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PART ONE
Executive Summary

he internationalization of the renminbi (RMB) had forged ahead steadily in 2017.
TThe RMB’s payment function had constantly strengthened; investment function
had continued to increase; reserve function had gradually emerged and pricing
function had achieved breakthrough. The RMB maintained a stable position in the

global monetary system.

In 2017, the cross-border RMB receipts and payments were generally balanced, with
total RMB 9.19 trillion yuan in terms of volume, accounting for 22.3% of China’s
total cross-border settlements for the same period. The RMB held a stable position
as the 2" ranked cross-border settlement currency for seven consecutive years in
China. In January 2018, according to the Society for Worldwide Inter-bank Financial
Telecommunication(SWIFT) statistics, the RMB held its position as the 5" ranked
global payment currency with a share of 1.66%. By the end of 2017, the amount of
financial assets held by overseas entities in China, including RMB stocks, bonds, loans
and deposits, had reached RMB 4.29 trillion yuan in total with a year on year increase
of 41.3%. The total amount of RMB Qualified Foreign Institutional Investors (RQFII)
had been RMB 1.74 trillion yuan, and the filing or application quota had reached
RMB 605 billion yuan. The total registered amount of Panda bonds had been RMB
500.7 billion yuan, with a total issuance of RMB 220.3 billion yuan and a newly issued
of RMB 71.9 billion yuan. According to incomplete statistics, the balance of offshore
RMB deposits exceeded RMB 1.1 trillion yuan, the balance of RMB bonds reached
RMB 252.4 billion yuan, and the newly issued RMB bonds were RMB 41.9 billion
yuan. According to the International Monetary Fund (IMF) statistics, countries which
reported to Currency Composition of Official Foreign Exchange Reserves (COFER)
held a RMB reserve equivalent to USD 122.6 billion with a share of 1.23%, which
ranked 8" among the separately listed currencies. More than sixty foreign central

banks or monetary authorities incorporated RMB into their foreign exchange reserves.
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In March 2018, the RMB-dominated crude oil futures trading was listed on the
Shanghai Futures Exchange and introduced to foreign traders. In May, foreign traders

were introduced into Dalian iron ore futures trading.

In 2017, the RMB internationalization presented the following characteristics: First, the
scale of RMB cross-border settlements under the service trade continued to expand;
Second, securities investment encouraged a rapid growth of RMB cross-border
settlement under the capital account; Third, the macro-prudential management policy
of full-caliber cross-border financing had been further improved, which was conducive
to the reduction of financing costs in the real economy; Fourth, the participation of
foreign entities in the domestic financial market had significantly increased and the
launch of the bond-connect further promoted the two-way opening up of the domestic
financial market in China especially; Finally, the launch of the RMB-dominated
crude oil futures trading provided a breakthrough in RMB’s pricing function of bulk

commodities.
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PART TWO
The International Use of the RMB

he steady growth of China’s economy was the most fundamental and important
Tpower for the internationalization of RMB. In 2017, Chinese economy was
showing a stable performance with good momentum for growth; the economic
structure was optimized and the opening up to the outside world was constantly
promoted. The RMB exchange rate was kept basically stable at reasonable and

equilibrium level, and the internationalization of the RMB was developing steadily.

I. Cross-border RMB Settlement

In 2017, cross-border RMB settlements rebounded month by month, and the monthly
volume of cross-border RMB settlements witnessed a trend of steady rise in the

proportion of total cross-border settlements. The volume of cross-border RMB
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settlements for the whole year totaled RMB 9.19 trillion yuan, among which total
receipts were RMB 4.44 trillion yuan, and total payments were RMB 4.75 trillion yuan,
with a receipt and payment ratio of 1 : 1.07. The receipts and payments were generally

balanced.

1. Structural Distribution

Domestic Regional Distribution. In 2017, Shanghai, Guangdong and Beijing listed top
three in annual cross-border RMB settlement volume, which together accounted for
more than 70% of the national total, with a share of 30.7%, 23.4% and 16.4% of the total
cross-border RMB settlements respectively. Seven provinces (including autonomous
regions and directly-controlled municipalities) enjoyed for more than RMB 200 billion
yuan cross-border RMB settlements. Furthermore, the amount of RMB settlements in
eight border provinces (including autonomous regions) totaled approximately RMB
401.1 billion yuan with a share of 4.4%.

Overseas Regional Distribution. The scale of countries and regions that conducted
cross-border RMB settlements with China further expanded. By the end of March
2018, there had been two hundred and forty-two countries and regions conducting
cross-border RMB settlements with China, including more than three hundred
and forty-nine thousand companies and three hundred and eighty-six banks. And
overseas banks in one hundred and thirty-seven countries and regions had opened
five thousand and twenty-eight inter-bank accounts in China. In 2017, the amount of
cross-border RMB settlements of Hong Kong SAR accounted for 49.7% of all the RMB
settlements in terms of volume, followed by Singapore with a share of 9%, Germany of
5.6%, and Japan of nearly 5%. Among them, the share of Singapore, Germany, Japan,
South Korea, the British Virgin Islands, Netherlands, Malaysia and other countries

and regions saw a significant increase compared with 2016.

Countries along the Belt and Road. In 2017, China and the countries along the Belt
and Road (hereinafter referred to as the countries along the B&R) handled cross-
border RMB settlements over RMB 1.36 trillion yuan, accounting for 14.7% of the
total cross-border RMB settlements during the same period, among which there were
RMB 630.96 billion yuan of goods trade, RMB 130.79 billion yuan of direct investment,
RMB 267.15 billion yuan of other investment, and RMB 260.72 billion yuan of cross-
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border financing. By the end of 2017, China had signed bilateral local currency swap
agreements with twenty-two countries along the B&R, established RMB clearing
arrangements in seven countries and granted RQFII quotas to five countries. The RMB
had been directly traded with eight national currencies and regionally traded with

three national currencies along the B&R.

Table 1 Cross-border RMB Settlement by Provinces

Unit: billion yuan

( Province Capital and
Ranking a‘#g%’-.‘g,’," us Current account fi P | Total Share (%)
muniZipality) Inancial account
1

Shanghai 912.02 1,910.52 2,822.54 30.7
2 Guangdong 1,220.79 931.61 2,152.41 23.4
3 Beijing 569.56 934.82 1,504.38 16.4
4 Jiangsu 318.63 224.21 542.84 5.9
5 Zhejiang 295.98 100.83 396.81 4.3
6 Tianjin 141.61 97.56 239.17 2.6
7 Shandong 129.95 84.93 214.88 2.3
8 Others 766.97 552.02 1,318.98 14.4
9 Total 4,355.51 4,836.50 9,192.01 100.0

Source: PBC.

Figure 2 Geographical Distributions of Cross-border RMB Receipts and
Payments (2017)

USA, 1.8% ChinaMacau, 1.7% Netherlands, 1.1% Australia, 1.1% Vietnam, 1.1%
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Germany, 5.6%

Singapore, 9.0%

\_Hong Kong, 49.7%
Others, 12.2%

Source: PBC.
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2. Current Account

In 2017, the total amount of cross-border RMB settlement under the current account
was RMB 4.37 trillion yuan with a year on year decrease of 17%, in which the receipts
amounted to RMB 1.77 trillion yuan and the payments amounted to RMB 2.60 trillion
yuan, with the net outflow amounted to RMB 830 billion yuan . There were RMB
3.27 trillion yuan cross-border RMB settlements of goods trade with a year on year
decrease of 21%, RMB 578.9 billion yuan of service trade with a year on year increase
of 12%, and RMB 510.9 billion yuan of income and current transfer with a year on year
decrease of 13.3%.

Figure 3 Monthly RMB Settlement Under the Current Account
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The share of cross-border RMB settlements under the current account in the total
cross-border settlements moderately declined. In 2017, cross-border RMB settlements
under the current account took around 13% of the total cross-border settlements
during the same period, four percentage points lower compared with 2016. Among
them, RMB settlements of goods trade accounted for 11%, five percentage points
lower compared with 2016. RMB settlements of service trade accounted for 16%,
two percentage higher compared with 2016. RMB settlements of income and current

transfers accounted for 33%, nine percentage lower compared with 2016.
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Figure 4 Monthly RMB Settlement Ratio Under the Current Account
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Goods Trade. In 2017, the total amount of cross-border RMB settlements of general
trade under the goods trade reached RMB 1.76 trillion yuan, basically the same as
that of 2016. The RMB settlements of offshore transit trade and imported materials

processing trade decreased by 56% and 31% year on year respectively.

Figure 5 Monthly RMB Settlement of the General Trade
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Figure 6 Monthly RMB Settlement of the Offshore Transit Trade
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Service Trade. In 2017, cross-border RMB settlements under the service trade
developed against the decreasing trend, which mainly engaged in the aspects
of overseas hotels, air tickets, tuition, travel and computer services. In 2017, the

cross-border RMB receipts and payments of the third-party payment companies

Figure 7 Monthly RMB Settlement of the Service Trade

Billion yuan
70

60
50
40
30
20
10

0

2016.01
2016.02
2016.03
2016.04
2016.05
2016.06
2016.07
2016.08
2016.09
2016.10
2016.11

Source:

Trade in services (LHS)

PBC.

2016.12
2017.01

2017.02
2017.03
2017.04
2017.05
2017.06
2017.07
2017.08
2017.09
2017.10
2017.11

Monthly YoY growth rate (RHS)



PART TWO The International Use of the RMB

under service trade totaled RMB 65.85 billion yuan, with a year on year increase of
183.4%.

Income and Current Transfer. In 2017, the cross-border RMB settlements of income
amounted to RMB 487.1 billion, with a year on year decrease of 13%. The volume of
RMB cross-border settlements of the current transfer amounted to RMB 23.8 billion

yuan, which was basically the same as previous year.

Box 1 The Use of RMB in Neighboring Countries

The use of RMB in neighboring countries mostly focused on trade and investment. In
2017, the use of RMB in neighboring countries bucked the trend, and the extent of RMB
acceptance by neighboring countries increased remarkably. There were fifteen central
banks of neighboring countries that had included RMB assets into their foreign reserves.
In 2017, the cross-border RMB settlements between China and twenty-nine neighboring
countries totaled more than RMB 2 trillion yuan, with a year on year increase of 11.1%.
Among them, the RMB settlements under the current account amounted to RMB 942
billion yuan, accounting for 21.5% of the total RMB settlement volume under the
current account during the same period. The amount of cross-border RMB settlements of
securities investment reached RMB 291.45 billion yuan totally, increased nearly by forty
times year on year. The total amount of cross-border RMB settlement of other investment

amounted to RMB 587.82 billion yuan, with a year on year increase of 18.6%.

As for different countries, the cross-border RMB settlements in Cambodia increased by
nineteen times year on year, in Brunei increased by seven times year on year, and in
nine countries including Malaysia, the Philippines, Uzbekistan increased by more than
50%. Among the twenty-nine neighboring countries, there were twenty-six of which
conducted RMB settlements in goods trade, and the top three were Singapore, Brunei

and Mongolia.
China’s monetary cooperation with neighboring countries steadily advanced. China had

signed bilateral local currency settlement agreements with nine neighboring countries

including Vietnam, Kazakhstan, had signed bilateral local currency swap agreements
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with central banks or monetary authorities of thirteen neighboring countries such
as Mongolia and Tajikistan, and had established RMB clearing arrangements in five
countries including Russia, Thailand, which strongly supported RMB to be an regional

pricing and settlement currency.

Directly trading between RMB and currencies of many neighboring countries had
realized. RMB had been listed and traded directly against the Singapore Dollar, the
Malaysian Ringgit, the Russian Ruble, the Korean Won, and the Thai Baht in the China
Foreign Exchange Trade System (CFETS). Meanwhile, RMB had been regionally listed
and traded in the inter-bank market against the Kazakhstan Tenge, Mongolian Tugrik
and Cambodian Riel. In 2017, the share of regional RMB transactions against the above-

mentioned currencies had nearly doubled and the market depth had further increased.

3. Capital Account
In 2017, the cross-border RMB settlement under the capital account totaled RMB 4.83

trillion yuan, with a year on year increase of 4.7%, of which receipts stood at RMB
2.68 trillion yuan and payments stood at RMB 2.15 trillion yuan, with a net inflow of
RMB 521.98 billion yuan. The cross-border RMB settlements of securities investment
amounted to RMB 1.9 trillion yuan with a year on year increase of 219%, which
contributed the most to the growth of RMB settlement under the capital account. The
cross-border RMB settlements of the direct investment amounted to RMB 1.64 trillion
yuan with a year on year decrease of 34%. The cross-border RMB settlements of other

investment amounted to RMB1.3 trillion yuan, with a year on year decrease of 16%.

The share of cross-border RMB settlements under the capital account in the total cross-
border settlement witnessed a significant upward trend. In 2017, the cross-border
RMB settlements under the capital account accounted for 66% of the total cross-
border settlement during the same period, nine percentage points higher compared
with 2016. The proportion of RMB settlements of the direct investment rose steadily,

reaching peak of 56% in November 2017 with an average of 39% on a yearly base.

66



PART TWO The International Use of the RMB

Figure 8 Monthly RMB Settlement Under the Capital Account
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Box 2 RMB Cross-border Securities Investment Continued to Rise

In 2017, the cross-border RMB settlements of securities investment was converted
from net outflow in 2016 to net inflow. The cross-border RMB settlements of securities
investment totaled RMB 1.9 trillion yuan with a substantial year on year increase of
219%, of which receipts were RMB 1.04 trillion yuan and payments were RMB 855.6
billion yuan, with a net inflow of RMB 185.07 billion yuan compared with a net outflow
of 261.37 billion yuan in 2016.

