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Hoe gevaarlijk is China?

Hierbij vindt u de presentaties van:

e De heer Koen De Leus - Chief Economist BNP Paribas Fortis
“China: The Giant has awakened”

e De heer Jan Van Hove — Chief Economist KBC Group
“China: Friend or Enemy?”
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THREE TRADE WARS: (1) TRUMP’S WAR
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. (2) WTO COMPLIANCE
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THREE TRADE WARS: (3) GLOBAL HEGEMONY
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THREE TRADE WARS: (3) GLOBAL HEGEMONY
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De-globalization Has Commenced

- TRADE GLOBALIZATION®
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“TRADE GLOBALIZATION IS MEASURED BY IMPORTS AS PERCENTAGE OF GDP FOR 148 COUNTRIES WEIGHTED BY POPULATION.
SOURCE: BCA CALCULATIONS AND CHASE-DUNN C_, KAWANO Y., AND BREWER B., "TRADE GLOBALIZATION SINCE 1795 WAVES OF INTEGRATION
IN THE WORLD SYSTEM.” AMERICAN SOCIOLOGICAL REVIEW 65 1, 2000.
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2) ECONOMIC CHALLENGES




A. ONOINV
BUBBLES
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SHADOW BANKING AT THE CENTER
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CHINA ACCEPTS SLOWER GROWTH

Shadow banking contraction to reverse
Outstanding credit, yoy
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Sources: CEIC, TS Lombard.
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SOE’S WEIGHING ON PRODUCTIVITY AND FINANCING

RATE OF RETURN ON ASSETS BELOW BORROWING COSTS FOR CHINESE SOEs

China, State-owned industrial and construction enterprises, difference between

% adjusted return on assets* and borrowing costs
2 _
1 _
0
NEGATIVE
-1 -
06 08 10 12 14 16 18

Source: © BCA research 2018
* Adjusted for interest expenses
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All political power comes
from the barrel of a gun,
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HOUSING NO LONGER AFFORDABLE FOR AVERAGE
CHINESE CITIZEN
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VICTIMS OF REFORM : INFRASTRUCTURE

INFRASTRUCTURE INVESTMENT (% YTD)
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CHINA LIFTED WORLD GDP GROWTH

Public infrastructure

% of GDP Gap, historical spend vs future needs, percentage of GDP, average on past 15 years
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Sources: McKinsey Infrastructure report

s | BNP PARIBAS
s FORTIS

The bank for a changing world




A. ECONOWV — A
GROWTH ENGINE

."‘
8
g g8

V)5
3 a4 B
e FN . :
3 3 N by o "
: NG, )

¥'< BNP PARIBAS
2 FORTIS

The bank for a changing world




CHANGING GROWTH MODEL

HOUSEHOLD CONSUMPTION AS A % OF GDP
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... VIA REDUCING SAVING RATE

CHINA’S UNUSUALLY HIGH SAVINGS RATE SHOULD MOVE CLOSER TO GLOBAL NORMS
Household savings rate vs. total dependency ratio, 2015
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... VIA INCREASING URBANISATION RATE

URBAN POPULATION AS A PERCENTAGE OF TOTAL POPULATION, 2013
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3) CHINESE DIGITAL ECONOMY




AT A GLANCE: CHINA VS. US INTERNET

Although China’s internet penetration is just over 50%, its sheer scale means there are 3x the
number of smartphone users and 11x the number of mobile payment users in China than in the
US.

Internet Smartphone Mobile Internet Mobile Payment
Population  _..ccveee. e ey el

inChina -
1.4 Billion

m 753 oes
Million users ; Million users

772

Million users Million users

sk, (53%)

.

(37%)

(55%)

Population
nU.S
327 Million

= .

226 237
Million users 48
(72%) Million users

(15%)

Million users
(69%)

Million users
(89%)

Source: USCensus Bureau, Pew Research, Newzoo, Statista, eMarketer, CNNIC, IMF
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INDEXED GROWTH OF CHINA FINTECH SEGMENTS

Sizein 2016
3,000 Metric (RMB billion)
2,773
Outstanding loan
balance of online 8563
P2P lending
platforms

. .
Transaction volumew 10,825

1,500 /. ofonline WAM
1,448 - PN
Online distributed 235 Financing
insurance premium
revenue )
?,% - Investing
Y 3™ party online and 54,470
mobile payments
\ transaction amount Insurance
__________________________________ S
2016 Transaction

*1 Methodology: One representative metric for each area adopted and indexed at 100 in 2013. Metric selection: Financing - outstanding
loan balance of online P2P lending platforms; Investing — transaction volume of online wealth management platforms; insurance — Online
distributed insurance premium revenue; payment - total 3™ party online and mobile payments transaction amount

*2 Used outstanding loan balance at the end of the first month of the year after in lieu of the year-end figure as no official pre-2014 data was
available, i.e. the outstanding loan balance of January 2014 is indexed at 100

