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China’s new digital currency is being implemented in 
many parts of China, and will soon achieve nationwide 
distribution and usage for small transactions – to begin 
with. This new currency will give the People’s Bank of 
China and, by extension, the Chinese Communist Party, 
almost unlimited insight into the financial lives of its 
citizens and companies for purposes benign or malign, 
depending on one’s viewpoint. While physical cash will 
still be used for black market and rural area 
transactions, the e-RMB will dominate. 

Its legal and technological infrastructure will propel its 
distribution and use, so that it becomes the currency 
used by everyone, all the time, everywhere in China. 
Real-time transaction visibility, combined with the use of 
advanced analytical tools, AI and a penchant for 
economic planning, will bring huge benefits to police, 
regulators, the surveillance state and economic policy 
planners alike. The benefits to regular citizens beyond 
the current cheap and fast payment options are limited, 
although some benefits are expected to be developed by 
innovative private-sector players who can make use of 
the e-RMB’s programmable nature.

The CIPS system is quickly spreading along with China’s 
economic growth and trading prowess, with many 
countries and major global financial institutions using it. 
Combined with the e-RMB’s visibility and control 
features, it could be the trusted channel for the PBOC to 
allow the RMB to circulate more freely beyond China’s 
borders. The RMB could become far more commonly 
used as an international currency, displacing the use of 
the Euro and USD. Its aim is to be an alternative to the 
Western-dominated SWIFT – and SWIFT has established 
a joint venture with the PBOC to advance that aim.

It is unlikely that the USA has the focus or intention to 
slow the adoption of the CIPS + e-RMB combination 
before it becomes widespread enough to provide a 
global alternative that could seriously blunt the US 
weaponisation of the current Western-dominated 
international transfer payments system (i.e. to enforce 
its sanctions). 

Europe may be able to play a role in setting rules for 
CIPS before it becomes entrenched if it invests now in 
significant research, policy and diplomatic efforts to 
negotiate with China over the spread of the CIPS and the 
e-RMB. It should avoid over-regulating private-sector 
options for money transfer (including cryptocurrencies) 
so they can provide an alternative to the new Chinese 
system.

It is undeniable that the PBOC has, for almost eight 
years, led the world in developing and testing a CBDC 
that serves a wide range of domestic priorities, 
especially those that allow it to consolidate control over 
Chinese citizens and companies. Combined with the 
CIPS system, it will finally unleash the potential of the 
RMB to allow China to begin to realise the benefits of 
hosting a truly international currency. Its intent is clear, 
its focus strong and its progress sure. The rest of the 
world needs a strong and clearly thought-out response 
to this dramatic shift in world economic and monetary 
structure before it becomes a shift in power. 

EXECUTIVE SUMMARY
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1 Work, Andrew Crypto RMB: Finance Innovation or New Tool for Control? China’s 
New Digital Currency and What it Means to the World Global Innovation 
Hub/Friedrich Naumann Foundation for Freedom May, 2020 2 https://shop.freiheit.org/#!/Publikation/898

Over the past seven years, China has been quietly – then 
publicly – developing the next phase in currency. The 
invention of money is one of the most important in the 
history of humanity. It allowed commerce to transcend 
barter. Capital could be accumulated for productive 
deployment in a system of trust, value and time that 
gave rise to civilisation.

From the original ‘hard currencies’ (like shells) and then 
coins came paper representation of value, first known 
as flying money when it was invented in China. 
Currencies backed by a valuable commodity like gold 
were superseded by ‘fiat’ currency in a system of 
fractional banking. Reams of paper tracking money 
movements gave way to the digital era of currencies 
and equities moving around the world in the blink of an 
eye. And now, central bank digital currency (CBDC) and 
cryptocurrency are the next steps in monetary evolution.

CBDCs and cryptocurrencies are not the same. In the 
predecessor report to this missive, Crypto RMB: Finance 
Innovation or New Tool for Control?1 , outlined the 
differences. Some will be reviewed in this report. 

The electronic RMB (aka e-RMB, PBOC CBDC, 
digital RMB) will be visible to the PBOC wherever 
it goes. Except in the smallest transactions, the 
PBOC will have the capability to track its use from 
person to company to person ad infinitum. For 
those living in China’s modern urban centres, 
where even street hawkers and beggars insist on 
digital transactions, there will be no financial 
privacy from the state.

However, familiarity with some of the concepts and 
facts from the earlier report will be assumed here, albeit 
with references to direct readers to that document, 
easily available for download at the website of Friedrich 
Naumann Foundation for Freedom2 .

Indeed, in many ways, the People’s Bank of China’s 
forthcoming CBDC is an anti-cryptocurrency. While not 
all crypto, from Bitcoin and Ethereum to USD-backed 
stablecoins and joke-gone-wild Dogecoin, are built on 
the same architecture or principles, they can all lay 
claim to being cryptocurrencies, uncontrolled by any 
central authority and with records distributed across 
many nodes. Anonymity has decreased with regulatory 
intervention, but there is still a high degree of privacy 
among many cryptocurrencies.

https://shop.freiheit.org/#!/Publikation/898
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The surveillance aspects of the e-RMB have also been 
touted for their ability to dramatically improve on 
existing KYC and AML5 processes. The currency’s 
programmable character may allow for novel business 
models involving smart contracts, autonomous 
companies, parametric insurance and more futuristic 
innovations.

The nature of how the e-RMB is accounted for, on a 
central ledger controlled by the PBOC and second-tier 
partners, will bring it outside of the scrutiny of the 
US-dominated financial system, allowing transactions to 
evade the eye of America-friendly international 
institutions. While the current plans are for it to be used 
primarily as the narrow (or M06) money supply for daily 
transactions, the implications of it moving up the 
monetary food chain should be obvious: the e-RMB will 
weaken American dominance of the global financial 
system, and with it, America’s ability to financially 
sanction its antagonists.

This new currency deserves careful consideration by 
every government, business, NGO and individual that 
comes into contact with it. The decision to adopt or 
avoid it will have massive implications for the entire 
global political and economic order.

The one choice that cannot be assumed is the choice to 
ignore the PBOC CBDC. It is ready for widespread 
deployment, and once successfully launched, will open 
new options for the Chinese government to advance a 
wide range of objectives in the technological, political 
and economic realms – the sources of power in the 
military sphere. In all these areas, the e-RMB will aid and 
abet China’s rise in the world order.

One needs to remember that the Chinese state is a 
unitary one, with a single government with local 
subsidiaries and no acceptance of checks and 
balances. That government answers solely to the 
Communist Party of China, led by Xi Jinping. The 
Chinese President Xi has left no room for 
misunderstanding on this point, specifically 
stating in a 2019 article with him listed as the sole 
author (in Qiushi Journal, a leading CCP journal of 
Communist theory3), “We must never follow the 
path of Western ‘constitutionalism,’ ‘separation of 
powers,’ or ‘judicial independence.’’4

3 Xi Jinping                                                    QS. Theory February 15, 2019 
http://www.qstheory.cn/dukan/qs/2019-02/15/c_1124114454.htm
4 Gao, Charlotte Xi: China Must Never Adopt Constitutionalism, Separation of Powers, 
or Judicial Independence The Diplomat February 19, 2019 
https://thediplomat.com/2019/02/xi-china-must-never-adopt-constitutionalism-sep
aration-of-powers-or-judicial-independence/
5 Know-Your-Customer and Anti-Money Laundering
6 The M0 money supply is sum of money used in daily transactions in smaller 
amounts. It includes cash, digital and physical. It is distinguished from higher 
levels of money supply (i.e. M1, M2, M3, M4) which define monies used in more 
complex and higher-value transactions in the banking system, ranging from, for 
example, home mortgages to inter-bank lending. For more, visit 
https://www.investopedia.com/terms/m/monetary-aggregates.asp 
Note that different countries have different definitions of what exactly makes up 
each level of the M0-M4 money supply, so the terms ‘narrow’ (~M0-M2) and ‘broad’ 
(M3-M4) are also used for simplicity. 

加强党对全面依法治国的领导

http://www.qstheory.cn/dukan/qs/2019-02/15/c_1124114454.htm
https://thediplomat.com/2019/02/xi-china-must-never-adopt-constitutionalism-separation-of-powers-or-judicial-independence/
https://thediplomat.com/2019/02/xi-china-must-never-adopt-constitutionalism-separation-of-powers-or-judicial-independence/
https://www.investopedia.com/terms/m/monetary-aggregates.asp
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The e-RMB has been in development since 
2014 and heavily tested ‘in the field’ with a 
wide range of financial institutions (six major 
national banks that will be distributors of the 
new CBDC), payment platforms (Alipay, WeChat 
Pay, UnionPay), domestic and international retail 
outlets (in the thousands), and even public 
transport in select cities. Testing has been 
conducted in multiple cities (including a small 
trial in Hong Kong), with members of the public 
downloading test e-RMB they could spend at 
retail outlets before an expiry date.

From the PBOC white paper of July 2021 (see 
below: An Important Document):

As of June 30, 2021, e-CNY has been applied in 
over 1.32 million scenarios, covering utility 
payment, catering service, transportation, 
shopping, and government services. More than 
20.87 million personal wallets and over 3.51 
million corporate wallets ha[ve] been opened, with 
transaction volume totalling 70.75 million and 
transaction value approximating RMB34.5 billion.

The entity that is responsible for the 
development of the e-RMB is the Digital 
Currency Research Institute (DCRI). It was 
established within the PBOC in March 2018 as 
the progression of an internal working group 
focused on CBDC development9. It is headed by 
Mu Changchun, who replaced Yao Qian in Q3 
201910.

(3)

European and other major central banks 
(Canada, US, Japan, etc) are still in ‘talk-talk’ 
mode and seem to have no sense of urgency on 
the matter. They are years behind China’s 
imminent launch and extensive technological 
development and real-world testing. This is in 
part due to the lackof obvious benefits for 
normal consumers in their daily life. Other 
national attempts are either laughable (e.g. 
Venezuela) or limited in scope. The exception to 
this is wCBDCs (wholesale CBDCs), which have a 
completely different use case as 
blockchain-based currencies to improve the 
speed and accuracy of large transactions 
between major financial institutions. The 
Inthanon Project between the Bank of Thailand 
and the Hong Kong Monetary Authority (HKMA) 
falls into this category11.

(4)

7 https://www.ledgerinsights.com/china-explores-using-blockchain-for-digital-yuan-
cbdc-issuance
8 Ledger Insights Ed. China explores using blockchain for digital yuan CBDC issuance 
Ledger Insights September 13, 2021

The PBOC CBDC is not a cryptocurrency. 
It will use neither blockchain nor a decentralised 
ledger. Indeed, it will have a very centralised 
generation and ledger system controlled by the 
PBOC.7

However, Di Gang, the Deputy Director of the 
DCRI, made a speech in July 2021 indicating that 
the PBOC was ‘exploring the using blockchain at 
the issuance layer’ of its CBDC8. This does not 
seem to imply implementation in the near term, 
and the current plans for launch will not be 
delayed to incorporate blockchain technology. 
Rather, it may later play a role in helping the 
e-RMB to move up into higher levels of money
supply (covered later in this report).

(1)

The PBOC will create the e-RMB and then 
distribute it to key authorised financial 
institutions for circulation in the economy. 
Authorised operators will be able to offer 
e-wallets and sub-wallets. The PBOC will not
directly offer accounts to the public. Since the
first report, this has been clarified and
reinforced, with the PBOC explaining that it
expects the commercial sector to form an
‘ecosystem’ of services for use of the e-RMB.

(2)

The Previous Report: 
Important Concepts
and Updates 
This report is the second published by the Friedrich 
Naumann Foundation for Freedom and authored by 
Andrew Work. The earlier report, Finance Innovation or 
New Tool for Control? China’s New Digital Currency and 
What it Means to the World covers certain concepts that 
merit reminders here. Where the original material is still 
accurate and relevant, readers are advised to review 
that report in conjunction with this one. 

A review of some key facts, conclusions and updates 
can facilitate ease of reading this report.

9 CBN Editor Digital Currency Research Institute of the People’s Bank of China China 
Banking News October 2, 2018
https://www.chinabankingnews.com/wiki/digital-currency-research-institute-peopl
es-bank-china/
10 Leng, Sidney China appoints new digital currency head as race with Facebook’s 
Libra heats up SCMP.com September 6, 2019 
https://www.scmp.com/economy/china-economy/article/3026038/china-appoints-
new-digital-currency-head-race-facebooks-libra
11 For more, the HKMA has published ‘Inthanon-Lion Rock: Leveraging Distributed 
Ledger Technology to
Increase Efficiency in Cross-Border Payments’, found here: 
https://www.hkma.gov.hk/media/eng/doc/key-functions/financial-infrastructure/R
eport_on_Project_Inthanon-LionRock.pdf

https://www.ledgerinsights.com/china-explores-using-blockchain-for-digital-yuan-cbdc-issuance
https://www.ledgerinsights.com/china-explores-using-blockchain-for-digital-yuan-cbdc-issuance
https://www.chinabankingnews.com/wiki/digital-currency-research-institute-peoples-bank-china/
https://www.chinabankingnews.com/wiki/digital-currency-research-institute-peoples-bank-china/
https://www.scmp.com/economy/china-economy/article/3026038/china-appoints-new-digital-currency-head-race-facebooks-libra
https://www.scmp.com/economy/china-economy/article/3026038/china-appoints-new-digital-currency-head-race-facebooks-libra
https://www.hkma.gov.hk/media/eng/doc/key-functions/financial-infrastructure/Report_on_Project_Inthanon-LionRock.pdf
https://www.hkma.gov.hk/media/eng/doc/key-functions/financial-infrastructure/Report_on_Project_Inthanon-LionRock.pdf


12 Note that circumstances have overtaken this stated intent, as China has banned 
all foreign spectators at the 2022 Winter Olympics due to COVID-19. This 
suggested that any use by visitors would be restricted to athletes and other 
officials, highly restricting any ‘launch’ of the e-RMB for tourists. Confining visitors 
to their hotels and sports venues would only further minimise use of the e-RMB. 

7

On review, no major points of fact or speculation in the 
first document were found to be either in error or in 
need of major revision. A copy of the table of contents 
of the earlier report is found in the Appendices here. 
Those aiming to revisit it can download the original at:

https://shop.freiheit.org/#!/Publikation/898

Increased use of the e-RMB outside of China is 
also restrained by the same factors limiting the 
use of the RMB outside China (e.g. the 
unwillingness of Chinese authorities to let the 
currency be freely traded, lack of international 
bond issuance by national and sub-level 
government bodies, etc.).

(6)

Use of the e-RMB, once adopted, could mirror 
that of how traditional RMB is used via WeChat 
Pay and Alipay in foreign countries. Namely, it 
would be used in tourist destinations and as a 
small-scale shadow currency outside the view 
of domestic financial reporting and law 
enforcement authorities.

(7)

While the PBOC has indicated the e-RMB will be 
available for visitors during the Beijing Olympics 
in 2022, it has denied any desire to promote 
widespread use outside China12. Exceptions 
may be in tourism and low-level e-commerce, 
where neighbouring, weaker economies may be 
more likely to adopt and adapt usage of the 
e-RMB. However, there are significant updates 
on this that are dealt with in this report.

(5)

https://shop.freiheit.org/#!/Publikation/898
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13 Working Group on E-CNY Research and Development of the People’s Bank of China 
Progress of Research & Development of E-CNY in China People’s Bank of China July 2021 
http://www.pbc.gov.cn/en/3688110/3688172/4157443/4293696/202107161458469
1871.pdf

In Use
(and used in this paper)

e-RMB

eCNY 

PBOC CBDC 

electronic Renminbi
Latest use in the English
translation of the PBOC
paper on the digital currency.

e-Chinese Yuan
Used in media as of July 2021.

