Abstract

With the continuous strengthening of China's economic strength and the significant
improvement of its international status, the demand for RMB internationalization in
domestic and international financial markets has gradually increased. If the
internationalization of the renminbi will play an important role in promoting the
development of the world economy, China is also making every effort to promote the
internationalization of the renminbi. At the moment when the renminbi is headed for
mainstream international currencies, some factors at home and abroad also affect the
internationalization of the renminbi. Produced a push or hindrance. Undoubtedly, if the
renminbi becomes an international currency, it will surely bring huge and far-reaching
influence to the domestic and international financial system. Although China's economic
development has achieved remarkable achievements in recent years, it has provided a
preliminary economic foundation for the internationalization of the renminbi. However,
there are still many obstacles and constraints on the road of RMB internationalization.
Facing such opportunities and challenges, in-depth study and thinking about the
internationalization of the RMB will play a planning and guiding role for its future
development.

In view of the internationalization of the RMB, it is a process involving the
combination of domestic and foreign politics, industry, science and technology,
economy and trade. Therefore, this paper first analyzes the progress of China's current
internationalization of the RMB, including the preconditions and positive significance
of the internationalization of the RMB, and analyzes the policy guidelines and
intentions of the Chinese government to promote the internationalization of the RMB.
Then, analyze and summarize the domestic and foreign obstacles encountered in the
process of RMB internationalization. At the same time, we may wish to learn from the
measures taken by other mainstream international currencies in the history, and finally
use this as an experience, combined with China's actual national conditions, to propose

constructive and targeted solutions and strategies.

[ Key words] RMB internationalization, International currency, Barrier, Strategy



CATALOG

1 INTRODUCTION

1.1 RESEARCH BACKGROUND AND SIGNIFICANCE *«+ +# «+ ++ s+ s+ s s snssssesnssesnsnesnsnesnesesnensenennenns 1
1.2 RESEARCH STATUS IN CHINA AND ABROAD «« -+ <+ <=+ ==+ =2 2= s s e ssssnssnssnssnsesaeeaesaesaenaeeaeenss 1
1.3 RESEARCH IDEAS AND STRUCTURE =+« ++ <=+ + =+ s s s e st ssassnssnssssaesaesaesaesaesaesaesaesaesaeenss 4
2 OVERVIEW OF RMB INTERNATIONALIZATION
2.1 PREREQUISITES FOR THE INTERNATIONALIZATION OF THE RIVIB * ++ =+« « + + s s s s s ssses s snee s 5
2.1.1 The RMB completed part of the international payment and settlement functions -« ««++++++- 5
2.1.2 Good international image and stable exchange rate 0f RMB ==« ==« «xxeeeersennnnnnnnnnnnnns 6
2.1.3 International FESEIVE fUMCLION =+ ++ s s e s s e s s s sttt ettt ettt e et a e 7
2.2 THE POSITIVE SIGNIFICANCE OF RIMIB INTERNATIONALIZATION ** * + = # %+ + + s s s s ssansssssnsssannnssannnsas 7
2.2.1 Positive Significance to domestic MArkets =« =« ==« ==« s xeeeennnnnnnennnnnnenns 7
2.2.2 positive significance to iNternational MArKEts =« ««+ =« «xxrsseessruemarniiia e, 8
2.3 CHINESE GOVERNMENTS’POLICY OF PROMOTING RMIB INTERNATIONALIZATION * = ##*++ssssssssnsssasnessns 9
2.3.1 ‘Belt and RoQ’ initiQtive ===+ =rrsrrarsassassassasassatsassasiasssssnsanssssansansansansanss 9
232 SHANGIQI Free Trade ZOone «+ ===« ««xtt s rsasstetttaas sttt 10
233 Shanghai-Hong Kong StoCk CONNECE «+ ===« xxxrssrrssmssssnsas et 11
2.4 THE STATUS OF RMIB INTERNATIONALIZATION = **#* s st sassassassasansansansansasssnsssassansansansans 12
3 OBSTACLES ENCOUNTERED IN THE PROCESS OF RMB
INTERNATIONALIZATION
3.1 THE DOMESTIC FINANCIAL ENVIRONMENT HINDERS THE INTERNATIONALIZATION OF THE RIVIB *+ == v v v xsueeessss 13

3.1.1 The per capita economic level is not enough to support the internationalization of the RMB

................................................................................................. 13
3.1.2 Insufficient level of development of China's financial market and institutions =««««+=+++++-- 14
3.1.3 Chinese interest rate and exchange rate formation mechanism has not yet achieved full
NQIKEtiZOEION »+**+* s e tesrsntnesseaasanteassatensansarsarsassasanserssrissississassansentansans 15

3.2 THE INTERNATIONAL FINANCIAL ENVIRONMENT HINDERS THE INTERNATIONALIZATION OF THE RMIB « + + ++ v v v+ 15
3.2.1 The international financial environment hinders the internationalization of the RMB -+ - - - - 15
3.2.2 The risk of large-scale capital in GG OUE ===+« «x+rrrrrsseeeeti e 16



4 LESSONS FROM THE EXPERIENCE OF
INTERNATIONALIZATION OF MAINSTREAM INTERNATIONAL
CURRENCIES

4.1 LESSONS FROM THE INTERNATIONALIZATION OF THE US DOLLAR *##+ e+ +esseessssssssussstsiusstsinnaes, 16
4.2 LESSONS FROM THE INTERNATIONALIZATION OF THE EURQ **## * *# %+ s s s sasssunsssusssutsssunsiitnannss 18
4.3 THE EXPERIENCE OF THE INTERNATIONALIZATION OF THE YEN * ¢+ +#x++ e s s e s sussssssssutsstasiinnannes 18