*3 Figure at the end of January 2017 (see note 2 for details)
Source: WIND, Analysys, CIRC, Insurance Association of China
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The World’'s Unicorn Companies 2017

All Private Companies Valued At $1B+
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Total Count Of Unicorns By Country

Count of privately-held companies valued at $1 billion or more, post-money, in the most recent priced
funding round included. Based on reported data in Crunchbase.
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MESSAGE IMPORTANT

La division Private Banking de BNP Paribas Fortis sa, dont le sieége social est établi 3 Montagne du Parc a 1000 Bruxelles, RPM Bruxelles, TVA BE 0403.199.702 ("BNP Paribas Fortis Private
Banking")*, est responsable de la production et de la distribution de ce document. Ce document est une communication marketing et ne vous est uniqguement fourni dans le cadre d’un
service d’investissement spécifique. Il ne constitue pas un prospectus au sens de la législation relative aux offres publiques et/ou a 'admission d’instruments financiers a la négociation
sur un marché. Il ne constitue pas de conseil en investissement et ne peut étre considéré comme une recherche en investissement. |l n’a dés lors pas été élaboré conformément aux
dispositions relatives a la promotion de I'indépendance de la recherche en investissements. Par conséquence, BNP Paribas Fortis Private Banking n'est soumise a aucune interdiction
relative a I'exécution de transactions avant la diffusion de ce document.

Toute information relative a des investissements est a tout moment susceptible de modification(s) sans aucune notification. Les informations sur des performances passées, des
performances passées simulées ou des prévisions ne sont pas un indicateur fiable des résultats futures. BNP Paribas Fortis Private Banking a pris toutes les mesures raisonnables afin de
garantir I'exactitude, le caractére clair et non-trompeur des informations contenues dans ce document lors de sa rédaction. Ni BNP Paribas Fortis Private Banking, ni aucune des
sociétés qui lui sont liées, ni aucun de ses administrateurs, collaborateurs ou employés ne pourront étre tenus responsables de toute information incorrecte, incompléte ou absente, ou
des éventuels dommages directs ou indirects, pertes, frais, réclamations, indemnisations ou autres dépenses qui résulteraient de I'utilisation de ce document ou d’une décision prise
sur la base de ce document, sauf en cas de dol ou de faute lourde.

Une décision ne peut, par conséquence, étre prise sur la seule base de ce document et ne devrait étre considérée qu'apres une analyse profonde de votre portefeuille ainsi qu'apres
avoir obtenu toutes les informations et tous les conseils nécessaires de professionnels du secteur financier (experts fiscaux y compris).

BNP Paribas Fortis a établi une politique afin de prévenir et d'éviter les conflits d'intéréts. Les investissements personnels effectués par les personnes qui participent a la rédaction de ce
document sont généralement soumis a un contrdle. De plus, il est interdit d'investir dans des instruments financiers ou des émetteurs pour lesquels ils rapportent. Ces personnes ont
recu des instructions spécifiques au cas ou ils disposent d'information privilégiée.

(*) BNP Paribas Fortis sa est soumise en qualité d'établissement de crédit de droit belge au contréle prudentiel de la Banque Nationale de Belgique ainsi qu'au contréle de I'Autorité des
services et marchés financiers (FSMA) en matiére de protection des investisseurs et des consommateurs. BNP Paribas Fortis sa est inscrite comme agent d'assurances sous le n® FSMA
25879 A et agit en qualité d'intermédiaire d'AG Insurance SA.

Conflits d'intéréts

Il peut exister des conflits d'intéréts dans le chef de BNP Paribas Fortis sa et ses sociétés liées a la date de rédaction du présent document. Des regles de comportement et procédures
internes, spécifiques, sont élaborées a cet effet. Ces codes de conduite et les mentions des conflits d'intéréts éventuels dans le chef de BNP Paribas Fortis sa et ses sociétés liées sont
disponibles sur http://disclosures.bnpparibasfortis.com et, en ce qui concerne le groupe BNP Paribas, sur https://wealthmanagement.bnpparibas/fr/conflict-of-interest.html. Vous
pouvez également obtenir cette information via votre personne de contact.

Engagement des analystes

Les personnes nommément désignées comme les auteurs des textes relatifs aux actions individuelles présentées certifient que:

1. toutes les opinions exprimées dans le rapport de recherche refletent précisément les opinions personnelles des auteurs concernant les instruments financiers et les émetteurs
concernés; et

2. aucune partie de leur rémunération n’a été, n’est ou ne sera, directement ou indirecte ment, liée aux recommandations ou aux opinions spécifiques exprimées dans le rapport de
recherche.
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BELANGRIJK BERICHT

