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Key takeaways

e |nvalue terms, RMB accounts for
more than 2% of international
financial transactions

e We expect this to grow: China's
economy is the largest in the world
in purchasing power parity terms.

e China has committed to easing
access to its capital markets, and
we also expect foreign holdings of
RMB assets to rise, from a below
3% share of its bond and less than
2% of the equity markets currently.

e Foreigninsurers' interest will rise.
RMB assets are an investment
diversification opportunity and a
source of potentially higher returns

e We also expect foreign insurers to
continue to expand their physical
footprint in China's market.
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In a nutshell

The renminbi's profile as a global currency continues to rise. We
expect foreign holdings of Chinese financial assets to rise from a
low base as the country's capital markets are opened up more.
The global and local insurance sectors will benefit.

China's economy and market will become more accessible over the next five
years. Inits 14th Five Year Plan (FYP) laying out its economic and social
development goals for the period 2021-2025, the government has
committed to further opening up China's capital markets to two-way foreign
traffic, relaxing rules on market access, accelerating renminbi (RMB)
internationalization and deepening exchange rate reforms. The moves will
present many opportunities for Chinese and global investors. Foreign investors
currently own less than 3% of China's bond market, the second largest in the
world, and less than 2% of its equity market. We expect the shares of foreign
holdings to rise. For instance, with China's higher sovereign rates that other
G7 economies, the market is a natural asset allocation path for foreign
insurers. We expect foreign insurers will expand their physical footprint in
China too, which over time will benefit local market capacity and expertise.

Recent accords such as the Regional Comprehensive Economic Partnership
among China and other 14 nations in Asia Pacific," and the 25-year
Comprehensive Strategic Partnership between China and Iran? will boost
demand for RMB and for wider access to China's financial market. Meanwhile,
China has shown strong intention to progress further opening-up through its
policy actions. Considering all these factors, we expect the RMB to play an
increasing role in international financial transactions. Since the fourth quarter
of 2016, the share of RMB in global reserves has nearly doubled, increasing
from 1.1% to 2.1% at the end of the third quarter of 2020.3 In terms of total
international transactions value, the RMB share was 2.2% in February 2021,
the fifth highest of all currencies, up from 1.9% in February 201 9.

In addition, with the increasing size of China's economy and its growing share
of global trade, we expect foreign holdings of Chinese financial assets to grow
from what are still low levels. China became the world's largest economy in
purchasing power parity (PPP) terms in 2020, surpassing the US. Its bond
market is also second largest after the US, with an outstanding balance of
USD 18.5 trillion (118% of GDP) at the end of March 2021.# The value of its
equity market was about USD 12.1 trillion (77% of GDP in 2020).% However,
China is still less integrated into global financial markets than advanced
economies (see Figure 1 (LHS)). Foreign holdings of Chinese assets too, are
much lower of other-country assets. For example, despite an eightfold
increase since 2014, foreign investors still owned just 2.6% of China's bonds

" On November 15, 2020, 15 Asia-Pacific nations signed the Regional Comprehensive Economic Partnership (RCEP), the world's largest
free-trade agreement (FTA). About — RCEP (rcepsec.org)

2 Jran and China sign 25-year cooperation agreement, Reuters, 27 March 2021 .

3 RMB Tracker document centre, SWIFT.

4 PBoC Financial Market Report, March 2021

® The value of A- and B-shares traded on the Shanghai and Shenzhen exchanges were CNY 78.4 trillion by end March. Source: Wind.
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and 1.6% of its equity assets at the end of March 202 1. That compared with
7.3% foreign holding of Korean bonds and 31.5% of stocks (Figure 1 (RHS)).
With further opening up, we expect foreign investment to rise over time.
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Note: LHS chart: asset means outbound investment while liability means inbound investment. Bubble size refers to GDP.
Source: Wind, CEIC, Swiss Re Institute

With respect to the insurance sector, restrictions on foreign ownership of life
insurers in China have been removed;® market entry conditions have been
eased;’ the scope of business open to foreign brokers and agents has been
expanded;® and 14 new regulatory measures for fair competition have been
introduced.® With easier access, we believe foreign insurers will increase their
exposure to China via capital investments. RMB-dominated assets can help
diversification of investment portfolios and be a source of higher returns
relative to those in the low-for-longer interest rate environment of advanced
markets. We also expect foreign insurers continue to expand their physical
footprint in China by setting up wholly-owned entities or entering joint
ventures with local partners. The market share of foreign insurers has
increased rapidly in recent years. In P&C, the share of premiums owned by
foreign insurers rose to 2.6% in 2020 from 1.1% in 2010; in L&H, the share
increased to 10.3% from 5.6% over the same period. We expect foreign
insurers to build coverage for existing and also new risk pools, boosted by the
advent of Insurtech and Big Data, as well as knowing more about clients.

For domestic insurers in China, the presence of foreign peers will increase
competition pressures but also spur operational and market efficiency
improvements. Domestic carriers will benefit from the exchange of insurance
expertise with foreign peers, which in turn will help raise standards in local
business. The availability of more risk transfer capacity will support
development of the local market and, as long-term investors, foreign insurers
will also contribute to sustainable growth and economic resilience in China.

5 All limits on foreign equity ownership in life insurers were lifted from 1 January 2020.

7 The requirements of 30 years relevant experience and setting-up representative office before applying for a license were removed.
8"China further opens up its financial sector to foreign investment", China Daily, June 201 8.

®’Insurance market in China has entered a new era of opening-up, sina,com, December 2020.

© 2021 Swiss Re. All rights reserved. The content of this report is subject to copyright with all rights reserved. The information may be used for private or internal
purposes, provided that any copyright or other proprietary notices are not removed. Electronic reuse of the content of this report is prohibited. Reproduction in
whole or in part or use for any public purpose is only permitted with the prior written approval of Swiss Re, and if the source reference is indicated. Courtesy copies
are appreciated. Swiss Re gives no advice and makes no investment recommendation to buy, sell or otherwise deal in securities or investments whatsoever. This
document does not constitute an invitation to effect any transaction in securities or make investments. Although all the information used in this report was taken
from reliable sources, Swiss Re does not accept any responsibility for the accuracy or comprehensiveness of the information given or forward looking statements
made. The information provided and forward-looking statements made are for informational purposes only and in no way constitute or should be taken to reflect
Swiss Re’s position, in particular in relation to any ongoing or future dispute. In no event shall Swiss Re be liable for any loss or damage arising in connection with
the use of this information and readers are cautioned not to place undue reliance on forward-looking statements. Swiss Re undertakes no obligation to publicly
revise or update any forward-looking statements, whether as a result of new information, future events or otherwise.

www.swissre.com/institute Swiss Re Institute — sigma research 2