5 STRATEGIES TO PROMOTE AND IMPROVE THE
INTERNATIONALIZATION OF THE RMB

5.1 MAINTAIN LONG-TERM STABLE DEVELOPMENT OF THE DOMESTIC ECONOMY == ### s s s s sssssnnsssssssssannnss 19
5.2 STEADY IMPLEMENTATION OF FULL FREE CONVERTIBILITY UNDER CAPITAL PROJECTS = # + + + = s s+ s sssssssnnsrssss 20
5.3 REFORM THE EXCHANGE RATE FORMATION MECHANISM AND IMPROVE THE MACRO-CONTROL ABILITY =+ ===+ 21
5.4 CULTIVATE DEVELOPED FINANCIAL MARKETS AND IMPROVE FINANCIAL SUPERVISION SYSTEMS =+ === =« xxxsxxxxx= 22
5.5 EXPANDING THE INFLUENCE OF THE RENMINBI ON THE REGIONAL ECONOMY #*++ = s s s s sssssssnnnsssnnnnssss 24
O CONCLUSION “rrerrrarrraneraeianeas s ssaassanssatsratssansansannsann, 25
REFEREN C E crrrri s 17

ACKNOWLEGDE «:-ccvreerreemnttmmueamnaeateeaeeaeaneeaeeaieaneann 19



T2 K2 BB AR 1 3

Thoughts on the Internationalization of Chineses RMB

1 Introduction

1.1 Research background and significance

In 2008, the global financial crisis swept the world, and many developed
countries received serious losses. This huge economic crisis has also
affected China. However, in recent years, under the guidance of thousands
of talents and national policies, China' s politics, economic strength and
overall national strength have been continuously improved, and its economic
strength has reached a high level. In 2010, the total GDP replaced Japan
and became the world s second largest economy. In 2018, the total GDP
exceeded 90 trillion yuan, and the actual growth rate still maintained a
high growth level of 6.6%. ' Against the background of economic slowdown or
even retrogression in many developed countries, China’ s economic status
has become more prominent.

China is still a developing country with a large volume and the
internationalization of the renminbi. On the one hand, it can reduce the
loss of wealth caused by the use of foreign currency, and on the other hand,
it can better promote the development of China' s international finance and
trade. How to position the renminbi, how to take the road to
internationalization of the renminbi, obstacles encountered and solutions

to problems have important research implications.

1. 2 Research status in China and abroad

With regard to the positive impact of RMB internationalization on the
global financial market, many experts and scholars at home and abroad have
explained their ideals to the development of Chinese domestic and
international financial markets

Zhang Juan, Wang Shijie, Su Guogiang (2016) believed that in China’ s

" EEG R, 2019: (HE GDP AR 90 Jifs, Farb A REE M e R E L) CPESFET 503 1, PT.
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trade with other countries, the use of RMB settlements is based on the use
of third-country currency trade settlements between the two countries,
which henerally reduces exchange risk.'

Liu Lu (2019) believes that the internationalization of the renminbi
can reduce transaction costs and promote foreign trade, while the return
of the renminbi abroad is conducive to the expansion of China’ s foreign
trade. Finally, the internationalization of the renminbi will lead to the
development of international financial business, the gradual enrichment
of financial products, and the cross—border financial business of trade
services will bring new opportunities for foreign trade.’

Shan Hong, Sun Shugiang pointed out that the only way for China to avoid
falling into currency mismatch is to continue to promote the cross—border
use of the renminbi. The in—depth and rapid development of cross—border
renminbi use is not only conducive to promoting economic and trade ties
between China and other countries, but also an important step in the
internationalization of the renminbi. The increase in the degree of
internationalization of the renminbi will help to solve the problem of
currency mismatches that have plagued China in recent years.’

Zhu Jianhao, Chen Zhiang, Qiu Zhaoxiang (2009) found through empirical
analysis that the East Asian currency and the renminbi have shown a
relatively stable relationship. Although the US dollar is still the most
important nominal anchor, the position of the US dollar in East Asian
exchange rate stability is declining. The role of the renminbi in East Asian
exchange rate stability is rising, providing a guarantee for the stability
of East Asian financial markets."

Yan Xinpeng and You Yang Jingzi (2017) pointed out that due to the

Dok, FA, FRESR, 2016 (SEE T MEBOR AR MILRKS W ——F T VEC BRI STIES ) [T]
BRI (NSRBI R) 25 06 B, P61-68.
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depreciation of the US dollar, it caused a “double surplus” for some
capital projects and current projects in China. Due to the rapid influx
of foreign exchange funds, China has continuously increased its dollar
reserves. At the same time, the depreciation of the relevant assets
denominated in the US dollar will cause losses in China’ s economic costs.
The internationalization of the renminbi can expand its use in the
international arena, no longer limited to a single foreign exchange reserve
structure, but the loss of foreign exchange reserves is reduced, and the
role of optimizing structural adjustment is played.

Fan Ruyue (2017) believes that the internationalization of the renminbi
is conducive to weakening the hegemony of the dollar. As the currency of
the world, the United States uses the dollar to export liquidity to the
rest of the world. With the development of the internationalization of the
renminbi, it can weaken the hegemonic position of the US dollar and provide
another viable option for the diversification of risk-reducing asset
investments in other countries of the world, which is conducive to the
multi-polarization of the international financial order.*

Chey (2012) pointed out that once the renminbi is completed
internationally, it will bring huge political and economic benefits to
China, strengthen China’s financial strength and accelerate the deepening
of China’s financial market.’

McNally (2012) believes that the internationalization of the renminbi
can gradually strengthen China’ s financial strength and enhance financial
independence, providing China with a stage to exert global systemic
influence. "

Strauss—Kahn (2011) stated that the addition of RMB to the currency

CEBHEE T EDETG, 2018 (AT AR MERMEIIE ), CREZSH) H 09 #, P176-177.

LA, 2017 (AR ERREOT R IEZ G R 7)) (RHRZE) 5 36 i, P9-10.

