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For the past twelve years, since China first
allowed investment in the China Interbank Bond
Market (“CIBM”) by foreign central banks,
monetary authorities and RMB clearing banks,
etc., China has been making efforts to further
open the bond market and facilitate the
participation of foreign institutional investors by
adopting a series of measures. On May 27, 2022,
the People's Bank of China ("PBoC"), the China
Securities Regulatory Commission (“‘CSRC”), and
the State Administration of Foreign Exchange
(“SAFE”) jointly issued the Circular on Matters
Concerning  Further  Facilitating  Foreign
Institutional Investors to Invest in China’s Bond
Market (“Circular No. 4”) to unify the different
thresholds and the entry procedures for foreign
investment. Circular No. 4 follows the principle of
“one set of rules, one integrated bond market”,
and further facilitates foreign institutional
investors’ investments in the bond market.

We have summarized below the key points of the
circular which concern foreign institutional
investors.

Thresholds for Foreign Institutions

Qualified foreign institutional investors under

Circular No. 4 include:

(1) Foreign central banks or monetary
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authorities, international financial
organizations and sovereign wealth funds
(“Sovereign-type Institutions”);

(2) Various types of foreign financial institutions
legally registered and incorporated overseas,
including  foreign  commercial  banks,
insurance companies, securities companies,
fund management companies, futures
companies, trust companies and other asset
management institutions; and

(3) Other medium- and long-term institutional
investors including pension funds, charity
funds, endowment funds ((2) and (3)
collectively “Commercial-type Institutions”).

The qualification requirements for the foregoing
Commercial-type Institutions to invest in China’s
bond market under Circular No.4 are in line with
that enumerated in PBoC Circular (2016) No. 3.
The scope of foreign institutional investors is
consistent with the “qualified foreign institutional
investors” under the Measures for the
Administration of Domestic Securities and
Futures Investment by Qualified Foreign
Institutional Investors and RMB Qualified Foreign
Institutional Investors issued by the CSRC on
September 25, 2020.

Procedures and Investment Methods for



Foreign Institutions to Invest in China’s
Bond Market

At present, a foreign investor can invest in the
CIBM via (a) QFII/RQFII, (b) direct investment in
the CIBM (“CIBM Direct”) and (c) Bond Connect.
Via the QFII/RQFII method, a foreign investor can
also invest in the exchange bond market
(“Exchange Market”). A foreign investor investing
in the CIBM through CIBM Direct or via
QFII/RQFII is required to enter into a settlement
agency agreement with a domestic settlement
agent or a domestic custodian bank (“Settlement
via Agency Model’), and file with the PBoC’s
Shanghai Head Office via a settlement agent or
custodian bank.

Since the further opening-up of the CIBM to admit
qualified Commercial-type Institutions in 2016,
the entry procedures for foreign institutions have
been further simplified. In March 2021, the PBoC
simplified the filing requirements for foreign
institutions’ entry into the CIBM. It clarified that
the same foreign investor just needs to apply a
new filing form and file it once in its own name if it
uses different unincorporated products to invest
in the CIBM via different channels. In addition, the
PBoC’s Shanghai Head Office no longer requires
a foreign investor or its settlement agent or
custodian bank to submit the settlement agency
agreement for filing. Circular No. 4 further
provides that foreign Commercial-type Institutions
applying for entry to the CIBM may submit
documents to the PBoC’s Shanghai Head Office
electronically, while Sovereign-type Institutions
may submit documents directly to the PBoC,
which further facilitates foreign institutions’
participation in the CIBM.

Pursuant to Article 4 of Circular No. 4, qualified
foreign institutions in the CIBM may trade in the

