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Rising Pressures for Headquarter Staffing
(Total social financing in percent of GDP (LHS); number of headquarter staffing (RHS))
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‘Q THE PEOPLE'S BANK OF CHINA

Towards less FX intervention

P> SNC T

MAJun (GI8)
Chief Economist
Research Bureau

The People’s Bank of China
April 2017

Content (FRE)

1. Excessive FX intervention may worsen exchange
rate e>%pectations R AN TP B v] fe 3 2
IR PUHEALD

2. Capital control is less effective than it appears

(ot A B RBOR AT REELAE R B 2D

3. Growing “social acceptance” for exchange rate

o T,
CFLe= XL 2R B 2R e B e
TR T 2 |

4. Conclusion: boost inflows, reduce FX

intervention, increase ER flexibility (Z5i2: 3

T/ANNIRE A (N e o TN PR T X D)
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Intervention may not affect ER
expectations in a desirable way
CAMCFHHIBCR AT 6E L BRI ZD

1. Miyajima and Motoro (2013, BIS paper No
73):

dgﬂg (Si'{t) = + b I;[',t—l + c * (TI'I — TI'T!?) + d * Zi.t + +I:i,t

If b is positive, and statistically significant, it
indicates a positive impact on FX intervention
(1) on exchange rate expectation (i.e., FX
purchase improves expectation of
appreciation).

Empirical results: Intervention may
affect ER expectations in awrong way

(SEHESR: T ReCEIE R BUHRALD

Fixed-effect panel model of impact of intervention on exchange rate forecasts' Table 1
Period June 2004-August 2012
1 2 3 4
Intervention -0.027* -0.026 -0.029 ~0.029*
Interest rate diff (3m) -0.003 0.007
(0.170) (0.434)
Yield curve (12m less 3m) 0.050 -0.001
(1.877) (0.022)
Change in EMBI spread 0.013** 0.013**
(4.089) (4.015)
Adjusted R-squared 0.017 0.013 0.122 0.118

! Dependent variable is monthly difference of the log of three-month exchange rate forecasts. * ** and *** signify statistical significance at
the 10%, 5% and 1% levels, respectively. t values in parentheses are based on standard errors using the Huber-White sandwich estimator
(Huber (1967), White (1980)).

Sources: BIS staff calculations.
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Our empirical model with China data

delivers similar results (FAJFF

iR 1345 H SRS 8D

m

EX

2010.01-2017.03

1 2 3 4

AMETTI -0.19** -0.108** -0.182*** -0.10*
(-3.37) (-2.01) (-3.22) (-1.80)

2 -0.16 -0.18
(-1.82) (-2.0)

US INDEX 0.38 0.36
(5.50) (5.41)

JBe R -0.022 -0.02
(-1.61) (-1.63)

Adj R-squared 0.135 0.396 0.161 0.418

E: WHEEBELTEA3 AYNF (EASXEZASNCR ) WA ERMA; SMCTHOY RATH
VT A s R 2R 45 B EARAT 8] LK 1 A AR R 2 5 3% [ B A6 4k & I8 0 % 2 2 ,US INDEX
KX XA BICEIBHE A *, wox, e HIRFEEH 10%, 5%F 1R EEAF TAE

FLEN. FETAANSREHIRTE,

Source: Ma Jun and Jia Yandong (2017)

R

Reason: intervention leads to
erosion in FX reserves, which
could worsen ER expectation (J&

)

THFEEE TR, NS

This relationship may be non-linear: when reserve level
gets closer to a psychological threshold, the change in
reserves has a bigger impact on expectations.

W TUIPARAC ) 9 2 AT e g ARZR )

(fifs %48
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Capital control is less effective
than it appears even in short term

(BB ] I RCR U BE 2D

When capital control is imposed on currency conversion
and cross-border FX flows, the cross-border RMB flows
could increase as a way to by-pass the control.
Therefore, capital control would be less effective than it
appears even in the short term. (3% 1 #IC MR
t, ATRE R ECE 2 N R BB AT

Capital control tends to worsen ER
expectation, thereby worsening BOP over

longer term G AR FE A8 Hil 7T G20 58 i T3
D> BARFTN)
In my roadshow meetings on “Opening of the China Bond
Market” with nearly 1800 global investors, in at least 50% of

these meetings | was asked the question of whether China
would impose stricter capital controls.

Investor calculation of expected return = [10%] probability of
capital control * 100% loss in principal + 1% return after FX
hedging = [-9%] return

Only if the perceived probability of capital control is less than
1%, would investors be willing to consider investing in China.
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Capital control on outflows can
undermine a country’s credibility for a
long time, and it is very difficult to

reverse O B4 H KE H) 0] 58 S 2O E
FEERKEHRE)

Unlike capital controls on inflow, which only restrict
investor access to a market before they begin to invest,
sudden capital controls on outflows are considered as a
renege on previous promise, as funds are already in the
country. Its damage to a country’s reputation is much
more serious than ex ante controls on inflows.

