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PART ONE | Overview of China's Macroeconomy
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?@me Top engine of world economic growth
-Top engine of world economic growth
- China’s GDP (2016)—74 trillion yuan
- 6.7 percent growth
- 15.1% of the global total
- Largest contributor to world growth
- 2"%largest economy, important and influential
- 33.2% of global economic growth (in 2010 constant prices, WB), more than US. EU and Japan
Main countries’ economic growth rate
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China's economy is stable and promising

Bilateral exchange rate (Main currency)
® China's economy is stable and promising
® Stable performance with good momentum in 2016
® Improved quality, returns and economic structural adjustment
® Emerging industries, transformation and upgrading of
traditional industries
® Imports and exports (2016)—24.3 trillion yuan, trade surplus
(for 20 yrs)—3.4 trillion yuan 000 -
® CPl 2%
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® Stable RMB exchange rate at an adaptive and equilibrium level
® [nternational environment, “Black Swan”, e.g. British exit,
American election, Italian referendum, global exchange rate B 47 AN
change, and RMB/USD depreciation expectation .
) 2015—2016’ EU R/USD depreC|ated—1355%’ RMB/USD 2010-01-04  2011-01-04  2012-01-04  2013-01-04  2014-01-04  2015-01-04  2016-01-04
depreciated—13.52%, GBP/USD depreciated—21.22%, only PN BU UK ONH— USA(G)
JPY/USD appreciated—1.88%
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n .I The 39 most attractive investment destination
Herts s
-The 3" most attractive investment destination
- Rapid economic growth & stable investment environment o o
(Global Investment Regional attractiveness Report, Kearney, 04.  Bilonyuen Billonyuan |450
2017) 400 | ! 400
350 - ]
- The 2" largest foreign investment country & the 3™ largest ; ] 350
foreign capital inflow 300 | | 300

- Foreign investment soared by 44% to 183 billion US dollars 250 |
(The World Investment Report 2017)
- Global foreign direct investment (FDI) inflows totaled 134 billion
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- Inc_rea_sed holding of RMB treasury bonds by foreign 7 10 0L 04 07 10 01 04 07 10 01 04
Institutions 2014 2014 2015 2015 2015 2015 2016 2016 2016 2016 2017 2017

- Main way for foreign institutions to increase RMB assets holding
- RMB Government bond held by foreign institutions—428.877
billion yuan by the end of May 2017

. government bonds, by non-residents



The Belt and Road Initiative and

RMB Internationalization
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X .I The "Belt and Road" initiative and RMB Internationalization

2017 {Government work report)
Maintain the RMB's stable position in the global monetary system.
Pursue the Belt and Road Initiative.

Guided by the principle of achieving shared growth through
consultation and collaboration, we will accelerate the building of
overland economic corridors and maritime cooperation hubs, and
establish cooperative mechanisms for achieving compatibility in
customs clearance procedures along the routes.

In 2016, the volume of RMB settlement in cross-border trade
and direct investment with the countries and regions along the
routes totaled 1.26 trillion yuan, laid the foundation of promoting
economic co-operation among countries along the proposed Belt
and Road routes.

As a next step, China will continually improve its cross-border
RMB framework, deepen RMB’s role as currency of payment,
investment, financing, trade and international reserve in “the Belt
and Road” construction, so as to provide better service for the needs
of “the Belt and Road”.
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Development of RMB

Internationalization

RMB's function as a payment currency is
constantly strengthened

RMB's function as an investment currency
deepens unceasingly

RMB's function as a reserve currency Is
gradually emerging

The infrastructure for the RMB
Internationalilzation is further improved



T E A K AT
THE PEOPLE'S BANK OF CHINA

- The world's 7t largest payment currency
- 1.6% global payment currency by value in April
2017(SWIFT)
- 40% the global acceptance of RMB in June 2016, 229
increase
- The 2"d largest cross-border currency in China
- 9.8 trillion yuan cross-border RMB payments
settlements in 2016
- 25.2% b/t the Mainland and overseas parties
- 2"d Jargest for seven years
- Widerange of global acceptance
- 250k enterprises and 245 banks cross-border RMB
business (by May 2017)
- 195 countries reaching

