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RMB-Denominated Trade Settlements
Increased Sharply in 2022

—Current Status of RMB Internationalization—

Record High Cross-
Border Payments
Denominated in RMB

he People’s Bank of China (PBOC)
released its China Monetary Poli-
cy Report Q4 2022 on February 24,
2023. The report provides the latest evi-
dence that RMB’s internationalization is
progressing, with cross-border RMB set-
tlements increasing to RMB42.1 trillion in
2022, the highest level since China lifted its
ban on RMB trade settlements in July 2009
(Table 1). In addition, RMB-denominated
settlements accounted for 49% of China’s
total annual cross-border settlements de-
nominated in both RMB and foreign cur-
rencies, the highest ratio on record.
RMB-denominated settlements un-
der China’s current account, which in-
cludes settlements for trade in goods and
services as well as income and current
transfers increased 32.0% year-on-year in
2022 to a record high of RMB10.5 trillion.
Cross-border settlements under the capi-
tal account, which includes direct invest-
ments, securities investments, and other
investments, also reached a new high in
2022, totaling RMB31.6 trillion, although
a detailed breakdown was not available

Table 1: RMB-Denominated Cross-Border Settlement Amounts

unit: RMB trillion

T e e

197 284 366 421

Total for RMB settlements — 121 15.9

(Year-on-year growth rate) -

(Share of total cross-border settlements) | 23.
Current account transactions 66 72 52 44 51 60 68 80 105

(Year-on-year growth rate)

Goods 64 41 33 37 42 48 58 79
Services 06 08 10 09 11
07 08 1.1 2.6
Income & current transfers 05 07 08 10 10
Capital account transactions 10.8 136 216 287 316

pe—— uwmmmmmmm
(Share of all capital account transactions) - 47.9% | 56.8% | 66.0% 96.5% --

6%

Direct investments 1.0 25 16 27 5.8 —
Securities investments — 03 02 19 64 95 165 212 —
Other investments — — — 13 1.7 13 13 1.6 —

Notes: 1. Growth rates and percentages are as reported in the PBOC statistics or calculated by the author if not includ-
ed in PBOC statistics.
2. RMB share of all capital transactions is calculated by the author.
3. RMB share of current account settlements in 2014-2016 is for trade in goods only.
4. Securities investments in 2015 and 2016 refer to Stock Connect transactions only.
Source: Nomura Institute of Capital Markets Research, based on the PBOC's annual “RMB Internationalization Report”
and its China Monetary Policy Report Q4 2022
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at the time of this writing. This article dis-
cusses the progress of RMB international-
ization in 2022, based on information ob-
tained from published materials available
as of May 2023.

Trends in RMB-
Denominated Trade
Settlements in 2022

RMB-denominated settlements account-
ing for larger share of China’s trade

As noted above, China lifted its ban

on RMB-denominated trade settlements in
July 2009. After totaling RMB3.58 billion in
2019, RMB-denominated trade settlements
rose steadily to an initial peak of RMB7.23
trillion in 2015, when the RMB was first
included in the basket of currencies that
determines the value of the International
Monetary Fund’s (IMF) Special Drawing
Rights (SDRs). RMB-denominated settle-
ments accounted for 25.0% of China’s total
trade in 2015.

Fast-forwarding to 2022, RMB-de-
nominated trade settlements on a quar-
terly basis totaled RMB2.07 trillion in Jan-
uary-March (21.9% of China’s trade during
the quarter), RMB2.51 trillion in April-June
(24.3%), RMB2.92 trillion in July-Septem-
ber (25.9%), and RMB3.01 trillion in Octo-
ber-December (27.3%). As this data shows,
RMB-denominated settlement is on the
rise in terms of both absolute value and

share of China’s total trade (Figure 1).