* Hyoungkyu Chey, 2013, “Can the Renminbi Rise as a Global Currency” , [J]. {Asian Survey)
March/April 2013

' Christopher A. McNally, 2012, “Sino— capitalism: China s reemergence and the international

political economy” [J]. {World Politics) , 2012, 64 (04) :741- 776
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basket managed by the IMF will help to stabilize the global financial
system.1

Jenkins and Zelenbaba (2012) proposed that the internationalization
of the RMB not only helps to improve the current international financial
system, but also enhances and improves the stability and flexibility of

the international monetary system.’

Chinn (2014) believes that the future of the renminbi as an important
member of a multi-reserve monetary system will enhance the stability of
the international currency.’

1. 3 Research ideas and structure

In view of the internationalization of the renminbi, it is a process
involving the combination of domestic and foreign politics, industry,
science and technology, economy and trade. This paper is divided into six
chapters: The first chapter is the introduction, which mainly introduces
the research background and significance of this paper, the research ideas
and structure, and summarizes the research results of scholars at home and
abroad. The second chapter is an overview of the internationalization of
the RMB, analyzes the preconditions and positive significance of the
internationalization of the RMB, and enumerates several policies of the
Chinese government to promote the internationalization of the RMB. The
third chapter is the obstacles encountered in the internationalization of
the RMB. It will discuss the obstacles encountered in the process of RMB
internationalization from the domestic financial environment and the
foreign financial environment. The fourth chapter is the reference for the

internationalization of mainstream international currencies. It will

' Strauss— Kahn, 2011, “Strengthening the International Monetary System” [N]. Report for the Panel
Discussion on the International Monetary System Held at the IMF in Washington, 10 February 2011.
* Jenkins Paul, Zelenbaba John, 2012, “Internationalization of the renminbi: what it means for
the stability and flexibility of the international monetary system” [J]. {Oxford Review of Economic
Policy) , 2012, 28 (3) :512- 531.

’ Chinn Menzie D., 2014: “Emerging Market Economies and the Next Reserve Currencies” [J]. (Open

Economies Review) , 2014: 1- 20.
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discuss the historical process of the three mainstream international
currencies, the US dollar, the euro and the Japanese yen. The fifth chapter
is the strategy of promoting and improving the internationalization of the
RMB. Combined with the obstacles encountered in the internationalization
of the RMB and the historical reference of other international currencies,
the proposed strategy is suitable for China’ s national conditions. Chapter

6 will summarize.

2 Overview of RMB internationalization

2.1 Prerequisites for the internationalization of the RMB

2.1.1 The RMB completed part of the international payment and settlement
functions

One of the most important conditions for the renminbi to achieve
internationalization is to see whether it can perform the functions of
international payment. At the same time, the function of international
payment is also the main embodiment of the internationalization of a
country s economy, especially in foreign investment and international
trade. obvious. Since China’ s accession to the WTO in 2001, foreign trade
and trade surplus have continued to develop at a high speed, and the
opportunity to use the renminbi has become more widely used. In 2014, the
renminbi became the fifth largest payment currency in the world.

The RMB internationalization process was officially launched in 2009.
In 2010, the People’ s Bank of China issued a policy that the RMB can be
freely exchanged abroad. In 2011, RMB cross—border trade settlement was
promoted nationwide. In 2014, international metropolises such as Toronto,
London, and Paris established RMB clearing centers. In 2015, the RMB entered
the SDR basket currency, and its initial share ranked third. In 2016, Bank
of China New York Branch began to provide RMB business settlement, and the
offshore RMB center basically achieved a global coverage pattern.

A1l along, China’s economic development has continued to rise. Many
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international economists estimate that China may surpass the United States
in 2039 and become the world s largest economic entity. The function of
the RMB in international payment and settlement is international. The role
played in trade cannot be underestimated. China’ s good economic situation
has laid a solid foundation for the internationalization of the renminbi.

2.1.2 Good international image and stable exchange rate of RMB

Since China joined the WTO in 2001, the trade boom has brought about
a huge trade surplus, making China the country with the largest foreign
exchange reserves in 2001. It is estimated that in China' s foreign exchange
reserve structure, US dollar assets account for 65%, the yen is about 5%,
and the euro and pound are about 30%. According to data released by the
State Administration of Foreign Exchange, by the end of February 2019,
China’ s foreign exchange reserves were $3,090. 2 billion. Under the premise
that China has sufficient foreign exchange reserves, the potential risks
of RMB internationalization have been reduced, China’s international
liquidity has been improved, and the good international image of the RMB
has been safeguarded, which provides security for the process of RMB
internationalization.

The internationalization of the renminbi also requires a stable
international exchange rate as a support. In 2018, the performance of the
RMB exchange rate has stabilized. The reason is that the central
government’ s judgment on the economic situation and the financial
management’ s strength on the RMB exchange rate have been further effective.
On the other hand, the directional RRR cut policy has already landed, which
is conducive to guiding the market’ s expectations of the RMB exchange rate
trend. China adheres to the implementation of a prudent and neutral monetary
policy and plays a good role in regulating the macro—prudential policy,
making the RMB exchange rate basically reasonable and stable. On the other
hand, the RMB exchange rate can improve the confidence of the domestic and

foreign markets in the RMB, and it also has a profound impact on the
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internationalization of the RMB.

2.1.3 International reserve function

There are three factors in the attractiveness of the renminbi as an
international reserve currency.

First, the diversified needs of foreign exchange reserves of various
countries. At present, the main official foreign exchange reserves of many
countries are the US dollar, but more and more countries realize that
increasing the holding of non-US dollar reserve currency can not only
increase the diversity of reserve assets but also reduce the risk of reserve
assets. The RMB is the emerging currency of the international market.
Naturally favored.

Second, the gradual opening of China’s capital projects has improved
the usability of the renminbi to some extent. In the past few years, China
has opened up most of the transactions and currency convertibility of the
risk—control under the capital account. In 2015, the RMB joined the SDR
basket currency system, which can also be regarded as the International
Monetary Fund’ s Acceptability of usability.