April 2017
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.I RMB's function as a payment currency is constantly strengthened

42.14%
31.10%
7.31%
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& .I RMB's function as an investment currency deepens unceasingly

FE A KRR
THE PEOPLE'S BANK OF CHINA

- RQFII
- 487 foreign institutions into the Chinese interbank bond market (by May 2017)
- Total investment 806.6 billion yuan
- 3.4 trillion yuan foreign held RMB-denominated (bonds, stocks ,deposits and other financial
products)
- Increase 515.8 billion yuan over the end of 2013

- RMB-denominated international bonds
- 696.6 billion yuan RMB-denominated international bonds (BIS, 2016)
- 566.6 billion yuan RMB bond by foreign institutions offshore (Dim Sum Bond and Formosa
Bond, etc.)
- 130 billion yuan bonds issued onshore by non-residents (Panda Bonds)
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.I RMB's function as a reserve currency is
_ The proportion of RMB in the SDR basket
gradually emerging

October 1, 20186, official inclusion of RMB in SDR basket, the 5™ currency after 10 92%
DI the dollar, euro, yen and pound

8.33%
")l7)  $84.5 billion RMB foreign exchange reserves, accounting for 1.07%, ranking 7" mUSD
among the eight currencies listed (IMF, by the end of 2016) 8.09% = EUR
m GBP
mJPY
03 € 500 million ECB foreign reserves investment in Chinese Renminbi equivalent in RMB
the first half of 2017
04 58 foreign central banks or monetary authorities have included RMB in foreign
exchange reserves.
World (US Dollars, Billions) @
Q4 2015 O1 2016 Q2 2016 Q3 2016 Q4 2016 EUROPEAN CENTRAL BANK
v Total Forelgn Exchange Reserves 10.92140 11.009.16 11.037.96 11059 38 10.793.40 FUROSYSTEM
v Allocated Reserves 6.817.01 719394 7.501.66 7.800.97 7.900.63
: Gnons = = 2 e 2 Media ~ Explainers ~ Research & Publications ~ Statistics v The €uro ~ Monetary Policy ~
Claims in U.S. dollars 4,374 07 460417 479223 493978 5.05294
Claims In eurocs 134506 1449019 149388 157768 155926 Home > Media » Press releases » Bydate » 2017 » 13 June 2017
Claims In Chinese renminbl 84 51 —I PRESS RELEASE
Claims In Japanese yen 27477 280.74 32599 34677 33277 Media .
— = = S e e i — Press releases ECB completes foreign reserves
Claims in pounds sterling 33138 343.30 34884 350.75 349.33 . . . . .
Claims in Australian dotlars 13100 13367 136.97 15022 14612 = Bydate mve.s':ment In Chmes.e renmlnbl
Claims in Canadian dollars 127 65 136.29 14352 15580 16083 2017 equwalent to €500 million
Claims In Swiss francs 1977 14 81 1428 14 82 1373 2016 13 June 2017
Claims in other currencies 21332 23176 24595 26515 20115 201571999
2 = = s —— 1998 (EMI/ECB) > Investment reflects increased role of Chinese renminbi as global currency
Unallocated Reserves 2410432 3.815.22 3.536.29 3.258.41 289277

1997 (EMI) > Overall size of ECB's foreign reserves unchanged
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.I RMB's function as areserve currency is gradually emerging
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- Bilateral local Currency Settlement.
- Bilateral trade agreements with neighboring countries
- Use of 2 sides currency or RMB in border trade and
general trade settlement since the 1990s,
- Local currency settlement with 9 countries

P Bilateral local Currency Swap
- 36 overseas central banks or monetary authorities
- Total size of the agreements RMB 3.34 trillion yuan
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‘“‘ .I The infrastructure for the RMB internationalilzation is further improved

 RMB clearing arrangements in 23 countries and regions (include. southeast Asia, Europe, the Middle East, America,
Oceania and Africa)

» Facilitated the usage of RMB in trade and investment.




‘I\ .I The infrastructure for the RMB internationalilzation is further improved
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,/ centralized clearing through a shortened route of
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= \\ clearing to achieve efficiency.