Exchange Market either directly or through the
intra-market connect scheme. Foreign
institutional investors shall comply with the
relevant business rules of the different financial
market infrastructures (such as trading and
settlement institutions) and the financial
institutions concerning account opening, trading,
custody, and settlement. This means, other than
QFII/RQFIlIs that are already permitted to directly
trade in both the CIBM and the Exchange Market,
qualified foreign institutional investors under
CIBM Direct may also invest in the Exchange
Market either directly or through the intra-market
connect scheme. Detailed rules for account
opening, trading, custody and settlement for such
foreign institutions investors’ directly trading in the
Exchange Market are expected to be formulated
by the CSRC, the exchanges and the China
Securities Depository and Clearing Corporation
Limited. If a foreign investor under CIBM Direct
trades on the Exchange Market through the
intra-market connect scheme, they shall comply
with the Interim Measures for Businesses of
Interconnection Scheme between the Interbank
Bond Market and the Exchange Bond Market
(which were issued in January this year) to
participate in the “Connect to the Exchange
Market”, and trade bonds with other investors via
their agents. It should be noted that under the
intra-market connect scheme, only cash bonds
are permissible to trade on the Exchange Market.
Further clarification is needed from the regulators
as to whether foreign investors trading in the
CIBM via Bond Connect are permitted to
participate in the intra-market connect scheme.

Investment Scope

We set forth below the permissible investment
products that foreign investors can trade in the
CIBM via the three channels.



CIBM Direct Bond Connect QFI/RQFII
Sovereign-type Institutions: Cash bonds only ¢ Cash bonds
Cash bonds, bond repos, bond lending, bond ¢ Bond lending,
forwards, forward rate agreements, interest rate bond forwards,
swaps, etc. forward rate
agreements and
Commercial-type Institutions: interest rate
swaps traded for
¢+ Cash bonds .
hedging
¢+ Bond lending, bond forwards, forward rate purposes
agreements and interest rate swaps traded for
hedging purposes

Circular No. 4 allows foreign institutional
investors to trade cash bonds, bond lending,
related derivatives for risk management
purposes, open-end bond-index securities
investment funds, and other products
recognized by the PBoC and the CSRC in the
bond market. Our observation is that there is
no change in the permissible investment
products for foreign investors in the CIBM. In
other words, foreign investors are still only
allowed to trade bond lending, bond forwards,
forward rate agreements and interest rate
swaps for hedging purposes. In recent years,
foreign institutions have shifted more asset
allocation to RMB bond assets. With the rapid
increase in their investment size in China’s
bond market, their needs for managing the
interest rate risk increases accordingly,
bringing a growing demand for trading treasury
bond futures and other related interest rate
derivatives. At present, the China Financial
Futures Exchange (“CFFEX”) has listed 2-year,
5-year and 10-year CGB futures, which could
be used to manage short-term, medium-term
and long-term interest rate risks respectively. It
remains to be seen whether Circular No. 4
paves the way for foreign investors to trade
bond treasury futures by allowing foreign

investors to trade related derivative products
for risk management purposes. We also note
that the CSRC has provided in the Provisions
on Issues Concerning the Implementation of
the Administrative Measures for Domestic
Securities and Futures Investment by Qualified
Foreign Institutional Investors and RMB
Qualified Foreign Institutional Investors that
qualified foreign investors may invest in the
financial futures contracts listed and traded in
the CFFEX. However, it remains unknown
when such a provision will be implemented.

Custody and Settlement Arrangements

Pursuant to Circular No. 4, in addition to the
current Settlement via Agency Model (i.e.,
directly opening bond accounts at bond
registration and settlement institutions), a
foreign investor may, directly or via its global
custodian bank, entrust a qualified local
custodian bank to exercise custody over its
bonds. The bonds purchased by a foreign
institutional investor in the CIBM via its local
custodian bank will be registered in the name
of this custodian bank and the foreign investor
will have the interests in the securities
according to laws. Circular No. 4 introduces a
multi-layered custody arrangement, whereby




the nominee holder mechanism adopted by
such arrangement is not new to foreign
investors. Currently, the financial infrastructure
institutions of both the CIBM and the
Exchange Market adopt the nominee holder
mechanism to conduct cross-border custody
and settlement with the Hong Kong market, to
achieve the interconnection of stock and bond
trading between the Hong Kong market and
the Exchange Market or the CIBM, and so
does the intra-market connect between the
CIBM and the Exchange Market. Circular No.
4 adopts a globally followed model of “Global
Custodian Bank + Local Custodian Bank”, so
that foreign investors can invest in the CIBM

without needing to adjust their trading customs.

Despite the lack of explicit provisions on the
nominee holder mechanism, we believe the
current legal framework and judicial practice in
China can provide protection for the legitimate
rights and interests of foreign beneficial
owners under a multi-layered custody
arrangement.

