ing foreign financial institutions to participate in the country’s investment
management activities could be one important step.

Our economic forecasts expect GDP growth to improve to 7.1% in 2021
from 2.3% in 2020 and consumption to be a major driver of economic
growth in the coming years, in line with government policy.

As wealth grows, both state-owned as well as private entrepreneurs be-
come increasingly discerning in their investment decisions while consum-
ers are spending their money on a wider range of products and services.
There is a virtuous cycle in China today whereby innovation and technol-
ogy are improving living standards, while superior living standards and
expectations are driving further innovation. This produces new ideas,
products and technologies that further GDP growth, which spurs per-capita
income.

Corporate as well as private wealth are key components of the economic
system. They form the basis of expanding investments by China’s state-
owned and private entrepreneurial constituencies, notably when used ei-
ther directly or as collateral for loans. On a retail basis wealth constitutes
a store of resources for future consumption and enhances opportunities for

the informal sector
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The next generation of both state-owned and private entrepreneurs will re-
quire access to a significantly expanded range of banking facilities and fi-
nancial instruments, including the ability to borrow and access debt and
equity capital markets onshore and offshore. An increasingly important
factor in decision-making in entrepreneurial and investment activities will
be personal values including environmental and social causes. Similarly,
High Net Worth Individuals will also want to gauge the effectiveness of
their investments. Institutional investors, who safeguard the pensions of
future generations, are also keen for investment opportunities that take en-
vironmental, social and governance (ESG) risks and opportunities into ac-
count and that show both company and investor impact as well as returns.
We thus expect greater demand for financial sophistication both in an in-
stitutional as well as private and retail context. In order to ensure the pro-
tection and productivity of their assets, markets participants will increas-
ingly seek a diversification of their holdings across asset classes, geo-
graphic regions, and currencies. The financial engineering prowess of for-
eign banks will play a key role in meeting these aspirations. Asset manag-
ers will equally enjoy active demand for mature product suites and market-

ing expertise.
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As China’s own corporate and investment banking and investment man-
agement activities develop, in lock step with a maturing capital market, lo-
cal institutions will start to embrace more client centric business models
marked by wider product ranges and to move towards fundamental analy-
sis and a disciplined investment approach as far as local fund managers are
concerned. In such an environment, foreign banks and wealth managers
can play a key role in co-developing appropriate financial tools demon-
strating their risk and investment management prowess.

We see standout opportunities in financial engineering, investment process
capabilities, technology and international perspectives. Partnership is an
essential step in building distribution capabilities and accessing the wider
ecosystem, particularly when combined with a shared vision of how to

build the business.
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Economic Growth Outlook: China

China’s economic expansion has had a huge cumulative impact. According to the
International Monetary Fund, China now has the world’s largest GDP measured

by PPP exchange rates. As China transitions to a more labour-divided, consumer
and service-oriented economy, her citizens are becoming an important part of the

economic health of companies and institutions the world over.

e Our economic forecasts expect GDP growth to improve to 7.1% in 2021
from 2.3% in 2020.

e Consumption should be a major driver of economic growth in the coming
years, in line with government policy.

e Realized growth will likely overshoot potential growth in 2021, but from a
policy perspective, we expect that the authorities would prefer to avoid an
aggressive overshoot in one particular year in exchange for a smoother and

more sustainable growth profile over the next five years.
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The Chinese economy is coming out of the pandemic slump earlier than other
economies, but the recovery has been uneven. Starting in Q320, production-side
indicators have been rebounding faster than expenditure-side indicators. There has
however been a noticeable unevenness on the expenditure side. The infrastructure
and real estate sectors have disproportionately benefited from the stimulus, while
in contrast private manufacturing, services, and parts of the household sector have
lagged due to fragmented credit allocation mechanisms. We anticipate the diver-
gence between production and expenditure-side indicators to fade going into
2021, a process that recent indicators suggest is already under way. We expect
that the convergence will rely more on the acceleration of the expenditure-side re-
covery, but it will also include a moderation to production momentum. For the un-
evenness within the expenditure side, we anticipate manufacturing fixed-asset in-
vestment (FAI) growth, which has been lagging other FAI components, to catch
up. In addition, we also expect the ongoing rebound in services consumption to
continue as disposable income growth recovers. With the recovery already under

way, a GDP growth overshoot in 2021 appears inevitable.