The Phase One of CIPS started operation in PN
October, 2015. The completion of CIPS marks an
important progress in payment system to be used in
domestic and international payment.

N\
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\\ 04 Operation hours covering the time zones of

I
o Europe, Asia, Africa and Oceania, where the RMB
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/
05 Special line for domestic direct participants. |



Four pillars for RMB internationalization

_ Design of policy and infrastructure
Market driven

Lead the development of offshore
RMB market Supervision and management

RMB has joined the SDR basket. The status of China as a major trading and investment country, and “ the Belt and
Road” initiative will bring broad space and development potential for RMB internationalization.
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Cross-border RMB settlement

384.26 billion yuan cross-border RMB
settlement volume between China and
member states of the CBD in Caribbean
region (2016)

- 130.15 billion yuan RMB settlement of
goods trade, decreasing 58.3% yoy

- 5.21 billion yuan cross-border service trade
and other items settled in RMB, up 77.8%
yoy

- 187.51 billion yuan direct investment
settled in RMB, increase of 107.5% yoy

.I Cross-border RMB business of member states of the CBD in Caribbean Region

Bilateral local currency swap

Brazil

- March 26, 2013

- Bilateral local currency swap agreements
- RMB 190 billion yuan/60 billion Brazilian
Real, --- 3 years, expired

Surinam

-March 18, 2015

- Bilateral local currency swap agreements

- RMB 1 billion yuan/0.52 billion Surinamese
dollar

- 3 years.



Practical Use of
RMB in Caribbean

€

Financial institutions

Foreign central banks

and similar institutions

- Interbank bond market - Interbank bond market - RMB cross-border goods trade
- Interbank foreign exchange market - Interbank foreign exchange market - RMB cross-border service trade and
- Bilateral local currency settlement - Cross-border trade financing other current account settlement
- Bilateral local currency swap - Panda bonds - RMB cross-border direct investment
- RQFII - RMB cross-border financing
THE PEOPLE'S BANK OF CHINA - Panda bonds

- RQFII



enterprises

Avoiding exchange rate risks, reducing exchange
cost

Promoting investment and trade with China

Enterprises

Sharing achievements of China’s reform and
opening-up

Financial
Institutions

The benefits of RMB settlement for overseas financial institutions and

Accumulating customer resources, expanding the
scope of business

Entering the Chinese market, sharing the
achievements of China’s economic development

Improving capacity and efficiency of capital
management and asset allocation

Establishing local RMB offshore markets
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World and regions: Outbound Tourism
International Tourism Expenditure (USS billion)
275 -
| I —
250 /
225 1
[ |
a
200 + 2
[ ]
L ]
175 +
B
n
150 8
L)
125 4
United States
100
7 A Germany
75
United Kingdom
50 France
Canada
g KOrea (ROK)
25 //"#’ . ALstralia
== - ——— -~ Italy
s e Hong Kong (China)
0 T
"95 "96 "97 "98 "99 00 "01 '02 "03 "04 "05 "06 07 "08 '09 ™10 "11"12"13"14"15"16

Sourca: World Tourism Organization (LINWTO) &

.I The benefits of RMB settlement for Overseas Merchants

The 1st international outbound travel market

- 135million
- 6 percent growth (UNWTO World Tourism Barometer 2016)

The 1t international outbound tourism expenditure country
- 261 billion dollars
- 12 percent growth

- 1933 dollar per capita
- 20.9% of the global tota(UNWTO World Tourism Barometer

2016)

For Overseas Merchants, RMB settlement can facilitate
payments between Overseas Merchants and Chinese
tourists ,and will stimulate their consumption. Tourists
will pour into the overseas tourist attraction if RMB

settlement is available.

22



1.RMB settlement under the Current Account

Overseas enterprise can use RMB for imports and exports of goods, service trade and other current items settlement.