The multi-layered custody arrangement in
Circular No. 4 also imposes requirements on
local custodian banks. Circular No. 4 requires
local custodian banks to establish and
optimize the relevant mechanisms to strictly
segregate the assets of foreign institutional
investors from its proprietary assets and other
assets under custody and effectively
implement the requirement of independent
custody. Under the model of a “Global
Custodian Bank + Local Custodian Bank,” the
local custodian bank shall enter into an
agreement with the global custodian bank to
clarify their respective responsibilities. In
addition, both local and global custodian banks
shall record the trading, custody and
settlement information of foreign institutional
investors in a timely, accurate and complete

manner, and report the same to the regulators
on a regular basis pursuant to the relevant
reporting requirements.

Outlook

In recent years, China’s regulators have
issued a number of policies to facilitate the
participation of foreign institutions in China’s
bond market. The promulgation of Circular No.
4 further deepens and broadens the
opening-up of China’s bond markets. In
October 2021, the Executive Meeting of the
State Council extended the terms of a policy
for an exemption of enterprise income tax and
value-added tax derived by foreign institutional
investors’ investing in China’s bond markets
until the end of 2025, which consolidates the
confidence of foreign institutions in investing in
the CIBM. In addition to Circular No. 4 which
allows foreign investors to trade domestic
bond ETFs, on May 27, 2022, the CSRC and
the Hong Kong Securities and Futures
Commission jointly issued an announcement
to include in principle qualified ETFs by
mainland and Hong Kong exchanges in the
Stock Connect, thereby allowing mainland and
Hong Kong investors to trade eligible stocks
and ETFs listed on the other exchange. At
present, domestic stock exchanges are
soliciing comments on the relevant
implementation measures for the
Shanghai-Hong Kong Stock Connect and the
Shenzhen-Hong Kong Stock Connect to clarify
the investor qualification requirements,
permissible investment products, investment
methods and other rules related to the
inclusion of ETFs under Stock Connect.

We are looking forward to the continual
opening-up of China’s capital markets and will
keep our clients apprised of any important
developments.



Natasha XIE Partner Tel:
Austin ZHANG  Partner Tel:
Danchen LUO  Associate  Tel:
Joyce ZHANG Tel:

86 21 2208 6238
86 21 2208 6177
86 21 2283 8320
86 21 2283 8271

This document is provided for and only for the purposes of information sharing. Nothing contained in this document constitutes any
legal advice or opinion of Jun He Law Offices. For more information, please visit our official website at www.junhe.com or our
WeChat public account “7F &% ¥ 1£/WeChat account “JUNHE_LegalUpdates”.

Email:
Email:
Email:
Email:

xieq@junhe.com
zhangchi_Austin@junhe.com
luodch@junhe.com
zhangl_Joyce@junhe.com




./i.\}%ﬁ \:% i:: 3: LI\ /#\)EI

27 T ST AT B

H+ AR IR RS AT T /A
R MEEAT SRR RT3 TE, FRE AT
R T IZ FIXTAMTR,  H & 2 TR e 35 b
BAMUER R B R Gigr Mg . 4k 2020 4 9 AA
FFAER B I G, o E N RAAT (LR R RRe N R
177)~ A ERIE 7 MR #S  2 (BA R AR IE I 227)
FEZANCEH DT 2022 4 5 A 27 HBES K AR
Tt — D E RS AU 5 3 e  [E i 2 3
BREEPAEY (LR (4 5A5) ), %
“—BHIERHN . —AMEFETSEN, F—dEAbR
H, MANTRAE, HE— D ER T S A
B IRE 5757 137
A SR X S A LA BT 3 I BL R LT
X €4 5A%E) WAEATHEMRE.
BEAMIL N TH b
(4 5 R/%) ME PRI 5t H AT
(1) EEAbRATE IR )R, Efrepidgl, 3
BV & 32 (LR SRR FEREENY);
(2) TEH EBEAMK IR M L I AR T £
Broad]. IERA T, HEFEHAT . Wk
AT ARFEA A R A B EH LA
HKe i, LAk
(3) FRERSE. #EH e, BWESS P K
PR 5238 (2) M (B) LA R AR <R 2B AL
7).