Combines the generic term
for a Central Bank Digital
Currency (CBDC) with the
specific form developed by
the People’s Bank of China
(PBOC).

Out of Use

DCEP
DC/EP

Digital Currency
Electronic Payment
Early use in 2017, saw its use
rise and fall and it is not used
in the latest PBOC white
paper on the topic.13

Other Terms

‘Traditional’ money

Cash 

Refers to funds held in 
traditional bank accounts and 
payment platforms like Alipay 
and WeChat Pay.

Normally accessed via 
internet banking or 
smartphone apps.

Paper money and coins. 

Narrow and Broad 
Money Supply and 
M0 to M4 
Money Supply

For more, visit:  
https://www.investope
dia.com/terms/m/mon
etary-aggregates.asp 

The M0 money supply is the 
sum of money used in daily 
transactions in smaller 
amounts. 

It includes cash, digital and 
physical. It is distinguished 
from higher levels of money 
supply (i.e. M1, M2, M3, M4), 
which define monies used in 
more complex and higher-value 
transactions in the banking 
system, ranging from, 
for example, home mortgages 
to inter-bank lending. 

Note that different countries 
have different definitions of 
what exactly makes up each 
level of M0-M4 money supply, 
so the terms ‘narrow’ 
(~M0-M2) and ‘broad’ (M3-M4) 
are also used for simplicity.

The initial indicators (circa 2014-2019) on the 
soon-to-be widespread PBOC CBDC led many outside 
China to think that, when launched, the currency would 
be a form of national cryptocurrency. By the time Crypto 
RMB: Finance Innovation or New Tool for Control? was 
published in May 2020, it became clear that it was not a 
cryptocurrency in the mould of Bitcoin, Ethereum or 
even stablecoins (which are theoretically backed by an 
existing fiat currency such as the USD). 

Given the ambiguity over its nature, a number of terms 
have been applied to this form of money over the years 
by the PBOC and other observers. One thing it is not is a 
‘national cryptocurrency’. The PBOC has referred to it by 
different names over the years, and some of the most 
common terms in play are outlined below. 

Nomenclature
and Terms
(What’s in a Name?) 

https://www.investopedia.com/terms/m/monetary-aggregates.asp
http://www.pbc.gov.cn/en/3688110/3688172/4157443/4293696/2021071614584691871.pdf
http://www.pbc.gov.cn/en/3688110/3688172/4157443/4293696/2021071614584691871.pdf
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An Important  
Document: 

White Paper
The PBOC’s July 2021

This document will refer frequently to the PBOC’s white 
paper published in July 2021. It clarified the PBOC’s 
official stance and priorities regarding a wide range of 
issues related to the e-RMB.

The document is published by the Working Group on 
E-CNY Research and Development of the People’s Bank 
of China, and is titled:

Progress of Research & Development of E-CNY in China

For the purpose of this report, it will be referred to as the 
‘PBOC July white paper’ or a similar term. Given the 
frequency with which it is referred to, it would be tedious 
to constantly spell out the full name and details, so 
shorter forms will be used for readability.

The white paper also established e-RMB and e-CNY as 
the most common terms for referring to the currency. It 
dropped the use of DCEP or DC/EP.

Even with the authority of this document having been 
confirmed, confusion has still emerged in some areas 
due to comments from former PBOC officials at public 
events or through the publication of their views in 
journals of varying influence. China-watching 
sometimes involves a process of ‘reading the tea leaves’ 
– trying to sort through contradictory or ambiguous 
statements from persons at various levels of 
officialdom or of uncertain status in relation to the 
relevant topic. We have addressed some of these 
pronouncements where relevant to make sense of what 
the current plan is based on accurate timelines, official 
statements and facts on the ground.

The aim is to distinguish between past speculation and 
direction to provide an accurate picture of where the 
e-RMB is, and where it is headed, as of the publication of 
this report. As a more complete deployment of the 
e-RMB approaches, new facts and official statements 
are frequently disseminated, so readers are invited to 
contact the author and update themselves frequently.



(PRACTICALLY) 
HOW IT WILL WORK 
IMPLEMENTATION: 

Extensive testing of the e-RMB across multiple cities in 
China has given observers some idea of how it will be 
launched and promulgated in China. Some key elements 
can be described here. 

Legal Status and Role

The e-RMB will be legal tender and the digital equivalent 
of the traditional cash RMB, fulfilling all the same 
functions as traditional money. It will be a liability of the 
central bank, the PBOC, to the bodies holding the 
currency.14

Issuance and Circulation: The Two-Tier System

The central bank will issue the e-RMB and control its 
supply. It will distribute the currency to authorised 
operators (commercial banks) and other commercial 
institutions that will hold, exchange and circulate the 
e-RMB on behalf of people, corporations, government 
departments and other organisations across Chinese 
society. This is normally referred to as a two-tier 
distribution system when discussing the PBOC CBDC. 

The e-RMB will be issued as narrow money supply for 
use in daily transactions. There is no indication as of yet 
of any transaction limit or holding limit for the e-RMB. If 
amassed legally, e-RMB holdings could become quite 
large.

Internet banking and smartphone app payments 
systems will be the main means of transaction. App 
providers like WeChat Pay (Tencent) and Alipay (Ant 
Financial, Alibaba, and subsidiaries that may 
emergefrom future restructuring15) will continue to be 
vital providers of daily transactions and holding.   

Note that this is not yet the same as funds held in bank 
accounts, WeChat Pay, Alipay and similar mechanisms 
that can be accessed by electronic means.

Programmability

The e-RMB is software, and should allow for as much 
programmability as the PBOC chooses and can 
implement. The recent white paper nods to this, but 
provides little in the way of concrete details about 
features or how it will work. It suggests that the system 
includes features to enable ‘self-executing payments 
according to predefined conditions or terms agreed 
between two sides, so as to facilitate business model 
innovation’. In tests, smart contracts ‘were used to make 
the e-CNY programmable, more expandable, and better 
integrated into various scenarios’.

However, exact details of final features have not been 
released and are likely being reviewed as testing 
continues across China so they can decide the exact 
final features. Use in financial instruments such as 
parametric insurance, autonomous companies and 
more could be possible, but are currently a matter of 
speculation only.

14 There may have been some confusion on this point that resulted in the term 
DCEP being dropped in the latest PBOC paper. In December 2020, a former 
governor of the PBOC, Zhou Xioachuan, claimed the currency was a DC/EP and 
NOT a CBDC, as the commercial banks (not the PBOC) would hold the liability. 
However, the July 2021 PBOC white paper clarified the situation for now, dropping 
the DCEP terminology and confirming the e-RMB would be a PBOC liability like 
traditional money. For more, reference: 
China releases digital yuan white paper, confirming it is not synthetic CBDC Ledger 
Insights July 16, 2021 
https://www.ledgerinsights.com/china-issues-digital-yuan-white-paper-confirming-i
t-is-not-synthetic-cbdc/
15 Reuters Ed. China plans to break up Ant’s Alipay The Straits Times September 13, 2021

10 IMPLEMENTATION: HOW IT WILL WORK (PRACTICALLY)

http://www.cf40.com/en/news_detail/11481.html
http://www.cf40.com/en/news_detail/11481.html
https://www.ledgerinsights.com/china-issues-digital-yuan-white-paper-confirming-it-is-not-synthetic-cbdc/
https://www.ledgerinsights.com/china-issues-digital-yuan-white-paper-confirming-it-is-not-synthetic-cbdc/
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16 Ledger Insights Ed. Details about the digital yuan officially disclosed Ledger 
Insights June 11, 2021 
https://www.ledgerinsights.com/details-about-the-digital-yuan-wallet-officially-disc
losed/

E-wallets will take a variety of forms, both hardware and 
software.

‘Hardware’ will include dedicated devices including 
wearables (think of stored-value watches like the 
Octopus watch in Hong Kong that allow near-contact 
use at points-of-sale), smart debit cards and other IoT 
devices. For the elderly or those less able to afford or 
navigate smartphones, this will provide alternative ways 
to use the e-RMB. 

‘Software’ wallets will be available in the form of apps 
usable on smartphones and other devices.

In the event of a power or internet outage due to 
remoteness from the telecommunications grid or a 
disaster that disabled urban systems, NFC or Bluetooth 
communications should allow for transactions to 
proceed.

Using only a phone number, users will be able to register 
simple accounts accessed through an e-wallet (in effect 
an app), which will have a maximum daily transaction 
limit of $5,000RMB (approximately USD$780/ €660).16 

Given that Chinese citizens must present ID when they 
buy a SIM card (thereby connecting them to the number 
used), this does not provide any extra anonymity.

Transactions of a higher value will only be possible on 
accounts that are registered with proof of ID and linked 
to a bank account. Individual and corporate accounts 
will have different requirements for proof of ID and 
whether a wallet is opened remotely or in person.

Sub-wallets will allow individuals and corporations to set 
up subsidiary accounts with different conditions (i.e. 
spending and withdrawal limits) for more flexibility of 
use. 

The Ledger – Who Will See Transactions and Balances

Again, the nature of China’s unitary state bears 
repeating. There is an official view that separation of 
powers is inimical to Chinese governance. The PBOC is, 
in theory, part of the same unitary state ruled by the 
CCP, which includes the People’s Liberation Army, 
financial regulators, environmental authorities, 
immigration and customs control and, to pick a random 
example, the National Ballet of China.The Chinese 
government is no stranger to bureaucracy, but any 
significant barriers to information sharing among 
government agencies, especially law enforcement 
authorities, can be considered to be minimal.

E-wallets – 
Where the Money Is

The e-RMB vs Current 
Payment Platforms
(WeChat Pay  
and Alipay)

A major difference between traditional funds accessed 
via electronic intermediaries (banks, WeChat Pay, Alipay) 
and the e-RMB is that, using electronic devices like 
smartphones, individuals will be able to transact directly 
with each other using Near Field Communication (NFC) 
technology. The use of traditional money normally 
means that a user has to have access to the Internet via 
Wi-Fi or a telecoms data provider (i.e. mobile phone 
service). The app contacts the entity holding the money, 
provides instruction and receives confirmation. 

Both leave an electronic trail visible to the intermediary. 
In the case of the e-RMB, the PBOC will be able to see 
transactions in real-time for those connected to the 
internet and with a slight delay once a device used in a 
transaction is connected to the internet (i.e. to make a 
payment elsewhere). 

It is likely that as consumers adopt e-wallets that are 
e-RMB enabled, it will become impossible for 
consumers to distinguish between the two forms. 
They will be used interchangeably until the e-RMB 
becomes the default for any non-cash transaction.

https://www.ledgerinsights.com/details-about-the-digital-yuan-wallet-officially-disclosed/
https://www.ledgerinsights.com/details-about-the-digital-yuan-wallet-officially-disclosed/
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17 Wang, Dr Hao Protecting Privacy in China: A Research on China’s Privacy Standards 
and the Possibility of Establishing the Right to Privacy and the Information Privacy 
Protection Legislation in Modern China Springer Heidelberg Dordrecht London New 
York 2011 page v. (introduction)
18 Horsely, Jamie P. How will China’s privacy law apply to the Chinese state? 
Brookings Institute January 29, 2021 (originally published on the New America 
website at 
https://www.newamerica.org/cybersecurity-initiative/digichina/blog/how-will-china
s-privacy-law-apply-to-the-chinese-state/)

There are nods in the direction of checks on unlimited 
data sharing. 

The PBOC white paper (July 2021) claims the system 
will incorporate:

‘a firewall for e-CNY-related information, and 
strictly implements information security and 
privacy protocols, such as designating special 
personnel to manage information, separating 
e-CNY from other businesses, applying a tiered 
authorization system, putting in place checks and 
balances, and conducting internal audits’.

The central bank has not made any statements to dispel 
the idea that it will have unlimited visibility into the 
movement of e-RMB. It has stressed the value in 
preventing crime, corruption and other unauthorised uses. 

While officials often stress that privacy will be observed, 
non-Chinese observers need to be reminded that when 
the state discusses privacy, it means among citizens – 
not from the government. In the words of Chinese 
scholar Dr Hao Wong, formerly of the Renmin University 
of China Law School in Beijing (now at Fudan University) 
in 2011: 

Furthermore, ‘[a]ny arbitrary information requests or use 
are prohibited’.

Technically, the PBOC claims that: 

‘The e-CNY system collects less transaction 
information than traditional electronic payment and 
does not provide information to third parties or other 
government agencies unless stipulated otherwise in 
laws and regulations’ (emphasis added).

‘The development of privacy protection in the 
People’s Republic of China is at least 30 years 
behind that of Western countries. At present, in 
China, there are no comprehensive legal principles 
protecting privacy interests. Most importantly, due 
to the fact that there is no working definition of 
privacy in China, the general population of China 
does not know what the concept of privacy is.’ 17

It is true that the new data protection laws are being 
implemented and do include the state – but they will 
contain carve-outs for any organ of the state conducting 
official business, and will exempt it from the data 
sharing and privacy rules where would impede the 
relevant body in conducting its official duties or if there 
is an overriding public concern (say, a pandemic or 
national security considerations)18.

Given the wide range of activities that could be 
considered ‘conducting official duties’, it is fair to 
assume that the officials of the National Ballet may not 
be able to access records held in the PBOC ledger, but 
financial regulatory and law enforcement officials would 
have considerable access to this information.

https://www.newamerica.org/cybersecurity-initiative/digichina/blog/how-will-chinas-privacy-law-apply-to-the-chinese-state/
https://www.newamerica.org/cybersecurity-initiative/digichina/blog/how-will-chinas-privacy-law-apply-to-the-chinese-state/
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19 Since the publication of the first report, the author has been asked about how the 
e-RMB will move Alibaba and TenCent’s share price compared to all other issues in 
a ratio of about 3:1. 
20 Crawley, James Ant Group Has Been Working With China’s Central Bank on Its 
CBDC Since 2017: Report CoinDesk April 26, 2021 
https://www.coindesk.com/ant-group-working-with-china-central-bank-cbdc-2017-report
21 Tran, Sarah China’s Central Bank’s DCEP is Trying to Make WeChat Pay and Alipay 
Redundant Blockchain.News November 12, 2019 
https://blockchain.news/news/china-central-bank-dcep-is-trying-to-make-wechat-pay-
and-alipay-redundant

As noted, the Chinese government has been undertaking 
a campaign to ‘rein in’ its massive tech giants, 
constraining their activities and ability to use data. 
Banks have long been subject to efforts to, for example, 
push more credit to small and medium-sized enterprises 
while limiting rampant loan extension to developers and 
financially moribund SMEs. These efforts are often 
stymied by a lack of timely information about banking 
activities, especially given the immense volume of funds 
and transactions involved in what could now be the 
world’s largest economy. 

Technology giants like TenCent and Alibaba have come 
into the governments’ crosshairs in recent years as they 
have become all things to all people, including financial 
giants and loans and payment platforms in their own 
right.

Much has been made of potential objectives of the 
PBOC vis-à-vis these entities. Indeed, most equity 
investors interested in the advent of the PBOC CBDC are 
mostly interested in the prospects for the tech giants in 
whose stocks they invest, rather than the 
economic-political considerations19. 

First, it is not, to the understanding of this report, that 
the PBOC expects to replace Alipay, WeChat Pay or 
UnionPay. These firms have been involved in test 
phases of the e-RMB as authorised operators20. 