RMB Settlements of goods trade RMB settlements of service

trade and other current items

Opening RMB settlement account

L, . ———\lssuepaymentorder ————» . )
China's foreign (Foreign enterprises purchase) China’s foreign
trade partner "I participantbank
Pavment and accountment{(Foreign enterprises )
s G defiver) T T Settlements of service
; trade and other current items
Sign , Issue Payment iAccmmt
R o | G
: : . ; | RMH
etk £ b |
foreign accoun ds EIp! reign ! d B
party purchase |enterpris _ :.zlling
s ]
oy | . 4
e | g A 6 submit o 3. the bank\' q banks A (; declaration\
. payment conducts Co ;. .
— contactwith the | [ Satements or | | authenticty || SERC |0 AEAEn
. settlement account AT ' forei t relevant business audit and q t
Domestic |, qic enterprise’s loan Fund transfer . reign party documents to the | | make receipts | | 3¢C0rdance payments
enterprise  [booked(Foreign enterprises| SEtEMENt . | Domesticagent bank and payment with regulations | | statistics
. purchase) bank HVPS bank \ / \ _/ . VAN VAN /
:'_________._____________:)
Issue pavment
order(Foreign enterprises

delivery)



2~ Overseas investors direct investment and trade financing settlement in RMB

Foreign enterprises apply directly to the bank for RMB
settlement to invest in RMB. Include. Foreign enterprises can raising funds for their cross-boarder

- funding newly set-up enterprises _ businesses through overseas clearing banks. participating
- mergers and acquisitions of domestic enterprises banks or domestic banks

- equity transfer
- raising capital :
- providing loans for existing enterprises Process of cross-boarder RMB business
- transferring RMB overseas due to capital reduction, funding

conversion, liquidation and other proceeds. Trade funding

RMB settlement for overseas investors RMB account

2
, , %25
1.Registration at bank 255
]
. . 9 a
2.0pen a special deposit account g o %,
3.Money transfer ol |z ey transfer 9,
—_— %
4.Using money as ruled by the law RMB account Providing

Clearing& funding
services



-Foreign institutions enter the inter-bank bond market
-Trade parties: Foreign Central Banks and Similar Institutions, Overseas RMB busmess
clearing Banks and participating Banks and overseas institutional investors

-- Filling management, no line of limit, funds remitted freely

For more information, please visit

(Details. Procedures. FAQ)

FEOC agant

[Commercial Banls with qualification of international

[Forsizn Centrsl Three ways clearine and apent
Banles snd
Similar diract imvastmant
Institutions
Trade [Ponds, bond mpurchase bond landing Bond
products Forward and interest rate swap  forward mte
aeraameant
overseas instimtional investors - bonds, bond
lending Bond Forward and intarest mte swap_
forward mte apreament
Dwerseas Trade
Institutional ) )
investors products overseas BANIB business cleaning banks and

participating banks - bonds_
Forward and interest rate swap = forward mte

aeraameant

3. Foreign Institutions Enter China’s Inter-bank Bond Market

Procedures for Foreign Central Banks and Similar Institutions to
Enter China’s Inter-bank Bond Market

Registration

Preparation Investment

Outbound
fund
transfer

(Authorization,

& Settlement —

\ 4

Inbound fund

Signing agency

Ajsnoaueynwis
\ 4

transfer, transaction

agreements agreement)

\ 4

A
Inquiry

\ 4

Opening accounts

To enter the China Interbank FX market, please

FX conversion in refer to the Procedures for Foreign Central Banks

to RMB if needed and Similar Institutions to Enter China's Inter-bank

FX Market.



http://www.nafmii.org.cn/ggtz/gg/201604/t20160415_52577.html

foreign exchange market

Foreign central banks and similar institutions enter the
Chinese inter-bank foreign exchange market

Three ways

PBC agent

To be an overseas member of the Chinese inter-

bank foreign exchange market directly

Become members of the inter-bank foreign  exchange
market agent.

Trade products

All listed FX products include at sight. forward.
changeover. option;

Currency Code Of Transaction include all FX currencies
such as US dollar . Euro. Yen. HK dollar. English pound.

Trading mode Inquiry and match (bidding) mode.