Third, cooperation between central banks of various countries has
promoted the internationalization of the renminbi. In recent years, the
People’ s Bank of China has actively carried out in—depth cooperation with
the central banks of other countries and signed agreements on bilateral
exchanges of RMB, which has further enhanced the international reserve

function of the RMB.
2.2 The positive significance of RMB internationalization

2.2.1 Positive significance to domestic markets

First, further promote the expansion and development of foreign trade:
If the internationalization of the renminbi is realized, China can use the
renminbi to denomination and settlement when conducting trade exchanges

with other countries, thereby reducing the cost of transactions and
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reducing the risk of foreign exchange. Second, it has adjusted China’s
foreign exchange reserve structure and reduced the risk of currency
mismatch: the rapid development of cross—border RMB use is not only
conducive to promoting economic and trade relations between China and other
countries, but also an important step in the internationalization of the
RMB. The increase in the degree of internationalization of the renminbi
will help solve the problem of currency mismatches that have plagued China
in recent years. Third, it is conducive to the deepening of China’s
financial market and the independence of China’ s financial system: Orastean
(2013) believes that the main benefits of RMB internationalization include
that Chinese banks can use the RMB for international transactions and enter
the international financial market, which will help to achieve China’s
financial powers target; China’ s financial market will become deeper and
more independent. '

2.2.2 Positive significance to international markets

First, it is conducive to rebuilding a more equitable and diversified
international financial system: the Bretton Woods system establishes the
international hegemony of the US dollar, and many countries also have to
hold too many dollars to maintain reserve stability. The
internationalization of the renminbi will provide the world with another
reserve currency option, which will help to establish a more equitable
international financial system and reduce the dependence of emerging market
countries on the US dollar in international trade and capital flows. Along
with the development of the internationalization of the renminbi, the
risk-taking asset investment of other countries in the world will be more
diversified, which 1is conducive to the multi-polarization of the
international financial order.

Secondly, it can promote the stable development of the Asian regional

' Orastean, R.: Chinese Currency Internationalization Present and Expectations [J]. Procedia

Economics and Finance, 2013, 6: 683— 687
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economy: After the financial crisis in 2008, the exchange rate and monetary
policy of more and more Asian developing countries are highly correlated
with China’ s monetary policy. The acceleration of the internationalization
of the renminbi will first promote the economy of neighboring countries.
Continued growth, promote regional financial development and hopefully
continue to expand the affected areas. Zhu Jianhao and Chen Zhiang (2009)
concluded through empirical analysis that the RMB has a relatively stable
correlation with the current East Asian mainstream currency, the Japanese
yen. Although the US dollar is still the current anchor currency, the US
dollar and the East Asian currency are compared with the past. The
correlation of the exchange rate is decreasing, and the renminbi has a
tendency to come later. It can be said that the renminbi has an irreplaceable

position for the East Asian financial market.'
2.3 Chinese governments’ policy of promoting RMB

internationalization
2.3.1 ‘Belt and Road’ initiative

On March 28th, 2015, the “Vision and Action of Promoting the
Construction of the Silk Road Economic Belt and the 21st Century Maritime
Silk Road” was proposed by the Chinese government at the Boao Forum for
Asia. The “Belt and Road” has become China and neighboring countries.
A major strategy for economic development. The project covers more than
60 countries and regions, and the “One Belt, One Road” will build the
world s longest and most promising economic corridor, covering 4.4 billion
people, with a GDP of 21 trillion US dollars.’

The “five links” goal of the “Belt and Road” initiative is to promote
economic and trade cooperation between China and countries along the route,

and at the same time further promote the regionalization and

VYRR, M. BB, FIREAL 20120 NEGTEBRLAREE AR X384 RS RARHERE Y (L UFI A
SHY 523 H, P45-51.
PR ESCEE, 2017 (B BUCT AR EFRMEREIET ) (EFFER) 512 1, P83-90.
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internationalization of the renminbi. (1) In terms of policy communication,
China has continuously strengthened policy exchanges with countries along
the route. On the one hand, it has established a regional economic network
and strengthened the settlement function of the RMB. On the other hand,
it can provide safe investment cooperation, sign currency swap agreements,
etc., and consolidate its foreign exchange reserve functions. (2) In terms
of facility connectivity, infrastructure such as roads built by countries
along the route in China can not only strengthen the degree of integration
of countries in the Belt and Road region, but also benefit Chinese
enterprises and funds to invest in the region. At the same time, most of
the road construction infrastructure materials are settled in RMB, which
will promote the internationalization of the RMB. (3) In terms of trade
patency, reducing the other three—party currencies such as the US dollar
in the region can greatly reduce the exchange costs. In this sense, the
“Belt and Road” has stimulated the more active holding and use of
countries along the trade. The renminbi trade has greatly promoted the
internationalization of the renminbi. (4) In terms of financial finance,
China’ s financial development level is at the leading level among the
countries along the route. China’s strong financial strength is also
conducive to the circulation of RMB funds in the region. Therefore, the
“One Belt, One Road” investment and financing activities use more RMB,
Help promote the regionalization and even internationalization of the
renminbi. (5) In terms of people’ s hearts and minds, tourism in the region
can be better developed. With the cultural integration, the channels and
scope of ordinary people’ s use of the renminbi will also increase. The use
of the renminbi in a larger region is an international belt. Come to the
opportunity.

2. 3.2 Shanghai Free Trade Zone

On September 29, 2013, the Shanghai Pilot Free Trade Zone was launched.

