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Positive signs for China’s ability to rebuild
foreign reserves
The yuan appreciation in the month motivated some corporate
conversion from dollars to yuan.

Foreign reserves should continue to increase
We are slightly more positive than consensus on China’s ability to attract capital inflows (INGF:
$3,124bn; consensus: $3,122bn; prior: $3,109bn).
The strong yuan momentum is the dominant factor behind our expectation of higher reserves. The
yuan appreciated 0.38% against the dollar in November and ended at 6.60910.
As in October, yuan appreciation in the month, even with slightly relaxed outward remittance,
means we would see an increase in net capital inflows and so rising foreign exchange reserves .
This conversion should mostly come from corporates, with exporters, converting their dollar
receipts from previous months (or even years) to the yuan when the yuan appreciates. This should
be increasingly apparent nearer the end of the year as coroprates need to pay “double salary” to
their staff before the Chinese New Year.

Source: ING, Bloomberg

Increasing net capital inflows means SAFE would be more willing to relax
outward remittances in practice
We believe that the central bank will lead the yuan stronger via the fixing mechanism. Even if
appreciation is gradual, this should be sufficient to drive expectation of an even stronger yuan. The
central bank’s intended result is net capital inflows in 2018. If this is achieved then this would be a
real relief for a central government that has experienced a one-fourth reduction in foreign
exchange reserves between mid-2014 and mid-2017.
Because we expect a strong yuan to bring gradual net capital inflows, SAFE should increasingly
relax outward remittance. We do not expect a complete "no window guidance" on the speed of
outward remittance because the central government would be very keen to avoid repeating any
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substantial loss in foreign exchange reserves.

Forecast strong yuan in 2018
We expect USCNY to end at 6.50 in 2017 and 6.30 in 2018, equivalent to 6.65% appreciation and
3% appreciation, respectively.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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