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China relaxes rules for foreign investors
to take money out
China has relaxed rules for foreign investment schemes to take money
out of the country in a bid to open up the capital account. But the new
rules need to be tested to gain investor confidence

Source: Shutterstock

China lifts capital outflow controls to lure inflows
The central bank has relaxed outward remittance rules for two foreign investment schemes in
China (namely QFII, qualified foreign institutional investor programme and RQFII, renminbi qualified
foreign institutional investor programme). These schemes allow foreign investors to bring money
into China and invest in China's equity and bond markets. 

In the past, taking money out of China was difficult and there was a lock-in investment period. This
has now been dropped though other rules continue to apply. For example, the remitted amount
must be taken after tax. 

The central bank has introduced these measures to appease foreign investors who had been
concerned about investing in the onshore Chinese market because of rules governing when they
could take money out. It hopes this will encourage two-way flows of capital. 
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But foreign investors might not have trust in the policy
immediately
But we believe that this relaxation has to be tested, especially at times of rapid capital outflows
from onshore to offshore. Between 2014 and 2016, capital controls were applied to outflows and
this situation could be repeated.

Unless foreign investors gain more confidence in the ease of taking money out of China, we
don't expect a lot of inflows from the QFII and RQFII schemes. 

Outflow pressure increases with a weaker yuan
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Central bank must show that outflows are allowed even when
the yuan weakens
As we expect the yuan to weaken further in 2018 to 6.60, outflows from funds operated by QFII
and RQFII should arise occasionally. If the central bank can show foreign investors that it is willing
to stick to its new outward remittance rules even when the yuan weakens, then more foreign
investors will be encouraged to invest in the onshore market.

China will then be able to attract more inflows into the onshore market when sentiment is bullish.
MSCI is going to include more A-shares into its funds, which may give demand for these shares a
push. If these funds are able to return 1.5% in 2018, they will be able to make a profit that offsets
the exchange rate depreciation of 1.4% from our USCNY forecast.  

New outward remittance rules could encourage foreign investors to invest in the onshore
Chinese market but only if the central bank can give more assurance that these investors
can take their money out when they want it. This would ensure a genuine two-way flow of
capital, which is a preparatory stage for further liberalising the yuan exchange rate.
Eventually, the yuan could float like other major currencies. But the prerequisite is the
opening up of the capital market. 
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