Turning to the global foreign ex-
change market turnover statistics released
by the Society for Worldwide Interbank
Financial Telecommunication (SWIFT),
RMB’s share has been rising recently, from
1.78% in February 2022 to 4.72% in April
2023 (Figure 2). That 4.72% figure ranks
RMB as third among major currencies
used in trade finance, with the USD first at
83.95% and the EUR second at 6.54%. The
JPY is fourth at 1.41%.

Factors behind the increase in RMB-de-
nominated trade settlements

* RMB internationalization as an eco-
nomic stimulus

No detailed analyses of the increase

in RMB-denominated trade settlements in

2022 are yet available in the Chinese-lan-

guage literature, partly due to statistical

Figure 1: RMB-Denominated Trade Settlement Amount and Share of China’s Total Trade (Flow)
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Figure 2: RMB’s Share as Global Currency in Trade Finance Market
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Source: Nomura Institute of Capital Markets Research, based on SWIFT data

constraints. However, several possible fac-
tors for the increase are worth examining.
One is support from government policy,
as indicated in notifications and guidance
given to enterprises and banks.

Among finance-related economic
measures implemented by the Chinese
government in 2022, the PBOC and the
State Administration of Foreign Exchange
(SAFE) issued the Notice on Strengthening
Financial Services for COVID-19 Contain-
ment and Socio-Economic Development,
on April 18, 2022.! This notice consists of
23 articles, including the following two
articles indicating support for companies’
exports and foreign exchange risk hedging
that also contribute to RMB international-
ization.

(Article 16) Step up facilitation for trade:

*  We will expand the policy for fa-
cilitating trade-related foreign ex-
change payments and receipts of
quality enterprises nationwide,
steadily carry out the pilot programs
for a higher-level facilitation of RMB
settlement for trade and investment,
and encourage banks to incorpo-
rate more quality small and medi-
um-sized enterprises (SMEs) into the
coverage of the facilitation policies.

(Article 18) Improve exchange-rate risk
management service for enterprises:
* Financial institutions should
promptly meet the needs of foreign
trade enterprises and other market

entities for hedging exchange-rate
risks, support enterprises to expand
cross-border RMB settlement, im-
prove management of and services
for foreign exchange derivatives,
and reduce enterprises’ costs for
hedging risks.

In a follow up to the 23-article no-
tification, the PBOC issued the Notice of
the People’s Bank of China on Supporting
Cross-Border RMB Settlement for New Busi-
ness Forms of Foreign Trade on June 20,
2022. This notice instructs domestic com-
mercial banks to accept and recommend
RMB-denominated trade settlements not
only from commercial banks but also from
non-banking payment institutions that
have obtained internet payment business
permits and from other qualified clearing
institutions in order to promote trade by
individuals and micro-enterprises.

* RMB internationalization under the
framework of an economic partner-
ship agreement

The Regional Comprehensive Eco-
nomic Partnership (RCEP) Agreement is

a large-scale free trade agreement signed

by 15 Asia-Pacific nations, including Japan
and China, that account for about 30% of
the world’s population, global Gross Do-
mestic Product (GDP), and global trade.
With the RCEP Agreement scheduled to
come into effect for the first 10 ratifying
countries on January 1, 2022, the Stand-
ing Committee of the State Council of the
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People’s Republic of China (executive cab-
inet of China’s government) decided on a
policy at its December 23, 2021, meeting
for steadily implementing the RCEP Agree-
ment to promote the development of Chi-
na’s trade and investment and the upgrad-
ing of domestic industry.

On January 24, 2022, China’s Min-
istry of Commerce and five other gov-
ernment ministries, including the PBOC,
announced the Guiding Opinions on the
High-Quality Implementation of the RCEP.?
The Guiding Opinions’ key tasks in the area
of financial support include “Improve the
role of RMB settlement in supporting the
development of trade and investment.”
The PBOC is tasked with overseeing the
following specific measures to realize that
goal.

* Promote the use of RMB settlements
in trade and investment activities in
the RCEP region, help market play-
ersreduce exchange costs, and avoid
exchange rate fluctuation risks.

