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ASEAN
ATM
B&R
BIS
BOE
CBRC
CDs
CFETS
CGSDTC
CIBM
CIF
CIPS
CIRC
CMU
COFER
CPPCC
CSDC
CSRC
DNS
DVP
ECB
ETFs
EURIBOR
FDI

FX
HIBOR
HKEX
HKMA

KEY ABBREVIATIONS

Association of Southeast Asian Nations
Automated Teller Machine

The Belt and Road

Bank for International Settlements

Bank of England

China Banking Regulatory Commission
Certificates of Deposits

China Foreign Exchange Trade System

China Government Securities Depository Trust & Clearing
China’s Interbank Bond Market

Cost, Insurance and Freight

Cross-border Interbank Payment System

China Insurance Regulatory Commission

Central Money Market Unit

Currency Composition of Official Foreign Exchange Reserves
Chinese People’s Political Consultative Conference
China Securities Depository and Clearing

China Securities Regulatory Commission

Deferred Net Settlement

Delivery Versus Payment

European Central Bank

Exchange Traded Funds

European Interbank Offered Rate

Foreign Direct Investment

Foreign Exchange

Hong Kong Interbank Offered Rate

Hong Kong Stock Exchange

Hong Kong Monetary Authority
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IEA
IMF
INE
KRX
LIBOR
LUXSE
MOF
MOU
MRF
MSCI
NDF
NEER
NPC
NRA
ODI
OPEC
OTC
PBC
PTA
PVP
QFII
RCPMIS
REER
REIT
RMB
RQDII
RQFII
RTGS

KEY ABBREVIATIONS

International Energy Agency

International Monetary Fund

International Energy Exchange

The Korea Exchange

London Interbank Offered Rate

Luxembourg Stock Exchange

Ministry of Finance

Memorandum of Understanding

Mutual Recognition of Funds

Morgan Stanley Capital International
Non-deliverable Forwards

Nominal Effective Exchange Rate

National People’s Congress

Non-resident Account

Outward Direct Investment

Organization of the Petroleum Exporting Countries
Over-the-Counter

The People’s Bank of China

Pure Terephthalic Acid

Payment Versus Payment

Qualified Foreign Institutional Investor

RMB Cross-border Payment Management Information System
Real Effective Exchange Rate

Real Estate Investment Trust

Renminbi

Renminbi Qualified Domestic Institutional Investor
Renminbi Qualified Foreign Institutional Investor

Real Time Gross Settlement
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SAFE
SAR
SCH
SDR
SGX
SHFE
SHIBOR
SWIFT
UAE
UNIPEC
WGBI

State Administration of Foreign Exchange

Special Administrative Region

Shanghai Clearing House

Special Drawing Right

Singapore Exchange

Shanghai Futures Exchange

Shanghai Interbank Offered Rate

Society for Worldwide Interbank Financial Telecommunication
United Arab Emirates

China International United Petroleum & Chemicals Co., Ltd.

World’s Government Bond Index
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PART ONE
Ten-year Development of RMB
Internationalization

ver the past four decades of reform and opening-up, China's economic strength
Ohad significantly enhanced, and a new system of an open economy had been
gradually improved. China was playing an increasingly important role in the global
economy. With the continuous improvement of China's opening-up, China's economy
had been fully integrated into the world economic system, and renminbi (RMB) had
gradually gone globally. Since 2008, the People’s Bank of China (PBC) together with
market institutions, had promoted the international use of RMB in an orderly manner
in accordance with the principles of respecting market demands, serving the real
economy and ensuring risk control. Over the past decade, the policy framework for
cross-border RMB business had been basically established, the infrastructure had
been gradually improved, and the international use of RMB had developed steadily.
Especially since the 18th National Congress, RMB had joined the Special Drawing
Right (SDR), its status of international currency had been preliminarily established,
the convertibility of capital account of the RMB had been promoted orderly, and the
opening of financial market had achieved remarkable results. At present, RMB had
been the 2nd ranked cross-border settlement currency for eight consecutive years in
China, and ranked the 5th for payment, the 3rd for trade financing, the 8th for foreign
exchange trading and the 6th for reserves around the world. More than sixty central
banks or monetary authorities around the world had incorporated the RMB into their
foreign exchange reserves. More than three hundred and twenty thousand enterprises
and two hundred and seventy banks had carried out cross-border RMB business,
and two hundred and forty two countries and regions had conducted cross-border
RMB settlement with China. The settlement function of RMB had been strengthened
continuously, and its investment and financing as well as trading function had also
been deepened constantly. It had made a breakthrough regarding to the pricing

function, and its function as a reserve currency had gradually emerged.
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I. Policy Evolution and Achievements in Development

In the early stage of the reform and opening up, RMB flowed out to China's
neighboring countries, as well as Hong Kong, Macau and Taiwan regions of China on
a small scale through channels such as personnel exchanges, border trade and border
tourism. Since the outbreak of the international financial crisis in 2008, the exchange
rates of major international reserve currencies, such as USD, EUR, and JPY, had
fluctuated significantly and the demand for cross-border use of RMB by enterprises
and individuals had been increasing. The internationalization of RMB was launched
following voice of the market. Over the past decade, the policy restrictions on the
cross-border use of RMB had been gradually lifted. The international use of RMB
had undergone a gradual development from current account to capital account, from
banks and enterprises to individuals, and from simple businesses to complex ones.
The function of RMB, as an international currency, had also been expanded from
the single settlement function to functions of investment and financing, trading and

pricing, and international reserve.

1. From Pilot Program for Trade Settlement to Current Account Settlement

After the international financial crisis in 2008, in order to reduce the exchange cost
and obtain stable trade financing, domestic import and export enterprises put forward
the demands on RMB settlement in cross-border trade. In July 2009, RMB settlement
pilot program for cross-border trade were launched in Shanghai and other four cities
in Guangdong province, including Guangzhou, Shenzhen, Zhuhai and Dongguan,
and the geographical scope of overseas counterparties was limited to Hong Kong SAR
of China, Macau SAR of China and Association of Southeast Asian Nations (ASEAN)
countries. In June 2010, the six ministries and commissions including the PBC jointly
expanded the pilot areas to twenty provinces (including autonomous regions and
municipalities directly under the central government) such as Beijing and Tianjin,
and lifted the restriction on the geographical scope of the overseas counterparties.
The scope of pilot businesses covered settlements for cross-border trade in goods
and services and other settlements under current account. In August 2011, the
pilot program was expanded to the nationwide with the business scope covering
settlements of cross-border trade in goods and services and other settlements under

current account. Since 2009, the annual amount of cross-border RMB settlements
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under current account had grown rapidly, which was less than RMB 400 billion yuan
in the initial stage, and in 2015, reached RMB 7 trillion yuan, and then entered into a

steady growth path.

2. From Current Account Settlement to Capital Account Settlement

With the further development of the pilot program of RMB settlement for cross-
border trade, the demand of domestic and foreign institutions for using RMB in direct
investment had been increasing. In October 2010, the PBC launched a pilot program
in Xinjiang to conduct RMB outward direct investment (ODI) by domestic enterprises.
In January 2011, the PBC allowed the pilot regions of RMB settlement for cross-border
trade to conduct RMB settlement for ODI. In August, RMB settlement pilot program
for cross-border trade was expanded nationwide, as were the businesses of RMB ODI.
In October, the policy on foreign direct investment (FDI) business was introduced.
The cross-border RMB settlement for ODI and FDI emerged from scratch, and their
share in the whole cross-border settlements for direct investment continued to
expand, rising from less than 5% in 2010 to over 50% in 2018. Policies on RMB cross-
border trade financing, RMB loans for overseas projects, overseas RMB lending by
domestic enterprises and cross-border RMB cash pool business were also launched

and improved.

3. Continuously Promoting Two-way Opening of Financial Markets

With the accumulation of offshore RMB, the demand of using RMB for investment and
asset allocation had been increasing. At the same time, the process of two-way opening
of China's financial markets had been accelerating, and investment channels such as
China’s Interbank Bond Market (CIBM), Renminbi Qualified Foreign Institutional
Investment (RQFII), Renminbi Qualified Domestic Institutional Investment (RQDII),
the Shanghai-Hong Kong Stock Connect and the Shenzhen-Hong Kong Stock Connect,
Mutual Recognition of Funds (MRF), Bond Connect and International Board of Gold
Exchange had been opened. The types of domestic entities issuing RMB bonds abroad
and offshore entities issuing RMB bonds in China (Panda Bonds) had become more
diversified. From scratch, cross-border RMB settlement under securities investment
grew from RMB 100 billion yuan in 2011 to over RMB 6 trillion yuan in 2018, and the
growth rate in 2018 reached 84%.
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4. RMB’s Inclusion into SDR Laid an Initial Foundation for its International
Currency Role

In October 2016, the RMB officially joined the SDR currency basket, with a weight of
10.92%, ranking the 3rd among the basket currencies. In the fourth quarter of 2016, the
size of RMB reserves in the IMF's Currency Composition of Official Foreign Exchange
Reserves (COFER) equaled to USD 90.78 billion, which was the first time for the IMF
to release the information of RMB reserves. By the end of the fourth quarter of 2018,
the size of RMB reserves in COFER had equaled to USD 202.79 billion, accounting
for 1.89% of the total, ranking the 6th among major reserve currencies. According
to incomplete statistics, more than sixty central banks or monetary authorities had

included the RMB in their foreign exchange reserves.
Il. Achievements in Infrastructure Construction

1. RMB Cross-border Interbank Payment System

The PBC started the construction of RMB Cross-border Interbank Payment System
(CIPS) in 2012. In these years, the functions of CIPS had been constantly improved, the
number of participants had been increasing, and the business volume had been rising.
The efficiency of clearing and settling had been widely recognized by participants. In
October 2015, CIPS (phase I) was put into operation, introducing the real-time gross
settlement mode to support payment businesses such as remittance of customers
and financial institutions, which fulfilled the settlement needs of cross-border RMB
trade, investment and financing businesses in major time zones around the world.
In October 2017, Bond Connect was launched and CIPS fulfilled the settlement
needs accordingly. CIPS connected China’s mainland with a number of different
economies’ market by using Hong Kong as a node, and it supported an internationally
prevalent settlement mode of delivery versus payment (DVP) and covered business
scope of spot trading, underwriting and repurchase of bonds, which met the needs
of international investors to invest in the mainland bond market without changing
their business habits. In May 2018, CIPS (phase II) was launched and the deferred net
settlement (DNS) mode was introduced. The operating hours were extended from
5x12 to 5x24+4 hours, fully covering the working hours of all financial markets in
every time zone around the globe and supporting intraday settlement. CIPS added a

night session for the interbank money market, which met the needs of domestic and
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foreign direct participants for liquidity adjustment at night. In addition to DVP, CIPS
also launched the payment versus payment (PVP) mode for RMB against foreign

currencies, and centralized clearing mode for the central counterparty.

By the end of 2018, CIPS had involved thirty-one direct participants and eight
hundred and eighteen indirect participants, covering eighty-nine countries and
regions in six continents. The business actually had covered one hundred and sixty-
one countries and regions and two thousand six hundred and fifty-nine incorporated
financial institutions. As of the end of 2018, CIPS had handled more than 3.42 million

cross-border payment transactions with an amount of RMB 45.84 trillion yuan.

2. RMB Cross-border Payment Management Information System

In July 2009, the PBC launched the RMB Cross-border Payment Management
Information System (RCPMIS) to support the orderly development of the pilot
business of cross-border RMB settlements. RCPMIS was currently the only nationwide

information management system in China that specialized in monitoring the cross-
border flows of RMB funds.

Since its launch, system performance of the RCPMIS had been continuously optimized
to meet the needs of business development. After several times of upgrading and
reconstruction, the information collected by the system had covered business
information, flow information and stock information related to RMB cross-border
receipts and payments. The statistic and monitoring function had been gradually
improved to meet the needs of the PBC for the analysis, monitoring, evaluation and
macro-control decision-making regarding RMB cross-border settlement. By the end of
2018, four hundred and twenty-four incorporated banking institutions and clearing
banks in Hong Kong and Macau regions had connected to RCPMIS, with sixty-nine
thousand two hundred and forty-nine effective users, and more than 33.78 million

pieces of data and information had been collected.

