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Highlights

CES HKMI, which tracks large Hong Kong-listed Mainland stocks, surged 3.3 per cent in the
month as Hong Kong and Mainland equities rallied and investors’ interest in
Mainland-concept finance stocks grew

Emerging markets outperformed developed markets in the month, with Indian stocks rising
3.9 per cent and Taiwan stocks 3.2 per cent

Mainland bonds, with an outstanding issue of RMB 63.7 trillion, are expected to be included
in the major international bond indices this year

HKEX’s Chief China Economist’s Office: tools for cross-border equity risk management are
lacking

Europe’s CEINEX listed its first A-share ETF futures, widening the range of offshore
derivatives on RMB assets

The open interest of Mainland A-share index futures traded in Singapore hit a record high of
RMB52 billion in notional value, reflecting increasing demand for A-share risk management

Performance of CESC Indices

CES HKMI, which tracks large Hong Kong-listed stocks, surged 3.3 per cent in the month as
Hong Kong and Mainland equities rallied and investors’ interest in Mainland-concept finance
stocks grew. (see table 1)

According to China Securities Journal, the first batch of Mainland pension funds worth RMB10

billion was expected to enter the stock market as soon as in February. The move was expected to
benefit Mainland insurance companies in the long run. Trading in Hong Kong stocks increased
sharply on the news, with daily turnovers breaking above $100 billion. Average daily turnover was
$80 billion in February, up more than 40 per cent from January.
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Macau’s gaming revenue increased 17.8 per cent year-on-year to about MOP23 billion as

casinos benefitted from an increase in the number of travellers to the enclave during the spring

holiday. It was the seventh straight month with a year-on-year increase and beat market expectations.
CES G10, however, fell 2.2 per cent during the month.

1. Other stock indices

The world’s major markets had strong
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US stocks rose 3.7 per cent in February. It was the fourth straight month of their rally. Bullish

sentiment spread across the market as investors expected President Trump to deliver on his election
promises, including a substantial increase of infrastructure spending, lower corporate taxes and less
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financial market regulation.

From Trump’s win in the presidential election to the end of February, the S&P 500 gained a
cumulative 9.2 per cent and VIX hovered below 15 at the end of that period. Those are signs of
possible irrational exuberance in the stock market. Fed Chair Janet Yellen said in mid-February that
it was unwise to wait too long to increase interest rates. Several other Fed officials stressed there
were sufficient grounds for a rate hike. Increasing expectations of more rate hikes are likely to cause
market volatility, particularly in emerging markets.

I11. Offshore A-share-related activities

Mainland bonds, with an outstanding issue of RMB 63.7 trillion, are expected to be included in
the major international bond indices this year

Mainland bonds ended 2016 with an outstanding issue of RMB63.7 trillion, trailing only US
and Japanese bonds and exceeding the prevailing market value of A shares. Since the RMB’s
inclusion in the IMF’s SDR currency basket, there has been increasing interest in Mainland bonds
among offshore financial institutions. Currently, 432 overseas institutions have invested a total of
nearly RMBB800 billion in Mainland bonds.

Deutsche Bank projected that RMB bonds will be included in the major international bond
indices in the second half of the year as the RMB’s internationalisation continues. Trillions of RMB
are expected to flow into RMB bonds in the coming five years. There are market fears, however, that
the Mainland capital market’s admission restrictions may impede the inclusion of RMB bonds in the
international bond indices.

Currently, three major international bond indices are considering the inclusion of RMB bonds.
They are Citigroup World Government Bond Index, JPMorgan Chase Government Bond
Index-Emerging Markets and Bloomberg Barclays Capital Aggregate Bond Index. As a transitional
solution, Bloomberg Barclays launched two new indices (‘Global Aggregate + China Index’ and
‘Emerging Market Local Currency Government + China Index’) on 1 March to facilitate
non-Mainland investors tracking of and investment in Mainland bonds.

HKEX’s Chief China Economist’s Office: tools for cross-border equity risk management are
lacking

According to HKEX’s Chief China Economist’s Office, the Stock Connect programme has led
to an increase in demand for cross-border equity risk management, but tools designed to manage
exposure through the mutual market access scheme are lacking globally.