* Continue to optimize policy arrange-
ments and infrastructure construc-
tion to provide a good institutional
environment for the cross-border
use of RMB.

* Guide financial institutions to im-
prove their financial services, sup-
port financial institutions in inno-
vating RMB trading, investment,
and hedging products, and provide



market players with convenient and
efficient cross-border RMB financial
products and services.

* Deregulation initiatives

On April 28, 2022, the Shanghai Se-
curities News introduced Shenzhen City
efforts related to the pilot test to enhance
the convenience of cross-border RMB pay-
ments. In June 2020, under the Guangdong
Pilot Free Trade Zone (FTZ), the geograph-
ical scope of the test was expanded from
the Qianhai-Shekou area to the entire city
of Shenzhen, and transaction screening
was shifted from pre-screening of each
payment to inspections of sample post-pay-
ments by designated blue-chip companies.
Under the pre-screening system, external
payments required the submission of a
large number of materials, such as remit-
tance application forms, contracts and
receipts, customs declaration forms, etc.,
and the contents of major transactions
were examined one by one. The shift to in-
spections of post-payment samples greatly
simplified business processes and reduced
average processing time for the applicant
company to one-third the time required
under the pre-screening system.

e Impact from trade structure
The above policy support for and
deregulation of RMB-denominated trade

settlements may have promoted changes
in China’s trade structure in 2022.

According to data released by Gen-
eral Administration of Customs China
(GACO) on January 13, 2023, China’s total
trade value in 2022 increased 4.4% year-
on-year to USD6,309.6 billion, with exports
expanding 7.0% to USD3,593.6 billion and
imports rising 1.1% to USD2,716.0 billion,
record highs for both exports and imports.
A GACC spokesperson stated that China’s
share of exports in the global market in
2022 was 14.7%, maintaining China’s po-
sition as the world’s largest exporter for
the 14th consecutive year. The total value
of China’s trade in RMB terms increased
7.7% year-on-year, with the export value
up 10.5% and import value up 4.3%.

As for RMB-denominated trade, it
may have become easier for Chinese im-
porters to win acceptance of RMB-denom-
inated transactions and settlements in the
resource sector, where domestic demand
conditions increased Chinese importers’
bargaining power with trade partner
countries seeking to expand exports to
China. According to statistics released by
China’s National Bureau of Statistics on
February 28, 2023, soaring global com-
modity prices pushed up the import val-
ues for such items as soybeans, crude oil,
natural gas, and coal, despite decreased
import volumes. For example, the value

of crude oil imports in 2022 amounted to
RMB243.5 billion, up 45.9% year-on-year.
Looking at major trade trends by country
and region, strengthened China-Russia
relations, which have come into greater
focus owing to the current international
situation, contributed to China’s exports
to Russia expanding 17.5% year-on-year to
RMB512.3 hillion, accounting for 2.1% of
China’s total exports, while imports from
Russia increased 48.6% to RMB763.8 bil-
lion, 4.2% of China’s total imports.

Developments Related
to Promotion of RMB
Internationalization
since 2022

Measures to expand RMB-denominated
transactions between mainland China
and Hong Kong

* Hong Kong as the main hub for RMB-
denominated cross-border settle-
ments

RMB-denominated cross-border set-
tlements in 2022 totaled RMB42.1 trillion,
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of which current account transactions ac-
counted for RMB10.5 trillion, or 24.9% of
the total, and capital account transactions
accounted for RMB31.6 trillion, 75.1% of
the total.

