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China announced a plan of furthering its long-delayed financial opening
Coming hard on the heels of the Sino-US trade war, China’s authorities have made new moves on the front of
financial liberalization. Given the importance of the export sector to China’s economy, the authorities are willing to
voluntarily open the domestic financial market in exchange for the US concession on trade issues. Moreover,
pressures from other trade partners are mounting as well. The authorities have felt the urgency to honor their
promise to the WTO and accelerate the long-delayed opening of domestic financial market.
In his speech at the 17th Boao Forum in April 2018, President Xi Jinping announced a plan to further open China’s
financial market. At the same event, the Chinese Central Banker Yi Gang promulgated the details of the opening-up
policies in the financial sector, including removing the restrictions on foreign shareholdings in banks and asset
management companies. Governor Yi also announced the following measures to be implemented in the first half of
this year:
Remove the foreign ownership cap for banks and asset management companies, treating domestic and foreign
capital equally.
Lift the foreign ownership cap to 51% for securities companies, fund managers, futures companies, and life
insurers, and remove the cap in three years.
No longer require joint-funded securities companies to have at least one local securities company as a
shareholder.
Foreign insurance companies will no longer need to have a representative office in China for two consecutive
years prior to establishing a subsidiary.
Encourage foreign ownership in trust, financial leasing, auto finance, currency brokerage and consumer finance.
Apply no cap to foreign ownership in financial asset investment companies and wealth management companies
newly established by commercial banks.
In addition, the PBoC will roll out the following measures within this year to expand market access:
Lift restrictions on the business scope of foreign-invested insurance brokerage companies, treating them as
equals of domestic companies.
Allow foreign banks to set up branches and subsidiaries.
Further improve the stock market connectivity between the mainland and Hong Kong by increasing the daily
quota threefold.
Allow eligible foreign investors to provide insurance agent and loss adjuster services in China.
Substantially expand the business scope of foreign banks.
Remove restrictions on the business scope of jointly-funded securities companies, treating domestic and foreign
institutions equally.
Launch the Shanghai-London Stock Connect.
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How new measures can help foreign financial institutions to grow in China?
Foreign banks, securities and fund management institutions were subjected to a number of rigid market access
restrictions in terms of ownership and business scope. In particular there is a maximum stake of 20% for single
foreign shareholders and 25% cap for multiple foreign shareholders invested in local Chinese banks, which, along
with various forms of business entry regulations, have substantially limited foreign banks capacity to grow in the
Chinese market. The total market share of foreign banks only accounted for 1.29% by the end of 2016, even a
further decrease from 1.38% in 2015 (Chart 1). Now China is planning to lift the above limit for foreign banks’
investment in Chinese banks and allow them to enter new business channels. We expect the share of foreign banks
in China to grow steadily in future. What’s more, for the securities companies, fund managers, futures companies,
and life insurers, their foreign ownership cap was also increased to 51% from 49% and will be removed totally in
three years. This will help them to explore businesses in different areas:
Firstly, these new measures make it easier for foreign banks and other institutions to conduct onshore RMB
business in China. Previously, only locally incorporated foreign banks in China were allowed to conduct renminbi
business. The banking regulator will remove this requirement so that foreign banks, which have set up branches in
China, can also apply to do this type of business. The requirements include profitability for three straight years, no
major irregularities for two years, implementation of certain risk controls, and technological capabilities.
Chart 1 Foreign banks in China (%)
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Secondly, foreign banks will also be allowed to underwrite onshore treasury bonds in China without prior
government approval but need to report such activities to the regulator within five days. The government bonds that
foreign banks can sell include those issued by foreign investors in China - the Panda bonds; no specific license
from regulator is required. As a result, this cuts the red tape procedure so that locally incorporated foreign banks
only need to report after the transaction to CBRC for conducting treasury bonds underwriting business. Moreover,
China will ease requirements on the size of assets for foreign banks to be qualified for the underwriting of bonds,
including green bonds, short-term corporate bonds, and agriculture-related bonds.
Thirdly, the new measures open the green light for direct investment by foreign banks into onshore financial bank
institutions, such as setting up “direct-selling” banks, asset management companies, credit card centers, and other
onshore financial institutions (including equity investment). Locally incorporated foreign banks may invest in
onshore banking financial institutions, on the condition that the relevant risks can be controlled. Based on the
above, it seems that locally incorporated foreign banks are now able to participate in a series of tryouts, which are
good for risk segregation and business innovation. Moreover, the procedure to launch branches has also been
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simplified. Banks need to obtain just one approval, instead of two as previously, if they want to set up new
branches, the same requirement as for Chinese banks. The new measures also make it easier for foreign banks to
go through regulatory formalities to appoint executives as well.
Fourthly, foreign banks are now permitted to proactively cooperate with their offshore parent groups to assist
Chinese clients in their off-shore bond issuance, overseas capital raising, IPO (initial public offerings), M&A
(mergers and acquisitions) and other financing activities in compliance with the PRC law. The new measures
specify that foreign banks (including locally incorporated foreign banks and PRC branches of foreign banks) may
explore business cooperation with their offshore parent bank groups, in compliance with the law, to provide
comprehensive financial services to Chinese enterprises in offshore bond issuance, listing, acquisition and
financing, by taking advantage of their global service networks. Such assistance provided by foreign banks in China
may be expanded to include, client referral, client relationship maintenance, and onshore assistance in respect of
financial services in relation to offshore bond issuance, listing, acquisition and financing.
Fifthly, foreign banks and their PRC branches will be freed from the obligation to obtain administrative pre-approval
to conduct offshore wealth management services for clients and act as custodians for mutual fund or investing in
stock markets, as long as they notify the regulator.

