
The Clearing and Settlement of g
Renminbi in Hong Kong

A talk to a delegation from 
Singapore PolytechnicSingapore Polytechnic

Professor Tsang Shu-kiProfessor Tsang Shu-ki
Senior Research Fellow, IED

School of BusinessSchool of Business
Hong Kong Baptist University

www sktsang comwww.sktsang.com

26 March 201426 March 2014
1



Outline
• (1) Background of Renminbi business in Hong ( ) g g

Kong
(2) Th ti l f ttli t d d• (2) The rationale for settling trade and 
investment in RMB

• (3) The system of clearing settlements in Hong 
KongKong

• (4) RMB offshore liquidity and further 
lib li iliberalisation

• (5) References(5) e e e ces
2



(1) Background of Renminbi business in 
Hong Kong

• Renminbi business in Hong Kong started only in 2004. g g y
Initially, the arrangement covered mainly personal banking 
business, including deposit-taking, currency exchange, 
remittance, debit and credit cards, and cheque payments, i.e. 
largely cash-based transactions.

• From 2007 onwards, Mainland financial institutions have 
been issuing renminbi bonds in Hong Kong, and the range 

f i h d t th Mi i t f Fi thof issuers has spread to the Ministry of Finance, the 
Mainland subsidiaries of Hong Kong banks, local and 
multinational corporations and international financialmultinational corporations, and international financial 
institutions. 

• The term “dim sum bonds” has become popularThe term dim sum bonds  has become popular.
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(1) Background of Renminbi business in 
Hong Kong

• Meanwhile, the introduction of the pilot scheme for 
renminbi trade settlement in 2009 and its extension in 
2010 d h b k h h f h2010 represented another breakthrough for the 
development of offshore renminbi business in Hong 
KKong. 

• With the broadening of the enabling policy framework, 
banks and other financial institutions in Hong Kong 
now offer a full range of renminbi services, including 
d i ki h i ddeposit-taking, currency exchange, remittance, trade 
finance and wealth management. 

4



(1) Background of Renminbi business 
in Hong Kong

• The main source of information for this presentation is:• The main source of information for this presentation is: 
“Hong Kong: The Premier Offshore Renminbi Business 
Centre” published by the Hong Kong Monetary AuthorityCentre  published by the Hong Kong Monetary Authority 
in May 2013:

• http://www hkma gov hk/media/eng/doc/key‐• http://www.hkma.gov.hk/media/eng/doc/key‐
functions/monetary‐stability/rmb‐business‐in‐hong‐
kong/hkma‐rmb‐booklet.pdfkong/hkma rmb booklet.pdf

• Many of the diagrams and charts are taken from that 
publication except noted otherwisepublication, except noted otherwise.

• As can be observed, offshore RMB business has been a 
recent phenomenon growing almost exponentiallyrecent phenomenon, growing almost exponentially.
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(1) Background of Renminbi business in Hong 
Kong

• Anyhow we should note that the full convertibility and• Anyhow, we should note that the full convertibility and 
internationalisation of a currency are two different issues, and 
China is taking a somewhat novel path.g p

• “While a currency cannot be significantly internationalised 
without being freely convertible, the reverse is not true.”

• Tsang Shu-ki, “Internationalisation and the full convertibility of 
the Renminbi”, 
(http://www sktsang com/ArchiveIII/Tsang RMB 20100717 pdf)(http://www.sktsang.com/ArchiveIII/Tsang_RMB_20100717.pdf)

• How to reduce transaction cost, clearing risk and improve 
settlement smoothness? These are big questions and challengessettlement smoothness? These are big questions and challenges. 
The rationale for using RMB is just next, followed by clearing 
and settlement technicalities.
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(2) The rationale for settling trade and 
i t t i RMBinvestment in RMB
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(2) The rationale for settling trade and 
investment in RMB
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(3) The system of clearing settlements in 
Hong Kong

• To support the operation of renminbi business, the 
renminbi Real Time Gross Settlement (RTGS) system in 
H K d d f h i bi S lHong Kong was upgraded from the renminbi Settlement 
System in June 2007.

h h b d j b i• It has then been used not just by Hong Kong corporations, 
but also international traders and investors.

• Hong Kong has one set of the most efficient RTGS 
systems in the world, hosting four currencies: HKD, USD, 

d RMB i CHATS (Cl i H A t t deuro and RMB in CHATS (Clearing House Automated 
Transfer System).
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(4) RMB offshore liquidity and further liberalisation(4) RMB offshore liquidity and further liberalisation

• An important element for clearing of RMB p g
settlements is liquidity provision, given transfer 
smoothness and time difference. For the other 
CHATS, the managing banks are responsible to 
provide liquidity. p q y

• RMB is not yet fully convertible, hence a currency 
swap arrangement between HKMA and PBOC wasswap arrangement between HKMA and PBOC was 
signed to facilitate. For individual banks, repos 
should be an important instrument.should be an important instrument.