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

Since 2009, the business scale of cross-border RMB banknotes transportation had
continued to grow. The amount of cross-border RMB banknotes transportation by
banks had increased from the initial RMB 10.9 billion yuan in 2009 to RMB 117.1

billion yuan in 2018, with an average annual growth rate of 28.9%.
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Before 2009, RMB banknotes transportation mainly took place in Hong Kong, Macau
regions of China, as well as Mongolia, Vietnam and other neighboring countries.
Since 2010, the clearing bank in Hong Kong, relying on the depository vault of Bank
of China (Hong Kong), had provided the channel of supply and backflow of offshore
RMB banknotes, which had gradually extended globally. There had been three ways
of cross-border RMB banknotes transportation used by banks: the overseas depository
vault mode, the overseas clearing bank mode and the correspondent bank mode. With
the continuous optimization of the overseas RMB clearing mechanism, transportation,
and deposit and withdrawal environment, the secondary market of overseas RMB
banknotes had continued to develop, and it had been increasingly convenient to
obtain RMB banknote abroad.

l1l. Achievements of Central Bank Cooperation

1. Bilateral Local Currency Swap

In 2008, when the international financial crisis broke out, the global financial system
experienced severe liquidity difficulties, and some trading and investment partners
needed liquidity supports. Approved by the State Council, the PBC had signed
bilateral local currency swap agreements with central banks or monetary authorities
of thirty-eight countries and regions, with a total amount of over RMB 3.7 trillion yuan
since 2008. Local currency swap arrangements had played a positive role in facilitating
trade and investment between China as well as relevant countries and regions,
maintaining financial stability and promoting the international use of the RMB. By the
end of 2018, there had been thirty valid agreements with a total amount of RMB 3.48

trillion yuan.

2. RMB Clearing Arrangement
Approved by the State Council, the PBC allowed banks in Hong Kong and Macau

regions to provide clearing arrangements for personal RMB business in 2003 and
2004, and authorized Bank of China (Hong Kong) and Macau Branch of Bank of
China to act as RMB clearing banks in Hong Kong and Macau regions respectively.
In 2009, the pilot program of RMB settlement for cross-border trade was launched,
and the business scope of RMB clearing banks in Hong Kong and Macau regions was
expanded accordingly. In order to comply with the development of the overseas RMB

markets and expand the two-way opening of financial markets, the PBC had signed
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MOU with overseas central banks or monetary authorities, established RMB clearing
arrangements in twenty-five countries and regions, and authorized twenty-five local
banks to act as RMB clearing banks, including twenty-four Chinese-funded banks and
one foreign-funded bank. At present, overseas RMB clearing banks had covered Hong
Kong, Macau, and Taiwan regions of China, as well as Southeast Asia, Europe, North

and South America, Oceania, the Middle East and Africa.
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n 2018, against the backdrop of complex and volatile economic and financial
Isituations at home and abroad, greater capital outflow pressure, and increased
fluctuation of RMB exchange rate featuring first appreciating and then depreciating,
RMB cross-border settlement maintained a relatively rapid growth, the share of cross-
border RMB settlements in total cross-border settlements reached a record high, and

the overall balance of settlement showed a small net inflow.

The main features of the international use of RMB in the whole year were as follows:
first, the amount of settlement under current account rebounded year on year,
net outflows of trade in goods decreased, settlement of service trade increased
significantly, while the net outflows of service trade and income increased. Second,
the opening of financial markets continued to deepen. For the first time, the amount
of settlement under the capital account was double the amount under the current
account, among which securities investment increased significantly, and the direct
investment in China’s interbank bond market (CIBM) attracted the highest net inflows.
Third, the offshore RMB market had maintained a steady development. The onshore
RMB exchange rate had played a leading role in forming the offshore RMB exchange
rate. The linkage between the offshore and onshore markets had gradually increased,

and the breadth and depth of the offshore market continued to expand.

I. General Situation of Cross-border Use of RMB

In 2018, RMB cross-border settlement amounted to RMB 15.85 trillion yuan, increasing
46.3% year on year. Total receipts were RMB 8 trillion yuan, up 51.6% year on year,
and total payments were RMB 7.85 trillion yuan, up 41.3% year on year, with a receipt
to payment ratio of 1:0.98, which resulted in a net inflow of RMB 154.4 billion yuan,
compared with a net outflow of RMB 276.5 billion yuan in 2017. RMB cross-border

settlement accounted for 32.6% of the total cross-border settlement during the same
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Figure 2-1 Monthly RMB Settlement during 2017-2018
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Figure 2-2 Proportion of RMB in Total Cross-border Receipts and Payments
during 2010-2018
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period, which was a record high with an increase of about 7 percentage points over
the previous year. The RMB had been China's 2nd largest cross-border settlement
currency for eight consecutive years. According to SWIFT, by the end of 2018, the RMB
had been the 5th largest payment currency in the world, only next to USD, EUR, GBP
and JPY, with a share of 2.07% in the total global payment amount, up from 1.61% in
2017. 79% of the offshore settlement occurred in Hong Kong.

In 2018, Shanghai, Beijing and Shenzhen ranked top three in terms of annual cross-
border RMB settlement volume, with a share of 45.8%, 14.1% and 10.3% of the total
cross-border RMB settlements respectively. There were nine provinces (including
autonomous regions and municipalities directly controlled by the central government),
two more than last year, each enjoying more than RMB 200 billion yuan cross-border
RMB settlements. Furthermore, the total amount of RMB settlements in eight border
provinces (including autonomous regions) reached approximately RMB 471.8 billion

yuan, upl7.6% year on year.

Table 2-1 Cross-border RMB Settlement by Provinces in 2018

Unit: billion yuan

Capital and
Ranking Region Current account aptta’ an Total Share (%)
financial account

Shanghai 1,133.30 6,132.06 7,265.36 45.8
2 Beijing 697.36 1,533.99 2,231.34 14.1
3 Shenzhen 677.59 962.71 1,640.30 10.3
4 (Exclfdﬁggsdhoe”ngzhen) 771.76 756.20 1,527.96 9.6
5 Jiangsu 400.48 225.54 626.02 3.9
6 Zhejiang 325.24 202.56 527.80 3.3
7 Fujian 53.23 184.04 237.27 1.5
8 Others 1,047.92 749.51 1,797 .42 11.3
O Total 5,106.87 10,746.62 15,853.49 100.0

Source: PBC.

In 2018, the amount of cross-border RMB settlements with Hong Kong SAR of China
accounted for 40.5% of all the cross-border RMB settlements in terms of volume,
followed by Singapore with a share of 9%, Germany of 4.2%, and South Korea of
nearly 4%. The share of Singapore, South Korea, UK, Switzerland, Netherlands,
Luxembourg, as well as Taiwan and Macau regions of China saw a significant increase

compared with 2017.
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Figure 2-3 Distribution of RMB Cross-border Receipts and Payments by
Country and Region in 2018
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In 2018, China and the countries along the Belt and Road (hereinafter referred to as the
countries along the B&R) handled cross-border RMB settlements amounted to over
RMB 2.07 trillion yuan, accounting for 13.1% of the total cross-border RMB settlements
during the same period, among which trade in goods accounted for RMB 613.4 billion
yuan, direct investment for RMB 224.4 billion yuan, other investment for RMB 333.1
billion yuan, and cross-border financing for RMB 313.2 billion yuan. By the end of 2018,
China had signed bilateral local currency swap agreements with twenty-one countries
along the B&R and established RMB clearing arrangements in eight countries and RQFII
pilot programs in six countries. The RMB had been directly traded with nine currencies,

and regionally traded with three currencies of countries along the B&R.

Box 1 The Use of RMB in Neighboring Countries

In 2018, the cross-border RMB settlements between China and neighboring countries
amounted to RMB 3.1 trillion yuan, with a year-on-year increase of 46.3%, higher than

the average increase rate. Among them, the RMB settlements under the current account
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amounted to RMB 1.1 trillion yuan, with a year-on-year increase of 13%. The amount
of cross-border RMB settlements for direct investment reached RMB 282.8 billion
yuan, with a year-on-year increase of 68.1%. The total amount of cross-border RMB
settlement for trade and investment accounted for more than 40% of the total cross-
border RMB settlement volume. Among them, the cross-border RMB settlements with
Nepal increased by nine times and with Belarus by seven times year on year, and that
with thirteen countries such as Singapore, South Korea, Russia and Thailand increased
by more than 50% year on year. Fifteen foreign central banks including Singapore,
South Korea, Russia and Cambodia had included RMB assets into their foreign exchange

reseroes.

Currently, China had established RMB clearing arrangements in six neighboring
countries, signed bilateral local currency settlement agreements with nine neighboring
countries such as Vietnam, Kazakhstan, and signed bilateral local currency swap
agreements with central banks or monetary authorities of fourteen neighboring countries

such as Mongolia and Japan.

In February 2018, regional trading of RMB against Thai Baht was extended to the
national interbank foreign exchange market. In September, the direct quotation and
position squaring mechanism of RMB against Kazakhstani Tenge was launched, and the
first batch of overseas banks was introduced to join the regional trading in the interbank
foreign exchange market. Thus a listing trading system of RMB against Kazakhstani
Tenge was initially formed based on the bank-counter listing and supported by regional

trading in the interbank foreign exchange market.

In addition, China launched the "Port Interconnection Information Service Platform”
and the "China (Xinjiang)-Silk Road Currency Regional Trading Information Platform”
in 2018, as well as developed and completed the bank account service platform for
overseas border residents, which greatly facilitated border residents to participate in

border trade.
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In 2018, China established a China-Laos land transportation route for bilateral banknotes,
set up a new Yunnan-Laos transportation channel—the "Mohan-Boten” route, opened a
land transportation route with Russia for cross-border RMB banknotes, and completed

the transportation of Kazakhstani Tenge banknotes for the first time.

The use of RMB in neighboring countries was conducive to promoting economic and
trade exchanges between China and neighboring countries, which would bring China’s
development achievements to benefit neighboring countries and facilitate the formation

of a new pattern of China’s overall opening up.

Il. Current Account

In 2018, the total amount of cross-border RMB settlements under the current account
was RMB 5.11 trillion yuan with a year-on-year increase of 19%, among which the
receipts amounted to RMB 2.06 trillion yuan, up 19% year on year, and the payments
amounted to RMB 3.05 trillion yuan, up 17% year on year, with net payments

amounted to about RMB 0.99 trillion yuan, increasing 14% year on year. The share

Figure 2-4 Monthly RMB Settlements under the Current Account
during 2017-2018
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Figure 2-5 The Share of RMB Settlement in Total Cross-border Settlement
under Current Account during 2017-2018
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of cross-border RMB settlements under the current account in total cross-border
settlements by both RMB and foreign exchange moderately increased to a ratio of 14%

in 2018, one percentage point higher compared with 2017.

1. Trade in Goods

In 2018, the total amount of cross-border RMB settlement for trade in goods reached
RMB 3.66 trillion yuan, up 13.2% year-on-year, with a share of 11.7% in total cross-
border settlements by both RMB and foreign exchange, which was 0.3 percentage point
higher compared with 2017. The net outflow of RMB funds under trade in goods was
RMB 396.2 billion yuan, down 15% year on year. Among them, RMB cross-border
settlement for general trade totaled RMB 2.21 trillion yuan, basically unchanged year on
year, and RMB settlements for offshore transit trade and imported materials processing
trade decreased by 71.7% and 31% year on year respectively. With the continuous
improvement of cross-border RMB business management, the RMB settlements of
offshore transit transactions had dropped significantly, from a record high of RMB 1.88
trillion yuan in 2015 to more than RMB 100 billion yuan in 2018. The cross-border RMB

business of trade in goods had been developing in a more sound way.
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2. Trade in Services

In 2018, RMB cross-border settlement for trade in services totaled RMB 768.8 billion
yuan, up 32.9% year on year and accounting for 20.4% of total cross-border settlement
by both RMB and foreign exchange during the same period, up 4.4 percentage points
year on year. The net outflow of RMB funds under trade in services was RMB 93.3
billion yuan, up by RMB 90.9 billion yuan year-on-year. Cross-border settlement of
trade in services mainly focused on overseas hotels, air tickets, tuition fees, tourism
and computer services. Among them, the RMB cross-border settlement by third-party

payment companies totaled RMB 179 billion yuan, up 171.8% year on year.

3. Income and Current Transfer

In 2018, RMB cross-border settlement under income totaled RMB 651.5 billion yuan,
increasing 32% year on year, while that under current transfer totaled RMB 29.4 billion
yuan, up 23% year on year. Under the income and current transfer, the share of RMB
cross-border settlement in total cross-border settlements by both RMB and foreign
exchange accounted for 43.4%, increasing 10.2 percentage points year-on-year. The
net outflow of RMB funds under income reached RMB 515 billion yuan, up 27% year
on year, while the net inflow of RMB under current transfer totaled RMB 24.4 billion

yuan, increasing 74% year on year.

