Benoit Coeuré: Taking stock of the global role of the renminbi

Speech by Mr Benoit Cceuré, Member of the Executive Board of the European Central Bank,
at the European-Chinese Banking Day, Frankfurt am Main, 17 November 2014.

* * *

Dear Ladies and Gentlemen,

It is an honour to be invited here to the European-Chinese Banking Day, part of the Frankfurt
Euro Finance Week, and | would like to thank my hosts for giving me the opportunity to share
some thoughts on the issue of yuan (or RMB) clearing. Clearly, the increasing importance of
the Chinese economy and its currency over the last decades brings many new challenges,
some of which also encompass international payment activities. As a major economy, the
euro area is naturally affected by this process.

The rise of China has been astonishing. Since 1990, its weight in global GDP has increased
from just below 2% to over 13% this year, and is projected to surpass 15% before 2020. In
PPP terms, China’s share in the global GDP is, as of this year, even larger than that of the
US". This rapid economic development would not have been possible without China also
becoming one of the world’s main trading nations, together with the euro area and the US.

This economic prowess is also gradually translating itself into a greater presence in the
financial sphere. China has liberalised cross-border financial transactions, first those related
to trade and direct investment, but increasingly also those related to portfolio investment.
Approved investments under the different schemes that allow domestic and foreign
institutional investors to make cross-border investments in and out of China have been rising
steadily, although, so far, they amount only to about 2% of China’s GDP. However, we
should not forget that financial liberalisation is an ongoing process, which is still not
complete.

Additionally, in the last few years, central banks across the world have started to hold
onshore Chinese renminbi (CNY) in their reserves portfolios, usually with the expectation that
CNY may become a reserve currency in the coming years. Many others indicate interest in
reserve asset diversification into CNY once China’s onshore market opens up further. This is
an issue that the Eurosystem will also have to further reflect on in the future.

Also, the Shanghai — Hong Kong Stock Connect programme, which allows institutional and
private investors from mainland China to invest up to a certain quota in Hong Kong and vice
versa, is operating as of today and represents a further important step in opening the capital
account and liberalising financial flows. The growth in cross-border transactions has also led
to an increasing volume of RMB circulating outside China, giving rise to local RMB markets,
in Asia and in the euro area. In response to these developments, many central banks have
established a bilateral currency swap arrangement with the People’s Bank of China (PBC). In
October 2013, the ECB signed a bilateral currency swap arrangement with the PBC with
maximum sizes of 45 billion euros when euro are provides euros to the PBC and 350 billion
yuan when yuans are provided to the ECB. From the ECB’s perspective, the swap line
serves as a backstop facility to address sudden and temporary disruptions in the RMB
market owing to liquidity shortages, so as to reassure market participants that a safety net is
in place to address possible future market malfunctioning and reassure euro area banks
regarding the continuous provision of RMB. After having launched direct trading between the
renminbi and a number foreign currencies in China’s onshore forex market over the last few
years, direct trading between the euro and the onshore renminbi was launched in September
2014. This has the potential to reduce transaction costs, enhance the price discovery of the

' 16.5% vs 16.3% for the US, IMF World Economic Outlook, October 2014.
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EUR/CNY exchange rate and ultimately improve the functioning of the global financial
system.

Considering the rise of China in the global economy, the extent of its external trade and the
continuing development of its domestic financial markets, it is no surprise that also the
number of payments and financial transactions being conducted between parties in China
and elsewhere has been growing rapidly. Five years ago, the use of RMB in trade settlement
was marginal, but according to SWIFT statistics, it is now already the seventh most popular
payment currency, accounting for 1.72% of global payments in September 2014. This might
not sound like a lot, but the growth rates are impressive; and it is worth noting that even the
fourth most popular currency, the Japanese Yen, only accounts for 2.74% of global
payments. The RMB as an invoicing currency for international trade has also been growing
sharply: nowadays, about 25% of Chinese trade is invoiced in RMB, up from less than 2% in
2011. Looking forward, the RMB clearly has the potential to become a major international
currency and to be included, when the International Monetary Fund will deem it appropriate,
in the basket of currencies that determines the value of the Special Drawing Rights (SDRs).

That said, any currency of a truly global reach needs, amongst others, safe and efficient
arrangements and seamless processes to clear and settle transactions in that currency. In
the euro area, we have undertaken great efforts to introduce safe and efficient financial
market infrastructures for payments and the clearing and settlement of financial instruments.
Also within China, extensive work has been, and is, underway in this regard. However, while
these infrastructures facilitate the safe and efficient handling of transactions within the
respective economies, they do not yet provide for effective automated linkages between the
two currency areas. Therefore, the institutions participating in domestic infrastructures are
acting as intermediaries and service providers to corporates and financial actors wishing to
transact within and between the two currency areas.

Various challenges exist in the processing of cross-border transactions. One is the need to
have common or interoperable technical standards, a lack of which hamper a fully automated
and fast processing of transactions, leading to higher failure rates and costs. In this regard,
we appreciate the efforts undertaken in China to introduce state-of-the-art standards such as
1IS020022, as well as those by SWIFT to increase fully-automated processing, for example
by developing a standardised dictionary for the Chinese Commercial Code (CCC).

The setting up of RMB clearing arrangements like the one introduced here in Frankfurt —
which | understand is starting operations today- and those existing or planned for other
centres in Europe and other parts of the world, will play an important role in facilitating cross-
border payments, as well as closer integration and relations between economies. | am
convinced that the continuous development of more efficient payment and clearing
arrangements will benefit corporates and financial actors, both in the euro area and in China.

To conclude, we should not forget that, together with many opportunities, the integration of a
new major currency in the global economy also brings risks, as it allows shocks to propagate
more easily across borders. To minimise risks, such a process therefore must be monitored
carefully and complemented by close cooperation between authorities in China and abroad.
Even more important however, is to strengthen the Chinese financial sector, in particular
banks, so that it is sufficiently resilient to cope with the new pressures that financial
liberalisation inevitably brings. | fully trust Chinese authorities to continue upgrading financial
sector supervision and cooperate closely in order to safeguard overall financial stability.

Thank you for your attention.

2 BIS central bankers’ speeches




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