The reforms included promoting sub—account management, relaxing freedom

10
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of foreign exchange, and promoting cross—border use of the renminbi.
Specifically, it mainly involves the following four aspects: (1) taking
the lead in implementing convertible under the RMB capital account: in the
case of approval by financial institutions, enterprises in the free trade
zone can open special free trade accounts, through which these enterprises
can Freely convertible RMB, which on the one hand reduces the cost of
corporate finance, and on the other hand further enriches the function of
free trade accounts. (2) Promoting cross—border use of RMB: Cross—border
parent companies and enterprise subsidiaries established in the Free Trade
Zone are allowed to issue domestic RMB bonds after approval and approval,
so as to raise domestic and foreign funds. Expanding the channels for
overseas RMB investment repatriation and launching RMB wealth management
products for the international market will make the two—way circulation
of RMB funds both domestically and internationally more convenient and safe.
(3) Improve the openness of the financial industry, especially the service
sector: For foreign capital, we must learn from and develop international
high standard rules. For domestic capital, support some private capital
to enter the financial services industry, and allow some eligible private
capital to establish financial services institutions in accordance with
the law. (4) Accelerate the construction of international financial market:
relying on the advantages of financial system innovation and open free trade
pilot zone, give full play to the overall coordination role of the People’s
Bank of China, and accelerate the establishment of a high—standard
international financial market platform, so that overseas investors have
more Channels can participate in domestic financial markets and better play
the role of financial markets in the allocation of financial resources at
home and abroad.

2. 3. 3 Shanghai-Hong Kong Stock Connect

In April 2014, the China Securities Regulatory Commission and the Hong

Kong Securities Regulatory Commission jointly launched a joint pilot of

11
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the Shanghai-Hong Kong Stock Connect trading system with the Shanghai Stock
Exchange and the Hong Kong Stock Exchange, marking that mainland and Hong
Kong and Macau investors can simultaneously trade A—shares and Hong Kong
stocks through exchanges

Shanghai-Hong Kong Stock Connect can not only enable overseas investors
to participate in domestic capital market transactions, but also increase
the source of funds and the diversity of investment entities in the domestic
market. The capital structure and liquidity of the mainland can be improved
by establishing a two—way circulation between capital markets in China and
Hong Kong. In addition, Shanghai-Hong Kong Stock Connect is not only an
institutional change in the stock market, but also an attempt to promote
capital account convertibility and RMB internationalization. According to
the past experience of countries, the risk of capital account
convertibility is very high. If it is not well grasped, it may bring a
serious economic crisis to this country or region. As a new attempt to
convert capital projects, Shanghai—-Hong Kong Stock Connect has provided
investors in both places with a new channel to allow funds to flow freely
within the controllable risks. The Hong Kong Stock Exchange is also an
important measure for the internationalization of the RMB, providing a
window for the increase in the scope of cross—border investment in the RMB.
In short, Shanghai-Hong Kong Stock Connect is conducive to encouraging more
market entities to use and own RMB, and promote the internationalization

of the RMB from the perspective of asset preservation and appreciation.

2.4 The status of RMB internationalization

According to the data in the 72018 RMB Internationalization Report”
issued by the People’ s Bank of China, the internationalization of the RMB
has developed steadily, and the function as a payment currency has gradually
increased. As a function of investment currency, the function as a reserve

currency has gradually emerged. As a breakthrough in the function of the

12



T2 K2 BB AR 1 3

currency of valuation, the renminbi continues to maintain a stable position
in the global monetary system.

In 2017, the internationalization of RMB has the following
characteristics: First, the scale of RMB cross—border settlement under the
service trade has continued to rise; Second, driven by securities
investment, the scale of RMB as a cross—border settlement currency under
the capital account has been The third is the drafting of overseas entities
in the name of domestic financial market participation, especially the
launch of bond trading, which further promotes the two-way opening of
financial markets in China; the fourth is the introduction of RMB crude
oil futures, and the renminbi pricing function of bulk commodities

breakthrough.
3 Obstacles encountered in the process of RMB

internationalization

3.1 The domestic financial environment hinders the

internationalization of the RMB

3.1.1 The per capita economic level is not enough to support the
internationalization of the RMB

The economic strength and scale of a country is a prerequisite for the
country’ s currency to become an international currency. In general, our
country has a solid economic foundation. But in fact, the per capita GDP
in 2017 was only 8583 US dollars, ranking 74th. Therefore, it is not
difficult to find that despite the rapid economic development in recent
years in China, the per capita GDP is still low, which has caused great

obstacles to the internationalization of the RMB.

13
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3. 1.2 Insufficient level of development of China’s financial market and
institutions

In order to meet the basic requirements of internationalization such
as basic value preservation, value—added and liquidation convenience, it
is necessary to establish a modern financial market systemwith large scale,
sufficient liquidity and safety. However, at present, the development level
of China’ s financial market cannot meet such requirements.

First of all, China’s financial market is still closed compared with
developed countries. In the traditional sense, international currency
exchange usually requires no excessive regulation of policies, which means
that a more open financial market is needed to attract foreigners at a lower
cost. Some people invest, use and freely enter and exit the market. For
example, in the internationalization of the pound, the dollar and the yen,
the three international financial centers in London, New York and Tokyo
have greatly promoted their internationalization. China’s offshore
renminbi market is currently in a small number, mainly concentrated in Hong
Kong, Shanghai and Singapore. This will make it difficult for foreign
investors to obtain, use or hold RMB conveniently. The lack of an open
financial market will increase the risk of RMB overseas circulation, which
hinders the further internationalization of the RMB to a certain extent.

Second, the marketization of China’ s exchange rate and interest rates
is insufficient. From the perspective of traditional economics,
market—based interest rates can reflect the current supply demand situation
in the capital markets. Borrowers and lenders of monetary capital can follow
the objective laws of market operation according to changes in market
interest rates. At the same time, market-based interest rates can reflect
the state of the market economy, enabling the government to make correct
and effective macro—control decisions. At present, China s market—based
reform of interest rates and exchange rates is still not deep enough, and

there is still a long way to go in full marketization.
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3. 1.3 China’ s interest rate and exchange rate formation mechanism has not
yet achieved full marketization

