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¢

¢

the direct exchange of goods without the intermediation of money.
However, barter requires a temporal coincidence of both supply and
demand and cannot be readily extended to trade among more than two
countries.

Precious metals such as gold and silver eventually began to play a role
as international media of exchange and stores of value (that 1s, as
international money).

From 1971, until the introduction of the Euro 1n 2000, the invoicing,
clearing and settlement of bilateral trade and investment transactions
between two countries have mostly been done 1n U.S. Dollar. Since
2000, the international transactions of the Euro Area are mostly
cleared and settled with its common currency, the Euro. The U.S.
Dollar has become and continues to be the most widely used
international medium of exchange and 1n particular 1s tied to the
international trade of o1l.



Introduction

¢ Traders 1n many countries accept the U.S. Dollar instead of their

trading-partner-countries’ own national currencies 1n their
international trade transactions because they do not have
confidence in the values of these other currencies.

¢ However, using the U.S. Dollar as the de facto international
currency to settle bilateral transactions between third countries in
general requires two currency conversions, resulting in higher
transaction costs and more exchange rate risks. It also requires
the maintenance of significant foreign exchange reserves in U.S.
Dollar.

¢ Are there better, more efficient and less risky ways to clear and
settle international transactions? .



The Invoicing, Clearing and Settlement of
International Transactions

¢ If bilateral cross-border transactions between two countries can be

settled 1n their own national currencies rather than in a third-country
currency such as the U.S. Dollar, the transaction costs and the
exchange rate risks are both reduced, because only one currency
conversion 1s required and hence there 1s only one exchange rate risk.

¢ If the settlement is made 1n a third-country currency, two currency
conversions are required, doubling the transaction costs, and exchange
rate risks are also incurred by both the exporter and the importer.

¢ Thus, own-currency clearing and settlement of bilateral transactions
can benefit both the exporting and the importing country. This
practice was the norm under the Bretton Woods system before the
U.S. unilaterally abandoned its commitment to sell gold at a fixed
price in U.S. Dollar in 1971. 5




The Bretton-Woods System (1945-1971) and
the Daily Fluctuating Exchange Rate System

¢ From 1945 to 1971, the world operated on the Bretton Woods system, under which the
relative exchange rates among countries are fixed, with periodic adjustments in response to
large and persistent balance of payment surpluses or deficits. The system was monitored by
the International Monetary Fund. The Bretton Woods system provided for stable but
adjustable exchange rates, capital controls and international cooperation.

¢ In 1971, the Bretton Woods system of relative fixed exchange rates was abandoned. At the
same time, world trade in oil began to be conducted exclusively in U.S. Dollar. The U.S.
Dollar then became the de-facto principal medium of international exchange (international
money). The world also shifted to a system of daily fluctuating exchange rates of each
country’s currency versus the U.S. Dollar.

¢ In 2000, the Euro was introduced in the Euro Area. It 1s used in the invoicing, clearing and
settlement of international transactions of the countries in the Euro Area. However, its
usage by non-Euro Area countries has been rather limited.

¢ More recently own-currency clearing and settlement are gradually re-gaining international
acceptance, especially as the international interbank U,S. Dollar payment systems become

increasingly weaponised.
6



The Superiority of Daily Fluctuating Exchange
Rates 1s Based on Faith

¢ While economic theory shows that free trade benefits all economies because

of the differences in their comparative advantages, there 1s actually no
theoretical nor empirical analysis to support the 1dea that a daily freely
fluctuating exchange rate 1s better than a stable fixed exchange rate to an
economy. (Of course, this depends on how close the fixed exchange rate is
to the “equilibrium” exchange rate.) The late Prof. Milton Friedman, Nobel
Laureate in Economic Sciences, was a strong proponent of the flexible
exchange rate.

