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                                                                      ABSTRACT 

 

        This paper explores ways in which the United States might shape the structure and terms of 

its financial engagement with China more effectively.  The recommended policies envision 

international institutions, payment systems and strategies that will affirm U.S. interests and 

values, demonstrate economic leadership in a bipolar world and promote a stable relationship 

with China.  Steps that the United States might take to protect the primacy of the U.S. dollar 

(“USD”) over the long term and promote payment systems and strategies led by the United States 

and its allies are identified and evaluated.   
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                                                                  EXECUTIVE SUMMARY 

 

        Meeting in December 2022, the Central Economic Work Conference included boosting 

domestic demand, attracting foreign capital and granting foreign-funded enterprises national 

treatment among China’s economic priorities for 2023.  When he spoke at Davos, Switzerland, 

China’s Vice Premier Liu He delivered a business-friendly message. Also in January 2023, Zhou 

Lijian, a prominent “wolf warrior,” was demoted from his position as official spokesperson for 

China’s Ministry of Foreign Affairs.   Wang Yi, Director of the general office of the Central Foreign 

Affairs Commission, stated that, while China would fight against all forms of hegemony, it would 

also seek to “correct course” in relations with the United States. 

       When the 14th National People’s Congress convened in March 2023, China’s diplomatic 

rhetoric had changed.  President Xi Jinping remarked that Western countries – led by the United 

States – had implemented a policy of containment and suppression against China, thereby 

introducing severe challenges to its development.  Qin Gang, China’s newly appointed foreign 

minister, spoke of the conflict and confrontation that would ensue if the United States continued 

on the “wrong path.”  January’s messaging, which seemed to open possibilities for a better 

dialogue between China and the United States, had faded.  The U.S. response to a Chinese balloon 

over North American airspace and its warnings about potential sales of Chinese weapons to 

Russia for use in the Ukraine war reflected a downward spiral in relations.  Attempts to develop 

“guardrails” for the U.S.-China relationship had been challenged.  Nonetheless, China’s new 

Premier, Li Qiang, was conciliatory when he spoke at a press briefing in March 2023: “China and 

the United States can and must cooperate.  There is a lot that the two countries can achieve by 

working together.”1  

         Such changes in diplomatic messaging are at times confusing, but do not alter the underlying 

issues shaping financial engagement between the United States and China.   China’s long-term 

efforts to redefine the terms of its financial relationship with the United States remain in place. 

China continues to promote the internationalization of the renminbi (“RMB”), develop China-

centric cross-border financial messaging and payment systems, and support financial 

organizations and transactions that will accommodate its strategic objectives. China’s goal of 

becoming a fully developed economy that is prosperous and globally-dominant by 2049 has not 

changed.   

        The United States needs to acknowledge that China’s role in international finance will 

increase as its economic and military power grows.  However, the United States also needs to 

respond to China’s growing financial power in a manner that will demonstrate U.S. economic 

leadership, promote a stable relationship in a competitive bipolar world and avoid excessive 

confrontation. To date, it has not done so.  The United States needs a new strategy for financial 

engagement with China. 
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          For purposes of this paper, “financial engagement” includes cross-border interactions 

between or affecting the relationship between the United States and China relating to currency, 

payments, credit and debt. “Payment systems” include formal cross-border networks as well as 

informal measures such as bilateral currency swaps and blockchain payment applications. 

        Chinese Initiative and Supporting Strategies.  Since the financial crisis of 2008-2009, China 

has been determined to reshape the framework of its financial relationship with the United 

States and its allies.  In pursuit of this goal, the Chinese leadership has elevated financial and 

monetary policy to a top priority.  It has deployed several specific strategies in support of the 

broad objective of increasing its global financial influence. 

        First, China has sought to increase its authority within international organizations such as 

the World Trade Organization (“WTO”), International Monetary Fund (“IMF”) and World Bank, 

while also working to create new organizations and institutions that it can control.2  One example 

of China’s attempt to develop new organizations that might serve as alternative global forums in 

the future is its establishment of the Asian Infrastructure Investment Bank (the “AIIB”), an entity 

that is intended to rival the Asian Development Bank (the “ADB”).  Similarly, the BRICS New 

Development Bank (“NDB”) has been promoted as a potential alternative to the World Bank.  The 

Silk Road Fund supports long-term investments in countries that participate in the Belt and Road 

Initiative (“BRI”) and seeks to strengthen their economic cooperation and trade with China.  The 

Shanghai Cooperation Organization (“SCO”) has been promoted as a Eurasian political, economic 

and security forum.  It supports the use of local currencies and RMB in trade and alternative 

payment systems capable of sanctions avoidance. 

       An example of China’s determination to work within existing organizations while building up 

parallel challengers is its work within the Society for Worldwide Interbank Financial 

Telecommunication (“SWIFT”) while developing the Cross-Border Interbank Payments System 

(“CIPS”).  Over the past ten to fifteen years, China has worked to increase its influence within 

SWIFT while at the same time building up CIPS as a parallel messaging system that has the 

additional capacity to clear and settle transactions.  

       Second, China has become a leader in the development of digital currencies.  Domestically, 

the digital RMB has been promoted by the Chinese leadership because, in addition to being an 

efficient means of exchange, it is an effective surveillance tool and serves to manage potential 

competition from fintech companies like Alibaba and Tencent.  The Chinese leadership has also 

focused on the international uses of a digital currency, including sanctions avoidance.  China has 

used its leadership in the development of a central bank digital currency (“CBDC”), the e-CNY, to 

propose global financial rules for digital currencies and has also experimented with blockchain-

based e-CNY payment arrangements.  China’s effective development and use of blockchain and 

other new formats in recording transactions based on digital currencies provide new avenues to 

encourage wider use of the RMB and challenge the dominance of the USD. 
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       China has also pursued several related strategies.  It has used bilateral currency swap 

arrangements and trade transactions as well as regional economic agreements to encourage 

cross-border use of the RMB. It has promoted the use of the RMB within Russia and in 

commodity-linked trade with Saudi Arabia.  China is also working to de-dollarize its foreign 

reserves.  While China has invested in U.S. Treasury securities for the past four decades, it is now 

taking steps to reduce its holdings of such securities as it attempts to diversify its foreign reserve 

holdings.  Further, China has been developing offshore RMB clearing centers as part of its strategy 

to internationalize the RMB.  The issuance of RMB-denominated bonds has grown significantly in 

recent years.  

       While China has made meaningful progress in developing China-centric alternative payment 

systems and promoting the international use of the RMB, significant roadblocks remain. These 

include a lack of transparency and predictability, as well as an excessive government role in 

financial markets.  The Chinese capital account remains closed, investor confidence in Chinese 

laws and institutions is low, the Chinese leadership overrides markets for political ends, and the 

RMB is not freely exchangeable.  For these reasons, the RMB is not ready to challenge the USD.  

However, that day may come as China gains in economic and military influence.   

        U.S. Response.  To date, the United States has not developed a comprehensive, effective 

strategy for managing its financial engagement with China and responding to China’s efforts to 

internationalize the RMB and develop alternative payment systems that do not rely on the USD.  

The United States needs to develop a comprehensive, affirmative financial engagement strategy 

that will promote its interests and values. 

       Several factors account for the current U.S. policy shortcomings.  First, the United States has 

relied generally on what a former European leader famously called the “exorbitant privilege” of 

the USD.  The Board of Governors of the Federal Reserve System (the “FRB”) and other relevant 

U.S. agencies have been content not to disrupt existing cross-border payment systems that they 

seem to control and have served the United States well for many years.  Such complacency is 

misguided in the context of China’s determination to expand its control over relevant systems 

and develop the RMB as a viable international reserve currency. 

       Second, in contrast to China’s active role in trying to influence governance and policy issues 

within the IMF, World Bank and similar international entities, the United States has at times been 

ambivalent about its role and objectives.  This has facilitated Chinese attempts to reshape such 

institutions from within and promote rules and policies consistent with China’s objectives. 

       Third, the United States has for many years relied on sanctions as a central tool of financial 

foreign policy.  The problem with this approach is that China, like other significant potential 

targets of U.S. sanctions, typically responds to the threat of sanctions by avoiding payment 

channels controlled by the United States, thereby reducing the economic leverage the United 

States seeks to deploy.   
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       Fourth, the United States has relied too heavily on SWIFT as a tool to enforce sanctions.  As 

a Brussels-based financial utility, SWIFT is subject to European Union law as implemented by 

Belgium.  The United States can pressure the European Union and the Belgian government to 

enforce U.S. sanctions and has done so on several occasions.  However, while the United States 

might express its views strongly, it cannot impose its laws on SWIFT.  SWIFT’s system of corporate 

governance is also a cause for U.S. concern. Another issue is the security of critical SWIFT systems.  

Further, because of its reliance on correspondent banking channels which can make transfers 

slow and costly, SWIFT is regarded by many as technologically backward. 

       Fifth, the U.S. approach to regulating financial messaging systems such as SWIFT focuses too 

much on the prevention of money laundering.  While commercial banks headquartered in the 

United States or organized under the laws of its allies have spent billions of dollars pursuing 

financial crime by adhering to rigorous SWIFT-related screening and record-keeping 

requirements, money laundering supported by adversarial regimes takes place beyond SWIFT’s 

reach.  Moreover, while adherence to SWIFT protocols has not enabled banks to meet the 

primary objective of preventing money laundering, it has been accompanied by enormous cost.  

One study has reported that compliance costs for banks and other financial institutions are 

perhaps 100 times higher than the value of laundered funds seized. 

       Sixth, despite significant recent efforts, such as Project Hamilton and Project Cedar, the 

United States has only recently accelerated its efforts to evaluate the strengths and weaknesses 

of different types of CBDCs and other digital currencies and explore their potential use in 

alternative cross-border payment systems.  The general view of the FRB has been that the United 

States does not need to be the “first out of the gate” in evaluating or adopting a CBDC or other 

digital currency.  This measured pace seems too slow in view of China’s determination to develop 

and deploy the e-CNY for use in international trade and cross-border payments.  Nonetheless, it 

is encouraging that 2022 seemed to mark the transition to a more urgent pace in evaluating types 

and possible uses of CBDCs.  Even though responsible U.S. government agencies may ultimately 

determine that a U.S. domestic digital currency is inappropriate or unnecessary, it is important 

for the United States to understand how digital currencies might be used in cross-border 

transactions by China and other countries. 

        Why is Financial Engagement on Terms that Affirm U.S. Values and Support the Continued 

Primacy of the USD Important?  Fair and open payment systems and financial transactions based 

on clearly articulated, consistent standards are reasonable objectives for cross-border financial 

engagement. The position of the USD as the world’s leading reserve currency supports U.S. 

financial leadership and needs to be protected.  China’s determination to reshape the terms of 

its financial engagement with the United States challenges pursuit of these objectives.   At 

present, cross-border payment systems and financial transactions relevant for China and the 

United States have become politicized and weaponized.  While the USD remains dominant for 

now, the long-term outlook is less certain. The United States needs to pursue financial 
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engagement with China on terms that will affirm American values and promote fairness, 

openness and consistency. 

        What Should Be Done?  Secretary of State Antony Blinken has stated that America’s objective 

is to coexist with China on terms favorable to American interests and values.3 Financial 

engagement on terms favorable to the United States is an essential component of such co-

existence. As noted in a recent Brookings Institution policy brief, “It is in America’s interest to 

preserve a preponderance of influence in the development of rules, norms and institutions that 

enable international commerce and the peaceful resolution of international disputes.”4 

        In sum, the United States needs to develop a proactive, resilient strategy for financial 

engagement with China.  Such a strategy will of necessity be multi-faceted and based on enduring 

principles that can be adjusted in response to changing circumstances. While working towards a 

goal of financial engagement that is appropriately rules-based and inclusive, the United States 

needs to address the challenges of a China that is determined to reshape global payment systems 

and cross-border transactions to its advantage.  

