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China’s Road to Financial Opening:
A Perspective of Chinese Individual Outward Investments
and the Role of Hong Kong

Yinggang Zhou

The Chinese University of Hong Kong

Hong Kong Institute for Monetary Research

Abstract

China will become a global financial power as its
capital account liberalization accelerates. In
particular, gross flows out of China and outward
investment would be substantial for several
reasons. First, China’s total amount of private
wealth and the number of high-net-worth families
have been growing steadily with the rapid economic
growth for decades. The demand for offshore
investment and wealth management are
increasingly strong. Second, investors’ demand for
asset allocation and investment is hardly met given
the significant financial repression in China. Thus,
individual investors have strong incentive to seek
for oversea investment opportunities. From a
macro perspective, an orderly liberalization of
outward investment for individuals can ease the
excess liquidity, asset bubbles, inflation and the
appreciation of RMB. From the strategic point of
view, China is a big creditor with most of the foreign
exchange reserves held in official institutions. Such
public debt financing is risky and concentrated and
thus should be transformed into private debt
financing. The key is to allow individuals to hold

more foreign exchange reserves and encourage

them to invest oversea, which would lead China to

become a global financial power.

Following capital account liberalization with
Chinese characteristics, which is a proactive,
controllable and gradualist path, Hong Kong is a
preferred destination of Chinese individual outward
investment. Based on SWOT analysis of Hong
Kong, | propose the following top-down designs.
Hong Kong should lead the trend of Chinese capital
outflow and seize the opportunity outlined in the
China’s ‘twelfth five-year plan’, which aims to build
Hong Kong as an international asset management
center and offshore RMB center, to further upgrade
the existing financial service industry into a
‘financial shopping paradise’. Meanwhile, Hong
Kong should actively promote the internationalization
of RMB, and gain the pricing power of offshore
RMB and international asset, to run parallel to and
compete with world-class international financial
centers, such as New York and London, and
become a ‘Pearl of the Orient’ in the future
international monetary system with multiple reserve
currencies of US dollar, Euro and RMB.

The author would like to thank Dong He and Hongyi Chen for valuable discussions and constructive suggestions. The author is also
grateful to Ruomei Zhang and Cheuk Yin Ng for excellent research assistance. | am responsible for all errors.

The views expressed in this paper are those of the author, and do not necessarily reflect those of the Hong Kong Institute for Monetary

Research, its Council of Advisers, or the Board of Directors.
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MFEHEEIRE)
Mt % 2 GDP 58790 114820 191700
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BIAR R BRIBARRETEA - B1202046F - A E
SFEABEAREEELHRERA  AIENE
BITAREAES - BRE 2FGINEEEEGET]
BREBEN14% E - BT EEABIMNEEEE
BAZEIRN126 BRERTARE - L1ETESTA
REMNEREN252BEET  HMETPERMBEH
INEEMV/ATIEINEEEMN1/8 - B BBEE
KIRFRM - EABINEENLAEE EH - &
IA30% &1l - B2020 F/ R EAGINEEEERE
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MAREEBREHEERRE A—EAEROL
W ARBBEB\CRPE - i "BR T &
ARBRERADLE KR - BEELE EE
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£33 : FBlbond—ERXR

TEHAZIEAE R AR BITHRIR NEREXR(FR) KREEE (BT
2014 | 28.07 3 03GB1407R | 2014.07.28 4.78%
2014.01.28 4.78%
2013.07.29 3.77%
2013.01.28 3.38%
2012.07.30 5.07%
2012.01.30 6.08%
2015 | 22.06 34 03GB1506R | 2014.06.23 4.12% 100
2013.12.23 4.72%
2013.06.24 3.73%
2012.12.24 3.48%
2016 | 24.06 3F 03GB1606R | 2014.06.24 4.12% 100
2013.12.24 4.72%
2017 | 11.08 3F 03GB1708R | 2015.02.11 | 3.90% (78&t) 100
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ERRBAMLEEBORRZE AT  EFHS
RIRIEBR - INRATR - 2013 F BT ABREFLE
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B (BRINERE S MBNES) WBTEST

5318 B 8426.51 (BT « HEATLESFMIBAE
B59% - HEPBAEAHAE THRERERERHE
EROSEET  AAEWBESMISHRITR - I
NEERINRAEIES5767.69 BE T - (hBLESR™M
IS1RRERI41% ©
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(1] (B) oM ic) ] SRR | LM REFR EIN | it
MEEE | BF | (REWD)  BETEE | s8iT 17 WHEEN | BENLE | (RERD) | (RERD)
1998 97450 0 97450 | 181,110 28,286 9,402 75,538 11,368 295,693 393,143
101,874 337,319 439,192
1999 101874 0 ws) | 17743 41219 1,287 37950 20,117 (14.1%) (11.7%)
2000 108,602 0 106,602 189,137 41870 57,062 55,103 20,047 363819 i st
v ':Eﬂ'%} i [ ! W il {ij Um}
113,750 370819 493568

2001 113,750 0 178,788 41703 51,104 72,951 35873
wme) | 178 sw) | e
2002 117476 0 117476 184,738 40,245 40,834 80514 48912 454 53108
' (3.3%) d ' ' ' ' (8.0%) (7.6%)
120,152 437,273 557,426

2003 120,152 0 198.872 34519 27,855 121,486 56,441
(2.3%) 4 (8.7%) (5.0%)
132,829 475,052 607,880
2004 | 122879 | 10250 | qoen | 207214 35,338 24,735 147579 80,185 (8.6%) (8.1%)
136,959 525,560 663520
2005 126709 | 10,250 gy | 230442 39,624 21535 174,247 57,7112 (108%) (82%)
139,488 508,633 748121
2006 131788 | 7700 (g | 241080 53,864 10,585 237 308 56,876 (16.6%) (128%)
2007 | 136646 | 7700 144348 50,841 62,044 13,155 234,482 58,476 615008 y
' ' [3.5%) : ; ' ' ' (1.752) (2.0%)
162,853 553,549 716,202
2008 | 157653 | 5000 g | 206470 £8,265 14,953 189,943 84618 106%) 62%)
2008 534082 | 7,000 541,082 104,500 79962 24,348 200,686 86,643 W6220 | 11ena
: 000 | (o3g) | 104 ' ' ' ' (@3 | (546%)
678,638 565,712 | 1245350
000 653138 | /IO o | 21860 85,575 15513 186,166 60,592 (0.1%) (125%)
704,813 555716 | 1260629
2011 | 655413 | 49500 g | 228943 07,984 14,731 163,724 51,034 (1.9%) (1.2%)
795,884 582,705 | 1308590
2012 657384 | 6A.S00 o) | 283418 | 116188 10,971 147 658 45,158 (49%) (28%)
42851 576760 | 1419420
W13 | BB | BIE00 | ey | 260104 | 120637 10,214 148,638 30816 1.0%) 85%)
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