From a policy perspective, we expect that authorities will likely avoid a pro-cycli-
cal policy stance and, to the extent possible, rein in the overshoot in 2021. They

would most likely prefer to avoid an aggressive overshoot in one particular year in
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exchange for a smoother and more sustainable growth profile over the next five
years. We expect the normalisation of macro policies as a result, with a gradual
stimulus exit, deleveraging and risk management as major themes. China’s macro
easing in 2020, though relatively disciplined, has quickly driven up macro lever-

age, calling for fiscal and monetary policies to normalise.

We also anticipate a faster pace of opening up in the upcoming five years. Contin-
uing the opening-up policy is especially important to China now in light of her de-
sire to facilitate technological breakthrough and resist the forces that tend to de-
couple China from the global economy. Specifically, our interpretation of the re-
cent official rhetoric of “dual circulation” and “internal circulation” is that Chi-
nese authorities are reluctant to decouple proactively. Decoupling would be se-
verely detrimental to China’s own interests. Instead, they are hedging against de-
coupling and, to the extent possible, resisting it. Equally important, encouraging
more foreign participation is also an effective and timely way to improve capital-

labor ratios of relevant industries, which would enhance labor productivity.

China has achieved a rate of national and personal economic growth in less than

20 years unparalleled in history. By almost any measure of comparison, China has
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outperformed her emerging market counterparts and virtually every other country

in the world in producing new wealth for her citizens.
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Capital Market Reform

Capital market reform and opening as multi-year theme

e Despite some uncertainty in the capital market, China has continued to
push forward reform measures to deepen and broaden access to its capital
market

e The top leadership has listed “expediting development of capital market”
as one of the five major tasks for the financial system and the key to attract
foreign capital.

¢ In a special Financial Committee meeting held post the Fifth Plenum of

the 19th CPC Central Committee, great emphasis was placed on the need
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to strengthen the capital market, to fully implement stock issuance regis-
tration system, to establish delisting mechanism, and to increase the pro-
portion of direct financing.

e We believe a well-functioning delisting mechanism is in sight to further
enhance the overall quality of A-share listed companies and protect inves-
tors in the long run.

e For China’s retirement savings market to grow effectively, her capital
markets need to mature. Recognizing this, the Chinese government is tak-
ing several actions to enhance capital market maturity. Allowing foreign
firms to participate in the country’s investment management activities

could be one important step.

China’s equity market has grown rapidly in recent years; both its bond market and
equity market rank second in size in the world. China’s bond market reached
about US$18tn by the end of 2020, or 113% of GDP. Corporate bonds take up
24.6% of the overall bond market, followed by financial bonds, local government

bonds and treasuries at 23.7%, 22.3% and 18.1%, respectively.
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We observe several characteris-

. . Breakdown of China’s bond market
tics of China’s bond market:

(4) Treasuries take up a rela-
Treasury

. 18%
tively smaller market

Corporate
share at 18.1%, only half bond Local

25% government
bond
22%

of the US at 37.1%
Financial
bond

(5) Local government bonds o

are playing an increas-
ingly important role,
with their balance exceeding treasuries and taking 22.3% of the total,
much higher than the US at 8.6%.
(6) China’s bond market generally has relatively lower liquidity, as its market
participants are less diversified, with commercial banks
Source: Credit Suisse Research
holding 65% of the principal of all bonds.
China’s stock market has expanded to US$19tn by February 2021, becoming the
second largest in the world. China’s stock market capitalization represents 130%
of its GDP, still much lower than the 270% in the US. China’s stock market offers
great liquidity, with average daily turnover of US$130bn in 2020. Trading veloc-

ity for SSE and SZSE reached 1.7 and 3.5 respectively in 2020, much higher than

NASDAQ and NYSE at 0.7 and 0.4.
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Stock exchange velocity comparison (2020)
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We observe generally higher valuations in China A shares, compared with HK
stock market. The persistent valuation difference could be attributed to several

factors:

(4) Capital controls. After the introduction of QDII back in 2007, the
“Shanghai/Shenzhen-Hong Kong Connect” scheme offers exposure to
Hong Kong listed stocks but still in a largely closed loop. Most other capi-

tal controls remain in place. Thus, on an aggregate basis, China’s money
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supply largely remains isolated from international capital flows. This, in
turn, creates upside pressure for financial asset prices in a more or less
closed loop.

