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Forward-looking statements

} This presentation and subsequent discussion may contain certain forward-looking
statements with respect to the financial condition, results of operations and business
of the Group. These forward-looking statements represent the Group’s expectations or
beliefs concerning future events and involve known and unknown risks and uncertainty
that could cause actual results, performance or events to differ materially from those
expressed or implied in such statements. Additional detailed information concerning
important factors that could cause actual results to differ materially is available in our
Interim Report. Past performance cannot be relied on as a guide to future performance.

This presentation contains non-GAAP financial information. Reconciliation of non-GAAP financial information to the most directly
comparable measures under GAAP can be found in HSBC’s 2010 Interim Report in the Operating and Financial Review.
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Quantitative tightening works

Three reserve ratio hikes

Curbs on new lending (RMB7.5 trillion vs RMB9.6 trillion in 2009)

New rules on local governments’ financing vehicles

Property cooling measures
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Capacity reduction in energy-intensive sectors

Source: CEIC, HSBC




Credit growth is slowing
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Infrastructure boom is also cooling...
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..S0 Is the overheated property market...
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Industrial production is also moderating...
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...and exports next
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Taking the heat out of the economy is crucial to contain

Inflation
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CPI inflation should peter out in the coming months
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No need for further tightening
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No double-dip
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Domestic demand, not exports, has been driving growth

recovery
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Continued investment in 100,000 ongoing infrastructure

projects will cushion the investment slowdown

400,000
300,000
200,000
100,000

0

2007 2008 2009 2010*
B Number of new projects

Source: CEIC, HSBC. * Annualised based on January-July data

15



What overcapacity?

Beijing Subway London Underground

Key to lines and symbols

Source: www.bjsubway.com, www.tfl.gov.uk
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Construction of public housing to speed up

Completed residential floor space
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Deregulation rules to lift private investment

Infrastructure construction

} Social and cultural areas including healthcare, education and vocational training and social welfare, culture,
tourism and sporting industries

} Financial services

} Commercial wholesale and retail business and logistics

Source: CEIC, HSBC
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Government has room to releverage

Government’s simplified balanced sheet (2009)

Assets trirl\)l?gi Liabilities triﬁ?ﬁ
(Ergzitghisgzl,(?ﬂ (fr:::rfg CAO?hF;?Z:;S 13 Government bonds outstanding 6
Net assets of unlisted state-owned enterprises 10 Hidden local government debt 7~10
Government’s bank deposits 2.1 Government foreign debt 0.3
Rail, road and other infrastructure facilities n/a Total liabilities 13.3-16.3
Land and resource reserves under earth n/a Net worth >8.7

Source: HSBC estimates

19




Big potential in bond market

As % of GDP
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Household debt is tiny

RMB trillion
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Property market is overheated but still underleveraged...
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Significant drop in property transaction volume in big cities

% yr, 3m ma

250
200
150
100

50

-100
2008 2009 2010

National Beijing Shanghai

Source: CEIC, HSBC

23



..property price growth slows
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A drop in property prices won’t derail the consumption story
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Labour market has been improving...
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..which will support private consumption
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Improving social welfare supports private consumption

The pilot rural medical cooperative reform has been extended to cover over 72 per cent of the rural population,

from 50 per cent four years ago. And this covers 50 per cent to 80 per cent of medical expense for the rural
population

} The pilot rural pension scheme was rolled out last year. This is set to cover 50 per cent of the ageing rural
population in three years, and expand to 80 per cent by 2017

} Free nine-year compulsory education to all rural families

} A total of RMB850 billion to be invested in reforming the medical care system in 2009-2011

Source: CEIC, HSBC
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Renminbi’'s new regime: Two-way volatility
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Two-way volatility rather than appreciation will be the focus
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Pace of appreciation likely to be much slower than in

previous years
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Renminbi’s undervaluation is overvalued
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Currency basket plays a bigger role?