Growing social/market acceptance for
FX volatility, paving the way for
reduced intervention (&R H]
KIhEZEOHERR, SARMTRDT
PR T = ED

Two years ago, a 0.5% move in CNY/USD rate makes
headlines. It is not longer the case.

The annualized daily volatility of CNY/USD is now close to
5%, up significantly from only 2% about two years ago.
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Suggestion #1: Devoting more
resources to removing barriers to
Inflows (i.e. CIBM market) than to
controlling outflows (&iX1: ¥AMNLT
PEE R ABR HFE T WA, IR SR T
BB o

Once China bonds are included in major global bond
indices, there would be USD700bn passive inflows to
China in the following five years. Need to speed up the
reform to improve market access, including streamlining
the CIBM account opening process, launching the bond
connect program, permitting foreign investors to use
ISDA and to access repo, etc.

Suggestion #2: At policy making
level, better understanding the
Increased social/market
acceptance for two-way ER
volatility CEiX2: F4HMRIFER
{éﬁ@?i%/ﬂi By 2RI H) B B2
)




Suggestion #3: Reducing FX
Intervention by following the

g A

principle (Ei3:

i EEsl” /FFmEn, wbF

m)arinciple for intervention should be to smooth out
excessive short term volatility, rather than resisting long
term trends. l.e., avoiding “too much” intervention for

“too long”.

Suggestion #4: More aggressively
addressing macro/structural
vulnerabilities, such as leverage,
SOE, property bubbles, etc., as the
on-going cyclical recovery
provides arare opportunity (BiX4:

PE B BT 25 A B S IR A8, 5
TRREFTEALATR, B, IR
FRWLHE TSP I . X ] R R B

ICR AU Z AT

A

EY)
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Foreign Exchange Intervention Frameworks and Main Instruments and Gross Sales and
Purchases

1. Intervention Frameworks

Country Rules vs. Discretion Spot vs. Swaps/Derivatives
Rules Discretion Spot Swaps/Derivative
Brazil v v v v
Chile v v
Colombi v v v v
Mexico v v v v
Peru v v v
2. Gross Sales and Purchases (Billions of U.S. dollars)
Gross Foreign Exchange Sales Gross Foreign Exchange Purchases
2010 2011 2012 2013 2014 2015 2010 2011 2012 2013 2014 2015

Brazil 0 6.7 26.2 [130.4 153.3 122.6] 420 66.4 304 55 168 83
Chile 0 0 0 0 0 0 0 120 O 0 0 0
Colombia 0 0 0 0 0 0 31 37 48 68 41 0
Mexico 0 0 0.7 0 0.2 | 245 20.6 232 169 173 143 28
Peru 0.04 103 29[ 105 169 222| 92 103 130 63 63 87

Sources: National authorities.
Note: Gross sales and purchases include spot transactions and swap contracts.
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Appendix 1: Important Disclosures

*Other information available upon request

Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters,
Bloomberg and other vendors . Other information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures
pertaining to recommendations or estimates made on securities other than the primary subject of this research, 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.eqgsr.
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.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst about the
subject issuers and the securities of those issuers. In addition, the undersigned lead analyst has not and will not
receive any compensation for providing a specific recommendation or view in this report. Michael Spencer
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). Though 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 its accuracy or completeness.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report, or is included or discussed in another communication (oral or written) from a
Deutsche Bank analyst, Deutsche Bank may act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own account or with customers, in a manner inconsistent with the views taken in this
research report. Others within Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those taken in this research report. Deutsche Bank issues a variety
of research products, including fundamental analysis, equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication may differ from
recommendations contained in others, whether as a result of differing time horizons, methodologies or otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers
it writes on. Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment banking, trading and principal trading revenues.

Opinions, estimates and projections constitute the current judgment 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 provides liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes have shorter-term trade ideas that are consistent or
inconsistent with Deutsche Bank's existing longer term ratings. Trade ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high conviction belief by an analyst that
a stock will outperform or underperform the market and/or sector delineated over a time frame of no less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to time
discuss with our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that reference catalysts or events that may have a near-term or medium-term impact on the market
price of the securities discussed in this report, which impact may be directionally counter to the analysts' current 12-month view of total return or investment return as described herein. Deutsche Bank has no
obligation to update, modify or amend this report or to otherwise notify a recipient thereof if any opinion, forecast or estimate contained herein changes or subsequently becomes inaccurate. Coverage and the
frequency of changes in market conditions and in both general and company specific economic prospects make it difficult to update research at defined intervals. Updates are at the sole discretion of the
coverage analyst concerned or of the Research Department Management and as such the majority of reports are published at irregular intervals. This report is provided for informational purposes only and
does not take into account the particular investment objectives, financial situations, or needs of individual clients. 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’s judgment. The financial instruments discussed in this report may not be suitable for all
investors and investors must make their own informed investment decisions. Prices and availability of financial instruments are subject to change without notice and investment transactions can lead to losses
as a result of price fluctuations and other factors. If a financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the

investment. Past performance is not necessarily indicative of future results. Unless otherwise indicated, prices are current as of the end of the previous trading session, and are sourced from local exchanges
via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases, other parties.