In order to become a world currency, in addition to taking some
necessary measures, the most important thing is the role played by the
market. The free choice of the market is a key element in the
internationalization of a country s currency. From the perspective of
economics, the exchange rate and interest rate of a country’s currency can
reflect the supply and demand situation of the money market. It is not
difficult to find out from the internationalization process of the US dollar
and the euro that the relatively free and floating exchange rate system
is the key to its internationalization. In terms of interest rate
marketization reform, although China has made some achievements in reform,
due to the high correlation between interest rates and the entire national
economy, China has not fully liberalized the exchange rate because of its
cautious attitude and considering a large number of domestic factors. Form

a mechanism.
3.2 The international financial environment hinders the

internationalization of the RMB

3.2.1 The international financial environment hinders the
internationalization of the RMB

In the case of the renminbi trying to become an international currency,
the existing mainstream international currency will inevitably be
obstructed, and the current international monetary system is still the
"world dollar standard.” The US dollar is second to none in terms of
influence or extensiveness in the international monetary system. The US
dollar is currently the most important means of value storage. It is also
the main trading currency of the money market. The extensive use of the
US dollar by many countries is also strengthening the currency status of
the US dollar. The United States relies on its strong economic power to

squeeze and even use unfair competition to prevent other currencies from
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entering the international money market. Since the reform of China s
exchange rate, the value of the renminbi has continued to overestimate and
the exchange rate of the renminbi against the US dollar has been forced
to appreciate.

3.2.2 The risk of large—scale capital in and out

For countries with currency internationalization, capital account
convertibility 1is necessary, and currency internationalization is a
process of increasing the circulation of foreign currencies. At the same
time, when foreign currencies reach a certain size, the speculative
capabilities of these overseas currencies will also increase. The frequent
influx of speculative capital will pose risks to China’ s economic stability.
Especially after the elimination of currency control barriers, risks such
as the international financial crisis and inflation may be transmitted to
China through currency exchange. Generally speaking, the risks brought by
large—scale capital inflows are as follows: (1) balance of payments risk;
(2) capital flow pressure causes significant deviation of RMB exchange rate;
(3) negative pressure on Chinese market interest rate Impact; (4) risk of
market price fluctuations; (5) large-scale capital flows may lead to
financial market risks and even financial crises. The emergence of these
risks, when accumulated to a certain extent, may trigger a large fluctuation
in the RMB exchange rate, triggering a large number of selling and financial

panic, and even lead to the collapse of the internationalization of the

RMB.

4 Lessons from the experience of internationalization of
mainstream international currencies

4.1 Lessons from the internationalization of the US dollar

The United States made a war money in the Second World War, and its

political, military, and economic strength stood out among the deeply
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affected Western countries. Established in 1944 by the US—1led Bretton Woods
system, the connotation of the system is the basis of gold as a monetary
value, linked to the dollar. At that time, the US gold reserves accounted
for about 59% of the world. The United States replaced the original
international currency status of the pound with its strong economic
strength. In fact, as Japan and Western Europe rely on the US Marshall Plan
and other economic aid to achieve economic recovery and growth, central
banks in these countries still hold more dollars to maintain good relations
with the United States, and do not actively convert dollars into gold. The
United States has proposed the Martial Plan to try to influence the economy
and politics of other countries through international loans and US dollar
aid, thereby increasing the international influence of the US dollar.
The ”Jamaica Accord” was promulgated in 1976, replacing the “Breton
Forest System” system linked to the dollar and gold, which also marks the
establishment of a modern floating exchange rate system. The
characteristics can be summarized as follows: (1) Gold is no longer the
basis of currency parity in the original system, nor is it used for
intergovernmental international liquidation; (2) diversified reserve
currency choice, other currencies such as euro, yen, etc. Same as the
international reserve currency. (3) Diversification of the exchange rate
system, countries can adopt different exchange rate policies and systems
according to national conditions and economic conditions, such as
adjustable hooks, restricted floating, flexible floating and independent
floating. The Jamaican system essentially replaces gold with dollars, and
no longer appears as a representative of gold. The dollar directly becomes
the representative of world wealth. In the Jamaican system, on the surface,
the dollar is no longer able to maintain a fixed official price with gold,
and the status of the dollar is relatively low. In fact, the monetary rights

of the dollar have not only not decreased, but have also increased greatly.
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4.2 Lessons from the internationalization of the euro

The Delore report of April 1989 describes the meaning of the European
Economic and Monetary Union institutions. In December 1995, the EU summit
was held in Madrid, Spain. After consultations, the member states decided
to use euro (euro) to name the unified currency. In order to introduce it
into three steps: First, the FEuropean Central Bank formulates and
implements a single monetary policy within the Eurozone, and calculates
the exchange rate of the country s original currency to the Euro. In the
second step, the issued euro banknotes and coins gradually replaced the
original currency of the member countries for circulation. In the third
step, the original currencies of the countries are completely delisted and
they are no longer recognized as legal status. The euro eventually
completely replaced the original currency of the member states and became
a true ordinary and single European currency.

In 2001, the Nasdaq stock bubble burst and the US economy began to fall
into recession. In order to stimulate economic growth, the Fed has lowered
the federal funds rate for a long time, and interest rate cuts have pushed
the dollar to depreciate and drove the euro to appreciate. The euro’ s rise
continued until 1.58 in 2008, with an appreciation of about 86%. The value
of the euro was recognized in the foreign exchange market, establishing

the euro’ s second-largest international currency status.

4.3 The experience of the internationalization of the yen

The first step in the internationalization of the yen is the issuance
of yen bonds. In the 1970s, the market share of these bonds was still small,
but in the next decade, Japan actively sold financial products such as
treasury bonds and bonds, while maintaining a high economic growth rate
in the country. Before and after 1985, the Japanese stock market became
The second largest stock market in the world. The economic boom has also

contributed to the continued strength of the yen, and some international
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investors have also begun to invest in yen or Japanese assets to diversify
investment risks.

The second step in the internationalization of the yen is to promote
the function of foreign exchange reserves. In 1976, the Nigerian government
began to include the yen in its foreign exchange reserve structure, reducing
the use of the unstable trend of the pound as a foreign exchange reserve.
Asia-Pacific countries that often trade and trade with Japan, such as
Malaysia, Singapore and Australia, gradually accept the use of the yen as
a reserve asset. By the mid-1980s, the yen’ s share of national currency
reserves more than doubled from a decade ago, making it the third largest
reserve currency in the world.