De divisie Private Banking van BNP Paribas Fortis nv, met maatschappelijke zetel gevestigd te Warandeberg 3, 1000 Brussel, RPR Brussel, BTW BE 0403.199.702 (“BNP Paribas Fortis
Private Banking”)*, is verantwoordelijk voor het opstellen en verspreiden van dit document. Dit document is een marketing communicatie en wordt U uitsluitend verstrekt in het kader
van een specifieke beleggingsdienst. Dit document vormt geen prospectus als bedoeld in de op het aanbieden of toelaten tot de handel van financiéle instrumenten toepasselijke regels
en bevat geen beleggingsadvies en kan niet worden opgevat als onderzoek op beleggingsgebied. De informatie in dit document is niet verkregen conform de wettelijke en
reglementaire vereisten die het uitbrengen van objectief en onafhankelijk onderzoek op beleggingsgebied beoogt te waarborgen en BNP Paribas Fortis Private Banking is dan ook niet
onderworpen is aan het verbod tot handelen voorafgaand aan de verspreiding van dit document.

Informatie betreffende beleggingen kan op ieder ogenblik onderhevig zijn aan wijzigingen zonder verdere notificatie. Informatie met betrekking tot resultaten behaald in het verleden,
gesimuleerde resultaten uit het verleden en voorspellingen kunnen, onder geen beding, opgevat worden als een betrouwbare indicator van toekomstige resultaten. Hoewel BNP
Paribas Fortis Private Banking redelijke maatregelen heeft genomen om ervoor te zorgen dat de informatie opgenomen in dit document juist, duidelijk en niet misleidend is, aanvaardt
noch BNP Paribas Fortis Private Banking, noch de aan haar gelieerde vennootschappen, directeuren, adviseurs of werknemers, enige aansprakelijkheid voor enige onjuiste, onvolledige
of ontbrekende informatie of voor enige directe of indirecte schade, verliezen, kosten, vorderingen, aansprakelijkheden of andere uitgaven die op enigerlei wijze voortvloeien uit het
gebruik van of het zich beroepen op de in dit document vermelde informatie, tenzij in geval van opzet of grote nalatigheid. Een beslissing om te beleggen dient niet uitsluitend te
worden gebaseerd op dit document en dient slechts te worden genomen na een zorgvuldige analyse van uw portefeuille alsmede na het inwinnen van alle nodige informatie en/of
adviezen van professionele adviseurs (met inbegrip van fiscale adviseurs).

BNP Paribas Fortis heeft een beleid vastgelegd teneinde belangenconflicten te voorkomen en te vermijden. Persoonlijke beleggingstransacties van personen betrokken bij de redactie
van dit document in het algemeen zijn onderworpen aan monitoring. Verder geldt specifiek het verbod om in financiéle instrumenten of emittenten te beleggen waarover zij
rapporteren. Deze personen ontvingen specifieke instructies voor het geval dat ze over voorkennis beschikken.

(*) BNP Paribas Fortis nv staat als kredietinstelling naar Belgisch recht onder het prudentieel toezicht van de Nationale Bank van Belgié en de controle inzake beleggers- en
consumentenbescherming van de Autoriteit van Financiéle Diensten en Markten (FSMA). BNP Paribas Fortis nv is ingeschreven als verzekeringsagent onder FSMA nr. 25879 A en treedt op
als tussenpersoon van AG Insurance NV.

Belangenconflicten

Belangenconflicten kunnen bestaan in hoofde van BNP Paribas Fortis nv en de met haar verbonden vennootschappen op datum van het opstellen van dit document. In dit verband
werden bijzondere gedragsregels en interne procedures uitgewerkt. Deze gedragcodes en de bekendmakingen in verband met mogelijke belangenconflicten in hoofde van BNP Paribas
Fortis nv en de met haar verbonden vennootschappen zijn beschikbaar op http://disclosures.bnpparibasfortis.com en, wat de BNP Paribas Group betreft, op
https://wealthmanagement.bnpparibas/en/conflict-of-interest.html. U kan deze informatie eveneens bekomen via uw contactpersoon.

Certificering van de analist

De personen die vermeld staan als auteurs van de teksten waar individuele aandelen worden besproken, bevestigen dat:

1. alle opinies die vermeld zijn in deze teksten een nauwkeurige weergave vormen van de persoonlijke opinie van de auteurs over het onderwerp financiéle instrumenten en
emittenten; en

2. geen enkel deel van hun bezoldiging rechtstreeks of onrechtstreeks verband hield, houdt of zal houden met de specifieke aanbevelingen of opinies die in deze teksten worden
gegeven.
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China: Friend or Enemy?

Prospects for international trade with China

Jan Van Hove
Group Chief Economist, KBC Group NV - KBC Economics
Professor of International Economics, University of Leuven

Belgian Financial Forum Oost-Vlaanderen — Gent - 14 January 2020

KBC Economics KBC



Battle or cooperation?