¢ Today, the value of two weeks’ worth of currency exchange transactions 1s
sufficient to support the entire annual total volume of international trade
transactions in the world. Most of the trading in foreign exchange 1s purely
speculative in nature. However, that 1s exactly why the major international
banks prefer daily freely fluctuating exchange rates as they are the market
makers and generate enormous revenue from daily currency trading. 7



The Superiority of Daily Fluctuating Exchange
Rates 1s Based on Faith

¢ Most central banks try to keep their exchange rates relatively stable if not fixed.
For most economies, the exchange rate 1s too important to be left entirely to the
vagaries of the free market. It is the responsibility of a central bank to monitor the
exchange rate of its national currency and intervene if and when necessary.

¢ However, the market for the bilateral exchange rate between two trading-partner
countries may sometimes be quite thin. In that case, they may have to use a third-
country currency, such as the U.S. Dollar to invoice, clear and settle their bilateral
transactions.

¢ Alternatively, the central banks of the respective countries may have to offer spot
and forward currency contracts in their own currencies to their bona fide exporters
and 1mporters (but not to speculators) at cost to reduce their exchange rate risks
and hence encourage and promote the use of their own national currencies for
invoicing, clearing and settlement of cross-border transactions. The central banks
can offer lower-cost spot and forward exchange rates because they do not need to
make profits on the transactions, unlike the commercial banks. Moreover, centgal
banks are preferable as counter-parties especially when 1t comes to forwards.



The Role of Exchange Rates in International
Trade

¢ One puzzle that we face all the time 1s the following:

¢ All exporters, importers, cross-border direct investors
and long-term portfolio investors everywhere prefer
stable relative exchange rates to daily fluctuating relative
exchange rates.

¢ However, the real world today offers only daily
fluctuating relative exchange rates, and exchange rate
hedges, 1f available, can be quite expensive, especially
longer-term hedges. (The Hong Kong Dollar/U.S. Dollar
peg 1s one of the few exceptions.) Why 1s this the case?

9



The Advantages of a Bilateral Own-Currency

Invoicing, Clearing and Settlement System

¢ One principal use of the official foreign exchange reserves of a
country 1s to pay for imports from countries that do not accept the
country’s own national currency. If imports can be paid for in a
country’s own currency, the level of official foreign exchange
reserves, and in particular U.S. Dollar-denominated assets, that has
to be maintained for transaction purposes can be significantly
reduced.

¢ In addition, the countries using own-currency clearing and
settlement can avoid the potential disruptions and sanctions arising
from possible exclusion from cross-border international payment
systems such as the Society for Worldwide Interbank Financial
Telecommunication (SWIFT) system for settlement. Countries
such as Iran and Russia have been excluded from the SWIFT
system. 10



An Example of Own-Currency Settlement: A
Natural Hedge for a Malaysian Exporter

¢ Itis, in general, most efficient for an exporter to invoice, clear and settle in its own

national currency because it will minimise its transaction costs and eliminate any
exchange rate risk. Consider the example below.

¢ A Malaysian palm oil exporter sells to a Chinese importer with delivery in 3
months. It invoices the Chinese importer in Malaysian Ringgits and hence has no
exchange rate risk. The Malaysian exporter also receives the export proceeds in
Malaysian Ringgits at the end of three months, and hance has no currency
conversion costs. What the Malaysian exporter receives from the Chinese importer
1s 1ts net revenue.

¢ The Chinese importer 1s committed to pay the Malaysian exporter in Ringgits upon
delivery of the palm oil in say three months’ time. The Chinese importer has to buy
the Ringgits with Renminbi to settle the trade and hence has one currency
conversion cost (RMB to Ringgits) and one exchange rate risk.

¢ However, the Chinese importer can hedge the exchange rate risk by buying three
months forward Ringgits equal to the total cost of the shipment. If such a forward
is available, it will also have no exchange rate risk.



Efficient Hedging by an Importer:
An Example

se00000 o

¢ In order to reduce the exchange rate risk, the Chinese importer

can hedge 1ts exchange rate risk by buying a forward currency
contract for Malaysian Ringgits. The three months currency
hedging cost can be calculated by the formula below. (There
will, of course, also be a bank service charge.)

