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* This report provides a very detailed institutional description of China’s
effort to enhance the role of the renminbi (RMB) in the global
monetary system.

* It shows in great detail the
in three areas:

1. Internationalization: Facilitate the use of RMB to settle cross-border
trade and financial transactions.

2. Capital account convertibility: Ease restrictions on inflows/outflows
of “financial” capital.

3. Reserve Currency: Promote the use of the RMB by other central
banks.



* Very interesting reading for practitioners/academics interested on the
behind the ongoing Chinese financial

liberalization.

 Very rich balance of payments (BOP) for China

My big problem:

Hard to discuss a rich compendium of data and a legal/regulatory
framework.

My lame solution:
| will just to focus on one aspect of the data that got my attention.



Trade (and deficits) with China

* Trade with China became a key issue in this election cycle.

* Some politicians’ quotes in the media:
“China is killing us.. outsmarting us at every turn”

“Currency manipulation...resulted in chronically unsustainable trade
deficits and debt...that will eventually bankrupt us.”



US Trade Deficits (and Debt)
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2000 _
been accumulating trade
0 deficits.
-2000
-These deficits resulted in a
-4000

deterioration in US Net Asset
-6000 Position = US ownership of
foreign assets — local assets

-8000 :
owned by Foreigners.
-10000
o .
-12000 -US became “largest debtor in
”
B B 0 0 O DN N DO SO S O the world.
(@)} (@)} (@)} (@)} (@)} (@)} (@)} o o o o o
— i i «—l il i i N o (V] (@\l (@]

—U.S. Net Asset position (billions)

—Cumulative Trade Deficits (billions)



Trade Deficits with China

$400,000,000,000

$350,000,000,000

$300,000,000,000

$250,000,000,000

$200,000,000,000

$150,000,000,000

$100,000,000,000

$50,000,000,000

S0

1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999

2000

2001

2002
2003

2004
2005
2006
2007
2008
2009

2010

2011

2012

2013

2014

2015

Much of those deficits are the by-
product of deficits with China.

In 2015:

Trade deficit with China $315 BI.

Total trade deficit; $540 BI.



Eswar’s paper: Detailed Data on Chinas’ BOP

| was expecting to see this:
-In the last decades, China runs protracted trade surpluses...

-It has accumulated a robust net asset position with the rest of the
world (opposite to the US)...

-It is now receiving positive and increasing capital income from these
assets (e.g. interest payments, dividends, etc.)...

That did not happen...



Eswar’s paper: Detailed Data on BOP

* The data effectively shows that China has been accumulating foreign
assets as a result of the trade surpluses.

* However, it has been increasingly losing money on those increasing
assets.



Table 4-2. Returns on China’s External Investment Positions
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-If | save a lot every year to increase my portfolio of stocks,
and ...

-| consistently get increasing negative dividends on my
portfolio over a decade.

- would be very mad with my Financial Advisor....



Chinese Portfolio

About 60% are foreign exchange
reserves. Safe and liquid but with an ultra low return (e.g. US Gov.
Bonds).

About 60% is FDI
and 10% is Equity. This gives foreigners a much higher return (even
with shrinking assets).
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US Portfolio

|t is the other side of the coin.

e Despite accumulating more 10 trillion in trade deficits since the 80’s
and witnessing a collapse in net foreign assets...

* The financial income remained positive (even increasing).

» US accumulated FDI (e.g. Shanghai/Euro Disney with a 20-25%
return), while issuing T-bills (paying 1-2%).



US Income in Assets (Billions of US dollars)
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Sources of US Net Financial Income (Billions of US Dollars)
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: Foreigners (people and central banks) demand
liquid assets.

-That pay low (bonds) or zero interest rate (cash).

(USD a reserve currency and an invoice in international transactions helps).

- US multinationals get a high return on overseas
investments (FDI) and equity portfolio.




Conclusions

If
(a) liberalizes its current account and allow its citizens to invest abroad;
(b) enhances the role of RMB as a reserve currency and;
(c) An invoice currency in international trade.

China may be poised to obtain significant gains from globalization.