The increase in the amount of cross-border RMB settlements of securities investment
benefited from the continuous expansion of the two-way opening up of the domestic
financial market. From the perspective of the channels through which overseas entities
invested in the domestic stock market, Qualified Foreign Institutional Investors (QFII)
held the largest stock market value, and Shanghai-Hong Kong Stock Connect and
Shenzhen-Hong Kong Stock Connect contributed the most to the increment. By the end
of 2017, the stock volume that overseas entities held through QFII, RQFII, Shanghai-
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Figure 9 Monthly RMB Settlement of the Securities Investment
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Figure 10 RMB Stock Value Held by Overseas Entities
Under Different Investment Channel

Billion yuan

600

500 r

400 |

300

200

100

0
H N M SN O~ O AN
S oS oSS oSS HHH
O © O OV O VW OV O O O O ©
L e e T e s T e s I e
O O O O O O O O O O O O
AN AN AN AN AN AN AN NN NN
mmm QFII
- Shanghai-Hongkong Stock Connect
Source: PBC.

68

2017.01
2017.02

N SN O~ O N
e A AA
I S T S S S e T
~N o~ o~ ~ —~ —~ —~ —~ —~
O 0O 0O OO0 OO0 O o O
NN NN
RQFII

Shenzhen-Hongkong Stock Connect



PART TWO The International Use of the RMB

Hong Kong Stock Connect and Shenzhen-Hong Kong Stock Connect had reached
RMB 520.8 billion yuan, RMB 123.23 billion yuan, RMB 332.25 billion yuan and
RMB 198.38 billion yuan, with a year on year growth rate of 32%, 46%, 94% and
635% respectively. Among the incremental market value of RMB 525.49 billion yuan,
Shenzhen-Hong Kong Stock Connect, Shanghai-Hong Kong Stock Connect, QFII and
RQFII contributed 38%, 31%, 24% and 7% respectively.

By the end of 2017, the balance of RMB bonds deposited by overseas entities in the China
Central Depository & Clearing Co. Ltd., China Securities Depository and Clearing Co.
Ltd., and Shanghai Clearing House had achieved RMB 974.15 billion yuan, RMB 50.04
billion yuan and RMB 174.65 billion yuan respectively.

Figure 11 RMB Bonds Deposited by Overseas Entities
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Outward Direct Investment (ODI). In 2017, the volume of RMB settlement in
Outward Direct Investment (ODI) transactions stood at RMB 456.88 billion yuan,
decreasing 57% year on year. The capital expenditure on foreign direct investment

totaled RMB 126.32 billion yuan, decreasing 63.3% year on year.
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Foreign Direct Investment (FDI). In 2017, the volume of RMB settlement in Foreign
Direct Investment (FDI) transactions was RMB 1.18 trillion yuan, decreasing 16%
year on year. The settlement under capital account totaled RMB 401.05 billion yuan,

decreasing 12% year on year.

Figure 12 Monthly RMB Settlement of Cross-border Direct Investment
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The Cross-border RMB Cash Pooling Business Conducted by Multinational
Conglomerates. By the end of 2017, one thousand one hundred and twelve cross-
border RMB cash pools had been set up across the country. From the perspective of
cross-border cash pool RMB settlement transactions, receipts accumulated to RMB
651.17 billion yuan, and payments accumulated to RMB 625.73 billion yuan, resulting
in a net inflow of RMB 25.44 billion yuan.

RMB-denominated Bonds Issued by Foreign Institutions in Chinese Onshore
Market (Panda Bonds). Since 2017, the issuers of Panda Bonds had further expanded,
and the scale of bond issuance had continuously increased. By the end of 2017,
the issuers of Panda Bonds included foreign non-financial enterprises, financial

institutions, international development institutions and foreign governments, The
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Figure 13 Monthly Settlement of Two-way Cross-border RMB Cash Pool Business
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total registered or approved amount of Panda Bonds had reached RMB 500.7 billion
yuan and the total issuance reached RMB 220.34 billion yuan.

Foreign Institutions” Investment in the Chinese Inter-bank Bond Market. In 2017,
the demand for foreign investors allocating RMB assets increased significantly, with
eight hundred and sixty-six foreign institutions entering the interbank bond market.
Among them, there were six hundred and seventeen institutions entered the market
directly, and two hundred and forty-nine institutions entered via Bond Connect.
During the year, the volume of receipts through interbank bond market was RMB
808.5 billion yuan, and the volume of payment was RMB 486.2 billion yuan, resulting
in a net inflow of RMB 322.3 billion yuan. At the end of 2017, the balance of Bond
Connect under custody was RMB 88.79 billion yuan, and the average amount of daily
transactions was approximately RMB 2 billion~3 billion yuan. By the end of 2017, the
bond custody balance of Chinese bond market which invested by overseas entities

amounted to RMB 1.2 trillion yuan, accounting 1.2% of the market.
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Foreign Institutions’ Investment in the Domestic Stock Market. By the end of 2017,
the market value of domestic stocks invested by overseas entities totaled RMB 1.17
trillion yuan, accounting for about 2% of the market. Among which, the volume of
receipts through Shanghai Stock Connect and Shenzhen Stock Connect was RMB
246.62 billion yuan, and the volume of payments was RMB 52.44 billion yuan,
resulting in a net inflow of RMB 194.18 billion yuan. The volume of receipts through
Hong Kong Stock Connect was RMB 23.96 billion yuan, and the volume of payments
through Hong Kong Stock Connect was RMB 324.41 billion yuan, resulting in a net
outflow of RMB 300.45 billion yuan.

RQFII. By the end of 2017, eighteen countries or regions had been granted with RQFII
quotas for RMB 1.74 trillion yuan, and one hundred and ninety-six foreign institutions
had registered or applied investment quotas for RMB 605.06 billion yuan. In 2017, the
volume of receipts through RQFII stood at RMB 48.3 billion yuan, and the volume of
payments stood at RMB 39.7 billion yuan, resulting in a net inflow of RMB 8.6 billion

yuan.

Figure 14 Allocation of RQFII Quotas, End-2017 (in billion yuan)
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Box 3 A Shares and RMB Bonds were Included in Important
International Indexes for the First Time

In June 2017, Morgan Stanley Capital International (MSCI), announced that it would
include China A shares in the MSCI Emerging Market Index, at a 5% partial inclusion
factor as the same proportion in a two-step start from the end of May 2018. In March
2018, Bloomberg announced the inclusion of Chinese government bonds and policy bank
bonds in the Bloomberg Barclays Global Composite Index in twenty months from April
2019. Chinese bonds would be the fourth largest denomination currency bond after the
dollar, euro and yen. This was the first time that A-stock and RMB bonds were included
in important international indexes, which complied with the demand of international
investors, reflecting the international community’s recognition of China's financial
market, and had great significance to the integration of China's financial market into the

global financial market.

In recent years, China successively took measures such as Shanghai-Hong Kong
Stock scheme, Shenzhen-Hong Kong Stock Connect scheme, Bond Connect, QFII,
RQFII, Qualified Domestic Institutional Investor (QDII), RMB Qualified Domestic
Institutional Investor (RQDII) , Panda bonds and Mutual Recognition of Funds
(MRF) to interconnect Chinese financial markets and overseas financial markets, laid
solid foundations for the convertibility of capital accounts. Foreign investors’ entering
into Chinese market would help optimize the structure of investors and improve the
market liquidity. People’s Bank of China (PBC) would improve the relevant regime and
policies, infrastructure arrangement and supporting facilities, strengthen international
cooperation, propel the convertibility of capital account orderly and promote the
facilitation and liberalization of cross-border investment and trade, and would make
contributions to forming upa new pattern of the Chinese financial market’s opening up,
improve the capacity of financial market to serve the real economy and the international

competitiveness.
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Il. Domestic RMB Financial Assets Held by Foreign Entities

By the end of 2017, the volume of financial assets including domestic RMB stocks,
bonds, loans, deposits held by foreign entities reached RMB 4.29 trillion yuan,
increasing 41.3% year on year. Among them, the market value of stock was RMB
1.17 trillion yuan; the balance of bond under custody was RMB 1.2 trillion yuan; the
balance of loan was RMB 739 billion yuan, and the balance of RMB deposit was RMB
1.17 trillion yuan, including deposits from interbank deposit, foreign institutions and
individuals. Stocks and bonds in the domestic financial market had been the main
choice for foreign entities to increase the allocation of RMB assets. In 2017, stocks and
bonds accounted for 42% and 28% respectively in domestic RMB assets increased by

foreign entities.

Table 2 Domestic RMB Financial Assets Held by Non-residents

Unit: billion yuan

Dec. 2016 Mar.2017 June.2017 Sept.2017 Dec. 2017

Stocks 649.19 776.82 868.04 1,021.03 1,174.67
Bonds 852.62 830.16 892.1 1,104.19 1,198.83
Loans 616.44 699.55 817.66 780.69 739.0
Deposits 915.47 924.25 1,180.97 1,133.84 1,173.47
Total 3,033.72 3,230.78 3,758.77 4,039.75 4,285.97
Source: PBC.

I1l. The Function of RMB as an International Reserve Currency Was
Gradually Emerging

According to IMF , by the end of 2017, the scale of RMB reserves held by reporting
countries to the COFER stood at USD 122.6 billion, which increased USD 31.8 billion,
an increase of 35%, and accounted for 1.22% , an increase of 0.15 percentage points
compared with the end of 2016. According to incomplete statistics, more than 60
foreign central banks or monetary authorities had incorporated RMB into their foreign

exchange reserves.
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Figure 15 Currency Composition of Official Foreign Exchange Reserve from IMF
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Source: IMF Official Website.

Figure 16 The Scale of RMB in COFER
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IV. RMB Foreign Exchange Transactions

In 2017, the turnover of RMB in interbank foreign exchange market amounted to
USD 20.3 trillion, and the average daily volume reached USD 83.3 billion. The RMB
cumulated turnover in the spot foreign market reached USD 6.4 trillion, increased 7.9%
year on year. The trading amount of RMB swap was USD 13.4 trillion, increased 34%
year on year. The trading amount of RMB forward was USD 100 billion, a year on year
decrease of 32.4%. The total direct trading value between RMB and non-USD foreign
currencies reached RMB 1.4 trillion yuan, accounting for 3.32% of the total foreign

exchange spot trading volume in the onshore interbank market.

In October 2017, CFETS established a payment versus payment (PVP) system
for Chinese yuan vs. Russian Ruble transactions.The launch of the simultaneous
settlement of Chinese yuan against Russian ruble transactions was a breakthrough in
processing time compared with previous delay. PVP system effectively reduced the
risk of bilateral currency settlement and laid a solid foundation for promoting the PVP

system of multiple currencies.

V. Bilateral Local Currency Swap

In 2017, the PBC renewed bilateral local currency swap agreements with the central
banks or monetary authorities of New Zealand, Mongolia, Argentina, Switzerland,
Qatar, Canada, South Korea, Hong Kong, Russia, Thailand, with a total amount of
RMB 1.48 trillion yuan. By the end of 2017, there were twenty-nine valid agreements,
the total amount reached RMB 3.02 trillion yuan.

VI. RMB Cross-border Interbank Payment System

By the end of May 2018, the RMB Cross-border Interbank Payment system (CIPS)
had thirty-one direct participants and seven hundred and twenty-four indirect
participants, covering six continents, eighty-seven countries and regions. The business
actually covered one hundred and fifty countries and regions and two thousand three
hundred and eighty-one legal financial institutions. In 2017, the CIPS settled RMB 1.26
million payments in total amounted to RMB 14.55 trillion yuan, with an increase of

97.92% and 233.67% year on year respectively.
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CIPS (Phase II) was fully launched in May 2018, with eligible direct participants
engaged online simultaneously, the functions and characteristics of CIPS (Phase
IT) had been further improved in the following aspects. Firstly, the operating
hours had been extended from 5x12 to 5x24+4 hours, (the operation time were
four- hours earlier every Monday, to cover time zones of South Korea and New
Zealand), covering the working hours of all financial markets in every time zone
around the globe. Secondly, deferred net settlement (DNS) had been introduced as
a supplement to the real-time gross settlement (RTGS) to meet diversified demands
of CIPS participants and to facilitate cross-border e-commerce. Thirdly, the design
of business modes not only conformed to international standards, but also enabled
future demand of further expansion to cope with fund settlements of various financial
transactions. Fourthly, with the introduction of financial infrastructure entities as
its direct participants, the categories of CIPS participants had been expanded.
Fifthly, the system improved to support foreign direct participants and was ready to

incorporate more eligible foreign institutions.

VII. Offshore RMB Clearing Banks

In 2017, the PBC signed the RMB Clearing Agreement with Bank of China New York
Branch, Industrial and Commercial Bank of China Moscow Branch and Agricultural
Bank of China Dubai Branch respectively. In 2018, the PBC renewed the RMB Clearing
Agreement with Bank of China Taipei Branch and Industrial and Commercial Bank
of China Singapore Branch, and authorized JP Morgan Chase & Co. as the clearing
bank of the RMB business in the United States. By the end of June 2018, the clearing
arrangements had covered twenty-three countries and regions in southeast Asia,
Europe, the America, Oceania and Africa. Offshore RMB clearing banks had opened
one thousand one hundred and twenty-six accounts with settlement volume of more
than RMB 285.6 trillion yuan.