1+ (rbxbase
F=5§X i)
1+ (erBase)
Where:
F = The 3-month forward exchange rate
S =The current spot exchange rate
rb = The annualized interest rate of the base (importer) currency
rg = The annualized interest rate of the quote (exporter) currency
D = The number of days in the contract (typically 90 days for 3 months)
Base = The day-count convention of the year (usually 360 or 365 days)

¢ If the interest rate of the base currency (RMB) is higher than that

of the quote currency (Malaysian Ringgit), the forward rate will
trade at a premium (the forward rate 1s higher than the spot rate).
If it 1s lower, 1t will trade at a discount.



An Example of Own-Currency Settlement: A
Malaysian Exporter Sells to a Chinese Importer

¢ An alternative arrangement is for the invoicing, clearing and settlement to be done
in U.S. Dollar. The Malaysian exporter receives the export proceeds in U.S. Dollar
and has to convert the proceeds into Ringgits, incurring a currency conversion cost
(US$ to Ringgit) and an exchange rate risk. Thus, the Malaysian exporter clearly
should prefer invoicing, clearing and settlement in Malaysian Ringgits. It 1s likely
to quote a higher price in U.S. Dollar than in Ringgits in order to cover any
additional cost and risk incurred with U.S. Dollar settlement.

¢ The Chinese importer has to buy US$ with Renminbi to settle the trade in three
months’ time and hence has one currency conversion cost (RMB to US$) and one
exchange rate risk. Note that under either arrangement, the Chinese importer needs
only one currency conversion and incurs only one exchange rate risk. For the
Chinese importer, the consideration then becomes the relative costs of buying
forward Ringgits or U.S. Dollars with Renminbi. Moreover, it may also be
concerned that the Malaysian exporter may raise its price to cover its additional

cost and risk of clearing and settlement in U.S. Dollar. 3



Efficient Hedging by an Importer:

An Example
® Under the alternative arrangemenf, the Chinese 1mp0i fer can lieage 1ts
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exchange rate risk by buying a forward currency contract for U.S.
Dollar. The three months currency hedging cost can be similarly
calculated by the formula below. (There will, of course, also be a bank
service charge.)

P S 1+ (rbxbase
=5 X—=<

1+ (TQch?se)
Where:

F = The 3-month forward exchange rate

S = The current spot exchange rate

rb = The annualized interest rate of the base (importer) currency

rg = The annualized interest rate of the quote (U.S. Dollar) currency

D = The number of days in the contract (typically 90 days for 3 months)
Base = The day-count convention of the year (usually 360 or 365 days)

If the interest rate of the base currency (RMB) 1s higher than that of
the U.S. Dollar, the forward rate will trade at a premium (the forward
rate 1s higher than the spot rate). If it 1s lower, 1t will trade at a
discount.

We note that the relative hedging costs depend on the relative
exchange rates as well as the relative interest rates in China, Malaysia
and the U.S.




An Example of Own-Currency Settlement: A
Malaysian Exporter Sells to a Chinese Importer

¢ Both the Malaysian exporter and the Chinese importer will compare their
net revenue and net costs under the two alternative settlement methods. The
Malaysian exporter clearly prefers settlement in Ringgits.

¢ The Chinese importer will compare the relative hedging costs of the Ringgit
forward with the US$ forward. It will also have to take into account the cost
of the Malaysian exporter hedging against an appreciation of the US$ vis-a-
vis the Malaysian Ringgit, which will be reflected in the US$ price quoted
by the Malaysian exporter. The Chinese importer will choose whichever
method that results in the lowest net cost to it.

