@%’@é@;ﬁ

BANK OF CHINA

@*@é&ﬁ-

BANK OF CHINA

2017 White Paper
on RMB Internationalization

RMB amid the Two-way Opening Up of the Financial Market



»

-

g
%RMB amid the
Two-way Opening Up
of the Financial Market

A CENTURY OF GLOBAL SERVICES (i)

SMFEP B
fo 30

f‘.

|.|I.lllll|.|l|-il|-...l

Fﬂi&ﬁ.wx :

w H,%,,,

p-. ,h




B R A

T—
W,

g

S SEMAEAS TVEDD JOIHALNAD ¥

FOREWORD

O The vear of 20017 has witnessed the furtherance of RMB internationalization. The mild recovery of the world
economy, a rebound in global trade and investment, overall stability of international financial markets and
the normalization of the US Fed's monetary policy are basically in line with market expectations. The continuous
Lnprovement of the fundamentals of the Chinese ECONOMY, further advancement of reforms for interest rate
liberalization and the exchange rate formation mechanism, progressive implementation of a prudent and neuteal
monetary policy and the initial establishment of a macro prudential policy framework havwe ereated favorable market
conditions for RMB internationalization. The steady rise in the level of BMB cross border use, the launch of policies
for macre-prudential management of comprehensive crossborder financing, the official operation of the “Bond
Connect” programme, adjustment to the resceve requirements policy for participant banks in oversecas RMB
business, the inclusion of A shares into the MSClL Emerging Markets Index...All these show that the onshore RMB
market has been constantly opened up, the level of RMB use in offshore markets has stabilized and risen, and the
trend of BMB internationalization luas become inereasingly smooth,

O The Report of the 19th National Congress of the CPC mentioned, “...applying a new vision of development
and building a modernized cconomy system...”, *..promoting a new pattern of opening up on all fronts...” The
2017 White Paper on RMB Internationalization reflects the latest developments on this issue during the vear from
the perspective of market entities under the theme of *“BMB amid the Twoway Opening Up of the Financial
Market”™, which aims to draw attention to new opportunities and new drivers for RMB internationalization.

QO BOC has compiled the White Paper on RMB Internationalization exclusively for five consecutive years since
2013, which features multiple samples, extensive coverage and new subjects. This vear's market survey includes
financial institutions for the first time in a langer range of market entities, including 3,134 industrial and commercial
enterprises (of which 702 are from abroad) and 118 financial institutions (of which 97 are from abroad), COVering
25 foreign countries and regions, which provides unique perspectives and professional tools for studving the market
trend of RMB internationalization for domestic and overseas market entities, and has been fully affiemed by the

market.
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[@] EXPECTATIONS FOR RMB'S INTERNATIONAL STATUS ARE

OPTIMISTIC AND POSITIVE

© BOTH DOMESTIC AND OVERSEAS MARKET ENTITIES HAD HIGHER
EXPECIATIONS FOR THE INITERMATIONAL CURREMCY STALUS OF RMB

0 FINAMCIAL INSTITUTIONS HAVE HIGHER EXPECTATIONS FOR RMB'S
INTERNATIONAL CURRENCY STATUS THAN ENTERPRISES

O OVER 607 OF MARKET ENTTTIES WILL USE RMB OR INCREASE RMB USE

© RMB USE BY MARKET ENTITIES REMAINED CONCENTRATED ON

CROSS-BORDER PAYMENT
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M THE ROLE OF BMEB AS AN INTERNATIONAL CURRENCY HAS