(5) Retail participation. Partially due to the aforementioned capital controls
still in place in China, investors in China have limited investment alterna-
tives relative to overseas investors. To be fair, the investment industry in
China, on the back of strong support from regulators, has done well to pro-
vide more products. We have witnessed increasing participation of institu-
tional investors like mutual funds and insurance companies; however,
China A-share markets remain retail-focused.

(6) Availability and use of sell short instruments. Another big difference is
that China A-share investors are less active in using derivatives, especially
short-sell instruments, than their counterparts in developed markets, alt-
hough such products are increasingly available for Chinese onshore inves-

tors.

Timely and ambitious reforms on the supply side

All the stock exchanges in mainland China and Hong Kong have been working

with regulators closely to enhance the quality of listed companies and to
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strengthen market-based regulation while at the same time promoting companies
that can better represent the booming new economy. The scale and depth of the

reforms have never been greater.

Mainland China and Hong Kong bourses underwent listing regime overhauls to
attract new economy companies: The SSE launched STAR Board in 2019, helping
197 companies raise a total of Rmb284 bn by the end of November under the pilot
registration-based IPO system. The aggregate market capitalisation of STAR
stocks rose to 4% of the A-share total in December 2020 from ~1% in July 2019,
as more stocks listed and share prices appreciated. By December, the total market
cap of STAR stocks stood at Rmb3.5 tn. HKEx introduced three new chapters in
its listing rule to welcome Weighted Voting Right (WVR) companies, biotech
companies, and companies pursuing secondary listings. It has helped over 40
companies successfully raise a total of around HK$390 bn since the inception of
the new regime. [POs under HKEx’s new listing regime have accounted for about
40% of total IPOs in terms of gross proceeds in 2020. Following the STAR Board
success, the Shenzhen Stock Exchange (SZSE) has also piloted the new IPO
system on its ten-year-old ChiNext Board in August 2020, and opened the door to
less tech-savvy

companies.
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The streamlining of the listing process leads to rising activities in both the primary
and secondary market. Since the registration-based IPO system launched in Au-
gust 2020, ChiNext has helped over 80 issuers raise a total of Rmb70 bn, a signifi-
cant increase from the same period last year. In tandem with the accelerated pri-
mary market activities, the ChiNext Board’s average daily turnover has risen to
Rmb210 bn since the launch of the registration-based IPO system, accounting for

23% of the A-share market wide turnover (vs 21% in 2019).

SSE, SZSE, and HKEX, the three stock exchanges in mainland China and Hong
Kong, have reached a consensus on including STAR Board stocks in Stock Con-
nects, as announced on 27 November 2020. The continuous reform and opening
of STAR Board will change its role from serving State-Owned Enterprises (SOEs)
initially to the entire economy and thus provide for a more efficient allocation of

capital.

Establishing flexible delisting mechanism

Apart from the registration system for IPOs, the regulators have emphasised the

need to establish a delisting mechanism on various occasions to make the market
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investable. In fact, we have observed a sharp rise in the number of delisted com-
panies in 2020 partly due to more efficient implementation of delisting rules.

20 companies have gone through the delisting process and officially exited in
2020, a remarkably higher number than the average number of 7.25 annual delist-

ings during the last 20 years.

Both the SSE and SZSE announced revisions to the delisting requirements, solicit-
ing public opinion on 14 December 2020. We observe key changes in the terms of

delisting indicators and the delisting process.

First, tougher delisting rules are imposed:

(3) For trading indicators, the new version further clarifies the delisting
rule for staying under face value as “trading under 1 yuan for 20 con-
secutive trading days”, and adds a new delisting indicator as “market
capitalisation trading below Rmb300 mn for 20 consecutive trading
days”.

(4) For financial indicators, it shifts from the previous single earnings indi-
cators “suffering from losses” or “revenue below Rmb10 mn to a com-

bined one as “experiencing negative earnings excluding extraordinary
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profit and loss along with revenue below Rmb10 mn”, preventing earn-
ings management through one-off items. It also introduces qualitative
delisting requirements for financial fraud, including inflating net profit
by more than 100% of the reported annual net profit for three consecu-
tive years. Any stock classified under risk alert will automatically del-
ist if the company triggers any one of the delisting financial indicators

in its next annual report, as stated in draft documents.