Business perspective on China

" PROTECTIONISM
competition

Complementarity
between trade and
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(internationalization modes)
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Recent evolutions in China-EU-US trade

CPB World Trade Monitor, Export, Total, Volume,
SA, Index

c.o.p. Tyear, m.a. 3 months

I
2012 2013 2014 2015 2016 2017 2018 2019

=== Ching === United States === Euro Area

Source: KBC Economics based on CPB
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At first glance, EU-China open
trade relationship

China - Applied tariffs rates EU - Applied tariffs rates
Weigthed mean, in % Weigthed mean, in %
40 - 10 -
35 - 9 -
30 - 8 -
25 - 7 -
20 - 6 -
15 - 5 _
10 - 4 -
5- 3 -
0- I I I I |‘_ 2 -
1995 2000 2005 2010 2015 1
— Tariff Rate, Applied, Weighted Mean, Primary Products 1 1 1 1 1 1
— Tariff Rate, Applied, Weighted Mean, Manufactured Products 1990 1995 2000 2005 2010 2015
— Tariff Rate, Applied, Weighted Mean, All Products = Primary Products — Manufactured Products — All Products
Source: KBC Economics based on World Bank Source: KBC Economics based on World Bank
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World confronted with many faces
of protectionism

Technical and regulatory
barriers to trade
Trade defense policies
State support and other
interventions

Regional trade agreements
Exchange rates
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Increasing protectionism: harmful trade
measures exceed trade liberalization

Trade protectionism on a rising trend in recent years
(number of implemented trade measures by G20 economies)

1600 1544

1200
98 1196
800

424 455 399 699
400 38 527 654 715
366 512 —_—
o 28—33% i 219 19y 264 241 266 %8
%ng) ,19'\9 RO ,90 %0\?‘ ,\9\‘? ,19\,“’ %Q\’,\ ,\9\‘,"’
—Total ==—Harmful —Liberalising

Source: KBC Economics (2019)
based on Global Trade Alert (2019)
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Many faces of protectionism
Chinese trade restrictions in services activities

China - OECD Services Trade Restrictiveness Index (STRI)

2018, STRI between 0 (least restrictive) and 1 (most restrictive)

M Restrictions to Movement of People
M Restrictions on Foreign Entry

MW Regulatory Transparency

MW Other Discriminatory Measures

M Barriers to Competition

Source: KBC Economics based on OECD .
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Slowing growth — global phenomenon
Advanced economies slowing down, and some fighting

against recession

Real GDP growth

- = S1Y

National sources, qog % change

r 1,0

r-0,6
Euro Area Japan UK us
B 15/11/18 Bl 15/02/19
B 15/05/19 Il 15/08/19

Bron: Refinitiv Datastream
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Euro area (big 4) real GDP

Eurostat, qog % change
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IMF: World Economic Outlook
‘'synchronized growth slowdown’

Latest World Economic Outlook growth projections
(percent change)

64 59 6.0
2.9
2.9 2.4 ok 1.9
2.1 .
Middle East
United States Euro Area and Central Asia
1.8
2018 2019 2020 1.0 32 32 . Emerging_and
proj. proj 0.2 : = Developing
Asia
Latin America and
the Caribbean
4 il IMF.org/social
- ,) + f fb.com/IMF Source: : IMF, World Economic Outlook, October 2019 S Suha A
s ' @IMFNews Note: Order of bars for each group indicates (left to right): 2018, 2019 projections, and 2020 projections.
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Europe lagging behind the
US despite late-cyclical
nature of US economy

Real GDP (rebase: Q12008 = 100) Euro area, Real GDP
125 - Contribution to growth, in pp.
120 -
115 -
110 -
105 -
100 -
95 -
I I I I I I 1
90 2013 2014 2015 2016 2017 2018
I i i i i i i - GDP, annual change in % H Other B Net exports
2010 2012 2014 2016 2018 M Gross Fixed Capital Formation ll Government consumption
= United States — Japan — Euro Area — United Kingdom H Household consumption
Source: KBC Economics based on OECD Source: KBC Economics based on Eurostat

|
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Continued manufacturing sentiment
weakness across regions

Business Surveys, Markit, Manufacturing,
Manufacturing PMI, SA

62.5 -
60.0 -
57.5 -
55.0 -
52.5 -
50.0 -
47.5 -
45.0 -

2017 2018 2019
= China — Japan — United States — Euro Area

Source: KBC Economics based on IHS Markit
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Business Surveys, Markit, Manufacturing,
Manufacturing PMI, SA
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Recent evolutions in Belgian trade

Belgium - Total exports and imports
(in value, year-on-year change in %, 3mma)

12.5 -

100 - Small open economy
75 in the frontline of
5.0 -
as trade wars and
0.0 ’ protectionism
-5.0 -

-1.5 -

2013 2014 2015 2016 2017 2018 2019
= Import — Export

Source: KBC Economics based on NBB
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Exports growing
far away from the bell tower...