BEEN BROUGHT INTO PLAY

© EME'S FUNCTION AS AN INTERNATIONAL PRICING CURBRENCY HAS
BEEN STEADILY ENHANCED

© PARTICIPATING WILL IN COMMODITY TRADING IS RELATIVELY STROMG

© RMB IS AN IMPORTANT ALTERMNATIVE OPTION FOR SUPPLEMENTING

INTERMNATIONAL LIQUIDITY

m] EMB INTERNATIONALIZATION INCUBATE NEW OPTORTUNITIES

© THE PERCENTAGES OF MARKET ENTITIES USING CROSS-BORDER RMB
TRADIMNG PRODUCTS HAVE INMCREASED

O RMB USE AMONG FORTUNE 500 ENTERPRISES WAS MORE EXTENSIVE
THAN OTHER ENTITIES

© THE “BELT & ROAD" HOLD GREAT POTENTIAL FOR EXPANDING RME USE

m SPECIAL TOPIC: THE TWOWAY OPENING UT OF THE FINANCIAL

MARKET GIVES A NEW BOOSTER TO EMEBE INTERNATIONALIZATION

O NEW PROGRESS HAS BEEN CONSTANTLY MADE IN THE TWO.WAY
OPENIMNG UT OF THE FINANCIAL MARKET

0 OVERSEAS MARKET ENTITIES HAD STRONG INTENTION TO PARTICIPATE
N THE RMB MARKET

O BAMB BOND ASSETS ARE FAVORED BY MARKET ENTITIES

© THERE 15 STILLHUGE POTENTIAL FOR IMPROVEMENT IM EMB ASSET
ALLOCATION

O RISK MANAGEMENT AND SERVICE ENHANCEMENT ARE THE MAIN

PURPOSES

[ APPENDIX: EXPLANATION OF SURVEY SAMPLES
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[ Expectations for RMB'’s International Status are Optimistic and Positive

© Both domestic and overseas market entities have higher expectations for the international
currency status of AMB

* The result of the survey shows, 76% of market entities (including industrial and commercial enterprises and
financial institutions; the same below) think RMB's international status is likely to approach international
currencies such as USD, EUR, GBP and JPY. Among them, 47% expect RMB's international status to come

close to TIST) and EUR. Both figures hit historical new heights.

Fig. 1: Expectations for the International Currency Status of RMB
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© Financial institutions have higher expectations for RMB's international currency status than
enterprises

w 85% of the surveyed foreign funded financial institutions based in China hold that EMB's international status
is likely to approach international currencies such as USD, EUR, GBI and JPY, while 77% of the surveyed
oversens financial institutions express the same view. Both propertions are higher than those of surveyed industrial
and commercial enterprises. In comparison, financial institutions take more optimistic views of RMB's
development prospect as an imternational currency.

Fig. 2: Expectations of Financial Lnstitutions for the International Currency Status of RMB

B3
=i T3
S0
e
ol
| 8
3P 4%,
3%

A

Owerseas industrial and Owverseas Finaneial Domestic foreign-funded

commercial enterprises insiatutions linancial imstiputions

B Close to GBP/TPY Close to LISD/ELUTR

b“l —

© Over 60% of market entities will use RMB or increase RMB use
W During the past year, overseas entities have demonstrated higher degrees of acceptance and use of RMB,
bensfiting from the RMB's inclusion in the SDR currency baskat, continuonsly improvement of the RMB exchange

rate regime, and further opening up of Cluna's financial macket. The survey result shows, around 61% of surveyed

overseas market entities express the plan to further increase RMB use.

Fig. 3t Percentage of Market Entities Planning to Use BMDB or Incrense RMB Use
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© RMB use by market entities remained concentrated on cross-border payment

# In terms of the areas of RMB use, the survey result shows, 74% of the surveyed overseas enterprises use RMB
for cross-border payment, whereas 25% hold RMB-denominated assets or liabilities in addition to using the
eurrency for cross-border payment. This indicates, as a payment and settlement cnrrency, RMB has been well

accepted by enterprises all over the world; and it holds great potential as a currency of investment and reserves.