Estimated renminbi currency basket based on trade, foreign debt and FDI profiles
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Renminbi internationalisation: Faster than expected
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China’s strategic plan

v vV v v

Internationalisation of renminbi seen by many as the ultimate solution to China’s dollar trap

Three-step process: From trade settlement to investment/debt and then to reserve holdings

Reserve currency still along way away

But expanding use of renminbi in trade settlement would be faster than many expect
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Matching China’s rising economic power

GDP at current price (USDbn)
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...and its dominant position in global trade

Total annual trade volume (USDbn)
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Key policy initiatives

29 June 2009: PBoC and HKMA Memorandum on RMB trade settlement in Hong Kong

3 July 2009: Pilot scheme for settlement of cross-border trade in RMB released by the PBoC

19 June 2010: Reform of RMB exchange rate regime resumed

22 June 2010: Expansion of the RMB trade settlement scheme

16 August 2010: RMB Clearing Bank, foreign central banks and other eligible institutions outside the
Mainland are allowed to invest their RMB funds into the Mainland’s interbank bond market

v VvV VvV VvV WV

} 27 August 2010: Selected enterprises in Beijing, Guangdong, Shandong and Jiangsu are allowed to keep
export proceeds offshore
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Renminbi cross-border trade settlement is taking off

Number of deals RMBbn
3,000 30
2,500 25
2,000 20
1,500 15
1,000 10

500 5
Aug-10 Oct-10 Dec-10 Feb-10 Apr-10 Jun-10
mmm Number of renminbitrade settlement (Lhs) Value of renminbi trade settlement
Source: PBoC, HSBC

39



Who wants to use renminbi?
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Can Chinese exporters drive a hard bargain?
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Surging Chinese investment in EM countries also helps

China’s outward investment
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Offshore RMB market helps foreigners park and trade
renminbi
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® RMB bond issuance in Hong Kong u RMB outstanding deposits in Hong Kong
Source: CEIC, HSBC
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Renminbi in five years
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Renminbi trade settlement is likely to result in nearly USD2 trillion in annual trade flows being settled in renminbi

This, plus further financial reforms, should pave the way for full convertibility

Rising growth differential between China and its main trade partners support gradual appreciation

All these will reinforce the expansion of the renminbi’s role in the global economy
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HSBC China economic forecast

% year (annual average) 2005 2006 2007 2008 2009 2010 2011F
Nominal GDP 18,322 21,192 24,953 31,405 34,051 38,541 42,994
Real GDP 11.3 12.7 14.2 9.6 9.1 10.0 8.9
Consumer spending 8.5 8.7 9.0 8.9 8.0 9.5 9.2
Government consumption 12.9 11.7 14.3 12.0 12.5 16.0 15.0
Nominal fixed-asset investment 27.2 24.5 25.8 26.1 29.5 26.0 20.0
Merchandise exports 28.4 27.2 25.7 17.2 -17.9 23.0 18.0
Merchandise imports 17.6 19.9 20.8 18.5 -16.3 27.0 17.0
Industrial production (VAI) ex-small enterprises 15.9 16.2 16.0 12.9 11.0 15.5 135
Nominal retail sales 12.9 13.7 16.8 21.6 15.5 17.5 16.8
Consumer prices, year avg 1.8 1.5 4.8 5.9 -0.7 2.9 2.5
Current account (% GDP) 7.2 9.4 11.3 9.4 5.8 4.4 3.9
Budget balance (% GDP) -1.2 -1.0 0.6 -0.4 -2.9 -2.7 -2.5
Foreign reserve (USDbn) 819 1,066 1,528 1,946 2,399 2,550 2,650
Three-month time deposit (%), year-end 1.7 1.8 3.3 1.7 1.7 1.7 17
One-year lending (%), year-end 5.6 6.1 7.5 5.3 5.3 5.3 5.3
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Analyst Certification
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Important Disclosures
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Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of
investors. Investors should consult with their HSBC representative regarding the suitability of the investment products mentioned in this document and take into
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* HSBC Legal Entities are listed in the Disclaimer below.
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that any confidential and/or price sensitive information is handled in an appropriate manner.
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