Second, Ma Chanchung, long-time director-general of 
the Institute of Digital Currency, which has been guiding 
the e-RMB’s implementation, has referred to the new 
system as being redundant to the existing payment 
platforms in the sense of providing an alternative or 
back-up. Its aim is not to make them obsolete21 or 
replace them out of spite or regulatory zeal. 

Payment Platforms
Control of Banks and

Statements over the past two to three years have 
suggested that the PBOC would rather see banks and 
other authorised operators continue to innovate in 
expanding financial inclusion (keeping in mind the 
hundreds of millions who do not yet have access to the 
Internet, and therefore to traditional digital money, much 
less the new e-RMB) and providing services. 

Speculating, it is probable that the major payment 
players may lose some transaction volume and data 
collection, perhaps being reduced from earning 
stratospheric profitability to merely extraordinary 
profits. It is notable that the recent PBOC white paper 
does specify (in section 3.2.3.) that ‘the PBOC does not 
charge authorized operators for exchange and 
circulation services, and the operators do not charge 
individual clients for the exchange of e-CNY either’. A 
more detailed analysis of the potential impact on share 
prices is out of the scope of this report and is best left 
to asset management or capital market analysts.

What is true is that the PBOC will have much greater 
visibility into the flow and nature of transactions 
through these entities. This is also true for the banking 
sector. However, given that it is only intended to be used 
for smaller transactions (i.e. narrow money supply) for 
now, banks’ much bigger institutional loans, bond 
issuance and such will continue to be monitored by 
traditional means. 

However, comments by experts with considerable 
credentials have run counter to the current official 
narrative. Yao Qian is the director of the Science and 
Technology Supervision Bureau of the China Securities 
Regulatory Commission. More importantly, he is the 
former director of the PBOC's Digital Currency Research 
Lab, the forerunner to the current Institute of Digital 
Currency. He was involved in the launch of China’s 
investigation into digital currencies in 2014.

In May of this year (2021), he claimed that the e-RMB 
was created to ‘counter’ Alipay and similar platforms, 
providing a smart currency that could offer a more 
innovative route to implementing smart contact 
solutions. This may be a question of tone. The current 
official line could be that the tech giant payment 
platforms are valued partners, but ex-officials could be 
helpful in reminding those same giants that the PBOC 
calls the shots and the new e-RMB could, if needed, 
serve the populace if the axe fell on tech giants’ 
platforms.

Oddly enough, Mr Yao also claimed that the e-RMB was 
not created for surveillance purposes, as the 
government could already see all it cared to see on 
request from banks or payment platforms.

https://www.coindesk.com/ant-group-working-with-china-central-bank-cbdc-2017-report
https://blockchain.news/news/china-central-bank-dcep-is-trying-to-make-wechat-pay-and-alipay-redundant
https://blockchain.news/news/china-central-bank-dcep-is-trying-to-make-wechat-pay-and-alipay-redundant
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Surveillance –Friction Be Gone

While this claim of omniscience may be true in one 
sense, it ignores the important concept of friction. If the 
government (PBOC or other law enforcement) wants to 
see someone’s accounts, there is no effective barrier to 
its eventually gaining access to the relevant files.  

However, the inquisitive authority must know where to 
look and what it is looking for. It must (presumably) file 
paperwork. It must understand the internal systems of 
the financial institution it is making requests from. Once 
it gets initial information, it has to process it and then 
perhaps go back with follow-up requests from the same 
financial institution or another institution that was a 
counterparty to a transaction of interest. All this takes 
time, and can lead to mistakes and openings to tip off 
an entity of interest that could take the opportunity to 
move funds or obscure its movements.

Past attempts to get Tencent (WeChat Pay), Alibaba 
(Ant Financial) and other giants to provide their data to 
the authorities en masse have had mixed success at 
best22. This reluctance to share by the tech giants is 
believed to be part of the motivation for recent 
clampdowns on those same companies using antitrust 
laws.

The e-RMB could make this friction disappear. The 
PBOC will be able to see the location and movement of 
all e-RMB that has not been transacted off the grid. Even 
tiny off-grid transactions will have to come back to the 
system to be used for any meaningful purpose. The 
banks and financial institutions may not even need to 
supply data to the PBOC – the central bank will already 
have it. 

Moving into the realm of speculation, it would not be 
difficult to see how AI solutions currently deployed to 
detect suspicious transactions in commercial entities 
could not be improved on to flag patterns of interest to 
authorities of a criminal or politically troublesome 
nature across the entire PBOC CBDC ledger.

22 Chorzempa, Martin Promise and Peril of Digital Money in China Cato Journal Cato 
Institute Spring/Summer 2021 
https://www.cato.org/cato-journal/spring/summer-2021/promise-peril-digital-mon
ey-china#

https://www.cato.org/cato-journal/spring/summer-2021/promise-peril-digital-money-china#
https://www.cato.org/cato-journal/spring/summer-2021/promise-peril-digital-money-china#
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The Black Markets (Shadow Banking, Criminal 
Behaviour, Tax Evasion and Corruption)

This is, of course, of considerable interest to authorities 
seeking to elevate KYC and AML procedures to fight 
criminal activity, terrorist activities, tax evasion or any 
activity deemed undesirable to the government.

Shadowy or Innovative Banking?

Shadow banking – the practice of lending money on 
near-institutional levels outside the scrutiny of 
regulators – is a constant concern for regulators in 
China, who fear its potential to pose a systemic risk to 
China’s economic stability. The China Banking and 
Insurance Regulatory Commission (CBIRC) estimated it 
to be worth up to RMB84.8 trillion (USD$12.9 trillion)23 at 
the end of 2019, equivalent to 86% of GDP. By its nature, 
shadow banking is risky, as it consists of loans to firms 
that were deemed too risky for traditional banks. While 
this can include large loans to companies, it also 
encompasses small and microloans to consumers, 
often at high interest rates that can lead to distress and 
social unrest. P2P (peer-to-peer) lending had a very 
public (not very shadowy) boom in China a decade ago, 
but most platforms were later shut down by 
regulators24. One company’s innovation today could be a 
regulator’s shadow banking tomorrow.

The advent of the e-RMB will enable regulators to detect 
and monitor innovators and underground bankers alike 
to determine if they like or dislike the new activities and 
would like to let them continue or shut them down. In 
other words, it will reduce the friction required to 
monitor and control the industry.

Criminal Elements

Likewise, other illicit activities should become much 
easier to detect anywhere they come in contact with the 
digital economy. While cash (i.e. paper notes) can still 
be used for illegal transactions, such activities will be 
limited in scope by the need to launder money back into 
the legitimate system as the range of goods and 
services that can be bought with cash or used to pay 
rent, salaries and such, diminishes dramatically.

Simply put, the friction for surveillance will be reduced 
for the PBOC, government regulators and law 
enforcement, and increased for anyone engaging in 
criminal or politically undesirable behaviour, from drug 
smuggling and human trafficking to embezzlement and 
other white-collar crime.

Control of Society

23 Tang, Frank China estimates shadow banking worth US$12.9 trillion as it moves to 
clean up high-risk sector South China Morning Post December 7, 2020 
https://www.scmp.com/economy/china-economy/article/3112892/china-estimate
s-shadow-banking-worth-us129-trillion-it-moves
24 Chorzempa, Martin China doesn’t yet have a grip on P2P lending risks East Asia 
Forum October 3, 2018 
https://www.eastasiaforum.org/2018/10/03/china-doesnt-yet-have-a-grip-on-p2p-l
ending-risks/
25 Kondapa, Prof Srikanth A Transformative Decade: Xi Jinping’s Rise And China’s 
Political Landscape – Analysis Eurasia Review August 13, 2021 
https://www.eurasiareview.com/13082021-a-transformative-decade-xi-jinpings-rise
-and-chinas-political-landscape-analysis/
26 Robber barons, beware The Economist October 24, 2015
27 Currently, the Macanese pataca and Hong Kong dollar are legal tender. Most 
gamblers convert their currency into HKD to buy gambling chips. Often, they must 
do it via intermediaries such as gambling tour operators, aka junkets.

Tax Evasion and Corruption

President Xi Jinping has supported widely publicised 
anti-corruption campaigns since his ascension in 2013. 
The hunting of ‘tigers and flies’ (high- and low-level 
officials) has led to very high-profile figures being 
nabbed25 and hundreds of thousands being convicted in 
just the first couple of years26.

As the state moves to improve the visibility of 
transactions and holdings of all citizens, including CCP 
members and government bureaucrats, it should prove 
a deterrent for those bold enough to still attempt to 
cash in on illicit behaviour. Even if they return to the old 
ways of bags of cash, the reduction of the use of 
physical cash will make any entry point into the digital 
monetary system even more noticeable. 

Macau and Gambling

Macau is the ‘other SAR’, the smaller territory handed 
back to China in the late 1990s. It lies across the Pearl 
River Delta from Hong Kong. In political terms, it has 
been much quieter compared to Hong Kong, and has
been better integrated. Once COVID was brought under 
control in mainland China and Macau, the border 
opened, and Macau’s somewhat monochromatic 
economy benefited from a return of mainland Chinese 
tourists in early 2021. 

The Chief Executive of Macau, Ho lat-seng, has already 
indicated that Macau is standing by to revise its 
financial regulations to adopt the new e-RMB. Some 
analysts think that, especially if Macau made the RMB 
legal tender, it could actually facilitate gambling by 
allowing punters to directly convert their own money 
into a form they could use to gamble27. It could even 
eliminate middlemen such as junket operators, 
underground banks and pawnbrokers, leaving more 
profits for casinos28. 

https://www.scmp.com/economy/china-economy/article/3112892/china-estimates-shadow-banking-worth-us129-trillion-it-moves
https://www.scmp.com/economy/china-economy/article/3112892/china-estimates-shadow-banking-worth-us129-trillion-it-moves
https://www.eastasiaforum.org/2018/10/03/china-doesnt-yet-have-a-grip-on-p2p-lending-risks/
https://www.eastasiaforum.org/2018/10/03/china-doesnt-yet-have-a-grip-on-p2p-lending-risks/
https://www.eurasiareview.com/13082021-a-transformative-decade-xi-jinpings-rise-and-chinas-political-landscape-analysis/
https://www.eurasiareview.com/13082021-a-transformative-decade-xi-jinpings-rise-and-chinas-political-landscape-analysis/
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Sanford C Bernstein, a brokerage, believes the e-RMB 
could reduce dependence on WeChat Pay and Alipay, 
which are popular with many mainland gamblers. The 
firm also speculates it could even replace the local 
currency, the pataca, as the currency of choice29.

Historically, much of Macau’s gambling-related tourism 
has been believed to have been driven by well-heeled 
Chinese bureaucrats spending ill-gotten gains. 
Pre-COVID, casinos focused on mass-market services 
as VIP gambling fell in the wake of anti-corruption 
drives30. More visibility into the movement of e-RMB into 
and out of the gambling enclave and connecting it back 
to government officials could reduce such activity 
dramatically. 

Other ‘Troublemakers’: Dissidents and ‘Social Credit’

Of course, an all-seeing system that has a broader 
definition of undesirable behaviour than, say, Asian and 
Western democracies will also be able to better monitor 
those who may be considered a threat or annoyance to 
the state for what is considered normal activity 
elsewhere. 

28 Newsdesk Macau ready to amend financial laws to allow for introduction of China’s 
Digital RMB inside Asian gaming April 14, 2021 
https://www.asgam.com/index.php/2021/04/14/macau-ready-to-amend-financial-law
s-to-allow-for-introduction-of-chinas-digital-rmb/
29 Newsdesk China’s digital yuan to benefit Macau casinos, boost mass and premium 
mass: Bernstein inside Asian gaming January 25, 2021 
https://www.asgam.com/index.php/2021/01/25/chinas-digital-yuan-to-benefit-macau
-casinos-boost-mass-and-premium-mass-bernstein/ 
30 Sweeney, Pete Macau keeps gambling on gambling Reuters May 5, 2017 
https://www.reuters.com/article/uk-macau-gambling-breakingviews-idUSKBN1810I4
31 China’s “social credit” scheme involves cajolery and sanctions The Economist March 30, 
2019
32 Lee, Amanda What is China’s social credit system and why is it controversial? 
SCMP.com August 9, 2020

The much-discussed ‘social credit’ system being tested 
in parts of China has been mooted. It is not hard to 
speculate how a system designed to track citizen 
behaviour, purchasing records, minor and major legal 
failings, tax payments, loan payments and defaults and 
more could be intended to use. It is similar to a credit 
rating with a wide range of other virtue metrics 
attached. In most places where it has been trialled, it 
hasn’t really taken off, and many citizens are unaware of 
its existence or their rating in the system31. 

Political dissidents, religious groups, social justice 
activists, journalists and more will have even more 
of their lives exposed to the state through their 
financial records. Many of their activities, including 
financial transactions, are currently monitored by 
secret or obvious policing, but as described above, 
friction will be reduced, making the process even 
easier. Awareness of the increased scrutiny could 
deter any funding to make dissident behaviour 
possible and make it easier to catch those deemed 
to be transgressive.

It is, however, notable that one of the administrative 
bodies organising the system is the People’s Bank of 
China (along with the National Development and Reform
Commission and elements of the country’s judicial  
system32). The social credit programme has developed 
at a fairly slow pace compared to the e-RMB, but the
e-RMB could provide opportunities for the social credit  
programme to execute on its promise of punishing 
poorly performing citizens through their finances.

The speed at which the government could do so could 
be very, very quick. It is feasible that AI could be 
deployed across the system to make the omnipresent 
government even more so, making almost any activity 
financially suspect as quick to attract attention as errant 
Weibo posts are now – that is to say, instantly. 

https://www.asgam.com/index.php/2021/04/14/macau-ready-to-amend-financial-laws-to-allow-for-introduction-of-chinas-digital-rmb/
https://www.asgam.com/index.php/2021/04/14/macau-ready-to-amend-financial-laws-to-allow-for-introduction-of-chinas-digital-rmb/
https://www.asgam.com/index.php/2021/01/25/chinas-digital-yuan-to-benefit-macau-casinos-boost-mass-and-premium-mass-bernstein/
https://www.asgam.com/index.php/2021/01/25/chinas-digital-yuan-to-benefit-macau-casinos-boost-mass-and-premium-mass-bernstein/
https://www.reuters.com/article/uk-macau-gambling-breakingviews-idUSKBN1810I4
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33 Chorzempa, Martin Promise and Peril of Digital Money in China Cato Journal Cato 
Institute Spring/Summer 2021
34 Work, Andrew Money, Money, Money Sphere Issue #44 CK Hutchison Holdings 
Limited 2018
35 Cheng, Evelyn China says it now has nearly 1 billion internet users CNBC.com 
February 4, 2021 
https://www.cnbc.com/2021/02/04/china-says-it-now-has-nearly-1-billion-internet-
users.html
36 Working Group on E-CNY Research and Development of the People’s Bank of 
China Progress of Research & Development of E-CNY in China People’s Bank of 
China July 2021

China has a long pedigree of monetary innovation. 
‘Flying money’ was the name given to paper currency, 
first used in the early days of the Tang Dynasty, in 
approximately 800 AD. It was named for its ability to 
transfer value over long distances in paper form. These 
documents were not standardised; each had a unique 
value. Real paper money, backed by metal coins, 
emerged in the early Song Dynasty, circa 1024 AD34. 