        This paper identifies several core components of a strategy intended to meet these criteria.   

First, the United States should develop and implement a strategy that supports the continued 

use of the USD as a strong reserve currency.  Such a strategy should be clearly articulated in a 

high-level document such as the U.S. National Security Strategy.  It should be supported by 

renewed U.S. attention to traditional forums such as the IMF and World Bank.  Second, the 

United States should be more selective in its use of sanctions as a financial foreign policy tool.  

Sanctions might be used effectively as a supplement to military action in certain situations where 

the objective is to stop military aggression immediately and decisively.  Targeted sanctions might 

also usefully be applied to disrupt weaponized supply chains.  In such situations, sanctions need 

to be precisely drafted, timely implemented and readily enforceable. Third, the United States 

should encourage modernization of SWIFT through corporate governance reforms and 

technological improvements.  

         Fourth, the United States should continue to step up its efforts to review of the potential 

benefits and/or drawbacks of digital currencies, including the possible international use of a 

CBDC.  Fifth, the United States should support appropriate use of blockchain and other innovative 

private sector payment solutions.  Sixth, the United States should devote more attention to 

setting global standards for payments systems and digital currencies and promoting their use as 

public goods based on a liberal economic order.  Seventh, the United States should take steps to 

reinforce constructive  communications and other market connections with China.  This is 

especially important in current circumstances where there seems to be very little communication 

between mid-to-high level U.S. and Chinese bureaucrats on a regular basis.  Finally, the United 

States needs to support initiatives for financing and socioeconomic growth in the developing 

world that are independent of China’s BRI.  Such a multi-faceted approach would enable the 

United States to shape the terms of its financial engagement with China from a position of 

strength. 
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A. Introduction 

        Speaking about Taiwan, a Wall Street Journal columnist observed that, “What is utterly 

reckless about America’s longtime China policy . . . is the strategic passivity and incompetence 

that blinded a generation of American political leaders to the growing threat of  great-power war 

in the western Pacific.”5  A recent op-ed discussion notes that, in the context of dealing with 

China’s “Made in China 2025” initiative to develop new technologies in a range of industries, “The 

failure of the Biden administration’s piecemeal approach in countering China’s ambitions has 

been alarming.”6  Other observers have complained more generally that, in its relationship with 

China, the United States is a “superpower without a plan.”7  

        Similarly, the United States has lacked an effective strategic plan to address China’s attempts 

to shape the structure and terms of financial engagement with the United States.  For purposes 

of this paper, “financial engagement” includes cross-border interactions between or affecting the 

relationship between the United States and China relating to currency, payments, credit, and 

debt.   “Payment systems” include formal cross-border networks as well as informal measures 

such as bilateral currency swaps and blockchain payments applications.  

        The U.S. national security strategy for 2022 states that China has “the intent to reshape the 

international order and, increasingly, the economic, diplomatic, military and technological power 

to achieve that objective.”8  President Xi Jinping has spoken frequently about the ideological 

underpinnings of “comprehensive national power,” defined as China’s combined military, 

economic and technological power that supports a more assertive foreign policy.9  Moreover, “Xi 

has communicated to the party a crystal-clear message:  China is much more powerful than it 

ever was, and he intends to use this power to change the course of history.”10  For China, 

reshaping the international financial order includes advancing its influence over cross-border 

payment systems, promoting the internationalization of the RMB, developing a CBDC that can be 

helpful in evading sanctions, de-dollarizing its foreign reserves, and using measures such as 

bilateral currency swaps, RMB-denominated bonds and blockchain applications to reshape the 

international financial order.   

        The United States does not have a coherent, comprehensive affirmative or responsive 

strategy or plan of action.  It has been too hesitant to put forward ideas to adjust international 

payment systems and other mechanisms for financial engagement with China in a manner that 

will advance and protect U.S. interests.  This hesitancy is unnecessary and counter-productive, 

especially at a time when the Chinese leadership has been faced with the triple challenge of “a 

healthcare crisis, a weakening economy and political protests.”11 As noted by one observer, 

“These vulnerabilities – each attributable to the Chinese Communist Party under Mr. Xi’s 

leadership – allow the [United States] to combat the party’s mercantilist policies and debunk its 

narrative that China’s rise to global dominance is inevitable.”12  While China’s role in international 
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finance will increase as its economic and military power grows,  the United States needs to 

develop and deploy a strategy for financial engagement appropriate for the leading power in a 

bipolar world. 

 

B.  China’s Initiative 

       Since the global financial crisis of 2008-2009, China has been determined to shape the 

framework of its financial relationship with the United States and its allies. To this end, China has 

promoted the international use of the RMB and developed new cross-border payment 

mechanisms that it can control.  At the G20 meeting in 2008, Hu Jintao cited inherent drawbacks 

associated with the USD-dominated international financial system as a major reason for the 

financial crisis.13 In 2009, Zhou Xiaochuan, then chairman of the People’s Bank of China (the 

“PBOC”), advocated using a basket of currencies of “all major economies” to create a super-

sovereign SDR-based international reserve currency that could replace the USD as a reserve 

currency.14 

 

1. RMB Internationalization 

         Subsequently, RMB internationalization was articulated as a strategic priority in the 12th 

Five-Year Plan (2011-2015), which cited the objectives of expanding the use of the RMB in cross-

border trade and investment and pressing ahead with making the RMB convertible under capital 

accounts.15 Likewise, the 13th Five-Year Plan (2016-2020) cited the objective of promoting the 

international use of the RMB.16   At about the same time, Li Ruogu, then president of the Export-

Import Bank of China, noted that, “Only by eliminating the [USD’s] monopolistic position [will] it 

be possible to reform the international monetary system.”17 In 2016, the IMF added the RMB to 

a basket of major currencies that determines the values of special drawing rights (“SDRs”).18 The 

14th Five-Year Plan (2021-2025) cited maintaining the stability of the global financial markets and 

formulating international rules for digital currency as important objectives.19  

 

2. Development of China-based Cross-Border Payment Systems 

       The Chinese leadership has treated the development of China-based cross-border payment 

systems as a necessary corollary to promotion of the international use of the RMB.  Shortly after 

President Xi Jinping assumed power in 2012, the PBOC began developing CIPS as an alternative 

to SWIFT.20 CIPS was officially launched with just 19 bank participants by the PBOC in October of 

2015.21 Fan Yifei, vice president of the PBOC, noted at the time that CIPS would boost the global 

use of the RMB.  In a written statement, the PBOC cited the establishment of CIPS as a milestone 

that marked “major progress” in building a modern system to support cross-border payments in 

RMB.22 Hu Xiaolian, president of the Export-Import Bank of China, lauded CIPS as the “’worldwide 
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‘payment superhighway’ [that] will accelerate the internationalization of the RMB.”23 Support for 

RMB internationalization has often been accompanied by criticism of U.S. “dollar hegemony.”  A 

policy paper recently issued by the Ministry of Foreign Affairs included the following comments: 

“By taking advantage of the dollar’s status as the major international reserve currency, the United 

States is basically collecting ‘seigniorage’ from around the world . . . .”24 

        Even as it was just being launched, CIPS was promoted as a mechanism that would “remove 

one of the biggest hurdles to internationalizing the [RMB] and greatly increase global usage of 

the Chinese currency.”25 Starting in 2015, each of China’s Five-Year economic plans has included 

provisions related to strengthening CIPS as a means of supporting international use of the RMB.  

In speaking of a need to accelerate the development of China’s digital economy, accompanied by 

a “modern infrastructure system with a better layout and structure, more effective functions, 

and greater system integration,” President Xi Jinping reaffirmed China’s payments systems 

objectives at the 20th National Congress of the Chinese Communist Party (“CCP”) in October of 

2022.26 

        Interestingly, in early November of 2022, there were reports that China’s Central 

Commission for Discipline Inspection (“CCDI”) was investigating Fan Yifei, then then the deputy 

governor of the PBOC responsible for payments and financial technology, for “serious violations 

of law and discipline.”27   In February of 2023, there were indications that Xi Jinping was preparing 

to support new leaders for the PBOC.  An article in the Wall Street Journal stated that Zhu Hexin, 

chairman of Citic Group Corp., would succeed Yi Gang as PBOC chairman, and He Lifeng, a close 

associate of Xi Jinping, would serve at the PBOC’s CCP chief.28 However, at the National People’s 

Congress, it was announced that Yi Gang would retain his position as chairman of the PBOC.  He 

Lifeng was appointed as Vice Premier and is also expected to serve as the PBOC’s CCP chief.  A 

new National Financial Regulatory Commission, directly under the State Council, will incorporate 

the China Banking and Insurance Regulatory Commission and absorb the PBOC’s supervisory 

body for financial holding companies.29 These changes are apparently part of a shake-up intended 

to give President Xi and his close associates more control over China’s financial sector.    President 

Xi’s continued support for CIPS and internationalization of the RMB as key components of China’s 

strategy to reshape international financial engagement on its terms does not seem to be at issue. 

 

C. Strategies in Support of China’s Initiative 

 In attempting to shape the framework of its financial relationship with the United States and 

its allies and achieve its objectives for a new global economic order, China’s leadership has 

elevated financial and monetary policy to a top priority.  Several specific strategies have been 

deployed in support of this initiative: 
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1. Exercising Influence within International Organizations and Building Alternate Payment 

Structures 

 

(a) China and the WTO, IMF and World Bank 

        First, China has sought to increase its influence within international organizations such as 

the WTO, IMF and World Bank.  As noted by Jude Blanchette and Ryan Hass in a recent article, 

“China strives to shape global governance institutions from within, while simultaneously creating 

its own set of parallel and overlapping initiatives.”30 While China’s growing influence in 

international organizations is well-documented, China’s actions have sometimes been criticized.  

In 2020, a China Power Team report noted that, “Since joining the WTO, China has been one of 

the organization’s most active members . . . . Yet . . . its mixed compliance with WTO dispute 

rulings has at times challenged the WTO’s underlying norms.”31 As noted in one recent report, 

“While President Xi continually affirms China’s commitment to the multilateral rules-based 

trading framework, China continues to renege on its WTO commitments.”32  Contrary to WTO 

rules, China does not report its subsidies of state-owned enterprises (“SOEs”) or their activities 

accurately, and it has not undertaken domestic reforms required by the WTO.33 China’s insistence 

on retaining its “developing country” status has enabled it to receive “special and differential 

treatment.”  This has led to heightened tensions within the WTO.34   Some years ago, China 

indicated that it would become a member of the WTO’s Government Procurement Arrangement; 

it has used its developing country status as a reason for not meeting this commitment.35  

          China’s relationship with the IMF has been quite positive in some respects.  China has 

acknowledged that the inclusion of the RMB in the SDR basket of reserve currencies in 2016 was 

a “milestone event.”  As noted by Yi Gang, then a deputy governor of the PBOC, “It marks the 

recognition of the international community for China’s economic development and the 

achievements of reform and opening up.”36 However, China’s care in defining itself as a 

developing country in order to avoid assuming the IMF-related duties of “rich countries” has been 

an issue.  Additionally, China has resisted capital account convertibility so that it can more readily 

manage capital inflows and outflows and control the exchange rate of the RMB.37  

        Deng Xiaopeng first met with Robert McNamara, then President of the World Bank, in 1980.  