¢ In principle, the Malaysian Ringgit settlement option should have the lowest
net cost. However, this depends on whether the foreign exchange market
for Malaysian Ringgits 1s well developed in China itself. If the bid ask
spread of the Malaysian Ringgit 1s too wide, forward Ringgits may turn out
to be too expensive. 15



Another Example of Own-Currency
Settlement: Efficient Hedging for an Importer

¢ On 1 January, a Thai company imports a batch of machine tools worth RMB¥ 1 million

from a Chinese exporter, to be settled in RMB¥, with payment due in three months. The
prevailing exchange rate is 1 Thai Baht = RMB¥ 0.21.

¢ If the Thai importer does not hedge, it would buy spot RMB from a bank on 1 April, and
remit the RMB to the Chinese exporter. It will incur a currency conversion cost. In
addition, it would also experience an exchange rate gain or loss, which would be the
difference in the THB value of the invoice between the two dates (Spot Rate on 1 April -
Spot Rate on 1 January). If the RMB appreciates (e.g., moves from 0.21 to 0.20
RMB/THB), the Thai Importer must spend more THB to obtain the same RMB¥ 1million.

¢ If the Thai importer hedges, through a forward contract to lock in the exchange rate on 1
Jan., the cost is the difference between the 1 Jan Spot Rate and the Forward Rate offered by
the bank, which can be calculated with the following formula:

o Fosx™ (rTHBx )

1+ (rRMBx%)

¢ The Thai importer would not have any exchange rate risk if it hedges.
¢ In this example, the Chinese exporter will not incur any currency conversion cost or
experience any exchange rate risk since its proceeds are in RMB. 16



The Invoicing, Clearing and Settlement of

International Transactions

¢ A potential disadvantage of relying on U.S. Dollar settlement

rather than own-currency settlement, in addition to the higher
transaction costs and more exchange rate risks, is the lack of
assurance of continued access to the SWIFT system. (This can
happen to Chinese financial institutions or for that matter the
financial institutions of any country other than the U.S.)

¢ China has developed its own Cross-border Interbank Payment
System (CIPS), providing clearing and settlement services for
international financial transactions for its financial institution
members in Renminbi and also other currencies.

¢ In addition, there is also the mBridge project being organised by
the Hong Kong Monetary Authority in conjunction with the

central banks of China and several other countries. ;



The Possible Disadvantages of Bilateral Own-

Currency Settlement and Potential Mitigation

¢ A possible disadvantage of own-currency settlement 1s that the
market for a particular pair of bilateral trading-partner countries'
currencies may be quite thin, so that there is a large bid and ask

spread for both the spot and forward currencies in terms of each
other. For example, there may be very few buyers and sellers in
the foreign exchange market of Indonesian Rupiah vis-a-vis the
Thai Baht. It may therefore be expensive for an importer to
purchase forward the currency of the exporter for settlement
purposes, especially 1n private commercial markets.
¢ In thin markets, quite often the exchange rate between two

currencies are actually determined by their cross-rates with the
U.S. Dollar.

18



The Possible Disadvantages of Bilateral Own-

Currency Settlement and Potential Mitigation
& As an aliernative, The central bank of the Tmporier can offer a Tow-cost Torward of

the exporter’s currency to a bona fide importer for an amount up to the total cost of
the imports. By making the low-cost forward available to bona fide traders , the
central bank encourages and promotes the use of its own national currency in the
invoicing, clearing and settlement of its international transactions. (The central
bank, unlike a commercial bank, does not have to make a profit on the forward.
The central bank also has the lowest possible counter-party risk.)

¢ The central bank of the importer can readily cover the exchange rate risk if the
trade between the two countries is basically balanced, or if there are currency swap
agreements between the two central banks.

¢ Thus, the exchange rate risk is transferred from the importer to the central bank of
the importer. Neither the importer nor the exporter themselves have to assume any
exchange rate risk.

¢ Similarly, if the settlement currency 1s that of the importing country, the central
bank of the exporting country can offer to buy the importing country’s currency
forward from the exporter (in effect, selling a put), thus relieving the exporter from
the exchange rate risk. 19



The Invoicing, Clearing and Settlement of
International Transactions

¢ However, bilateral trade between two economies 1s seldom exactly
balanced, so that bilateral settlement in the own currencies of the two
trading-partner economies may not be able reduce the unsettled balance
between them to zero. The gap needs to be covered in other ways. Butif a
group of economies can agree to clear and settle their within-group
transactions in their own national currencies among themselves, the
unsettled balances can be further reduced, without having to use the
currency of a country outside the group.