Frequent visitors to China’s large cities in the mid-2010s 
were shocked at how quickly China was transformed 
from a ‘cash only’ society, where houses and Hummers 
were paid for with duffel bags full of cash, to an almost 
cashless society. Over the space of a few years, visitors 
became bewildered when their cash was refused by taxi 
drivers, public transport and even street hawkers. Digital 
payment became the norm.

Speculation that China will become an entirely cashless 
society, however, is premature, and belies the reality of 
hundreds of millions of poor Chinese living beyond the 
shiny cities. While numbers of users jumped 
dramatically during COVID, there were still fewer than one 
billion people who had accessed the internet by the end of 
202035. That means hundreds of millions had still never 
accessed the Internet via a smartphone, computer or 
other device. 

This cohort must continue to use traditional cash to 
conduct its daily business. While the total value 
transactions may constitute a tiny part of the total 
Chinese economy, cutting the rural poor out of the 
economy would be needlessly cruel and antagonistic, 
and serve no useful, discernible purpose other than to 
bring a few more transactions of small value under the 
watchful eye of the government.

In recent months, the PBOC has explicitly endorsed the 
continuance of paper money in its white paper on the 
e-RMB, Progress of Research & Development of E-CNY in 
China (published July 2021). To quote the paper, the 
‘e-CNY is mainly a substitute for cash in circulation 
(M0), and will co-exist with physical RMB’.36  

Is this the End of 
Flying Money in China?  

CCP Pushback

However, given the consolidation of power in 
President Xi Jinping in recent years, including the 
use of anti-corruption campaigns to hobble 
political resistance, it seems unlikely that there 
will be significant pushback. The ethos of ‘If you 
have nothing to hide, you have nothing to fear’ will 
most likely prevail. 

Martin Chorempza, a Senior Fellow at the Peterson 
Institute for International Economics, believes that a 
source of resistance to the all-seeing version of the 
PBOC CBDC could be the members of the Communist 
Party. He claims that this version of the e-RMB ‘would 
encounter fierce political resistance from other parts of 
the bureaucracy because of what that would mean for 
the PBOC’s relative power. Such data could be the 
ultimate weapon for political battles of different 
patronage networks, too powerful to put in any 
individual’s hands, especially because of what it would 
reveal about powerful officials involved in corruption.33’

https://www.cnbc.com/2021/02/04/china-says-it-now-has-nearly-1-billion-internet-users.html
https://www.cnbc.com/2021/02/04/china-says-it-now-has-nearly-1-billion-internet-users.html
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The New Black-Market 
Currency in China: 
Same as the Old Black-
Market Currency  

37 Yiu, Darlie Police arrest 472 in WeChat prostitution, fraud probe AsiaTimes July 22, 2019 
https://asiatimes.com/2019/07/police-arrest-472-in-wechat-prostitution-fraud-probe/
38 ibid
39 Robles, Alan Chinese prostitution dens sell sex on WeChat and Telegram like it’s ‘fast 
food’, Philippine senate hears SCMP January 28, 2020 
https://www.scmp.com/week-asia/politics/article/3047934/chinese-prostitution-dens
-sell-sex-wechat-and-telegram-its-fast
40 For more, see: Money-Laundering: A Three Stage Process 
https://www.moneylaundering.ca/public/law/3_stages_ML.php

Given the ubiquity of digital payments in China and the 
use of WeChat as an ‘everything’ app, cash is still king 
for many illicit payments. Given the PBOC’s 
commitment to maintaining cash, this will continue to 
be the case. 

That being said, a wide range of scams and illegal 
activities are promoted, albeit often in thinly disguised 
forms (e.g. so-called ‘compensated dating’ for 
prostitution) on WeChat and other online platforms that 
incorporate payment systems. One crackdown on 
prostitution saw up to 5% (~20 million accounts)37 of 
WeChat accounts closed in its early years. Stories 
emerge from time to time about the phenomenon 
continuing38.

However, overseas, WeChat Pay can run payments 
systems invisible to local authorities in other countries, 
as the Senate in The Philippines heard. WeChat was 
used for mainland workers to choose and pay local and 
imported sex workers being forced to work against their 
will. The fast rise of the phenomenon caught local law 
enforcement off guard39. The ease of transaction and 
payment was beyond the oversight of any local banks or 
payment platforms.

While cash, mostly the local RMB, will remain the 
black-market king in China, it may become more difficult 
to launder money. The whole point of amassing wealth 
is to use it to, at some point, buy legitimate goods in the 
legal economy. Expensive cars, real estate and luxury 
goods can no longer be purchased using cash in almost 
all of China. So bringing cash back into the legal 
financially system, called ‘placement’ in the three stages 
of money laundering (placement, layering and 
integration40), is necessary – and the riskiest part of the 
money laundering process. 

A new e-RMB system with enhanced visibility, paired 
with AI looking for suspicious payments, can only make 
the process more fraught for money launderers.

https://asiatimes.com/2019/07/police-arrest-472-in-wechat-prostitution-fraud-probe/
https://www.scmp.com/week-asia/politics/article/3047934/chinese-prostitution-dens-sell-sex-wechat-and-telegram-its-fast
https://www.scmp.com/week-asia/politics/article/3047934/chinese-prostitution-dens-sell-sex-wechat-and-telegram-its-fast
https://www.moneylaundering.ca/public/law/3_stages_ML.php
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THE FUTURE 
THE ECONOMY OF
BIG PLANS FOR

The e-RMB system by itself will make huge amounts of 
data available for analysis and monitoring. However, 
banks and other financial giants can also help in 
indicating what conditions and terms apply to monies in 
their care (e.g. loan conditions or other obligations). 

The PBOC white paper (July 2021) claims in section 4.2 
that ‘the PBOC has set up a framework of big data 
analysis, risk monitoring and early warning for e-CNY to 
enhance the foresightedness, accuracy and 
effectiveness of e-CNY management’. This could also be 
used by central planners.

41 ‘The knowledge of the circumstances of which we must make use never exists in 
concentrated or integrated form,’ explains Hayek, ‘but solely as the dispersed bits 
of incomplete and frequently contradictory knowledge which all the separate 
individuals possess.’ From the article by:
Tucker, Jeffrey A. Hayek: The Knowledge Problem Foundation for Economic 
Freedom September 28, 2014
https://fee.org/articles/hayek-the-knowledge-problem/
42 Yang Yuan and Liu Nian Alibaba and Tencent refuse to hand loans data to Beijing 
Financial Times September 19, 2019 
https://www.ft.com/content/93451b98-da12-11e9-8f9b-77216ebe1f17
43 Yang Jing and Yu Xiu Jack Ma’s Ant in Talks to Share Data Trove With State Firms 
The Wall Street Journal June 23, 2021 
https://www.wsj.com/articles/jack-mas-ant-in-talks-to-share-data-trove-with-state-f
irms-11624442902

Some economists are often accused of having physics 
envy, a condition characterised by a tendency to collect 
ever more data in the hope that it could, with proper 
analysis, provide predictive power similar to that found 
in Newtonian physics (quantum physics are another 
matter). By combining ever more data with more 
computing power (now including the application of 
artificial intelligence), every new generation of economic 
planners hopes it is getting closer to an exalted state 
where it can pull the monetary and financial levers of the 
economy to produce predictable results, transcending 
the ‘Information Problem’ as posed by Nobel Prize 
winner Friedrich Hayek41.

The new e-RMB system will create massive amounts of 
data that could tempt economic planners and monetary 
economists in China to believe this to be the Holy Grail 
that will allow them to elevate economic planning. The 
past reluctance of major financial tech players like Ant 
Financial to hand over data42 appears to have exhausted 
the patience of regulators, who will now have access to 
the masses of data amassed by these firms43.

Economic Planning 
and Physics Envy

https://fee.org/articles/hayek-the-knowledge-problem/
https://www.ft.com/content/93451b98-da12-11e9-8f9b-77216ebe1f17
https://www.wsj.com/articles/jack-mas-ant-in-talks-to-share-data-trove-with-state-firms-11624442902
https://www.wsj.com/articles/jack-mas-ant-in-talks-to-share-data-trove-with-state-firms-11624442902
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Sarah Allen et al. speculate that new data means new 
opportunities for the PBOC. ‘These opportunities would 
also include new monetary policy levers, such as the 
ability of central banks to institute negative nominal 
interest rates, create currency with time limits or other 
spending conditions (e.g., required spending on durable 
goods) in order to create highly targeted monetary 
interventions in a national economy.’44

It could also force financial institutions to comply faster 
and more completely with national economic planning 
directives. For example, attempts to get banks to lend 
less to State-Owned Enterprises (SOEs) and more to 
SMEs have floundered on banking intransigence45. The 
PBOC could track results almost in real time to 
determine how effective its policies were, and to quickly 
expand them if they were successful or cancel them if 
they were ineffective or found to have unintended 
consequences.

Economists are best left to debate whether or not ‘this 
time is different’ and Hayek’s Information Problem can 
be overcome, but a new set of tools will give economic 
planners in China more toys to play with using the 
e-RMB system.

45 Wang, Orange Brother can you spare a dime: China’s small firms can’t get loans 
even with the government’s push South China Morning Post August 29, 2018 
https://www.scmp.com/business/china-business/article/2161759/brother-can-you
-spare-dime-chinas-small-firms-cant-get-loans
46 Greene, Robert What Will Be the Impact of China’s State-Sponsored Digital 
Currency? Carnegie Endowment for International Peace July 1, 2021 
https://carnegieendowment.org/2021/07/01/what-will-be-impact-of-china-s-state-s
ponsored-digital-currency-pub-84868

44 Allen, Sarah/Grimmelmann, James/Juels, Ari/ Prasad, Eswar Design choices for 
central bank digital currency Up Front Brookings Institution July 23, 2020 
https://www.brookings.edu/blog/up-front/2020/07/23/design-choices-for-central-b
ank-digital-currency/

Moving Up the Food 
Chain (From Narrow to 
Broad Money Supply) 

While the PBOC has been very clear that the 
current plan is only to have the e-RMB apply to 
narrow money as a partial replacement for cash, 
hints about further development of the use of the 
e-RMB suggest that, over time, the e-RMB could 
be a much bigger part of the Chinese domestic and 
international economic scene.

Simply put, the stated intention of the PBOC, repeatedly 
and at this time, is that the e-RMB will be used for M0 
money supply, also known as narrow money.

However, it is not a stretch to think that it could quickly 
and unobtrusively become the bulk of narrow money 
supply, including demand deposits, in short order. 
Indeed, it is hard to imagine it not going in that direction 
once it has been proven reliable for use in daily usage as 
a substitute for cash. 

From there, short-term time deposits in banks could be 
denominated in e-RMB, expanding the range of use of 
the currency. While the PBOC specifies that e-RMB is 
not an interest-paying entity unto itself, financial 
institutions could theoretically offer interest paid out in 
traditional monies for e-CNY held in accounts with their 
institutions.
 
The Governor of the PBOC, Yi Gong, has observed that 
the Chinese regulatory framework will need to be 
developed for the e-RMB to expand its utility to have 
application as a major part of the broad money supply46. 

https://www.brookings.edu/blog/up-front/2020/07/23/design-choices-for-central-bank-digital-currency/
https://www.brookings.edu/blog/up-front/2020/07/23/design-choices-for-central-bank-digital-currency/
https://www.scmp.com/business/china-business/article/2161759/brother-can-you-spare-dime-chinas-small-firms-cant-get-loans
https://www.scmp.com/business/china-business/article/2161759/brother-can-you-spare-dime-chinas-small-firms-cant-get-loans
https://carnegieendowment.org/2021/07/01/what-will-be-impact-of-china-s-state-sponsored-digital-currency-pub-84868
https://carnegieendowment.org/2021/07/01/what-will-be-impact-of-china-s-state-sponsored-digital-currency-pub-84868
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Project Inthanon

Casual media reports have sometimes linked the 
development of the e-RMB and the PBOC interest in 
Project Inthanon. Detailed in the original report, the 
project is a collaboration between the Bank of Thailand 
and the HKMA to develop and test 
blockchain-supporting processing of the movement of 
large amounts of money between large financial 
institutions, like central banks and large banks. This is a 
wCBDC, with the ‘w’ representing ‘wholesale’, as it 
applies to wholesale banking.

It is a completely different animal from the e-RMB. The 
e-RMB is for narrow money use among general 
consumers making low-level purchases on a 
non-blockchain-based infrastructure. The wCBDC is for 
restricted use among financial giants moving huge 
sums of money, and often involves blockchain. 

The PBOC, which has responsibility for all monetary and 
financial issues in China and the international sphere, 
has joined the working group which has also welcomed 
the Central Bank of the United Arab Emirates52. With 
multiple currencies now involved, the HKMA also 
sometimes refers to it as an m-CBDC project (for 
‘Multiple Cross- Border Digital Currency‘). 

Many media reports link the e-RMB and this project 
when throwing out random laundry lists of anything 
vaguely connected to digital currencies or crypto as filler 
at the end of stories to build word count and improve 
SEO rankings. They generally make no effort to show 
how these projects may actually be connected. 
However, using a ‘work with the end in mind’ analytical 
mindset, this report will show how they may eventually 
be connected in the medium and long term.

In 2021, reports emerged of the HKMA working with the 
PBOC’s DCRI to also investigate how the e-RMB could 
be used for trade finance. Without divulging much in the 
way of detail, such preliminary work to enable this 
function was estimated to take up to three years 
(coming to mid-2024)5051.

Hong Kong’s Role in
Cross-border CBDC 
Exchange

47 Monthly reporting and statistics on renminbi (RMB) progress towards becoming an 
international currency SWIFT RMB Tracker SWIFT July 2021 
https://www.swift.com/our-solutions/compliance-and-shared-services/business-in
telligence/renminbi/rmb-tracker/rmb-tracker-document-centre
48 Luo Meihan China’s Central Bank Tests Virtual Yuan Across Borders Caixin April 1, 2021 
https://www.caixinglobal.com/2021-04-01/chinas-central-bank-tests-virtual-yuan-a
cross-borders-101684813.html
49 Yue, Eddie A New Trend for Fintech - Cross-border Payment inSight HKMA December 4, 
2020 https://www.hkma.gov.hk/eng/news-and-media/insight/2020/12/20201204/
50 凤凰新媒体 Phoenix New Media 
March 15, 2021 https://finance.ifeng.com/c/84dOPThFaPV
51 Zhang Xiaoxi The Digital Renminbi Steps Out Ideas Gavekal Economics April 6, 2021
52 Joint statement on the Multiple Central Bank Digital Currency (m-CBDC) Bridge 
Project HKMA February 23, 2021 
https://www.hkma.gov.hk/eng/news-and-media/press-releases/2021/02/20210223-3/

大动作！香港金管局：正在跟内地合作测试数字人民币 

The traditional RMB is already in circulation in Hong 
Kong, and is available in cash form from ATMs in the 
city. Hong Kong travellers headed for the mainland can 
take cash out in Hong Kong from their RMB (or HKD) 
accounts. Hong Kong is by far the world’s largest 
offshore RMB exchange economy by weight (as of June 
2021), holding a 76.80% share (the UK is second at 
6.19%)47.