Box 2 Multinational Enterprises Prefer RMB in Cross-border Receipt
and Payment

With the improvement of China’s comprehensive national strength, China was playing
an increasingly important role in the global layout of multinational enterprises. Taking
Shanghai as an example, eighty three of the top five hundred companies in the world
had set up regional headquarters in Shanghai to undertake various functions such
as fund management, procurement, sales and settlements in China. In 2018, a total
volume of RMB 174.2 billion yuan of cross-border RMB settlement was conducted by
multinational enterprises in Shanghai, accounting for 54% of their total cross-border
receipts and payments in RMB and foreign exchange during the same period. The
cross-border RMB settlement volume exceeded that of foreign exchange settlement for

the first time. Among these, there were twenty enterprises whose share of RMB cross-
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border receipts and payments in total cross-border settlements reached above 90%. Many
multinational enterprises had considered to settle all the cross-border businesses related
to China in RMB.

Cross-border RMB businesses had brought tangible benefits to multinational enterprises.
First, it was conducive to avoiding exchange rate risks and reducing exchange costs.
Second, it was conducive to reducing operating costs of supply chain and making
upstream and downstream enterprises focus on their main businesses. Third, it was
conducive to improving the efficiency of cross-border fund settlement. Fourth, it was
conducive to enhancing the discourse power of the regional headquarters of multinational
enterprises in China. Many multinational enterprises in China had actively sought to
persuade their parent companies to use RMB for their China-related businesses and hand

the group’s global RMB assets over to domestic companies for centralized operations.

Since 2018, the RMB exchange rate had shown some fluctuations, but multinational
enterprises had not reduced the cross-border use of RMB, which shows that multinational
enterprises had formed a certain path dependence on the use of RMB cross-border
settlement. The survey shows that multinational enterprises expect to maintain the
current sound business environment, keep the stability and continuity of cross-border
RMB policies. And they also wish to further improve policy convenience and enhance the
convertibility and free usability of RMB.

I1l. Capital Account

In 2018, the cross-border RMB settlement under the capital account totaled RMB 10.75
trillion yuan, with a year on year increase of 65%, of which receipts stood at RMB 5.94
trillion yuan and payments stood at RMB 4.81 trillion yuan, with a net inflow of RMB
1.13 trillion yuan. The shares of direct investment, securities investment and cross-
border financing in the net inflow of capital account were 21.7%, 69.3% and 7.6%

respectively.
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Figure 2-6 Cross-border RMB Settlement under the Capital Account
during 2017-2018
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1. Direct Investment

In 2018, the cross-border RMB settlement under the direct investment totaled RMB 2.66
trillion yuan with a year on year increase of 61.1%, accounting for 59.5% of China’s
total RMB and foreign currency cross-border settlements with a year on year increase
of 10.2 percentage points. The net inflow was RMB 246.4 billion yuan, with a year on
year increase of 51%. In 2018, the volume of RMB settlement in ODI transactions stood
at RMB 804.8 billion yuan, increasing 76.2% year on year, of which capital outflows
stood at RMB 53 billion yuan and principle inflows stood at RMB 11.8 billion yuan,
with a net outflow of RMB 41.2 billion yuan. The volume of RMB settlement in FDI
transactions was RMB 1.86 trillion yuan, increasing 57.5% year on year, of which
principle inflows stood at RMB 287.4 billion yuan and principle outflows stood at
RMB 131.6 billion yuan, with a net inflow of RMB 155.8 billion yuan.

2. The Cross-border RMB Cash Pooling Business
By the end of 2018, one thousand two hundred and fifty-three cross-border RMB

cash pools had been set up across the country. The volume of cross-border RMB cash

pooling business totaled RMB 1.68 trillion yuan with a year-on-year increase of 57%,
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of which payments and receipts stood at RMB 804.7 billion yuan and RMB 872.1

billion yuan respectively, resulting in a net inflow of RMB 67.3 billion yuan.

Figure 2-7 Monthly Cross-border RMB Settlement of Direct Investment
during 2017-2018
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Figure 2-8 Monthly Settlement of Cross-border RMB Cash Pooling Business
during 2017-2018

Billion yuan

140

120

100

80

60

40 ~

20

0_-_1___|_I_|J

20 k-

40 L
— N N <t N O N 0O OO O — N — AN T ;n W IN 0O O O —
S e 9o 9909 9 - - - 909 999 999 9 = =
NN N N NN NN NN NN 0O 0O 0O 0 0 W W W W WO O ©
e
O 0O 0O 000000000000 OO0 OoO OO OoO O O O
AN AN AN AN AN AN AN A AN A A A A A A A A oY

mmm Net inflows —o— Inflows —@— Outflows

Source: PBC.

88



PART TWO The International Use of the RMB in 2018

3. Panda Bond

By the end of 2018, the issuers of Panda Bonds had covered international development
institutions, foreign governments, foreign non-financial enterprises and financial
institutions. The total registered or approved amount of Panda Bonds had reached
RMB 662.3 billion yuan and the total issuance reached RMB 314.7 billion yuan. In
2018, the new issuing scale of Panda Bonds had reached nearly RMB 74.7 billion yuan,

increasing 23.8% from a year earlier.

Box 3 Panda Bond was Welcome by the Market

Since 2018, with the accelerating development of two-way opening-up of China's
financial market, the market of Panda Bond had attracted extensive attention from
international market. The type of bond issuers further expanded, and the scale of issuance

also increased significantly.

In terms of bond issuers, Panda Bond issued by non-financial enterprises grew the fastest
in 2018, with 16 issuers issuing thirty-six Panda Bond amounting to RMB 62.7 billion

yuan in total increasing 191.6% year on year. The total amount of Panda Bond issued by

Figure 2-9 The Distribution of Panda Bond Issuers in 2018
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Figure 2-10 The Structure of Investment Institutions of Panda Bond in 2018
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foreign governments of the Philippines, United Arab Emirates and Hungary was nearly
RMB 5.5 billion yuan. By the end of 2018, six sovereign bond issuers respectively from
Poland, Hungary, the Philippines, United Arab Emirates, Canada and South Korea
had issued eight sovereign Panda Bonds, with a total issuance volume of nearly RMB
16.5 billion yuan. It was the first time for the Philippines and United Arab Emirates to
access China to issue bond in 2018. Four financial institutions including MUFG Bank,
Mizuho Bank, ABC International and BOCGI issued four Panda Bonds, with the scale of
issuance totaling RMB 6.5 billion yuan. Ouverall, the scale of non-financial enterprises’
bond issuance was the largest in 2018 accounting for 84%, while the scale of financial
institutions” and foreign governments’ bond issuance accounted for 8.7% and 7.3%

respectively.

With Panda Bond market developing, the enthusiasm of investment institutions had
been gradually elevated. In 2018, the types of institutions that participated in Panda
Bond investment increased, with rural commercial banks and urban commercial
banks participating gradually. The investment scale of domestic institutions of foreign
commercial banks, such as HSBC (China), MUF] (China) and Mizuho (China) had
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expanded significantly. In 2018, the total investment amount of foreign commercial
banks exceeded RMB 1.3 billion yuan that was three times as much as in 2017. The
enthusiasm of foreign investors had risen. In recent years, a lot of Panda Bond had been
subscribed by foreign investors. In Hungary’s, Canada’s and the Philippines’ issuance
cases, foreign investors’ subscription accounted for 55%, 73% and 88% respectively,
including sovereign wealth funds and foreign central banks. Panda Bond had played an

important role in connecting China's bond market with foreign issuers and investors.

In September 2018, the PBC and the MOF jointly issued the Interim Rules for
the Administration of Bond Issuances by Overseas Institutions on the China’s
Interbank Bond Market (PBC and MOF Public Announcement [2018] No.16), which
comprehensively standardized the procedure for issuance of bond by four types of
foreign institutions in China, including issuance approval, registration, custody,
settlement process as well as information disclosure of Panda Bond, clarified the
accounting standards, audit supervision and other issues concerning the market. The
implementation of the Rules was significant for the Panda Bond market’s sound and
standardized development. With the progress of RMB internationalization and the
deepening of the opening-up of China’s bond market, more issuers and investors would

enter the market and there would be greater opportunities for Panda Bond.

4. Cross-border Securities Investment

In 2018, the foreign investors” demand to allocate RMB assets increased significantly.
The cross-border settlements under securities investment totaled RMB 6.38 trillion
yuan with an increase of 83.6%, of which net inflow reached RMB 786.3 billion yuan
with an increase of 171% and had the largest contribution to the growth of capital

account.

Bond investment. In 2018, one thousand one hundred and eighty six foreign
institutions entered interbank bond market. There were seven hundred and seventy
four institutions entering the market directly, five hundred and five institutions
entering via Bond Connect, while ninety three institutions entering via both

channels. In 2018, the volume of inflow was RMB 2.12 trillion yuan, and the volume
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of outflow was RMB 1.52 trillion yuan, resulting in a net inflow of RMB 602.2 billion
yuan. Among them, the volume of settlements under Bond Connect totaled RMB 1.03
trillion yuan that increased 210%, with a net inflow of RMB 86.2 billion yuan which
was basically the same as 2017. The settlements under CIBM totaled RMB 2.6 trillion
yuan that increased 117%, with a net inflow of RMB 516 billion yuan that increased

125%.

Box 4 Chinese Bond were Included in Important International

Indexes

In March 2018, Bloomberg announced the inclusion of Chinese government bonds and
policy bank bonds in the Bloomberg Barclays Global Composite Index from April 2019 in
twenty months. In April 2019, Bloomberg officially included Chinese bonds in the index,
and RMB bonds became the fourth currency component of the index after the USD, EUR
and JPY, which was the first time that RMB bonds were included in the world’s three

important international bond indexes.

In addition, FTSE Russell announced that it had added China to its index watch list and
would publish whether to include Chinese bonds in the FTSE World’s Government Bond
Index (WGBI) in September 2019. JP Morgan Chase & Co. would also seek feedback on
the inclusion of Chinese bonds during the index management meeting in the summer of

2019.

In recent years, the opening up of China’s bond market had successively broadened. By
the end of 2018, the scale of China’s bond market had reached RMB 86 trillion yuan,
of which the holdings by foreign entities were RMB 1.71 trillion yuan, increasing 46%
year on year. This inclusion of Chinese bonds in important international bond indexes
fully reflected the confidence of international investors in China's economy and the new
progress made in the opening up of China’s financial market, which would better meet
their need for allocation of RMB assets. The PBC would continue to improve relevant
institutional arrangements, further open China’s bond market and provide a more

friendly and convenient investment environment for international investors.
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The Shanghai-Hong Kong Stock Connect and the Shenzhen-Hong Kong Stock
Connect business. In 2018, the cross-border settlements under Shanghai-Hong Kong
Stock Connect and Shenzhen-Hong Kong Stock Connect totaled RMB 841.5 billion
yuan with an increase of 30% and the net inflow stood at RMB 209.3 billion yuan,
while there had been a net outflow of RMB 105.5 billion yuan in 2017. Among them,
the net inflow through Shanghai Stock Connect and Shenzhen Stock Connect reached
RMB 283.3 billion yuan and the cumulative market value of Hong Kong stocks held
by mainland investors through Hong Kong Stock Connect reached RMB 547.5 billion
yuan, with a net outflow of RMB 74 billion yuan.

RQFII. By the end of 2018, nineteen countries or regions had been granted with RQFII
quotas for RMB 1.94 trillion yuan and two hundred and five foreign institutions had
registered or applied investment quotas for RMB 646.7 billion yuan. In 2018, the
volume of receipts through RQFII stood at RMB 138.8 billion yuan and the volume
of payments stood at RMB 120.3 billion yuan, resulting in a net inflow of RMB 18.5
billion yuan. In May 2018, Japan obtained a RQFII quota for RMB 200 billion yuan
approved by the State Council.

Figure 2-11 Allocation of RQFII Quotas, End-2018
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5. Other Investments

In 2018, the total cross-border settlements under other investments such as cross-
border financing and project loans reached RMB 1.7 trillion yuan that increased 23.6%,

with a net inflow of RMB 104 billion yuan that decreased 19%.

