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SI NGAPORE (S&P d obal Ratings) Feb. 16, 2017--China's dw ndling

f or ei gn- exchange reserves should only pose a financial threat if the country's
| eaders make policy errors in dealing with the trend, S& G obal Ratings said
today in a report titled, "China's $3 Trillion Question: WII Declining
Reserves Undermine Credit Support?".

"As long as China's | eaders do not overreact to falling foreign-exchange
reserves, we do not see the trend as posing a near-termrisk to the sovereign
ratings. The country's liquid external assets continue to outsize its tota
external debt by a confortable margin, and the current account remains in a
surplus position," said S& d obal Ratings' sovereign credit analyst Kim Eng
Tan.

China still holds nore foreign-exchange reserves than other country, and by a
large margin. But the level has fallen by nore than US$1 trillion in the past
two years, and recently slipped below US$3 trillion. This retracenent has

rai sed questions about the knock-on effect on interest rates, credit growh,
banks' bal ance sheets, and policy risk.

Anmong the issues on investors' minds is whether capital outflows will put

upward pressures on interest rates. In its article, S& d obal Ratings noted
that yields on Chinese bonds and interbank rates have been rising in the past
several nonths. Tightening liquidity could |lead to sone mark-to-market |osses
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on banks' treasury holdings, but funding stress will remain linited, the
report said.

"Interest rates have already gone up a |l ot since October, but in our view,
this is minly due to preenptive nmeasures by Chi nese policymakers to curb

i nterbank borrowi ng. Capital outflows are only a secondary factor because
there are significant funding and liquidity buffers in the banking sector that
can be | everaged to keep nobney costs steady," said S& d obal Ratings credit
anal yst Q ang Li ao.

S&P d obal Ratings recently affirned its ' AA-/A- 1+ sovereign credit rating on
Chi na, based on fiscal and nonetary policies ainmed at del everagi ng the
corporate sector and reducing financial risk. The credit rating of the country
remai ns on negative outl ook, however, in light of the gradually increasing

ri sk of an econom c hard | andi ng. Moreover, Chinese banks' historically anple
funding buffers are thinning as credit creation continues to outpace GDP

gr owt h.

Only a rating commttee may determne a rating action and this report does not
constitute a rating action.

The reports are available to subscribers of RatingsDirect at

www. gl obal credi tportal.comand at ww. spcapitaliqg.com I|f you are not a

Rati ngsDi rect subscriber, you may purchase copies of these reports by calling
(1) 212-438-7280 or sending an e-mail to research_request @pgl obal.com
Ratings informati on can al so be found on the S& d obal Ratings' public
website by using the Ratings search box located in the left colum at

www. st andar dandpoors.com Alternatively, call one of the foll owi ng S& d oba
Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow (7) 495-783-40009.
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