In December 2020, the Hong Kong Monetary Authority 
announced it was collaborating with its mainland 
counterparts to create the technical framework to 
enable e-RMB use in Hong Kong. A one-day trial was 
held to allow a small group of Hong Kong residents to 
buy goods in Shenzhen on the back of earlier trials 
there48. To wit:

The HKMA and the Digital Currency Institute of 
People’s Bank of China are discussing the technical 
pilot testing of using e-CNY, the digital renminbi 
issued by the PBOC, for making cross-border 
payments, and are making the corresponding 
technical preparations. 49

Eddie Yue, Chief Executive, HKMA

https://www.swift.com/our-solutions/compliance-and-shared-services/business-intelligence/renminbi/rmb-tracker/rmb-tracker-document-centre
https://www.swift.com/our-solutions/compliance-and-shared-services/business-intelligence/renminbi/rmb-tracker/rmb-tracker-document-centre
https://www.caixinglobal.com/2021-04-01/chinas-central-bank-tests-virtual-yuan-across-borders-101684813.html
https://www.caixinglobal.com/2021-04-01/chinas-central-bank-tests-virtual-yuan-across-borders-101684813.html
https://www.hkma.gov.hk/eng/news-and-media/insight/2020/12/20201204/
https://www.hkma.gov.hk/eng/news-and-media/press-releases/2021/02/20210223-3/
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Limiting its use to tourist-connected retail (hotels and 
shopping) is not going to significantly improve the 
ranking of the RMB (currently in 5th position) as a share 
of global payments currency, traditional or CBDC55. In 
July, the US and European currencies accounted for a 
combined 78.56% of this metric.

The US share of usage as a global payments currency is 
40.64% to China’s 2.46% (as of the end of June 2021). 
This is almost a high point for RMB use, as it has 
normally trended around 2% as measured on a 
month-to-month basis since 2018, and it could drop with 
changes in future financial flows.

The American currency’s share as a global currency in 
trade finance markets is overwhelming at 86.64%, to 
China’s 3.42% (end June 2021). However, in this arena, 
the usage is approaching the use of the Euro on a global 
scale.

53 Garcia-Herrero, Alicia and Tan, Junyu Cross-border role of China’s digital currency: 
Still embryonic technically and even more so institutionally Natixis China Hot Topics 
Natixis June 9, 2021
54 Monthly reporting and statistics on renminbi (RMB) progress towards becoming an 
international currency SWIFT RMB Tracker SWIFT July 2021
55 Monthly reporting and statistics on renminbi (RMB) progress towards becoming an 
international currency SWIFT RMB Tracker SWIFT July 2021

While the PBOC has recently established a joint venture 
with SWIFT to facilitate cross-border use and exchange 
of the RMB – and presumably the e-RMB – with other 
currencies, there are major constraints that will continue 
to restrain the rise of the RMB as an international 
currency, digital or otherwise, in the near term. The 
medium to long term is another matter.

For now, as noted above, the PBOC has stated that the 
new currency will only be used for narrow money supply. 
At about RMB8.4trn at the end of 2020, this makes up 
only approximately 3% of China’s total money supply53. 

Internationally, the RMB’s share as a global currency in 
trade finance markets is 3.42% (as of the end of June 
2021), according to SWIFT’s monthly update. While this 
is a tiny fraction of the USD usage, it is more than 
double that of China’s position in June 2019 (1.66%)54.

The RMB Has Never
Really Been 
International – 
for Good Reasons  

That 
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The RMB vs the Euro

The RMB, digital currency or otherwise, will need to see 
a dramatic change in use to approach the Euro’s 
position as the number 2 global payments currency: the 
Euro has 37.92% of usage as of June 2021. Displacing 
the Japanese Yen at 2.66% and Great Britain Pound 
(GBP) at 5.59% seems more likely. 

Trade finance, however, is another story. The 
overwhelming domination of the USD means that the 
remainder used by other currencies is split quite small 
(as percentages of the whole). The European share as a 
global currency in trade finance markets is only 5.75% to 
China’s 3.42% – and the RMB’s share is climbing fast, 
double its share at the end of June 2019 (1.66%). As 
China’s export-led economy continues to outperform, its 
share of the global total could be expected to rise.

Chinese Definitions of ‘Internationalisation’

Indeed, Chinese publications and China-based 
institutions (using somewhat more flexible metrics than 
traditional methods) claim China has already surpassed 
the GBP and Japanese Yen in ‘internationalisation’. For 
example, the International Monetary Institute, based at 
Beijing’s Renmin University of China, has its own index 
for measuring the international heft of currencies and 
places the RMB in third place. This includes inbound 
investment, which has increased as Chinese regulators 
have removed restrictions on investment for the 
Qualified Inbound Investor (QFII) programmes and the 
Renminbi QFII programmes, even as headlines tout US 
restrictions on investment and trade in key sectors56.

Given the unparalleled transparency the PBOC will have 
into the flow of CBDC funds, could it make the PBOC 
more confident about allowing more RMB to flow more 
freely beyond its borders? Much as a dog owner with a 
retractable dog leash can let the dog range farther and 
shorten the leash at will, the PBOC may choose to allow 
more RMB to circulate outside China. Dr Alicia 
Garcia-Herrero and Tan Junyu of Natixis ask if ‘the 
E-CNY may help Chinese authorities to square the circle, 
namely to allow for more capital account openness 
while still being able to trace capital flows and act 
accordingly... In other words, the digital currency could 
offer a way to promote RMB as an international 
currency while still keeping control of cross-border 
flows.’ But the institutional challenges remain. They 
continue, ‘However, the technical barrier for a 
cross-ledger solution and the institutional differences 
make it easier said than done. Data sharing of financial 
transactions is also an important stumbling block.’57

56 GT staff reporters Yuan becomes No. 3 global currency: report Global Times July 
25, 2021 https://www.globaltimes.cn/page/202107/1229602.shtml
57 Garcia-Herrero, Alicia and Tan, Junyu Cross-border role of China’s digital currency: 
Still embryonic technically and even more so institutionally Natixis China Hot Topics 
Natixis June 9, 2021

https://www.globaltimes.cn/page/202107/1229602.shtml


GOING INTERNATIONAL24

60 CBN Editor Chinese Central Bank Sheds Further Light on Joint-venture with SWIFT 
China Banking News March 24, 2021 
https://www.chinabankingnews.com/2021/03/24/chinese-central-bank-sheds-furth
er-light-on-joint-venture-with-swift/
61 ibid.
62 Zhao, Wolfie SWIFT, People's Bank of China subsidiaries form 'finance gateway' 
firm The Block February 3, 2021 
https://www.theblockcrypto.com/linked/93448/swift-financial-gateway-pboc-settle
ment-digital-currency
63 Chen Jia SWIFT opened wholly owned subsidiary in China China Daily August 9, 
2019 
http://www.chinadaily.com.cn/a/201908/09/WS5d4d268da310cf3e35564de4.html

58 Society for Worldwide Interbank Financial Telecommunication; 
https://www.swift.com/
59 Pan, David China’s Central Bank Is Partnering With SWIFT on a New Joint Venture 
CoinDesk February 4, 2021 
https://www.coindesk.com/chinas-central-bank-is-partnering-with-swift-on-a-new-j
oint-venture

The SWIFT-PBOC
Joint Venture  

SWIFT PBOC Related Bodies

55%

3 Representatives 

Shareholding

Board Members
Total 5 

2 Representatives including:
Chairman of the Board: 
Cheng Shigang, Vice Secretary-General of the PCAC
and
Mu Changchun, DCRI Director-General (head)

- Combined 45%
      China’s Cross-border Interbank Payment System (CIPS) - 5%
      China National Clearing Centre (CNCC) - 34%
      Payment & Clearing Association of China (PCAC) - 3%
      PBOC Digital Currency Research Institute (DCRI) - 3%

  ●

  ●

  ●

  ●

It is called the Finance Gateway Information Services 
Company ( 金融网关信息服务有限公司 ). The firm was 
founded with paid-up capital of €10 million 
(approximately USD$12 million), of which more than half 
(€5.5 million) came from SWIFT. 

The shareholders and their stakes are as follows6162:

On 16 January 2021, SWIFT58 – the dominant world 
system for communicating and verifying financial 
transactions – established a joint venture (JV) in Beijing 
with a group of Chinese entities connected to the 
People’s Bank of China. Public documents at the time 
said it would be involved in ‘information systems 
aggregation, data processing and technology 
consultancy.’59 A later statement, on March 23, said it 
would also provide a ‘gateway between financial 
information networks within China and outside of it’.60

CIPS is a clearing system established by the Chinese 
government. While it was originally designed for 
domestic use, it is going to be a major player in the 
global spread of the e-RMB. Its aims, increasing reach 
and role in the spread of the e-RMB will be addressed in 
detail in later parts of this report.

The Payment & Clearing Association of China (PCAC) 
PCAC is nominally an independent industry body. 
However, like the other shareholders, CIPS and China 
National Clearing Centre (CNCC) and PCAC are all 
supervised by the People’s Bank of China (PBOC). The 
DCRI is part of the PBOC. This level of supervision and 
integration makes it effectively a two-party JV between 
SWIFT and organs of, or bodies supervised by, the PBOC.

SWIFT opened a wholly-owned subsidiary in China in 
August 2019 to work with the PBOC to help 
internationalise the traditional RMB63. Mu Changchun, 
then deputy director of the Payment and Settlement 
Department at the PBOC, presided at the opening of that 
subsidiary.

https://www.swift.com/
https://www.coindesk.com/chinas-central-bank-is-partnering-with-swift-on-a-new-joint-venture
https://www.coindesk.com/chinas-central-bank-is-partnering-with-swift-on-a-new-joint-venture
https://www.chinabankingnews.com/2021/03/24/chinese-central-bank-sheds-further-light-on-joint-venture-with-swift/
https://www.chinabankingnews.com/2021/03/24/chinese-central-bank-sheds-further-light-on-joint-venture-with-swift/
https://www.theblockcrypto.com/linked/93448/swift-financial-gateway-pboc-settlement-digital-currency
https://www.theblockcrypto.com/linked/93448/swift-financial-gateway-pboc-settlement-digital-currency
http://www.chinadaily.com.cn/a/201908/09/WS5d4d268da310cf3e35564de4.html
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64 Irish, John Europe tells U.S.: we won't back unilateral Iran sanctions snapback 
Reuters June 19, 2020 
https://www.reuters.com/article/iran-nuclear-europe-idAFL8N2DW1QK
65 Tang, Frank China urged to develop its own international payment system to 
counter risk of US financial sanctions
SCMP.com July 30, 2020 
https://www.scmp.com/economy/china-economy/article/3095374/china-urged-de
velop-its-own-international-payment-system
66 Reuters Staff FACTBOX-China’s onshore yuan clearing and settlement system CIPS 
Reuters July 30, 2020 
https://www.reuters.com/article/china-banks-clearing-idUSL3N2F115E
67 CBN Editor China’s Cross-Border Renminbi Payments Infrastructure Covers Nearly 
200 Countries, over 3400 Banking Sector Financial Institutions China Banking News 
May 18, 2021 
https://www.chinabankingnews.com/2021/05/18/chinas-cross-border-renminbi-pa
yments-infrastructure-covers-nearly-200-countries-over-3400-banking-sector-financ
ial-institutions/

The Old World’s SWIFT 
& New China’s CIPS –
A Complex Relationship
SWIFT is foremost among a group of bodies (e.g. the 
Bank of International Settlements) that provide the vital 
infrastructure for effecting and recording financial 
transactions. Being excluded from this network is being 
excluded from global finance, unthinkable for all but the 
most hermit-like of countries in the modern era. 

While China has a seat on the board of SWIFT, most of 
these bodies are dominated by Western countries and 
their global allies. A rules-based system has allowed 
almost everyone to participate in a cooperative fashion 
for decades. However, the system that facilitates this 
global flow of funds and deals can also impede them. In 
recent years, the United States, in particular, has used 
its heft derived from its economic power and the 
ubiquity of the USD to sanction countries, companies 
and individuals it has deemed inimical to its interests. It 
bars them from using the global network and clashes 
with other national governments (including allies) about 
the appropriateness of these actions64. 

Accordingly, there are voices in China and other 
countries calling for ways to avoid the American 
domination of the global financial system65. China is 
among the few countries that can consider spreading 
their own alternative systems, and it aims to take CIPS 
global. Indeed, the process has already begun.

International banks like HSBC, Standard Chartered Bank, 
the Bank of East Asia, DBS Bank, Citi Bank, Australia and 
New Zealand Banking Group and BNP Paribas are 
shareholders. Thirty Japanese banks, 23 in Russia and 
31 banks from African nations had all transacted in the 
system by the end of 201966. By May 2021, CIPS was 
reported to be connected to 1,171 participating 
institutions in 100 countries67. 

While this sounds impressive, it is still only about a 
tenth of the coverage of SWIFT. However, as the above 
numbers show, it is spreading quickly.

The ‘e-RMB-free’ spread of CIPS is well underway. The 
e-RMB has the potential to supercharge its usage 
around the world – if China’s counterparties will accept it.

A Better Connection, or a Run-around?

As noted above, SWIFT has increased its engagement 
with China. Its wholly-owned office there aims to 
promote the internationalisation of the currency of the 
world’s largest exporter and biggest trading partner to a 
great many nations. It now has a JV that includes the 
drivers of the e-RMB among its shareholders and board 
members.

Professor Douglas Arner, a world-leading expert in legal, 
fintech, economic and financial law and regulation 
sheds some light on the nature of the relationship. 
China’s own system works very well for internal clearing. 
It currently interfaces tolerably well with the global 
system for trade and investment purposes. 

He suggests that the internationalisation of the RMB 
was a lower priority until early 2021. Once this priority 
was elevated, then the potential use of the e-RMB was 
also re-directed back to how it could help free China 
from the American-dominated financial system.

On one hand, SWIFT’s direct involvement in the future of 
China’s financial transaction infrastructure could help to 
promote China’s participation in that system. SWIFT is 
run by technocrats who aim to create a modern, 
efficient platform for accurate and, well, swift execution 
of financial transactions. They do not make decisions 
about who cannot or cannot access the platform 
outside of technical or clear, rules-based requirements. 
Dominant members – but mostly the United States – 
can impose their will to bar companies, people or even 
whole economies from the system.

https://www.reuters.com/article/iran-nuclear-europe-idAFL8N2DW1QK
https://www.scmp.com/economy/china-economy/article/3095374/china-urged-develop-its-own-international-payment-system
https://www.scmp.com/economy/china-economy/article/3095374/china-urged-develop-its-own-international-payment-system
https://www.reuters.com/article/china-banks-clearing-idUSL3N2F115E
https://www.chinabankingnews.com/2021/05/18/chinas-cross-border-renminbi-payments-infrastructure-covers-nearly-200-countries-over-3400-banking-sector-financial-institutions/
https://www.chinabankingnews.com/2021/05/18/chinas-cross-border-renminbi-payments-infrastructure-covers-nearly-200-countries-over-3400-banking-sector-financial-institutions/
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An Alternate View: 
A Chinese Clearing 
System for the
New World Order

This would be attractive to China as a way to increase 
internationalisation outside of the US-dominated system 
and in a network controlled by the PBOC. Business with 
other pariah nations like Iran or Cuba could easily be 
conducted, avoiding US sanctions and any blocks 
imposed via SWIFT or other platforms.

Who Would get onboard an international CIPS with 
e-RMB?

For the counterparties, it may not be ideal to have the 
PBOC and associated China organs of state to be able 
to see and control the counterparty system and 
currencies. But it would probably be acceptable to 
countries and companies that just wanted an easier, 
cheaper way to do business with China, avoiding costly, 
bureaucratic banks with their high fees and delays in 
money transfer.

In G7 and G20 nations, fintech and crypto (e.g. 
Ripple/XRP) innovators are reducing some of this cost 
and friction in international money transfers and trade 
credit. But many developing nations that do significant 
business with China have not yet been able to access 
these innovations. A China-led, e-RMB clearance system 
could be an attractive alternative by providing some of 
those benefits.