Capital account liberalization brings about more opportunities
With the financial liberalization process (See our previoius report: China's Financial Liveralization: Time to Restart),
China gained experience in fighting capital outflow after the 2015 stock market crash that triggered large capital
flight (Chart 2).Now it is the right time for China to gradually push up the capital account liberalization.
Foreign investors could invest in onshore securities through various channels put in place such as the Qualified
Domestic Institutional Investor (QDII) program, Qualified Foreign Institutional Investors (QFII), the Renminbi
Qualified Foreign Institutional Investor (“R-QFII”) scheme, the Shanghai-Hong Kong and Shenzhen-Hong Kong
stock connect programs (the “Stock Connect”) and the China Interbank Bond Market (“CIBM”) Direct Access
scheme. These channels were developed to provide financial institutions with quotas for outbound and inbound
investments. Besides, the Sate Administration of Foreign Exchange (SAFE) has launched the Qualified Domestic
Limited Partnership (QDLP), program in Shanghai in 2012, and the Qualified Domestic Investment Enterprise
(QDIE) program in Shenzhen in 2014 to actively support domestic firms to conduct various types of outbound
investment, including investments in offshore securities, hedge funds, private equity funds, real estate funds, and
other types of investments. Both schemes permit qualified domestic investors to invest overseas and allow Chinese
savers to diversify their holdings.
To further simplify management, facilitate operations, and further expand opening up, the Central Bank of China
th
and SAFE recently released a new round of foreign exchange management reforms on 12 June. The reform
measures are mainly concentrated on three aspects: Firstly, the 20% cap of QFII monthly fund remittance is lifted;
Secondly, the QFII and RQFII principal lock period requirements are cancelled so that QFII and RQFII can remit the
principal according to the investment; Thirdly, the authorities allow QFII and RQFII investors to hedge their
exchange rate risks to its domestic investment.
The new policies regarding QFII and RQFII have eased main concerns of foreign investors in participating in these
programs. Meanwhile, allowing QFII and RQFII to conduct FX hedging in China’s domestic market can also help to
expand the onshore FX market. The move is seen as a critical step in the opening up of China’s capital market,
helping to promote RMB internationalization, as well as the development of both Shanghai as a global financial
center, and Hong Kong as an offshore RMB hub and destination for mainland investors.
Moreover, the SAFE has steadily advanced the QDLP and QDIE programs since early this year on a pilot basis in
Shanghai and Shenzhen respectively. Under these programs, the investors in these two cities are allowed to make
overseas investment with a quota of US 5 billion each.

Economic Watch – June 2018

3

Besides, the recent inclusion of large cap China A-shares in the MSCI Emerging Markets Index and the MSCI
ACWI Index on June 1, 2018 also gave global investors greater access to China. After the potential full inclusion
implemented with the continuing opening up, which is anticipated to be done in 5 years in September 2023, China
A-shares will represent 17% in the while Emerging Markets Index.