At the time of this writing, RMB-de-
nominated settlements’ share of all
cross-border current account transactions
and capital account transactions has not
been disclosed. However, the data for 2021
(Table 1 above) included in the PBOC’s
2022 RMB Internationalization Report
show that RMB-denominated cross-bor-
der settlements totaled RMB36.6 trillion,
of which current account transactions ac-
counted for RMBS trillion, 17.3% of all Chi-
na cross-border transactions on its current
account, while RMB-denominated capital
account transactions of RMB28.7 trillion
accounted for 91.6% all cross-border trans-
actions on China’s capital account. The
geographical distribution of cross-border
RMB settlements with mainland China re-
veal that Hong Kong accounted for 48.6%
of all RMB-denominated cross-border set-
tlements in 2021, followed by Singapore
(11.3%), the United Kingdom (5.4%), and
Macau (3.9%). Other than current account
transactions, securities investment in
mainland China via Hong Kong (qualified
investors, Stock Connect, and Bond Con-
nect) contributed significantly to the in-
crease in RMB-denominated settlements.

* Two new Connect channels

The promotion of RMB interna-
tionalization via Hong Kong has included
several key developments since 2022. For
starters, two new Connect channels were
established in 2022, the 25" anniversary
of Hong Kong’s return to mainland China
(July 1, 2022).

The first new channel is ex-
change-traded fund (ETF) Connect, a mu-
tual market access program for trading
ETFs in mainland China and Hong Kong.
ETF Connect allows Hong Kong qualified
investors and brokers to buy and sell 83
ETFs listed in mainland China and main-
land investors to buy and sell four Hong
Kong-listed ETFs. Trading via the ETF Con-
nect began on July 4, 2022.

The second new channel, an-
nounced on July 4, 2022, is Swap Connect,
a mutual market access program for trad-
ing derivatives. In its initial stage, Swap
Connect will enable trading of interest rate
swaps in mainland China from the Hong
Kong side in the so-called “Northbound”
route. Regulations governing trading on
Swap Connect were announced on May
5, 2023, by the PBOC, the Hong Kong Se-
curities and Futures Commission, and the

Hong Kong Monetary Authority. Trading
began on May 15, 2023.

e Strengthening the RMB-denominated
securities trading platforms

During 2022, several new measures
to strengthen platforms for RMB-denom-
inated securities trading via Hong Kong
were announced. On September 2, 2022,
the China Securities Regulatory Commis-
sion (CSRC) announced the following three
measures aimed at deepening mutual
stock market access between mainland
China and Hong Kong and further promot-
ing RMB internationalization: (1) expan-
sion of the range of stocks eligible under
the Stock Connect channels for trading
between mainland China and Hong Kong
by including foreign companies prima-
ry-listed in Hong Kong and a wider range
of companies listed on the Shanghai and
Shenzhen markets (implemented from
March 13, 2023); (2) establishment of an
RMB-denominated stock trading platform
in Hong Kong to support RMB internation-
alization; and (3) the introduction of cen-
tral government bond futures trading in
Hong Kong to accelerate the opening of the
government bond futures market to both
domestic and overseas investors.

Revision of currency weights in IMF’s
SDR currency basket

* RMB’s weight raised from 10.92% to
12.28%

On May 14, 2022, the IMF announced
the result of its latest quinquennial review
of weightings in the basket of currencies
that make up its SDRs.

On November 30, 2015, the IMF Ex-
ecutive Board decided to include the RMB
as a constituent of its SDR currency basket
and set new weightings for currencies in
the basket as follows: USD 41.73%, EUR
30.93%, RMB 10.92%, JPY 8.33%, and GBP
8.09%, making the RMB the third largest
currency in the basket (Figure 3).® The tim-
ing of the IMF’s next quinquennial review
was delayed by the COVID-19 pandemic,
but on May 14, 2022, the IMF Executive
Board announced the results of its review
of SDR basket weightings as follows: USD
43.38%, EUR 29.31%, RMB 12.28%, JPY
7.59%, and GBP 7.44%. The updated bas-
ket weightings went into effect on August
1,2022.4

* PBOC statement

On May 15, the day after the IMF’s
announcement, the PBOC issued a press
release reporting the results of the IMF’s
review of SDR currency weightings and
indicated its intention to continue work-
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ing together with other financial supervi-
sory and regulatory authorities to “push
forward the opening-up of the Chinese
financial market.” Specific opening-up
measures mentioned in the PBOC release
included (1) simplifying the procedures
for foreign investors to invest in the Chi-
nese market, (2) enlarging the universe of
investable assets, (3) extending the inter-
bank foreign exchange market’s trading
hours, and (4) improving data disclosures.