As identified in this report’s predecessor, a combination 
of carrot and stick would result in some economies and 
their national regulators being more willing to open their 
doors to an international CIPS.

The e-RMB would be the lynchpin of this system by 
being a direct peer-to-peer transfer of money that would 
give the PBOC real-time visibility into all countries and 
institutions where it was being used. It would alleviate 
PBOC concerns about an uncontrolled float of the 
currency in a system it didn’t control.

-

-

-

-

It could provide an efficient means to bypass 
the US-dominated global financial system.
It could obscure corporate and 
government-to-government (including military) 
monetary transfers from others.
It would win friends for China among 
like-minded countries and companies.
If it also had China-controlled access points to 
the main global financial system (i.e. to SWIFT), 
it could still enjoy all the benefits of trade 
facilitation and inbound investment in the 
world-leading USD currency. 

However, a more practical assessment is that China 
would like to be able to access the global system and 
USD dollar-denominated trade and investment when 
that suits it, but without having to be subject to 
American sanctions when it does not.

China is frequently accused of having gained all the 
access to other nations in the wake of its ascension to 
the WTO in December 2001 while persistently violating 
rules by subsidising state-owned enterprises, blocking 
foreign technology firms like Google and Facebook in 
favour of local players, and imposing non-tariff barriers 
during political spats (for example, with Australia).

The spread of an alternative global (or partially global) 
payment system in which China could see and control 
the dominant currency would give China the best of all 
worlds in that:
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China’s Monetary Dream Team: CIPS + e-RMB 

Imagining a scenario where China has widespread 
adoption of e-RMB domestically and it dominates the 
vast majority of digital transactions. The question then 
becomes how the currency could spread beyond China.

One of China’s major stumbling blocks to the spread of 
the RMB, as detailed in the original FNF report, is the 
unwillingness of the government to allow large amounts 
of the RMB to circulate freely and be traded 
internationally. Releasing capital controls such that the 
currency can flow in and out of the country is also out of 
the question.

But imagine if the e-RMB, with its near-perfect 
transparency to the PBOC, could be used and controlled 
solely in a PBOC-controlled system, no matter what 
country it was stored in or what the nationality or 
location of the entity that supposedly held it. It would 
put the minds of PBOC officials at ease even as the 
currency was traded more freely outside China. In one 
sense, it would never be outside China – a part of China 
(the CIPS) would always set the boundaries for the 
money. 

Money could be frozen or recalled at the whim of the 
PBOC. Doing so capriciously would dramatically weaken 
the e-RMB’s popularity, but by constructing a legal 
framework around the e-RMB’s use and through 
coordination with international regulatory bodies, the 
PBOC could justify its actions.

Much as the US imposes its regime of paperwork, 
sanctions and checks on individuals, financial 
institutions and companies around the world, who 
comply lest they be cut off from the current global 
system, 70China could create an edict and then instantly 
enforce it through the programmable e-RMB. So if, for 
example, a cryptocurrency company outside China tried 
to create a stablecoin backed by their e-RMB holdings 
and this ran afoul of PBOC priorities, it could find its 
assets frozen, blacklisted and/or taken away, destroying 
their venture.

The CIPS need not be limited to RMB and/or e-RMB. 
Other currencies could also trade on the platform, again 
outside of American scrutiny. 

But it is the RMB’s traceability and control that will give 
the PBOC the confidence to allow it to flow more freely 
outside its borders. 

68 Quinn, Callan S Korea: Chinese students pay tuition via WeChat The PIE News 
January 20, 2020 
https://thepienews.com/news/chinese-students-south-korea-wechat/
69 Rogers, Charley Overseas tuition fees can now be paid via Wechat University 
Business May 9, 2018
https://universitybusiness.co.uk/finance-legal-hr/overseas-tuition-fees-can-now-be
-paid-via-wechat/
70 This report’s author was perturbed as a Canadian opening a business bank 
account in Hong Kong, at a local bank for local use, was required to fill out FATCA 
forms to satisfy the US government that this new company (that has no American 
entanglement) was not somehow subverting US regulations.

Expanding the 
CIPS + e-RMB Combo
To recap from Crypto RMB: Finance Innovation or New 
Tool for Control? (May 2020), three broad categories 
were considered in terms of how they may adopt the 
e-RMB :

Small, weaker regional economies with economies 
heavily dependent on China may find themselves forced 
to use it if they want to continue to access China’s 
markets (as buyers or sellers), tourists and investment 
(such as Belt and Road-related initiatives). The countries 
would adopt and adapt to the new systems so 
companies and individuals could continue to do 
business with Chinese companies and tourists.

These countries could range from the very dependent 
places like Laos, Cambodia, and perhaps soon (as its 
civil war continues and its COVID-racked economy 
declines) Myanmar. Countries with high corruption and 
low (but not ruinous) income levels could include The 
Philippines, Pakistan, Sri Lanka and Thailand. 

Low- to medium-income countries like Malaysia, 
Vietnam and India have a more independent stance, and 
would likely have more concerns about Chinese 
dominance. They may be more likely to pose resistance 
to adopting a PBOC-controlled financial infrastructure in 
their countries.

Medium- to high-income countries like Korea, Japan, 
Canada, the US and most of Europe have already 
adapted modified versions of WeChat Pay and AliPay to 
accommodate Chinese tourists in limited outlets. In 
many countries, services exist to allow Chinese parents 
to pay university tuition using WeChat Pay68 69. 

But these limited number of payment outlets are 
connected to the domestic financial system as 
traditional digital monies, records of transactions so 
money can be moved in the wake of small transactions. 
They are not a parallel, global clearing system controlled 
by the PBOC using a programmable CBDC. 

For a more detailed consideration, reference the original 
report as noted.

https://thepienews.com/news/chinese-students-south-korea-wechat/
https://universitybusiness.co.uk/finance-legal-hr/overseas-tuition-fees-can-now-be-paid-via-wechat/
https://universitybusiness.co.uk/finance-legal-hr/overseas-tuition-fees-can-now-be-paid-via-wechat/
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accounts, the second-best paid political leader in the 
world (as the de facto mayor of a city of 7.4 million 
people), with an annual salary of USD $672,00072. She 
claimed in 2020 that the government was paying her 
salary in cash, as even China and Hong Kong-based 
banks were barred from providing her services due to 
US sanctions. 

It is easy to see how many of these jurisdictions would 
appreciate having an alternative clearing system out of 
the reach of the US legal system. Of course, the trick 
would be to maintain connections to the US system 
while adopting the CIPS. 

Earliest Adopters: Russia? 

With the exception of Russia, which has its own clearing 
network (SPFS), no other country has a ‘credible threat’ 
to develop such a system – and the Russian system 
does not look poised for wider adoption. Spokespersons 
for the Central Bank of the Russian Federation claimed 
that 23 foreign banks were included among a total of 
400 connected institutions by the end of 202073. 
Russia’s ability to entice or coerce others to join its 
system may be limited; Russia is not the global trading 
giant China is. But it is driven by the same motives – 
concerns about American sanctions. Right now they are 
confined to specific banks and people. Russia’s SPFS 
and a National Payment Card System (aka ‘Mir’, for 
Russian banks cut off from Visa and Mastercard) are a 
response to current sanctions and insurance against a 
broader ‘nuclear’ option, i.e. being completely cut off74.

Many banks have signed up to CIPS, but only one 
Chinese bank – Bank of China – has signed up to SPFS. 
Russia has been paying attention to the Chinese 
experiment and is launching its own, similar, digital 
currency for use in US-sanctioned Crimea. So it could 
connect to Russia, but not the rest of the world – yet.

But again, Russia and China and India signed a tripartite 
deal in 201975 and still has nothing to show for it. While 
these countries are united by a common concern about 
American dominance, it does not necessarily mean they 
are keen to trust each other or allow one partners’ 
system to be used in preference of others.

Who will adopt the 
CIPS + e-RMB Combo

71 Franc, Mark Cuba's imports from China slump 40% in 2020, extending long decline 
Reuters February 5, 2021 
https://www.reuters.com/article/cuba-china-trade-idUSL1N2K919P
72 Fioretti, Julia Hong Kong is now paying its leader’s $672,000 salary in cash 
Fortune November 30, 2020 
https://fortune.com/2020/11/30/carrie-lam-salary-cash-hong-kong-sanctions/ 
73 TASS The share of messages via the Russian analogue of SWIFT increased by 1.8 
times TASS February 18, 2021 https://tass.ru/ekonomika/10731513?
74 Shagina, Maria How Disastrous Would Disconnection from SWIFT Be for Russia? 
Carnegie Moscow Center May 28, 2021 https://carnegie.ru/commentary/84634
75 Chu Daye Payments linkage by China, Russia and India can challenge SWIFT 
hegemony Global Times October 29, 2019 
https://www.globaltimes.cn/content/1168382.shtml

North Korea

Russian-occupied Crimea

Syria CubaIran

The question remains: Who would use such a system? 
China has long been pushing other countries to make 
more significant use of the RMB to settle payments. But 
the restricted convertibility of the RMB has made it 
unattractive. Especially given the need to stay in the 
good graces of the major economies with 
extra-territorial reach (i.e. the USA), it just isn’t 
compelling.

Any financial institution that needs to access the world’s 
deepest capital pool in New York City needs to play by 
US rules. SWIFT, for example, tracks transactions but 
doesn’t make decisions to sanction people. It is 
incorporated in Belgium and must follow national and EU 
law. National governments make the call and banks need 
to follow the rules, monitoring and excluding whoever 
the US (and less often, Europe) has sanctioned. SWIFT 
can help member institutions monitor their transactions 
to ensure they do not transgress relevant national, 
international and extraterritorial laws.

Some regions and countries that are practically excluded 
from the global system include: 

There would be little reason for them not to adopt such a 
system if they were so offered. They could even do so 
clandestinely for a time, or on a small scale for 
transacting with China and each other. However, the 
small size of their weak economies makes them fairly 
unimportant in terms of spreading the RMB 
internationally. For example, Cuba’s purchase of Chinese 
imports has cratered, dropping from a paltry $1.9 billion 
in 2015 to a minuscule $483 million in 202071.

There is a much longer list of countries with access to 
the global world order that have, for one reason or 
another, restrictions and reporting requirements that 
increase friction for their governments, companies and 
individuals. For many – including China – that friction 
arises from sanctions on companies and people deemed 
odious by the USA for reasons ranging from suspected 
terrorist financing to complicity in suppressing human 
rights or other perceived misbehaviours. Sanctions quite 
often target prominent persons and companies. For 
example, Hong Kong’s Chief Executive is, by some 

https://www.reuters.com/article/cuba-china-trade-idUSL1N2K919P
https://fortune.com/2020/11/30/carrie-lam-salary-cash-hong-kong-sanctions/
https://tass.ru/ekonomika/10731513?
https://carnegie.ru/commentary/84634
https://www.globaltimes.cn/content/1168382.shtml
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Earliest Adopters: Iran?

Iran is another country at odds with the US world order. 
Even European countries disagree in part with the US 
sanctions, which lead to the creation of a ‘humanitarian 
trade only’ clearing network called INSTEX76. However, it 
has proven a less-than-effective channel to obviate US 
sanctions, leading to some conflict as to who is to blame 
for its lack of impact77. 

By contrast, on March 27, 2021, Iran and China signed a 
25-year cooperation agreement that will see between 
USD$400-600 billion flow into Iran. Deals with the 
countries like The Philippines have seen much lower 
investment than promised delivered by China78. 

Notable is that on a list of key points in the deal, one the 
highest-ranked is ‘[c]reating a special mechanism to aid 
banking transactions between the two countries in the 
Chinese currency (yuan)’. 79

Early Adopters: 
Sanctioned Countries on the Belt and Road

A number of other countries that experience some level 
of increased scrutiny that makes international transfers 
problematic include many countries on China’s Belt and 
Road priority list for investment.

A means of accepting Chinese investment without 
American scrutiny and bureaucracy would no doubt be 
welcome to these countries, many of which have 
institutions with connections to CIPS.

76 DW.com Europe and Iran complete first INSTEX deal dodging US sanctions 
DW.com March 31, 2020 
https://www.dw.com/en/europe-and-iran-complete-first-instex-deal-dodging-us-san
ctions/a-52966842
77 Motevalli, Golnar Iran Rebukes EU on Trade Channel Set Up to Avoid U.S. 
Sanctions Bloomberg January 18, 2021
https://www.bloomberg.com/news/articles/2021-01-17/iran-rebukes-eu-on-trade-c
hannel-set-up-to-avoid-u-s-sanctions
78 Calonzo, Andreo China Yet To Deliver Promised Billions Despite Duterte’s Pivot 
Bloomberg July 5, 2021 
https://www.bloomberg.com/news/articles/2021-07-04/duterte-s-pivot-to-china-ye
t-to-deliver-promised-billions-in-infrastructure
79 China Briefing Team The China-Iran-25-Year Cooperation Agreement: What is it 
and should investors encourage it? China Briefing Dezan Shira & Associates July 
16, 2021 
https://www.china-briefing.com/news/the-china-iran-25-year-cooperation-agreeme
nt-what-is-it-and-should-regional-investors-traders-pay-attention/

https://www.dw.com/en/europe-and-iran-complete-first-instex-deal-dodging-us-sanctions/a-52966842
https://www.dw.com/en/europe-and-iran-complete-first-instex-deal-dodging-us-sanctions/a-52966842
https://www.bloomberg.com/news/articles/2021-01-17/iran-rebukes-eu-on-trade-channel-set-up-to-avoid-u-s-sanctions
https://www.bloomberg.com/news/articles/2021-01-17/iran-rebukes-eu-on-trade-channel-set-up-to-avoid-u-s-sanctions
https://www.bloomberg.com/news/articles/2021-07-04/duterte-s-pivot-to-china-yet-to-deliver-promised-billions-in-infrastructure
https://www.bloomberg.com/news/articles/2021-07-04/duterte-s-pivot-to-china-yet-to-deliver-promised-billions-in-infrastructure
https://www.china-briefing.com/news/the-china-iran-25-year-cooperation-agreement-what-is-it-and-should-regional-investors-traders-pay-attention/
https://www.china-briefing.com/news/the-china-iran-25-year-cooperation-agreement-what-is-it-and-should-regional-investors-traders-pay-attention/
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80 https://www.hurriyetdailynews.com/turk-telekom-uses-yuan-for-trade-with-china-
155845 

Country Country

Afghanistan 

Armenia 

Azerbaijan 

Belarus 

Bosnia & Herzegovina 

Burundi

Central African Republic 

DR Congo

Egypt 

Guinea (Republic of) 

Guinea-Bissau 

Haiti 

Iraq

Lebanon 

Libya 

Mali

Moldova 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes

No 

Yes

Yes 

Yes

No 

No

Yes

Yes 

Yes 

No

Yes

Montenegro (Yugoslavia) 

Myanmar (Burma)

Nicaragua 

Pakistan

Russia

Serbia

Somalia

South Sudan

Tunisia

Turkey80

Turkmenistan

Ukraine

United Arab Emirates

Venezuela 

Yemen 

Zimbabwe

Yes 

Yes 

No 

Yes 

Yes 

Yes

Yes 

Yes

Yes 

Yes

Yes  

Yes 

Yes

Yes 

Yes 

Yes 

Belt and Road? Belt and Road?