4. Foreign central banks and similar institutions enter the Chinese inter-bank

Foreign central banks and similar institutions enter
China’s inter-bank foreign exchange market

Trading parties

- Foreign central Banks (monetary authorities) and other
official reserve management agency

- International financial organizations

- Sovereign wealth funds

- Overseas participating banks

Trading currencies : 23 trading currencies listed for trade
in the inter-bank foreign exchange market , including USD,
EUR, JPY, HKD, GBP, AUD, NZD, SGD, CHF, CAD,
MYR, RUB, ZAR, KRW, AED, SAR, HUF, PLN,DKK,
SEK, NOK, TRY, and MXN. .

There is no limit to the amount of trade, and the money
can be freely remitted overseas.



& .I 5. Bilateral local Currency Settlement

e it
: The currency settlement arrangements can be classified into two categories:
Bilateral Local Currency
Settlement 1. Border trade currency settlement arrangement

- Allow the use of either local currency or RMB in bilateral trade along the
border areas

2. General trade currency settlement arrangement
- Allow the use of either local currency or RMB in general trade

Positive influences

Reduce the exchange costs of bilateral trade ,investment
enterprises and individuals, avoid exchange rate risk

Standardize trade settlement and foreign exchange
market order,curb the market demand and living space
of the foreign exchange black market and underground
bank;

Since the 1990s, China had signed bilateral
local currency settlement arrangements with
neighboring countries, allowed the use of either
local currency or RMB in border trade or
general trade.

Promote the economic development of the border areas

QOO0



6. Bilateral Local Currency Swap

Bilateral Local Currency Swap Micro-perspective

-Reduce exchange costs

-Avoid exchange rate risk.

Macro- perspective

-Balance the international payments
-Maintain financial stability.

Bilateral Local Currency Swap

-2 central banks (monetary authority)
-Promises to exchange currencies for a
certain purpose within a certain time limit

Signifi
cance

- Liquidity shortage of domestic currency overseas
- Promote domestic currency settlement

- Facilitates trade and investment.

Bilateral Local Currency Swap mechanism

(2)apply for a Currency Swap+
PBC~ _' Central bank of the
3 f——— ——
C People’s (B)Both sides exchange the equivalent currency+| -
dealing party«
bank of {according Trading rate)+
China) ! e —
(B)the return of the principal will expire,+
and pay the interest ZY] (D«
providing Apply +
® the return financing fors
(the principal and interest RMB+

Commercial bank of the

dealing party«




7+~ RMB-denominated Bonds Issued by Overseas institutions in Mainland
China (Panda Bonds)

- Issuance of Panda Bonds increased rapidly since 2015
- 146.4 billions Panda Bonds issurance
- Foreign non-financial enterprises, financial institutions, international development
Institutions and foreign governments

Opening an Account Money transfer

Foreign government o
agencies, international financial Overseas Institutions can The funds raised by the Foreign institutions can
institutions, international open overseas institutions issuance of panda bonds can issue panda bonds in the
development institutions ,and RMB settlement account be remitted abroad interbank bond market, the
financial institutions as well as (NRA), or entrust the lead ' Shanghai Stock Exchaﬁge and
non-financial enterprises legally underwriter to open the the Shenzhen Stock Exchange
registered overseas(including custody account. )
Hong Kong,Macao, and Taiwan)



RQFII

- Overseas legal persons

- Investing in domestic securities
- Using funds obtained abroad

- With the approval by CSRC

- Investment quota approved by
SAFE

RQFII Management requirements

Credential license

It should be financially steady, with good credit standing, and its
registration place and business qualifications are in compliance with the
CSRC regulations;

Its corporate governance and internal control shall be effective. The
practitioners shall be in line with the relevant qualification requirements of the
country or region where they are;

Operational performance is standard. No major penalty by the local
supervision departments In the past three years or since it has been set up.

Other conditions.

Quota assess

Filing with relevant authorities within the basic quota+amount beyond
the basic quota needing approval and management.

Lock-up period and funds remitted inward and outward

Except open-ended funds, RQFII’s Lock-up Period for principals from
other products (or funds) is 3 months. The open-ended fund may be remitted
and transferred daily by the custodian according to the net amount of the
purchase or redemption. After the lockup period ends, the custodian can be
entrusted to go through procedures for outward or inward remittance of
principals from other products or funds.
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