VIII. The Operation of Cross-border Transportation of RMB Banknotes

In 2017, the business of cross-border transportation of RMB banknotes developed
and operated steadily. The depository vault of Bank of China (Hong Kong) Co.,
Ltd continued to play a pivotal role in the offshore RMB banknotes supply and
backflow, which increasingly facilitated overseas countries and regions to obtain RMB

banknotes.
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Table 3 Offshore RMB Clearing Banks

Time of
“ Country or Region Name of RMB Clearing Bank

Hong Kong Dec.2003 Bank of China (Hong Kong) Co., Ltd
2 Macau Sept.2004 Bank of China Macau Branch
3 Taiwan Dec.2012 Bank of China Taipei Branch
4 Singapore Feb.2013 Industrial and Commercial Bank of China Singapore Branch
5 United Kingdom June.2014 China Construction Bank (London) Co., Ltd
6 Germany June. 2014 Bank of China Frankfurt Branch
7 South Korea July. 2014 Bank of Communications Seoul Branch
8 France Sept. 2014 Bank of China Paris Branch
9 Luxembourg Sept. 2014 Industrial and Commercial Bank of China Luxembourg Branch
10 Qatar Nov. 2014 Industrial and Commercial Bank of China Doha Branch
11 Canada Nov. 2014 Industrial and Commercial Bank of China (Canada) Co., Ltd
12 Australia Nov. 2014 Bank of China Sydney Branch
13 Malaysia Jan. 2015 Bank of China (Malaysia) Co., Ltd
14 Thailand Jan. 2015 Industrial and Commercial Bank of China (Thailand) Co., Ltd
15 Chile May. 2015 China Construction Bank Chile Branch
16 Hungary June. 2015 Bank of China Limited Hungarian Branch
17 South Africa July. 2015 Bank of China Johannesburg Branch
18 Argentina Sept. 2015 Industrial and Commercial Bank of China (Argentina) Co., Ltd
19 Zambia Sept. 2015 Bank of China (Zambia) Limited
20 Switzerland Nov. 2015 China Construction Bank Zurich Branch
21 United States Sept. 2016 Bank of China New York Branch
22 Russia Sept. 2016 Industrial and Commercial Bank of China (Moscow) Co., Ltd
23 United Arab Emirates Dec. 2016 Agricultural Bank of China Dubai Branch
24 United States Feb. 2018 JP Morgan Chase & Co.
Source: PBC.

Both the scale of cross-border transportation of RMB banknotes and the net volume
of inbound transportation increased significantly. During the year, the total amount
of cross-border RMB banknotes transportation by banks reached RMB 114.47 billion
yuan, an increase of 79.39% year on year, among that the outbound volume stood at
RMB 10.32 billion yuan, and the inbound volume stood at RMB 104.15 billion yuan,
resulting in a net inbound transportation of RMB 93.82 billion yuan. The scale and
net inflow of offshore RMB banknotes supply and backflow were in decline. During
the year, the volume of offshore RMB banknotes supply and backflow reached RMB

349 million yuan, decreasing 66.7% year on year, of which the volume of banknotes
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withdrawal stood at RMB 99 million yuan, and that of bank deposit stood at RMB 250

million yuan, resulting in a net deposit of RMB 151 million yuan.

Along with the continuous development of RMB cross-border business, the offshore
secondary market of RMB banknotes also enjoyed a continuous growth. some regions
had formed centralized markets of RMB banknotes, which was conducive to meet
the demand of RMB banknotes at different levels and invigorate the RMB banknotes

market.
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Policies and Relevant Reforms

I. The Optimization of Policies on Cross-border RMB Business

In January 2018, the PBC issued the Notice on Further Improving the Policies on Cross-
border RMB Business to Facilitate Trade and Investment: First, to make it clear that all
cross-border business allowed by law to be settled with foreign exchange could also
be settled with RMB by enterprises. Second, to carry out RMB settlement business
under other current account for individuals, meeting demand for cross-border RMB
settlement in employee compensation, social welfare, and family allowance. Third,
to promote green development, supporting cross-border RMB settlement on carbon
emission trading by overseas investors. Fourth, to facilitate foreign investors in RMB
direct investment by further optimizing relevant procedures, eliminating limitations
on relevant account opening and payments. Fifth, to clarify that the RMB funds
raised by domestic enterprises through issuing bonds or shares overseas could be
transferred back to China with real demand. The implementation of the policies above
was conducive to further facilitate trade and investment, further enhance financial
institutions' capacity to serve the real economy and the Belt and Road Initiative, and

allow China to further open up at a higher level.

In April 2018, the PBC further improved the policies for cross-border RMB cash
pool business conducted by multinational conglomerates, on the basis of the pilot
experience of the cross-border RMB cash pool business in Tianjin, Guangdong and
Fujian Pilot Free Trade Zones, adjusted the macro-prudential adjustment coefficients
of net inflow and outflow to 0.5. The PBC would dynamically adjust the macro-
prudential adjustment coefficients according to the macroeconomic situation and
financial status. The cross-border RMB cash pool business facilitated the multinational
conglomerates to adjust surplus and deficiency of RMB funds and collect RMB funds
between domestic and foreign member enterprises, promoted trade and investment,

and explored the capital account convertibility.
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Box 4 The Pilot of RMB Cross-border Business in Free Trade Zones

In September 2013, the construction of Pilot Free Trade Zone (hereinafter referred to
as the Free Trade Zone) was formally established. The PBC promoted the innovation
of cross-border RMB business and financial products in the Free Trade Zone under
the goal of serving the real economy, which had further liberalized and facilitated trade
and investment. At present, most of the innovations of cross-border RMB business had
been replicated and promoted nationwide. At the same time, the PBC also explored in
modern financial governance structure and governance capabilities, and tried new risk

prevention and management methods.

In recent years, the innovation of cross-border RMB business in Free Trade Zones had
achieved partial success. First, the concept of modernization of financial governance
was fulfilled. An innovative framework of cross-border RMB business centered on
streamlining administration and delegating powers, negative list management and
operational and post operational oversight without prior administrative approval had
been set up. The process of cross-border RMB business under current account in the
first and second batch of Free Trade Zones had been simplified for enterprises except
those listed in the negative list, the operational efficiency of banks and enterprises was
improved. The macro-prudential management framework had been constructed to match
the market players’ financing capacity with their capital strength and solvency, and
to realize counter cycle requlation through macro-prudential parameters adjustment,
effectively controlling the risks of leverage ratio and currency mismatch. Second, RMB-
related products innovation helped the Free Trade Zones to further open up, and RMB
cross-border usage expansion helped to reduce the financing cost of the real economy. The
innovative business such as borrowing RMB funds from abroad, cross-border RMB cash
pool business, cross-border RMB centralized collection and payment under the current
account, as well as RMB loans of banking institutions in Free Trade Zones for overseas
enterprises had been successively introduced. The pilot program of cross-border RMB
settlement under other current account for individuals had been promoted to meet the
needs for cross-border RMB settlement such as employees’ compensation, social welfare

and family allowance. Third, risk management measures were introduced to comply with
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international rules. A comprehensive system to monitor, analyze and manage "anti-
money laundering, anti-terrorism financing, anti-tax evasion” (hereinafter referred
to as “three antis”) was established, and the "three antis” system, in compliance with
international rules and practices, had set up Free Trade Zones’ policies and procedures
mainly for cross border business review and black list screening, to block illegal trading
of high risk entities.

On the basis of business innovation, the promotion of Free Trade Zone innovation
had achieved initial success. So far, RMB cross-border innovative businesses in
the Free Trade Zone, such as cross-border RMB cash pooling business conducted by
multinational conglomerates, macro-prudential policy of full-caliber cross-border
financing, RMB settlement of cross-border E-Commerce, the inflow funds raised by
financial institutions and enterprises issuing RMB bonds overseas, and RMB cross-
border settlement under other items of current account for individuals had all been

copied and promoted nationwide.

Il. The Improvement of Macro-prudential Policy on Full-caliber of
Cross-border Financing

In January 2017, the PBC issued the Notice on a Macro-prudential Policy on Full-Caliber
of Cross-Border Financing, which adjusted the content of exemption and correlation
coefficients in the calculation of risk-weighted balance, further facilitated qualified
domestic institutions to make comprehensive arrangements in full utilizing overseas
capital to lower the financing costs of the real economy. The notice was welcomed by

the market.

lll. The Establishment of the Mainland-Hong Kong Bond Connect Scheme

In July 2017, Mainland-Hong Kong Bond Connect (Bond Connect) scheme was
officially launched. Bond Connect includes Northbound Connect and Southbound
Connect. Northbound Connect was launched initially, while Southbound Connect
would be launched depending on market demand. Under Bond Connect scheme,
overseas investors could invest in the China interbank bond market more conveniently

according to the international market trading practice. There was no need to open
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capital account or bond account in Mainland China, which saved the cost of entering
the market such as accounts opening and network connection, the investment
efficiency had been improved significantly. Since its launch, Bond Connect had been

running steadily and the market response was actively.

Box 5 Establishment of Bond Connect

Bond Connect was a new mutual market access scheme that allows investors from
Mainland China and overseas to trade in each other’s bond markets through connection
between the related Mainland and Hong Kong financial infrastructure institutions. The
initial launched Northbound Trading allowed overseas investors from Hong Kong
and other regions to invest in the China interbank bond market through mutual access
arrangement in respect of trading, custody and settlement. The range of overseas
institutional investors was the same as that of overseas institutional investors who can
directly invest in the domestic interbank bond market. The target bonds were all types of

bonds which can be traded and circulated in the interbank bond market.

Bond Connect provided a new way to invest in the China interbank bond market for
overseas investors. It was another mechanism innovation in the opening-up of the
bond market and the RMB capital account convertability after “Shanghai-Hong Kong
Stock Connect” and “Shenzhen-Hong Kong Stock Connect” through the financial
infrastructures connection in the Mainland and Hong Kong. A number of new
measures, such as direct connection between domestic and overseas trading platforms,
multi-layer custody and registration of nominal holders, cross-border capital clearing
through CIPS, the exchange of funds and hedging of foreign exchange risk for overseas
investors through the "RMB purchase and sale” arrangement provided necessary
mechanism base for the opening-up of the interbank bond market. The regulators might
obtain information about transactions, custody, settlement and fund remittance on time
through information penetrating arrangement and supervision coordination, which
were effective in regulatory monitoring and macro-prudential management, and in risk

control and maintaining financial stability.
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IV. The Opening Up of Futures Market

In March 2018, crude oil futures denominated in RMB were officially launched at
the Shanghai International Energy Exchange Center. The listing of crude oil futures
was an important measure to expand the opening-up of financial market. It would
help to promote the RMB to be an pricing currency and settlement currency for bulk
commodities, and promote the usage of the RMB in the global trade. In May 2018, iron

ore futures were formally introduced to overseas traders.

Box 6 Crude Oil Futures Denominated and Settled in RMB

In March 2018, China’s crude oil futures denominated and settled in RMB were officially
listed on Shanghai International Energy Exchange, a subsidiary of Shanghai Futures
Exchange. To facilitate the participation of domestic and foreign investors, China’s crude
oil futures market adopted the international mainstream trading mechanism but with
some Chinese characteristics. The listing of China’s crude oil futures was an important
part of Chinese financial opening-up, and was helpful for RMB to be a commodity

pricing currency.

The trading varieties included domestic and foreign crude oil varieties, mainly of
medium sour crude oils, including 7 deliverable crude oil as following: Dubai crude oil,
Upper Zakum crude oil, Oman crude oil, Qatar marine oil, Yemen Masira crude oil,
Iraqi Basra light oil and domestic Shengli crude oil. The trading unit was in line with the
international mainstream, that was 1,000 barrels/hand instead of the “ton”, which was
commonly used in China. The crude oil should carried out by spot delivery at Sinopec
Petroleum Reserve Co., Ltd. and Petro China Fuel Oil Co., Ltd. and four other delivery
storage facilities designated by the Energy Center, or at eight designated storage deports.
The number of delivery storage facilities would be expanded depending on the actual
trading. Trading time was mainly from 9:00 to 11:30 and from 13:30 to 15:00. In order
to integrate with the overseas market, crude oil futures would also be traded continuously

from 21:00 to 2:30 the next day, which facilitates foreign investors’ participation.

The net price transaction, bonded delivery, and temporary value-added tax exemption
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mechanism was attractive to domestic and foreign investors. Net price trading referred
to trading with net price excluding tariff and value-added tax, which was convenient for
direct comparison with the tax exclusive price of the international market, and it also
avoided the impact of tax policy change on the transaction price. Bonded delivery was
based on bonded oil depot for physical delivery. Considering the valuation of taxable
spot trade was a net price excluding tax, the bonded trade had fewer restrictions on the
participating entities. The bonded oil depot would also serve as a linkage to the domestic
and international crude oil market, which benefited international crude oil spot and
futures traders’ participation in trading and delivery. Temporary value-added tax
exemption helped reduce transaction costs and increase the attractiveness of crude oil

futures.

Adopting RMB as the unit of account for China’s crude oil futures, and admitting
domestic and foreign traders, including multinational oil companies, crude oil traders,
investment banks, etc. to participate, would be beneficial to form a benchmark price
reflecting the supply and demand relationship of crude oil market in China and the
Asia-Pacific time zone, and promoted RMB as the pricing settlement currency for bulk

commodities.

V. Further Improvement of the Market-oriented RMB Exchange-rate
Regime

In 2017, the market-oriented reform of the RMB exchange rate had been advancing
steadily, the central parity of the RMB exchange-rate formation mechanism had
improved. In February 2017, the Foreign Exchange Self-disciplinary Mechanism
adjusted the reference period for the central parity against the currency basket from 24
hours ahead of submitting the quotes to 15 hours between the closing on the previous
trading day and the submission of the quotes, which avoided repeated references to
the daily movements of the USD exchange rate in the central parity of the following
day. In May 2017, the Foreign Exchange Self-disciplinary Mechanism introduced
the "counter-cycle factor" into the central parity quotation model. The adjusted
regime of central parity quotation of RMB exchange rate against USD can reflect

the fundamentals of domestic economy more effectively and the foreign exchange
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market supply and demand and the change of RMB exchange rate against a basket of
currencies more accurately. Since 2017, the RMB against USD central parity formation
mechanism of "closing rate + exchange-rate movements of a basket of currencies+
the counter-cyclical factor" has been operating smoothly. The rule-based nature,
transparency, and market orientation of exchange rate policy were further improved.
The exchange rate of the RMB against USD would be more flexible in terms of two-

way fluctuations, and the exchange-rate expectations would remain anchored.