Box 5 Domestic RMB Financial Assets Held by Foreign Entities

By the end of 2018, the volume of financial assets including domestic RMB stocks, bonds,
loans, deposits held by foreign traders reached RMB 4.85 trillion yuan, increasing 13.1%
year on year. Among them, the market value of stock was RMB 1.15 trillion yuan, the
balance of bond custody was RMB 1.71 trillion yuan, the balance of deposits was RMB
1.06 trillion yuan (including deposits from interbank accounts) and the balance of loans
was RMB 924.7 billion yuan.

Stocks and bonds in the domestic financial market had become the major options for
foreign traders to increase the allocation of RMB assets. By the end of 2018, the scale
of domestic RMB stocks and bonds held by foreign traders had increased 27% year on
year, among which the volume of bond custody accounted for 2.4% of the total amount of
bond custody in the interbank bond market and the market value of stocks accounted for
2.5% in total outstanding market value of A-stock. In 2018, bonds accounted for 91% in

domestic RMB assets increment held by foreign entities.

Table 2-2 Domestic RMB Financial Assets Held by Non-residents

Unit: billion yuan

Dec. 2017 Mar.2018 June.2018 Sept.2018 Dec. 2018

Stocks 1,174.67 1,201.63 1,275.24 1,278.49 1,151.74
Bonds 1,198.83 1,361.01 1,602.94 1,745.04 1,711.59
Loans 739.00 841.77 824.35 924.25 924.65
Deposits 1,173.47 1,137.79 1,184.10 1,036.36 1,059.16
Total 4,285.97 4,542.20 4,886.63 4,984.14 4,847.14
Source: PBC.
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IV. Domestic RMB Foreign Exchange Trading

By the end of 2018, the domestic trading entities of China’s interbank foreign exchange
market had been further expanded. The volume of spot market members had reached
six hundred and seventy eight. Forward, foreign exchange swap, currency swap and
option market members had reached two hundred and twelve, two hundred and
seven, one hundred and seventy five and one hundred and twenty four respectively.
The volume of market makers in the spot market and forward/swap market had

reached thirty two and twenty seven respectively.

The trading of China’s interbank foreign exchange market were active and the product
structure had constantly improved. In 2018, the turnover of RMB interbank foreign
exchange market was equivalent to USD 24.8 trillion, and the average daily volume
was equivalent to USD 101.8 billion, increasing 20% year on year. Among them, the
accumulated turnover in the spot foreign market was equivalent to USD 7.6 trillion,
increasing 19.3% year on year. The trading amount of RMB swaps equaled to USD 16.4
trillion, increasing 22.7% year on year, in which the trading amount of USD overnight
swaps equaled to USD 9.2 trillion, which accounted for 56.1% in total amount of swap
transactions. The trading amount of currency swaps was USD 65.8 billion, increasing
15% year on year. The trading amount of forwards was USD 87.5 billion, decreasing
15.3% year on year. The trading amount of RMB options was USD 611.1 billion,

increasing 64.6% year on year.

In 2018, the direct trading between RMB and non-USD foreign currencies developed
steadily, with the spot transactions amounting to RMB 1.6 trillion yuan and
accounting for 3.2% of the total foreign exchange spot trading volume in China’s
interbank market. In February, the trading mode of RMB against Thai Baht in the
interbank foreign exchange market was further improved, from regional trading to
direct trading. In September, new foreign institutions were introduced to participate
in quotation trading between RMB and Kazakhstani Tenge (regional trading). The

trading hour was also extended.
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Table 2-3 The Trading Volume of RMB against Currencies in the Interbank
Foreign Exchange Spot Market in 2018

Unit: billion yuan

Trading
Velure 49,190.7 754.7 278.4 192.0

Trading
Volume

Trading
Volume

KZT MNT
---- R PR

Utz ey 0.0008 0.0025 0.0006 0.008
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Source: CFETS.

V. RMB-denominated Commodities

1. Crude Oil Futures Contracts were Listed on Shanghai Futures Exchange (SHFE)

In March 2018, China’s crude oil futures denominated and settled in RMB was
officially listed on Shanghai International Energy Exchange (INE), a subsidiary
of Shanghai Futures Exchange, and foreign traders were introduced. The trading
variety was mainly medium sour crude oils, including seven deliverable crude oil as
following: Dubai crude oil, Upper Zakum crude oil, Oman crude oil, Qatar marine
oil, Yemen Masilla crude oil, Iraqi Basra light oil and domestic Shengli crude oil.
The trading unit was 1,000 barrels/hand and the trading hours were mainly 9:00-
11:30, 13:30-15:00 and 21:00-2:30 (the next day). For now, the delivery method was spot
delivery, and the transaction arrangement was net price transaction and bonded delivery.
Net price transaction refers to the valuation excluding tariffs and value-added taxes.
Bonded delivery refers to physical delivery relying on bonded oil depot. Currently, INE

crude oil futures trading was temporarily exempt from value-added taxes.

2. Foreign Traders were Introduced into Iron Ore Futures on Dalian Commodity
Exchange

Iron ore was China's largest imported commodity and its trade volume was the
world's second largest after crude oil. In October 2013, China's iron ore futures was

listed and settled in RMB, of which the participants were domestic traders. At present,
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iron ore futures market on Dalian Commodity Exchange had developed into the
world's largest iron ore futures market, which was of great significance for domestic
steel mills to lock in profits and stabilize operations. To further open up the futures
market and better serve the real economy, iron ore futures, as a specific variety,
officially introduced foreign traders in May 2018. The trading mechanism of foreign

traders basically referred to that of crude oil futures.

3. Foreign Traders were Introduced into RMB-denominated PTA Futures

Pure terephthalic acid (PTA) was an important textile raw material. China was the
world's largest PTA producer and consumer, as well as the major trading country of
PTA upstream and downstream products. In December 2006, PTA futures were listed,
of which the participants were domestic traders. In order to improve the international
recognition of PTA futures prices, PTA futures officially introduced foreign traders in
November 2018. The trading mechanism of foreign traders was consistent with that of

crude oil futures.

The introduction of foreign traders into commodity futures such as crude oil, iron
ore and PTA was an important move to expand China’s financial opening, which
was conducive to improving the function of futures market to serve the real economy
and promoting RMB to become the pricing and settlement currency of commodities.
Foreign traders who invest in crude oil, iron ore, PTA and other commodity futures
can use RMB or USD as margin. By the end of February 2019, the inward and outward
margin remittance of foreign traders was RMB 5.71 billion yuan and RMB 3.69 billion
yuan, among which RMB accounted for 59.2% and 75.5% respectively. This reflected

the preference of foreign traders for RMB.

Box 6 Developments of INE Crude Oil Futures Trading

Since the listing of INE crude oil futures, the market size had continuously expanded. By
the end of February 2019, the accumulative trading volume (unilateral, the same below)
had exceeded 34.18 million hands, with the accumulative trading amount reaching
nearly RMB 16 trillion yuan and an average daily holding of 22,000 hands. The average
daily trading volume of INE crude oil futures had surpassed that of Oman crude oil

97



2019 RMB INTERNATIONALIZATION REPORT

futures on Dubai Mercantile Exchange, becoming the largest trading volume of crude oil
futures in Asia and the third in the world, next to the trading volume of WTI crude oil
futures in the US and BRENT crude oil futures in the UK.

Currently, INE crude oil futures had been filed with 52 foreign intermediaries in
Hong Kong SAR of China, Singapore, Britain, South Korea and Japan. The foreign
traders come from the United Kingdom, Australia, Switzerland, Singapore, Cyprus
and Seychelles, as well as Hong Kong and Taiwan regions of China. With the steady
development of INE crude oil futures, the number and degree of participation of foreign

traders were expected to increase gradually.

The function of INE crude oil futures that reflects the supply and demand relationship in
China’s oil market had initially emerged. In March 2018, Shell signed a crude oil trading
contract with China International United Petroleum & Chemicals Co., Ltd. (UNIPEC),
which was the first spot import-export trading priced at INE crude oil futures price as
the benchmark. In October, UNIPEC signed a crude oil trading contract with Shandong
Jingbo Petroleum & Chemicals Co., Ltd., which was the first domestic spot trading
priced at INE crude oil futures price as the benchmark. International institutions such as
International Energy Agency (IEA), Organization of the Petroleum Exporting Countries
(OPEC) had paid close attention to INE crude oil futures and offered positive reviews.
Quotation agencies such as Platts and Argus had obtained the authorization of SHFE
to add INE crude oil futures price data to their information products and increase the

assessment on Asian cost insurance and freight (CIF) of the SHFE’s deliverable oil.

VI. RMB as an International Reserve Currency

Based on IMF COFER data, the scale of RMB reserves had reached USD 202.79 billion,
accounting for 1.89% of the total foreign exchange reserves of designated currencies by
the end of the fourth quarter of 2018, ranking 6th and surpassing 1.62% of AUD and
1.84% of CAD, which had been the highest level since the IMF publish RMB reserve
assets in 2016. According to incomplete statistics, more than sixty central banks or

monetary authorities had incorporated RMB into their foreign exchange reserves.
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Figure 2-12 The Scale and Ratio of RMB in COFER during 2016-2018
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VII. The Operation of Cross-border Transportation of RMB Banknotes

In 2018, the cross-border transportation of RMB banknotes developed steadily. Both
the scale of cross-border transportation of RMB banknotes and the net volume of
inbound transportation steadily increased. In 2018, the total amount of cross-border
RMB banknotes transportation by banks reached RMB 117.1 billion yuan, an increase
of 2.2% year on year, among which the outbound volume stood at RMB 9.5 billion
yuan, and the inbound volume stood at RMB 107.5 billion yuan, resulting in a net

inbound transportation of RMB 98 billion yuan.

The scale of offshore RMB banknotes supply and backflow continued to decline,
changing from three consecutive years” of net deposit to net withdrawal. In 2018, the
volume of offshore RMB banknotes supply and backflow reached RMB 240 million
yuan, decreasing 31.5% year on year, of which the volume of banknotes withdrawal
stood at RMB 190 million yuan, and that of banknotes deposit stood at RMB 50 million

yuan, resulting in a net withdrawal of RMB 140 million yuan.
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Box 7 Survey on Offshore RMB Banknotes Exchange
In 2018, the business volume of offshore RMB banknotes exchange increased rapidly with

a limited scale in total yet. In recent years, the outbound tourism of domestic individuals
had continuously increased and the international acceptance of RMB had obviously
improved, resulting in a rapid growth of the offshore RMB banknotes exchange business.
Between 2011 and 2018, the border entry and exit number of Chinese mainland residents
increased from 140 million to 560 million, RMB banknotes could be taken to abroad by
those residents for exchange and consumption, but as RMB banknotes had a limited
function of circulation and storage abroad, most of them flowed back to China through
the banking system after conversion. Offshore RMB banknotes exchange business mainly
conducted in the countries and regions where attracted more Chinese visitors and had

greater demand for banknotes exchange.

In terms of convenience, it was relatively convenient to exchange banknotes in
neighboring countries and regions. A lot of institutions offer RMB banknote exchange
service in Hong Kong, Macau, Taiwan regions of China, as well as Singapore and
Thailand, providing relatively full coverage over these regions and countries. While
in Europe and the United States, there were a limited number of financial branches to
conduct banknotes exchange services. In the United States, one could only exchange
a small scale of banknotes from foreign currency banknotes exchange institutions at
entry-exit ports or in some major cities and large-scale international banks. In African
countries, there were a small amount of banknotes exchange business, Standard Banks in
a few African countries such as South Africa and Namibia could provide RMB banknotes

exchange services for individuals.

The volume of offshore RMB banknotes exchange business would continue to grow,
but the overall scale would be limited. Currently, UnionPay cards could be used in 171
foreign countries and regions, and holders could withdraw local currency banknotes from
ATMs with the logo of UnionPay. As the number of Chinese outbound visitors increased
rapidly, domestic third-party payment offshore business was also increasing. Compared
with banknotes, non-cash payment would be safer and more convenient, which had

become the preferred payment method for individuals’ overseas consumption.
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VIIl. RMB Cross-border Interbank Payment System

In 2018, the CIPS settled 1.44 million payments in total, amounted to RMB 26.45
trillion yuan, with a year on year increase of 14.6% and 81.7% respectively. The
average daily volume reached 5,724 payments, amounted to RMB 105 billion yuan,
among which the customer remittance business reached 1.07 million payments,
amounted to RMB 4.63 trillion yuan; the financial institution remittance business
reached 0.36 million payments, amounted to RMB 21.24 trillion yuan; the bilateral
business reached 4,300 payments, amounted to RMB 575.8 billion yuan, and the batch

business reached 15,000 payments, amounted to RMB 57 million yuan.