¢ While the net outstanding un-settled balances within a group of economies
may be smaller, they are unlikely to be exactly zero. Any remaining
unsettled balances can be covered by major member economies within the
group that have significant official foreign exchange reserves in “hard”
currencies.

20



Extension to a Multilateral Own-Currency

Clearing and Settlement System

¢ In the late 1940s and early 1950s, the Western European countries did
not trust one another’s currency. The French did not want to accept
the West German Mark, and the West Germans did not want to accept
the French Franc, and neither of them wanted to accept the Italian
Lira. (But there was not enough U.S. Dollar liquidity to finance the
international trade in Western Europe.)

¢ The Bank for International Settlements organised the European
Payments Union (EPU), which facilitated within-group own-currency
clearing and settlement among the Western European economies in
the early 1950s. The within-group un-settled balance was not zero, but
with the assistance of some U.S. Dollar funding from the U.S.
Marshall Plan, the problem was resolved. Within-group own-currency
clearing and settlement was found to be quite effective. 21



Currency Swap Agreements among Central
Banks

¢ Central banks can maintain currency swap agreements with other

central banks so as to augment their liquidity in other currencies.

¢ The People’s Bank of China has signed over 40 bilateral currency
swap agreements with foreign counterparts globally to facilitate
bilateral trade. About 32 of these agreements have been routinely
renewed and are currently in force, including:

¢ Europe: The European Central Bank (ECB), the Swiss National Bank,
and the National Bank of Hungary.

¢ The Americas: Brazil, Argentina.

¢ Asia & Pacific: Australia, Japan, Malaysia, Korea , Thailand, Sri
Lanka, and Mongolia.

¢ Middle East & Africa: Saudi Arabia, Nigeria, Mauritius, and Tiirkiye.

22



Countries with Currency-Swap Agreements
with China (as of 30 September, 2025)

RMB Swap Amount

No Country/Region RMBE billion Yuan
1 Hong Kong, China 800

2 Korea 400

3 Indonesia 400

4 European Central Bank 350

5 United Kingdom 350

6 Singapore 300

7 Canada 200

S Australia 200

o Japan 200

10 Brazil 190

11 Malaysia 180

12 Switzerland 150

13 Russia 150

14 Argentina 130

15 Thailand 70 23
16 Chile 50




Countries with Currency-Swap Agreements
with China (as of 30 September, 2025)

RMB Swap Amount

No. Country/Region RMB billion Yuan
17 Saudi Arabia 50

18 Hungary 40

19 Qatar 35

20 Turkiye 35

21 United Arab Emirates 35

22 Macao, China 30

23 South Africa 30

24 Pakistan 30

25 New Zealand 25

26 Egypt 18

27 Mongolia 15

28 Nigeria 15

29 Sri Lanka 10

30 Laos 6

31 Iceland 3.5 24
32 Mauritius 2




The Use of the Renminbi for Settlement
Purposes in the ASEAN Countries

¢ China 1s the most important trading-partner country to
almost all ASEAN countries except for Malaysia (second
most important), Timor-Leste (second most important)
and Brunei (third most important).

