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IN A WORD:

Chinayesterday approved a proposal to impose new national security legislation in Hong Kong,
after the US administration expressed that it could no longer certify Hong Kong's autonomy
from China, which could trigger a range of actions from sanctions on Chinese officials to
revoking the city’s special trading status with the US. Here are our preliminary thoughts on
the potential economic and investment implications:

1) Revoking the special status of Hong Kong as a separate customs territory - Direct
impacts on Hong Kong economy are limited, as the city mainly engages in re-export activities
(domestic exports are very small). With tariffs applying to the originating country, Hong Kong's
re-export activities from China to the US have already fallen significantly since last year due to
the trade war.

(2) Worries of capital outflows - There has been no clear evidence of capital outflow over
the past year despite the social unrest since mid-2019. Also, despite the political news flow
over the past few days, we continue to see southbound net buying in Hong Kong stock market.
Furthermore, the increasing de-listing risk of ADRs in the US is re-listing opportunities for Hong
Kong stock market. Nevertheless, we need to keep a close eye on the US-China tensions and
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whether it will trickle through the financial sector, which could indirectly impact the Hong Kong
financial market.

3) HKD peg -The Hong Kong authorities are in a strong position to keep the HKD peg intact,
as we argued in a strategy note published in September 2019 (for details, please refer to
https://wealthmanagement.bnpparibas/asia/en/expert-voices/hkd-peg.html). The HKMA must
hold anchor-currency reserves at least 100% or exceeding the monetary base. In fact, Hong
Kong's massive forex reserves (currently USD 441 billion) is two times the size of the HKD
monetary base, comfortably backing the HKD peg. Furthermore, as long as China is committed
to maintaining the “1 country 2 systems” policy, the HKD peg as a key symbol is likely to stay.
It's in China's interest for Hong Kong to continue its function as an offshore international
financial center, playing a catalytic role in the country's financial reform journey (capital
account are yet to be fully liberalized). It's also in the interest of the global financial community
to sustain the peg and maintain global financial stability.

As the details of the new security law will probably take some time to draft, while the extent of
US actions is also unclear, the actual impacts are difficult to gauge at this point of time. However,
heightened uncertainty could lead to market volatility in the near term, especially on Hong
Kong assets. We recommend a more defensive strategy for Hong Kong stocks, while remaining
positive on China equities amid its domestic demand recovery story. Furthermore, political risk
is very difficult to predict, investors should always stay diversified with a multi-asset portfolio.
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DISCLAIMER

This marketing document is provided by the Wealth
Management business of BNP Paribas, a French public limited
company with a capital of € 2,499,597,122, registered office 16
bd des Italiens 75009 Paris - France, registered at RCS Paris
under number 662,042,449, authorised in France, under the
number 662,042,449, approved in France by the Autorité des
Marchés Financiers (AMF). As a marketing document, it has not
been produced in accordance with regulatory constraints to
ensure the independence of investment research and is not
subject to the prior transaction ban. It has not been submitted
to the AMF or other market authority. This document is
confidential and intended solely for use by BNP Paribas SA, BNP
Paribas Wealth Management SA and companies of their Group

('BNP Paribas’) and the persons to whom this document is issued.

It may not be distributed, published, reproduced or revealed by
recipients to other persons or reference to another document
without the prior consent of BNP Paribas.

This document is for informational purposes only and does not
constitute an offer or solicitation in any State or jurisdiction in
which such offer or solicitation is not authorised, or with persons
in respect of whom such offer, solicitation or sale is unlawful. It
is not, and should under no circumstances be considered as a
prospectus. The information provided has been obtained from
public or non-public sources that can be considered to be
reliable, and although all reasonable precautions have been
taken to prepare this document, and, in the event of any
reasonable precautions, the accuracy or omission of the
document shall not be recognised. BNP Paribas does not certify
and guarantees any planned or expected success, profit, return,
performance, effect, effect or profit (whether from a legal,
regulatory, tax, financial, accounting or other point of view) or
the product or investment. Investors should not give excessive
confidence in theoretical historical information relating to
theoretical historical performance. This document may refer to
historical performance; Past performance is not a guide to future
performance.
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The information contained in this document has been drafted
without taking into account your personal situation, including
your financial situation, risk profile and investment objectives.
Before investing in a product, the investor must fully understand
the risks, including any market risk associated with the issuer,
the financial merits and the suitability of such products and
consult its own legal, tax, financial and accounting advisers
before making an investment decision. Any investor must fully
understand the characteristics of the transaction and, if not
otherwise provided, be financially able to bear the loss of his
investment and want to accept such risk. The investor should
remember that the value of an investment as well as the income
from them may fall as well as rise and that past performance is
not a guide to future performance. Any investment in a product
described is subject to prior reading and to an understanding of
the product documentation, in particular that which describes in
detail the rights and duties of the investors and the risks
inherent in an investment in that product. In the absence of any
written provision, BNP Paribas does not act as an investor's
financial adviser for its transactions.

The information, opinions or estimates contained in this
document reflect the author's judgement on the day of his
drafting, they must not be considered as authority or be
substituted by anyone in the exercise of his or her own
judgement and subject to change without notice. Neither BNP
Paribas nor any BNP Paribas Group entity will be liable for any
consequences that may arise from the use of the information,
opinions or estimates contained in this document.

As a distributor of the products presented in this document, BNP
Paribas may receive distribution fees on which you can obtain
further information on specific request. BNP Paribas, its
employees or Directors may hold positions in or relationship
with their issuers.

By receiving this document you agree to be bound by the above
limitations.
© BNP Paribas (2020). All rights reserved.
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