The third trend of the yen’ s internationalization is that the function
of the yen as a currency denomination unit and the function of payment means
are constantly improving. In some transactions previously denominated in
US dollars, some transactions began to be denominated in Japanese yen. At
the beginning of 1980, only 20% of Japanese trade exports were denominated
in Japanese yen, but around 1985, more than 40% were denominated in Japanese

yen.
5 Strategies to promote and improve the

internationalization of the RMB

5.1 Maintain long-term stable development of the domestic

economy

In the past five years, the continued growth of the trade share has
made the renminbi widely recognized in the market, and the RMB
Internationalization Index (RII) has maintained a strong growth momentum.
However, the RII growth brought by financial transactions 1is less
sustainable and has certain risks. In the long run, only the long—term

stable growth of the Chinese economy can essentially support the
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internationalization of the RMB. In the context of global trade integration,
the demand for “Made in China” and “Created in China” in the
international market continues to increase. We can use the convenience of
“One Belt, One Road” to use the RMB for pricing and settlement in the
trade field. In order to improve the use of direct investment and trade
finance in the international financial system, in particular, it 1is
necessary to develop financial products such as loans and bonds closely
related to the real economy, and rely on the manufacturing industry as a
support to promote the steady development of the internationalization of

the RMB.
5.2 Steady implementation of full free convertibility under
capital projects

The definition of currency freely convertible is that money can be
freely converted into another currency according to the exchange rate,
including the convertibility under the current account and the
convertibility under the capital account. Current account convertibility
includes trade income and expenses, service income and expenses, and
unilateral transfers. Capital account convertibility refers to the freely
convertible under capital and financial transactions.

China has accumulated years of experience in the free exchange of RMB
current accounts, but we must realize that the free exchange of RMB
including capital projects is a complex system that must be steadily
advanced. Countries have adopted different strategic approaches in terms
of eliminating capital controls and realizing convertibility of capital
projects, depending on national conditions, and most of them have adopted
gradual and prudent measures. From the experience of other international
currencies: first is open long—term capital, then open short—term capital;
in the long—term capital, first open direct investment, and then issue

securities investment; in 1996, China realized the free exchange of current
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accounts . Now, China generally promotes freely convertible capital
projects in accordance with the above steps. General international
experience shows that this process takes about 20 years from the current
account to the free convertibility of capital projects. China has also tried
to freely convert capital projects in the Shanghai Pilot Free Trade Zone
and has accumulated valuable experience. We can use this as a reference:
(1) Implement an open and sound strategic approach and adhere to the
“introduction, go out” coordinated development. “Introduction” refers to
encouraging foreign companies to invest directly, allowing foreign
investors to participate in the development of China' s enterprises in the
form of equity investment, and to provide funds for China’s economic
development. “Going out” 1is to encourage qualified and capable domestic
enterprises to profit from international resources to invest abroad and
gain international comparative advantages, which in turn promotes the
progress and innovation of domestic related industries. (2) Gradually relax
foreign exchange controls to achieve the freedom of funds of institutions
and enterprises, and gradually relax the restrictions on Chinese
institutions to list and issue securities overseas under the premise of
the rules. (3) Strengthen supervision of cross—border capital flows to
prevent large—scale capital flight. China is currently in a transitional
stage, and there is still a certain gap between the level of economic
development and developed countries. The excessive or early opening of the
capital account may have a certain negative impact on the

internationalization of the RMB.
5. 3 Reform the exchange rate formation mechanism and improve the

macro—control ability

After the reform and opening up, China has actively carried out market
economic reforms. However, from the current development of domestic and

international financial situation, China has not laid a good foundation
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for the internationalization of the RMB from the aspect of macroeconomic
regulation and control. The reason for this is that due to the renminbi’s
internationalization process, China' s central bank sometimes cannot
effectively supervise and control the part of the renminbi that flows to
overseas financial markets, which has affected the government’s
macro—control capabilities to a certain extent.

The three exchange rate reforms in 1994, 2005 and 2015 played an
important role in the reform of the RMB exchange rate formation mechanism.
The exchange rate reform effectively promoted the opening up of the Chinese
economy, effectively promoted the internal and external balance of economic
growth and macroeconomics, resisted the impact of the external financial
crisis, and accelerated the process of internationalization of the RMB.

Therefore, we must continue to promote the RMB interest rate and
exchange rate marketization reform, improve the interest rate pricing
mechanism, form short—termmarket interest rates based on interbank lending
rates, and medium— and long—term market interest rates based on medium and
long—term market interest rates, so that market—oriented decision—making
interest rates can be In the floating exchange rate system, according to
economic development and financial situation, the flexibility of the
two—way floating exchange rate of the RMB will be enhanced. The ultimate
goal is that the central bank will basically no longer conduct normal
foreign exchange intervention, and only need to maintain a balanced and

reasonable RMB exchange rate under special circumstances.
5.4 Cultivate developed financial markets and improve financial

supervision systems

First of all, China’s financial system reform has made great
achievements in many aspects, but there are still many problems. It can
be solved from the following aspects: (1) Deeply carry out financial system

innovation and reform, first consolidate current financial achievements,

22



T P60 28 K2 Il AR A8 3L

and learn from the experience of financial system reform in developed
countries and regions, so as to effectively improve the competitiveness
of Chinese financial institutions. (2) Pay more attention to the fairness
of financial resources, solve the inequality of regional net financing
elements, and make the financing structure more balanced. (3) The
internationalization of the RMB requires an open and stable financial
market closely related to the international financial market. China needs
to build a more open and developed financial market and develop some open,
mature and stable regional financial center cities such as Beijing, Hong
Kong and Shanghai. Constantly enhance its financial market functions and
internationalization functions, so that these domestic financial centers
grow and become international financial centers. (4) Enrich financial
products, establish a more mature, open and fair currency and capital market,
and encourage innovation in financial market hedging instruments, so as
to provide investors with better financial services and increase the
attractiveness of RMB investment.

