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China: Renminbi reform 

Summary 

The National Development and Reform Commission (NDRC) said in January that it had approved the 
issuance in Hong Kong of renminbi-denominated ‘dim sum bonds’ totalling RMB 25bn (around $4bn), 
by several top mainland banks as well as the Chinese units of the Bank of East Asia and HSBC. Also 
in January, the NDRC allowed the state-owned Guangdong Nuclear Power Group (GNPG) to become 
the first mainland company to borrow renminbi directly from an offshore bank. 

 These developments add to signs that regulators intend to push ahead with reforms 
facilitating internationalisation of the renminbi, despite slower expansion of offshore 
renminbi usage in recent months. Fundamentals such as China’s large share of world trade 
and foreign reserves imply potential for the renminbi to eventually become a reserve currency. 
In the shorter term, policymakers see increased currency internationalisation as carrying 
benefits that include reduced reliance on the dollar. 

 However, while this likely shift has major long-term implications for global finance, the 
government will proceed only very gradually and cautiously because of its overriding 
concern for stability. International economic and financial developments in recent years have 
reinforced Beijing’s belief in the continued need for capital controls. Full renminbi convertability 
remains a relatively distant prospect, and is highly unlikely with the next ten years. 

 Rapid progress to full currency liberalisation is not in prospect, but a more modest trend of 
renminbi reform still has substantial practical implications for many businesses and 
investors. Options for financing, hedging and settling trade with China have already grown 
significantly and will continue to do so, and foreign companies raising capital and investing in 
renminbi will become more common. Long-term strategies must also consider the potential 
implications of eventual full internationalisation. 

Evolution not revolution 

A currency is usually only viewed as being truly international when it is used as a unit of account 
(invoices), a medium of exchange (trade) and a store of value (reserves). China is making headway 
on all these fronts (see box, below), but use of the renminbi internationally is still very much in its 
infancy. According to financial messaging network SWIFT, the vast majority of payments (98%) in and 
out of China are not in renminbi; most are in dollars (80%). This contrasts with the US, where 90% of 
payments are in dollars; Japan, where 70% are in yen; and even Russia, where the rouble is used in 
46% of payments.  

Nonetheless, since experiments with internationalisation began in earnest in 2009, China’s drive to 
internationalise the renminbi has proceeded much faster than many had thought possible. Until the 
2000s, the renminbi was rarely seen beyond mainland China because of Beijing’s iron grip on the 
flows of money in and out of the country. Today, the currency is used by around 900 financial 
institutions in 70 countries, and to conduct some 10% of China’s cross-border trade. HSBC estimates 
that in a few years around one-quarter of China’s trade with other emerging markets could be settled 
in renminbi. 

Internationalisation is unlikely to continue as rapidly as this early emergence might suggest. China’s 
leaders still consider it vital to be able to control the exchange rate and capital flows to protect 
domestic economic and financial stability. In addition to this fundamental constraint on the pace and 

PRIME 
      

www.control-risks.com 
PRIME@control-risks.com 

http://www.control-risks.com/
mailto:PRIME@control-risks.com


Confidential 

 
 

 
 

 
 

2 

PRIME 

scope for renminbi reform, the process also 
faces other headwinds and uncertainties. 
According to SWIFT, Hong Kong’s share of 
cross-border payments in renminbi is about 
80%, with less than 8% truly international (Hong 
Kong being a special autonomous region of 
China; Singapore and London are other 
prospective offshore renminbi centres). There is 
also anecdotal evidence that much cross-border 
renminbi traffic is from Hong Kong branches or 
subsidiaries of mainland Chinese companies, 
which are in some cases looking for cheaper 
dollar-financing rather than genuine trade 
settlement. 

It also remains unclear how strong growth of 
offshore renminbi usage would be without 
expectations of the currency’s appreciation 
against the dollar, which have been a key driver 
of demand for renminbi, its flow offshore to 
Hong Kong and the growth of renminbi deposits 
there. Periodic surges in negative sentiment on 
China have shaken some investors' faith in the 
renminbi as a one-way bet. The value of the 
offshore renminbi (CNH) in September 2011 fell 
below its onshore counterpart (CNY), and in October 2011 renminbi deposits in Hong Kong banks 
declined for the first time since 2009.  

Meanwhile, yields on dim sum bonds have risen since September 2011 – a reminder that offshore 
financing will not necessarily always be attractive to mainland firms. Such shifts could occasionally 
slow the overall process of internationalisation, or at least shift development to other areas such as 
offshore bank lending in renminbi.  