In 2017, the exchange rate of RMB against a basket of currencies appreciated steadily
and moderately. At the end of 2017, CFETS RMB exchange rate index closed at 94.85,
appreciating 0.02% from the end of 2016. According to the calculation of Bank for
International Settlements (BIS), since the RMB exchange-rate regime reform started in
2005 to the end of 2017, the nominal effective exchange rate (NEER) and real effective
exchange rate (REER) of RMB appreciated by 36.50% and 45.61% respectively. In
2017, the exchange rate of RMB against major international currencies including
USD experienced both appreciation and depreciation, among which, the exchange
rates of RMB against USD and JPY appreciated by 6.16% and 2.95% respectively, and
depreciated by 6.35% and 3.07% respectively against EUR and GBP from the end of
2016.

Box 7 Direct Trading between RMB and Non-USD Currencies

Since the launch of pilot cross-border RMB business in 2009, the international usage of
the RMB had been expended. With the increasing fluctuation of major currency exchange
rates after the international financial crisis, some emerging market economies had seen a
rise in demand for exchange trading between the RMB and their currencies for reasons
such as saving exchange costs. As the international influence of RMB increasing, some
advanced economies also requested their currencies to trade directly with RMB. To
meet the market demand, the PBC explored the direct trading between RMB and non-
USD currencies in the interbank foreign exchange (FX) market. At present, RMB had
nationwide direct trading with twenty-two currencies such as Malaysia Ringgit and
regional direct trading with three currencies including Kazakhstan Tenge, Mongolian
Tugrik and Cambodia Riel in the interbank FX market had been launched.
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The direct trading between RMB and non-USD currencies had the following
characteristics: First, forming a direct exchange rate without calculating from the cross-
rates between the central parity of RMB against the US dollar and the exchange rate
of US dollar against the non-USD currencies. Before the direct trading, the common
practice was to exchange the counter non-USD currency settlement and sales position
to the USD position in the interbank FX market, and then squared through the trade
between RMB and USD. After the direct trading was realized, the bank would not split
the position but square directly in the interbank FX market to promote the formation
of the direct exchange rate. On this basis, the central parity rate of RMB against the
directly traded currency was formed by the quotations of the direct trading market
makers without calculating from cross-rates. The market exchange rate was mainly
affected by the supply-demand relationship of bilateral local currency settlement and
the international foreign exchange market. Second, optimizing market maker structure.
Each direct trading currency had its own independent market maker system, covering
different types of market makers to reflect differentiated market demands. There were
both Chinese banks with better counter service bases and foreign banks with rich market-
making experience. The Chinese banks included not only national commercial banks
with extensive business coverage but also local regional commercial banks in the areas
with active border trades. The foreign banks included the domestic branches of global
commercial banks and banks of the countries issuing the direct trading currencies.
In 2017, the regional trading of interbank FX market introduced offshore banks into
the market transaction, which would further enrich the types of regional trading
participating entities, expand regional trading market demands, and increase regional

trading activities.

The benefits of steady development of direct trading between RMB and non-USD
currencies had gradually emerged: First, lowering currency exchange cost. Banks could
reduce square cost through one-time squaring of direct trading, then transmit through
the internal pricing mechanism to the counter settlement and sales exchange rates. From
the perspective of bank retail settlements and sales exchange rates, the over the counter
bid-ask spreads of the direct exchange currencies had narrowed from 0.8% to 0.7%, and

the currency exchange cost had reduced by 12.5%. As enterprises had some bargaining
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space, their exchange costs reduced more. Second, increasing price transparency. Before
the direct trading, economic entities were short of the exchange rate information of the
RMB against the local currency. The formation of the direct exchange rate of RMB
against local currency reduced the search and frictional cost. Third, promoting the
development of the foreign exchange market and serving the real economy. Realizing
direct trading of bilateral currencies in the interbank FX market provided liquidity for
foreign exchange settlement and sales over the counter, which could promote banks to
increase the types of counter-listing currencies and help to provide currency exchange
convenience for the real economy. Fourth, strengthening the exchange rate flexibility and

promoting the reform of RMB exchange rate regime.

The direct trading between RMB and non-USD currencies had developed well with
increasingly active transaction and growing volume. In 2017, the direct spot trading
between RMB and non-USD currencies exceeded RMB 1.4 trillion yuan, a year on year
increase of 12.23%, accounting for 3.32% of the total foreign exchange spot trading
volume in the interbank market. Under the promotion of direct trading, Russia and
South Korea had also formed a considerable amount of direct trading between local

currencies and RMB in recent years.
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Development of the Offshore
RMB Market

n recent years, the offshore RMB market had formed a display with the center in

Hong Kong and multi points in London, Singapore, Europe and Southeast Asia.
In 2017, the RMB interest rate spread between onshore and offshore market further
narrowed, and the RMB exchange rate of onshore and offshore were generally
consistent and stable with appreciation.The offshore RMB market was developing
steadily and RMB products saw more diversification. Confidence of the offshore
market in RMB enhanced and the willingness to hold RMB assets increased. With
further improvement of Shanghai-Hong Kong Stock Connect, Shenzhen-Hong Kong
Stock Connect and Mutual Recognition of Fund between mainland and Hong Kong,
as well as the introduction of a series of new institutional arrangements such as Bond
Connect, the RMB two-way circulation mechanism between offshore and onshore
markets was improved, the offshore RMB market was more active, and the width and

depth of the offshore RMB market were expanded.

I. Offshore RMB Interest Rate and Exchange Rate

In 2017, the interest rate of offshore RMB generally remained stable. At the end of 2017,
Hong Kong Interbank Offered Rate (HIBOR) overnight lending rate of RMB was 1.73%. In
2017, the interest rate spread between offshore and onshore market further narrowed, the
overnight rate of the differential fell from an average of 1.73% in the first half year to -0.55%
in the latter half of the year. On average, the 1-month and 3-month HIBOR were lower than
SHIBOR of RMB for 0.14 and 0.07 percentage points in the latter half of the year.

In 2017, the exchange rate of offshore RMB saw larger two-way fluctuations with
obviously strengthened flexibility. The exchange rate of onshore and offshore RMB
remained generally consistent and stable with two way fluctuations. In 2017, offshore
RMB against USD appreciated by 7% on a cumulative basis and one-year Non-deliverable

Forwards (NDF) of RMB against USD appreciated by 7.4% cumulatively, with the rate of
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Figure 17 Movement of Hong Kong’s Offshore RMB Lending Rate (1)
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Figure 18 Movement of Hong Kong’s Offshore RMB Lending Rate (2)
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implied depreciation dropped from the highest 5.48% early this year to 2.27% at the end of

the year, with an obvious declining of depreciation expectation of RMB.
Figure 19 Movement of Hong Kong’s Offshore RMB Exchange Rate against USD
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Il. Offshore RMB Deposits and Loans

In 2017, offshore RMB pool rose steadily. By the end of 2017, the amount of
outstanding RMB deposits in major offshore markets exceeded RMB 1.1 trillion yuan.
Among which the amount of outstanding RMB deposits in Hong Kong was RMB 558.8
billion yuan with a year on year increase of 2.21%, accounting for 5.3% of the total
amount of deposits in Hong Kong and 10.7% of the amount of outstanding foreign
currencies deposits in Hong Kong. The amount of outstanding RMB deposits in
Taiwan was RMB 322.25 billion yuan with a year on year increase of 3.6%, accounting
for 4.4% of the total deposits of Taiwan and 25.7% of foreign currencies deposits in

Taiwan.

Figure 21 Hong Kong’s RMB Deposits
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In 2017, the loan scale of offshore RMB shrank and the amount of outstanding RMB
loans in major offshore market was RMB 274.3 billion yuan. Of which, the amount of
outstanding RMB loans in Hong Kong was RMB 144.5 billion yuan, decreasing 51.0%

year on year.
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l1l. Offshore RMB Security Financing

In 2017, the total balance of offshore RMB-denominated bonds amounted to RMB
252.4 billion yuan, decreasing by RMB 111.7 billion yuan from the year of 2016, among
which treasury bonds balance amounted to RMB 95.9 billion yuan, financial bonds
balance amounted to RMB 91.7 billion yuan, corporate bonds balance amounted to
RMB 54.3 billion yuan and convertible bonds balance amounted to RMB 10.5 billion
yuan. In 2017, the issuing scale of RMB-denominated bonds by domestic and foreign
institutions declined with newly issuance of RMB 41.9 billion yuan . From the data of
Hong Kong, in 2017, it had in total 129 RMB stock products at stock exchange and the

total turnover reached RMB 11.66 billion yuan over the year.

In 2017, RMB-denominated equity investment products in the offshore market
increased RMB options and futures, RMB Exchange Trade Funds (ETFs) and RMB
Real Estate Investment Trust (REIT) all achieved certain growth. Altogether 42 ETFs
were traded in the Hong Kong Stock Exchange (HKEX) and the total annual turnover
reached RMB 6.29 billion yuan, while only one REIT was traded in HKEX, turnover of
which reached RMB 2.75 billion yuan.

IV. Global RMB Foreign Exchange Trading

In 2017, RMB foreign exchange trading around the world increased steadily.
According to SWIFT statistics, RMB was one of the most active currencies in global
foreign exchange trading. According to statistics released by BIS in April 2016 (released
on a triennial basis), RMB ranked eighth among the most active currencies for global
trading, and ranked the first among emerging-markets currencies. the average daily
trading volume of RMB around the world increased from USD 120 billion to USD 202
billion, while the share of RMB trading volume in the global foreign exchange market
rose from 2% to 4%. Growth of RMB trading was mainly from growth of trading of
RMB against USD. At present, trading amount of RMB against USD accounts for 95%
of the total trading amount of RMB against all foreign currencies. The average daily
trading volume of RMB against USD increased from USD 113 billion in 2013 to USD
192 billion in 2016, and the total trading volume of RMB against USD increased from
the ninth to the sixth in the global ranking. Offshore RMB clearing banks in Hong
Kong, Taipei, Singapore and London had been the main RMB quotation banks and
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market makers. Foreign exchange trading volume of RMB clearing bank in the UK
reached RMB 1.1 trillion yuan, ranking the first in all overseas RMB clearing banks.
The volume in Singapore and Hong Kong exceeded RMB 600 billion yuan, and the

volume in Australia and South Korea also exceeded RMB 150 billion yuan.

Currently, RMB foreign exchange market products in the offshore over-the-counter
(OTC) market mainly include spot, forward, swap, currency swap, NDFs and options.
RMB foreign exchange markets of offshore exchanges mainly concentrated in Hong
Kong and Singapore, mainly providing futures of RMB against USD and standardized
options of RMB against USD. In 2017, the average daily trading volume of futures of
RMB against USD in Hong Kong Exchanges was near 3,000 contracts, a year on year
increase of 36%. In March 2017, Hong Kong Exchanges firstly introduced options
of RMB against USD, the average daily turnover of which through the year was 54
contracts. As of December 2017, the turnover of open interest for RMB currency
futures exceeded 25,000 contracts and for RMB currency options reached 3,113
contracts. Taiwan market had 298 RMB-denominated funds in total, while futures
and options of USD against RMB were introduced. Among which, trading of small-
scale futures of USD against RMB was the most active with the turnover near 270,000
contracts in 2017. The turnover of small-scale options of USD against RMB exceeded
120,000 contracts.

V. Offshore RMB Clearing

The clearing amount of major offshore RMB clearing banks reached RMB 285.6 trillion
yuan in 2017. Among which, the amount of valet clearing was RMB 27.2 trillion yuan
and interbank clearing was RMB 258.4 trillion yuan; the offshore clearing amount
reached RMB 240.5 trillion yuan, and the cross-border clearing amount was RMB
45.1 trillion yuan. Clearing amount of Hong Kong, Singapore, South Korea, the UK,
Taiwan, Germany and Australia topped the list of clearing amount. In 2017, RMB
clearing amount of RMB RTGS system operated by the Hong Kong clearing banks
reached RMB 216.8 trillion yuan with a year on year increase of 5.6%. The average
daily trading amount stayed at the high level of RMB 900 billion yuan. The clearing

amount in German and other countries also achieved a significant increase.
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Box 8 Market Survey on the Usage of RMB

In 2017, on the basis of previous annual research, Bank of China made a survey over
3,134 enterprises and 118 financial institutions around the world on the usage of RMB,
and China Construction Bank also conducted a survey targeting the usage of RMB by
domestic and foreign enterprises. The survey illustrated new phenomenon about RMB
international usage from a perspectives of enterprises and financial institutions, with

their views on RMB's future and related policy advices, which mainly included:

RMB International usage had seen major changes. In recent years, the policy
framework of RMB cross-border business was continuously improved and the opening-up
of China’s financial market was constantly increased; domestic and foreign entities might
use RMB in various fields including cross-border trade, direct investment and portfolio
investment, while foreign banks might obtain RMB liquidity from China by means of
interbank borrowing, account financing and bond repurchase. In 2009, RMB usage in
the international market was almost blank, yet as of 2016, RMB emerged worldwide,
with strong upward momentum of comprehensive proportion of RMB-denominated
international financial transactions including direct investment, international credit, as

well as international bonds and bills.

Foreign entities’ willingness to use RMB constantly increased. According to a
special market survey conducted by Bank of China in 2017, 61% of foreign institutions
surveyed had already used RMB and were expected to scale up the RMB usage, while
those who did not use RMB showed interest in using RMB in the future. RMB was to
be a new option for business enterprises and financial institutions around the world. As
for RMB financing, the market survey conducted by China Construction Bank revealed
that 31% of foreign entities surveyed remarked that they would actively consider to hold
RMB liabilities, that was to take RMB as an option for financing, by means of loans,
accounts receivable financing and bonds, and the RMB portion would be about 2% or

more.