Deng reportedly told McNamara that China would modernize with or without World Bank 

assistance but could do so more rapidly with its assistance.38 Subsequently, there was 

cooperation and assistance for many years.  Especially in recent years, however, China’s 

insistence on defining itself as a developing country has been sharply criticized by the United 

States and other western countries.  A dispute in 2021 over the data used to compute China’s 

ranking in a widely-used report aroused further criticism.  The World Bank announced in 

September 2021 that it would discontinue its “Doing Business” reports after an investigation by 

a U.S. law firm concluded that, with the knowledge of its chief executive officer Kristalina 

Georgieva, World Bank staff members changed data on China to improve its ranking.39  
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          Commenting generally on the effects of Chinese influence in global economic organizations 

such as the WTO, IMF and World Bank, an article in The Economist concluded that growing 

Chinese influence had been accompanied by worrisome indications that global institutions had 

fallen into “disrepair” and were “struggling for influence and tarnished by scandal.”40 Separately, 

a China scholar commented that, “The current situation is characterized by China deeply 

embedded in the global economic system  as a developing country, reluctant to take on the 

responsibilities of a rich country, and conducting bilateral relations that often run counter to 

global norms.”41  The designation of China as a developing country may again be challenged in 

2023.  As recently reported by China’s National Bureau of Statistics, its national gross domestic 

product per capita reached the RMB equivalent of about USD 12,741 in 2022.  The World Bank’s 

income threshold for designation as a rich country is USD 13,205, a measure that China is likely 

to reach in 2023.  An article in the South China Morning Post noted that, “Losing the developing 

country tag [would] challenge Beijing’s positioning in the global governance system, as its foreign 

policy has been based around the idea that China represents the developing world.”42  

        President Xi Jinping views China’s role in international organizations from a different 

perspective.  In his speech to the National Party Congress in October of 2022, he explained that 

“China works to see that multilateral institutions such as the WTO . . . better play their roles, 

cooperation mechanisms such as BRICS and the [SCO] exert greater influence, and emerging 

markets and developing countries are better represented and have a greater say in global 

affairs.”43  In February of 2023, the Ministry of Foreign Affairs outlined some of China’s grievances 

about organizations like the WTO and IMF: “After WWII, the United States established . . . 

institutional hegemony in the international economic and financial sector by manipulating the 

weighted voting systems, rules and arrangements of international organizations, including 

‘approval by 85 percent majority,’ and its domestic trade laws and regulations.”44 

 

(b) China and New Regional and International Organizations 

          As suggested by Xi Jinping’s comments cited above about the BRICS cooperation 

mechanism and the SCO, China has sometimes elected to fund new organizations that could 

serve as future alternatives to more established global forums.  One example is the AIIB which is 

intended to rival the ADB and the World Bank by working with emerging market countries that 

may feel underrepresented within more established global institutions.45   President Xi Jinping 

announced the establishment of the AIIB in 2013.  In his words, the AIIB would “enable ASEAN 

countries to benefit more from China’s development.”46 Headquartered in Beijing, the AIIB began 

operations in 2016 with 57 founding members (37 regional and 20 nonregional).  It now has 106 

members, a capitalization of USD 100 billion and a AAA credit rating.47 As stated on its website, 

the AIIB invests in “infrastructure that is green, technology-enabled and promotes regional 

connectivity.”48 
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          From its inception, the objectives and operating methods of the AIIB have been questioned 

by the United States.  The National Security Council had the following statement about the AIIB: 

“Based on many discussions, we have concerns about whether the AIIB will meet [the high 

standards of the World Bank and the regional development banks, such as the ADB] particularly 

[those standards] related to governance, and environmental and social safeguards.”49 There has 

also been skepticism about governance provisions in the AIIB’s Articles of Agreement that, in 

practical terms, guarantee China “an outsized role in determining the bank’s investment and 

direction.”50 Some observers have also been critical of the geographic extension of the AIIB’s 

lending programs well beyond Asia to countries such as Ecuador, Rwanda and Brazil.51 

         The NDB and the Silk Road Fund are additional examples of such alternative organizations.  

Often described as China’s answer to U.S.-led global financial institutions, each of these entities 

is supported by significant financial commitments from China.52 Each of the NDB and the Silk 

Road Fund has also been a significant promoter of CIPS and use of the RMB in international 

financial transactions. 

         The NDB, formerly known as the BRICS Development Bank, was established in 2015 by the 

BRICS countries (Brazil, Russia, India, China and South Africa), with China providing most of the 

initial capital.53 The United Arab Emirates, Uruguay, Bangladesh and Egypt became NDB members 

in 2021.54 The NDB’s stated objective is to mobilize funding for infrastructure and sustainable 

development in its member countries, as well as in other emerging market economies.55 With its 

headquarters in Shanghai and authorized capital equivalent to USD 100 billion, the NDB was 

initially seen by its members as a potential alternative to the World Bank.56  Recently, the NDB 

has been criticized by Western observers for its lack of transparency and accountability, as well 

as for its ties to Russia.  The NDB placed its operation in Russia “on hold” in March 2022 after the 

Ukraine invasion.  In August 2022, the NDB was reported to be in “active” talks with investors 

about a new USD bond to be issued to fund projects in all member countries except Russia.  This 

project, which currently remains uncompleted, was intended in part to provide reputational 

support after Fitch downgraded the NDB’s credit rating because of its links to Russia.57 On 

October 25, 2022, the NDB successfully priced a three-year RMB 3 billion bond in the China 

Interbank Bond Market, thereby completing the NDB’s second RMB 20 billion bond program.  An 

NDB press release indicated that the proceeds were to be used as general corporate resources 

of the NDB for financing infrastructure and sustainable development projects.58  

         The Silk Road Fund, with headquarters in Beijing, was established in 2014.  Its objective is to 

support long-term investments in countries that participate in the BRI in order to strengthen their 

economic co-operation and trade with China, and, as noted by President Xi Jinping, “to get on 

board the train of China’s development.”59 At the time of establishment of the Silk Road Fund,  

China  announced that it would contribute USD 40 billion in initial capital.60  In 2017, President Xi 

Jinping announced a further contribution of RMB 100 billion to the Silk Road Fund.61  As explained 

on the Silk Road Fund’s website, it operates as a dual currency fund and is therefore able to “offer 
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financing solutions with flexible currency choices to suit the needs of individual projects and help 

enterprises mitigate currency exchange risks.”62  The dual currency capitalization also “allows the 

Silk Road Fund to meet the needs of investment-recipient countries to diversify the currency 

composition of their foreign reserves.”63   In other words, the Silk Road Fund is intended to 

encourage use of the RMB along with its promotion of multilateral and bilateral economic 

cooperation. The Silk Road Fund’s government sponsors include the State Administration of 

Foreign Exchange (“SAFE”), the China Investment Corporation, the China Export-Import Bank and 

the China Development Bank.  Even though SAFE has a 65% stake in the Silk Road Fund, it is 

“semi-directly” supervised by the PBOC.64 

        While some observers view the SCO as a security-focused organization seeking to 

counterbalance NATO, others have noted its efforts to promote the use of local currencies in 

trade and alternative payment and settlement systems.65    The SCO was established in 2001 as a 

Eurasian political, economic and security forum.  Its stated objectives were “addressing anti- 

terrorism and instability, border security, political affairs and  economic and energy issues.”66 The 

initial members were China, Russia, Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan.  India and 

Pakistan became members in 2017 and Iran’s accession to full member status is scheduled to 

take place in April 2023.  Afghanistan, Belarus and Mongolia have observer status and there are 

a number of additional “dialogue” partners, including Turkey.  China’s objectives in promoting 

the SCO have evolved as the number of members, observers and dialogue partners has 

expanded.  In the words of one recent report, “China views the SCO as a means to ensure security 

in its neighborhood and to protect its economic interests across Eurasia, where it has invested 

billions of dollars in infrastructure as part of [the BRI].”67   The SCO is also viewed as integral to 

China’s promotion of trade in national currencies and the RMB.  At the SCO’s September 2022 

meeting, members agreed to expand trade in national currencies, thereby reducing dependency 

on the USD for bilateral trade.  The SCO presents itself as a “reliable alternative for its members 

to thwart economic shocks and financial uncertainty stemming from sanctions . . . .”68   

 

(c) China’s Work with CIPS and SWIFT 

       China’s determination to work within existing organizations while building up parallel 

challengers is on full display in its work with SWIFT and CIPS.  Over the past ten to fifteen years, 

China has worked to increase its influence within SWIFT, while at the same time building up CIPS 

as a parallel messaging system that, like its U.S. counterpart, the Clearing House Interbank 

Payments System (“CHIPS”), has the additional capability of clearing and settling transactions.  As 

noted by Eswar Prasad, “CIPS has been designed as a system that could eventually also serve as 

a conduit for interbank communications concerning international RMB transactions that 

operates independently from SWIFT. . . . China’s government is astute enough not to challenge 

SWIFT until CIPS has matured, but no doubt one day the challenge will come.”69   At present, RMB 

transaction messages amount to only about 3.2% of all transaction messages processed by 
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SWIFT, but the volume of transactions completed through CIPS has grown by 50 percent per year 

in recent years.70 

        Before it developed CIPS, China conducted cross-border transactions primarily through 

designated offshore RMB clearing banks or through correspondent banks.  Its domestic interbank 

clearing system, the China National Advanced Payment System (“CNAPS”) did not support 

international payments.71   Like CNAPS, CIPS is controlled by the PBOC.  It was created to support 

RMB clearing and settlement domestically as well as offshore and to promote the international 

use of the RMB.72 One frequently cited benefit of CIPS is that it provides direct access for onshore 

and offshore banks to CNAPS.  CIPS payment messages are written both in English and Chinese.  

CIPS utilizes SWIFT bank identifier codes for its communication with SWIFT member banks. As of 

February 2023, CIPS had 1366 participants (79 direct and 1287 indirect).73 As indicated on its 

website, financial institutions in 109 countries and regions were connected to CIPS. Some 979 

participants were from Asia (including 554 from China), 191 from Europe, 30 from North America, 

47 from Africa, 23 from Oceania and 17 from South America.74     Direct participants, all of which 

are major financial institutions incorporated in China, can send and receive payment instructions 

directly.  Indirect participants must access CIPS through direct participants.  

         To date, with over 11,500 financial institutions from approximately 200 countries as 

members, SWIFT remains the dominant cross-border messaging system.75   The value and volume 

of CIPS transactions are still tiny by comparison.  As noted by one observer, “In 2021, CIPS 

processed a mere USD 12 trillion in transactions, the equivalent of messages processed by SWIFT 

in less than three days . . . . RMB payments represent less than ten percent of global financial 

transactions.”76 However, with the full support of the Chinese leadership and the PBOC, CIPS is 

becoming an important alternative and supplement to SWIFT whenever payments in RMB are 

involved. 

        A 2016 agreement with SWIFT provided interconnectivity between CIPS and SWIFT and 

furthered CIPS’ integration with the payments systems generally used by international 

commercial banks.  Subsequently, the adoption by CIPS of the ISO 20022 standard for 

international payments messaging facilitated connections with other payments systems.77 On 

January 16, 2021, SWIFT and the PBOC entered into a joint venture with the PBOC’s clearing 

center and digital research institute.78  In March of 2021, the PBOC announced that the joint 

venture, called the Finance Gateway Information Services Co., would provide users with financial 

gateway services, including the establishment of local data warehouses and other related 

services to monitor and analyze cross-border payment messaging.79 While they are in some 

respects complementary to SWIFT services, these measures have also supported the 

development of an independent, parallel CIPS system that routes all SWIFT messages related to 

China through CIPS and facilitates offshore RMB payments without any use of SWIFT.80  

 

2. Developing Digital Currencies, including a CBDC 
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(a) Promotion of Digital Currencies by Chinese Leadership 

        China has been a leader in the development of digital currencies.81 Somewhat ironically, one 

of the factors behind China’s interest in rapid development of a viable digital currency apparently 

came from the view of Chinese authorities that the United States was trying to be the first to 

create a digital currency by promoting Libra, an e-currency developed by Facebook (now Meta). 