Second, the new scheme simplifies the delisting process through:

(4) removing the suspension and resumption of delisting;

(5) slashing the trading period after a stock’s final delisting declaration
triggered by financial indicators to 15 trading days from the previous
30, while eliminating the one for delisting resulting from trading indi-
cators; and

(6) reducing the grace period for delistings due to unqualified financial in-
dicators to one year after being classified under risk alerts. Stocks with

delisting risk alerts will be trading in the so-called Risk Alert Board.

From the abovementioned revisions, we can gather that the regulator is adapting

the currently rigid delisting requirement to a more flexible regime.
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The Central Comprehensively Deepening Reforms Commission approved a plan
to further develop and improve the delisting mechanism in a central leading team
meeting on 2 November 2020, bringing the reform of the Golden Ox delisting
mechanism to a higher level. We believe a well-functioning delisting mechanism
is in sight to further enhance the overall quality of A-share listed companies and

protect investors in the long run.

More supportive measures on the demand side

China regulators, including CSRC and CBIRC, are promoting a series of further
reforms and supportive measures to introduce more long-term capital in the stock
market. Equity investment from long-term funds into the China A-share market
has more than doubled in the past five years, implying 18.7% CAGR since 2015.
With mutual funds and insurance funds remaining major participants in the mar-
ket, foreign funds have played a much greater role, from merely 3% of the three

combined in 2015 expanding to 25% in 2020 on the much bigger market size.
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It is reasonable to expect Chinese households will invest an increasing portion of
their wealth in equities either directly by themselves or through investment insti-
tutions like mutual funds. This trend will accelerate with advancing financial edu-
cation and further facilitate the activities of institutional investors while providing
for further long-term capital injections into the country’s equity markets. The Ur-
ban Household Finance Survey by PBoC revealed that nearly 60% of the surveyed
household assets are currently invested into real estate, but only around one-fifth
concern financial assets, compared to 43% of total household assets invested in fi-
nancial assets in the US. The gap in terms of stock investment is even larger, ac-
counting for 1% of total assets in China compared with 15% in the US. We expect
long-term fund flow to the equity market to continue, with further favourable poli-

cies to come.

Percentage of financial asset /stock investment within total household assets
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Source: Credit Suisse Research

Mutual funds

Institutional investors in China are still in an early growth stage with significant
room to grow. The total AuM of open-ended equity mutual funds has grown from
a meagre Rmb3 bn in 2001 to Rmb1.8 tn in 2020, accounting for 6% of the China
A-share free float market capitalisation, while open-ended balanced funds have
reached Rmb3.8 tn, or about 12% of the A-share free float market capitalisation.
We have also witnessed increasing participation of other institutional investors

like insurance companies and pension funds recently. China’s A-share market still
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remains retail-focused. This suggests more upside for development in mutual

funds in China.

Insurance funds

Insurance AuM has been growing at 15% CAGR (2014-19) and we expect the
solid expansion to continue in the coming years, underpinned by momentum of
renewal premium and enhanced investment capability of insurers. Equity and fund
investment currently accounts for 13% of the total investments held by insurers.
Amid lower yield challenges, we expect insurers to strengthen their equity invest-

ment to enhance overall comprehensive investment return.

Pension funds

China aims to enhance its pension fund system by expanding funding sources and

improving investment returns, leading to potentially substantial new funds to be

allocated to the capital market.

China has taken steps to develop a pension system consisting of three pillars.

Basic endowment insurance, playing the most crucial part, is managed by local
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governments and functions as a cash pool for receipt and payment. The National
Social Security Fund was founded in August 2000 as a supplement to basic en-
dowment insurance, with funds built up mainly from the central budget, capital
transfers from SOEs and investment gains. Enterprise annuity, as the second pil-
lar, is run by corporates for their own staff. The third pillar, individual, savings-
funded pension insurance, functions as a voluntary supplement contributed by em-

ployees.

The pension liability is not equally financed by the three pillars. As of the end of
2019, the size of the first pillar, including basic endowment insurance and SSF as
a supplement, stood at about Rmb9tn, while the second pillar was Rmb1.8 tn; the
aggregate pension assets of the first and second pillars were 83% and 17%, re-

spectively. The third pillar contribution remains minimal, if excluding individual

saving.