These measures indicate that the
PBOC was conscious of the statement in
the IMF release that “Directors broadly ac-
knowledged the progress made on finan-
cial market reforms in China, while calling
for additional efforts to further open and
deepen the onshore RMB market, with
some Directors also stressing the need to
further enhance data transparency.” Ac-
cordingly, later that same month on May
27, the PBOC, the CSRC, and SATE, released
a joint announcement outlining matters
related to facilitating investment in Chi-
na’s bond market by overseas institutional
investors.

Changed wording in reference to RMB
internationalization

* New policy approach revealed in Re-
port to the 20th National Congress of
the Communist Party of China

Not long after the IMF revised its
SDR currency weightings and China eased
restrictions on RMB-denominated trans-
actions in May 2022, the PBOC released
its China Monetary Policy Report for Q2
2022 on August 10, 2022. In this report, the
PBOC stated that it would (1) “continue to
advance RMB internationalization stably
and prudently” and (2) “steadily move
ahead with the convertibility of the RMB
under the capital account.”

However, in President Xi Jinping’s
Report to the 20th National Congress of the
Communist Party of China held in October
2022, the reference to RMB international-
ization was “promote the internationaliza-
tion of the RMB in an orderly way,” chang-
ing the previous wording from “stably” to
“orderly.” Some researchers have inter-
preted this change in wording to mean
that the Chinese government intends to
accelerate its efforts to realize RMB inter-
nationalization by strengthening indepen-
dent and systematic efforts (Tu Yonghong,
Deputy Director at the International Mon-
etary Institute at Renmin University of
China).

* Foreign exchange trading hours ex-
tended
In line with this new RMB interna-



Figure 3: SDR Currency Basket Composition

[2010]

[2015]

RMB,
10.92%

UsD,
41.73%

Source: Nomura Institute of Capital Markets Research, based on IMF materials

tionalization policy approach, trading
hours at the Shanghai Foreign Exchange
Market have been extended from 9:30
a.m. to 11:30 p.m. local time to 3 a.m. the
next day, since January 3, 2023. As this ex-
tension aims to increase the convenience
of transactions with investors in different
time zones in Europe and the United States
and enhance the attractiveness of invest-
ing in RMB-denominated assets, it may
be said to be a response to the aforemen-
tioned IMF advice.

Looking Ahead

According to SAFE, RMB-denominated
settlements accounted for 48.6% of all
cross-border settlements by non-banking
sectors (companies, individuals, and non-
banks) in March 2023, exceeding the share
of USD-denominated settlements (46.7%)
for the first time. Looking forward, the fol-
lowing recent developments may be con-
sidered factors that will further increase
cross-border RMB settlements.

First, China and Brazil agreed on
March 30, 2022, to abandon the USD as

an intermediary currency and settle all
bilateral trade and financial transactions
using the RMB and Brazil’s real. Earlier, in
February 2023, the two countries’ central
banks agreed to establish an RMB clearing
bank in Brazil. In addition, during his visit
to the New Development Bank® in Shang-
hai on April 13, 2023, Brazilian President
Luiz Inacio Lula da Silva urged the BRICS
nations to make international payments in
their own currencies.

Second, Argentina announced on
April 26, 2023, that it would shift payments
on its imports from China from the USD
to the RMB. As a result, Argentina is now
making payments in RMB equivalent to
USD1.04 billion in April and about USD790
million a month from May. The Argentine
government’s decision is a response to the
depreciation of the Argentine peso and
capital outflows.