Implications for Chinese and foreign financial institutions
We expect the relaxation will enable China’s financial system to receive an influx of foreign capital and expertise,
with some foreign banks increasing their presence and penetration in high-growth markets around the world,
especially for those that need to launch RMB businesses or to increase their current shareholdings in financial
businesses in China. The regulator will encourage foreign banks to conduct more diversified business, especially in
the areas of asset management and institutional banking, in which they have competitive advantages.
However, even in the absence of market-access or regulatory controls, very limited branch networks foreign banks
will struggle to gain market share. Acquiring a troubled city bank or joint commercial bank would be one possible
shortcut. Many of China’s smaller banks have strong growth prospects but weak balance sheets and poor risk
management and they were substantially more exposed to risks from shadow banking, and significantly more reliant
on high-cost wealth management products for funding. Banks with weak balance sheets, but strong branch
networks and growth potential, could be the focus for foreign firms looking to enter the market.
The rising NPLs in China’s banking sector could deter many foreign financial institutions in the near term. According
to the China Banking and Insurance Regulatory Commission (Chart 3), the bad debt in Chinese commercial banks
at the end of 2017 recorded the highest since 2005, and stood at 1.7 trillion yuan ($270 billion). The high debt level
of China (256% of GDP) also adds uncertainties to the outlook of China’s banking sector (Chart 4).
Moreover, all these reforms need to be proceeded with a measured approach. Although the authorities are well
aware that structural reforms in the financial sector are the best solution to systemic risks in the long run, some
domestic and external factors could also exert adverse impact on the momentum in financial liberalization and even
slow its progress. Now China is pushing forward a campaign of financial deleveraging with the aim to reduce debt
level of both financial and corporate sectors. If the deleveraging process goes smoothly, financial liberalization
could accelerate as well. If not, the authorities will likely slow their pace for stability consideration.
Chart 3 Non-performing loans recorded a historically
high in 2017
RMB bn
1,600

Figure 4 Debt level remains high (as % of GDP)

%
8

1,400

7

1,200

6

1,000

5

800

4

600

3

400

2

200

1

0

0

300
250
200
150
100

NPL (LHS)

NPL Ra tio (RHS)