• HKMA started to provide repos for RMB in mid-
20122012.
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(4) RMB offshore liquidity and further 
liberalisation

• “The cross-border funding issue is particularly important to Hong g p y p g
Kong given its role as an international banking centre. 139 of the 
199 authorized institutions in Hong Kong are either branches or 

b idi i f b ki i t d t id f thsubsidiaries of banking groups incorporated outside of the 
territory. An important function of the new service is to enable 
financial institutions to make use of securities held in one of the 
partner systems as collateral to conduct secured borrowing in the 
Hong Kong dollar or renminbi in Hong Kong.”

• “Cross-border collateral management service Signing Ceremony 
and Press Conference”, Peter Pang, Deputy Chief Executive, 
Hong Kong Monetary Authority:Hong Kong Monetary Authority: 
(http://www.hkma.gov.hk/eng/key-information/speech-
speakers/pstpang/20120620-1.shtmlp p p g
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(4) RMB offshore liquidity and further 
liberalisation

• As at the end of May 2012, there were 196 banks participating 
in Hong Kong’s renminbi clearing platform. Of these, 170 are 
foreign owned or located overseas At the same time overforeign-owned or located overseas. At the same time, over 
1,100 renminbi correspondent accounts were maintained by 
overseas banks with banks in Hong Kong. The amount due to g g
and due from such overseas banks amounted to RMB 128 
billion and RMB 146 billion respectively. This is a clear 
indication that banks from around the world are using Hong 
Kong’s robust platform and large liquidity pool to offer 
renminbi services to their customers at homerenminbi services to their customers at home.

• Source: same as the last slide.
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(4) RMB offshore liquidity and further 
liberalisation

• The facility has been improved to offer better service and 
enhanced efficiency.
I J l 2013 HKMA d th f ll i t “Th• In July 2013, HKMA made the following announcement: “The 
RMB liquidity facility was introduced to address potential 
short-term liquidity tightness in the offshore RMB marketshort term liquidity tightness in the offshore RMB market, 
which may be due to seasonable factors or capital market 
activities. The facility was first launched in June 2012. In the 
light of experience in operating the facility and developments 
in the offshore RMB market, the HKMA made enhancements 
t th f ilit i J l 2012 J 2013 d i i J lto the facility in July 2012, January 2013 and again in July 
2013. ”
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(4) RMB offshore liquidity and further 
liberalisation

• “Currently, overnight RMB funds available on the same day, 
and 1-day and 1-week RMB funds available on the next day 
are offered to Participating AIs in Hong Kong under theare offered to Participating AIs in Hong Kong under the 
facility, under the terms and conditions as stipulated in the 
circular issued by the HKMA on 25 July 2013. The HKMA y y
believes the facility can help reduce potential market 
disruptions and hence enhance market confidence, thereby 
supporting the long term development of the offshore RMB 
market. Participating AIs are welcome to use the facility to 
meet short term funding needs ”meet short-term funding needs.

• Source: http://www.hkma.gov.hk/eng/key-functions/monetary-
stability/liquidity-support-to-banks shtmlstability/liquidity support to banks.shtml
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Circular related to “Liquidity Support to Banks” HKMA: http://www hkma gov hk/media/eng/doc/key-

22

Circular related to Liquidity Support to Banks , HKMA: http://www.hkma.gov.hk/media/eng/doc/key
information/guidelines-and-circular/2013/20130725e1.pdf



So rce: “RMB Internationalisation:RMB going global”
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Source: “RMB Internationalisation:RMB going global” 
http://www.law.harvard.edu/programs/about/pifs/symposia/china/2013-china/rmbchicagohsbc--apratim-
chakravarty.pdf
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“B i fi t L i l ti C il P l Fi i l Aff i ” H K M t A th it 7 F b
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“Briefing to Legislative Council Panel on Financial Affairs”, Hong Kong Monetary Authority, 7 February 
2014 (http://www.hkma.gov.hk/media/eng/doc/about-the-hkma/legislative-council-issues/20140207e2.pdf). 
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(4) RMB offshore liquidity and further 
liberalisation

• Full convertibility of RMB is officially implied at 2020 but• Full convertibility of RMB is officially implied at 2020, but 
commentators predict 2017. 

• A fully convertible RMB can only float Pegging it toA fully convertible RMB can only float. Pegging it to 
another currency would not be sensible as China aspires to 
be a world power.

• As said, China has adopted the path of full convertibility and 
internationalisation as a leapfrogging strategy. So in the 
meantime, the floating range of RMB has been widening, one 
of the reason being to counter the expectations of “systematic 
appreciation”appreciation .

• It should not be surprising if the band is further expanded in 
the futurethe future.
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(4) RMB offshore liquidity and further 
liberalisation
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