75 S T jE

To)

JUNHE

202246 H9H

—4 SRGEH— B ENBIME A AT

(4 SAHE) FRUE B LA 5 Bt A [ £
TN T A S O B RERAT A 755 (2016)
35 RS MHENKORRE T —8 BN
P Y F S UE R 22T 2020 4F 9 H 25 H KA
IS RN IR A A e R N TRy 85 U IR AE
PEE AR SRR B A e Ak
AN B TG FE AR — 2

B A TR B R TR

HAl, SE4M%%# ] Lt (a)QFI/RQFIL. (b)
BRAT () 51277 T o LR B3 (LA IR “CIBM B3
AN )VFI(c) it 78 = PR E R R ARAT M i 7 Y, I
A LU QFIVRQFI %48 5 fir i i 37 . 341 4%
P @t CIBM B4 A\ B QFII/RQFII 4% 7 #R47 1]
5107 T S 5 N g AR AT B B N R AT
FHEHE AR (UL T AR AR ), JRiE
REARERAT BRI AT N IRARAT B R T R R

BT, B 2016 ERATHG A KIT
W VA SR BN B R AR AT () £ 25 T
WK, WENM—EZO T S N TR
Fio 2021 4£ 3 A, NRIBATHELIIMIMATT & X
TR, R —BEAME B E A FEIRE A M 18
AR T B ¥ R F5 A8 T i 28 3R DAL 44
MR oh, NRERAT RSB ER
BE A% 0t 3 s L AR B AT AT AT IR R 4 AR
o 4 FAE) BB 7 5oL
NARAT 8] 5t 27 17 3wl dd i i 74k 7 K NIRRT



FiE R R, BB AT LB A A RR
TTHEHIRE, 2R T BEAMIL .

(4 SAE) BIUZHE, RAEZENARAT i
J5 T 3 (B AN UR 5 5% 3 AT DL 4 sl0d 1ok B
W RBE L S i . BRI & N 2
WA Gy G4 RS it & S LR o T 55
SR ZE TP 5 08 SHE AL
HE. XEWRE, BT O DLE B AR AT R A
25 52 130 QFI/RQFIL, CIBM kA )
Be AN AT DL BOE e I L Ty 3 B
T IEN. FATEAR, CIBM EE:ENMSE
HME T W B S 5 28 5 B 595 T 3 i R E
Wids . AEZRAC 5 i p ERIE S B0 45 AT PR TR
A EEI . 5. B SE M AN E ;

11 CIBM EL#EHE N FISF /M5 53 2 i i B3 L Ml
HIBBAL G gz iz, AT DR IE A4 1 4
KA CRAT I 55 73 5758 5 o155 T 7 L3k .3
W25 FATIMED BIRE, ARIEERAT 7R T3 5%
A, AR AR R, S AR T
SIS, USS59E 5SS . G EE
B, ZEIBCEIENEEN,  H AR AR
NG GEEsR. Ak, @i FrEst A
WAT G T AN B A R BT U2 S Lk
HIBCIENE, 5 s B MU HE— 25 MR .

BB

358 A0 450 58 3l DL = R IR TE R B ARAT
(] £33 55 117 370 FAY AT BEBE it Al N R s -

CIBM H#:HEN fitzz |  QFI/RQFII
i
FEREENA fit 77 * figrlgs
figrlsr . BiorEg. FioRfEoe. fiorimii. i I o LT B WRAE TR R IT R 57
PP FIRHHREL T . TR OE ATtz 1 AR B
FZE HAEEAE 5y

[ERIE=INAE
s fiFFF

o BTENRERRITRNGIFER. iz

WL @MYL AR EHEEL G .

(4 SATH) VSIS T E fioF
Yt RefizzOloe . Rt DU B9 H 1)
FRRATAE i JFIG B R BOE T B 3 DL K
AP EANRAAT. PEIERSINTHIAL 5. AT
HfE, T oA NRATIE 657 T IS 5t
M5, H AR5 SR e 5B B R E e A, U59R
HfeR T ERME TR ROT ORI FFFE.
IR R MR EIEER S, TR, Bidhl
WEZIMS 5 NRMOTREE, MHEFEEN
5157 F T 37 A DR T, JFLAE R OG0 28 KU 5
SRAARRIHG . BRI, BEAMLRRT T2 5 E i Bt
SRR DGR FRAT A M PP A B H 25RO, H AT E
RO EEAE G it (BL TR AR “rii&f” ) o4 B 2 4