Fig. 4: Areas of RMB Use by Overseas Enterprises
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[ The Role of RMB as an International Currency has been Brought into Play
© RMB's function as an international pricing currency has been steadily enhanced
#* BEMPB's function as a pricing currency is embodied on a micro level in the capacity of domestic enterprises to
insist on using RMB in cross-border transactions so as to shift the risk of exchange rate fluctuations to their
overseas counterparties.
% Lo year's market survey, 19% of the uurv\r\_n-d domestic enterprises express that Iht"',r insisted on prcing i RMB
to cope with exchange rate volatility and let counterparties undertake the risk of exchange rate fluctuations. This
figure is one percentage point higher than last year's, and has risen for five consecutive years, which shows the
increasingly strong function of RMB as a pricing currency.
W The enhancement of RMB's pricing function is associated with changes in China's export structure. In recent
wears, the percentage of China's hitech exports has staved at around 20%. The increase in technological content
of exports has strongly backed up enterprises insisting on pricing in RMB.

Fig. 5: Pricing Strategy of Domestic Enterprises Given RMB Exchange Rate Fluctuations
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o participating will in commodity trading is relatively strong

#* China has established various types of commodity teading platforms, with the teading volume of spot gold and
iron ore ranked among the highest worldwide. RMB-denominated crude oil futures trading is in the pipeline.
Compared with financial institutions, surveyed overscas enterprises engaged in raw materials and commodity
trading are more inclined to participate in commaodity trading in China. Around 80% of them are interested in
participating in China's domestic commodity trading and joining commodity trading platforms. This is of positive

significance to reinforcing RMB s function of pricing commaodities.

03—

Fig. 6: Interested in Participating in Commadity Trading in China ar Mot
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© RMB is an important alternative option for supplementing international liquidity

* Most of the surveved market entities are considering EMB as a key international liquidity supplement. About
13% express they will do so in the case of a liquidity squeere. Among the surveved financial institutions, securities,
investment banking and insurance institutions are more active; around 68% say they will do so, 9 percentage
pointz higher than the surveved banlks.

Fig. ¥: Ditferent Market Entities Considering EMB as a Key International Liquidity Supplement
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@ RMB Internationalization Incubate New Opportunities
© The percentages of market entities using cross-border RMB trading products have increased

#* In terms of the distribution of crossborder RMB |1nrrrd|1rr and service types, the SUTVEY result 5luw|.'5,, the most
trequently used cross-border BMB products were settlement, deposit, and foreign exchange products, which

accounted for 53%, 17% and 16% respectively. It should be noted that the percentage of surveyed market entities

havang used fun‘igu t'::l.'lmngt' pmhlrl,s wis 13 percentage pounlts |1.:i.511t'r than 2016, With the r.!ﬂ't'lupmrnt of RMB

direct trading markets, the degree of market acceptance and use of tradingspecific products is rising continuoushy.

Fig. 8: Distribution of Cross border RMB Product and Service Types Used by Market Entities
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© RMB use of Fortune 500 enterprises is more extensive than of other entities

W In terms of enterprises, Fortune 500 companies have used a wider variety of cross-border RMB products and
services. OF those surveyed headquartered abroad, more than 62% have used at least two types of
eross-barder RMB products and services, 30 percentage points higher than the propartion of small and
medinmsized enterprises (SMEs) doing the same; 32% have used at least 3 types of crossborder RMB products
and services, 10 percentage points higher than the proportian of SMEs doing 0. This points to a higher level of
familiarity with and recognition of crossborder RMB products among Fortune 500 enterprises.

