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(No. 410)

People’s Bank of China, Shanghai Municipal People’s
Government, etc., Announce New Policy on Financial Reforms
for the Shanghai Free Trade Zone with a Focus on the
Opening of and Growth Strategies for Financial Markets

On October 29, 2015, six government departments, including the People’s Bank of China (PBOC), and the

Shanghai Municipal People’s Government issued the Circular on the Printing and Distribution of the ““Plan on

Further Promoting a New Pilot for Financial Reform and Opening in the China (Shanghai) Pilot Free Trade

Zone and Accelerating Construction of the Shanghai International Financial Center” (hereinafter referred to as

the “Plan”). The Plan summarizes the various policies on promoting further financial reform in the China

(Shanghai) Pilot Free Trade Zone (hereinafter referred to as the “Shanghai FTZ”), with a focus on the opening of

and growth strategies for financial markets. However, the Plan includes a substantial number of existing reform

policies and leaves China watchers still awaiting the promulgation of the detailed implementation rules aimed at

accomplishing these reforms.

O A joint issue by six government departments of State Council and the Shanghai Municipal Government

On October 21, 2015, the Standing Comittee of the State Council discussed and approved a package of policies to
press ahead with financial reforms in the Shanghai FTZ. This package of policies puts forward five specific tasks,
namely: (1) increased RMB capital account opening and expanded functions for free trade accounts; (2) the

introduction of a policy allowing qualified domestic individual investors to invest overseas (so-called “QDII2”)

and the widening of inbound investment channels for offshore RMB; (3) the establishment of a fund for foreign
equity investment; (4) the coordination of financial asset trading rules and mechanisms based on a review of China’s

experience with the Shanghai-Hong Kong Stock Connect'; and (5) financial regulatory reform and the

prevention and mitigation of systemic financial risk; and requests the relevant government departments to

accelerate the formulation of the detailed implementation rules.

The Plan, having been officially announced following the State Council’s decision, summarizes some forty

! The “Shanghai-Hong Kong Stock Connect” is a mutual market access program for investors in the Shanghai and Hong Kong stock markets and was
officially launched on November 17, 2014.
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financial reform policies in total for the Shanghai FTZ, eighteen of which deal with the opening of and

growth strategies for China’s financial markets, including securities, futures, fund and insurance business,

for both foreign and domestic investors (see chart). The introduction of some of these forty policies has,

however, already been articulated in the Opinions on Financial Measures to Support the China (Shanghai) Pilot

Free Trade Zone (Yin Fa [2013] No. 244; hereinafter referred to as the “Opinions”), which were released by the

PBOC on December 2, 2013, whilst the detailed implementation rules remain to be issued; in other words, many

of the reforms would appear to have been shelved.

Policies on the Opening of Shanghai FTZ Financial Markets in the Plan
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Expansion of free trade account functions

Development of foreign trade and investment activities through free trade accounts; development of
innovative financial business utilizing free trade accounts by banking, securities, insurance financial
institutions

Overseas investment by qualified domestic individual investors (including industrial investment, real estate
investment and financial investment)

Permission or expansion of domestic and foreign investment in the securities and futures markets by eligible
institutions and individuals

Creation of an overseas financing and capital flow management system within the macro-prudential
regulatory framework

Higher ceilings on foreign currency conversion by individuals; foreign currency conversion within quotas for
non-financial enterprises within the FTZ
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Issuing of RMB bonds (Panda bonds) in domestic markets by the overseas parent companies or subsidiaries
of FTZ enterprises

Provision of RMB funding to the overseas business entities by individual industrial and commercial operators
within the FTZ

Expanded range of domestic financial instruments as channels for the investment of offshore RMB
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Access to the financial industry for private sector capital: commercial banks, financial lease companies,
consumer finance companies, etc.

Participation in FTZ management by banking financial institutions: support to set up dedicated branches or
subsidiaries as well as branches in the FTZ

Expanded number of pilot banks to engage in offshore banking and expansions to the business scope
Establishment of non-standard asset trading platforms for institutional investors

Cross-sector operation of securities and futures by securities and futures trading institutions within the FTZ
Establishment of index fund management subsidiaries by publicly funded management companies; expansion
into cross-border investment through long-term funding (insurance, etc.) via securities and futures trading
institutions

Expansion into cross-border brokerage and asset management business by securities and futures trading
institutions, and a pilot program of offshore securities, futures and derivative trading; expansion into foreign
exchange spot and derivatives trading on the interbank market by securities and futures trading institutions
located in Shanghai

Establishment of an overseas equity investment project company and overseas equity investment fund
Establishment of joint-venture securities companies by foreign-invested financial institutions and expansions
to the business scope (foreign investment in such joint-venture securities companies must not exceed 49%,
but domestic shareholders need not be affiliated to a securities company); establishment of joint-venture
securities investment consultancies by eligible foreign institutions