Belgium - Exports national concept
(in value, year-on-year change in %, 3mma)

VAV \/\,\

2013 2014 2015 2016 2017 2018 2019
— Export extra-EU — Export intra-EU

Source: KBC Economics based on NBB
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Recent evolutions in Belgian trade
Neigbouring markets weakening

Belgium - Exports to neighbouring countries
(in value, year-on-year change in %, 3mma)

Slowdown in Belgian trade is
much more related to European
context (Brexit, economic

slowdown in Germany,
industrial contraction)

2013 2014 2015 2016 2017 2018 2019
= United Kingdom — Netherlands — France — Germany

Source: KBC Economics based on NBB
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Belgian-Chinese trade:
...what trade war?

Belgium - Monthly foreign trade with China,
billion of EUR

175 - Strong resilience in Belgian-
1.50 - Chinese trade despite global
1.25 - protectionism

1.00 -

0.75 -

. /\/V\/‘\,\,,\/\N

0.25 -

2017 2018 2019
= Import — Export

Source: KBC Economics based on NBB
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Belgian-Chinese trade:
long-term perspective

Belgian trade with China
(total goods trade, in billions USD)
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B Trade balance =—Belgian imports from China ——Belgian exports to China
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Belgian-Chinese trade:
long-term perspective

O L N W B~ U

KBC Economics

Belgian trade with China

Stabilization after

strong growth
period

(total goods trade, in % of total trade)
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Brave little Belgium goes to China...

Exports to China in % of total exports
(merchandise trade, in USD)
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15

10

... and China comes to Belgium

Imports from China in % of total imports Imports from China in % of GDP
(merchandise trade, in USD) (merchandise trade, in USD)
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Belgian-Chinese connections
through the European value chains

Exports to US and China as a % of national GDP

4.0 -
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M Exports to US as a % of GDP M Exports to China as % of GDP

Source: KBC Economics based on Eurostat ‘
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Digging deeper in
Chinese-Belgian relationships

1. In which sectors perform Belgium and China strongly/weakly on
each other’s market?

2. Are there structural dynamics in Belgian-Chinese trade and
investments?

3. What are the prospects for Belgian-Chinese cooperation?

KBC Economics 22 KBC



Measuring export performance

= Absolute sectoral export figures don’t tell much about
performance

= Indicator of Relative Export Performance

- Based on revealed comparative advantage
- Relative to other sectors and other exporters on the market

- > 1 -> strong export performance; < 1 -> weak export performance

= Dynamics reveal interesting changes in China’s trade performance
on the Belgian market — Belgium’s trade performance on the Chinese
market

KBC Economics 23 KBC



Chinese export performance on

Belgian market (2018)

Mining of coal and lignite

Beverages

Forestry and logging

Coke and refined petroleum products
Fishing and aquaculture

Other mining and quarrying

Crop and animal production, hunting
Mining of metal ores

Food products

Motor vehicles, trailers and semi-trailers
Pharmaceutical products and preparations
Tobacco products

Paper and paper products

Printing and reproduction of recorded media
Chemicals and chemical products

Basic metals

Other activities

Other transport equipment

Rubber and plastics products

Machinery and equipment n.e.c.
Computer, electronic and optical products
Wood and products of wood and cork
Other non-metallic mineral products
Furniture

Fabricated metal products

Electrical equipment

Textiles

Wearing apparel

Leather

KBC Economics
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Chinese export performance on
Belgian market (2018)

Basic metals

Other activities

Other transport equipment
Rubber and plastics products

Machinery and equipment...
Computer, electronic and...
Wood and products of wood...
Other non-metallic mineral...

Furniture
Fabricated metal products
Electrical equipment

Strong
Chinese
Performance

Mining of coal and lignite
Beverages
Forestry and logging

Coke and refined petroleum...

Fishing and aquaculture
Other mining and quarrying

Crop and animal production,...

Mining of metal ores
Food products

Motor vehicles, trailers and...
Pharmaceutical products and...

Tobacco products

Weak
Chinese

Performance

Textiles Paper and paper products
Wearing apparel Printing and reproduction of...
Leather Chemicals and chemical...
0o 1 2 3 4 5 6 7 8 0 01 02 03 04 05 06 0.7
_.-
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Dynamics in Chinese export
performance on Belgian market

Chinese export performance in Belgium: by sector e pesiien i

16 aditional export
14 ors weakens or
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Dynamics in Chinese export
performance on Belgian market

. . ) Chinese position
Chinese export performance in Belgium: by sector differs across higher-

45 value-added sectors
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—Fabricated metal products, except machinery and equipment
—Computer, electronic and optical products

