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Main Points

Bank of China ( “BOC” or “the Bank” ) has
released the Cross-border RMB Index of August
2014 (CRI Monthly). The results show that the latest
CRlis 202.

B CRI  value decreased for two
consecutive months. The proportion of RMB
denominated direct investment among all

currencies declined, which contributed most to
the fall of the Index.

B The activity of RMB usage in overseas
markets kept improving. The pattern of distribution
became more even.

B Looking forward to the future, some new
policies will be issued by PBOC and the CRI may
possibly show a consolidation and turn-up pattern.
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Analysis

B Overall Performance

I. CRI value decreased for two contfinuous
months.

IIl. The pace of RMB cross-border flow stepped
down this month. On August, cross-border RMB
seftlement amount under current account and
direct investment account fotaled RMB 519.9
billion, a mom decrease by 14.4%.
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ll. The activity of RMB usage in overseas
markets kept improving. According SWIFT monthly
fracker, the RMB still ranks the 7th among the
world’ s major payment currencies on Aug. The
pattern of overseas distribution of RMB circulation
tends to be more even.

B Current Account

I. Cross-border RMB sefflement under the
current account has decreased slightly. In August,
cross-border RMB seftlement under the current
account amounted to RMB 457.2 billion, a yoy
increase of 29.8% and mom increase of -8.3%. In
particular:

ll. The RMB settlement proportion in goods
frade declined but at a slower pace. The RMB
settflement amount for frade in goods stood at
RMB 407.5 bilion, a mom increase by 32.9%. The
increase was mainly resulted from adjustment of
statistics method. Since Aug, the entfrepot trade
without custom clearance was switched from
services trade to goods frade. Under the new
statistical parameters, approximately 12.6% of the
total customs good imports and exports value,
representing 0.6percentage decrease from July.

. The RMB settlement amount for frade in
service and other items under current account
amounted to nearly RMB 50 billion.

B Capital Account

I. The proportion of RMB denominated direct
investment seftlement among all currencies
declined, which contributed most to the fall of the
Index. On August, RMB settlement under direct
investment was 58.7 billion Yuan, representing a
mom decrease of 43.7%. In particular,

The RMB settlement for foreign direct
investment (FDI) stood at RMB 51.7billion, a mom
decrease of 36.3%.

The RMB settlement for overseas direct
investment (ODI) amounted to7 bilion Yuan, a
mom decrease of 69.8%.

Il. Multiple reasons contributed to the less
usage of RMB in cross-border direct investment.

Firstly, the issuing of new policies. Around June
this year, SAFE issued policies that facilitate
integrated operation of foreign exchange by
multinationals; On Aug, SAFE issued the pilot
scheme of free exchange of direct investment
capital for FDI companies in some areas, and the
scope of direct investment capital was expanded.
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These policies facilitate FDI in foreign exchange.

Secondly, the changing of market
environment. the narrowing RMB interest rate
spread between the on-shore and off-shore
markets reduced the attractiveness of RMB FDI.

Thirdly, the impact of seasonal reasons. As
fotal amount of RMB ODI is relafively small, single
major RMB ODI may cause big change in total
RMB ODI volume. In 2013, the percentage of RMB
usage in cross-border direct investment swung by
10 percentage points in several single months.

B RMB funds Inflow and Outflow

The magnitude of RMB funds net outflow grew.
The current account withessed a RMB funds
outflow in August and the magnitude grew
moderately by 36.1%. The direct investment
account saw a net RMB inflow. The net amount of
cross-border outflow under current account and
inflow under direct investment account increased
from that of the last month.

B Overseas Circulation

RMB still ranked 7" among the world’ s major
payment currencies. According SWIFT monthly
fracker, the RMB payment and setftlement value
on August accounted for 1.64% of the global total
payment and settlement value, a slight increase
from 1.57% for July.

B Regional Distribution

I. The pattern of overseas distribution of RMB
circulation tends to be more even.

II. Asia is still the main overseas circulation area
for RMB. For the period from Jan to August, Asia
countries took approximately 3/4 of the RMB
receipt and payment value vs. Chinese Mainland.
Hong Kong takes the largest share i.e. 53.2%, but
the share declined by 4.8 percentage compared
with the same period of the last year, the share of
Singapore climbed by 1.8 percentage and that for
Korea increased by 0.7 percentage.

lll. The cross-border RMB settlement between
European countries and Chinese Mainland grew
fast. The RMB settlement amount between
Germany, UK, Luxemburg and France and
Mainland China took up a share of 8.2% among
tfotal RMB settlement volume, which is 0.8
percentage higher on a yoy basis. The Germany
and UK ranked the first and second place, whose
RMB settlement with Mainland China exceeded
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200 billion and 160 billion Yuan respectively for the
period from Jan to Aug.

IV. The cross-border RMB settlement between
Australia, America and Mainland China increased
rapidly, the receipt and payment value between
US and Australia with Mainland China exceeded
or approached RMB 130 billion for the period from
Jan to Aug and demonstrated fast growth pace.

Comments

B The drop of the index is mainly attributed to
the declined RMB usage in cross-border direct
investment. The decrease of CRI is caused by
declined usage of RMB both in cross-border trade
and direct investment. The declined usage of RMB
in direct investment brought about 18 points
decrease. Less usage of RMB in direct investment
was partly attributed to seasonal factors.

B The activity of RMB usage in overseas markets
kept improving. Of the “Inflow . Circulation
Outflow” component parts of the Index, RMB
activity in outflow and inflow declined slightly,
which lead the Index going down. Meanwhile, the
RMB activity in circulation steadily improved, In
Aug, Bank of China (Frankfurt) and China
Construction Bank (London), the RMB clearing
bank appointed by PBOC respectively for
Germany and UK launched clearing services. It
enables more efficient RMB overseas circulation.
SWIFT monthly tracker showed that on Aug, more
than one third of the global financial institutions
are using RMB for payments to China and Hong
Kong. RMB is now supported by a much broader
base.

B CR tends to consolidate. RMB usage in
cross-border trade seftlement tends to stabilize
and the RMB usage in direct investment will resume
its normal level. In the year, new policies and new
products, such as ‘Shanghai-Hong Kong Stock
Connect Scheme’ and two-way RMB cash pool,
will produce stimulus that add to the activity of
RMB cross-border usage. The CRI may possibly
show a consolidation and turn-up pattern in the
near future.
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BOC Cross-border RMB Index (CRI) is the intellectual property of Bank of China.
This Document, which is not for public circulation, must not be copied, transferred or the
content disclosed to any third party without the permission of Bank of China. This
Document should also not be construed as an offer for sale of or subscription for any
investment, nor is it calculated to invite/solicit any offer to purchase or subscribe for any
investment. Bank of China accepts no responsibility or liability for any loss arising from
or in reliance upon the whole or any part of the contents of this Document.