Establishment of insurance asset management companies and subsidiaries and an insurance asset
management center; establishment of private funds (mezzanine funds, buyout funds, real estate funds, etc.)
by insurance asset management institutions; foundation of asset securitization products by insurance asset
management institutions and investment by insurance companies

Establishment of reinsurance institutions; establishment of new types of insurance organizations (captive
insurance companies, mutual insurance companies, etc.); establishment of professional insurance service
institutions (insurance brokers, insurance agencies, risk assessment, loss adjusters, etc.); expansion into
cross-border RMB reinsurance and global receiving reinsurance business by FTZ insurance institutions
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(21) Establishment of foreign-invested health insurance institutions; development of a shipping insurance product
registration system; research into shipping insurance indices

(22) Development of internet finance

(23) Development of financial technology and a pilot program of linked investment and finance: linked
investment and loan services based on strategic cooperation between banks with a focus on financial
technology services and venture investment companies and/or equity investment companies

(24) Development of cross-sector operation for the financial industry; establishment of financial holdings

Opening of the .
companies

financial . . . . Lo s
(25) Expansion of national security reviews of foreign investment within those sectors of finance that are open to

service sector ..
foreign investment

(26) Establishment of Shanghai-based regional headquarters by large financial institutions; establishment of
representative offices or branches in Shanghai by the world’s central banks and international financial
organizations; establishment of an innovative subsidiary by the China Insurance Information Technology
Management Limited Liability Company

(27) Implementation of the “Go Out” (Outbound) strategy of overseas expansion by FTZ-registered financial
institutions

(28) Construction of an international financial asset trading platform by the China Foreign Exchange Trade Center
(CFETC).

(29) Acceleration of follow-up construction by the International Board of the Shanghai Gold Exchange

(30) Establishment of an international financial asset trading platform by the Shanghai Stock Exchange;
participation in domestic new share issuance book building by foreign institutional investors

(31) Accelerated construction of an international energy trading center by the Shanghai Futures Exchange: to
encourage market listing of crude oil futures

(32) Establishment of a Shanghai Insurance Exchange: construction of a reinsurance trading and pricing center

(33) Provision of over-the-counter derivative clearing services for shipping finance and commodity products for
FTZ and foreign investors by Shanghai Clearing House

(34) Provision of integrated financial services to small and medium-sized science and technology companies
registered in the FTZ by equity managed trading institutions

Construction
of financial
markets that

are globally
open

1 XEET0) Bl (35-40) Strengthening of financial supervise and the prevention of financial risk, etc.

(Complied by the China Advisory Division based on the Plan)

The Plan was formulated on the basis of a decision made the Standing Comittee of the State Council in the names
of six governmental departments, including China’s banking, securities and insurance regulatory commissions, and
the Shanghai Municipal Government, whilst the Opinions were independently released by the PBOC. This in
essence means that the relevant government departments have reached a partial consensus on the financial reforms
set forward in the Plan and thus that the work of formulating and issuing the detailed implementing rules that will
enable these reforms to be put into practice can be expected to begin promptly.

*

The original Chinese document of the Plan is presented below for further reference.

Naoki Tsukioka, Advisory Division, Mizuho Bank (China), Ltd.
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Disclaimer & Confidentiality

Legal and accounting advice: The information contained herein does not incorporate advice on legal, accounting or tax issues. You should obtain
your own independent professional advice on the legal, accounting and tax aspects of this information.

Confidentiality: The information contained herein is given for general informational purposes only and shall be kept strictly confidential. This
information is intended for your company’s internal use only, and the disclosure to any third party is strictly prohibited.

Copyright: The information contained herein is, as a general rule, the intellectual property of MHBK (China), and may not be copied, duplicated,
quoted, reproduced, translated, or lent, in whole or in part, in any form or by any means for any purpose whatsoever without prior consent.

Limitation of liability:

The information contained herein was obtained from information sources deemed reliable by MHBK (China) but in no way is the accuracy,
reliability or integrity of such information guaranteed. MHBK (China) disclaims any liability whatsoever for any damage arising out of or
relating to this information. Moreover, the analysis herein is hypothetical and is not intended as an indication of the certainty or completeness of
the results thereof.

Please note that information to be disclosed hereafter, appraisals, the opinions of credit rating agencies, and/or changes in the system and/or
financial environment may necessitate substantial modification to the relevant processes and/or schemes, which may have the effect of
rendering the analysis herein ineffectual. Further, this information is not intended to be an exhaustive statement of the risks to which your
company is exposed.

The information contained herein does not constitute a solicitation or offer by MHBK (China) to buy or sell any financial instruments or to provide
investment advice or service.
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