¢ China also runs a trade surplus vis-a-vis almost all
ASEAN countries except Brunei and Laos. Thus, the
importers in ASEAN countries can use RMB to pay for
their imports from the Chinese Mainland 1n place of the
USS$. Renminbi-denominated export credit for the
ASEAN countries should also be available for them to
clear and settle their large-ticket imports from China in
Renminbi. 2



Rank of China as Trading Partner of ASEAN

‘Countries in Goods & Vice Versa (2025)

Rank of Chinese Rank of ASEAN
Mainland as Trading Country as Trading
ASEAN Country Partner of ASEAN Partner of Chinese

Trade Balance with
Chinese Mainland

Country (2025) Mainland (2025) (Million USD)
Brunei 3 114 +1,422.65
Cambodia 1 46 -15,588.93
Indonesia 1 11 -7,155.44
Laos 1 73 +6,163.90
Malaysia 2 9 -27,827.42
Myanmar 1 53 -1,455.86
Philippines 1 23 -29,126.05
Singapore 1 14 -592.06
Thailand 1 13 -69,590.87
Timor-Leste 2 165 -101.41 ¢
Vietnam 1 5 -112,000.08



The Use of the Renminbi 1n International

Transactions

¢ One notable recent development 1s the gradual
internationalisation of the renminbi. The Renminbi1 has been
a current-account convertible currency since 1994. Its value
comes from the Renminbi1's purchasing power over Chinese
goods, services, and assets. In fact, offshore Renminbi 1s
fully convertible in Hong Kong. China's capital controls
only apply to certain capital flows into and out of the
Chinese Mainland.

¢ In the next chart we present the exchange rate of RMB 1n
terms of Yuan/US$ from 1978 to the present. It has been
reasonably stable between 2008 and the present, fluctuating
within a range of approximately 10%.

27
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The Use of the Renminbi 1n International
Transactions

# In order for the Renminbi to become a store of value, so that 1t is held not
only for transaction purposes but also for preservation of value, its exchange
rate vis-a-vis other major currencies must be reasonably stable. A currency
that 1s expected to depreciate, even gradually, 1s not a good store of value.

¢ One possibility is for the RMB to remain relatively stable to a trade-
weighted basket of the currencies of its trading-partner countries. This will
imply the relative stability of the RMB’s average international purchasing
power. This is better than following the U.S. Dollar.

¢ A better indicator of the degree of stability of the Renminbi exchange rate is
the (trade-weighted) CFETS (China Foreign Exchange Trade System)
Renminb1 Exchange Rate Index, presented in the next chart, rather than the
RMB/USS$ exchange rate. The index shows that the Renminbi exchange rate
has been relatively stable since 2022 in terms of its average international
purchasing power. 29
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The Use of the Renminbi 1n International
Transactions

¢

Before 2010, almost all of Mainland China’s foreign-related transactions, including
international trade and inbound and outbound foreign direct and portfolio investment, were
settled in U.S. Dollar.

The share of Renminbi settlement began to rise from zero in 2010 and reached a peak of
approximately 40% in mid-2015. However, a sudden and unexpected devaluation of the
Renminbi coupled with a large decline in the Chinese stock market led to a retreat from
Renminbi settlement. It took about five years for the share of Renminbi settlement to
recover to the level of 40%. Since then, the share of Renminbi settlement has continued to
rise and currently stands at over 50% (see the following chart).

The main impetus for the wider use of the Renminbi in world settlement comes from the
fact that international trade between China and many of its trading partner countries 1s
increasingly settled in each other's own national currencies, which can reduce both
transaction costs and exchange rate risks. In some cases, such as Iran and Russia, the
trading-partner countries are not allowed to use the Society for Worldwide Interbank
Financial Telecommunication (SWIFT) system or the U.S. Dollar for clearing and

settlement.
3]



The Share of Renminbi Settlement in Mainland
China’s Foreign-Related Transactions
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The Use of the Renminbi 1n International
Transactions

¢ More and more countries have signed own-currency
settlement agreements with China. For example, 1n trade
with China, both Indonesia and Russia use their own
respective national currencies, the rupiah or the ruble,
together with the Chinese yuan, to settle. More recently,
countries such as Argentina, Brazil and Saudi Arabia have
also agreed with China to settle their bilateral trade with
China 1n their own respective national currencies and the
Yuan.

¢ With more and more settlement done in own currencies, the
need for the maintenance of a large foreign exchange
reserves consisting of U.S. Dollar-denominated assets 1s

33
reduced.