It was assumed by Chinese regulators at the time that Libra and the USD would be linked.  In 

December 2020, Libra was renamed Diem and in January 2022 the whole project was 

abandoned.82   

        The 13th and 14th Five-Year Plans for 2016-2020 and 2021-2025, respectively, included 

general directives to promote the development of a digital currency.  For example, the 14th Five-

Year Plan, published in March 2021, included the directive: “Steadily promote the development 

of digital currency.”83 The PBOC first set up a team to study digital currencies generally in 2014 

and soon expanded the team’s remit to include measures to develop them for practical use.  In 

2017, China’s State Council authorized the PBOC to begin designing a digital currency in 

cooperation with China’s major commercial banks.84 In May of 2019, PBOC Governor Yi Gang 

stated that top-level design of a retail digital currency for electronic payments (“DCEP”) had been 

completed and announced pilot testing projects.85   By April of 2022, the PBOC had expanded the 

pilot program to include 23 cities in China.86 

 

(b) Domestic and International Uses of Digital Currencies 

        Domestically, the digital RMB (sometimes referred to as the DCEP in this context) that is used 

for retail purposes functions much like cash and is accessible via cellphones.  It has been 

promoted by the Chinese leadership, in part because it has effective surveillance features. From 

the perspective of the PBOC, a digital currency it issues and controls presents an attractive 

alternative to payment methods independently developed and managed by fintech companies.87  

        The Chinese leadership has also focused on the international uses of a digital currency, 

typically in the form of a CBDC.    Among other features, a CBDC can be used to evade sanctions: 

“The United States has no way to restrict the use of a virtual coin that is issued by another 

country’s central bank.”88   In 2020, the Hong Kong Monetary Authority was reported to be 

working with the Digital Currency Institute of the PBOC on technical preparations for making 

cross-border payments using a digital currency.89 On July 15, 2021, the PBOC released a white 

paper describing the digital RMB’s long-term international potential.90 Some 300 or more staff 

members of the PBOC have reportedly been working on ways to promote the international use 

of a CBDC, typically referred to in this context as the “e-CNY.”91  The head of China’s digital 

currency initiative has stated that the e-CNY has the potential to support a processing speed of 

300,000 transactions per second.92  
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        China has used its leadership in the development of the e-CNY to propose global financial 

rules for digital currencies.  For example, at the Bank for International Settlements (“BIS”) 

Innovation Summit in March of 2021, China submitted a Global Sovereign Digital Currency 

Governance proposal that sets forth China’s proposals on standards for cross-border digital 

transactions, including risk supervision and types of data to be collected.93 Mu Changchun, 

director of the Digital Currency Institute at the PBOC, has indicated that, because the PBOC has 

made significant progress in developing the e-CNY, it is well-positioned to set global standards 

for CBDC development generally.94  Daleep Singh, a former National Security Adviser, has 

expressed concerns that unless the United States can present a viable CBDC program of its own 

in discussions at the BIS and other global forums, the design of cross-border CBDCs and their 

regulation will  reflect the priorities and values of China and other rivals rather those of the United 

States.95  As summarized in a recent Wall Street Journal op-ed discussion, “[China’s] leaders 

envision e-CNY as a parallel international payment and currency network to that of the West.  If 

a new bipolar world emerges . . . the dollar’s dominant role could be undermined. Decoupling 

the world’s two largest economies . . . could well include the rise of a powerful alternative reserve 

currency.”96  

 

         (c)  Use of CBDCs In BRI Projects and Bilateral Trade     

          China is also experimenting with the use of CBDC in BRI projects and in bilateral trade.97 In 

particular, China has used BRI lending agreements to promote the use of the RMB and encourage 

use of CBDC arrangements. While a 2020 study estimated that 85% of BRI loans were at that time 

denominated in USD, Chinese sources often emphasize that the RMB is expected to gradually 

become the main settlement currency for countries participating in the BRI.98   Increasingly, BRI 

borrowers are being required or encouraged to repay their RMB loans by using CBDC payment 

arrangements with the PBOC.  Some 140 countries have signed memoranda of understanding 

with China and its BRI.99 A comprehensive study of more than 100 contracts between Chinese 

state-owned entities and government borrowers in 24 developing countries found that, in 

addition to providing CBDC repayment options, Chinese lenders typically seek advantage over 

other creditors by using collateral arrangements such as lender-controlled revenue accounts for 

payments and commitments to keep the debt out of collective restructuring through “no Paris 

Club” and similar clauses.100  

         

        (d)   Development of mBridge 

        In 2021, China launched a pilot program with Hong Kong, Thailand, the United Arab Emirates 

and the BIS Innovation Hub to establish a “CBDC Bridge” (subsequently, usually referred to as the 

“mBridge”) that is intended to enable real-time cross-border currency transactions. A September 

2021 report on mBridge published by participating monetary authorities estimates that it could 

reduce cross-border payment costs by as much as 50% and cut payment times from a few days 
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to a few seconds.101 The main objective is to facilitate cross-border payments using CBDCs and 

distributed ledger technology (blockchain).102 Like BRI lending agreements based on CBDC 

repayment arrangements, these efforts are designed to promote the international use of the 

RMB.  As Wang Xin, director of the PBOC’s Digital Currency Research Institute, has noted, “If a 

digital currency is closely associated with the [USD], there would be in essence, one boss, that is 

the [USD] and the United States.”103 The implicit reasoning is that a similar association of a digital 

RMB with the PBOC would have the opposite effect. 

       In a recent USD 22 million pilot test of mBridge, the e-CNY was the most issued and actively 

transacted digital currency.  A total of RMB 11.8 million (approximately USD 1.64 million) worth 

of e-CNY was issued in testing between August 15 and September 23, 2022.  The RMB was used 

in 72 payment transactions, far more than any other currency.104 Arguably, mBridge is still in its 

infancy, as evidenced by the very small size of the test study, but the Chinese leadership seems 

determined to develop it quickly. 

 

3. Utilizing Bilateral Currency Swap Agreements (“BSAs”) 

 

(a) Use of Bilateral Swap Agreements to Promote Use of RMB 

        PBOC Governor Yi Gang pledged at the February 2022 meeting of G-20 finance ministers and 

Central Bank governors to support increased local currency usage in Asia.105 One practical way to 

accomplish this objective is by using BSAs between China and other Asian countries.  A BSA is an 

agreement between two central banks to swap their currencies at a fixed interest rate.  Because 

each central bank can lend the proceeds of the swap lines to commercial banks within its 

domestic jurisdiction, these banks gain temporary liquidity in a foreign currency. The PBOC stated 

in a 2021 report that it has swap facilities with 40 countries that have an aggregate capacity of 

about RMB 4 trillion (approximately USD 575 billion).106  

         The primary objectives of China’s BSAs are to encourage RMB-based trade and promote the 

internationalization of the RMB.107 However, despite the existence of numerous BSAs between 

China and other countries, to date only a few countries seem to have actually tapped these credit 

lines.  Just prior to the Ukraine invasion, bilateral swap lines between Russia and China appeared 

to be the most active.  As of early 2022, Russia had a RMB 150 billion BSA with China and about 

RMB 90 billion of deposits with the PBOC.108 Like mBridge, BSAs are strongly supported by the 

Chinese leadership.109  

 

(b) Promotion of Regional Liquidity Arrangements 

        In June 2022, the PBOC executed an agreement with the BIS relating to an RMB liquidity 

arrangement.  The initial participating central banks were from Indonesia, Malaysia, Singapore 

and Chile.  The Hong Kong Monetary Authority also participated.110 More flexible than most BSAs, 
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this arrangement provides for a participating central bank to pledge “qualified collateral” from 

its balance sheet in return for a sizeable injection of RMB.111  

 

               (c)  Chiang Mai Initiative 

        The Chiang Mai Initiative of 2000 (“CMI”) was launched as a set of bilateral swap lines among 

various ASEAN countries and China, Japan and South Korea after the 1997 Asian financial crisis.  

It was designed so that central banks of participating states could support each other financially 

in times of crisis without any reliance on the IMF or use of USD.  The RMB had a leading role in 

this arrangement.  In March 2010, CMI was enlarged through a multilateral arrangement called 

the Chiang Mai Initiative Multilateralization (“CMIM”).  CMIM was commenced with a liquidity 

pool of USD 240 billion.  Member countries are permitted to draw down as much as 30% of their 

qualified shares without securing assistance from the IMF.  The program was adjusted and 

expanded in 2021.112 A crisis prevention facility, the CMIM Precautionary Line was introduced in 

2014.113 

 

4. Promoting China-centric Regional Economic Arrangements 

 

(a)  Regional Comprehensive Economic Partnership (“RCEP”) 

         China has used regional economic agreements to promote the use of the RMB.   The RCEP 

agreement was signed on November 15, 2020 and became effective on January 1, 2022.  

Members include China, Australia, Japan, South Korea, New Zealand and the ten ASEAN members 

(Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand and 

Vietnam).  The RCEP has been characterized by some observers as “platitudinous and ineffective” 

but it is expected to accelerate a shift in global trade towards Asia.  In addition to enabling China 

to strengthen trade ties with neighboring countries, RCEP provides a regional forum for China to 

promote the use of the RMB.114  

        According to a recent Congressional Research Service report, “China actively shaped the 

[RCEP] negotiations and views RCEP as a ‘victory of multilateralism and free trade.’”115   Because 

China is one of the key beneficiaries of RCEP’s purported benefits, President Biden has expressed  

concern that the United States must “set the rules of the road instead of having China and others 

dictate outcomes.”116 In practical terms, the RCEP concept gained traction from renewed interest 

in a regional trade deal once the United States withdrew from the Trans Pacific Partnership (the 

“TPP”) in 2017. 

 

(b) BRICS Initiatives 
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       China has used its influence within the BRICS grouping of countries to promote financial 

arrangements dominated by China and the RMB.117   BRICS Plus, BRICS Pay and the BRICS CRA are 

examples of such initiatives.  BRICS Plus was launched by China as a regional forum in 2017.  

Current members include Brazil, Russia, India, China and South Africa.  A recent China Daily article 

touted BRICS Plus as a “safety net” for developing countries that would facilitate formation of a 

new international economic order.118 Like the RCEP, BRICS Plus is expected to provide 

opportunities to promote the use of the RMB. 

        On March 5, 2019, the BRICS countries announced the creation of a single payment system, 

BRICS Pay, to provide a basis for a common system for retail payments and transactions among 

the member countries.  BRICS Pay is a service for linking the credit or debit cards of residents of 

the five BRICS countries to online wallets, which offer BRICS residents the ability to make 

payments using a smartphone.119 The entire system is designed to operate without the need for 

SWIFT or the USD.  In a keynote speech in June 2022, President Xi Jinping called on the BRICS 

business community to expand cooperation and cross-border e-commerce.120 A lesser-known 

initiative, the BRICS Contingent Reserve Arrangement (the “BRICS CRA”) was established in 2015.  

It is a swap agreement supported by USD 100 billion in funds, of which China has contributed 

USD 41 billion.  The BRICS CRA is intended to mitigate liquidity crises.121  

  

5. De-Dollarizing Foreign Reserves 

 

(a) Significant Reduction in Holdings of U.S. Treasury Securities 

        China is working to de-dollarize its foreign reserves.  While China has steadily accumulated 

U.S. Treasury securities over the last few decades, it is now taking steps to reduce its USD reserve 

holdings of such securities.   According to data reported by SAFE, China reduced its holdings of 

USD reserves from 79% of its total foreign exchange reserves in 1995 to 59% in 2016.  