Source: MOFCOM and BBVA Research

Economic Watch – June 2018

Gen eral Governmen t

Household s

201 7

201 6

201 5

201 4

201 3

201 2

201 1

201 0

200 9

200 8

0

200 7

201 7

201 6

201 5

201 4

201 3

201 2

201 1

201 0

200 9

50

Corpor ate deb t

Source: BIS and BBVA Research

4

IMPORTANT DISCLOSURES
The BBVA Group companies that have participated in preparing or contributed information, opinions, estimates, forecasts or recommendations
to this report are identified by the location(s) of the author(s) listed on the first page as follows: 1) Madrid, London or Europe = Banco Bilbao
Vizcaya Argentaria, S.A., including its E.U. branches (hereinafter called ‘BBVA’); 2) Mexico City = BBVA Bancomer, S.A. Institución de Banca
Múltiple, Grupo Financiero BBVA Bancomer (hereinafter called ‘BBVA Bancomer’); 3) New York = BBVA Securities, Inc. (hereinafter called
"BBVA Securities"); 4.) New York Branch = BBVA, New York branch; 5.) Lima = BBVA Continental; 6.) Bogota = BBVA Colombia S.A.; 7.)
Santiago = BBVA Chile S.A.; 8.) Hong Kong = BBVA, Hong Kong branch, 9.) Istanbul = Garanti Securities.
For recipients in the European Union, this document is distributed by BBVA, a bank supervised by the Bank of Spain and by Spain’s Stock
Exchange Commission (CNMV), and registered with the Bank of Spain with number 0182.
For recipients in Hong Kong, this document is distributed by BBVA, which Hong Kong branch is supervised by the Hong Kong Monetary
Authority.
For recipients in Mexico, this document is distributed by BBVA Bancomer, a bank supervised by the Comisión Nacional Bancaria y de Valores
de México.
For recipients in Peru, this document is distributed by BBVA Continental, a bank supervised by the Superintendencia de Banca, Seguros y
Administradoras Privadas de Fondos de Pensiones.
For recipients in Singapore, this document is distributed by BBVA, which Singapore branch is supervised by the Monetary Authority of
Singapore.
For recipients in USA, research on products other than swaps, or equity securities and equity derivatives prepared by BBVA, is being
distributed by BBVA Securities, a subsidiary of BBVA registered with and supervised by the U.S. Securities and Exchange Commission and a
member of the Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection Corporation. U.S. persons wishing to
execute any transactions should do so only by contacting a representative of BBVA Securities in the U.S. Unless local regulations provide
otherwise, non-U.S. persons should contact and execute transactions through a BBVA branch or affiliate in their home jurisdiction.
Research on swaps is being distributed by BBVA, a swaps dealer registered with and supervised by the Commodity Futures Trading
Commission (“CFTC”). U.S. persons wishing to execute any transactions should do so only by contacting a representative of BBVA. Unless local
regulations provide otherwise, non-U.S. persons should contact and execute transactions through a BBVA branch or affiliate in their home
jurisdiction.
Research prepared by BBVA on equity securities and equity derivatives is being distributed by BBVA to “major U.S. institutional investors” based
on an exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). BBVA
is not a registered broker-dealer in the United States and is not subject to U.S. rules on preparing research or independence of research
analysts.
BBVA and BBVA Group companies or affiliates (art. 42 of the Royal Decree of 22 August 1885 Code of Commerce), are subject to the BBVA Group
Policy on Conduct for Security Market Operations which establishes common standards for activity in these entities’ markets, but also specifically for
analysis and analysts. This BBVA policy is available for reference at the following web site: www.bbva.com.
Analysts residing outside the U.S. who have contributed to this report may not be registered with or qualified as research analysts by FINRA or
the New York Stock Exchange and may not be considered “associated persons” of BBVA Securities (as such term is construed by the rules of
FINRA). As such, they may not be subject to FINRA Rule 2241 or 2242 restrictions on communications with subject companies, public
appearances and trading of securities held in research analysts’ accounts.
BBVA is subject to a Internal Standards of Conduct on the Security Markets, which details the standards of the above-mentioned
overall policy for the EU. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given,
including information barriers. This Internal Standards of Conduct on the Security Markets is available for reference in the ‘Corporate
Governance’ section of the following web site: www.bbva.com.
BBVA Bancomer is subject to a Code of Conduct and to Internal Standards of Conduct for Security Market Operations, which details
the standards of the above-mentioned overall policy for Mexico. Among other regulations, it includes rules to prevent and avoid
conflicts of interests with the ratings given, including information barriers. This Code and the Internal Standards are available for
reference in the ‘Grupo BBVA Bancomer’ subsection of the ‘Conócenos’ menu of the following web site: www.bancomer.com.
BBVA Continental is subject to a Code of Conduct and to a Code of Ethics for Security Market Operations, which details the standards
of the above-mentioned overall policy for Peru. Among other regulations, it includes rules to prevent and avoid conflicts of interests
with the ratings given, including information barriers. Both Codes are available for reference in the ‘Nuestro Banco’ menu of the
following web site: https://www.bbvacontinental.pe/meta/conoce-bbva/.
BBVA Securities is subject to a Capital Markets Code of Conduct, which details the standards of the above-mentioned overall policy
for USA. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given, including
information barriers.
Exclusively for Recipients Resident in Mexico

BBVA Bancomer acts as a market maker/specialist in: MexDer Future Contracts (US dollar [DEUA], 28-day TIIEs [TE28], TIIE Swaps, 91-day CETES [CE91]),
Bonos M, Bonos M3, Bonos M10, BMV Price and Quotations Index (IPC), Options Contracts (IPC, shares in América Móvil, Cemex, CPO, Femsa UBD, Gcarso A1,
Telmex L) and Udibonos.
BBVA Bancomer, and, as applicable, its affiliates within BBVA Bancomer Financial Group, may hold from time to time investments in the securities or derivative
financial instruments with underlying securities covered in this report, which represent 10% or more of its securities or investment portfolio, or 10% or more of the
issue or underlying of the securities covered.