Driving forces 

In the long term, the process of internationalisation appears highly likely to continue. The global 
financial turmoil of 2007-09 reinforced Beijing’s concern about the dollar-based international financial 
system – a largely genuine and rational concern, even if its articulation is often caught up in politicised 
diplomatic disagreements over trade and other issues. China is seeking to reduce reliance on the 
dollar for several reasons, particularly as part of efforts to protect the value of its largely dollar-
denominated foreign reserves.  

In the wider international context, China hopes to overhaul the global financial and monetary 
architecture, which many Chinese consider to be too dollar-dependent and unreflective of large 
emerging markets’ greatly increased significance. In the domestic sphere, renminbi internationalisation 
– at least in the long term – also supports efforts to engineer a more sustainable growth model 
whereby consumption offsets moderating export and investment growth, and the financial sector and 
capital markets become more developed.  

There is considerable debate among Chinese observers and policy-makers over the pros and cons of 
various types and speeds of reform. However, the ultimate goal seems to be reserve currency status 
for the renminbi – a distant, but credible prospect. This status carries major benefits: the ability to 
borrow in the country’s own currency reduces the risk of a balance of payments crisis, while the status 
will also bring practical operating benefits for Chinese companies such as quicker payment, lower 
funding costs and reduced currency risk.  

Baby steps 

Reform began in 2004, when Hong Kong 
residents were allowed to open renminbi bank 
and credit card accounts. The move was initially 
more of a symbolic gesture to bring Hong Kong 
residents closer to the mainland and after an 
initial burst, deposit growth slowed.  
 
It was not until 2009, when China first allowed 
the renminbi to be used for settlement of exports 
and imports, that its ambition to internationalise 
the renminbi became clear. Initially a pilot 
scheme, it has since been widened to cover all 
China’s provinces, and Chinese corporates in 
any part of the world. 
 
The other key step has been the development of 
the offshore renminbi-denominated debt market 
in Hong Kong, known as the dim sum bond 
market. As well as Chinese corporate entities, it 
has also attracted issues by multinationals 

including McDonald’s, Tesco and BP.   
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However, domestic policy divisions over renminbi internationalisation will persist, and officials are 
likely to play down the long-term prospect of more far-reaching reforms. Central bank officials usually 
talk about ‘cross-border renminbi settlement’ rather than internationalisation or reserve currency 
ambitions. Some observers believe that a full float of the renminbi and real opening of the capital 
account could happen as early as within the next five years. However, though any estimate is highly 
speculative, such extensive and consequential changes are probably much further off – perhaps 
occurring in the 2020s. 

People and prospects 

Even without global market ructions, the drive to internationalise the renminbi is likely to slow given the 
upcoming changes in the country’s top leadership around October 2012. Central bank Governor Zhou 
Xiaochuan is expected to leave his post after reaching the usual term limit for holding one position, 
and his successor has not yet been chosen. Zhou, who has a record of being relatively supportive of 
market-based reforms, in 2009 tapped into nationalist sentiment in the wake of the global financial 
crisis to push the case for a bigger international role for the renminbi. The pace and direction of 
renminbi reform will be influenced to some extent by the preferences of Zhou’s successor (assuming 
that he is indeed replaced).  

Major decisions about financial and economic reform are ultimately taken at the very highest levels of 
the system rather than by central bank governors or financial bureaucrats. Institutions responsible for 
making such decisions include the Communist Party of China’s Politburo and Standing Committee, the 
Standing Committee of the State Council (cabinet), and the ‘leading small groups’ on financial and 
economic affairs). With a large proportion of members within these top leadership bodies set to be 
replaced in 2012 and 2013, personnel changes mean that expectations will have to be reassessed in 
mid-2013 once the new party and government line-ups are clear, and relevant officials have begun to 
get their feet under the table.  

Still, leadership succession is unlikely to bring any major change of course, and it is reasonable to 
anticipate some incremental steps over the next couple of years, as regulators tweak and widen cross-
border channels and as countries search for alternatives to the embattled euro and dollar. For 
example:  

 Allowing overseas investors to buy mainland Chinese securities with renminbi raised offshore. 

 Expanding renminbi settlement outside Hong Kong, probably to Singapore.  

 Moves to allow offshore lending in the renminbi (perhaps confirmed by the GNPG move). 

It is also likely that some foreign central banks, particularly in the developing world, will begin to hold 
renminbi-denominated assets, most likely dim sum bonds issued by the Chinese government. 
Nigeria’s central bank has indicated that it is actively seeking to buy, and anecdotal evidence suggests 
that others are looking at the possibility in private. Although the dramatic pace of developments since 
2009 seems unlikely to be maintained, the overarching trend of greater global use of the renminbi is 
probably here to stay. 
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