Subsequently, there was a further decline and by 2020 China held only 50 to 60% of its reserves 

in dollar-denominated assets.122 As of October 2021, China held USD 1.065 trillion in U.S. 

Treasury securities, constituting about 3.68% of the then USD 28.9 trillion national debt.123 

According to U.S. Treasury Department data, China’s portfolio of U.S. government debt dropped 

to USD 980.8 billion as of May 2022.  This represented a decline of nearly USD 100 billion from 

May 2021.   By January 2023, China’s holdings of US. Treasury securities had fallen to USD 859.4 

billion (compared to USD 1.104 trillion for Japan).124  

 

(b) Diversification of Foreign Reserve Holdings 

        The decline in USD holdings can be attributed primarily to China’s efforts to diversify its 

foreign reserves.  According to Tian Yun, former vice director of the Beijing Economic Cooperation 

Association, “The reduction in China’s holdings underscored that [China’s] resistance to the 
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hegemony of the [USD] as a reserve currency has strengthened.”125 Tian stated that for the 

immediate future, China may continue to buy U.S. Treasury bonds, because there are few other 

better options for China to invest its vast foreign exchange assets.   Tian suggested that, as a 

future alternative to investing in U.S. Treasury securities, China should increase its gold reserves, 

anchor the RMB to critical resource exports like rare earths, and increase the amount of RMB 

settlement and pricing power when importing resources from other nations.126 Similar comments 

were made by Yu Yongding, a prominent economist at the Chinese Academy of Social Sciences, 

during a Tsinghua PBCSF Chief Economists Forum.  Among other measures, Yu suggested that 

Chinese authorities should reduce holdings of U.S. Treasury securities, increase holdings of other 

assets, and make more direct investments in strategic resource-producing countries.127  

  

6. Developing Offshore RMB Centers 

 

(a)  Offshore RMB Clearing Centers 

         Encouraging the growing offshore use of the RMB has long been an important part of China’s 

foreign exchange liberalization strategy.128 A deep offshore market is an important prerequisite 

to enhancing the international status of the RMB. China first allowed the use of the RMB in the 

settlement of its cross-border trade in 2009.  Offshore RMB activity has increased rapidly since 

that time, with Hong Kong, London, Singapore and Frankfurt serving as major trading hubs.  The 

first RMB clearing hub located outside Asia was established in Frankfurt in 2014.  At that time, it 

became possible to settle RMB-denominated payments via the Frankfurt branch of the PBOC.129 

By September 2016, 17 RMB centers for clearing and settling RMB transactions had been 

established (7 located in Asia, 6 in Europe, and 4 in the Americas), with that number growing to 

25 in 2022.130   RMB trading occurring in the United States has also increased in recent years.  As 

explained in detail in a recent study, making greater use of these offshore RMB centers is an 

important priority.131 In September 2022, China announced plans to set up an RMB clearing hub 

in Kazakhstan.132 

 

(c) CEINEX and Offshore-Based Securities Trading 

        There have been related efforts to promote offshore RMB-based trading of securities 

products.  The China-Europe International Exchange (“CEINEX”) was launched in Frankfurt as the 

first platform for RMB-denominated trading of equity securities and related investment products 

outside China.  CEINEX was established in 2015 as a joint venture among the Shanghai Stock 

Exchange (“SSE”), the Deutsche Borse Group (“DBAG”) and China Financial Futures Exchange 

(“CFFE”).133 As explained by Carl-Ludwig Thiele, CEINEX uses DBAG’s infrastructure and provides 

investors with the “enticing option” of gaining access to the Chinese capital markets during 

European and U.S. trading hours.134 
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7. Issuing RMB-Denominated Bonds 

         The issuance of RMB-denominated bonds has grown significantly in recent years.135 In a 

speech at the 12th Lujiazui Forum in 2020, Pan Gongsheng, Deputy Governor of the PBOC and 

SAFE administrator, noted that there had been an annual growth rate of nearly 40% in the 

aggregate value of RMB bonds held by overseas investors in recent years.136 At the beginning of 

2014, foreign investment in onshore RMB bonds was less than USD 100 billion. While foreign 

investment increased rapidly thereafter, there was a significant outflow of funds between July 

2015 and February 2016.  By the beginning of 2022, foreign investment in RMB bonds was 

approximately USD 640 billion.137 However, due in part to concerns about geopolitical risks 

following Russia’s invasion of Ukraine, foreign investors reduced their exposure to RMB bonds, 

resulting in a net investment total of about USD 343 billion by July 2022.138 

         Chinese commercial banks (including China Construction Bank and the Bank of China) have 

been issuing offshore RMB-denominated bonds to finance BRI projects.  This helps to promote 

the internationalization of the RMB because raising capital for such infrastructure projects by 

issuing RMB-denominated bonds also encourages greater use of the RMB in related international 

financial transactions.139   

 

8. Promoting Blockchain Applications 

 

      (a)  Blockchain and Future Payment Systems 

       The Chinese leadership views blockchain technology as the basic foundational infrastructure 

for future payment systems. In October 2019, Xi Jinping gave a speech to the Politburo Central 

Committee highlighting the potential benefits to the Chinese economy of blockchain 

applications.  He suggested that research should be conducted on how to integrate blockchain 

into payment systems, artificial intelligence (“AI”) applications and the so-called “Internet of 

Things.”   However, he did not specify how blockchain technology would actually be used to 

support the digital RMB.140  

 

     (b)  Launch of Blockchain Service Network (“BSN”) 

        China launched the Blockchain Service Network (“BSN”) in 2020.  A white paper issued at the 

time noted that, “Once the BSN is deployed globally, it will become the only global infrastructure 

network autonomously developed by Chinese entities and for which network access is Chinese-

controlled.”141 China has also developed plans for cross-border stablecoins.  A blockchain 

company favored by the leadership, Conflux, announced in September 2021 that it was engaged 

in pilot testing (in a free-trade zone of Shanghai) of an offshore RMB stablecoin that could be 
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used for cross-border payments. Subsequently, Hong Kong-based Red Date Technology (“Red 

Date”), one of the designers of China’s BSN, launched a new project to use both stablecoins and 

CBDCs in cross-border payments on a future platform, to be named “Universal Digital Payments 

Network” (“UDPN”).  A spokesperson for Red Date noted that, “Just as the SWIFT network 

created the original common standard for messaging between financial institutions across 

different settlement systems, the UDPN will serve the same purpose for the emerging generation 

of CBDCs and stablecoins.”142  

 

(c)  Issuance of Tokenized Bond  

         On February 16, 2023, the Hong Kong Monetary Authority (“HKMA”) announced that it had 

assisted the government in issuing the world’s first government-sponsored tokenized green bond 

(herein, a “tokenized bond”).  HKMA’s press release stated that, “Tokenizing a bond means 

recording the beneficial interests in a bond on a [distributed ledger (such as blockchain)] rather 

than in traditional computerized book entries.”143 Hong Kong dollar (“HKD”) cash tokens issued 

by the HKMA were exchanged for fiat cash provided by the banks underwriting the transaction.  

This facilitated on-platform settlement of primary issuance and secondary trading, as well as 

coupon payment and redemption at maturity.  HKMA’s announcement noted that issuance and 

redemption of the cash tokens used in this transaction were based on the mBridge platform and 

stated that eventually linkage between a tokenized bond platform and mBridge could facilitate 

cross-border bond settlement and investment.144 

 

8. Special Bilateral Arrangements 

        One result of the Ukraine war has been a significant increase in trade between Russia and 

China.  Such trade increased by 34.3% in 2022 to  USD 190 billion.145  China and Russia are 

promoting their national currencies in bilateral oil trade.146 There have been related attempts to 

increase the use of the RMB within Russia.  Recent reports indicate that nearly 50 financial 

institutions in Russia now offer RMB savings accounts.147 There are several other indications that 

the RMB is becoming quite widely used within Russia.  For example, in December 2022, Russia’s 

sovereign wealth fund doubled the share of RMB that it is permitted to hold to 60 percent of 

total funds.148 The share of Russian exports paid for in RMB had risen from 0.4 percent before 

the start of the Ukraine war to about 14% by September 2022.149   

 

9. Assessing the Success of China’s Strategy 

        While China has made meaningful progress in developing China-centric alternative payment 

systems and promoting the international use of the RMB, significant roadblocks remain.  A key 

issue has been the closed nature of the Chinese capital account.  Chinese officials steadfastly note 
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that progress has been made.  For example, Pan Gongsheng, a deputy governor of the PBOC, 

stated in a speech to the 13th Lujiazui Forum that, “Since the beginning of this century, we have 

been steadily moving ahead with the liberalization of our capital account, which has become 

highly convertible according to international standards.”150    

       However, many Western observers disagree.   As summarized by one analyst, “The [RMB] is 

not freely exchangeable, the Chinese capital account is not open, and investor confidence in 

Chinese institutions, including the rule of law, is relatively low.”151 As summarized by other 

observers, “Although it has made remarkable progress in recent years, the RMB has a long way 

to go before replacing the USD as the world’s dominant reserve currency . . . . RMB adoption boils 

down to trust.”152  Another study notes that, “RMB internationalization will not take place until 

China allows  for significant capital account liberalization, which must come with allowing market-

determined interest rates and greater exchange rate flexibility.”153 

 

D.  U.S. Response 

        As described above, the Chinese leadership has consistently supported development and 

expansion of cross-border organizations, payment systems and transactions that China can 

control in order to challenge the United States and the primacy of the USD. To date, the United 

States has not developed a comprehensive, effective strategy for managing its financial 

engagement with China.   The broad analysis provided by Jessica Chen Weiss in a recent article 

might also be applied to the narrower issue of financial engagement: “Without a clear sense of 

what it seeks or any semblance of a domestic consensus on how the United States should relate 

to the world, U.S. foreign policy has become reactive, spinning in circles rather than steering 

toward a desired destination.”154 The U.S. response to Chinese efforts to internationalize the 

RMB, downplay the role of the USD and  develop alterative payments systems that do not rely 

on the USD has been too weak.    The United States needs to develop a comprehensive, 

affirmative strategy to promote its interests and values.  Several factors account for the current 

policy shortcomings. 

 

1. Reliance on “Exorbitant Privilege” of the USD 

        First, the United States has relied generally on what former French foreign minister and 

president Valery Giscard d’Estaing famously called the “exorbitant privilege” of the USD.  For a 

time after World War II, the Bretton Woods system, which effectively pegged other currencies to 

the dollar (while the USD was loosely pegged to gold) gave the United States the special 

advantage of a dominant reserve currency.155  Subsequently, after the early 1970s, the 

international monetary system became more decentralized, with the floating rate values of 

major currencies being determined by markets.156 At present, the United States can still rely on 

the strength of the USD if it chooses to disconnect banks (such as those from Russia, North Korea, 
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Iran and to a lesser extent China) from SWIFT, prohibit banks from engaging in transactions with 

certain Russian (or Chinese) counterparties, and freeze foreign reserves.  Such measures are 

effective because the USD remains strong and the United States has significant influence over 

SWIFT.  Additionally, the Federal Reserve manages CHIPS (the domestic payment system) very 

effectively.   

       The USD has been the world’s dominant reserve currency since World War II.  As noted in a 

recent CRS report, central banks hold about 60% of their foreign exchange reserves in USD.  