Share of World Settlement versus Share of
World Trade

¢ In the following chart, we compare the share of world settlement

of the currency of a country or region (blue column) in February
2026, with the share of world trade 1n goods and services of that
country or region (red column) in 2024 (complete data on world
trade 1n 2025 are not yet available). The settlement data are taken
from SWIFT. Thus, transactions that do not involve SWIFT,
e.g., trade between China and Russia, are not reflected in the
data.

¢ In 2024, the Euro Area accounted for the largest share of world
trade 1n goods and services, 24.4%, followed by the U.S, with
11.5%, and the Chinese Mainland, with 11.0%. (We note that
these shares are sensitive to changes 1in exchange rates.) 34
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Share of World Settlement versus Share of
World Trade

¢ In February 2026, the U.S. Dollar continued to account for the largest share

of world settlement, at 49.3%, the Euro accounted for 22.8%, and the British
Pound accounted for 7.2%. The Renminbi share in world settlement
increased gradually, from 2.3% in March 2023, to 3.1% in July 2023, 4.1%
in December 2023, 4.5% in January 2024, 3.9% in November 2024, and
then 4.33% 1n February 2025. It then fell to 2.93% in August 2025 and
2.74% 1n February 2026 to become the sixth most frequently used settlement
currency. The Japanese Yen was in fourth place, accounting for 3.5%,
followed by the Canadian Dollar, with 2.94% and the RMB. (These
percentages are also sensitive to relative exchange rate changes and to the
time of the year.)

¢ This recent fall in the use of the RMB as a settlement currency is probably
due to the omission of settlements in RMB that do not involve the SWIFT
system, which reduces both the total settlements in RMB as well as the total

world settlement. y



Share of World Settlement versus Share of
World Trade

¢ We note that for the U.S. Dollar, the British Pound, the Japanese Yen and the

Canadian Dollar, the shares of settlement in February 2026 were all higher than the
respective shares of these countries in world trade. This may be due to other
countries using these currencies for settlement rather than their own national
currencies, but the value of settlement may also include capital flows such as
foreign direct investment, foreign portfolio investment, foreign loans and foreign
aid.

¢ The true share of RMB in world settlement i1s expected to continue to grow given
the large Chinese share of world trade. But it s not expected to catch up to that of
the U.S. Dollar, which currently stands at almost 50%, any time soon.

¢ However, replacing the U.S. Dollar with the Renminbi1 as a medium of
international exchange between other countries is not China’s objective and may
not be in China's own best national interests. Instead, China should promote the
settlement between bilateral trading-partner countries in their own respective
national currencies, as they did under the Bretton Woods system before 1971. .,



The Available Messaging Systems for Cross-

Border Interbank Payments

¢ The Society for Worldwide Interbank Financial
Telecommunication (SWIFT), legally S W.LLF.T. SC (French:
Socicte Coopérative), 1s a cooperative established in 1973 1n
Belgium and owned by the banks and other member firms that
use 1ts service. SWIFT provides the main messaging network
through which international payments, including those in U.S.
Dollar, are initiated.

¢ SWIFT has been an effective mechanism for the clearing and
settlement of international transactions in U.S. Dollar since 1973.
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The Available Messaging Systems for Cross-
Border Interbank Payments

¢ However, SWIFT is increasingly weaponised under U.S. pressure,

forcing many countries, such as Iran and Russia, which have been
excluded from using the SWIFT system, to look for alternatives. For
example, trade between China and Iran and Russia is settled in
Renminbi.

¢ Morcover, under U.S. pressure, because of the Russia-Ukraine
conflict, SWIFT imposed sanctions against not only the Russian state
but also Russian individuals and private institutions. As a result, all
Russian financial assets in the U.S., European Union, Switzerland and
the U. K. have been effectively frozen.