In 2018, the CIPS completed 7,478 payments of Bond Connect funds settlement in
total, amounted to RMB 893.1 billion yuan. From the perspective of bond trading
direction, overseas institutions made 4,619 payments of bond purchase, amounted to
RMB 559.8 billion yuan and made 2,859 payments of bond sale amounting to RMB
333.3 billion yuan. From the perspective of domestic custodian institutions, China
Central Depository & Clearing Co., Ltd. settled 4,721 payments of custody funds
amounting to RMB 441.4 billion yuan, and Shanghai Clearing House settled 2,757
payments of custody funds amounting to RMB 451.6 billion yuan.

IX. RMB Interest Rate and Exchange Rate

1. RMB Interest Rate
In 2018, the RMB interest rate hub in the domestic currency market displayed a

decreasing tendency overall, and increased slightly at the end of the year. At the end
of 2018, overnight, 1-month, 3-month, 6-month and 1-year Shanghai Interbank Offered
Rate (SHIBOR) decreased by 10, 127, 146, 153 and 123 basis points respectively from
the beginning of the year, closing at 2.55%, 3.47%, 3.35%, 3.3% and 3.52% respectively.
The 7-day SHIBOR increased slightly by 6 basis points from the beginning of the year
and closed at 2.9%.
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Figure 2-13 Tendency of Shanghai Interbank Offered Rate in 2018 (1)

81°¢Cl'810¢C
¥0'Cl'810¢C
0c'11'810¢
90°11'810¢C
€c0l1'810¢
60°0L'810¢C
61'60'810¢C
§0°60°810¢
¢C'80'810¢
80'80'810¢C
§C£0810¢
11°£0°810¢C
£2'90'810¢
¢190'810¢
6C'50'810¢C
§1°50°810¢
8C'v0'810¢C
91'1v0'810¢C
0€°€0'810¢C
91°€0'810¢C
¢0°€0'810¢
¢l'co8loc
0€'10'810¢
91710'810¢C
10°10°810¢C

1-week 1-month

Overnight

Source: www.chinamoney.com.cn.

Figure 2-14 Tendency of Shanghai Interbank Offered Rate in 2018 (2)
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2. RMB Exchange Rate

In 2018, the exchange rate of RMB against a basket of currencies appreciated first and
then depreciated overall. At the end of 2018, CFETS RMB exchange rate index closed
at 93.28, decreasing 1.7% from the end of 2017. According to BIS statistics, since the
RMB exchange-rate regime reform started in 2005 to the end of 2018, the RMB nominal
effective exchange rate (NEER) and real effective exchange rate (REER) appreciated by
34.3% and 45.1% respectively.

In 2018, the domestic RMB exchange rate fluctuated in both directions with flexibility
significantly enhanced. The exchange rate of RMB against USD and other international
currencies experienced both appreciation and depreciation. The central parity rate of
RMB against USD, JPY and EUR depreciated by 4.8%, 6.5% and 0.6% respectively and
appreciated by 1.2% against GBP from the end of 2017.

Throughout the year, the highest and lowest central parity rate of RMB against USD
were RMB 6.2764 yuan and RMB 6.9670 yuan per USD respectively with a fluctuation

range of 6,906 basis points, and the annualized volatility was 4.2%, significantly

Figure 2-15 Tendency of Domestic RMB Exchange Rate against USD in 2018
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higher than that in 2017. Among the 243 trading days, the central parity rate of RMB
against USD appreciated on 104 trading days and depreciated on 139 trading days.
The biggest intra-day appreciation and depreciation were 0.7 percent (492 bps) and
0.9 percent (605 bps). At the end of the year, the central parity rate and closing price of
RMB against USD were RMB 6.8632 yuan and RMB 6.8658 yuan per USD, depreciating

4.8% and 5.2% respectively from the end of the previous year.
X. Central Banks Cooperation

1. Bilateral Local Currency Swap

In 2018, the PBC signed new bilateral local currency swap agreements with the Bank
of Japan and the Central Bank of Nigeria, totaling RMB 215 billion yuan, and renewed
the bilateral local currency swap agreements with central banks of eleven countries
including the United Kingdom, Chile, South Africa, Malaysia, Belarus, Indonesia,
Kazakhstan, Pakistan, Australia, Ukraine and Albania, totaling RMB 1.03 trillion yuan.

2. Overseas Clearing Mechanism Arrangement

After signing the MOU with Board of Governors of the Federal Reserve System and
authorizing New York Branch of the Bank of China as the RMB clearing bank in 2016,
the PBC authorized JP Morgan Chase & Co. as the RMB clearing bank in the United
States in February 2018. In October, the PBC signed the MOU with the Bank of Japan
to establish RMB clearing mechanism arrangement in Japan and authorized Tokyo
Branch of the Bank of China as the RMB clearing bank. In November, the PBC signed
the MOU with the Central Bank of Philippines to establish RMB clearing mechanism
arrangement in Philippines. In addition, the PBC renewed the RMB Clearing Agreement
with Taipei Branch of the Bank of China and Singapore Branch of the Industrial and

Commercial Bank of China respectively in January and April 2018.
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Policies and Relevant Reforms

n 2018, the cross-border RMB policies had covered all aspects. All cross-border
Ibusiness allowed by law to be settled in foreign exchange could also be settled in
RMB by enterprises, furthermore, settled in RMB would be more convenient. The
management of cross-border RMB business was gradually optimized, the macro-
prudential management was improved unceasingly, and the market self-disciplinary
mechanism was basically formed. Based on risk control, the financial market was
further opened, the procedure of investment and financing was optimized, the
risk hedging function of the domestic financial market was strengthened, the RMB
exchange rate formation regime was perfected, and the convertibility of RMB capital

account was promoted.

I. Optimization of Policies on Cross-border RMB Business

In January 2018, in order to further improve the cross-border RMB policies, the
PBC issued the Notice on Further Improving the Policies on Cross-border RMB Business
to Facilitate Trade and Investment (PBC Document [2018] No.3). First, it clarified
that all the cross-border business allowed by law to be settled in foreign exchange
could also be settled in RMB by enterprises. Second, it met the demand for RMB
cross-border payment and receipt of individuals, such as employee compensation,
social welfare, family allowance etc., and facilitated domestic individuals to
repatriate their legitimate overseas income and overseas individuals to remit
their legitimate domestic RMB income abroad. Third, it implemented the concept
of green development and supported cross-border RMB settlement on carbon
emission trading by overseas investors. Fourth, it facilitated foreign investors” direct
investment with RMB by further optimizing procedures, eliminating limitations on
relevant account opening and fund use, and ensuring the free remittance of RMB
profits, dividends and other investment income of overseas investors according
to law. Fifth, it clarified that RMB funds raised by domestic enterprises through

overseas issuance of bonds or shares may be transferred back to China while there
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was real demand. With this, the policies of RMB cross-border payment had covered

all aspects of the cross-border business.
Il. Promotion of the Two-way Opening up of Capital Market

1. Promotion of the Standardized and Healthy Development of RQDII Business

In April 2018, in order to further standardized the requirements for RQDII overseas
investment products, information submission and macro-prudential management,
the PBC issued the Notice on Further Clarifying the Rules on Overseas Security Investment
by RMB Qualified Domestic Institutional Investors (PBC General Administration
Department Document [2018] No.81).

2. Optimization of the Operation Mechanism of Shanghai & Shenzhen-Hong
Kong Stock Connection and the Liquidity Supplement Mechanism of Hong
Kong Offshore RMB Market

In May 2018, the PBC issued the Notice on Further Perfecting the Management of
Cross-border Capital Flow to Support the Opening-up of Financial Market (PBC General
Administration Department Document [2018] No0.96), adjusted the reserve ratio of
RMB deposits in the PBC clearing accounts of RMB clearing banks in Hong Kong
and Macau regions to zero, and clarified that the overseas investors who invested
in Shanghai & Shenzhen-Hong Kong Stock Connect could conduct foreign currency
exchange and foreign exchange risk hedging business through the Hong Kong

settlement banks, and subject these business to the RMB purchase and sale business.

3. Improvement of the Management for Domestic Securities Investment of
RQFII

In June 2018, in order to further optimized the management requirements for RQFII
to open and use domestic investment accounts, canceled the lock-up period of other
products, and met the demand for foreign exchange risk hedging, the PBC and SAFE
jointly issued the Notice on the Rules of Domestic Security Investment by RMB Qualified
Foreign Institutional Investors (PBC Document [2018] No.157).

4. Improvement of the Cross-border RMB Purchases and Sales Businesses

In June 2018, the PBC issued the Notice on Improving the Management of RMB Purchases
and Sales Businesses (PBC Document [2018] No.159), expanded the scope of purchases
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and sales businesses to current account, capital and financial account such as direct
investment and the approved securities investment, and expanded the trading
varieties to spot, forward, foreign exchange swaps, currency swaps and options so
as to strengthen the coordination with financial market interconnection mechanism
and improve the capacity of financial services to support the real economy. At the
same time, the notice allowed overseas participating banks and overseas groups to
centralize purchase and sales businesses, further facilitating overseas institutions to

handle purchases and sales businesses.

5. Standardization of the Issuance of Panda Bonds

In September 2018, the PBC and MOF jointly issued the Interim Rules for the
Administration of Bond Issuances by Ouverseas Institutions on China’s Interbank Bond Market
(PBC, MOF Public Announcement [2018] No.16), comprehensively standardized
the issuance approval, the registration procedure, custody and settlement, and
information disclosure management of Panda Bond, and clarified the issues of
accounting standards and audit supervision that were widely concerned by the

market.

l1l. Improvement of Macro-prudential Management

In January 2018, in order to guide commercial banks to prudently manage the risk
of cross-border capital flow, the PBC introduced the counter-cyclical adjustment
coefficient in the RMB cross-border account financing business of commercial banks,
and set the upper limit of account financing according to the RMB deposit balance of
domestic agents at the end of last year. In April, the PBC improved the management
of cross-border RMB cash pooling business by setting macro-prudential adjustment
coefficients of the net inflow and outflow of the cash pools, strengthening the
management of host enterprises, member enterprises and settlement banks of the
cash pools, and reinforcing operational and post-operational management. At the
same time, the PBC strengthened the daily monitoring, analyzing and early warning
for cross-border capital flow, urged financial institutions to implement self-discipline
management of cross-border RMB business, and promoted the sustained and healthy
development of cross-border RMB business. In August, to prevent macro financial

risks and promote sound operation of financial institutions, the PBC adjusted the
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foreign exchange risk reserve ratio of forward foreign exchange sales from 0 to 20%,
and re-introduce the “counter-cyclical factor” in central parity quotation of RMB

against USD.

Box 8 The Interim Achievement in the Foreign Exchange Self-
disciplinary Mechanism

In August 2018, the Foreign Exchange Self-disciplinary Mechanism released the
Operational Guidelines for Commercial Banks on Cross-border RMB Business
(hereinafter referred to as the Operational Guidelines) and the Business Principles for
Commercial Banks to Conduct Cross-border RMB Business (hereinafter referred to as
the Business Principles), which marked the formation of a relatively complete market
self-disciplined mechanism, effectively promoted banks to implement the principles of
knowing your customer, knowing your business and due diligence, and enhanced banks’

capacity to verify authenticity and compliance.

The Operational Guidelines and the Business Principles basically covered all the cross-
border RMB business carried out at present, including business definition, policy basis,
customer identification, customer classification, verification, key points of verification
and operation and risk hints etc. In order to facilitate detailed operation, the Operational
Guidelines and the Business Principles went into details according to different business

scope.