Economic Watch – June 2018

5

DISCLAIMER
This document and the information, opinions, estimates, forecasts and recommendations expressed herein have been prepared to provide
BBVA Group’s customers with general information and are current as of the date hereof and subject to changes without prior notice. Neither
BBVA nor any of its affiliates is responsible for giving notice of such changes or for updating the contents hereof.
This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, to undertake or divest investments, or to participate in any trading strategy. Neither shall this document nor its contents form the
basis of any contract, commitment or decision of any kind.
Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. Other than the disclosures relating to BBVA Group, the contents of this document are based upon
information available to the public that has been obtained from sources considered to be reliable. However, such information has not been
independently verified by BBVA or any of its affiliates and therefore no warranty, either express or implicit, is given regarding its accuracy,
integrity or correctness. To the extent permitted by law, BBVA and its affiliates accept no liability of any type for any direct or indirect losses or
damages arising from the use of this document or its contents. Investors should note that the past performance of securities or instruments or
the historical results of investments do not guarantee future performance.
The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be
aware that they could even face a loss of their investment. Transactions in futures, derivatives, options on securities or high-yield securities can
involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the
amount of initial investment and, in such circumstances; investors may be required to pay more money to support those losses. Thus, before
undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks
implied by the same and the underlying securities. Investors should also be aware that secondary markets for the said instruments may not
exist. Before entering into transactions in futures, derivatives, or options, investors should review all documents on disclosures for risks of
investing in options and/or futures at the following websites:
Options - http://www.finra.org/Industry/Regulation/Notices/2013/P197741
Futures - http://www.finra.org/Investors/InvestmentChoices/P005912
BBVA or any of its affiliates’ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to
its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates' proprietary trading and
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document
may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA.
No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same)
in which its distribution is prohibited by law. More specifically, this document is in no way intended for, or to be distributed or used by an entity or
person resident or located in a jurisdiction in which the said distribution, publication, use of or access to the document contravenes the law which
requires BBVA or any of its affiliates to obtain a licence or be registered. Failure to comply with these restrictions may breach the laws of the
relevant jurisdiction.
The remuneration system concerning the analysts responsible for the preparation of this report is based on multiple criteria, including the
revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the
investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in
investment banking.
In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the "financial promotion
order"), (ii) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the financial
promotion order, or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of
the Financial Services and Markets Act 2000) may otherwise lawfully be communicated (all such persons together being referred to as "relevant
persons"). This document is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons.
Any investment or investment activity to which this document relates is available only to relevant persons and will be engaged in only with
relevant persons.
BBVA Hong Kong Branch (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission
of Hong Kong. In Hong Kong this report is for distribution only to professional investors within the meaning of Schedule 1 to the Securities and
Futures Ordinance (Cap 571) of Hong Kong. This document is distributed in Singapore by BBVA’s office in this country for general information
purposes and it is generally accessible. In this respect, this document does not take into account the specific investment goals, the financial situation
or the need of any particular person and it is exempted from Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of
the Financial Advisors Act (Chapter 110) of Singapore (“FAA”)).
Garanti Securities headquarters is in Istanbul, Turkey and is regulated by Capital Markets Board (Sermaye Piyasası Kurulu - SPK,
www.spk.gov.tr). BBVA, BBVA Bancomer, BBVA Chile S.A., BBVA Colombia S.A., BBVA Continental, BBVA Securities and Garanti Securities
are not authorised deposit institutions in accordance with the definition of the Australian Banking Act of 1959 nor are they regulated by the
Australian Prudential Regulatory Authority (APRA).
General Disclaimer for Readers Accessing the Report through the Internet
Internet Access
In the event that this document has been accessed via the internet or via any other electronic means which allows its contents to be
viewed, the following information should be read carefully: The information contained in this document should be taken only as a
general guide on matters that may be of interest. The application and impact of laws may vary substantially depending on specific
circumstances. BBVA does not guarantee that this report and/or its contents published on the Internet are appropriate for use in all
geographic areas, or that the financial instruments, securities, products or services referred to in it are available or appropriate for
sale or use in all jurisdictions or for all investors or counterparties. Recipients of this report who access it through the Internet do so
on their own initiative and are responsible for compliance with local regulations applicable to them. Changes in regulations and the
risks inherent in electronic communications may cause delays, omissions, or inaccuracy in the information contained in this site.
Accordingly, the information contained in the site is supplied on the understanding that the authors and editors do not hereby intend
to supply any form of consulting, legal, accounting or other advice. All images and texts are the property of BBVA and may not be
downloaded from the Internet, copied, distributed, stored, re-used, re-transmitted, modified or used in any way, except as specified in
this document, without the express written consent of BBVA. BBVA reserves all intellectual property rights to the fullest extent of the
law.

CONTACT DETAILS:
BBVA Research: Azul Street. 4. La Vela Building – 4th and 5th floor. 28050 Madrid (Spain). Tel.:+34 91 374 60 00 and +34 91 537 70 00 /
Fax: +34 91 374 30 25 - bbvaresearch@bbva.com www.bbvaresearch.com