Third, on March 28, 2023, China Na-
tional Offshore Oil Corporation (CNOOC)
and French oil giant TotalEnergies SE
completed the first RMB-denominated
settlement of a purchase of liquefied nat-
ural gas (LNG) through the Shanghai Pe-
troleum and Natural Gas Exchange (SHP-
GX, established in March 2015). CNOOC
purchased about 65,000 tons of LNG pro-
duced in the United Arab Emirates. The
CNOOC-TotalEnergies transaction was the
first concrete result following President Xi
Jinping’s advocacy at the first China-Gulf
Cooperation Council (GCC) Summit held
Riyadh, Saudi Arabia on December 9, 2022,

[2022]

RMB,

usD,
12.28%

43.38%

EUR,
29.31%

for making full use of the functions of the
SHPGX to promote RMB-denominated set-
tlements for oil and natural gas trades. In
the future, SHPGX plans to cooperate with
China’s Cross-Border Interbank Payments
System (CIPS), Chinese and foreign finan-
cial institutions, and other interested par-
ties to establish a safe, stable, and highly
efficient cross-border RMB-denominated
settlement system for oil and other prod-
ucts.

There are two types of RMB interna-
tionalization that perhaps should be con-
sidered separately. The first is RMB inter-
nationalization related to increasing the
ratio of RMB settlements in China’s trans-
actions with external entities. The second
is the promotion of the RMB as an inter-
national currency widely used in trans-
actions involving third-country entities.
Under the new RMB internationalization
policy approach implemented since Chi-
na’s 20th National Congress, deregulation
and promotional measures to increase the
use of the RMB in China’s transactions with
other countries are steadily advancing.
Under the PBOC’s RMB-denominated bilat-
eral currency swap agreements with other
countries’ central banks, the outstanding
balance of RMB withdrawn by other coun-
tries’ central banks totaled RMB109.085
billion as of the end of March 2023, up
RMB20.0 billion from the end of 2022 and
the second largest quarterly increase on
record. The PBOC does not disclose RMB
amounts used by other countries, but it
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has suggested that central banks in other
countries have increased their use of RMB
withdrawals to settle trade and investment
transactions with China. As for the second
type of RMB internationalization, the in-
ternational situation that has emerged
since February 2022 has led some coun-
tries, especially emerging economies, to
begin reducing their dependence on the
USD in foreign exchange transactions. This
so-called “de-dollarization” trend is focus-
ing greater attention on what role China’s
RMB might play in international financial
markets in the future.

Notes

1 PBOC, Notice on Strengthening Financial
Services for COVID-19 Containment and So-
cio-Economic Development, April 18, 2022.

2 China Ministry of Commerce, PBOC, et al,
Guidance from 6 departments including the
Ministry of Commerce on high-quality im-
plementation of the Regional Comprehensive
Economic Partnership Agreement (RCEP),
January 24, 2022.

3 Responding to the global financial crisis
that started in September 2008, then-PBOC
Governor Zhou Xiaochuan pointed out the
inadequacies of the international monetary
system that used a specific national curren-
cy as a global reserve currency (key curren-
cy) with the U.S. dollar in mind, in a paper
titled “Reform the International Monetary
System” published on March 23, 2009. In this
paper, Zhou proposed the creation of a so-
called “super-sovereign reserve currency”
as “an international reserve currency that
is disconnected from individual nations”
and suggested that the IMF’s SDR should be
assigned a greater role as a reserve curren-
cy. This proposal became the driving force
behind the IMF’s inclusion of the RMB as an
SDR basket currency and propelled the in-
ternationalization of the RMB to promote its
inclusion in the basket.

4 IMF, “IMF Executive Board Concludes Quin-
quennial SDR Valuation Review and Deter-
mines New Currency Weights for SDR Valua-
tion Basket,” May 14, 2022.

5 PBOC, “IMF Executive Board concludes SDR
valuation review,” May 15, 2022.

6 The New Development Bank is an interna-
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tional development financial institution es-
tablished in July 2015 by the five BRICS na-
tions—Brazil, Russia, India, China and South
Africa.
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