Fig. 9: Distribution of Crossborder RMB Product Types and Quantities Used by Different Types of Enterprises
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0 The "Belt & Road” hold great potential for expanding RMB use
W Compared with overseas enterprises as a whaole, those from countries along the “Belt & Road"” hold relatively
great potential for using crosshorder RMB products and services.
# Amid the surveyed enterprises have used RMB products and services from such countries, 71% have used
at least one type of crossborder RMB products and services, whereas 290% have used at least two types, which was
12 percentage points lower than 41%, the proportion of surveyed overseas enterprises doing so. This shows,
compared with overseas entities as a whaole, the promotion and use of RMB in countries along the “Belt & Road”™
las great potential to be expanded. Going forward, with the inter-working of infrastructure and progress in
capacity cooperation with those countries, the demand for RMB in the areas of investment, financing, ssttlement
and exchange will rise consistently. Therefore, it is expected that BMB use in the"Belt & Road" countries will
have a considerable area of advancement.

Fig. 10: Distribution of Crosshorder RMB Product Types and Quantities Used by

Enterprises along the “Belt & Road”™

8%, =

TR

B i

500

400

LT vy

310% 15%

107 . T i h 0% i o
- e e

The “Beli & Road" enterprises Owverseas enterprises as a whole (excluding

those from Hong, Koog, Macau and Taiwan)

B Use logpe M Wlse 2oppes M Ulae Dogpes B Ulse 4 types B Llae 5 types

— 06 4



@ Special Topic: The Twoway Opening Up of Financial Market Gives a New
Booster to RMB Internationalization
O New progress was constantly made in the two-way opening up of financial market

* China's stock market and bond market have held an increasingly prominent position across the world. By the

end of the third quarter of 2017, the total market value of the stocks listed in SHSE and §7Z5E amounted

i

ilpi}r‘.‘.‘iilll.ith‘h‘ USD7.68 tnllion, secounling for arcund 8% of the world's total stock value, while China's bond

A Ly

market was valued at around RMB 74 trillion (equivalent to around UUSD 12 trillion), ranking the third

i

worldwidely. Since the inclusion of BMB in the SDR currency baskets, with the twoway opening up of the
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domestic financial market, international investors have become increasingly keen on making allocations to RMB
assets,. In June 2017, MSCI announced the inclusion of A shares into its Emerging Market Index. In July 2017, the
“Bond Connect” program was officially launched, providing a new channel for overseas institutions to participate
in China's BMB bond market. Holdings of domestic bonds and stocks by overseas institutions have increased
monthly throughout 2017,

Fig. 11: Oversens Holdings of Domestic Bonds and Stocks
(in RMB10) million)
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O Overseas market entities had stronger intention to participate in RMB market

W Overseas market entities expressed stronger intention to participate in RMB financial marlkets, Around 70%
of the surveyed overseas entities intended to participate in offshore or onshore BMB financial mackets, up 9
percentage points compared with that of 2016.

Fig. 12: Intention of Oversens Market Entities to Participate in BMB Financial Markets
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2017

W MMore interested in participating in the

offshore RMEB markets

B Have oo plan to participate in the BMB
financial markest for the time being

B Uninterested
B More interested in participating in RMB
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It!°:

o Among financial institutions, securities, investiment banking and insurance institutions were more interested
in participating in RMB financial markets; around 71% of the surveyed expressed the intention to do so, @
pereentage points higher than financial institutions as a whele.

® Asked whether to choose offshore or onshore EMB financial markets, around 29% of the surveved securities,

investment Lumkiug and msurance mstitutions J.'xpn'r-‘s-l:-ﬂ their inclination to participate in the onshore financial

market, T percentage points higher than the surveved financial institutions as a whole. This demonstrates the
opening up of China's financial markets and the implementation of relevant policies in recent years have boosted

l‘].h?' H.p‘i:h‘.‘ﬂl frl' l].'l-t?' I'l.'!l.l'!.l.‘]{E"f o OVerseas I'I'LH.I"LZPI entities.