—Electrical equipment

|
Source: KBC Economics based on OECD STAN KBC
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China’s export performance
versus Belgian value added
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9000 I
© . 8000 1l
C o Food products
© = | 7000 ./ Basic pharfnaceutical products
© w and fharmaceutical
@ u= 6000 ./— pleparations
5 O Motor
TU v 5000 vehicles, crofland Viacninery and Icated me f‘:\ products,
S - trailers... anibhal n.e. c except machinery and
- O 4000 prodlicti Basic meta equipment
C — IV " R Other non-metallic mineral I I
.ED 'é 3000 Iastlcs pro%uct | g
— ke and refined Udlﬁ%t’sm omputer Ie ec’;rontm an
Q 200&kveYages Papeorrgﬁla%g er pr(ﬂltc optical products . .
o grlntmg and urniture, Electrical equipment
reproducm ansport eguipment @ <—
1000
tal [ i Wearing apparel
Forestry ar“d'fdé%_lﬁéar::‘soawgge d products of wood and cork, except.. Textiles o Leather and re.lated products
F|sh|n and aquacukure
o rneandady 2 3 4 5 6 7 8
Chinese export performance in Belgium ®
e
KBC Economics 28 KBC

Source: KBC Economics based on OECD



China’s export performance

versus Belgian value added
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Don’t fear the
Chinese Dragon

No strong Chinese export performance (yet)
in main sectors of Belgian economy

Traditional Belgian-Chinese
complementarity still exists

... but polarization is shrinking

Some sectors hardly face

Chinese import competition
(either as they are small, or as

other exporting countries
dominate Belgian market) ®

KBC Economics



Chinese import competition in Belgium is
reasonable, except for a few labour-
intensive sectors.

World Economy

Then what about China’s rise in technology and higher
value added activities?
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China’s Economic Transition:
Domestic consumption and services essential

China: Contribution to GDP

15.0 -
12.5 -
10.0 -
7.5 -
5.0 -
2.5
0.0 -
-2.5 -
-5.0 -
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= Annual real GDP growth (%) M Gross Capital Formation (ppts)
M Net Export (ppts) B Final Consumption (ppts)
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China: Contribution share of GDP growth

(%)
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Impact on China’s position in global

value chains

China - Global Value Chain Participation
(% of gross industrial exports)

27 - -

25 _ 42
23 - - 40
21 - - 38
19 - -

— -36
15 - - 34

I I I I I I
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- Global Value Chain Participation: Forward + Backward Participation, rhs
- Forward Participation: Domestic Value Added Embodied in Foreign Exports...
— Backward Participation: Foreign Value Added Share of Gross Exports, lhs

Source: KBC Economics based on OECD
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China: Current account balance
(4Q moving average, % of GDP)
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China’s Economic Transition:
Technological upgrading key ingredient in the industrial

transformation process.

China, Investments, Research & Development,
Total, Percentage of GDP
2.25 -
2.00 -
1.75 -
1.50 -
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0.50 -

I I I I
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Source: KBC Economics based on NBS
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China, Patent Activity, Patent Applications
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Europe being smashed in the middle

e Open Hnoloev-dri
Protectionist Muddling- Technology-driven

Structurally flexible

State-interventionist

through ,
China

Inflexible
Europe

USA
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hina’s molting into a technology giant

ast rise in technology-intensive exports to Belgian
market

3 O

Chinese export performance in Belgium in high-tech products

— Aerospace

6 — Computer office machines

] —Electronics-telecommunications
—Pharmacy

! \ —Scientific instruments

3 7 —Electrical machinery

, /) Chemistry

“ —Non-electrical machinery
' 7 L \.,~> —Armament

<< /S S ———
0 — == —
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 @
|
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How our Belgian exporters performing on
the Chinese market?
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Belgian adventures on Chinese market

Belgian export performance on Chinese market (2018)

Fishing and aquaculture

Printing and reproduction of recorded media
Wearing apparel

Coke and refined petroleum products
Leather and related products

Other non-metallic mineral products

Food products

Fabricated metal products

Other mining and quarrying

Crop and animal production, hunting
Other activities

Other transport equipment

Wood and products of wood and cork, except furniture
Motor vehicles, trailers and semi-trailers
Paper and paper products

Rubber and plastics products

Electrical equipment

Chemicals and chemical products
Beverages

Basic metals

Computer, electronic and optical products
Pharmaceutical products

Machinery and equipment n.e.c.

Furniture

Textiles

Mining of metal ores

KBC Economics
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Belgian export performance on
Chinese market (2018)

Rubber and plastics products IR Strong Fishing and aquaculture | Weak
) ] . Printing and reproduction of... 1 .
Electrical equipment I Belglan . Belglan
Wearing apparel mmm
Chemicals and chemical products I Performance Coke and refined petroleum... m— Performance
Beverages | Leather and related products n—
Other non-metallic mineral... -
Basic metals NN
Food products IE——
Computer, electronic and optical... NN Fabricated metal products I ——————
Pharmaceutical products I Other mining and quarrying I
Crop and animal production,... K
Machinery and equipment n.e.c. I Other activities EE— T—
Furniture I Other transport equipment I
. Wood and products of wood andl... |
Textiles I . . .
Motor vehicles, trailers and semi-... I — S
Mining of metal ores I Paper and paper products
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Opportunities for bilateral trade and
Investments in common sectors