W1 5 IR 10 FEHI=AE GO BT AR, W LAE &
Ry KRR . (4 5A%E) HRvrsish
Bt T i LURUE B Dy H AR AT A A i
Em ARSI TIE S5 E U 5 T
RE, PR E. BINEES, IR G/ G-
L (EAE B TR B AR T S8 54 L
PR BE B NAE TR BT B B M) A3 5% ALY
M) th A RURE, BIHUE S S M B T
DA FAER G BT s 5 eI te &40, o7
b TERE H

ESHE L

MR (45285, BIHMEBH BT Z HAR



5 2K (B AE ot o B A 45 SR BT L B K )
ZAh, T B EGE N B AMEERAT, R
AR N R AT AT BT E . AT AR
T 37 O35 AR AT $5 5% 3 G o 855 9 B4 BRAT SR
i N SIS NFEEIRIT AT, IR AL
IFfat. (4 52%5) SINZHITE RH 2, K
Jivid FT ) 44 SR N R T8 AR B th A
BA A . ARAT (B RISE 5y B i b R S Atk e LAS) H AT 2
KA SRR NS &1 0 % He s S 46
SLUASEEL AN T I R AN 23 A2 5 I ELIR LI, 4R
AT TR ANAZ By it T 37 22 8] ) LK L3l R A 1 1% 5%
HEE . (4 525) KM 7 EANIEATH) “ 23Rt
EATHAMIEEAT” B, DAMESAMIRE LR
AR AL 55 25T 25 [ ARAT 1] e i . AT
W, BUAEERZ X4 SCRAA NI T E , 3
] AT 325 A 1) 2 A SN ] 325 S B AT 7T S B 22 2%
FE I NN SR T A N Bt IR

(4 FAE) W2 RITE K6 ZH s
BEAFCERATIR N T SEERER . (4 5 ) BORET
WL RAT BN LA AR OCHL 2 HE, RSPt
BB E W, SR NFEE RAT A7 &
SFCE BT RI T A IR, VISR B AT SRR
PEMSZFEE IR ERFRITET+AMITET” 1
IR, B IR RAT B S B AMTE AT 2T 1)
W WIS T IS BeAt, B AMTERATY

W oH Ak HIE: 86212208 6238
ko5 APk HTE: 86212208 6177
PrR B i Hif: 86212283 8320

K Bk HiE: 86212283 8271

AR A5 B B 5. A SCRIE A I S S 9 55 P AR A e B . BRI T 2
WA, BE T G5 77 Mk “www.junhe.com” BUE G HUE AR S “ B SEEHEVFIR /M(E 5 “ JUNHE_LegalUpdates”.

HBAF k-«
HEAF Ml -
HISAF bl -
HEAF Ml -

22 RN L HER S SE AR SRET AL B 1A
G FBE . SRR, IR SRS H A R
TR, EWPR AU BB AR S I A B R IE &
HEE LR .

JRE

AR, P MR ARG St — R OECE,
FRSIMEEH S SREGRETS. (4 520%) 1)
RATHE— R T T IR E 555 T 0 A IR B
AITRE. BeAh, 2021 4F 10 H, ESFH 52k
SE A BE ML % BT 2 5 08 15 N 051 95 T 3% Ak A
LTS FLRIEERLEUR 2 2025 A, R E L
HhSRAMERHE S SHTHG RS, BT (45
A RSN TS 55N figF ETF ZZ 541, 1E
W 2F 2022 4 5 A 27 HAIEFBIE R Z AT A SR,
iR T 1) 5 M52 ) e 455 -6 25 A0 1) ETF AN BB B
. ETF GYNEBCEIASS, PRI RS 5T v] 3K
SR E Y P (R 5 A8 By B BT I R SR AN ETF B4
WAL BENUESRAE 5 BT IETE Ry el . RMEEAH ¢
M 2% St IMEAE SR L, DU PRE L ETF 49 N FLEE
FEAH S T A B . R AR AR Oy NS T
TH] P 1) P 22 4

T b [ BEA N I AT I R BERAL, JF
R Fr s 5 RATHI R 0 iR BEFE

xieq@junhe.com
zhangchi_Austin@junhe.com

luodch@junhe.com
zhangl_Joyce@junhe.com




