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Banks are allowed to borrow (subjected to foreign debt quota) and 
lend RMB to offshore entities

RMB ODI (Jan11), RMB FDI (Oct11)

Special bond investment quota for reserve managers
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Liberalization of RMB

RMB cross border lending
RMB cross border trade settlement for all transactions (including 
merchandize trades, service trades and other current account items) 
by all eligible enterprises, both exporters and importers (Mar 2012)

QFII (Nov2002), RMB QFII (Dec2011), QDII (Jun2006), RMB QDII 
(Aug2013)
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China fully 
liberalized the use 
of RMB for cross 
border trade 
settlement in March 
2012 close to 3 
years after 
introducing RMB 
cross-border 
settlement pilot 
program in 2009 

Most capital 
account controls 
have been 
gradually liberalized 
on a quota basis. 
China has the basic 
framework  in place 
to increase the 
degree of foreign 
ownership via the 
existing schemes

Corporate cross 
border loan

Pilot program in Shanghai to allow MNCs lend to offshore  relative 
entities expanded nationwide

RMB loan
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Offshore RMB liquidity

RMB liquidity in HK (RMB bn) Offshore RMB liquidity projection (RMB bn)

Source: HKMA, CBC, Deutsche Bank, Bloomberg
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More stable basis between onshore and offshore RMB spot

CNH – CNY Spot basis 

Source: Deutsche Bank, Bloomberg
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Recent measures to boost liquidity supply

HKMA enhanced RMB liquidity facility on July 26th

1. HKMA to provide one-day funds, which are available on the next day (T+1). The funds for such 
liquidity provision are from the Swap Agreement (RMB 400bn) between HKMA and PBoC;

2. HKMA will use its own source of RMB funds in the offshore market to provide overnight funds on 
the same day (T+0), up to RMB 10bn per day. 

PBoC on July 10th released new measures to simplify cross border RMB transaction procedures and to 
improve the efficiency of implementing relevant policies. 

1. Domestic non-financial institutions can use their own RMB liquidity pool to make cross border RMB 
loans to their overseas affiliates or parent companies through domestic banks.

2. The cap of RMB loan made by mainland correspondent banks (MCBs) to offshore participating 
banks is increased from 1% to 3% of MCB’s RMB deposit balance as of the previous year. The 
maximum tenor of such RMB loan is extended from one month to one year.  

3. For settlement purposes, free transfer of RMB cash balances is allowed between offshore 
participating banks’ RMB Nostro accounts with MCBs and offshore participating banks’ RMB 
Nostro accounts with offshore RMB Clearing Banks

4. RMB QDII program on August 27th, 2013. 
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Liberalizing RMB cross border capital account flows to enhance 
offshore RMB liquidity

Without an open capital account, RMB internationalization can only achieve 10% of its full potential, 
as RMB outflow merely through the current account is unsustainable; 

•We propose 11 measures: 

1. To allow offshore banks to issue RMB-denominated banker’s acceptance (including letter of 
credit (LC)), which can be pledged as collateral to borrow from the onshore interbank market.

2. To expand the pilot program to allow RMB cross-border lending by onshore MNCs to more 
onshore corporations. 

3. Permit RMB borrowing by offshore banks from onshore interbank market for capital account 
purposes

4. Permit offshore banks to participate in repo transactions collateralized by onshore bonds. 
5. Permit offshore banks to participate in repo transactions collateralized by CNH bonds.
6. Permit Certificate of Deposit (CD) issuance in the onshore interbank market by offshore banks. 
7. Permit Panda bond issuance in the onshore bond market by offshore RMB participating banks 

and remittance to the offshore market.
8. Increase the RMB daily conversion quota for HK residents from RMB20K to RMB100K.
9. Relax restrictions on individual and corporate FX conversion and on RMB outward remittance.
10. To enhance emergency liquidity facilities in the offshore RMB market through coordination by 

local central banks and clearing banks.
11. To ensure fungibility of offshore RMB liquidity between various offshore RMB centers.
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Appendix 1
Important Disclosures
Additional information available upon request
For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see the most recently published company report or visit our 
global disclosure look-up page on our website at http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr.

Analyst Certification
The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s).  In addition, the undersigned lead analyst(s) has not and will not 
receive any compensation for providing a specific recommendation or view in this report. Linan Liu
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Regulatory Disclosures

1.  Important Additional Conflict Disclosures
Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and “Legal” tabs.  Investors are 
strongly encouraged to review this information before investing.

2.  Short-Term Trade Ideas
Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent or inconsistent with Deutsche Bank’s existing 
longer term ratings.  These trade ideas can be found at the SOLAR link at http://gm.db.com.

3.  Country-Specific Disclosures 
Australia & New Zealand:  This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act and New Zealand 
Financial Advisors Act respectively. 
Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and its(their) securities, including in relation to Deutsche Bank. 
The compensation of the equity research analyst(s) is indirectly affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where at 
least one Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the preparation of this research report, the Brazil based analyst 
whose name appears first assumes primary responsibility for its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483. 
EU countries:  Disclosures relating to our obligations under MiFiD can be found at http://www.globalmarkets.db.com/riskdisclosures.
Japan:  Disclosures under the Financial Instruments and Exchange Law:  Company name – Deutsche Securities Inc.  Registration number – Registered as a financial instruments 
dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.  Member of associations:  JSDA, Type II Financial Instruments Firms Association, The Financial Futures 
Association of Japan, Japan Investment Advisers Association.  Commissions and risks involved in stock transactions – for stock transactions, we charge stock commissions and 
consumption tax by multiplying the transaction amount by the commission rate agreed with each customer.  Stock transactions can lead to losses as a result of share price 
fluctuations and other factors.  Transactions in foreign stocks can lead to additional losses stemming from foreign exchange fluctuations. "Moody's", "Standard & Poor's", and 
"Fitch" mentioned in this report are not registered credit rating agencies in Japan unless “Japan” or “Nippon” is specifically designated in the name of the entity.
Russia:  This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity requiring a license in 
the Russian Federation.

Risks to Fixed Income Positions 
Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For an investor that is 
long fixed rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. 
The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in inflation, fiscal funding needs, and FX 
depreciation rates are among the most common adverse macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation 
(including changes in assets holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency conversion, repatriation of 
profits and/or the liquidation of positions), and settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income 
instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in 
emerging markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended to track. 
The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate 
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be received 
are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
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Global Disclaimer
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). The information herein is believed to be reliable and has been obtained from public sources believed to 
be reliable.  Deutsche Bank makes no representation as to the accuracy or completeness of such information.
Deutsche Bank may engage in securities transactions, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report.  In addition, others within Deutsche Bank, including strategists and sales staff, 
may take a view that is inconsistent with that taken in this research report.

Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche 
Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. Prices and availability 
of financial instruments are subject to change without notice. This report is provided for informational purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading
strategy. Target prices are inherently imprecise and a product of the analyst judgement.
As a result of Deutsche Bank’s March 2010 acquisition of BHF-Bank AG, a security may be covered by more than one analyst within the Deutsche Bank group.  Each of these analysts may use differing methodologies to value the security; 
as a result, the recommendations may differ and the price targets and estimates of each may vary widely.
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