Belgian-Chinese bilateral export performance (2018)
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Relative performance compared to
neighbouring countries

in many
Exporting to China: performance by sector (2018) sectors (beverages,
. chemicals, pharma...)
45 -> growth mainly comes
3_§ from Chinese market
3
2_3 growth
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Trends in Chinese direct investments in
Europe - Implications for Belgium

Chinese investments in Europe boosted, but
recently declining
(cfr. deleveraging process in China + more
cautious policy stance in Europe)

Strong focus on larger EU
member states / geostrategic
locations

Chinese investments in
Belgium limited

Focus on financial services,

Limited mega deals, more health and biotech, consumer
diversified across sectors products and services, and

automotive
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China's outward FDI slump continued in 2018
USD billion, percent share of GODP

= (hina's global FDI assets under the balance of payments (State administration of foreign exchange)
= China's nen-financial FDI (Ministry of Commerce)
= \alue of completed global M&A transactions by Chinese companies (Bloomberg)

== (China's non-financial OFDI to GDP ratio (Ministry of Commerce) [right axis]

5250 bn

200

150

- ...------
-
LI

100

50

2010 2011 2012 2013 2014 2015 2016 2017

Source: PRC Ministry of Commerce (MOFCOM), Bloomberg, State Administration of Foreign Exchange (SAFE).
SAFE full-year 2018 data is estimated.
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Chinese FDI transactions in the EU by country, 2000-2018 ?
Cumulative value, EUR billion

Source:
Merics — Rhodium Group
(2019)
G 2
yprus% .
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Challenges to Belgian-Chinese relations

More traders than Structural
investors protectionism
Belgian enterpreneurs New and more
cautiously looking Political- stringent EU

beyond EU market Intrinsic economic framework for _
Lack of mutual trust investment screening
Technological

protection
Opening up of the
financial system
Excessive stimulus
and debt
accumulation

Operational

Weak ‘ease of doing business’
performance
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Mainland China or Hong Kong?

Hong Kong still remains very attractive,

but Mainland China is converging.

World Bank Ease of Doing Business WEF Global Competitiveness Index
(ranking, T=best) (ranking, 1=best)
10 - ’ 100 -
3 B
20 -
80 -
30 - -
40 - 60 -
50 - 31 40 -
60 - -
20 -
70 - -
80 - 0+ I _ I s—
- China Hong Kong
90 7. : : : : : : MW 1st Pillar Institutions
2015 2016 2017 2018 2019 2020 M Efficiency of Legal Framework in Settling Disputes
== China == Hong Kong M strength of Investor Protection
Source: KBC Economics based on Doing Business Source: KBC Economics based on World Bank
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Economic impact of recent Hong Kong
developments

From an economic perspective, protests are clearly
weighing on Hong Kong.

Hong Kong real GDP growth
(% change) .
S Hong Kong already faced slowing

20 - growth in 2019 thanks to the trade
15 - war and slowing growth in China.

However, activity indicators have
dropped sharply since the protests

I I I I I I
2010 2012 2014 2016 2018 started.
=vy/y B q/q saar

Source: KBC Economics based on HKC&SD

47 KBC

KBC Economics



Economic impact of recent Hong
Kong developments

The deterioration in several activity indicators since the
protests started is striking.

Hong Kong sentiment Hong Kong, Retail Sales
(yoy %)
55.0 - -90
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35.0 . . | . . | , , 730 20
Jan May Sep Jan May Sep Jan May Sep Jan
2017 2018 2019 30— . . . . . .
== Consumer Confidence Index, rhs == Markit Composite PMI, SA, lhs 2008 2010 2012 2014 2016 2018 2020
Source: KBC Economics based on HKC&SD, IHS Markit, CityU Source: KBC Economics based on HKC&SD
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Hong Kong tourism facing
substantial decline

Hong Kong Tourism Spending Hong Kong tourism

(%)

100 - -13 6.5 - - 100
80 - -n 55 - - 90
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40 - -7 3.5 - - 70
20 - - 5 2.5 - - 60

0- - 3 1.5 - - 50
| | | | | | | | | | |
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== tourist expenditure as % of GDP, rhs == Hotel Room Occupancy Rate, rhs == Total arrivals, lhs
== % of tourist expenditure from Mainland China, lhs == Arrrivals from Mainland China, lhs
Source: KBC Economics based on HKTB, HKC&SD Source: KBC Economics based on HKTB
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Hong Kong - China link for access
to international financial markets

But will there be a wider spillover? For China this risk is
high, as Hong Kong'’s financial system has been crucial

for China.

Most FDI in and out of China
flows through Hong Kong

73% of Chinese IPO’s in 2010-
2018 took place in Hong Kong

Bond Connect and Stock
Connect allow equity and bond

trading between Mainland
China and the rest of the world
via Hong Kong

KBC Economics
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China relies on Hong Kong for FDI
(%)
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Hong Kong — China link via banking

Furthermore, the Hong Kong and Chinese banking
systems have significant links.