Basic endowment insurance, as the major contributor to the pension fund system
(60% of total pension fund balance), has been in the spotlight. As disclosed by the
National Council for Social Security Fund (SSF), the total assets of basic endow-
ment insurance fund under SSF’s management rose to Rmb1.08 tn by the end of

2019, growing by over 50% YoY. A rising number of provinces have entrusted
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part of their basic endowment insurance funds for investment. According to the
Ministry of Human Resources and Social Security, 24 provinces have initiated en-
trusted investments with SSF amounting to Rmb1.1 tn on contract with Rmb908
bn having been contributed by 3Q20, a remarkable increase from July 2017, when
merely Rmb410 bn on contract with Rmb172 bn were entrusted by eight prov-
inces. In terms of investment yield, the basic endowment insurance funds gener-
ated a return of 9.03% in 2019, greatly improved from the previous years when it

barely kept up with inflation rates.

We believe that the commercial pension market in China is still largely underde-
veloped, with huge headroom to grow. In 2019, annuity pension premium income
amounted to Rmb54.3 bn, or ~2% of the total life insurance premium. The out-
standing liabilities by commercial pensions totalled Rmb528.5 bn as of 2019, rep-
resenting merely 3% of the insurance assets of the country. Government policies
remain highly supportive with regard to the development of the commercial pen-

sion market.

Another key issue concerning pension funds is the asset allocation and investment

return from assets under management. There is still room to further enhance the
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overall efficiency and returns of pension funds, with the Social Security Fund per-

forming better. This would help introduce more funds allocated to stock market.

Foreign funds

Foreign investor participation is another important driver for a larger and healthier
capital market. Easing restrictions on foreign ownership in China’s brokerage in-
dustry and further deregulation of China’s capital markets will lead to a bigger
and healthier stock market over time. The financial engineering prowess of for-
eign banks will play a key role in meeting these aspirations. Asset managers will
equally enjoy an active demand as far as mature product suites and marketing ex-
pertise are concerned. As a result, China onshore securities are rising in im-
portance in international benchmarks. Full inclusion will make China A-shares al-
most 21% of EM. The China market’s retail-driven characteristics leave huge

room for institutional investors, especially foreign ones, to grow.

The Stock Connect programme has connected investors on both sides very well.
Northbound trading value has expanded from less than 0.3% of total trading value
in the A-share market in 2015 to ~7% by December 2020. For southbound, ~3%

of the total trading value in the HK market was contributed by southbound trading
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in 2015, compared to ~15% by December 2020. The two-way connect has encour-
aged more active trading on both sides and will continue to grow when more
large-cap quality companies are included. An increasing number of US-listed Chi-
nese companies are ready to return to mainland China and Hong Kong markets,
which can further enhance the overall quality of listed companies with higher
weighting on new economy stocks. We expect the further deepening of the mutual
access between the

A-share market and Hong Kong market will lift turnover and valuation of the eli-

gible securities from both sides.

Foreign shareholding of A-shares through Stock Connect, QFII/RQFII and foreign
private equity has also stepped up sequentially to about an all-time high of 7% of
the total free float market capitalisation in December 2020, from only less than
1% in 2015. The current scale of foreign holding has been similar to the AuM of
equity mutual funds in China and will continue to rise when international index
providers like MSCI and FTSE further increase China weighting and more com-

panies are listed on China’s A-share market.

With the launch and continuous development of Stock Connect Scheme since

2014, foreign funds have continued to expand their investment in China’s stock
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market. Foreign holdings of A-share market capitalization reached Rmb2.34tn by
2020, up 13-fold from 2014 and taking about 7% of total A-share free float mar-
ket capitalization. We expect China’s foreign participation to further step up to get
close to the level in other mature markets, e.g. the UK, Japan and the US at over
55%, 30% and 15% respectively. Notably from a risk management and diversifi-
cation perspective China's entrepreneurs and investors are similarly interested in
accessing a wider range of investment classes on both an onshore as well as off-
shore basis. In this regard, the Stock Connect as well as Wealth Management
Connect programs serve an important function in a further widened capital market

access for the participating investors.
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Greater Household Wealth

e We believe that the Chinese economy will continue to grow and that as a
result of more disposable income, Chinese consumers will be spending
their money on a wider range of products and services. A more diversified
Chinese economy will bring about more resilient and sustainable struc-
tures.

e Corporate as well as private wealth constitute key components of the eco-
nomic system. It forms an essential resource for future consumption, par-
ticularly during retirement. It also enhances opportunities for the informal
sector and entrepreneurial activities when used either directly or as collat-
eral for loans. Most of all, wealth is valued for its capacity to reduce vul-
nerability to shocks within both corporate and individual realms as a result
of paradigm changes, cyclical shifts, and temporary set-backs such as nat-

ural disasters or indeed a pandemic. Wealth generation and preservation
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are thus of pivotal importance even in countries that command generous
state pensions, adequate social safety nets, and advanced public health

carc.