One can see the connection between countries that find themselves subject to possible sanctions, extra paperwork and 
high fees, and that may welcome an alternative to SWIFT if it is provided by a major investor like China.

https://www.hurriyetdailynews.com/turk-telekom-uses-yuan-for-trade-with-china-155845
https://www.hurriyetdailynews.com/turk-telekom-uses-yuan-for-trade-with-china-155845
https://www.voanews.com/a/china-pakistan-agree-to-conduct-bilateral-trade-in-yuan/4645164.html
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Early Adoption: CIPS and Other CBDCs

CIPS could be used by countries dealing with 
cross-border RMB payments with China. It could also be 
used among participants to process non-RMB 
transactions.

China could continue to promote it while developing the 
e-RMB. For reasons noted above, the growth of RMB 
usage would fail to fulfil its full potential given China’s 
economic weight. But it is the combination of CIPS 
(primarily) and the e-RMB that will make the PBOC more 
comfortable with the spread of the RMB. 

However, some countries may not appreciate having a 
PBOC-dominated clearing system coupled with an 
e-RMB. Capricious abuse of the system by China would 
quickly make it unpalatable to all but the most supine of 
nations. Indeed, the American dominance of the current 
system may be, by its lights, entirely legal, but it doesn’t 
sit well with many nations and is driving the 
development of alternatives like the Chinese CIPS and 
Russian SPFS. 

An alternative would be for other countries to develop 
their own CBDCs that were compatible with the CIPS 
system. 

Cambodia: A CBDC of Its Own (With Chinese Support)

Cambodia has been identified in the predecessor to this 
report as a country that could likely come under the 
influence of China, and maybe even see its own 
currency become the second choice in its domestic 
economy. So while some may be surprised to see it 
leading the charge to have its own state-dominated 
CBDC, perhaps it has perceived the threat to its own 
monetary independence.
 
The Cambodian CBDC, named ‘Bakong’, is 
blockchain-based, and can transact in Cambodian riel 
and USD. Developed with a Japanese firm, it has over 
5.9 million e-wallets in a nation of only 17 million81. One 
distinction between the Bakong and more robust CBDCs 
is that the opening of a wallet also triggers the opening 
of a bank account82. This suggests that the Bakong is 
more like digital cash, as opposed to a true CBDC, where 
the value can be transferred independent of a bank 
account, like physical cash.

The Bakong has recently had its use extended through a 
cross-border payment arrangement with Malaysia’s 
Maybank in a one-way arrangement for Cambodians 
working in Malaysia to send money home83. Some have 
touted the creation of the Bakong as a counterweight to 
the use of the USD in the country, but it could be just as 
well considered a counterweight to the coming 
introduction of the e-RMB to a country that already has 
widespread use of WeChat and AliPay.

As an authoritarian nation (‘Not Free’ in the Freedom 
House ranking), Cambodia would no doubt appreciate 
the oversight provided by an all-seeing-style CBDC84.

If Cambodia was armed with its own CBDC, requests by 
China to use its CIPS + e-RMB could be countered with 
an offer to collaborate to have the CIPS accommodate 
the Bakong.

This could be part of China’s plan, as it might recognise 
that not everyone would welcome PBOC omniscience 
about their affairs. China could even help countries 
design their own CBDCs on the Chinese template85.
It has welcomed global standards like the Legal Entity 
Identifier86 and mandated its use for cross-border 
payments with digital currencies87. 

The PBOC July white paper states that the PBOC will 
‘explore pilot cross-border payment programs and will 
work with relevant central banks and monetary 
authorities to set up exchange arrangements and 
regulatory cooperation mechanisms on digital fiat 
currency...’88

Of course, that would mean that other countries, like 
Cambodia, could see their own CBDCs as they moved 
from place to place via the CIPS system. 

In the long term, and as the e-RMB moves from narrow 
to higher levels of money supply, the experience learned 
from programmes like Project Inthanon would be 
valuable in closing the loop to make the e-RMB a truly 
international currency.

81 Vahia, Shivam Cambodia doesn’t want to depend on the dollar anymore — and its 
centralised cryptocurrency already has 5.9 million users Business Insider August 5, 
2021 
82 Ledger Insights Ed. Cambodia’s central bank unveils cross border digital currency 
payments from Malaysia Ledger Insights August 13 2021 
83 ibid. 
84 Freedom in the World: 2020 Cambodia Country Report Freedom House 
https://freedomhouse.org/country/cambodia
85 CSIS Editorial How Will a Central Bank Currency Advance China’s Interests? China 
Power Center for Strategic & International Studies August 20, 2021
86 What is a Legal Entity Identifier 
https://www.lei-worldwide.com/what-is-a-legal-entity-identifier.html
87 Zhang Xiaoxi The Digital Renminbi Steps Out Ideas Gavekal Economics April 6, 2021
88 Section 2.2

https://freedomhouse.org/country/cambodia
https://www.lei-worldwide.com/what-is-a-legal-entity-identifier.html


AND IMPLICATIONS 
INTERNATIONAL IMPACT

While a handful of analysts8990 are starting to address 
the potential for an e-RMB, coupled with a growing CIPS 
network, most citizens, politicians and institutional 
bankers are oblivious. An informal survey of Western 
and Hong Kong-based banks conducted by the author of 
this report revealed precisely zero banks with anyone in 
their technology, compliance, or legal departments who 
had even a basic understanding of the forthcoming 
PBOC CDBC, much less a plan on how to work with it.

This author has argued that when the e-RMB ends its 
many trials across China and is rolled out for 
widespread adoption, it will be akin to the Sputnik 
moment, when those ‘in the know’ knew what was 
happening, while the masses were agog at the reality 
and shocked at how far behind a global strategic rival 
they were91. 

The Big Guns: 
How Will ‘The Old Guard’ React? 

90 Lewis, Robert Can De-Coupling from the US Dollar De-fang US Secondary Sanctions 
China Legal Commentary Channel Lexology July 21, 2021 
https://www.lexology.com/library/detail.aspx?g=fe2079d2-46b7-4976-8305-ba297
b55742c
91 Work, Andrew China’s DCEP will be the world’s Sputnik money moment 
Forkast.news August 10, 2020 
https://forkast.news/china-cbdc-digital-currency-e-rmb-launch-preview-andrew-work/

89 Mahtani, Sahil Carrie Lam’s Problem - and Ours: China’s State Backed Digital 
Currency American Affairs Journal (Volume V, Number 1) American Affairs 
Foundation Inc. February 20, 2021 
https://americanaffairsjournal.org/2021/02/carrie-lams-problem-and-ours-chinas-s
tate-backed-digital-currency/
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https://americanaffairsjournal.org/2021/02/carrie-lams-problem-and-ours-chinas-state-backed-digital-currency/
https://americanaffairsjournal.org/2021/02/carrie-lams-problem-and-ours-chinas-state-backed-digital-currency/
https://www.lexology.com/library/detail.aspx?g=fe2079d2-46b7-4976-8305-ba297b55742c
https://www.lexology.com/library/detail.aspx?g=fe2079d2-46b7-4976-8305-ba297b55742c
https://forkast.news/china-cbdc-digital-currency-e-rmb-launch-preview-andrew-work/


92 Moshin, Saleha China digital currency: Biden administration steps up scrutiny of 
e-yuan over potential threat to US dollar dominance SCMP.com (from Bloomberg) 
April 12, 2021 
https://www.scmp.com/economy/china-economy/article/3129161/china-digital-cu
rrency-biden-administration-steps-scrutiny-e
93 https://www.blackburn.senate.gov/services/files/95810475-939F-48C7-BDCE-51
37DBBCECF2

The public lack of interest by the White House and 
Congressional officials may conceal a covert interest, 
especially given that analysts seem to be waking up to 
what the future may hold. Case in point, Sahil Mahtani, 
an investment strategist at Ninety One, puts it bluntly. 
He claims the Chinese aim is to ‘create a parallel 
payments network — one beyond American oversight — 
thereby crippling U.S. sanctions policy’.94

Can Even America Say No?

Friction between the US and China is growing on the 
sanctions front, and the weapon of choice is the global 
financial system. While Tokyo may be a bigger financial 
market overall, Hong Kong is by far the biggest 
international financial centre in Asia. It has long profited 
from its open market for capital, goods and people – 
and its ambiguous role in connecting China to the rest 
of the world. These benefits are manifested in its role as 
an RMB clearing centre, as a channel for selected 
Qualified Foreign Institutional Investors, and through 
stock and bond trading programmes.

In August 2021, China’s new laws sanctioning financial 
firms that comply with American sanctions against 
Chinese officials or companies were about to come into 
force in Hong Kong upon passage in the Chinese 
legislature. The progress of this legislation was stopped 
just before the vote, as people began to realise the 
fiendish complexity of complying with both nation’s 
requirements95.

More showdowns are sure to come. China is playing 
nice with SWIFT for now, but as Eswar Prasad, Cornell 
international trade policy expert, observes, China is 
‘astute enough not to challenge SWIFT until the CIPS 
has matured, but no doubt one day the challenge will 
come’. 96

Oblivious

Earlier this year, Bloomberg published a piece claiming 
that ‘people familiar with the matter’ (unhelpfully 
unnamed) said that officials at Treasury, the State 
Department, the Pentagon, and the National Security 
Council were looking at it. However, the article also cites 
the same mysterious people making the claim that the 
Biden administration was taking no action to counter
long-term threats: ‘US officials are reassured that 
China’s intentions are not to use the digital yuan to 
evade American sanctions, according to people familiar 
with the matter’.92  

This ambiguity from real influencers in the United States
is in direct contrast to grandstanding by US Senators
who are worried about the vital threat to national 
security should American athletes use e-RMB enabled 
e-wallets at the Beijing Olympics 2022 to take a bus or 
buy dinner. Three Senators signed a letter to the United 
States Olympic & Paralympic Committee asking the 
committee to ban the e-RMB’s use by athletes93. Their 
main concern is the visibility of transactions to the 
PBOC and potential use for surveillance of their athletes. 
It is unclear if any members of Congress (including 
Senators) are privately concerned about the weakening 
of the USD as a global currency (and the manifold 
accordant benefits) and the ability of the USA to 
influence ‘rogue nations’ using the current global 
financial infrastructure to enforce its sanctions. 

America

94 Mahtani, Sahil Carrie Lam’s Problem - and Ours: China’s State Backed Digital 
Currency American Affairs Journal (Volume V, Number 1) American Affairs 
Foundation Inc. February 20, 2021 
https://americanaffairsjournal.org/2021/02/carrie-lams-problem-and-ours-chinas-s 
tate-backed-digital-currency/
95 Cheng, Lillian and Cheung, Gary Beijing unexpectedly postpones vote on adding 
anti-sanctions legislation to Hong Kong’s Basic Law SCMP.com August 20, 2021 
https://www.scmp.com/news/hong-kong/politics/article/3145727/surprise-move-b
eijing-postpones-vote-adding-anti-sanctions
96 Prasad, Eswar S. Gaining Currency: The Rise of the Renminbi Oxford: Oxford 
University Press 2017, p. 116
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97 Jones, Claire ECB’s Villeroy voices digital yuan threat Financial Times June 30, 
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Ledger Insights July 30, 2021 
https://www.ledgerinsights.com/eu-china-cooperate-on-central-bank-digital-curren
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100 From the ECB website: 
https://www.ecb.europa.eu/ecb/orga/independence/html/index.en.html
101 European Central Bank Ed. Interview with Fabio Panetta, Member of the Executive 
Board of the ECB, conducted by Tim Bartz European Central Bank February 9, 2021 
(from the German in Der Spiegel) 
https://www.ecb.europa.eu/press/inter/date/2021/html/ecb.in210209~af9c628e3
0.en.html
102 https://www.cips.com.cn/cipsen/7052/7046/index.html
103 China Briefing Team Frankfurt Beats London to Become First RMB Clearing Hub 
Outside Asia China Briefing Dezan Shira & Associates March 31, 2014 
https://www.china-briefing.com/news/frankfurt-beats-london-become-first-rmb-cle
aring-hub-outside-asia/

When questioned in a Der Spiegel article in February 
2021, ECB Executive Board Member Fabio Pancetta 
pointedly did not answer a question that included the 
Chinese yuan101.

It is not clear if any regulators, policymakers or policy 
influencers have considered the power of a double 
threat – and possibly opportunities – for Europe of 
having further integration into a CIPS system. Some 
European companies, keen to keep off the US radar, 
may be happy to use financial intermediaries that 
provide CIPS clearing services. However, the experience 
of INSTEX, as noted earlier in the report, suggests that 
major corporations would rather not risk being on the 
wrong side of US regulators, even if an alternative 
clearing and payments system exists.

At least some European policy-makers appear to be 
considering the potential impact on their global standing 
and monetary sovereignty. Given the remoteness and 
inscrutability of the issue to typical European voters, it is 
more likely that ECB and national central bank officials 
may take the lead on this. 

In this, perhaps the US Senators agitating about 
Olympians have some method to their madness. It is too 
difficult to explain the ins and outs of global clearing 
systems and the programmable nature of a digital yuan 
moving from solely domestic use to the internationally 
transferable broad money supply to American voters. 
‘China is spying on our athletes'’ is much easier to 
understand and, could galvanise political actors in a way 
that ‘we have to protect the global clearing system!’ 
never could. 

Europe and the Euro

According to the CIPS Mission Statement, ‘[w]herever 
there is RMB, there is CIPS service’.102 This would then 
include the many financial centres, from Frankfurt (since 
2014)103 to Hong Kong. It seems clear that much of the 
financial world is on board with the CIPS system now, 
and more centres are joining. 

It seems unlikely that even a joint Europe-US effort 
could somehow have use of this system blacklisted and 
confined to only a handful of rogue nations. It will likely 
be used by countries and institutions in countries that 
Europe is going to want to continue doing business with.

Europe
Waking Up

The Banque de France Governor François Villeroy de 
Galhau appears less sanguine than ‘les Americains’. He 
recently spoke out, claiming the e-CNY could be a risk to 
the European Central Bank’s control over payments and 
role as an international currency97. He even suggested 
that the EU could ‘risk an erosion of our monetary 
sovereignty – something we cannot tolerate.’98 His 
suggestion is for the EU to get moving on its own 
solutions, including retail and wholesale CBDC 
solutions.

In contrast to the suggestion of a threat from the 
e-RMB, a recent summit (27 July 2021) between the EU 
and China suggested that cooperation would be the 
order of the day. Notably absent from the meeting was 
the European Central Bank (ECB). The summit may have 
been more of a public relations win for China, as the 
European Commission EVP for the Economy, Valdis 
Dombrovskis, said, ‘The current crisis gives us no other 
option but to work hand in hand with our global 
partners, including China’.99 The Chinese side certainly 
took it that way, announcing that they agreed to 
‘strengthen information sharing and exchanges and 
cooperation in the fields of digital currency and financial 
technology’.

However, real cooperation would need to be 
forthcoming from the ECB, which was not at the 
meetings. One is reminded that: 

‘Neither the ECB nor the national central banks 
(NCBs), nor any member of their decision-making 
bodies, are allowed to seek or take instructions from 
EU institutions or bodies, from any government of an 
EU Member State or from any other body. EU 
institutions and bodies and the governments of the 
Member States must respect this principle and not 
seek to influence the members of the 
decision-making bodies of the ECB (Article 130 of 
the Treaty). ’100
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Design a set of conditions under which European 
companies can engage with the CIPS system 
based on its transparency and openness to 
European regulators. Allowing companies to 
access a parallel, separate banking existence 
invisible to local authorities would be a huge 
mistake. If the CIPS system is to become a 
major player, Europe should demand that the 
system plays by its rules on its territory. By 
pre-determining what it wants from the CIPS and 
the use of e-RMB, Europe can set terms and 
conditions before such use becomes more 
widespread. For example, CIPS must provide X 
data to have a Y level integration with SWIFT for 
RMB exchange, or companies can transact up to 
level A if conditions X,Y and Z are met by CIPS 
as used in Europe.