According to Bank of China'’s survey, the most frequently used product for 53% foreign

entities was cross-border RMB payment, while other products, sorted by frequency of
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use, were RMB deposits, RMB trading, RMB banknotes and RMB financing products.
The survey revealed that RMB as the currency of settlement had been recognized by
the majority of foreign entities, yet its functions as financing currency and investment

currency had not been fully brought out and had great potentials in the future.

Figure 22 RMB Products Most Frequently Used by Foreign Institutions
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Foreign entities raised higher demands on RMB international usage. Survey
showed that enterprises and banks had higher demands for more convenient RMB
usage. First, foreign and domestic entities expected China to establish comprehensive
and multi-layer cooperation and communication mechanisms with central banks or
monetary authorities of more countries and regions in the future so as to eliminate
structural and institutional obstacles adverse to RMB usage, such as foreign exchange
control to different extents in some countries which brought certain obstacles to official
recognition, account-opening and cross-border payment of RMB. Second, market
entities expected further opening-up of China’s financial market. In the course of RMB
internationalization, various types of foreign entities raised higher demands on exploring
the depth and width of RMB market as well as creating more products for investment,

expecting for more connection between the onshore and offshore markets, in addition to
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the existing investment channels including QFII, RQFII, Shanghai-Hong Kong Stock
Connect, Shenzhen-Hong Kong Stock Connect, Bond Connect and direct investment.
Third, market entities proposed to further promote the construction of RMB secondary
market and the introduction of hedging products. With the connection of domestic and
foreign financial market, market entities expected that more foreign institutions of
varies types and scales could hold Chinese financial assets, by further fostering market
benchmark rate, improving the yield curve of government bonds, the market-oriented
interest-rate forming mechanism, promoting RMB direct trading with more currencies
stimulating RMB regional foreign exchange market, and providing tools of hedging

foreign-exchange risk for foreign institutions into the Chinese market.

RMB Usage along the Belt and Road. Domestic and foreign entities proposed to
promote the RMB usage along the Belt and Road in many ways, especially in investment
and financing. By RMB pricing and settlement in cross-border trades and investment
along the Belt and Road, enterprises would benefit from exchange rate risks and reduce
currency conversion costs, so as to further facilitate trade and investment. Domestic
enterprises expressed their expectations on PBC further expand monetary cooperation
with monetary authorities of countries along the Belt and Road, and domestic financial
institutions establish more operational institutions in countries along the Belt and Road

countries as well as strengthen cooperation with local financial institutions.

VI. Economic and Financial Status of Major Economies in the World

In 2017, the global economic and financial status showed a sign of recovery in general .
According to the IMF World Economic Outlook, the global economic growth rate was
3.8% in 2017, higher than the average growth of 2.3% in the past decade. The global
economy grew at a broad base. About two thirds of all the countries grew faster
than 2016, with major advanced economies performing well and emerging market
economies generally growing fast. The economic growth rate of the USA, Euro zone,
Japan and China all exceeded expectations. Monetary policies in developed countries

tightened synchronously, while those in emerging economies diverged.
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1. United States
The US economy grew by 2.3%, with an increase of 0.8 percentage points from 2016.

The moderate growth of the US economy showed a sign of recovery. The CPI was still
lower than the inflation target of 2%. The unemployment rate continued to fall, the new
employment grew steadily, the wage and price index recovered, the consumer spending
increased. Monetary policy normalized orderly in 2017. The Federal Reserve raised the
target range for the federal funds rate 3 times by 25 bps to 1.25%~1.5%. 1-year Libor was
2.1070%, 42 bps higher than the end of 2016. The global US dollar financing cost and
liquidity both tightened. The dollar index declined gradually in 2017, closing at 92.30,
9.85% lower than the end of 2016. The decline of dollar index weakened the interest of
other counties to hold US dollar assets. By the end of the fourth quarter of 2017, the US
dollar accounted for 62.7% of world’s foreign exchange reserves, 1.8 percentage points
lower than 2016, according to the COFER data. In 2017, the US balance of payments
continued the pattern of current account deficit and capital account surplus, with
a current account deficit of 466.2 billion dollars and net inflow of USD 349.2 billion
dollars under the financial account. Since 2018, the Federal Reserve raised the target
range for federal funds rate twice by 25 bps to 1.75%~2.0%, and remarked that it might

be the timing to withdraw from the forward guidance.

2. Euro Zone

Euro zone economy grew by 2.5% in 2017 with a comprehensive economic recovery.
The inflation was modest and the unemployment rate continued to fall to the lowest
level since the global financial crisis. Trade and investment grew remarkably.
Government fiscal deficit and debt levels improved. The Euro zone interbank offered
rate Euribor declined continually in 2017. As of December 2017, 1-year Euribor
was -0.1860%, 0.1 percentage point lower than last year. Under the influence of the
economic recovery and the expected monetary policies shift, the exchange rate of
Euro against U.S dollar gradually strengthened, closing at 1.1996 at the end of 2017
and appreciating about 14.11% over the end of 2016. With the appreciation of euro,
international investors began to allocate more euro assets. By the fourth quarter of
2017, euro accounted for 20.1% of world’s foreign exchange reserves, 0.9 percentage
point higher than the end of 2016 according to the COFER data. Since 2018, European

Central Bank (ECB) had maintained the main refinancing operating rate, the marginal
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lending facility rate and the deposit facility rate unchanged at 0.00%, 0.25% and -0.40%
respectively, and announced to remain these interest rates at current levels at least
through the summer of 2019. The ECB would close its asset purchase program at the

end of 2018, maintaining a monthly purchase of 30 billion euro by September.

3. Japan

In 2017, Japan’s economic growth accelerated, with an annual economic growth rate
of 1.6%, achieving positive growth for 8 consecutive quarters, the longest consecutive
growth cycle since 1997. The inflation rate was lower than 1.0% and the year on
year growth of core CPI was far below the inflation target of 2%. The domestic
unemployment rate continued to decline. The Bank of Japan continued to maintain
a negative interest rate policy. Due to the better-than-expected recovery of Japan’'s
economy and the pullback of the US dollar index, the Japanese yen strengthened.
The Japanese yen appreciated against USD by 3.8% in 2017. The appreciation of the
yen boosted the attractiveness of yen assets. As of the fourth quarter of 2017, yen
accounted for 4.9% of the world’s foreign exchange reserves, 0.9 percentage points
higher than the end of 2016 according to the COFER data. Japan’s balance of payments
remained the pattern of current account surplus and financial account deficit in 2017,
with a current account surplus of 4.23 trillion yen, and a net outflow of 17.66 trillion
yen under the financial account. Since 2018, the Bank of Japan kept the policy interest

rate unchanged at -0.1%.

4. United Kingdom

The UK's economic growth slowed down in 2017, with an annual GDP growth rate of
1.8%. Inflation raised rapidly, with CPI year on year increase remained at about 3%
since September. In the first three quarters of 2017, Bank of England (BOE) maintained
its benchmark interest rate at 0.25%. And then started the normalization of monetary
policy in November 2017, raising the benchmark interest rate by 25 bps to 0.5%. The
British Pound against US dollar closed at $1.3512, representing an appreciation of
9.53% from the end of 2016. In 2017, the share of the British Pound in international
foreign exchange reserves dropped by 0.2 percentage points compared with 2016,

and the British Pound accounts for 4.5% of the world’s foreign exchange according
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to the COFER data. Brexit brought large impact on the business development of the
UK’s financial system and financial institutions. The net capital inflow of UK financial
accounts in 2017 dropped by 35.9% compared with that of 2016. The balance of
payments showed the pattern of current account deficit and capital account surplus,
with a current account deficit of 82.9 billion pounds, and a net capital inflow of 67.9
billion pounds under the financial account. Since 2018, the BOE maintained the
benchmark interest rate unchanged at 0.5%, as well as maintained the volumes of UK
government bond purchases and corporate bond purchases unchanged at GBP 435

billion and GBP 10 billion, respectively.

5. Emerging Markets

Against the background of gradual normalization of monetary policy in developed
economies, some emerging economies confronted with cross-border capital
fluctuations and other potential risks, and at the same time, faced pressures from
domestic adjustment and transformation. Due to the tax reform and other factors,
Indian economy grew at a slower pace than expected. Due to the rebound in prices
of oil and other commodities, Russia and Brazil gradually stabilized their economies,
and made inflation under control with a downside trend. Affected by domestic
political uncertainty, severe drought and other factors, economic growth slowed
down in South Africa, with fiscal vulnerability and prominent debt problems. Driven
by the rapid growth of retail sales and commodity exports, Vietnam economy grew
faster than expected. The economic growth of Singapore performed the best since
2014. Benefiting from a steady recovery price of traditional commodities such as coal
and iron ore, Australian economy was generally stable. Growth in commodity export

countries continued to improve.

Monetary policies diverged in emerging market economies. On one hand, many
economies tightened monetary policy in response to currency depreciation, capital
outflows and inflationary pressures. Bank of Korea raised its benchmark interest
rate by 25 bps to 1.50% in November for the first time in six years. Bank of Mexico
raised its target rate five times to 7.25% in 2017, and raised another twice by 50 bps in
total to 7.75% in 2018. The Central Bank of the Republic Turkey raised its last resort

liquidity window lending rate four times to 12.75% in 2017, and raised additional
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three times by 500 bps in total to 17.75% in 2018. On the other hand, some economies
further eased monetary policies to promote economic growth. Bank of Russia cut the
key interest rate six times to 7.75% in 2017, and cut another twice by 50 bps in total to
7.25% in 2018. The central bank of Brazil made 8 consecutive interest rate cuts in total,
bringing the benchmark interest rate to 7% in 2017, and lowered the policy rate twice
by 50 bps in total to 6.5% in 2018. The Reserve Bank of India cut the benchmark repo
rate by 25 bps to 6.0% in 2017, and raised it back to 6.25% in June 2018.
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MB internationalization is market oriented. The process could be summarized

with “Four Pillars”: First, it is the market-orientation. It is to build a level
playing ground for RMB and other major convertible currencies through removing
restrictions on the cross-border usage of RMB. Second, it is to optimize the top-
level design. It is to adhere to the current account convertible, to improve the cross-
border RMB policy framework, to orderly promote the convertibility of RMB capital
account, and to strengthen the cross-border clearing system and other infrastructures.
Third, it is to lead a healthy RMB offshore market. It is to facilitate a constructive
interactions and deep integration between the offshore and onshore markets. Fourth,
it is to improve the regulations and to prevent financial risks. Looking forward, with
a healthy economic growth, the internationalization of RMB will continue to progress

steadily.

I. RMB’s Function as a Payment Currency Will Constantly Strengthen

As the cross-border RMB policy framework continues to be optimized, and relative
reforms continues to advance, there will be more market entities accepting RMB as
pricing and settlement currency. In line with the initiative of the Belt and Road, the

usage of RMB in countries along the Belt and Road will be steadily expanded.

Il. RMB’s Function as an Investment Currency Will Deepen Unceasingly

With the increasing width and depth of the two-way opening-up of China’s financial
market, as well as the financial infrastructure construction, it will be more convenient
for foreign entities to get access to the China’s financial market, and the cross-border

RMB financial transactions are expected to keep a sustainable growth.

I1l. RMB’s Function as a Reserve Currency Will Gradually Emerge

With RMB’s inclusion into the Special Drawing Right (SDR) currency basket, RMB has

a growing international role. The international acceptance of the RMB will continually
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improve, and the willingness to hold the RMB as a reserve currency by foreign central

banks and monetary authorities will gradually increase.

IV. The Bilateral Monetary Cooperation Will Proceed Steadily

On the existing basis, PBC will strengthen cooperation with central banks and
monetary authorities in other countries and regions. The bilateral local currency swap
mechanism will further improve and will play an active role in facilitating bilateral

trade and investment and maintaining financial stability.

V. The Infrastructure of the RMB Internationalization Will Further

Improve

With the construction of CIPS and further upgrading of the cross-border RMB clearing
arrangements, the efficiency of RMB clearing will improve and the RMB clearing
network will upgrade. The accounting standards, rating system and taxation policies
that are compatible with the RMB cross-border usage and the opening-up of financial

market will further improved.
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Highlights of RMB
Internationalization

On January 20, The PBC and the Monetary Authority of Hong Kong (HKMA) signed a
bilateral local currency swap agreement of RMB 200 billion yuan/HKD 227 billion.

On February 8, The PBC and the Bank Negara Malaysia signed a bilateral local
currency swap agreement of RMB 80 billion yuan/MYR 40 billion.

On March 11, The PBC and the National Bank of the Republic of Belarus signed a
bilateral local currency swap agreement of RMB 20 billion yuan/BYR 8 trillion.

On March 23, The PBC and Bank Indonesia signed a bilateral local currency swap
agreement of RMB 100 billion yuan/IDR 175 trillion.

On April 2, The PBC and the Central Bank of Argentina signed a bilateral local
currency swap agreement of RMB 70 billion yuan/ARS 38 billion.

On April 20, The PBC and the Bank of Korea signed a bilateral local currency swap
agreement of RMB 180 billion yuan/KRW 38 trillion.

On June 29, The PBC and the HKMA signed the Supplementary Memorandum II1I
of Cooperation on the Pilot Program of RMB Settlement of Cross-border Trade

Transactions between Mainland and Hong Kong.

