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William H. Overholt: The yuan's transition
to international currency hits a wall
China needs to address debt, other more pressing issues first

The yuan's global standing should be one of Beijing's least concerns right now. © Reuters

China's drive to turn the yuan into a major international currency has slowed
amid economic developments unforeseen by the currency's strategic
advocates.

Enthusiasm for yuan internationalization peaked in late 2015 when the
International Monetary Fund welcomed the Chinese currency into the elite
basket of currencies that constitutes its special drawing rights. Since then,
the yuan's progress has been hampered by its own weakening, slowing
economic growth, mounting debt, bank weakness and capital outflows. It is
unlikely to regain momentum until these higher-priority issues are
addressed.

In the run-up to SDR membership, Chinese officials declared that the yuan
would remain stable and also become more market-driven, but these aims
have proved contradictory as debt, outflows and slowing growth have come
to the fore. Meanwhile, to fulfill its promises, China has revised the way the
People's Bank of China sets the daily value and range of movement for the
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yuan and has spent hundreds of billions of dollars of foreign reserves to

stabilize the currency.

These expenditures have become so large that if downward market pressures

continue, they could become unsustainable. In turn, doubts about the

stability of the yuan will reduce market participants' willingness to

denominate deals in the currency.

REVERSE ORDER China's strategy for yuan internationalization has been

audacious.

Western economists prescribe a sequence of prerequisites for the

internationalization of a currency to avoid setting off market instability.

First, the currency must be made convertible. Full convertibility implies an

open capital account. For the capital account to be open, domestic bank

interest rates in turn must move freely. If interest rates are freed from

controls, then the banking system must be fully stable and well-regulated.

China assumed its stable economic growth and credit conditions would

continue and that therefore it could reverse the sequence of prerequisites.

The authorities' plan was rather to use yuan internationalization to press for

a more open capital account, market-set bank interest rates and other

financial reforms.

China did make important progress, particularly on freeing interest rates and

starting a bank deposit guarantee system. But its bold approach conflicted

with the unexpected reality of pervasive financial weakness and powerful

capital outflows.

This weakness stemmed from state enterprise debt, local government

borrowings, shadow banking and a bubbly property market. The government

kept economic growth high by piling on even more debt, a risky strategy that

has led to even more bets on yuan depreciation.

Huge capital outflows came from Chinese enterprises repaying foreign

currency debt in fear of yuan weakness; from a reversal of speculative betting

on yuan appreciation to betting on depreciation; and from individuals and

businesses trying to move money abroad in the face of political uncertainty.

�� �� Next > Last >>

�9�L�H�Z�S�R�L�Q�W�V

Christopher Tremewan:
Singapore faces a
diplomatic squeeze

�9�L�H�Z�S�R�L�Q�W�V

Editorial: Step up global
cooperation in the face of
'America first'

�*�R���W�R���L�Q�G�H�[���R�I���7�+�(���1�(�;�7���*�,�$�1�7���/�(�$�3

 

Trump's latest enemy? Monetary policy

Trump fires next salvo, naming China,
Japan 'currency manipulators'

Listed Japanese companies' profits
bottoming out

Chinese billionaire seized from Hong Kong ­
­ FT

�0�\���3�H�U�V�R�Q�D�O���+�L�V�W�R�U�\����Carlos Ghosn (30) A
glimpse of the future

Videos
Trump promises 'America First'
at inauguration

Novel design for Singapore e­
bike

Tracking where people move

�P�R�U�H

Editor's picks

Who's bracing for the 'great
rotation'?

South Korea IPO market
headed for big 2017

Halal cakes become hot issue
at McDonald's in Malaysia

Arianespace sheds costs to
keep lead in space race

Asia's business calendar in
2017



Related stories
�$�Q�G�U�H�Z���&�D�L�Q�H�\����China joins IMF on cash­strapped countries' calling lists

$300bn likely flew out of China in 2016

We recommend

Sponsored content

Recommended by

Follow Nikkei Asian Review

�7�K�H���E�H�V�W���F�R�Q�W�H�Q�W���S�R�V�W�H�GFollow @NAR �7�K�H���O�D�W�H�V�W���K�H�D�G�O�L�Q�H�V���W�Z�H�H�W�H�G

Nikkei Inc. No reproduction without permission. Japanese  | Chinese

About Nikkei Asian Review  | Site map  | Help  | Contact us  | Terms of use  | Copyright  | Privacy & cookie policy  | Advertising  | Announcements

Mobile site |

Go to index of THE NEXT GIANT LEAP

Company in focus: Drifting
off course

Ahmed Mansoor: Tough
times for Brunei bring more
media repression

Nicolas Veron: China and
Asia should step up their
involvement in financial…
regulation

Dinosaur fossils help solve a
big mystery

Chinese ties are an
economic boon but a
diplomatic minefield

Japan braces for abdication
complications

Staying Sharp: Take the
Brain Health Assessment
���6�W�D�\�L�Q�J���6�K�D�U�S�������$�$�5�3��

The No. 1 Stock to Own for
2017
���%�D�Q�\�D�Q���+�L�O�O���3�X�E�O�L�V�K�L�Q�J��

Are You Prepared for These
7 Retirement Realities?
���0�R�U�Q�L�Q�J�V�W�D�U��

Like �������.

Facebook
 
Twitter
 
LinkedIn
 
Google+
 
YouTube

 
RSS
   