As much as possible, Europe could try to bring 
similar standards to apply in the international 
regulatory environment to bear on CIPS. While 
the leverage may be less here, Europe should 
explore what influence it has to coordinate with 
players like the OECD to persuade China to 
cooperate in areas of mutual concern, including 
combatting corruption and terrorism financing.

Regulators should engage with European 
businesses and consumers to explain the 
difference between using the traditional SWIFT 
and Western systems compared to the CIPS 
system. Real-time visibility to the PBOC and 
exposure to having funds seized if, for example, 
they are in conflict with a Chinese company, 
could be real risks. If these risks are not realised 
and the system can generally be trusted, then it 
could be a viable alternative. But if the system is 
used in contravention of global norms, 
consumers and businesses should be aware of 
the risks as its popularity rises. 

(1)

(2)

(3)

However, that does not preclude Europe from exploring 
some options to avoid the worst potential impacts of a 
parallel, invisible (to their regulators) finance system. 

Note that these measures will require a concerted effort 
at an institutional level that will need to move swiftly 
from the research/think tank/policy development stages 
to real diplomatic and institutional changes to begin a 
dialogue with China and gather allies to coordinate their 
efforts with European action.

Measures to be considered include:

(4)

(5)

Europe should dramatically accelerate research 
into better alternatives to the currently 
expensive, slow and cumbersome system of 
international payment transfers, including the 
use of CBDCs where appropriate. Europe is 
literally a decade behind China, but late is better 
than never.
 
Europe should also avoid replicating the onerous 
regulations applied to traditional finance with 
innovative private-sector alternatives104 (e.g. 
cryptocurrencies like Ripple or Stellar), as that 
may drive companies and people to a more 
attractive, Chinese-dominated system. If the 
CIPS + e-RMB combo is faster, lower cost and 
more efficient than SWIFT et al, then even more 
attractive private sector (i.e. crypto, defi) options 
could deter use of the CIPS platform. 

The Bank of Japan does not seem to be publicly 
debating the impact of the e-CNY on the country’s own 
currency. Officials’ comments have been limited to the 
potential impact on the role of the USD (believed to be 
minimal)105.

Japan: AWOL
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TERM REALITY
THE SHORT- TO MEDIUM-
SCENARIO: 

e-RMB + CIPS Clears the Runway

The stated Chinese intent is for the e-RMB to replace 
part of the narrow money supply, drive efficiencies in 
commercial activity, improve KYC and AML efforts, and 
then be convertible into other currencies for tourists 
visiting China or for Chinese abroad. Partner institutions 
and authorised companies will distribute and circulate 
the e-RMB and be part of an innovation ecosystem that 
can devise new, benevolent uses given the e-RMB’s 
programmable nature. 

The CIPS network is quickly adding new institutions 
(governments and businesses) keen to do business with 
China and to have an alternative to the Western- (mostly 
American) dominated payment and transaction 
systems. They may be aiming to reduce costs and 
improve efficiencies, or to avoid US sanctions, which 
even American allies can sometimes find irksome.

The RMB has always punched below its weight given 
China’s massive trading status, its attractiveness to 
inbound investment and for being the world’s second 
(and soon the) biggest economy. Chinese reluctance to 
have a significant amount of the currency circulate 
freely has led it to avoid taking the steps necessary for 
the RMB to become a truly global currency.

However, the combination of a Central Bank Digital 
Currency (e-RMB) that provides almost complete 
transparency and control of the currency in a 
Chinese-dominated payment network (CIPS), whether 
inside or outside China’s borders, removes China’s 
hang-ups about wider international use of the RMB and 
makes it easier for other countries to accept.

CIPS + e-RMB: Trusted by Millions?

While most countries will likely prefer the dependable, 
tried and tested, rules-based, consensus-driven 
Western-backed networks, there are reasons that they 
may accept, reluctantly or enthusiastically, a Chinese 
network like CIPS for their e-RMB or non-Chinese 
currency transactions. 

China will no doubt continue to present the combination 
as a natural and innocent progression for its currency, 
given its economic development and role in international 
trade and investment. In most respects, this is a 
good-faith argument that makes perfect sense – as far 
as it goes. 

However, if Western governments think they will be able 
to continue to weaponise the global payment and 
transaction system to suit their ends ad infinitum, they 
are wilfully ignoring the near-future impact of this 
competitive system rising.

Once the PBOC is comfortable with the e-RMB’s use in 
China and then in minor transactions, it will be able to 
build the normal financial structures for trade finance,

The RMB Finally
Takes Off 
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enable the RMB to graduate from the narrow to the 
broad money supply.

If the regulatory framework is attractive, the dispute 
resolution sound and consistent and fair, the technology 
efficient and the price right, then the system’s already 
high-velocity spread could accelerate very, very quickly. 

On the flip side, if the system is perceived as putting 
participants at risk of capricious use by the Chinese 
government, it will likely be shunned. 

Some may still use it sometimes if they are required to 
do so as the price of Belt & Road investment or if 
dealing with Chinese companies becomes contingent on 
its use.

Resistance Is ...Futile?

Western governments and their financial institutions are 
at a distinct disadvantage should they belatedly decide 
that they would like to protect the preferred status of the 
traditional system. These disadvantages include:

If the USA – possibly with European complicity - were to 
wake up to this threat to their dominance, they would 
face some uncomfortable facts to deal with. 

If the US government tried to force an ‘Us or Them’ 
solution on global financial institutions, it is not clear 
that everyone would still side with the US and cut their 
ties to a Chinese financial solution. 

First, the United States would likely face pushback from 
allies across Asia who have significant trade with China. 
In many cases, China is (or soon will be) their biggest 
source of trade and investment. 

Second, China could likely portray this as unreasonable 
bullying at a time when America has already imposed its 
rules on nations around the world with the Foreign 
Account Tax Compliance Act (FATCA) and Foreign Bank 
and Financial Accounts (FBAR) reporting requirements. 
These are not universally loved, as they demand 
onerous reporting of non-US-connected bank account 
holders around the world. China has likewise faced 
similar accusations of bullying, but more so in the 
military and political realms. 

Third, the unitary nature of the Chinese state and its 
ability to mandate cooperation from all and any Chinese 
regulators, government agencies, banks, payment 
systems and anyone else deemed necessary to lend to 
their success can speed up their progress on advancing 
plans. 

Fourth, a great many institutions are already connected 
to the system in a variety of forms.

Again, shareholders include HSBC, Standard Chartered 
Bank, the Bank of East Asia, DBS Bank, Citi Bank, ANZ 
and BNP Paribas. This is hardly a rogues’ gallery of 
shady banking firms.

CIPS claims:

Asking them to cut ties, given their deep involvement in 
China, could be very problematic.

Again, given the lack of focus, it is likely that by the time 
the USA turns its eye to what this system can do and 
what it means for the country’s standing in the world, it 
will be too late.

106 For a full list of direct participants, see here: 
https://www.cips.com.cn/cipsen/7052/7057/33780/index.html
107 From the CIPS website: 
https://www.cips.com.cn/cipsen/7052/7057/33773/index.html
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China’s growing role in trade, investment and 
global finance.
Lack of focus on the rise of China’s digital 
currency and its implications, especially when 
combined with the CIPS system. 
Political players’ generally poor understanding of 
cryptocurrencies, CBDCs and fintech. This may 
spring from a lack of voter awareness and 
priority. 
China’s focus on and massive lead in developing 
and testing a CBDC, while Western development 
is in cryptocurrencies that regulators seek to 
constrain to fit traditional models, hampering 
innovation. 
The traditional Western developed transactions 
and payments systems are increasingly 
bureaucratic, slow and increasingly subject to 
American weaponisation.

‘By the end of 2019, CIPS had 33 Direct 
Participants106 and 903 Indirect Participants (from 
94 countries and regions) with an increase of 74% 
and 413% as compared to that in 2015, 
respectively. Through these Direct and Indirect 
Participants, the network of CIPS has reached 
3000+ banking institutions in over 167 countries 
and regions.

The number of participants from the BRI countries 
and regions has gradually increased. By the end of 
2019, 1017 banking institutions from 59 BRI 
countries and regions (including mainland China, 
Hong Kong SAR, Macao SAR and Taiwan) ran their 
business via CIPS.’107
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RECOMMENDATIONS FOR POLICY MAKERS IN EUROPE (AND BEYOND)

EUROPE (AND BEYOND)
FOR POLICY MAKERS IN 
RECOMMENDATIONS

This report paints a picture of a world outside China that 
is largely oblivious to the huge impact that the e-RMB 
will have when paired with the CIPS platform and 
China’s growing global influence. Recommendations are 
slanted towards European policy makers, but could be 
applicable to any major global economy, those highly 
internationalised and those in the Asian region.

First, governments must up, look and learn.

This is the next level of money in economic 
evolution. Understanding how digital currency works 
will be vital, and China is far ahead of the rest of the 
world. National and supranational bodies should 
dedicate resources to understanding how the 
e-RMB works and the impact it has across all parts 
of Chinese society, as well as across the Asian 
region and in the global economy. This could take 
the form of directing institutions (like central banks 
and the OECD) to create focussed, ongoing study 
centres of their own or through funding of 
widespread university-level study.

In addition to simply understanding what it is, 
nations will need to focus on how the e-RMB+CIPS 
will impact them specifically. Independent of their 
work to create their own CBDCs, major nations and 
the EU should immediately undertake society-wide 
studies (involving government, corporate, and 
think-tank input) to consider the impact of the 
e-RMB on their governments, their trade and 
economies, their finance sectors and their

institutions under a variety of policies they could
choose to pursue. This means scenario planning for 
options ranging from a complete global ban on their 
native organisations using the e-RMB+CIPS combo 
to a complete acquiescence to its spread. 

CIPS is already being adopted around the world. 
Regulators should immediately demand that 
domestic banks state if they are using the CIPS 
system, and if so, then how. They need to secure 
visibility into to how prominently it is being used and 
what the growth trajectory for its use across the 
industry is.

Second, nations and supranational bodies must act.

European countries need to determine how good 
CIPS will be for their economies, how much they 
would like to have it in their domestic institutions, 
and must develop strategies accordingly. Just 
‘letting it happen’ will allow for an uncontrolled 
spread that may be very difficult to claw back later 
should the need arise.

Once that is determined, rules for reporting and use 
of the e-RMB+CIPS must be controlled by the local 
authorities. While it would be inappropriate for 
European regulators to dictate how, say, Chile or 
Cambodia used the platform, they will need to set 
local rules – or China will do it for them. The 
absence of rules in this area is not laissez-faire; it is 
ceding the rulemaking to the PBOC.
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This may suggest coordination with rules governing 
other bodies (i.e. SWIFT) to reduce confusion 
among those trying to live with those rules.  

Active measures will need to be taken to explain the 
rules to those needing to work with them. 
Businesses should understand the risk of working in 
an alternative system and how they are different 
from those of current platforms.

Alternatives to the current systems for international 
value (i.e. money) exchanges are frequently viewed 
with hostility, and as threats to governments and 
hives of villainy. While fintech has a better 
reputation, cryptocurrency is often seen as its 
dangerous cousin. But innovation in both these 
areas will provide people with a faster, reliable 
system of payment transfer that does NOT involved 
them using a Chinese-dominated system.  

 Third, regulators must sometimes not act.
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IT IS TOO LATE
ACT NOW BEFORE 
IN CONCLUSION: 

The likelihood of stopping the rise and spread of the 
e-RMB when paired with the CIPS system is as probable 
as stopping China’s economic rise – that is, not likely at 
all. It is only natural that as China’s economic clout 
grows, so will its currency. Now it has a double threat 
that allows it to overcome its concerns about the 
widespread use of the currency outside of China.

This new currency will give China almost unlimited 
visibility into the financial lives of its citizens and 
companies for purposes benign or malign, depending on 
the viewpoint of whoever is considering the impact of 
this system. While cash will still be used for black-market 
and rural area transactions, as the country completes its 
journey to become mostly urbanised and fully online, the 
e-RMB will dominate its narrow money supply. 

There is every reason to believe that in the medium term, 
the legal framework will be developed to expand its use 
across the economy and financial system to become the 
vast majority of the broad and narrow money supply 
used by everyone, all the time, everywhere in China. 
Real-time transaction visibility combined with the use of 
advanced analytical tools, AI and a penchant for 
economic planning will bring huge benefits to police, 
regulators, the surveillance state and economic policy 
boffins alike. The benefits to regular citizens beyond 
current cheap and fast payment options are limited, 
although some benefits are expected to be developed by 
innovative private sector players who can make use of 
the e-RMB’s programmable nature.

The CIPS system is quickly spreading along with China’s 
economic growth and trading prowess. Combined with 
the e-RMB’s visibility and control features, it could be the 
trusted channel for the PBOC to allow the RMB to circulate 
more freely beyond China’s borders. The RMB could   

become far more commonly used as an international 
currency, displacing the use of the Euro and USD. 

It is unlikely that the US has the focus or intention to 
slow the adoption of the CIPS + e-RMB combination 
before it becomes widespread enough to provide a 
global alternative that could seriously blunt the US 
weaponisation of the current Western-dominated 
international transfer payments system (to enforce its 
sanctions). 

Europe may be able to play a role in setting rules for 
CIPS before it becomes entrenched if it invests now in 
significant research, policy and diplomatic efforts to 
negotiate with China over the spread of the CIPS + 
e-RMB. It should avoid over-regulating private-sector 
options for money transfer (including cryptocurrencies) 
so they can provide an attractive alternative to the new 
Chinese system. If Western regulators cannot move 
quickly enough to reform their own systems, they at 
least should not kill off nimbler private-sector alternatives 
emerging in the fintech and cryptocurrency sectors.

What is undeniable is that the PBOC has, for almost 
eight years, led the world in developing and testing a 
CBDC that serves a wide range of domestic priorities. 
Combined with the CIPS system, it will finally unleash 
the potential of the RMB to allow China to begin to 
realise the benefits of hosting a truly international 
currency. Its intent is clear, its focus strong and 
progress sure. The rest of the world needs a strong and 
clearly thought-out response to this dramatic shift in 
world economic and monetary structure. 

So far, that response has been completely lacking. The 
lateness of action makes it only more urgent. 

IN CONCLUSION: ACT NOW BEFORE IT IS TOO LATE40
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G. Andrew Work
CEO, New Work Media
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Andrew Work is the founder and CEO of New Work Media. NWM 
was founded primarily to launch Harbour Times (est. 2014), a 
publication focussed on Hong Kong policy and politics. He acted 
as the Editor in Chief until a trade sale in February 2021 to the 
employees, and now advises in a non-executive role as Editor 
Emeritus. The company New Work Media also produces bespoke 
economic, political and policy reports and live briefings for clients. 
In this role, Mr Work is frequently called on to explain Hong Kong 
policy, politics and economics to local and global audiences and is 
widely quoted in global media. 

Appendix B: On Research and Interviews 
While public sources are cited above, the environment under which the first report was written in 2019 and 2020 was more 
open than the current environment, especially for those in Hong Kong, in China and anyone pursuing a career that will 
benefit from continued travel access to China (presumably post-COVID). 

While some interviewees were comfortable having their credentials listed in this report, most were not. To avoid having 
overdue attribution to those who acceded to be listed, this report will forego a listing. However, the author is happy to 
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