Fig. 13: Intention of Overseas Financial Institutions to Participate in the RMB Finaneial Market
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© RMB bond assets are more favored by market entities
W Among the surveyed overseas financial institutions considering increasing RMB asset allocations, most
preferred bond assets. 60% of the surveyed financial institutions considered increasing bond asset allacations,
among which, 65% of banking financial institutions and 57% of securities, investment banking and fund
management institutions expressed the same point.
W In addition te increasing bond asset allocations, 35% of the surveyed banking financial institutions also
considered increasing their BMB loan and financing asset allocations, but they were not keen on EMB equities
and other assets for the time being. Nevertheless, 21% of the surveyed securities, investment banking and fund
management institutions considered increasing their asset allocations in RMB stocks and equities.

Fig: 14t Percentage of Financial Institutions with Allocations in

Various Types of Crossborder RMB Assets
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© There is still huge potential for increasing RMB asset allocations

W Among the surveyed financial institutions considering increasing their crossborder BMB asset allocations, 62%
plannedto increase such asset allocations by no more than 5% as a share of investable assets; 30% planned to
increase such asset allocations by more than 10% as a share of investable assets; and those planning to inerease such
assetallocations by 5%-10%, or more than 20% as a share of investable assets accounts for 8% respectively.

* Given a relatively low percentage of RMB asset allocations in investable assets made by surveved overseas
financial institutions, there is still vast room in the future for overseas financial institutions to raise the percentage
of RMB asset allocations in investable assets with higher levels of the twoway opening up of China's financial

market and the development and improvement of offshore RMB markets.
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Fig. 15: Percentage of RMB Asset Allocations in Investahle Assets
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© Risk management and service enhancement are the main purposes

W Matching assets and liabilities and managing interest rate/exchange rate risks were primary purposes of
surveyed overseas financial institutions for participating in the RMB financial market. 46% of the surveyed
overseas finanecial institutions did so for such purposes. Furthermore, 42% participated in the RMB financial
market for the purpose of diversifyving products and better mesting the demand of enterprises. 11% did so for the
purpose of obtaining higher gains and returns, which was not as highlighted.

Fig. 16: Purpose of Overseas Financial Institutions for Participating in the RMB Financial Market
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@ Appendix: Explanation of Survev Samples
© Overview of Samples

w We received feedback on the survey from 3,134 industrial and commercial enterprises, including 2,432 domestic

enterprises (accounting for 78% of the total), and 702 overseas enterprises (accounting for 22% of the total). The

OVErsSeas :'F.’q'h.‘r:l‘.ll.lt‘-:l‘.llﬁ. are trom 25 countries or FEgions. }'nlt‘:ll.'i’*t'l'\'l."l'. 115 t:ll'i."u:'l.:':l:'i.l institutions |.:|'|.‘H']|.= respanses,

including 97 abroad and 21 domestic foreignfunded ones.

Fig. 1: Distribution of Industrial and Commercial Enterprise Samples
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© Distribution of overseas respondents by region © Distribution of surveved financial institutions by region and nature

% Overseas respondents are broadly distributed, basically coveres the main regions of BMB circulation and use W The survey targeted financial institutions from countries and regions in Europe, America, the Middle East,

at present. Afriea, Oceania and Asia, covering banking financial institutions, securities, investment banking and fund

Fig. 3: Distribution of Overseas Respondents by Region management institutions, insurance institutions and other types of financial institutions.

Fig. 5: Distribution of Surveved Financial Institutions by Region
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© Distribution of overseas respondents by nature Fig. 6: Distribution of Surveyed Financial Institutions by Nature

* Among overseas respondents, local enterprises are the most, acecounting for around 53%, followed by Chinese
enterprises and Chinese joint ventures which account for about 30%. Other foreign-funded enterprises account

tor approximately 17%.

Fig. 4: Distribution of Overseas Respondents by Nature s

Y B Banks
‘ W Securitics, investoseat
banking, and fund

Al instibions

B Insurance instinirions

: 4% B Other types of financial
B Overseas local caterprises e _—,

B Cnher local foreignfunded
enterprises or other
et fumded jodnt ventumes

B Orerseas Chinese enterprises

or Chinese joint ventures

W

13— — 14 4