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding our organizational arrangements and information barriers we have to prevent and
avoid conflicts of interest with respect to our research is available on our website under Disclaimer found on the Legal tab.

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 who 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 coupons 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.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk. The appropriateness or otherwise of these products for use by investors is dependent
on the investors' own circumstances including their tax position, their regulatory environment and the nature of their other assets and liabilities, and as such, investors should take expert legal and financial
advice before entering into any transaction similar to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a result of the high
degree of leverage obtainable in futures and options trading, losses may be incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable for all
investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you
are unable to access the website please contact your Deutsche Bank representative for a copy of this important document.

BmEERT Michael Spencer, PhD | (+852) 2203 8303 | michael.spencer@db.com
AR 2017448218

/

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of
currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in interest rates; and (iii)
currencies may be subject to devaluation or government imposed exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are affected by the
currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. 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.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and SIPC. Analysts located outside of the United States are employed by non-US affiliates that
are not subject to FINRA regulations.

Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated in the Federal Republic of Germany with its principal office in Frankfurt am Main.
Deutsche Bank AG is authorized under German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany’s Federal Financial Supervisory Authority.

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United
Kingdom is authorised by the Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial Conduct Authority. Details about the extent of our
authorisation and regulation are available on request.

Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch.

India: Prepared by Deutsche Equities India Pvt Ltd, which is registered by the Securities and Exchange Board of India (SEBI) as a stock broker. Research Analyst SEBI Registration Number is INHO00001741.
DEIPL may have received administrative warnings from the SEBI for breaches of Indian regulations.

Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). 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 Il Financial Instruments Firms Association and The Financial Futures Association of Japan. 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. We may also charge commissions and fees for certain categories of
investment advice, products and services. Recommended investment strategies, products and services carry the risk of losses to principal and other losses as a result of changes in market and/or economic
trends, and/or fluctuations in market value. Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant disclosures, prospectuses and other
documentation. "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. Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank Group's analysts with the coverage companies specified by DSI. Some of the foreign securities stated
on this report are not disclosed according to the Financial Instruments and Exchange Law of Japan. Target prices set by Deutsche Bank's equity analysts are based on a 12-month forecast period.

Korea: Distributed by Deutsche Securities Korea Co.
South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number in South Africa: 1998/003298/10).

Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be
contacted in respect of any matters arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who is not an accredited investor, expert investor or
institutional investor (as defined in the applicable Singapore laws and regulations), they accept legal responsibility to such person for its contents.

Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should independently evaluate investment risks and are solely responsible for their investment decisions.
Deutsche Bank research may not be distributed to the Taiwan public media or quoted or used by the Taiwan public media without written consent. Information on securities/instruments that do not trade in
Taiwan is for informational purposes only and is not to be construed as a recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited, Taipei Branch may not execute
transactions for clients in these securities/instruments.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial
services activities that fall within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower, West Bay, Level 5, PO Box 14928, Doha, Qatar. This information
has been distributed by Deutsche Bank AG. Related financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre Regulatory Authority.

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.
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Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the
financial services activities that fall within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya District, P.O. Box 301809, Faisaliah Tower - 17th Floor,
11372 Riyadh, Saudi Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only
undertake the financial services activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai International Financial Centre, The Gate Village, Building 5, PO Box
504902, Dubai, U.A.E. This information has been distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as defined by the Dubai Financial Services
Authority.

Australia: Retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product referred to in this report and consider the PDS before making any decision about
whether to acquire the product. Please refer to Australian specific research disclosures and related information at https://australia.db.com/australia/content/research-information.html

Australia and New Zealand: This research is intended only for "wholesale clients" within the meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.
Additional information relative to securities, other financial products or issuers discussed in this report is available upon request. This report may not be reproduced, distributed or published without Deutsche

Bank's prior written consent.

Copyright © 2017 Deutsche Bank AG
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FEASAT R B ERR RS ChERES 662 2.8 23,683
FEIEFEBEEE RS (REIEES) 730 23.6 3,097
P E RSB R R e ChEGES) 390 13.9 2,802

£E
e 2,120 2.52 84,050
BRI % RS CGERE) 2,700 12.45 21,686

RAFIE
oF R 2,144 28.23 7,596
ORI %4547 (RBA) * 1,232 91.46 1,347
KETE

I AL % *x 1,238
Btk 24T (BOE) T X 3,680

=E
TR I 1,864 * P
DORRAT 4,623 47.98 9,636
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