The second is to promote the innovative development of financial
markets and strengthen financial supervision. (1) China should strengthen
the improvement of the financial supervision legal system so that a legally
binding high-standard financial supervision system can be established. (2)
Innovate the concept of financial supervision and clarify the content of
financial supervision. (3) Strengthen the construction of the supervision
information system, strengthen the self-regulatory mechanism of financial
institutions from the inside, combine the developed network information
system, promote the sharing and transmission of regulatory information,
and improve the transparency of the financial supervision information
system. (4) Establish a balanced foreign exchange regulatory concept,
strengthen supervision of cross—border capital flows, and prevent the

impact of large—scale capital flows on the internationalization of the RMB.

23



T2 K2 BB AR 1 3

For the scale of cross—border capital flows, it is necessary to conduct

monitoring and statistics in a timely, effective and accurate manner.
5.5 Expanding the influence of the renminbi on the regional

economy

Expanding the impact of the renminbi on the regional economy,
especially the Asian economy, is the core content of the overall
internationalization of the renminbi. The main goal is to gradually promote
monetary cooperation in the Asian region and take advantage of the strategic
advantages of APEC and the “Belt and Road” to achieve Asianization.

The promotion of RMB Asianization can be roughly divided into four
stages: (1) Expanding the use of RMB in regional trade. Currently, more
than 20 countries and regions pay and settle through RMB, especially in
the field of border trade. China needs to strengthen exchanges with
high—level governments in neighboring countries, further promote the
signing of RMB currency cooperation agreements and currency swap agreements
with some neighboring countries and major trading partners, and incorporate
the release and return of RMB into the banking system. Weaken the power
of the underground economy, promote the standard use of the renminbi, and
avoid the risk of capital entering and exiting large—scale renminbi exiting.
(2) Carry out RMB loan business and encourage RMB overseas direct investment.
It is necessary to negotiate with neighboring governments to allow Chinese
companies to use the renminbi for overseas direct investment. This means
that in addition to the establishment of a RMB settlement center, we should
also start pilot projects for capital projects in neighboring countries.
(3) Expanding the investment function of the RMB. For investors, only the
general international loan investment channels are far from enough. There
must be diversified RMB general financial instruments and derivative
financial instruments to avoid exchange rate risks or speculative purposes.

It is especially important to establish a regional financial market with
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RMB as the main body. It is necessary to further strengthen the
convertibility under the capital account and gradually expand the scope
of the pilot and capital projects. (4) Make the RMB one of the main reserve
assets of neighboring countries. Most of the neighboring countries closely
related to China’ s trade are developing countries. Foreign exchange
reserves are not high and single, and they are highly vulnerable to the
impact of currency fluctuations such as the US dollar and the euro on the
national economy. At present, the RMB exchange rate is strong, the value
of the currency is stable, and the appreciation of the RMB is expected.
After expanding the currency functions such as settlement and investment,
it has the potential to become the international reserve currency of these
countries.

In general, in the maintenance and development of existing trade
cooperation, it 1is necessary to deepen the financial cooperation and
exchanges with these countries, strive to develop the RMB Asian bond market,
and establish a credible Asian monetary system, which is the RMB as its
main currency. . This stage can increase the weight of the renminbi in the
Asian monetary system. It is a more important responsibility in the Asian
financial system. It becomes a nominal anchor currency that enables the

renminbi to be Asianized smoothly and fully internationalized.

6 Conclusion

Expanding the impact of the renminbi on the regional economy,
especially the Asian economy, 1is the core content of the overall
internationalization of the renminbi. The main goal is to gradually promote
monetary cooperation in the Asian region and take advantage of the strategic
advantages of APEC And the “Belt and Road” to achieve Asianization.

The promotion of RMB Asianization can be roughly divided into four
stages: (1) Expanding the use of RMB in regional trade. Currently, more

than 20 countries and regions pay and settle through RMB, especially in
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the field of border trade. Strengthen exchanges with high—level governments
in neighboring countries, further promote the signing of RMB currency
cooperation agreements and currency swap agreements with some neighboring
countries and major trading partners, and incorporate the release and
return of RMB into the banking system. Weaken the power of The underground
economy, promote the standard use of the renminbi, and avoid the risk of
capital entering and exiting large—scale renminbi exiting. (2) Carry out
RMB loan business and encourage RMB overseas direct investment. It is
necessary to negotiate with neighboring governments To allow Chinese
companies to use the renminbi for overseas direct investment. This means
that in addition to the establishment of a RMB sett For investors, only
the general international loan investment channels are far from enough.
There must be diversified RMB general financial instruments lement center,
we should also start pilot projects for capital projects in neighboring
countries. (3) Expanding the investment function of the RMB. It is
especially important to establish a regional financial market with RMB as
the main body. It is necessary to further strengthen the convertibility
under the capital account and gradually expand the scope of the pilot And
the capital projects. (4) Make the RMB one of the main reserve assets of
neighboring countries. Most of the neighboring countries closely related
to China’ s trade are developing countries. Foreign exchange reserves are
not high and single, and they are highly vulnerable to the Impact of currency
fluctuations such as the US dollar and the euro on the national economy.
At present, the R MB exchange rate is strong, the value of the currency
is stable, and the appreciation of the RMB is expected. After expanding
the currency functions such as settlement and investment, it has the
potential to become the international reserve currency of these countries.

In general, in the maintenance and development of existing trade
cooperation, it 1s necessary to deepen the financial cooperation and

exchanges with these countries, strive to develop the RMB Asian bond market,
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and establish a credible Asian monetary system, which is the RMB as its
It is a nominal anchor currency that enables the renminbi to be Asianized
smooth and fully internationalized. It is a nominal anchor currency that

enables the renminbi to be Asianized smooth and fully internationalized.
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