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20 jurisdictions and euro area Exhibit 2-2
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Source: National flow of funds data.

Source: Financial Stability Board, Shadow Banking Monitoring Report 2012
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o INEIUE YR ~ 20-24% p. a.
o AR H - (3%) p.a.
o WEMA (NHEREFEAA]) 11% p. a.
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Bank WMPs
- Total assets: RMB 7.1tn
- Total credits: RMB 1.8tn
- Supervised by CBRC

1.shift deposit back and forth

2.securitize loans as a channel to banks

3.generate fee income for banks

Informal loans
- Total size: About RMB
4.5tn

1.work as bridge loans of
SMEs/property firms to
repay/rollover bank loans

Trust companies
- Total AUM: RMB 7tn
- Total credits: RMB 5.3tn

1. banks distribute trust
and make fee income

2. Securitize loans as a

Jcha nnel to banks

- Supervised by CBRC

B K ER 8 FRAT ML 55 5 RAT A EK, 2012

Entrusted loans

- Total

credits: RMB 5.7tn

- No regulation limit on

_ capital

- Firms lend to each other

1.not account for credit quota
2.work as bridge loans of corporates to
repay/rollover bank loans

OFFICIAL BANKING SYSTEM

Corp bonds

(incl. LGP bonds)
- Total size: RMB 7tn

1. about 52% bonds bought
by banks and their WMPs
2.A significant part
underwritten by banks

F

AR

1. securitize loans as a i
new channel to banks

Brokers’ asset mgmt.

- Total

credits: RMB 1tn

- Capital regulation similar
to trusts’

Lo
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Source: JP Morgan quoting CBRC statistics.



WM E K F = AR A BERE R TRIT (2011)

Unit; RMB trillion

Assets Liabilities and government net worth
Government deposits with central bank 2.3 |Central government debt 7.1
FX reserve assets 21 |Sovereign debt 2.9
Land and natural resource assets 52 Local governmen t debt from non-financing 6.11
platform enterprises
State-pwned assets of administrative units and 8.8 |Local government financing platform debt 11.42
agencies
Debt of state-owned non-financial
Net assets of state-owned non-financial enterprises (excluding local government debt 3718
enterprises (NFES) from financing platform) '
Debt of policy banks 6.5
, . Bank Non-performing assets 0.4
Net assets of state-own financial institutions 11.1 & : J .
Debts from clearing bank non-performing 49
assets '
Net assets of state-owned social security funds 0.8 |Implicit debt of pension and retirement funds 3.5
Total assets 166.3 Total liabilities 79.31
"~ |Government net worth 86.99

15
Source: Li Yang (2013), CASS Table 3-1, pg. 37
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US$ % % bank US$ % % bank US$ % % bank
Trn GDP assets  Tin  GDP assets Ty GDP assets

FSB 21 26 10 26 @ 71 117 61
“ e @@

JP Morgan g5 8
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Source: FSB, J.P. Morgan, FGI estimates, IMF
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http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-

banking-is-risky-but-how-risky/

Net International Investment Position (NIIP) China vs US

In USD trn. In % of GDP
Country Item 2007 2013 2007 2013
China  NIIP 1.2 2.0 34 @
Assets 2.4 5.9 69 64
Liabilities (1.2) (4.0) 35 43
US NIIP -1.3 5.4 -9 @
Assets 20.7 23.7 148 141

Liabilities  (22.0)  (29.1) 157 173

Data source: China State Administration of Foreign Exchange, US Department of Commerce, Bureau of {5
Economic Analysis, World Bank.


http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
http://blogs.ft.com/beyond-brics/2014/07/10/guest-post-chinas-shadow-banking-is-risky-but-how-risky/
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2007 | % of 2013 | % of USA 2012
GDP GDP

GDP (RMB trn) 266 | 1000% | 26.9 | 100.0% 100%

Non-financial corporate sector 190 | 733% | 512 @ 1@

deposits

NF Corporate loans 220 | 853% | 600 | 1054% | 76.3%

Net credt 37 | 120% | 88 |Co4% | 649%)

Deposits as % of loans 85.9% 89.3% 14 9%

Household deposits n.a. n.a. 6.7 | 82.1%

Source: PBOC Credit Survey (by sector), 2007 and 2013. US data from Fed Flows of Fund 2013
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Ultimate funding sources/risk takers will review the nature of innovations, and we believe banks will remain key drivers of TSF growth,
2012

Banks' on balance sheet business:

Credit related wealth management funds: Self capital of corporate and individuals;
barks besr mosl nsks and can increase new money supply banks bear corlingent nizks and accelerale money banks dont besr risks, accekerale money velocity, bu
wvelocty, but do not merzase new money supaly dont increase new money supply
bank loans cradit segets booked as mterkank agsets
CNYTCtm CHY14im CHY4tm CNY M
|
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' Y + Y Y v v ¥
Leasmg | Asset management | [ interbank | | Trarsier of eredi Assel management plans of Trust bnans Bank acceptance Micrn credit Pawn || Entrusted || Underground
Companies and finance: ey st assels on the SECUTlEs Companies dram pindiscounted) COmganies shops loans loans and
companiog, and paynient Financial Assat CHY2 0fr CHY5mm CHIE Hmi CHY0 Thn priate
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Large- and mid-sized corprorate LGFVs | Real estate companies | ‘ Small Enterprises ‘
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Source: CEIC, WIND, Morgan Stanley Research
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Entity Debt for which govt | Debt Other relevant
has repayment guaranteed by | debt (govt may
responsibility govt rescue)
LGFPs 40756 883.3 2,011.6
Govt departments and institutions 3,0913 968.4 0.0
Institutions with govt subsidies 1,776.2 103.2 515.7
Govt- owned/controlled 1,156.3 5754 14039
corporations
Independent institutions 346.3 378 218.5
Public institutions 124.0 83.1 0.0
Others 316.3 144 189.6
Total ¢ 10,3859 2565.6 13334

Source: NDRC: Briefing on Local Government Debt, based on Wational Audit Commission survey, June 2013,
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Source: Zhang et al. May 2014. HKIMR Working paper No.11/2014: “How strong are the linkages 24

between real estate and other sectors in China”.
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Drop in real estate

Incremental NPL

Incremental NPL

Total increase In

prices ratio of real estate | ratio of mortgages | NPL ratio
joans

<30 negligible Negligible 0.1-0.2

30-40 14-2.8 06-1.3 1.9-3.8

40-50 2.8-4.2 1.3-1.9 3.8-5.6

S0 5 2 G

Date source: Bank of Communications, Financial Research Center
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Non-Performing Loans (% of total loans)
Country 2005 2006/ 2007 2008/ 2009| 2010( 2011f 2012 2013
China 8.6 1.1 6.2 2.4 1.6 11 C1 1 1
Greece 618 537 4.7 7 9.1] 144 233 313
|celand 11 0.8 14.1 18.3] 116 6.4 5.1
Ireland 0.5 0.5 0.6 1.9 9.8 125 16.1| 24.6] 24.6
Italy 1 6.6 5.8 6.3 9.4 100 117} 137 151
Spain 0.8 0.7 0.9 2.8 4.1 4.7 6 1.5 8.2

. s
United States 0.7 0.8 14 3 5 4.4 @ 3.3 3.2

Source: World Bank
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Estimated Banks' NPL

Banks' current NPL Banks' current NPL (1.4%) +

NPLB(;fniif:]agdow (1.4%) + Sha_dow Provisiqn (2.1%) * Shadow
banking NPL's impact banking NPL's impact

Optimistic Scenario 15% 4% - 4.5% 6.1.% - 6.6%

Stable scenario 20% 5% - 5.5% 7.1% -7.6%

Pessimistic

scenario 30% 6.5% - 7.5% 8.6% - 9.6%

Source: CEIC, FGI estimation
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Net interest income as % of GDP

2012  Peak since 1970s Year of peak

China 5.0% 5.0% 2012
USA 2.1% 2.7% 2010
Japan 1.7% 2.2% 1989
Germany 3.2% 3.9% 1983

Source: CEIC, Morgan Stanley Research
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How does Yu’E Bao work?

l Money goes into

Money transferred
minimum investment: 1 yuan automatically :
Yu'E Bao orofit rate>6% Fund run by Tian
o Hong Asset
§ Management
1
Real-time redemption % Within two hours after redemption
“ =
fee free §J g fee free
3|3
Tl
A
3

-» Buying process

—» Redeeming process

Online shopping

Bank account

YU'E Bao, the biggest single public fund in China, is an example of how online wealth

management products work. But note that fund products vary in such methods

By He Yini / chinadaily.com.cn
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28 1% 21.3% 27 9% 21 6% 19 47 16.8%
a5 - — - —il— u
21.6

20
15
10

5

0

2011 202 2013 2014 2015 20162 20172

— E-Commerce Revenue (RMB trn) e Growth Rate (%)

FiE: FEElEEERETEITR. EEXRATEEEN.

E2014.1 iIFesearch nc. whwaw research_.com.cn
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E-commerce Sales Has Surpassed That of Department Storesin China
billion RMB

2000

1,850

B annual total revenue of online retailers

1500

M total sales revenue of department stores in China

1,303

1000

500

Source: i-Research
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Top-end luxury business
subsidised by state
(e.g. Gulf airlines)

State-owned banks
helped by state

. e P f-t Prl -OWnNSe ks
M|dd|e Segment under huge Oompeutlon Sq I: gelz e su bj;:tt?claymore adntd,ar:ore

(e.g. Cathay Pacific) regulatory costs

Low-end budget Low-end payments and
airlines take away ~ business cannibalised by
market share Financial Technology providers
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