The formulation of cross-border RMB business self-disciplinary mechanism was
conducive for banks to implementing the principles of knowing your customer, knowing
your business and due diligence, enhancing their capacity to verify authenticity and
compliance, and preventing related risks. It well solved the problem that specific business
operations, auditing standards and auditing dimensions might vary from bank to bank,
and was conducive to standardizing cross-border RMB business, cultivating banks’
awareness of prudence in the conduct of business, and promoting the long-term and

healthy development of RMB internationalization.
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IV. Improvement of the RMB Exchange Rate Formation Regime

Since 2018, in the face of the complicated external environment, the PBC insisted
to focus on the domestic situations while giving due consideration to international
factors, thereby achieving a comprehensive balance among multiple objectives. In the
first quarter, under the background of a weaker USD and a basic balance of cross-
border capital flow and supply and demand of foreign exchange, the PBC allowed
market supply and demand play the decisive role in the formation of exchange
rate, and gradually made the earlier counter-cyclical regulatory policy return to
neutrality. Since the second quarter, despite the RMB exchange rate depreciation, the
PBC continued to steadily deepen the market-oriented reform of the RMB exchange
rate, maintain the flexibility of the RMB exchange rate, and make the exchange rate
work as an "automatic stabilizer" in adjusting the macroeconomy and the balance of
international payments. At the same time, macro-prudential policy and a series of
other targeted measures had been taken according to the changing situation, including
strengthening communication with the market, raising the risk reserve ratio for
forward sale of foreign exchange, as well as reapplying the "counter-cyclical factor"
in central parity quotation. The PBC had also innovated and enriched the toolbox
of regulation to guide and stabilize market expectations. The above measures had
released positive signals and achieved positive results. In 2018, the cross-border capital
flows, exchange rate expectations and the operation of foreign exchange market were
basically stable, and the RMB exchange rate remained basically stable at a reasonable

and balanced level.
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Development of the Offshore
RMB Market

n 2018, the offshore RMB market maintained healthy and steady development with
Iits width and depth constantly increasing and the interaction between onshore
and offshore market further improving. Confidence of the offshore market in RMB
was enhanced, investment behavior turned out to be more rational, offshore RMB
exchange rate moved around the onshore price, and various indicators of RMB
business stabilized and improved. With further improvement of Shanghai-Hong Kong
Stock Connect, Shenzhen-Hong Kong Stock Connect and Bond Connect mechanisms,
channels for cross-border investment were further dredged with the investment in
domestic RMB assets growing rapidly. Offshore market’s demand for high-quality
RMB-denominated assets increased, and RMB-denominated central bank bills were

welcome in Hong Kong.

I. Offshore RMB Interest Rate and Exchange Rate

1. Interest Rate

In 2018, offshore RMB interest rate fell overall with less volatility compared with the
previous years, and different maturities showed divergence: the fluctuation of short-
term interest rates remained stable while that of longer-term interest rates fell overall.
At the end of 2018, Hong Kong Interbank Offered Rate (HIBOR) for overnight lending
fixing rate of RMB was 1.73%, the same as the end of 2017, and the 7-day, 3-month and
1-year HIBOR were 2.80%, 3.58% and 3.83% respectively, dropping 21, 122 and 124
basis points from the end of 2017 respectively.

In 2018, the interest rate of offshore market was holistically higher than that of the
onshore market, with HIBOR averagely 0.04 percentage point higher than SHIBOR.
The interest rate spread between China and the United States narrowed and the

offshore RMB-swap prices fell with fluctuation following the onshore RMB-swap
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Figure 4-1 Movement of Hong Kong’s Offshore RMB Lending Rate in 2018 (1)
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Figure 4-2 Movement of Hong Kong’s Offshore RMB Lending Rate in 2018 (2)
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prices. In the first half year, the price spread of one-year RMB-swap between offshore
and onshore markets mainly remained between 100 and 300 PIPS. As the northbound
capital under Bond Connect, Shanghai-Hong Kong Stock Connect and Shenzhen-
Hong Kong Stock Connect in August, and onshore foreign exchange risk reserves ratio
of forward foreign exchange sales was adjusted, the price spread between offshore and
onshore RMB-swap widened, the spread between HIBOR and SHIBOR turned from
0.39% in the first half year to -0.29% in the latter half year, and the spread of 1-month
and 3-month rates expanded from 0.10% and 0.14% in the first half year to 0.76% and
0.90% in the latter half year respectively.

2. Exchange Rate

In 2018, the exchange rate of offshore RMB saw larger two-way fluctuations and
remained generally consistent with the exchange rate of onshore RMB, and the
exchange rate of onshore and offshore RMB slightly narrowed with the depreciation
expectation declining in general. In 2018, the exchange rate of offshore RMB

performed strongly in the first half year and once appreciated to 6.25, then weakened

Figure 4-3 Movement of Hong Kong Offshore RMB Exchange Rate
against USD in 2018
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in the latter half year and closed at 6.88 at the end of the year. Spot rate depreciated
by 5.33% compared with the end of 2017, one-year Non-deliverable Forwards (NDF)
depreciated by 3.96% from the beginning of 2018, and the rate of implied depreciation
narrowed from 1.86% in early 2018 to 0.60% at the end of 2018, with a declining
deprecation expectation of RMB exchange rate. The exchange rate of offshore RMB
fluctuated around that of onshore market, with the number of trading days when the
exchange rate of offshore RMB was stronger than the central parity rate of the RMB
against the USD roughly the same as that when the offshore RMB was weaker. The
average exchange rate spread between offshore and onshore RMB of the year was 102
basis points, narrowed by 27 basis points from 2017, and the average daily exchange

rate spread was 128 basis points, narrowed by 13 basis points from 2017.

Il. Offshore RMB Deposits and Loans

According to incomplete statistics, by the end of 2018, the amount of outstanding RMB
deposits in major offshore markets exceeded RMB 1.2 trillion yuan (interbank deposits
excluded). Among which the amount of outstanding RMB deposits in Hong Kong was
RMB 615 billion yuan, ranking the first of the world, with a year on year increase of
10%, accounting for 5.4% of the total amount of outstanding deposits in Hong Kong
SAR of China and 10.8% of foreign currencies deposits in Hong Kong. The amount of
outstanding RMB deposits in Taiwan, China was nearly RMB 300 billion yuan, ranking
the second of the world, with a year on year decrease of 7.4%, accounting for 3.9% of
the total deposits of Taiwan and 23.2% of foreign currencies deposits in Taiwan. The
amount of outstanding RMB deposits was over RMB 56.2 billion yuan in the United
Kingdom and was nearly RMB 50 billion yuan in Singapore, ranking the third and

fourth of the world respectively.

According to incomplete statistics, by the end of 2018, the amount of outstanding RMB
loans in major offshore markets exceeded RMB 381 billion yuan. Compared with 2017,
the decline significantly slowed. Among which the amount of outstanding RMB loans
in Singapore was RMB 110.9 billion yuan, exceeding Hong Kong SAR of China and
ranking the first of the world; Hong Kong SAR of China ranked the second with the
amount of RMB 105.6 billion yuan, and UK ranked the third with the amount of over
RMB 49.2 billion yuan.
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Figure 4-4 Hong Kong’s RMB Deposits and Loans during 2017-2018
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l1l. Offshore RMB Security Financing

In 2018, the offshore RMB-denominated bonds market rebounded. According
to incomplete statistics, the total issuing scale of RMB-denominated bonds by
countries and regions with established RMB clearing banks amounted to RMB 171.9
billion yuan in 2018, with a year on year increase of 115.6%, among which RMB-
denominated bonds issued in Hong Kong amounted to RMB 41.9 billion yuan over
the year, increasing by nearly 70% from 2017. As of December 2018, the total balance
of outstanding RMB-denominated bonds in countries and regions with RMB clearing
banks amounted to RMB 415.1 billion yuan, with a year on year decrease of 18.5%; the
balance of issued RMB-denominated Certificate of Deposits (CDs) amounted to RMB
106.6 billion yuan, with a year on year increase of 1,211%; and the balance of issued
RMB-denominated funds amounted to RMB 26.2 billion yuan, with a year on year

increase of 59.1%.

14



PART FOUR Development of the Offshore RMB Market

Box 9 Issuance of RMB-denominated Central-bank Bills in Hong Kong

After the first overseas issuance of RMB-denominated central-bank bills in London in
2015, the PBC issued RMB-denominated central-bank bills in Hong Kong successively
in November 2018 and February 2019.

In September 2018, the PBC signed a MOU with Hong Kong Monetary Authority
(HKMA) to facilitate issuance of central-bank bills in Hong Kong. In November, the
PBC issued RMB 20 billion yuan of RMB-denominated central-bank bills by HKMA'’s
Central Money Market Unit (CMU) bond tendering platform, among which the three-
month and one-year bills accounted for RMB 10 billion yuan respectively and the bid
rates were 3.79% and 4.20% respectively. In February 2019, the PBC issued another
RMB 20 billion yuan of central-bank bills denominated in RMB with the same maturity
structure, and the bid rates for three-month and one-year bills stood at 2.45% and 2.80%
respectively. The issuance attracted active subscriptions by a large number of investors in
the offshore market, ranging from commercial banks, funds, investment banks, securities
traders, central banks, and international financial organizations. The bid-to-cover ratio

exceeded 6 times for both issuances.

Welcome and actively subscribed by offshore market investors, the issuance of RMB-
denominated central-bank bills in Hong Kong was in line with the market demand,
expands the spectrum of RMB investment products with high credit ratings in Hong
Kong and diversifies the tools for RMB liquidity management. It was also conducive
to improving the yield curve of RMB bonds in Hong Kong and promoting the
internationalization of the RMB.

IV. Global RMB Foreign Exchange Trading

In 2018, RMB foreign exchange trading around the world increased steadily.
According to statistics released by Bank for International Settlements (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-market currencies.

The average daily trading volume of RMB around the world increased from USD
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120 billion in 2013 to USD 202 billion, while the share of RMB trading volume in the
global foreign exchange market rose from 2% in 2013 to 4%. Growth of RMB trading
was mainly from growth of trading of RMB against USD, which accounts for 95%
of the total trading amount of RMB against all foreign currencies. The total trading
volume of RMB against USD increased from the ninth in 2013 to the sixth in the global
ranking, and the average daily trading amount increased from USD 113 billion in 2013
to USD 192 billion. According to SWIFT statistics, RMB was one of the most active
currencies in global foreign exchange market. At present, RMB foreign exchange
trading volumes in the United Kingdom, Hong Kong SAR of China, the United States
and Singapore rank the top four in the offshore market, accounting for over 80% of the

RMB offshore foreign exchange trading in total.

In 2018, varieties of offshore RMB-denominated equity investment products were
more diversified. Over-the-counter (OTC) products included spot, forward, swap,
currency swap, NDFs, options, futures, ETF and REIT, with active trading and
investment. Offshore RMB OTC markets mainly concentrated in Hong Kong SAR
of China, Singapore and Taiwan, China, providing futures of RMB against USD and
standardized options of RMB against USD. In 2018, the average daily trading volume
of futures of RMB against USD in Hong Kong Exchanges and Clearing Limited was
7,135 contracts, a year on year increase of 138%. The average daily trading volume of
options of RMB against USD in Hong Kong Exchanges and Clearing Limited was 122
contracts, increasing by 125% over 2017. As of December 2018, the turnover of open
interest for futures of RMB against USD exceeded 30,000 contracts and for options of
RMB against USD reached 5,625 contracts. Average daily trading volumes of futures

of all currencies against RMB reached new highs.

V. Offshore RMB Clearing

As of the end of 2018, the clearing amount of offshore RMB clearing banks reached
RMB 316.61 trillion yuan, with a year-on-year increase of 11%. Among which, the
amount of valet clearing was RMB 29.41 trillion yuan with a year on year increase of
8.3%, and the amount of interbank clearing was RMB 287.2 trillion yuan with a year
on year increase of 11.2%. As of the end of 2018, altogether 886 participating banks

and other institutions opened clearing accounts in overseas clearing banks, increasing
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3.1% year on year. In 2018, RMB clearing amount conducted by RTGS reached RMB
241 trillion yuan with a year on year increase of 11.8% in Hong Kong, reaching the

highest level in history.

Box 10 Development of Major Offshore RMB Markets Other than
Hong Kong

United Kingdom. According to SWIFT, London was the largest RMB foreign
exchange trading center of the world, the region with the most use of RMB other
than Hong Kong, as well as one of the most active markets for the issuance and
trading of offshore RMB-denominated bonds. RMB foreign exchange trading in
London includes spot, forward, swap and options. According to the Bank of England,
by the end of December 2018, the volume of RMB foreign exchange trading in
London accounted for 36.1% of the global total, 6.5 percentage points higher than
Hong Kong (ranking second), with the average daily trading volume reaching
GBP 76.6 billion. As of the end of 2018, there were 114 undue RMB-denominated

Figure 4-5 Average Daliy RMB Foreign Exchange Trading Volume in London
during 2015-2018
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bonds and the volume reached RMB 33.6 billion yuan in London market. In 2018,
the London Stock Exchange newly issued 42 RMB-denominated bonds with a
total amount of RMB 12.5 billion yuan, both issuers and issuing amount grew

significantly from 2017.