Approximately half of international trade is invoiced in USD.  Similarly, about half of international 

loans and global debt securities are denominated in USD.157 By contrast, use of the RMB remains 

low.  According to one estimate, the RMB was used in only about 2.7% of international 

transactions as of December 2021.158 Another estimate placed the RMB’s share of global 

payments at 2.4% in September of 2022.159 In sum, U.S. policy makers cite stability of value, 

liquidity, safety and ability to rely on a strong lender of last resort as key lasting attributes of the 

USD.160 

       While acknowledging that the PBOC’s development of a digital currency and its multi-faceted 

efforts to influence global finance may allow China to challenge USD leadership and the 

application of sanctions in certain instances, the U.S. position has generally been that use of the 

USD can be leveraged effectively to promote U.S. foreign policy objectives.161 At a recent 

conference on the international role of the USD, FRB Chair Jerome Powell summarized the 

reasons for its continuing global preeminence:  the depth and liquidity of U.S. financial markets, 

the size and strength of the U.S. economy, its stability and openness to trade and capital flows, 

and international trust in U.S. institutions and the rule of law.162   The FRB and other relevant U.S. 

government agencies have been content not to disrupt a system that they seem to control and 

that has served the United States well for many years.  Such complacency may be misguided in 

the context of Chinese determination to expand China’s control over relevant cross-border 

payment systems and to develop the RMB as a viable international reserve currency. 

        Some analysts argue that in a world increasingly divided into spheres of influence led by the 

United States and China, it is likely that a bipolar currency regime will eventually emerge.163 

Others foresee a more fragmented, multipolar currency regime.164 A third outlook rests on the 

idea that in the future, currencies may be linked to commodities such as oil.165 

 

2. Ambivalence About Role in International Rule-Setting Bodies 

        In contrast to China’s active role in trying to influence governance issues in the IMF, World 

Bank and similar international entities, the United States has at times been ambivalent about its 

role and objectives.  Joseph Nye’s recent comment about the U.S. response to China’s WTO 

misconduct could also be applied to other international bodies: “It is . . . clear in retrospect that 

the Bush and Obama administrations should have done more to punish China for its failure to 

comply with the spirit and rules of the WTO.”166 Such hesitancy has facilitated Chinese attempts 
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to reshape such institutions from within and promote rules and policies consistent with Chinese 

objectives.  As noted in one recent article, “Without guiding principles about which elements of 

the existing order are most crucial for protecting U.S. interests and values, the United States will 

find itself backfooted and reactive to initiatives emanating from Beijing . . . .”167 

 

3. Reliance on Sanctions 

       The United States has for many years relied on sanctions as a central tool of financial foreign 

policy.  During World War II, sanctions were used to freeze the assets of the Danish and 

Norwegian governments in order to prevent the Nazis from seizing them.  The Office of Foreign 

Assets Control (“OFAC”) was created in 1950.  During the Cold War, Congress gave the U.S. 

President new powers to impose sanctions.168 In various circumstances, sanctions have been 

assigned objectives of deterrence, enforcement and punishment.  The problem with this 

approach is that China, like other significant potential targets of U.S. sanctions, typically responds 

to the threat of sanctions by avoiding payment channels controlled by the United States, thereby 

reducing the economic leverage that the United States tries to deploy.   

        As noted almost 25 years ago by Richard Haass in a Brookings report, “The widespread use 

of economic sanctions constitutes one of the paradoxes of contemporary American foreign 

policy.  Sanctions are frequently criticized, even derided.  At the same time, economic sanctions 

are fast becoming the policy tool of choice for the United States in the post-Cold War world.”169 

The Haass article included a long list of reasons why sanctions do not work.170 Since then, many 

others have noted that while sanctions are intended to express U.S. power forcefully while 

avoiding military intervention, they may undermine rather than strengthen the economic 

hegemony of the United States.  For example, in 2016, Jack Lew, then U.S. Secretary of the 

Treasury, warned that overuse of sanctions “could undermine [the U.S.] leadership position 

within the global economy, and the effectiveness of the sanctions themselves.”171   

        A recurring problem with sanctions is that they do not operate in isolation from other U.S. 

actions. They need to be consistent with and integrated into the overall U.S. policy response in 

order to be effective.172 The U.S. Treasury’s 2021 Sanctions Review report noted that alternative 

payment systems (such as CIPS) have the potential to diminish the effectiveness of U.S. sanctions.  

Competing regimes such as China construct such systems in a bid to weaken the USD’s role in 

international payments markets.173 In addition to limiting the effectiveness of sanctions, 

successful alternative payment systems may also result in a loss in influence of U.S. financial 

oversight and regulatory capabilities. 

 

4. Reliance on SWIFT to Enforce Sanctions 

 

(a) SWIFT’s Failure as Enforcement Tool 
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        The United States has relied too heavily on SWIFT as a tool to enforce sanctions.  As a 

Brussels-based financial utility, SWIFT is subject to European Union (“EU”) law as implemented 

by Belgium.  The United States can pressure the Belgian government to enforce U.S. sanctions 

and has done so on several occasions, most notably after 9/11 when Congress threatened to 

sanction SWIFT if it did not cooperate fully with U.S. attempts to trace terrorist financial flows.  

However, while the United States can express its views strongly, it cannot impose its laws on 

SWIFT.   

        Attempts to sanction Iran provide another example of U.S.-EU friction over sanctions to be 

imposed through SWIFT.  In 2012, banks from Iran were disconnected from SWIFT at the request 

of the United States.  On February 2, 2012, the Senate Banking Committee expressed support for 

a bill that gave the executive branch authority to impose sanctions on SWIFT for providing 

services to designated Iranian banks.  Six weeks later, the European Union ordered SWIFT’s 

management to expel the designated Iranian banks from its network.174 However, when the 

Trump administration pulled out of the Iran nuclear deal in 2018 and re-imposed sanctions on 

Iran, the EU protested.  In 2019, France, Germany and the United Kingdom developed the 

Instrument in Support of Trade Exchanges (“INSTEX”) to help their companies avoid U.S. 

sanctions.  INSTEX is a special purpose vehicle designed to facilitate “legitimate European” non-

USD and non-SWIFT transactions with Iran. INSTEX completed its first transaction in early 2020.  

It related to the export of European medical goods to help Iran combat COVID.175 

       In addition to challenges to U.S. authority from European countries within SWIFT, there is the 

larger issue of China’s ability to circumvent SWIFT altogether.  Because of its operations through 

CIPS, China can circumvent SWIFT-enabled sanctions on countries like Iran, North Korea and 

Russia.  However, at present, while China could process prohibited payments to Russia using CIPS 

and a similar Russia-based network, the System for Transfer of Financial Messages, it has been 

reluctant to do so because the major Chinese commercial banks could be denied access to the 

SWIFT platform on account of such actions.  China’s CIPS is not yet ready to operate effectively 

without SWIFT.  However, China continues to expand the capacity of CIPS while at the same time 

it seeks to reduce its dependence on SWIFT. 

 

(b) Governance Issues 

        SWIFT’s system of corporate governance is also a cause for U.S. concern.  While SWIFT’s 

shareholding structure is reallocated every three years and the amount of control that accrues 

to a shareholder is proportional to its usage of SWIFT’s basic services, the 25 seats allocated for 

SWIFT’s board of directors include just two places for U.S. firms (currently occupied by Citibank 

and a smaller U.S. bank).176 The National Bank of Belgium leads oversight activities with the G-10 

central banks to ensure SWIFT’s role as a “critical service provider.”  The SWIFT Oversight Forum, 

which includes 16 central banks, was set up in 2012 to increase information sharing. The Federal 
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Reserve Bank of New York (“FRBNY”) and the FRB represent the U.S. Federal Reserve within this 

oversight group.177 

 

(c) Security Issues 

        Another issue is the security of critical SWIFT systems.  In 2016, North Korean hackers stole 

SWIFT credentials for the Central Bank of Bangladesh and managed to withdraw funds from its 

account at the FRBNY.178 To address such security issues, SWIFT created a framework under its 

Customer Security Program to make certain that participating financial institutions have adopted 

effective security measures.  While SWIFT is not responsible for the security of its users, it does 

require users to certify that they comply with its security control framework.179  

 

(d) Technology Issues 

         Because payments related to SWIFT messages are made through correspondent banking 

accounts which can make transfers slow and costly, SWIFT is regarded by many as technologically 

backward.  The net result of these issues is that many large banks, including some banks from 

the United States, are not especially loyal to SWIFT.  To address transparency, transaction speed 

and cost issues, SWIFT launched a cloud-based service, called SWIFT Global Payments Innovation 

(“SWIFT gpi”) in 2017.  This add-on service offers end-to-end tracking of payment-related 

messages and makes fees more transparent. Use of SWIFT gpi enabled SWIFT to send 

approximately 50% of payment-related messages within 30 minutes or less in 2019.180 By 2021, 

SWIFT gpi was used in connection with approximately 75% of SWIFT messages.181  

 

(e) Development of Proprietary Systems as Alternatives to SWIFT 

         In recent years, some banks, such as JPMorgan Chase, have experimented with proprietary 

cross-border payment systems.  Among the JPMorgan Chase initiatives are Onyx, Liink and Coin 

Systems.  Onyx is a proprietary blockchain-based platform for the exchange of value, information 

and digital assets.  A sub-platform, Onyx Digital Assets, is a network that enables exchange of 

value for various types of digital assets.  Liink is an information exchange network supported by 

blockchain technology that facilitates data-sharing between institutions. Over 400 financial 

institutions participate in Liink.182   Coin Systems is a permissioned system that serves as a 

“payment rail and deposit account ledger.”  It allows participating JPMorgan Chase clients to 

transfer USD held on deposit with JPMorgan Chase and make payments to other participating 

entities.  Each of Onyx, Liink and Coin Systems has been developed as a specialized system to 

support cross-border payments and foreign currency exchange without the use of SWIFT.183 

          In a separate initiative in 2021, JPMorgan Chase teamed up with DBS Bank and Temasek (the 

Singapore sovereign wealth fund) to launch Partior.  A press release stated that the three entities 
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planned “to develop an open industry platform to reimagine and accelerate value movements 

for payments, trade and foreign exchange settlement through Partior, a new company.”184  The 

Partior network records transfers on “permissioned” blockchain ledgers, where only members 

can validate transactions and funds are transferred only if certain conditions are met.185 Other 

major U.S. commercial banks are also working on specialized proprietary systems that would not 

require the use of SWIFT.  For example, Wells Fargo has entered into a bilateral agreement with 

HSBC to settle foreign exchange transactions using a blockchain solution.186 

 

5.  Focus on Prevention of Money Laundering 

         The U.S. approach to regulating payment messaging systems such as SWIFT focuses too 

much on the prevention of money laundering. Ever since 9/11, the United States has focused on 

catching money launderers rather than making SWIFT more transparent and efficient.    While 

commercial banks headquartered in the United States or organized under the laws of its allies 

have spent billions of dollars pursuing financial crime by adhering to rigorous SWIFT screening 

and record-keeping requirements, money laundering supported by adversarial regimes takes 

place beyond SWIFT’s reach.187 A study reported in The Economist concluded that the global AML 

effort could be “the world’s least effective policy experiment.”  While adherence to SWIFT 

protocols has not enabled financial institutions to meet the primary objective of preventing 

money laundering, compliance costs for banks and other businesses have been perhaps 100 

times higher than the value of laundered funds seized.  A report published by LexisNexis in 2020 

found that worldwide spending on AML and sanctions compliance by financial institutions 

exceeds USD 180 billion a year.188  

 

6. Development of a Digital Currency 

 

            (a) Initial Delays in Evaluation   

        While it has recently expanded and expedited its efforts, the United States was initially too 

slow to focus on evaluating the strengths and weaknesses of different types of CBDCs and other 

digital currencies.  Testimony by a CRS representative in 2019 cautioned that, “the adoption of 

digital fiat currencies by many major economies  could raise concerns about maintaining the role 

of the USD as a reserve currency.”189  While acknowledging that some central banks (including 

the European Central Bank, Bank of England, the Reserve Banks of Australia and New Zealand, 

and the Bank of Israel) had doubts about the benefits of a digital fiat currency, a CRS report 

supported further research and discussion about a U.S. CBDC.190 In November 2019, in response 

to Congressional inquiries, the FRB stated that it was “not currently developing a CBDC” and had 

only committed to “continue to analyze the potential benefits and costs” in the future.191  
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        Two years later, one study noted that the United States remained “stuck in preliminary 

discussions about a digital dollar,” even though “as CBDCs proliferate, the era of unchallenged 

dollar dominance is giving way to one of competition and choice among a basket of currencies, 

most importantly, the digital [RMB].”192 By the time the FRB published its first extensive 

discussion paper on CBDCs in January 2022, some 87 countries (including Japan, the United 

Kingdom, China, Russia and the Eurozone countries) were already exploring digital currencies.  A 

BIS survey in 2022 found that 90% of responding central banks were engaged in research 

experiments or work related to CBDCs.193 In early 2023, a Wall Street Journal article noted that 

114 countries were exploring CBDCs.194 It was not until March 9, 2022 that President Biden signed 

an Executive Order on Ensuring Responsible Development of Digital Assets. Executive Order No. 