¢ Because of this concern, the use of the U. S. Dollar as an international
medium of exchange or store of value by third countries 1s likely to
decline gradually over time. 39



The Cross-border Interbank Payment System
(CIPS)

¢ An alternative system, the Cross-border Interbank Payment System (CIPS), has

been developed by the People’s Bank of China to provide clearing and settlement
services for its participating international financial institution members in cross-
border payments in Renminbi (RMB) as well as other currencies.

¢ CIPS was launched in 2015 as part of a policy effort to internationalise the use of
the Renminbi.

¢ As of June 2025, CIPS has 176 Direct Participants and 1514 Indirect Participants.
CIPS participants are located in 121 countries and regions around the world. Its
business covers more than 4900 banking institutions in 189 countries and regions
around the world.

¢ To put this in perspective, in 20235, the total value of CIPS settlement of Chinese
international transactions amounted to 180 trillion Yuan, compared to a total value
of Chinese international trade in goods and services of 53 trillion Yuan.
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Annual Value of Cross-Border Interbank
Payment (CIPS) Transactions, Tril. Yuan
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How Much Official Foreign Exchange
Reserves Does a Country Need?

¢ How much official foreign exchange reserves does a country need?

¢ Foreign exchange reserves in so-called hard currencies are needed to pay
for a country’s imports, the interest payments on a country’s foreign
currency-denominated loans, as well as the principals of maturing loans
(within the following 12 months). This is because foreign exporters,
investors and lenders may not wish to accept the country’s own currency
in settlement. In a crisis, exporters will not repatriate their export
proceeds, and importers will accelerate their payments for imports, and
maturing loans may not be rolled over. Thus, one would need to
compare the level of official foreign exchange reserves with the level of
these total current liabilities to assess its adequacy. If it were perceived
to be inadequate, a run on the country’s foreign exchange reserves may
ensue. This was what happened in the East Asian currency crisis of

1997-1998. +



How Much Official Foreign Exchange
Reserves Does a Country Need?

¢ China today has the world’s largest official foreign exchange reserves, at
approximately US$3.4 trillion, followed by Japan with approximately US$1
trillion. In addition, the People’s Bank of China holds 74.64 million ounces of gold,
worth US$344 billion at current prices. China has been running a significant trade
surplus for at least a decade and has little foreign-currency-denominated debt.
Thus, its official foreign exchange reserves 1s considered more than adequate.

¢ The central banks of Japan and China used to be the largest and second largest
holders respectively of U.S. Treasury and Agency securities. However, the central
banks of the Euro Area have recently taken over the top spot from the Bank of
Japan, and the People’s Bank of China has fallen behind the Bank of England to
become the fourth largest holder.

¢ The United States maintains a very low level of official foreign exchange reserves
because most countries are willing and able to accept the U.S. Dollar for
settlement.
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Total Foreign Exchange Reserves minus Gold:
Selected Economies
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Concluding Remarks

¢ Own-currency 1nvoicing, clearing and settlement between bilateral trading-

partner countries are potentially beneficial to both the exporting and the
importing countries. However, to make it a reality may require some of the
relevant central banks to offer inexpensive forwards to their bona fide
exporters and importers.

¢ The increasing use of own-currency clearing and settlement will have
implications on the management of official foreign exchange reserves by
central banks. In particular, it will reduce the level of official foreign
exchange reserves that should be maintained by a central bank. There will
also be safety, liquidity and diversification considerations. While the U.S.
Dollar will likely remain the most important world settlement currency, its
share 1n global official foreign exchange reserves will probably decline
gradually as countries increasingly shift to own-currency settlement among
themselves. 47



Concluding Remarks

¢ It 1s beneficial to the world economy to have more than one

functioning international messaging system for cross-border
interbank payments. Complete reliance on a single system, even
though 1t may be more efficient, 1s risky in the event it fails for
any country for any reason.

¢ The existence of more than one system will prevent the rise of
monopoly power and provide insurance against disruptions
caused by epidemics, natural disasters, wars and other possible

disturbances. The world economy will be more resilient as a
result.
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