Singapore. In 2018, the volume of cross-border RMB settlements between China
and Singapore exceeded RMB 1.4 trillion yuan, ranking second, Hong Kong ranked
first. According to SWIFT statistics, Singapore was the market with the second
most use of RMB other than Hong Kong; it had an active foreign exchange and
derivative market, and served as one of the most active markets for the issuance and
trading of offshore RMB-denominated bonds. Singapore Exchange (SGX) provided
trading of RMB-denominated futures and securities. As of the end of 2018, the
volume of RMB-denominated foreign exchange futures trading in SGX totaled USD
530 billion. For RMB-denominated securities, SGX provided services of listing,
quotation, transaction, clearing and settlement, as well as convenience for investors’
transaction on RMB, Singapore Dollar and other foreign currencies through the
dual currency quotation mechanism. As of the end of 2018, Singapore market had
in total 87 undue RMB-denominated bonds amounting to RMB 47.6 billion yuan.
In 2018, Singapore market newly issued 35 RMB-denominated bonds with a total
volume of RMB 20.6 billion yuan.

United States. According to SWIFT statistics, in 2018, the volume of RMB
foreign exchange trading in the USA accounted for 8.5% of the global volume and
ranked third of the world after the United Kingdom and Hong Kong SAR of China.
In February 2018, the PBC authorized the JP Morgan Chase & Co. as the RMB
clearing bank in the USA, the first authorized foreign-funded RMB clearing bank.

Luxembourg. Luxembourg was playing an increasingly important role in the global
RMB investment and financing. According to the Central Bank of Luxembourg, in
2018, RMB-denominated bonds listed in the Luxembourg Stock Exchange (LuxSE)
accounted for 26% of the global and had exceeded Hong Kong to be the largest

offshore RMB-denominated bond issuance center of the world. Luxembourg was also
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the largest country for the registration of investment funds to China, over 29% of
the investment funds to China chose to register in Luxembourg, the management
scale of RMB-denominated investment funds exceeded RMB 330 billion yuan, and

about 78% of European funds that invested to China were registered in Luxembourg.

Germany. In 2018, the volume of cross-border RMB settlements between China
and Germany approached RMB 663 billion yuan, ranking only next to Hong Kong
SAR of China and Singapore. German real enterprises, especially large and medium-
sized multinational enterprises which had traded with China, had high acceptance of
RMB. They began to hold and invest in RMB products, including intragroup pricing
and settlement in RMB, issuance of Panda Bonds and offshore RMB-denominated

bonds, and building of cross-border RMB cash pools, in the earlier times.

South Korea. In 2018, the volume of cross-border RMB settlements between China
and South Korea exceeded RMB 611.5 billion yuan, ranking next to Hong Kong
SAR of China, Singapore and Germany. South Korea introduced the interbank
RMB/KRW direct trading market at the end of 2014; in 2018, the average daily
volume (unilateral) of the Seoul direct trading market was 2,300 transactions with
the turnover of about RMB 12 billion yuan. Foreign exchange trading products in
South Korea include spot, forward, swap and futures. The Korea Exchange (KRX)
provides services of listing, quotation, transaction, clearing and settlement for RMB-
denominated securities, as well as convenience for investors’ transaction of RMB,

KRW and other foreign currencies through the dual currency quotation mechanism.

United Arab Emirates. Since the establishment of RMB clearing mechanism
arrangements in the United Arab Emirates (UAE) in 2016, the amount of RMB
business in the UAE increased rapidly with a year on year growth rate of 144%.
According to SWIFT statistics, the amount of RMB business in the UAE in 2018
totaled RMB 747.7 billion yuan, ranking the first among all Arab countries and
accounting for 58% of the total. At present, central banks of China and the UAE
had established a full range of cooperation including RQFII pilots, bilateral local

currency swap agreements, establishment of local RMB clearing mechanism
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arrangements, and direct trading of currencies of the two countries. To further
expand RMB business in local and the Middle East, the Central Bank of the UAE
held a specialized forum on RMB in Abu Dhabi, capital of the country, in December
2018, together with the local RMB clearing bank, and the forum received good

responses.
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PART FIVE
Economic and Financial Status of Major
Economies in the World

n 2018 the global economy continued to grow but at a slower pace as growth turned
Ito be less synchronized. The growth of global trade slowed down, the international
direct investment decreased, and the global financial market volatility heightened.
Growth rate of most economies in the world fell down, except a few of economies
such as the US. According to the World Economic Outlook issued by IMF in April 2019,
the world economy grew by 3.6% in 2018, 0.2 percentage point lower than 2017, with
the developed countries growing by 2.2% and the emerging market and developing
countries growing by 4.5%. Major developed economies continued to push forward
monetary policy normalization process, while most emerging market economies
tightened their monetary policies following the US or kept a stance of neutral

monetary policy.

I. United States

In 2018, the US experienced relatively strong economic growth, with a higher inflation
rate than 2017 and a falling unemployment rate from a low level. The consumer
spending grew more quickly. The US economy grew by 2.9% in 2018, with an increase
of 0.7 percentage point from 2017. Monetary policy normalization continued, with the
raising of target range of the federal funds rate and the on-going reduction of federal
reserve balance sheet. Under the influence of the federal reserve rate hike and other
factors, LIBOR for USD rose modestly, with 1-year LIBOR at 3.0054% as of the end of
December 2018. The global financing cost and liquidity of the USD were tightened.
The USD index closed at 96.17 at the end of 2018, with a year-on-year increase of 4.4%.
Based on the latest data released by IMF, the global official foreign reserve assets were
USD 10.73 trillion as of the end of the fourth quarter of 2018, of which the USD assets

accounted for 61.7%, declining for 3 consecutive quarters.
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Il. Euro Zone

In 2018, Euro zone economic growth slowed, the overall consumer price rose, the core
inflation remained relatively stable, and the unemployment rate continued to fall. Its
export growth rate declined and business optimism weakened. Euro zone economy
grew by 1.8%, 0.6 percentage point less than 2017. The European Central Bank (ECB)
maintained the interest rates on the main refinancing operations, the marginal lending
facility and the deposit facility unchanged, and kept the asset purchase amount
unchanged, too. Under the influence of factors such as the expectation that the ECB
would tighten the monetary policy, EURIBOR rose modestly, with 1-year EURIBOR
at the level of -0.117% as of the end of December 2018. The exchange rate of EURO
against USD closed at 1.1469 dollars per euro at the end of 2018, depreciating 4.39%
year on year. According to the latest data released by IMF, as of the end of Q4 of 2018,
the EURO accounted for 20.7% of the global official foreign reserve assets, which was

the highest level since the fourth quarter of 2014.

I1l. Japan

The Japanese economic fluctuation was aggravated in 2018, with low inflation
expectations, nearly full employment in labor market, and inadequate impetus
for enterprises to increase wages. The Japanese economy grew by 0.8% in 2018,
1.1 percentage points lower than 2017. The Bank of Japan continued to implement
quantitative and qualitative monetary easing under the yield curve control, and
maintained unchanged both the excess reserve ratio and the asset purchase amount.
At the end of 2018, the exchange rate of JPY against USD closed at 109.56 yen per
dollar, appreciating 2.84% year on year. Based on the latest data released by IMF, as of
the end of Q4 of 2018, the JPY assets accounted for 5.2% of the global official foreign

reserve assets.

IV. United Kingdom

The economy of the United Kingdom grew at a low rate in 2018, with inflation falling,
labor market tightening and the employment rate rising to a record high. The UK’s
economy grew by 1.4% in 2018, 0.4 percentage point less than 2017. The Bank of
England hiked the benchmark interest rate and maintained the asset purchase amount

unchanged. The exchange rate of GBP against USD closed at 1.2757 dollars per pound
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at the end of 2018, depreciating 5.59% year on year. According to the latest data
released by IMF, as of the end of Q4 of 2018, the pound assets accounted for 4.4% of

the global official foreign reserve assets.

V. Emerging Markets

In 2018, the economic performance of emerging market economies continued to
be diversified. Some of them experienced both slower economic growth and high
inflation at the same time, with intensified shocks to their foreign exchange markets,
stock markets and bond markets. And massive capital outflows re-emerged. India
maintained relatively quick economic growth in 2018, with a year-on-year growth rate
of 8.2% in the second quarter and a slower growth rate of 6.6% in the fourth quarter.
The Brazilian economic development impetus recovered with a economic growth rate
of 1.1% for the whole year. Russian economy began to stabilize with the recovery of
prices of commodities such as oil, with inflation under control and financial market
in fluctuation. Russian economy grew by 2.3% in 2018. The economy of South Africa
showed slight improvement in the third quarter, while its unemployment rate was
still high. The GDP of Argentina contracted continuously with the impact of financial
market turmoil. The economic status of Turkey worsened remarkably due to the
economic sanction and monetary crisis. Under the tightening of global financial
conditions and depreciation of local currencies, central banks from many countries,
such as India, the Philippines, Indonesia, Turkey, Argentina, Russia, and Mexico,
hiked rates following the Federal Reserve or kept the stance of monetary policy
toward neutrality. The Argentine Peso, the Turkish Lira, the Brazilian Real and the
Indian Rupee depreciated 50.6%, 28.3%, 14.7% and 8.2% respectively against the USD.
In 2018, the Russian Ruble lost 17.3% against the USD and the Mexican Peso against
the USD at the end of 2018 stayed basically the same as the beginning of 2018.

Box 11 More Countries Promulgated Policies for Settlement in RMB

In January 2018, The State Bank of Pakistan announced to include RMB in the currency
basket usable in trade settlement, besides the currencies of G7 nations. It specified that
both public and private sectors could use RMB in bilateral trade and investment between
China and Pakistan, and designated RMB as the currency that could be used for forward

hedge. This measure promoted many local banks to seek to start RMB business.
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In April 2018, the PBC and the Central Bank of Nigeria signed a bilateral local currency
swap agreement. The Central Bank of Nigeria allowed Nigerian importers to settle
payments in RMB when importing Chinese goods such as machineries, and provided
RMB liquidity to local commercial banks by purchasing and selling reqularly to satisfy
the demand for RMB in local market. For the above purpose, the Central Bank of Nigeria
specially formulated Regulations for Transactions with Authorized Dealers in RMB,
making detailed stipulation regarding the eligibility for purchasing and selling, the mode
of payment, and the intervention conducted by the Central Bank of Nigeria in the use of
RMB.

In August 2018, the State Bank of Vietnam promulgated the Guidelines on Management
of Foreign Exchange for Border Trade between Vietnam and China, which had come
into effect since October 2018. The Guidelines specifies that RMB can be used in the
settlement for border trade between China and Vietnam, and expands the pilot area
from 20 kilometers along the borderline to seven border provinces. In the light of the
Guidelines, Vietnamese enterprises and individuals engaging in border trade can open
RMB accounts, and banks in the border area can open RMB interbank accounts to
carry out RMB settlement for the trade. As per the Guidelines banks outside the border
area can authorize Vietnamese banks in border area as agent banks to conduct RMB

settlement for their border trade.

In January 2019, the Central Bank of Myanmar issued new foreign exchange policies,
permitting banks with foreign exchange trading license to make international settlement
in RMB. Banks engaged in foreign exchange trading can open RMB interbank accounts.
RMB remittance for trade and investment can be converted into kyat in banks, and

clients can also convert kyat into RMB through banks for overseas payment.
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MB internationalization was determined by market force, and a natural process.
R]ust as a Chinese saying goes, when water flows, a channel was formed. In
the past decade, the function of RMB internationalization was mainly reflected in
international payment and settlement, and the way forward would be to make RMB
a freely usable currency. First, the PBC would insist on the principle of market-
orientation, constantly remove restrictions on the cross-border use of RMB, and
explore ways to promote a higher level of the pilot program to facilitate trade and
investment. Second, the PBC would continuously promote the two-way opening up of
domestic financial market, and further facilitate foreign investors to use RMB to invest
in domestic bonds and stocks. Third, the PBC would guide a healthy development
of RMB offshore market, increase the degree of free use of RMB, and promote a
constructive interactions and deep integration between the offshore and onshore
markets. Fourth, the PBC would improve macro-prudential management and deliver
a good work on counter-cyclical adjustments to prevent cross-border capital flow

risks.