Hong Kong banking liabilities vis-a-vis: Ho
BN USD BN U
175 -
150 - 200 -
125 - 150 -
100 -
75 - 100 -
50 -
50 -
25 -
0 1 0 9
Source: KBC Economics based on HKMA Source: KBC Economics based on HKMA
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No shocks so far to Hong Kong financial
markets, but limited reaction capacity due
to HKD-USD peg and large FX exposure

HKD per USD Hong Kong MFI Deposits, By Currency
% of total
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90 -

7.84 - 80 -
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_ 20 _
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0 - |
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Source : KBC Econom ics based on HKMA, HKAB Source: KBC Econom ics based on HKMA
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China countering trade war effects by
excessive stimulus, but timing inconvenient

China's latest slowdown

yoy %
6.9 - . - 25.0
_ <— trade war begins _
6.7 - —/\ - 20.0
6.5 ___\\ - 15.0
63- N — ] - 10.0
6.1~ deleveraging announced - 50
- as top priorit -
5.9 - PP y > - 0.0
I I I I 1

2016 2017 2018 2019

— Real GDP growth, lhs — Total Fixed Asset Investment, YTD, rhs
- Total credit growth (incl. local gov't specialized bonds), rhs
— SOE Fixed Asset Investment, YTD, rhs

Source: KBC Economics based on NBS, PBoC
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Fast debt accumulation necessitates
deleveraging, but temporarily (?) halted
to cope with trade war effects

China: Fixed Assets Investment
(Change YTD YoY, %)

25.0 - -1
22.5 -
20.0 - <— trgde_war -10
175 egins | 0
15.0 -
12,5 - , -8
10.0 - deleveraging
announced as | —> - 7
75 - top priority - M~
5.0 - - 6
2.5 - \_/‘/
0.0 — ! . . C
2016 2017 2018 2019
— Private, Current Prices, lhs — State-Owned & State Holding, lhs
— Total, Current Prices, rhs
Source: KBC Economics based on NBS
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China, Fixed Asset Investment
YTD yoy %
27.5 -

22.5 -

17.5 -

12.5 -

7.5 -

2.5 -

2017 2018 2019

=— Infrastructure Investment (Ex. Electricity) — Real Estate — Manufacturing
— Total

Source: KBC Economics based on NBS
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Financing China’s debt burden may
be challenging in the longer run

China: Non-financial debt

280 - - 28.0
252 - -25.2
224 - - 224
196 - - 19.6
168 - - 16.8
140 - - 14.0
112 - -11.2
84 - - 84
56 - - 5.6
28 - - 2.8
0+ - 0.0

2008 2010 2012 2014 2016 2018
—— Debt Service Ratio (share of income, private sector, %), rhs
— Total non-fin debt (% of GDP), lhs H Public debt (% of GDP), lhs
M Household debt (% of GDP), lhs Bl Corporate debt (% of GDP), lhs

Source: KBC Economics based on BIS
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China: Commercial Banks' NPLs
CNY billion
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100 -
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50 -
25 -
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2006 2008 2010 2012 2014 2016 2018
— Total Personal Loans (Excluding Operational Loans) ll Others
B Home Mortgage Loans Bl Automobiles B Credit Card

Source: KBC Economics based on CBIRC
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Regional links through value chains

Supply chain linkages with China, in %

12
10
8
6
: I
bl NN
. al 0 ]
India Vietnam Thailand Singapore Indonesia Malaysia South  Philippines Taiwan
Korea

W Backward participation (foreign value added in China's exports/China's gross exports)

B Forward participation (foreign value added in China's exports/source country's gross exports)

Source: KBC Economics based on OECD TiVA (data as of 2011)
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Competitive advantages across the
region very different

Competitiveness factors for manufacturing supply chains

Average

Working age i monthly Doing Business | Infrastructure |FDI Regulatory
population (millions) i Ranking Ranking Restrictions Score
30 0.251

China

India 245 63 64 0.209
Indonesia 185.45 62 73 77 0.313
Malaysia 22.45 - 765 0.252

Philippines 70.62 256 ___

Singapore _-___
South Korea 36.74 -————

Thailand 49.20
Vietnam 67. 11- 256 70 73—

Source: KBC Economics based on UN, World Bank, WEF, OECD, ILO and national authorities
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Prospects for
Belgian-Chinese Relations

\EI G
Specialization Potential

Formal integration
needed to create

sustainable trade &

Cooperation investment environment

Technological
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KBC Economics

Many opportunities, but also many challenges

Long-term focus essential

For the brave ones... or even better for the brave
and wise ones

Rely on guides to avoid pitfalls — use our valuable
‘trade and investment ecosystem’
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Building partnerships essential in
current dynamics of the global economy

KBC Economics



Thank you for
your attention!

Email:
chiefeconomist@kbc.be

Twitter:

@JanVanHove_KBC Visit our
website at

www.kbceconomics.com
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