On July 1, Upon the approval of the State Council, the PBC, Ministry of Finance (MOF),
Ministry of Commerce (MOFCOM), General Administration of Customs (GAC),
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State Administration of Taxation (SAT) and China Banking Regulatory Commission
(CBRC) jointly issued the Administrative Rules on the Pilot Program of RMB Settlement
of Cross-border Trade Transactions. (PBC, MOF, MOFCOM, GAC, SAT, CBRC Public
Announcement (2009) No.10)

On July 3, The PBC and the Bank of China (Hong Kong) Ltd. signed the revised RMB
Clearing Agreement, to support pilot program of RMB settlement of cross-border trade

transactions.

On July 3, The PBC issued the Regulations for Implementing the Administrative Rules of
the Pilot Program of RMB Settlement of Cross-border Trade Transactions. (PBC Document
(2009) No.212)

On July 6, The first transaction of RMB cross-border trade settlement was conducted
in Shanghai. And the RMB Cross-border Payment Information Management System
(RCPMIS) was put into operation.

On July 7, The pilot program of RMB settlement of cross-border trade transactions

was launched in four cities of Guangdong.

On July 14, The PBC, MOF, MOFCOM, GAC, SAT and CBRC jointly issued the notice
to the Shanghai municipal government and Guangdong provincial government the
approval of Enterprises list for the Pilot Program of RMB Settlement of Cross-border Trade
Transactions. (PBC General Administration Reply letter (2009) No.472) The first
batch of 365 enterprises was officially approved to conduct RMB Settlement of export

transactions.

On September 10, The PBC and the SAT signed the Memorandum on data and

information transmission on the RMB settlement of cross-border trade transactions.

On September 15, The MOF issued the first sovereign RMB-denominated bond in
Hong Kong with the amount of RMB 6 billion yuan.
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On December 22, The PBC issued Questions & Answers on relevant policies of the pilot

program of RMB settlement of cross-border trade transactions.

On February 11, The HKMA issued Elucidation of Supervisory Principles and Operational
Arrangements Regarding the RMB Business in Hong Kong.

On March 8, The PBC issued the Interim Administrative Rules for the RMB Cross-border
Payment Management Information System. (PBC Document (2010) No.79)

On March 19, The PBC and the GAC signed the Memorandum of Cooperation on the
RMB Settlement of Cross-border Trade Transactions.

On March 24, The PBC and the National Bank of the Republic of Belarus signed a

bilateral local currency settlement arrangement.

On June 9, The PBC and the Central bank of Iceland signed a bilateral local currency
swap agreement of RMB 3.5 billion yuan/ISK 66 billion.

On June 17, The PBC, MOF, MOFCOM, GAC, SAT and CBRC jointly issued the Notice
on Expanding the Pilot Program of RMB Settlement of Cross-border Trade Transactions, to
expand the scope of the pilot program. (PBC Document (2010) No.186)

On July 19, The PBC and the HKMA signed the Supplementary Memorandum IV of Co-
operation on the Pilot Program of RMB Settlement of Cross-border Trade Transactions.

The PBC and BOC (Hong Kong) Ltd. signed the revised RMB Clearing Agreement.

On July 23, The PBC and the Monetary Authority of Singapore (MAS) signed a
bilateral local currency swap agreement of RMB 150 billion yuan/SGD 30 billion.

On August 17, The PBC issued the Notice Concerning the Pilot Program on Investment
in the Interbank Bond Market with RMB Funds by Three Types of Institutions Including
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Overseas RMB Clearing Banks. (PBC Document (2010) No.217)

On August 19, With the authorization of the PBC, China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode of RMB against
Malaysian ringgit and launch direct trading between the two currencies in the

interbank foreign-exchange market.

On August 31, The PBC issued the Administrative Rules for RMB Bank Settlement
Accounts of Overseas Institutions. (PBC Document (2010) No.249)

On November 22, With the authorization of the PBC, China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode of yuan against
Russian ruble and launch direct trading between the two currencies in interbank

foreign-exchange market.

On January 6, The PBC issued the Administrative Rules for the Pilot Program
of Settlement for RMB-denominated Outward Direct Investment. (PBC Public
Announcement (2011) No.1), allowing banking institutions and enterprises in the
pilot areas to conduct the RMB settlement of foreign direct investment transactions,
and banking institutions to grant loans to overseas projects based on relative

regulations.

On April 18, The PBC and the Reserve Bank of New Zealand signed a bilateral local
currency swap agreement of RMB 25 billion yuan/NZD 5 billion.

On April 19, The PBC and the Central Bank of Republic of Uzbekistan signed a
bilateral local currency swap agreement of RMB 700 million yuan/UZS 167 billion.

On May 6, The PBC and the Bank of Mongolia signed a bilateral local currency swap
agreement of RMB 5 billion yuan/MNT 1 trillion.
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On June 3, The PBC issued the Notice on Specifying the Issues Relating to Cross-border
RMB Business. (PBC Document (2011) No.145)

On June 9, Fudian Bank of Kunming and the Public Bank of Laos jointly launched the
over-the-counter trading between RMB and LAK.

On June 13, The PBC and the National Bank of Kazakhstan signed a bilateral local
currency swap agreement of RMB 7 billion yuan/KZT 150 billion.

On June 23, The PBC and the Central Bank of Russian Federation renewed the
agreement on Payment and Settlement, which extended the coverage of local currency
settlement from transactions in the border areas to general trade transactions between

the two countries.

On June 28, ICBC Guangxi Branch launched the trading of RMB against Vietnamese
Dong, while BOC Xinjiang Branch launched the trading of RMB against Kazakhstan

Tenge on the same day.

On June 30, Bank of Communications Qingdao Branch and Industrial Bank of Korea
Qingdao Branch launched the over-the-counter (OTC) trading of RMB against Korea

won.

On July 27, The PBC, MOF, MOFCOM, GAC, SAT and CBRC jointly issued
the Circular on Geographical Expansion of the RMB Settlement of Cross-border Trade
Transactions. (PBC Document (2011) No.203) It expanded the program to the entire

mainland China.

On October 13, The PBC issued the Administrative Rules on Settlement of RMB-
denominated Foreign Direct Investment. (PBC Public Announcement (2011) No.23)

On October 24, The PBC issued the Guidelines on RMB Loans of Domestic Banking
Institutions for Overseas Projects. (PBC Document (2011) No.255)
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On October 26, PBC and the Bank of Korea renewed the bilateral local currency swap
arrangement, increasing its size from RMB 180 billion yuan/KRW 38 trillion to RMB
360 billion yuan/KRW 64 trillion.

On November 4, According to the principles and standards for RMB clearing bank
in Hong Kong set by PBC Public Announcement (2003) No.16, the PBC authorized
BOC (Hong Kong) Ltd. to resume the role of the RMB clearing bank in Hong Kong.
(PBC Public Announcement (2011) No.25)

On November 22, The PBC and HKMA renewed the bilateral local currency swap
agreement, increasing its size from RMB 200 billion yuan/HKD 227 billion to RMB 400
billion yuan/HKD 490 billion.

On December 16, The CSRC, PBC and SAFE jointly issued the Measures on the Pilot
Program for RQFII-licensed Fund Management Companies and Securities Companies’
Domestic Securities Investments. (CSRC Decree No.76)

On December 22, The PBC and the Bank of Thailand signed a bilateral local currency
swap agreement of RMB 70 billion yuan/THB 320 billion.

On December 23, The PBC and the State Bank of Pakistan signed a bilateral local
currency swap agreement of RMB 10 billion yuan/PKR 140 billion.

On December 29, The direct trading of RMB against THB in the local interbank
foreign-exchange market was launched in Yunnan Province, which was the first case

of direct trading of RMB against regional currencies.

On December 31, The PBC issued the Notice on the Implementation of the Measures for the
Pilot Program Allowing Fund Management Companies and Securities Companies Approved
as RMB Qualified Foreign Institutional Investors (RQFII) to Invest in the Domestic Securities
Market. (PBC Document (2011) No.321)
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On January 17, The PBC and the Central Bank of the United Arab Emirates signed a
bilateral local currency swap agreement of RMB 35 billion yuan/AED 20 billion.

On February 6, The PBC, MOF, MOFCOM, GAC, SAT and CBRC jointly issued the
Notice on Issues Concerning RMB Settlement of Goods Export by Domestic Enterprises. (PBC
Document (2012) No.23)

On February 8, The PBC and the Bank Negara Malaysia renewed the bilateral local
currency swap agreement, increasing its size from RMB 80 billion yuan/MYR 40
billion to RMB 180 billion yuan/MYR 90 billion.

On February 21, The PBC and the Central Bank of the Republic of Turkey signed a
bilateral currency swap agreement of RMB 10 billion/TRY 3 billion.

On March 20, The PBC and the Bank of Mongolia signed a supplemental bilateral
local currency swap agreement, increasing its size from RMB 5 billion yuan/MNT 1
trillion to RMB 10 billion yuan/MNT 2 trillion.

On March 22, The PBC and the Reserve Bank of Australia signed a bilateral local
currency swap agreement of RMB 200 billion yuan/AUD 30 billion.

On April 3, With the approval of the State Council, the RQFII quota for Hong Kong
was increased by RMB 50 billion yuan.

On June 1, With the authorization of the PBC, the China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode between RMB
against JPY and launch the direct trading between the two currencies in the Chinese

interbank foreign-exchange market.

On June 26, The PBC and the National Bank of Ukraine signed a bilateral local
currency swap agreement of RMB 15 billion yuan/UAH 19 billion.
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On June 29, The PBC issued the Circular of Specifying the Operational Rules for RMB
Settlement in Foreign Direct Investments. (PBC Document (2012) No.165)

On July 31, The PBC issued the Notice on the Issues Concerning the Opening and Using of
RMB Settlement Account by Overseas Institutions. (PBC Document (2012) No.183)

On August 31, The PBC and the monetary authority of Taiwan signed the Memorandum

of Understanding on the Currency Clearing Cooperation across the Taiwan Straits.

On September 24, The PBC and BOC Macau Branch renewed the RMB Clearing

Agreement.

On November 13, With the approval of the State Council, the pilot quota for RQFII in
Hong Kong was increased by RMB 200 billion yuan.

On December 11, The PBC authorized BOC Taipei Branch to serve as the RMB

clearing bank in Taiwan.

On January 25, The PBC and Taipei Branch of BOC signed the RMB Clearing

Agreement.

On February 8, The PBC authorized the Singapore Branch of ICBC to serve as the
RMB clearing bank in Singapore, and the two parties signed the RMB Clearing
Agreement in April.

On March 1, The CSRC, PBC and SAFE jointly issued the Measures on the Pilot Program
of Securities Investment in China by RMB Qualified Foreign Institutional Investors. (CSRC

Decree No0.90)

On March 7, The PBC and the Monetary Authority of Singapore (MAS) renewed the
bilateral local currency swap agreement of RMB 300 billion yuan/SGD 60 billion.
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On March 13, The PBC issued the Notice on the Issues Regarding Investment in the
Interbank Bond Market by Qualified Foreign Institutional Investors. (PBC Document
(2013) No.69)

On March 26, The PBC and the Central Bank of Brazil signed a bilateral local currency
swap agreement of RMB 190 billion yuan/BRL 60 billion.

On April 10, With the authorization of the PBC, the China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode between RMB
against Australian dollar and launch direct trading between the two currencies in the

interbank foreign-exchange market.

On April 25, The PBC issued the Notice on the Issues Concerning the Implementation of the
Measures for the Pilot Program of Securities Investment in China by RMB Qualified Foreign
Institutional Investors. (PBC Document (2013) No.105)

On June 21, The Cross-Strait Service Trade Agreement (the Agreement) was signed by
both sides of the Taiwan Strait. According to the Agreement, Taiwan-funded financial
institutions would be allowed to invest in Mainland capital market with an investment

quota of RMB 100 billion yuan.

On June 22, The PBC and the Bank of England signed a bilateral local currency swap
agreement of RMB 200 billion yuan/GBP 20 billion.

On July 9, The PBC issued the Notice on Simplifying the Procedures for Cross-border RMB
Services and Improving Relevant Policies. (PBC Document (2013) No.168)

On August 23, The General Administration Department of the PBC issued the Notice
on Improving the Information Reporting Procedures of the RMB Cross-border Payment
Management Information System (RCPMIS). (PBC General Administration Department

Document (2013) No.188)

On September 9, The PBC and the Magyar Nemzeti Bank (Hungarian National Bank)
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signed a bilateral local currency swap agreement of RMB 10 billion yuan/HUF 375

billion .

On September 11, The PBC and the Central Bank of Iceland renewed the bilateral
local currency swap agreement of RMB 3.5 billion yuan/ISK 66 billion.

On September 12, The PBC and the Bank of Albania signed a bilateral local currency
swap agreement of RMB 2 billion yuan/ALL 35.8 billion.

On September 23, The PBC issued the Notice on the Issues Concerning the RMB
Settlement for Investment in Domestic Financial Institutions by Overseas Investors. (PBC
Document (2013) No.225)

On October 1, The PBC and Bank of Indonesia renewed the bilateral local currency
swap agreement of RMB 100 billion yuan/IDR 175 trillion.

On October 8, The PBC and the European Central Bank signed a bilateral local
currency swap agreement of RMB 350 billion yuan/EUR 45 billion.

On October 15, At the 5™ China-UK Economic and Financial Dialogues, China
announced the RQFII program for UK with the quota of RMB 80 billion yuan.

On October 22, At the 10" meeting of the Sino-Singapore Joint Council for Bilateral
Cooperation, China announced the RQFII program for Singapore with the quota of
RMB 50 billion yuan.

On December 31, The PBC released the Notice on Adjusting the Administration of RMB
Sales and Purchases. (PBC Document (2013) No.321)

On March 14, The PBC, MOF, MOFCOM, GAC, SAT and CBRC jointly issued the
Notice on Simplifying the Procedures Concerning the RMB Settlement of Goods Export by
Domestic Enterprises. (PBC Document (2014) No.80)
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On March 19, With the authorization of PBC, the China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode between RMB
and New Zealand dollar and launch direct exchange between the two currencies in

the interbank foreign-exchange market.