The world's most populous country, China has over 1.3 billion inhabitants, and
more millionaires and billionaires than any country other than the USA. Convinc-
ing demographics do not necessarily lead to higher consumption, but higher in-

come and wealth creation do.

The main driver of investment as well as consumption is income. Over the last 35
years, China has made impressive progress — total household wealth in China rose
by a multiple of 21, from USD 3.7 trillion to USD 78.08 trillion at current ex-
change rates. The global financial crisis caused a small setback, but wealth growth
soon returned. Although the country was the first hit by COVID-19, it took effec-
tive measures against the virus and recovered well in health terms. Although neg-
ative economic impacts could not be avoided, we estimate that wealth per adult
grew 4.1% in the first half of 2020. Continued relatively strong growth can be ex-

pected through the rest of 2020 and in 2021.
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Source: Credit Suisse Global Wealth Report 2020

Though the global economy is afflicted by COVID-19, China’s total household
wealth appears to have grown steadily along with the country’s economic recov-
ery. According to the Credit Suisse Global Wealth Report 2020, wealth per adult
in China in March 2020 showed a minor loss at the start of 2020. It then re-
bounded quickly from April onward, leading other major economies. The growth
outlook for household wealth in 2021 appears to be strong: the report predicts that
wealth per adult in China is set to grow at 9% in 2021, continuing the momentum

that emerged in the latter part of 2020.
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Wealth plays an essential role in corporate and household financial resilience and
serves as a foundation for broader economic development, especially during times
of crisis. We at Credit Suisse remain committed to delivering our financial exper-

tise and experience to all of our clients and stakeholders.

Thanks to the steady growth of the macro economy, China’s household wealth has
expanded steadily. According to New World Wealth, a research institute focusing
on the global wealth sector, at the end of 2018, the private wealth market in China
had a scale of USD23.56tn (Rmb165tn), up 130% from a decade earlier. Private
wealth here means wealth held by all individuals living in the country. It includes
all their assets (properties, cash, equities, business interests) minus their liabilities.
As aresult, at the end of 2018, China was the second largest private wealth mar-
ket after the United States and the fastest growing country in 2008-18 in this re-

spect, according to New World Wealth.

The 10 largest private wealth markets in 2018and their growth rates over

2008
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Note to chart: Private wealth refers to wealth held by all individuals living in the
country. It includes all their assets (properties, cash, equities, business interests)
minus their liabilities. Government funds are excluded.

Source: New World Wealth

As overall entrepreneurial and household wealth expands, and assuming the cur-
rent wealth redistribution mechanism in Chinese society stays unchanged, we be-
lieve that the total disposable wealth of the entrepreneurial strata as well as the

High Net Worth Individuals (HNWIs) will continue to grow at a steady pace.
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China is producing some of the world’s most sophisticated entrepreneurs and in-
dustry executives who will play a pivotal role in further macroeconomic transfor-

mation.

Regarding the improvement of household welfare, disposable income per capita
growth is the more relevant measure than overall GDP growth. Indeed, in the cur-
rent and soon-to-be-expired five-year plan, growth of disposable income per cap-
ita is an explicit policy target. We anticipate that such focus and target will be re-
tained in the upcoming five-year plan as well. The most effective way to maintain
per capita disposable income growth is to enhance labor productivity, and rely on
market forces to guide wage growth to reflect productivity growth, which would

translate into disposable income growth.

With more spending power comes more demand for corporate transformation and
quantitative growth. On an individual level, products and services that create a
happier, healthier and more productive life will be sought. There is a virtuous cy-
cle in China today whereby innovation and technology are improving living
standards, while improving living standards and expectations are driving further
innovation. This produces new ideas, products and technologies that further GDP

growth, which spurs per-capita income.

Page 71 of 72



¥ E A EBERE S LR
P E T F AL

Asset growth in China has the potential to be even more dynamic, given strong
government support, continuing economic growth, and the country’s large popula-

tion.
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