14067 directed various government agencies, including the Department of the Treasury and 

Department of State to submit a report on the future of money and payment systems, including 

CBDCs.195 As noted by former Fed Governor Kevin Warsh in a November 2022 op-ed piece in the 

Wall Street Journal, “The Fed and Treasury should cease to play the slow game while China builds 

a new digital monetary and financial architecture.”196  As noted by one economist, “There’s a 

worry that if we don’t launch a digital currency in the United States or Europe, China will set the 

standards for them, and then we will be at a disadvantage.”197 

         At the FRB’s “inaugural conference” on the international role of the dollar in June 2022, 

Chairman Powell stated, “To summarize, I would like to stress the importance of the dollar to the 

United States and global economies and financial markets.  It is critical that we understand the 

channels, connections and effects of the role of the dollar.”198 The general view of the Federal 

Reserve has been that the United States does not need to be the “first out of the gate” in adopting 

a CBDC.  This approach was emphasized in the Federal Reserve’s background paper (the 

“Consultation Paper”) published in January 2022: “This paper . . . is the first step in a public 

discussion between the Federal Reserve and stakeholders about [CBDCs].”199 Other officials have 

also expressed skepticism about potential rivals to the USD.  Randal Quarles, at the time Federal 

Reserve Vice Chair for Supervision, observed that, “it seems unlikely . . . that the dollar’s status 

as the dominant currency in international financial transactions will be threatened by a foreign 

CBDC.”  Quarles added that he was unconvinced that a U.S. CBDC was required and speculated 

that outsourcing the digital currency question to the private sector might be the best policy.”200 

        In fact, 2022 seems to have been a year of transition towards accelerated study of a possible 

CBDC for the United States.  In December 2022, the new U.S. perspective was described succinctly 

as “We see what the world is doing on CBDCs and the United States is not going to be left 

behind.”201 The Consultation Paper requested comment on 22 questions.  The FRB received more 

than 2000 comments in response.  The Consultation Paper focuses primarily on the benefits and 

risks of a retail CBDC, with commercial banks acting as intermediaries between the FRB and retail 

holders.  However, it also notes that a CBDC could be designed for international use.202  

        At present, several important U.S. studies and experiments are underway: (a) Project 

Hamilton is a multiyear exploratory research project conducted by the FRB-Boston in 
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collaboration with MIT’s Digital Currency Initiative; (b) The FRBNY Innovation Center (the “NYIC”) 

has launched Project Cedar and has commenced a project to collaborate with the BIS on a 

number of financial innovations related to cross-border payments and digital currencies; and (c) 

The FRB in Washington, D.C. has several CBDC experiments in progress at its Technology Lab.203   

        Project Hamilton commenced in 2020 as a joint project of the FRB-Boston and MIT to code 

and test new technologies that could support a CBDC.  The project was concluded in December 

2022.204 As explained in an FRB press release, the focus of Project Hamilton was to develop “an 

understanding of the capacities and limitations of the relevant technologies, rather than to serve 

as a prototype for a Federal Reserve-issued digital currency or to address the wide-ranging policy 

issues associated with its potential issuance.”205 

        As described by a senior FRBNY officer in a speech on November 4, 2022, “Project Cedar is 

the inaugural project of the NYIC and represents the first stage of the NYIC’s research efforts into 

CBDCs . . . with an objective of defining a technical design for a [wholesale CBDC].”206 In Project 

Cedar’s Phase I, a prototype for a wholesale CBDC that uses blockchain was developed and tested 

in the context of foreign exchange spot transactions.207  

         The FRB’s Technology Lab in Washington, D.C. has been experimenting with technologies 

relevant to digital currencies and other payment innovations.  It is supported by a multi-

disciplinary team of experts in payments, economics, law, information technology and computer 

science who explore CBDC policy issues.208 

 

       (b)   Wholesale and Retail Versions of a CBDC 

          It is important to distinguish between wholesale and retail versions of a CBDC.  The 

Consultation Paper contemplates a retail model and that may be one reason why the FRB 

followed an initially cautious approach when discussing a possible future U.S. CBDC.   Depending 

on the specifics of its implementation, a retail CBDC could dramatically alter the functions of 

Federal Reserve banks and commercial banks and would require an entirely new approach to 

bank regulation.  If adopted in a form that would permit U.S. individuals to open bank accounts 

at Federal Reserve banks, a retail version of a CBDC could potentially weaken or even destroy a 

key business function of U.S. commercial banks.  It is not surprising that the American Bankers 

Association (“ABA”) is opposed to such a retail CBDC.  The ABA has concluded that, “As we have 

evaluated the likely impacts of issuing a CBDC it has become clear that the purported benefits of 

a CBDC are uncertain and unlikely to be realized, while the costs are real and acute.  Based on 

this analysis we do not see a compelling case for a CBDC in the United States today.”209 

        In its comments on the Consultation Paper, the Committee on Capital Markets Regulation 

(The “CCMR”) concluded that, “as of now, there is not a strong case for substantial benefits from 

the creation of a CBDC.”210 The CCMR focused primarily on a potential retail CBDC, but also 

acknowledged the Consultation Paper’s statement that there might be “a narrower use case for 
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a CBDC designed for large value institutional payments . . . not widely available to the public.”  

The CCMR stated that “such a use case warrants further study.”211 

          It should also be noted that alternatives to an FRB-linked retail CBDC have been suggested.  

Howell Jackson and Timothy Massad have proposed that the U.S. Treasury Department create 

“Treasury Accounts” as a means of improving access to retail financial services.  As described in 

a Brookings study, “These would be digital accounts that would facilitate distribution of federal 

benefits and provide low cost, no-frills payment services.”212 One benefit of such accounts is that 

they could be created under existing authority.  Jackson and Massad propose a limit on account 

size and would limit rollovers to private accounts to minimize disintermediation of bank 

deposits.213 

 

           (c)  Domestic and International Use of a CBDC      

         Domestic and international use of a CBDC should also be distinguished.  As noted above, in 

early discussions of a CBDC in the U.S. context, it was often assumed that a CBDC would be retail-

oriented and domestic.  For example, the Consultation Paper defined a CBDC as a digital liability 

of a central bank that is widely available to the general public. To date the FRB has not fully 

explored the potential of a CBDC that might be designed primarily for international use.  

Nonetheless, the Consultation Paper notes that a CBDC has the potential to streamline cross-

border payments by using new technologies, introducing simplified distribution channels and 

creating additional opportunities for cross-jurisdictional collaboration and interoperability.  The 

Consultation Paper notes that “another potential benefit of such a U.S. CBDC could be to preserve 

the dominant international role of the dollar.”214 Of course, a CBDC designed primarily for 

international use would face special challenges. For example, as noted by FRB Governor 

Christopher Waller, international availability of Federal Reserve CBDC accounts might promote 

international use of the USD, but could make some risks, such as money laundering, more difficult 

to manage.215 

         To date, central banks have not followed a single CBDC model and are interested in CBDCs 

for a variety of reasons, including their potential for reducing dependency on the USD and 

modernizing domestic payment systems.  China is exploring a CBDC model that has both retail 

and wholesale components. This is understandable in a system where the state owns commercial 

banks.  The Chinese leadership may favor a CBDC designed for broad usage because it could 

increase the government’s ability to supervise and control retail and wholesale transactions and 

obtain information about the individuals and entities engaged in such transactions.216 

Internationally, the Chinese leadership has focused on the potential for a CBDC to reduce the 

cost of large value cross-border payments, especially in BRI and emerging markets.217 

 

7. Need to Explore Potential of Blockchain 
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         Although the private sector has worked on prototypes for new payment systems that use 

blockchain technology and do not require the use of SWIFT, relevant U.S. government agencies 

have only recently undertaken in-depth studies of blockchain and worked on potential guidelines 

for its regulation.218 Private attempts to develop and use blockchain technology for payment 

systems have had mixed results. Some private efforts have focused on using blockchain in 

connection with cryptocurrencies.   One example of a “failed” attempt involving cryptocurrency-

related blockchain technology is RippleNet, a blockchain-based payments network based in 

California.  RippleNet did not rely on SWIFT and used cryptocurrency to facilitate transactions.  

At one point, Ripple claimed to have hundreds of financial institutions in over 55 countries 

engaged in facilitating cross-border payments.  However, in December 2020, the SEC filed an 

action against Ripple for selling unregistered securities in the form of its digital asset XRP.219 As 

noted above in connection with a discussion of proprietary cross-border payment systems, a few 

banks, most notably JPMorgan Chase, have also developed independent blockchain-supported 

messaging and payment systems.  

 

8. Geopolitical Power Shifts Linked to Payments 

       U.S. policy makers have not given sufficient attention to the growing use of China-based 

payment systems and bilateral RMB-local currency agreements in certain countries in Africa, 

Latin America and Southeast Asia.  BRI agreements relating to trade and infrastructure often 

require that payments related to trade and transactions be made in RMB.  Chinese fintech 

applications have also been promoted at a retail level in selected emerging market countries.  

One recent analysis concluded that the growing presence of such applications may encourage 

local consumers and businesses to use RMB-based banking services and credit products, thereby 

supporting the Chinese government’s ambitions to increase its influence in international financial 

markets.220 Such developments could further divide the world’s economies into fragmented blocs 

operating pursuant to bilateral agreements with China or promoting payments interoperability 

within a given “pro-China” bloc.221 

 

 

 

E. What Should Be Done?  

        A common theme in recent assessments of the overall geopolitical and economic 

relationship between the United States and China is that the United States is a “superpower 

without a plan.”222 Citing George Kennan’s famous policy recommendation of “firm containment” 

to manage the Soviet threat, some observers suggest that a similar policy be applied to China:  

“To succeed against a rising China, the [United States] must relearn the lessons of 

containment.”223  Other analysts recommend that U.S. policy should be informed by an 
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awareness of America’s long-term national interests and how China relates to them.224 

Recognizing that the United States needs allies to compete successfully with China, others 

suggest that adopting “collective resilience” as a peer competition strategy may be the best way 

to keep the global economy free and open.225 Secretary of State Antony Blinken has emphasized 

that the U.S. objective is to coexist with China on terms favorable to American interests and 

values.226 

        In the context of financial engagement with China, the United States needs to promote 

payment systems and platforms for cross-border financial transactions that will affirm U.S. 

interests and values and protect the primacy of the USD over the long term.  Whether one labels 

such an approach competitive co-existence on terms favorable to the United States, collective 

resilience, or containment is less important than the simple need to articulate a clear, affirmative 

and multi-faceted U.S. strategy for financial engagement with China.  The United States needs to 

promote cross-border payment systems and financial transactions that support the continued 

use of the USD as a strong reserve currency.  The United States should reduce its use of sanctions 

as a financial foreign policy tool, seek to modernize SWIFT through corporate governance reforms 

and technological improvements, continue to evaluate the potential of a CBDC for cross-border 

use, and encourage the study and development of blockchain and other innovative private sector 

solutions.  Such a multi-faceted approach would enhance the resilience and reliability of the U.S. 

payments system. It would also support the continued role of the USD as a strong reserve 

currency.   Further, such an approach would enable the United States to address Chinese 

payment strategies from a position of strength. 