On March 26, China and France jointly announced that China would extend its RQFII
program to France with the quota of RMB 80 billion yuan.

On March 28, The PBC and Deutsche Bundesbank signed the Memorandum of

Understanding on establishing RMB clearing arrangements in Frankfurt.

On March 31, The PBC and Bank of England signed the Memorandum of Understanding

on establishing RMB clearing arrangements in London.

On April 25, The PBC and Reserve Bank of New Zealand renewed the bilateral local
currency swap agreement of RMB 25 billion yuan/NZD 5 billion.

On June 11, The PBC issued the Guidelines on Implementation of Opinions of the State
Council General Office on Supporting the Stable Growth of Foreign Trade. (PBC Document
(2014) No.168)

On June 17, The PBC authorized China Construction Bank (London) Ltd. to serve as
the RMB clearing bank in London.

On June 18, The PBC authorized the Frankfurt Branch of BOC to serve as the RMB

clearing bank in Frankfurt.

On June 19, With the authorization of the PBC, the China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode between RMB
and GBP and launch direct exchange between the two currencies in the interbank

foreign-exchange market.
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On June 28, The PBC and the central bank of France signed the Memorandum of
Understanding on establishing RMB clearing arrangements in Paris. The PBC and
Central Bank of Luxembourg signed the Memorandum of Understanding on

establishing RMB clearing arrangements in Luxembourg.

On July 3, The PBC and Bank of Korea signed the Memorandum of Understanding
on establishing RMB clearing arrangements in Seoul. China declared to grant the

Republic of Korea an RQFII investment quota of RMB 80 billion yuan.

On July 4, The PBC authorized the Seoul Branch of Bank of Communications to serve

as the RMB clearing bank in Seoul.

On July 7, During German Chancellor Merkel’s visit to China, Premier Li Keqiang
announced that China would extend its RQFII program to Germany, with the quota of
RMB 80 billion yuan.

On July 18, The PBC and the Central Bank of Argentina renewed the bilateral local
currency swap agreement of RMB 70 billion yuan/ARS 90 billion.

On July 21, The PBC and Swiss National Bank signed a bilateral local currency swap
agreement of RMB 150 billion yuan/CHF 21 billion.

On August 21, The PBC and Bank of Mongolia renewed the bilateral local currency
swap agreement of RMB 15 billion yuan/MNT 4.5 trillion.

On September 5, The PBC authorized the Paris Branch of BOC to serve as the RMB
clearing bank in Paris, and the Luxembourg Branch of ICBC to serve as the RMB

clearing bank in Luxembourg.

On September 16, The PBC and the Central Bank of Sri Lanka signed a bilateral local
currency swap agreement of RMB 10 billion yuan/LKR 225 billion.
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On September 28, The PBC issued the Notice on Cross-border RMB Settlement of RMB-
denominated Debt Financing Instruments issued by Overseas Institutions in China. (PBC
General Administration Document (2014) No.221)

On September 30, With the authorization of the PBC, the China Foreign Exchange
Trade System (CFETS) announced that it would improve the trading mode between
RMB and Euro and launch direct trading between the two currencies on the interbank

foreign-exchange market.

On October 11, The PBC and Bank of Korea renewed the bilateral local currency swap
agreement of RMB 360 billion yuan/KRW 64 trillion.

On October 13, The PBC and the Central Bank of Russia signed a bilateral local
currency swap agreement of RMB 150 billion yuan/RUB 815 billion.

On November 1, The PBC issued the Notice Concerning Centralized Cross-border RMB
Fund Operation Conducted by Multinational Corporations. (PBC Document (2014)
No.324)

On November 3, The PBC and Qatar Central Bank signed the Memorandum of
Understanding on establishing RMB clearing arrangements in Doha, and signed a
bilateral local currency swap agreement of RMB 35 billion yuan/QAR 20.8 billion.
China announced the RQFII program for Qatar with a quota of RMB 30 billion yuan.

On November 4, the PBC authorized the Doha Branch of ICBC to serve as the RMB

clearing bank in Doha.

On November 4, The PBC and CSRC jointly issued the Notice on the Pilot Program of the
Shanghai-Hong Kong Stock Connecting Scheme. (PBC Document (2014) No.336)

On November 5, The PBC issued the Notice on the Issues Concerning the Overseas
Securities Investment by RMB Qualified Domestic Institutional Investors. (PBC Document
(2014) No.331)

16



APPENDIX Highlights of RMB Internationalization

On November 8, The PBC and Bank of Canada signed the Memorandum of
Understanding on establishing RMB clearing arrangements in Canada, and signed
a bilateral local currency swap agreement of RMB 200 billion yuan/CAD 30 billion.
China announced the RQFII program for Canada with a quota of RMB 50 billion yuan.
On November 9, the PBC authorized ICBC (Canada) Ltd. to serve as the RMB clearing

bank in Toronto.

On November 10, The PBC and Central Bank of Malaysia signed the Memorandum of

Understanding on establishing the RMB clearing arrangements in Kuala Lumpur.

On November 17, The PBC and Reserve Bank of Australia signed the Memorandum of
Understanding on establishing RMB clearing arrangements in Australia. China declared
to grant Australia an RQFII investment quota of RMB 50 billion yuan. On November
18, the PBC authorized the Sydney Branch of BOC to serve as the RMB clearing bank
in Sydney.

On November 22, The PBC and HKMA renewed the bilateral local currency swap
agreement of RMB 400 billion yuan/HKD 505 billion.

On December 14, The PBC and the National Bank of Kazakhstan renewed the bilateral
local currency swap agreement of RMB 7 billion yuan/KZT 200 billion.

On December 15, with the authorization of the PBC, the China Foreign Exchange
Trade System (CFETS) announced that it would launch direct trading between RMB

and KZT in the local interbank foreign-exchange market.

On December 22, The PBC and Bank of Thailand signed the Memorandum of
Understanding on establishing RMB clearing arrangements in Thailand. PBC and Bank

of Thailand renewed the bilateral local currency swap agreement of RMB 70 billion
yuan/THB 370 billion.

On December 23, The PBC and State Bank of Pakistan renewed the bilateral local
currency swap agreement of RMB 10 billion yuan/PKR 165 billion.
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On January 5, The PBC authorized BOC (Malaysia) Ltd. and ICBC(Thailand) Ltd. to

serve as the RMB clearing bank in Kuala Lumpur and Bangkok respectively.

On January 21, The PBC and Swiss National Bank signed the Memorandum of
Understanding on establishing RMB clearing arrangements in Switzerland, granting

Switzerland an RQFII investment quota of RMB 50 billion yuan.

On March 18, The PBC and the Central Bank of Suriname signed a bilateral local
currency swap agreement of RMB 1 billion yuan/SRD 520 million.

On March 25, The PBC and the Central Bank of Armenia signed a bilateral local
currency swap agreement of RMB 1 billion yuan/AMD 77 billion.

On March 30, The PBC and the Reserve Bank of Australia renewed the bilateral local
currency swap agreement of RMB 200 billion yuan/AUD 40 billion.

On April 10, The PBC and the South African Reserve Bank signed a bilateral local
currency swap agreement of RMB 30 billion yuan/ZAR 54 billion.

On April 17, The PBC and the Bank Negara Malaysia renewed the bilateral local
currency swap agreement of RMB 180 billion yuan/MYR 90 billion.

On April 29, The pilot area of RQFII was expanded to Luxembourg with an
investment quota of RMB 50 billion yuan.

On May 10, The PBC and the National Bank of the Republic of Belarus renewed the
bilateral local currency swap agreement of RMB 7 billion yuan/ BYR 16 trillion.

On May 15, The PBC and the National Bank of Ukraine renewed the bilateral local
currency swap agreement of RMB 15 billion yuan/UAH 54 billion.
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On May 25, The PBC and the Central Bank of Chile signed a Memorandum of
Understanding on establishing RMB clearing arrangements in Chile and a bilateral
local currency swap agreement of RMB 22 billion yuan/CLP 2.2 trillion. China
declared to grant Chile an RQFII investment quota of RMB 50 billion yuan. On the
same day, the PBC authorized the China Construction Bank’s Chile Branch to serve as
the RMB clearing bank in Chile.

On June 1, The PBC issued the Notice of the People’s Bank of China on Issues Concerning
the Repo Operation of Foreign RMB Clearing Banks and Foreign RMB Participant Banks in
the Interbank bond Market. (PBC Document (2015) No.170)

On June 11, The PBC released RMB Internationalization Report (2015).

On June 27, The PBC and the Central Bank of Hungary signed the Memorandum of
Understanding on establishing RMB clearing arrangements in Hungary and the Agency
Agreement of Investment for the PBC to Manage the MINB’s Investment in China Interbank
Bond Market. On the same day, the two parties also agreed to include Hungary in the
pilot RQFII program with an investment quota of RMB 50 billion yuan.

On June 28, The PBC authorized Hungary branch of BOC to serve as the RMB clearing
bank in Hungary.

On July 7, The PBC and the South African Reserve Bank signed the Memorandum of

Understanding on establishing RMB clearing arrangements in South Africa.

On July 8, the PBC authorized the Johannesburg Branch of BOC to serve as the RMB

clearing bank in South Africa.

On July 14, The PBC issued the Notice of the People’s bank of China on Issues Concerning
Investment of Foreign Central Banks, International Financial Institutions and Sovereign Wealth
Funds with RMB Funds in the Interbank Market. (PBC Document (2015) No.220) The

regulation simplified the procedures of foreign central banks, international financial
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institutions and sovereign wealth funds’ access to the interbank market and the
investment quota limit on these entities was removed. These entities could freely choose
the PBC or settlement agent of the interbank market to serve as their agents for trading

and settlement and more instruments were available for them to invest.

On July 24, The PBC released an announcement on Issues Concerning RMB Cross-border
Settlement of Crude Oil Futures Trading on Onshore Market. (PBC Public Announcement

(2015) No.19) It regarded RMB as the invoicing and settlement currency for
domestic crude oil futures, overseas traders and brokers were allowed to participate

in Chinese crude oil futures trading.

On August 11, The PBC released a statement on Improving the Quotation Mechanism
of Central Parity between the RMB against the USD. Since August 11 2015, before the
opening quotation of the Interbank foreign-exchange market, market makers make
offers to China Foreign Exchange Trading Center referencing the closing exchange
rate in the Interbank foreign-exchange market on the previous day, the condition of
foreign exchange supply and demand along with changes in the exchange rate of

major international currencies comprehensively.

On September 3, The PBC and the Central Bank of Tajikistan signed a bilateral local

currency swap agreement of RMB 3 billion yuan/Somoni 3 billion.

On September 7, The PBC issued the Notice on Further Facilitating Multinational
Conglomerates in Conducting Two-way Cross-border RMB Cash Pooling Business. (PBC
Document (2015) No.279)

On September 17, The PBC and the Central Bank of Argentina signed the Memorandum

of Understanding on establishing RMB clearing arrangements in Argentina.

On September 18, The PBC authorized ICBC(Argentina) Ltd to serve as the RMB

clearing bank in Argentina.

On September 21, The PBC approved HSBC (Hong Kong and Shanghai Banking
Corporation) and BOC (Hong Kong) Ltd. to issue financial bonds in the interbank
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bond market. This was the first time that the international commercial banks were

permitted to issue RMB-denominated bonds in interbank bond market.

On September 26, The PBC and the Central Bank of the Republic of Turkey renewed

the bilateral local currency swap agreement of RMB 12 billion yuan/Lira 5 billion.

On September 27, The PBC and the National Bank of Georgia signed the bilateral

local currency swap framework agreement.

On September 29, The PBC and the Central Bank of Zambia signed the Memorandum
of Understanding on establishing RMB clearing arrangements in Zambia. On September
30, The PBC authorized the Bank of China (Zambia) Limited to serve as the RMB

clearing bank in Zambia.

On September 29, The PBC and the National Bank of the Kyrgyz Republic signed an

agreement of intention on strengthening cooperation.

On September 30, The PBC released the PBC Public Announcement (2015) No.31.
Foreign central banks (monetary authorities), other official reserve management
organizations, international financial institutions and sovereign wealth fund were

allowed to trade in the Chinese interbank foreign-exchange market.
On October 8, The CIPS (Phase one ) was launched successfully.

On October 20, the PBC issued RMB 5 billion yuan of 1-year central bank bills in
London in way of book-building, with a 3.1% coupon rate. This was the first time for

PBC issuing RMB-denominated central bank bills outside mainland China.

On October 20, The PBC and the Bank of England renewed the bilateral local currency
swap agreement of RMB 350 billion yuan/Pound 35 billion.

On November 2, The General Administration Department of the PBC issued the

Notice on Foreign Central Bank-Type Institutions to open the RMB Settlement Account in Domestic
Banking Financial Institutions. (PBC General Administration Department Document (2015)
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No.227) It facilitated foreign central banks(monetary authorities), other official reserve
management organizations, international financial institutions, and sovereign wealth

funds to conduct relative business onshore.

On November 6, The PBC and SAFE released the Operational Guideline for Funds
Management in Cross-border Issuance and Sales of Mainland and Hong Kong Securities
Investment Funds. (The PBC SAFE Public Announcement (2015) No.36)

On November 9, The PBC authorized the CFETS to conduct direct trading between

RMB and Swiss franc in the interbank foreign-exchange market.

On November 18, China-Europe International Exchange Co.,Ltd. held its
establishment ceremony, and launched the first batch of RMB-denominated spot

security products.

On November 23, The pilot program of RQFII was extended to Malaysia with an
investment quota of RMB 50 billion yuan.