Among A-share-related indices with derivatives (futures/options) traded in overseas exchanges,

only CES China 120 Index (CES 120) covers both A shares and Hong Kong stocks with Mainland
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concepts. Other indices cover either A shares (FTSE China A50 Index) or offshore listed
Mainland-concept stocks (FTSE China 50 Index and MSCI China Free Index) only. CES 120,
however, covers stocks listed in Hong Kong, Shanghai and Shenzhen, many of which are eligible for
trading under the Connect programme. It also has a high correlation with the A-share index.

Given these characteristics of CES 120, HKEX’s CES 120 futures is an effective tool to manage
risks arising from cross-border equity investment, as well as an instrument for exposure to A shares
and the shares in Stock Connect. Judging by the success of EURO STOXX 50 Index derivatives and
structured products in serving the Eurozone, CES 120 and its derivatives and structured products
should be able to bring the same benefits to the mutual market between Hong Kong and the
Mainland.

Europe’s CEINEX listed its first A-share ETF futures, widening the range of derivatives on
offshore RMB assets

On 20 February, China Europe International Exchange (CEINEX) announced the official debut
of futures contracts on the db x-trackers Harvest CSI300 Index ETF. Currently, CEINEX has 133
products available for trading, the majority of which are ETFs and RMB bonds.

It was not the first time an overseas exchange listed a futures contract on an A-share ETF. A
similar futures contract was launched by HKEX in 2013. At present, the A-share ETFs linked to
listed futures are CSOP FTSE China A50 ETF (2822), iShares FTSE A50 China Index ETF (2823)
and ChinaAMC CSI 300 Index ETF (3188). (see table 2)

Table 2:

February Volume & Open Interest of A-share ETFs Futures Traded in Hong Kong (Contracts)

ETF’s Futures’
ETF’s Name Volume  Open Interest
Stock Code Commencement Day
2822 CSOP FTSE China A50 ETF 10 June 2013 382 206
2823 iShares FTSE A50 China Index ETF 10 June 2013 397 160
3188 China AMC CSI 300 Index ETF 10 June 2013 9 35

Open interest of A-share index futures traded in Singapore hit a record high of RMB52 billion
in notional value, reflecting increasing demand for A-share risk management

Open interest in FTSE A50 Index futures traded in Singapore ended the month at 723,000 lots
(see chart 2), or a notional value of RMB52 billion, up 34 per cent year-on-year. It reflected a further
increase in demand for A-share risk management. Trading in the futures became active after the
Lunar New Year holidays. Average daily turnover was 233,000 lots in February, up 10 per cent from
January.
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Disclaimer

All information contained herein (the “Information™) is provided for reference only. China Exchanges Services Company Limited endeavours to ensure
the accuracy and reliability of the information but makes no warranty or representation as to its accuracy, completeness, reliability or suitability for any
particular purpose. CESC accepts no liability (whether in tort or contract or otherwise) whatsoever to any person for any loss or damage arising from
any inaccuracy or omission in the Information and/or from any decision, action or non-action based or in reliance upon the Information. None of the
Information is intended to constitute investment advice and/or a recommendation to make (or refrain from making) any kind of investment decision.
Any person intending to use the Information and/or any part thereof should seek independent professional advice. Distribution, redistribution,
reproduction, modification, transmission, use, reuse and/or storage of the Information in whole or in part, in any form or by any means are strictly
prohibited without the prior written permission of CESC. The Information is provided without warranties of any kind, either expressed or implied,
including (but not limited to) warranties of merchantability, merchantable quality, title, fitness for a particular purpose, security and non-infringement.
China Securities Index Co, Ltd will make its commercially reasonable endeavours to ensure the accuracy and reliability of the Information provided,
but does not guarantee its accuracy and reliability and accepts no liability (whether in tort or in contract or otherwise) for any loss or damage suffered
by any person arising from any inaccuracies or omissions and/or for any reliance placed on such Information.
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