I. RMB’s Function as a Payment Currency Would be Strengthened

As the scale of China’s foreign trade and investment continued to expand, the policy
of RMB cross-border use covered all aspect, and various reforms continued to advance,
there would be more market entities accepting RMB as payment and settlement
currency. The initiative of “the Belt and Road” had been gradually implemented,
which would lead to more use of RMB in countries along the Belt and Road. As the
barriers on the use of RMB in more countries were gradually removed, cross-border
RMB settlement was expected to continue to grow steadily. The Free Trade Zone and
the Guangdong-Hong Kong-Macau Greater Bay Area would become new source for

the growth of RMB cross-border payment.
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Il. RMB’s Function as an Investment and Financing Currency Would be
Deepened

With the increasing width and depth of the two-way opening-up of China’s financial
market, the continuous improvement of Shanghai & Shenzhen-Hong Kong Stock
Connect, Bond Connect and other investment channels in the domestic financial
market, the orderly progress of the financial market inter-connection in Guangdong-
Hong Kong-Macau Greater Bay Area, and the inclusion of Chinese bonds into
internationally important indexes, there would be a rapid growth for foreign entities

to participate in domestic financial markets.

I1l. RMB’s Function as a Reserve Currency Would be Realized

After RMB’s inclusion into the SDR, the role of RMB had been rising. With the further
deepening of China's currency cooperation with the foreign world, the continuously
expanding of channels for foreign central banks and similar institutions investing in
China's financial markets, and the constantly enhancing of the agency service of the
PBC and domestic financial institutions, the willingness to hold the RMB as a reserve

currency by foreign central banks and monetary authorities would obviously increase.

IV. RMB’s Function as a Pricing Currency Would See More Development

The pricing function of RMB in governments' foreign-related statistics, calculation
and management had been further enhanced. The role of domestic futures prices as
a pricing benchmark for trading of bulk commodities such as oil and iron ore had
initially emerged. The increasingly matured futures market had been gradually
introduced to foreign traders, RMB’s function as a pricing currency would see more

development.

V. The Bilateral Monetary Cooperation Would be Promoted

The PBC would continue to steadily advance the cooperation with central banks
and monetary authorities in other countries and regions, optimize the framework of
monetary cooperation, promote global mainstream financial institutions to provide
more RMB products and services, and continue to make the bilateral monetary
cooperation play an active role in facilitating bilateral trade and investment and

maintaining financial stability.
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Box 12 Annual Market Survey on RMB International Usage

In 2018, Bank of China conducted a market survey among 3,274 domestic and foreign
industrial and commercial enterprises and 94 financial institutions in major countries

and regions using RMB, with the following main findings:

First, the domestic and foreign entities continued to have positive anticipation on the
international use of RMB. About 77% of domestic and overseas respondents, which
was 1 percentage point higher than 2017, anticipated that the international monetary
status of RMB would approach to the international currencies of USD, EUR, JPY and
GBP. Furthermore, a new record high of 50% of respondents anticipated that RMB
would be on a par with international currencies such as USD and EUR. Over 30% of
foreign financial institution respondents held the viewpoint that the status of RMB as
one of the international currencies would approach to JPY and GBP, and over 30% of
foreign financial institution respondents thought that the status of RMB as one of the
international currencies would approach to USD and EUR, and thus the proportion
of foreign financial institution respondents optimistic about the international status of
RMB amounted to over 60%.

Figure 6-1 Anticipation of Domestic and Foreign Enterprises on the
International Role of RMB
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Second, foreign financial institutions had gradually expanded their own RMB related
services from the fundamental products such as cross-border settlement, clearing, spot
exchange to the fields of RMB loans, bond investments and derivatives. The survey
showed that 45% of foreign financial institution respondents, which was 12 percent
points higher than 2017, were able to provide three or more cross-border RMB products

or Services.

Figure 6-2 Anticipation of Foreign Financial Institutions on the International
Role of RMB
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Third, more than 70% of domestic enterprise respondents responded that their foreign
counterparties accepted the contracts priced and settled in RMB. The research results
revealed that 18% of them, which remained steady in recent three years, responded that
they could still persuade their foreign counterparties to accept RMB as the pricing currency
even in the situation of exchange rate volatility. They thought that the main restrictions to
the pricing function of RMB were the insufficient competence of bargaining for domestic
enterprises, the shortage of source of overseas RMB and the relatively limited channels for
RMB investments.
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Figure 6-3 RMB Products and Services Provided by Foreign Financial

Institutions
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Figure 6-4 Acceptance of RMB by Foreign Trade Counterparties of Domestic
Enterprises
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Figure 6-5 Proportion of Domestic Enterprises Sticking to RMB Pricing in the
Situation of FX Volatility
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Figure 6-6 Proportion of Foreign Enterprises and Financial Institutions
Considering RMB as a Financing Currency
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Fourth, in the difficulty of accessing to financing in USD and other international
currencies due to the change of market situation, 76% of foreign enterprise
respondents and 62% of foreign financial institution respondents expressed their
willingness to consider RMB as the financing currency, both of which were higher
than 2017.

Fifth, foreign financial institutions were more inclined to RMB assets allocation than
enterprises. The survey showed that about 77% of foreign enterprise respondents
exchanged the RMB they received into local currencies, and around 14% of them
held RMB in the form of deposit for certain purposes such as paying for trade, and
9% of them invested in bonds or shares and other financial products. The survey
also showed that about 43% of foreign financial institution respondents considered
to increase the weight of RMB assets in their portfolios, which was 5 percentage
points higher than 2017. Among the financial institution respondents planning to
increase the weight of RMB in their assets, 69% said that they would invest in RMB
bond assets, which was 9 percentage points higher than 2017. In terms of the types
of bond investments, about 75% of foreign financial institution respondents were
planning to increase the weight of Chinese government bonds. Compared with the
bonds issued by developed countries such as the US, European countries and Japan,
Chinese government bonds featured with more safety, more liquidity, and with
higher yield. Chinese government bonds became the first choice when the foreign
financial institutions invested in Chinese mainland bond market. In terms of the
maturity structure, the foreign financial institution respondents preferred the short-
term bonds with maturity less than three years. The respondents planning to invest
in bonds with maturity less than one year and from 1 to 3 years both accounted for
28%, while the respondents planning to invest in bonds with maturity from three to

five years and more than five years accounted for 14% and 7% respectively.
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Figure 6-7 Trading Behaviors of Foreign Enterprises When Receiving RMB
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Figure 6-8 Proportion of Foreign Financial Institutions Planning to Increase
RMB Financial Assets
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Figure 6-9 The Foreign Financial Institutions’ Investment Preference as to the

Type of RMB Bond
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Figure 6-10 The Foreign Financial Institutions’ Investment Preference as to

the Maturity of RMB Bond
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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)
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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

bond market.
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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.

On June 7, The PBC and the Federal Reserve Board signed the Memorandum of
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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
UFJ (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 Taipei Branch of Bank of China renewed the RMB clearing

agreement.

On January 5, the PBC issued the Notice on Further Improving Policies for Cross-
border RMB Business to Facilitate Trade and Investment (PBC Document [2018] No. 3),
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clarifying that all cross-border business allowed by law to be settled with foreign

exchange could also be settled with RMB by enterprises.

On January 5, CFETS issued the Notice on the Arrangements for Overseas Banks to
Participate in Interbank FX Market Regional Trading, allowing qualified overseas banks

to participate in interbank FX market regional trading.

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 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 yuan/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 yuan/ALL 34.2 billion.

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

On April 20, to further regulate overseas security investment by RMB qualified
domestic institutional investors, the General Administration Department of the PBC
issued the Notice on Further Clarifying the Rules on Overseas Security Investment by RMB
Qualified Domestic Institutional Investors (PBC General Administration Department
Document [2018] No.81)

On April 27, the PBC and the Central Bank of Nigeria signed a bilateral local currency
swap agreement of RMB 15 billion yuan/NGN 720 billion.
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On May 1, the daily quotas under both Shanghai-Hongkong Stock Connect and
Shengzhen-Hongkong Stock Connect were expanded four times, in which the daily
quota for each of the northbound trading links were adjusted to RMB 52 billion yuan
from RMB 13 billion yuan, the daily quota for each of the southbound trading links
were adjusted to RMB 42 billion yuan from RMB 10.5 billion yuan.

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

online simultaneously.

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

denominated iron ore futures trading in Dalian Commodity Exchange.

On May 9, the pilot area of RMB qualified foreign institutional investors expanded to
Japan, with a quota of RMB 200 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 2.22 billion.

On May 16, in order to further improve cross-border capital flow, and adcance the
opening-up of China's financial market, 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 yuan/ 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 yuan/CLP 2200 billion.

On May 28, the PBC and the National Bank of Kazakhstan renewed the bilateral local
currency swap agreement of RMB 7 billion yuan/KZT 350 billion.
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On June 1, the Chinese A-share was formally included in MSCI Emerging Markets
Index and Global Standard Index, which was conductive to attracting overseas

investors to allocate assets on RMB share .

On June 11, in order to regulate the investment in domestic security market by RMB
qualified foreign institutional investors, The PBC and SAFE jointly issued the Notice on
the Rules of Domestic Security Investment by RMB Qualified Foreign Institutional Investors
(PBC Document [2018] No.157).

On June 13, to perfect the management of RMB purchases and sales businesses,
the PBC issued the Notice on Improving the Management of RMB Purchases and Sales
Businesses (PBC Document [2018] No.159), expanding the scope of purchases and sales

businesses to securities investment.

On August 20, the PBC and the Bank Negara Malaysia renewed the bilateral local
currency swap agreement of RMB 180 billion yuan/MYR 110 billion.

On September 3, CFETS formally introduced the Industrial and Commercial Bank
of China (Almaty) and ICBC Standard Bank Plc. to participate in domestic interbank
FX market for the regional trading of RMB against KZT, and extended trading hour
for RMB against KZT regional trading from 10:30-16:30 to 10:30-19:00 (Beijing time,
GMT+8).

On September 8, in order to promote the opening up of domestic interbank bond
market, regulate foreign institutional bond issuance, and protect legitimate interests
of bond market investors, the PBC and MOF jointly issued the Interim Rules for the
Administration of Bond Issuances by Ouverseas Institutions on China’s Interbank Bond Market
(PBC, MOF Public Announcement [2018] No.16).

On October 13, the PBC and the Bank of England renewed the bilateral local currency
swap agreement of RMB 350 billion yuan/GBP 40 billion.

On October 22, the PBC and the Bank of Japan signed the memorandum of
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understanding on the currency clearing cooperation across Japan. On October 26, the
PBC authorized Tokyo Branch of Bank of China to serve as the RMB clearing bank in

Japan.

On October 26, the PBC and the Bank of Japan signed a bilateral local currency swap
agreement of RMB 200 billion yuan/JPY 3,400 billion.

On November 16, The PBC and Bank Indonesia renewed bilateral local currency swap
agreement of RMB 200 billion yuan/IDR 440 trillion.

On November 20, the PBC and the Central Bank of Philippine signed the
memorandum of understanding on the currency clearing cooperation across the

Philippines.

On November 30, Pure Terephthalic Acid (PTA) futures which denominated in RMB

were formally introduced to overseas traders.

On December 10, the PBC and the National Bank of Ukraine renewed the bilateral
local currency swap agreement of RMB 15 billion yuan/UAH 62 billion.

On January 31, Bloomberg formally confirmed the inclusion of Chinese bonds into the

Bloomberg Barclays Global Composite Index from April 2019.

One February 11, the PBC and the Central Bank Van Suriname renewed the bilateral
local currency swap agreement of RMB 1 billion yuan/SRD 1.1 billion.

One February 28, MSCI announced that it would significantly increase the weight of

Chinese A-shares in the MSCI Indexes by raising the inclusion factor from 5% to 20%

in three steps.
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Afterword

n retrospect of the financial reform and opening-up in China for
Ithe past decade, we found that RMB internationalization had been
a highlight. To better study RMB internationalization, since 2015, the
Monetary Policy Department II of the PBC began to publish annual
report on RMB internationalization in both Chinese and English for
market participants and researchers reference. The report covers a
wide range of topics, including the international use of RMB in various
aspects, relevant policies and progress of reform, the status of major
economies in the world, outlook and etc., containing detailed data and

elaborate boxes on key issues.

Macroprudential Policy Bureau published 2019 RMB Internationalization
Report together with the Monetary Policy Department, the Payment
System Department, the Currency, Gold and Silver Bureau of the PBC,
as well as cross-border RMB offices of PBC Jinan Branch, Xi’an Branch,
Hohhot Central Sub-Branch, Hefei Central Sub-Branch, Changsha
Central Sub-Branch, and Yinchuan Central Sub-Branch. And also,
we received great support from Bank of China and China Financial
Publishing House. Hereby, here went our wholehearted appreciation for

all who had supported us for the report.

Due to our limited knowledge, there might be errors and discrepancies

in the report. We sincerely invite any of your comment and advice.

The Editor
June 2019
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