On November 25, The first batch of foreign central banks finished filing with CFETS

and accessed the Chinese interbank foreign-exchange market.

On November 27, NAFMII accepted the registration of the Province of British
Columbia of Canada to issue RMB 6 billion yuan RMB-denominated sovereign bonds

in the Chinese interbank bond market.

On November 30, The Executive Board of IMF decided to include RMB into the
currency basket of the SDR as a fifth currency along with the U.S. dollar, the euro,
the Japanese yen, and the British pound. The weight of the RMB in the SDR basket is
10.92%. The new basket will become effective on October 1, 2016. On the same day, the
PBC authorized the Zurich branch of CCB to serve as the RMB clearing bank in Swiss.

On December 7, NAFMII accepted the registration of the Republic of Korea to issue
RMB 3 billion yuan RMB-denominated sovereign bonds on the Chinese Interbank
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bond market.

On December 14, The PBC and the Central Bank of United Arab Emirates signed
a bilateral local currency swap agreement of RMB 35 billion yuan/UAE Diram 20
billion. On the same day, the two parties signed the Memorandum of Understanding on
establishing RMB clearing arrangements in UAE. The PBC agreed to expand the pilot
program of RQFII to UAE, with an investment quota of RMB 50 billion yuan.

On December 17, the pilot program of RQFII was expanded to Thailand, with an
investment quota of RMB 50 billion yuan.

On January 20, The General Administration Department of the PBC issued the Notice
on usage of funds on Overseas Institutions” RMB Bank Settlement Accounts. (PBC General
Administration Department Document (2016) No.15)

On January 22, The PBC issued the Notice on Expanding the Pilot Program of Cross-
border Financing Macroprudential Management. (PBC Document (2016) No.18)

On February 24, The PBC released an announcement on Issues Regarding Investment in
the interbank Bond Market by Overseas Institutional Investors. (PBC Public Announcement
(2016) No.3)

On March 7, The PBC and the Monetary Authority of Singapore(MAS) renewed the
bilateral local currency swap agreement of RMB 300 billion yuan/SGD 64 billion, and

the period of validity is 3 years.

On April 29, The PBC issued the Notice on Implementing Nationally the Macroprudential
Management of Cross-border Financing. (PBC Document (2016) No.132)

On May 11, The PBC and the Central Bank of Morocco signed a bilateral local
currency swap agreement of RMB 10 billion yuan/MAD 15 billion.
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On June 7, The PBC and the Federal Reserve Board signed the Memorandum of
Understanding on establishing RMB clearing arrangements in the United States. China
declared to grant the U.S. an RQFII investment quota of RMB 250 billion yuan.

On June 17, The PBC and the Central Bank of the Republic of Serbia signed a bilateral
local currency swap agreement of RMB 1.5 billion yuan/RSD 27 billion, and the period
of validity is 3 years.

On June 20, With the authorization of the PBC, the China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode between RMB
and South African Rand and launch direct trading between the two currencies on the

interbank foreign-exchange market.

On June 25, The PBC and the Central Bank of the Russian Federation signed the
Memorandum of Understanding on establishing RMB clearing arrangements in the

Russian Federation.

On June 27, With the authorization of the PBC, the China Foreign Exchange Trade
System (CFETS) announced that it would improve the trading mode between RMB
and South-Korean Won and launch direct trading between the two currencies on the

interbank foreign-exchange market.

On July 11, The Bank of China (Hong Kong) linked to CIPS as a direct participant,
becoming the first overseas direct participant. On the same day, the China Citic Bank,
Bank of Shanghai, China Guangfa Bank, Bank of Jiangsu, Bank of Tokyo-Mitsubishi
UF]J (China), Mizuho Bank (China), Hang Seng Bank (China) linked to CIPS as direct

participants. The number of direct participants of CIPS has increased to 27.

On August 10, The General Administration Department of the PBC issued the Reply
Letter on Issues Concerning the Republic of Poland Issues RMB-denominated Bonds of
RMB on the Interbank Bond Market, approved the Republic of Poland’s application
on issuing RMB-denominated bonds on the inter-bank bond market. (PBC General

Administration Department Document (2016) No.387)
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On August 30, The PBC and SAFE issued the Notice on Issues Concerning the Domestic
Security Investment and Management by Renminbi Qualified Foreign Institutional Investors.
(PBC Document (2016) No.227)

On September 12, The PBC and the Central Bank of Hungary renewed the bilateral
local currency swap agreement of RMB 10 billion yuan/ HUF 416 billion, and the
period of validity is 3 years.

On September 20, The PBC issued an announcement, which authorized the Bank of
China (New York) Limited to serve as the RMB clearing bank in America. (PBC Public
Announcement [(2016) No.23)

On September 23, The PBC issued an announcement, which authorized the Industrial
and Commercial Bank of China (Moscow) Limited to serve as the RMB clearing bank
in Russia.(PBC Public Announcement (2016) No.24)

On September 26, The PBC authorized the CFETS to conduct direct trading between
RMB and Saudi Riyal in the interbank foreign-exchange market.

On September 26, The PBC authorized the CFETS to conduct direct trading between
RMB and UAE Dirham in the interbank foreign-exchange market.

On September 27, The PBC and the European Central Bank signed a supplemental
agreement, which extending the validity of bilateral local currency swap agreement

for 3 years to Oct.8, 2019. The size is remain RMB 350 billion yuan/EUR 45 billion.

On November 4, The PBC and CSRC issued the Notice on the Program of the Shanghai,
Shenzhen and Hong Kong Stock Connect Scheme. (PBC Document (2016) No. 282).

On December 5, the Shenzhen-Hong Kong Stock Connect Scheme officially launched.
On November 14, With the authorization of the PBC, CFETS announced that it would

improve the trading mode between RMB and Canadian Dollar and launch direct

trading between the two currencies in the interbank foreign-exchange market.
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On November 29, The PBC issued the Notice on Further Clarifying Relevant Issues
Concerning the Overseas Renminbi Lending Business of Domestic Enterprises. (PBC
Document (2016) No.306)

On December 6, The PBC and the Central Bank of Egypt signed a bilateral local
currency swap agreement of RMB 18 billion yuan/EGP 47 billion, the period of validity

is 3 years.

On December 9, The PBC issued an announcement, which authorized the Agriculture
Bank of China (Dubai) Limited to serve as the RMB clearing bank in UAE. (PBC Public
Announcement (2016) No.30)

On December 12, The PBC authorized the CFETS to conduct direct trading between

RMB and Mexican Peso in the interbank foreign-exchange market.

On December 12, The PBC authorized the CFETS to conduct direct trading between
RMB and Turkish Lira in the interbank foreign-exchange market.

On December 12, The PBC authorized the CFETS to conduct direct trading between
RMB and Polish Zloty in the interbank foreign-exchange market.

On December 12, The PBC authorized the CFETS to conduct direct trading between

RMB and Danish Krone in the interbank foreign-exchange market.

On December 12, The PBC authorized the CFETS to conduct direct trading between

RMB and Hungary Forint in the interbank foreign-exchange market.

On December 12, The PBC authorized the CFETS to conduct direct trading between

RMB and Norwegian Krone in the interbank foreign-exchange market.

On December 12, The PBC authorized the CFETS to conduct direct trading between

RMB and Swedish Krone in the interbank foreign-exchange market.
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On December 21, The PBC and the Central Bank of Iceland renewed the bilateral local
currency swap agreement of RMB 3.5 billion yuan/ISK 66 billion, and the period of
validity is 3 years.

On December 26, The General Administration Department of the PBC issued the
Notice on Cross-border Renminbi Settlement of Renminbi-denominated Debt Financing

Instruments issued by Overseas Institutions in China. (PBC General Administration
Department Document (2016) No.258)

On January 13, The PBC issued the Notice on Issues Concerning the Macroprudential
Management of Overall Cross-Border Financing. (PBC Document (2017) No. 9)

On March 20, The PBC and Bank of China New York Branch signed the RMB Clearing

Agreement.

On March 20, The PBC and Industrial and Commercial Bank of China (Moscow)
Limited signed the RMB Clearing Agreement.

On March 20, The PBC and Agriculture Bank of China Dubai Branch signed the RMB

Clearing Agreement.

On May 19, The PBC and the Central Bank of New Zealand renewed the bilateral
local currency swap agreement of RMB 25 billion yuan/NZD 5 billion, and the period
of validity is 3 years.

On May 23, The PBC issued the Notice on Issuing the Regulation Related on RMB Cross-
border Payment Management Information System ( RCPMIS). (PBC Document (2017)

No. 126)

On May 27, The General Administration Department of the PBC issued the Notice
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on Improving the Interbank Transaction Information Reporting Procedures of the Renminbi
Cross-border Payment Management Information System.(PBC General Administration
Department Document (2017) No.118)

On June 29, The PBC and Bank of China (Hong Kong) Limited renewed the RMB

Clearing Agreement.

On July 4, With the approval of the State Council, the quota of Hong Kong’s RQFII
will be expanded to RMB 500 billion yuan.

On July 6, The PBC and the Bank of Mongolia renewed the bilateral local currency
swap agreement of RMB 15 billion yuan/MNT 5.4 trillion, and the period of validity is

3 years.

On July 18, The PBC and the Central Bank of Argentina renewed the bilateral local
currency swap agreement of RMB 70 billion/ARS 175 billion, and the period of validity

is 3 years.

On July 21, The PBC and the Swiss National Bank renewed the bilateral local currency
swap agreement of RMB 150 billion yuan/CHF 21 billion, and the period of validity is

3 years.

On August 11, With the authorization of the PBC, the China Foreign Exchange Trade
System (CFETS) may conduct direct trading between RMB and Mongolia MNT in the

interbank foreign-exchange market.

On September 13, With the authorization of the PBC, the China Foreign Exchange
Trade System (CFETS) may conduct direct trading between RMB and Cambodia KHR

in the interbank foreign-exchange market.

On September 21, The PBC and Bank of China Macau branch renewed the RMB

Clearing Agreement.
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On October 11, The PBC and the Bank of Korea renewed the bilateral local currency
swap agreement of RMB 360 billion/KRW 64 trillion, and the period of validity is 3

years.

On November 2, The PBC and the Qatar Central Bank renewed the bilateral local
currency swap agreement of RMB 35 billion/QAR 20.8 billion, and the period of
validity is 3 years.

On November 8, The PBC and the Bank of Canada renewed the bilateral local
currency swap agreement of RMB 200 billion/CAD 30 billion , and the period of
validity is 3 years.

On November 22, The PBC and the Monetary Authority of Hong Kong renewed the
bilateral local currency swap agreement of RMB 400 billion/HKD 470 billion , and the
period of validity is 3 years.

On November 22, The PBC and the Central Bank of Russian Federation renewed the
bilateral local currency swap agreement of RMB 150 billion/RUB 1,325 billion, and the
period of validity is 3 years.

On December 22, The PBC and the Bank of Thailand renewed the bilateral local
currency swap agreement of RMB 70 billion/THB 370 billion, and the period of validity

is 3 years.

On January 4, The PBC and Bank of China Taipei branch renewed the RMB Clearing

Agreement.

On January 5, PBC issued the Notice on Further Improving Policies for Cross-border
Renminbi Business to Facilitate Trade and Investment (PBC Document (2018) No. 3).
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On February 9, The PBC authorized the J.P. Morgan Chase & Co. to serve as the RMB
clearing bank in USA.

On March 26, the RMB Cross-border Interbank Payment (CIPS) phase II was launched

for pilot operation.

On March 26, the Crude Oil Futures Contract denominated in RMB was listed for
trading on the Shanghai International Energy Exchange.

On March 30, The PBC and the Reserve Bank of Australia renewed the bilateral local
currency swap agreement of RMB 200 billion/AUD 40 billion.

On April 3, The PBC and the Central Bank of Albania renewed the bilateral local
currency swap agreement of RMB 2 billion/ALL34.2 billion.

On April 11, The PBC and the South African Reserve Bank renewed the bilateral local
currency swap agreement of RMB 30 billion/ZAR 54 billion.

On April 27, The PBC and the Central Bank of Nigeria signed a bilateral local currency
swap agreement of RMB 15 billion/NGN 720 billion.

On May 2, CIPS phase II was fully launched, with eligible direct participants engaged

online simultaneously.

On May 3, The General Administration Department of the PBC issued the Notice on
Further Explicit the Rules on Ouverseas Security Investment by RMB Qualified Domestic
Institutional Investors (PBC General Administration Department Document (2018)
No.81).

On May 4, the Foreign investors were formally introduced into domestic RMB

denominated iron ore future trading in Dalian Commodity Exchange.

On May 9, the pilot area of RMB Qualified Institutional Investors expanded to Japan,
with the quota of 200 billion yuan.
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APPENDIX Highlights of RMB Internationalization

On May 10, The PBC and the National Bank of the Republic of Belarus renewed the
bilateral local currency swap agreement of RMB 7 billion/ BYR 2.22 billion.

On May 18, The General Administration Department of the PBC issued the Notice on
Further Perfecting the Management of Cross-border Capital Flow to Support the Opening-
up in Financial Market (PBC General Administration Department Document (2018)
No.96).

On May 23, The PBC and the State Bank of Pakistan renewed the bilateral local
currency swap agreement of RMB 20 billion/ PKR 351 billion.

On May 25, The PBC and the Central Bank of Chile renewed the bilateral local
currency swap agreement of RMB 22 billion/CLP 2,200 billion.

On May 28, The PBC and the National Bank of Kazakhstan renewed the bilateral local
currency swap agreement of RMB 7 billion/KZT 350 billion.

On June 12, The PBC and SAFE jointly issued the Notice on the Rules of Security

Investment by RMB Qualified Foreign Institutional Investors (PBC Document (2018)
No.157).
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