        It is important to continue to seek financial as well as political and military “guardrails” for 

the U.S.-China relationship.  We live in a bipolar world where China’s influence in international 

finance will grow along with its economic and military power.  In an economically interdependent 

world, re-globalization on terms favorable to the United States and its allies is a more viable 

approach than pursuit of “de-coupling.”  As it recovers from the pandemic, deals with signs of 

social unrest and seeks to reinvigorate a slowing economy, China has seemed at times to be 

adopting a less confrontational diplomatic style.  While some China scholars think this may be a 

practical manifestation of Mao Zedong’s “struggle, struggle – talk, talk” approach that may prove 

to be temporary, it has at times provided a welcome relief from “wolf warrior” diplomacy.  The 

United States should act on such messaging by attempting to restart a dialogue on practical issues 

of cross-border financial engagement.  Some key components of this strategy are noted below: 

 

1.   Development of Strategy Statement 

       The United States should articulate a strategy that reflects U.S. resilience, power and 

international influence and promotes engagement with China on terms favorable to American 

interests and values.227 Maintaining the primacy of the USD should be a core element of this 

strategy.  Many benefits accrue from maintaining the USD’s position as the world’s primary 
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reserve currency.  These include allowing the United States to borrow money more easily and 

impose sanctions when necessary.  The dominance of the USD also provides support for an 

authoritative and influential role of the United States in international organizations, lending and 

investment agreements and diplomacy.  Foreign governments that hold extensive reserves 

denominated in USD can intervene in foreign exchange markets to defend the price levels of their 

currencies in times of crisis.  They also benefit from the ready acceptability of the USD for trade 

and investment. 

        The United States should pay more attention to traditional forums such as the IMF and World 

Bank.  It should exercise economic diplomacy within these organizations and seek to enhance 

their effectiveness in promoting the public good of a liberal economic order.  A strong domestic 

economy based on open markets and a strong reserve currency would lend authority to such an 

effort.   At present, the RMB is held back by a closed capital account, lack of free exchangeability 

and low investor confidence in China’s commitment to the rule of law.  The United States can 

confidently support the USD and promote institutions and payment systems premised on the 

USD’s continuing strength and ready accessibility. 

        In developing its strategy, the United States should be mindful  of its obligations in a bipolar 

world.   As former Australian Prime Minister Kevin Rudd has argued, the West’s objective should 

be to manage competition with China, not to achieve “victory.”  Similarly, Joseph Nye has stated 

that, “The sound strategy is to avoid demonizing China and instead frame the relationship in 

terms of “competitive coexistence.”228   

2. More selective Use of Sanctions 

       The United States should be more selective in its use of sanctions as a foreign policy strategy.  

U.S. Treasury officials (especially in the Obama and Trump administrations) have repeatedly 

cautioned that extensive use of financial sanctions could threaten the central role of the USD and 

undermine the strength of the U.S. financial system.229 Of course, there are situations in which 

sanctions must be applied.  The economic sanctions imposed against Russia as a result of its 

invasion of Ukraine were necessary and have been somewhat effective.  Following the U.S. 

example, more than 40 other countries have also imposed sanctions against Russia. 

        The relative success of Ukraine-related sanctions suggests that joint sanctions may 

sometimes be the most effective.  Although they would be difficult to draft and enforce, 

multilateral sanctions that could be supported by the United States, Japan, South Korea, 

Australia, the United Kingdom and the European Union might be effective in specific situations.  

As noted by one observer, “Even China would not be able to afford losing access to the European, 

U.S. and Japanese markets at the same time.”230    

        In the end, sanctions, whether unilateral or multilateral, have a serious weakness – they can 

often be circumvented.  Even though Western nations “inflicted [on Russia] arguably the most 

expansive financial sanctions in history,” the verdict on their effects is mixed.231 Rather than 

forcing China to be ever more creative in developing bilateral and multilateral payment systems 
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and transactions that facilitate avoidance of sanctions, U.S. policymakers should focus on 

developing cross-border payment systems that can function reliably, efficiently and openly in 

most circumstances without regard to political motivations of payors and payees.  Sanctions 

should be reserved for use in situations where political or military aggression must be stopped 

immediately and decisively.  To be effective, sanctions need to be precisely drafted, timely 

implemented and readily enforceable. 

 

3. Modernization of SWIFT 

       In recent years, SWIFT has introduced a number of meaningful improvements.  For example, 

the SWIFT gpi supports the SWIFT system with a new set of rules relating to transparency of fees, 

end-to-end tracking of payment-related messages and confirmation of credits to a recipient’s 

account.  Any bank that joins the SWIFT gpi is required to follow these rules.232 The Financial 

Stability Board (the “FSB”), an international body that monitors and makes recommendations 

about the global financial system, has proposed additional measures for SWIFT that would result 

in a major overhaul of the current system to reduce cost, increase message transmission speed, 

improve transparency and facilitate access.233   The United States should support full 

implementation of these “Roadmap” measures.  The United States should also continue to put 

forward specific proposals for reforming the corporate governance structure of SWIFT and 

enhancing its resilience against cybersecurity threats. 

 

4. Increased Attention to International Aspects of CBDCs 

       The United States needs to accelerate its efforts to assume a leading role in setting ground 

rules for international use of CBDCs.   One observer has noted, “U.S. dollar dominance has 

underpinned American economic and geopolitical leadership since World War II.  It’s no stretch 

to say that Washington’s strong hand in trade relationships, military power and alliances depend 

on the dollar’s pre-eminence.  This structural advantage, however, will begin to crumble over the 

next few years unless the federal government prioritizes a [CBDC with potential for international 

use].”234 Such do not fully reflect the strong recent efforts of the United States, but the 

importance of further study of CBDCs is clear.  While domestic retail use of a CBDC in the United 

States may not be advisable, especially in view of the disruption it might cause for the current 

commercial banking system, development of a CBDC solely for cross-border use may be 

appropriate. 

        The United States should work with its allies to develop and coordinate appropriate 

standards of interoperability, privacy, cybersecurity and anti-money laundering for such 

CBDCs.235  A first step in this direction was taken in September 2022 when the U.S. Treasury 

Department report recommended further study of a CBDC for international use in accordance 

with the framework set forth in President Biden’s Executive Order 14067.236 The United States 
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should take the initiative in developing a possible model for a CBDC designed for international 

use that respects democratic values such as privacy.  It should also do more to highlight issues 

with the Chinese model which facilitates surveillance and government oversight of specific 

transactions. 

       In this connection, current collaboration with the BIS and with G7 countries should be 

continued and expanded.  The FRB worked together with six other central banks and the BIS to 

produce a report in October 2020 on foundational principles for CBDCs.237 The FRB and BIS 

continued this work in 2021 with further analysis of policy options and practical implementation 

issues.238 A June 5, 2021 communique issued by the G7 countries cited the potential benefits of 

an appropriately designed CBDC and stated that the G7 countries would continue to work 

together to develop common principles.  As noted in the September 2022 Treasury Department 

report, this work is ongoing.239 

 

5. Encourage Development of Blockchain and Similar Innovative Strategies 

        The United States should encourage continued public and private sector experimentation 

with blockchain.  Blockchain-based solutions may usefully be designed to help individual market 

participants develop solutions that avoid use of complicated correspondent banking chains in 

cross-border transactions. 

 

6. Setting Global Standards 

       The United States needs to be more active in setting global standards for payments systems, 

CBDCs and blockchain.  In a 2020 speech, President Xi Jinping called for the development of a 

digital currency in China in order to “actively participate in the formulation of international rules 

to shape new competitive advantages.”240 The United States should similarly seek to have a 

leading role in shaping the global regulatory structure for CBDCs.   It needs to be more active in 

leading standard-setting initiatives in such bodies as the BIS, IMF and World Bank.  The future 

success of a fair and open rules-based international order for cross-border international 

transactions will depend on the support of strong international organizations in which the United 

States and its allies are significant participants. 

 

7. Reinforcing Constructive Market Connections with China 

       The United States needs to strike a balance between enabling private U.S.  business 

transactions with Chinese entities and pursuing “decoupling” in specific instances where the 

political and economic risks seem too great.  The United States should view recent indications 

that the Chinese leadership may encourage a less confrontational approach on certain practical 

issues, at least as it relates to desired U.S. investments in financial advisory firms, mutual funds, 
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and consumer products and services as a possible basis for initiating a renewed dialogue among 

bureaucrats, academics and business leaders on practical issues of mutual concern.  Certain 

recent remarks of Li Qiang, China’s new Premier, provide a somewhat hopeful backdrop for such 

continued dialogue.241  

        Of course, better communication between the United States and China is unlikely to change 

China’s long -term objectives.   The remarks of Wang Yi, the current Chinese foreign minister who 

was promoted to the Politburo following the recent National Party Congress, should be taken at 

face value.  He has stated that China would continue to deepen mutual trust with Russia and 

cement its bilateral strategic partnership, but would also explore and establish guidelines on 

China-U.S. relations and “correct course.”242   

        Small, practical steps may prove to be effective.  China continues to encourage U.S. and 

Western investments in financial advisory firms and mutual funds.   In his final work report, 

delivered during the opening ceremony of the National People’s Congress in early March 2023, 

outgoing Premier Li Keqiang stated that China would make greater efforts to attract and use 

foreign capital, by expending market access to foreign investors, “especially in the modern 

service sector.”243 McDonald’s and other U.S.-headquartered  consumer companies continue to 

expand their business in China.244 Recently, a senior policy official at the U.S. Treasury 

Department held meetings which were reported to be friendly and constructive in Beijing with 

his Chinese counterpart on macroeconomic and financial issues.245 All such business 

opportunities and meetings should be viewed as opportunities to develop appropriate 

“guardrails” for day-to-day financial interactions between the United States and China. At the 

same time, the United States needs to be mindful that Chinese authorities retain the power to 

shut down or restrict foreign companies operating in China if they choose to do so.246   

 

8. Supporting Initiatives for Financing and Socioeconomic Growth in the Developing World 

       The United States needs to support lending and financing initiatives that are independent 

from the BRI.  U.S. support for the recently launched Partnership for Global Infrastructure and 

Investment (“PGII”), a G-7 initiative that aims to provide up to $600 billion in loans and grants for 

sustainable, quality infrastructure projects in developing countries, is a step in the right 

direction.247 However, more needs to be done if the United States and its allies are to regain 

some of the influence that has been ceded to China acting through the BRI.248 

     The United States also needs to do more to publicize the pitfalls of many BRI loans.  The specific 

terms and governance metrics of BRI loans are rarely disclosed.  One recent study found that as 

much as half of China’s lending to developing countries is not reported to the IMF or World 

Bank.249   Because China has not joined the Paris Club, Chinese lenders are under no pressure to 

cap interest rates on loans or share information.  BRI loans are generally made on close-to-

commercial terms rather than concessionary terms that may be more appropriate for developing 

countries.   BRI loans are often negotiated on terms set mostly by China with countries that may 
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lack strong legal standards important for setting default and collateral standards.250  Further, 

China has generally been unwilling to participate in a meaningful way in multilateral debt-

restructuring negotiations.251  
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