
International RMB Cross Border Settlement

Kuresh Sarjan

Head of Asia Trade and Supply Chain Finance

Bank of America Merrill Lynch

April 8, 2011

Optimizing Trade and Treasury Management 



Note: All the information set out above is provided to the best of the bank’s knowledge and understanding of the relevant laws, rules, regulations, directions and guidelines governing or otherwise applicable to the Pilot Scheme. Such laws, rules, regulations, 

directions and guidelines may change from time to time. 

Agenda

 Evolution of RMB Cross-Border Settlement

 Benefits of RMB Cross Border Settlement

 Overview of RMB Cross Border Settlement 

 Trade Settlement: Current Common Structures

 Conclusion

2



Note: All the information set out above is provided to the best of the bank’s knowledge and understanding of the relevant laws, rules, regulations, directions and guidelines governing or otherwise applicable to the Pilot Scheme. Such laws, rules, regulations, 

directions and guidelines may change from time to time. 

 The RMB Trade Settlement Scheme expanded to cover 20 provinces and cities in Mainland China. Trade

transactions between eligible enterprises in Mainland China and corporations in any other part of the world

are allowed to be settled in RMB.

 Any enterprise in the 20 provinces and cities in Mainland China can settle their merchandise imports, service

trades and other current account transactions in RMB, while an expanded list of eligible MDEs in 16 provinces

and cities in Mainland China are able to settle their merchandise exports in RMB.

JUN ‘10

JUL ‘09

 People’s Bank of China (PBOC) and the Hong Kong Monetary Authority (HKMA) signed a Supplementary 

Memorandum of Co-operation on the expansion of the RMB trade settlement scheme, agreeing to further 

cooperate in the development of the offshore RMB trade settlement business.

OCT ‘10
 ADB and IFC of the World Bank Group announced issuance of RMB bonds in Hong Kong. The ADB 10-year 

issue is the longest tenor RMB bond issued in Hong Kong.

JUL ‘10

NOV ‘10

 Ministry of Finance (MoF) and HKMA sign a memorandum on using the Central Moneymarkets Unit (CMU) for 

issuance of the RMB sovereign bonds.

 Enhance the methodology and environment for the issuance of RMB sovereign bonds.

DEC ‘10

 Expanded list of eligible MDE’s under the Cross-border RMB Trade Settlement Scheme.

(67,359 MDEs as of 12/3/2010) - Source: BoA Merrill Lynch Global Research, HKMA

 HKMA issued a circular for AI to comply with the RMB Net Open Position Limit

1RMB – refers to both CNY and CNH

CNH  - refers to offshore RMB market

CNY – refers to onshore RMB market

JAN ‘11

 Pilot Scheme for settlement of overseas direct investments (ODI).

 Under the scheme and following approval, Mainland enterprises can conduct direct investments overseas in 

RMB. Hong Kong Banks can obtain RMB funds from the Mainland and lend RMB to business conducting 

ODI.

 63% or USD36 billion of ODI went through Hong Kong in 2009. - Source: BoA Merrill Lynch Global Research, HKMA

Evolution of RMB Cross-Border Settlement

 Pilot Scheme launched in five cities in Mainland China. Mainland Designated Enterprises (MDEs) in the 5 

cities are eligible to participate.

 Corporations in HK, Macau and ASEAN countries are eligible to participate.
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MAR ‘11

 3/31/2011 HKMA issued a circular:  The RMB Fiduciary account

 authorized institutions participating in RMB business (Participating AIs) can place RMB funds in 

excess of their day-to-day business and settlement needs in a segregated Fiduciary Account with the 

People’s Bank of China through the RMB Clearing Bank. 



Note: All the information set out above is provided to the best of the bank’s knowledge and understanding of the relevant laws, rules, regulations, directions and guidelines governing or otherwise applicable to the Pilot Scheme. Such laws, rules, regulations, 

directions and guidelines may change from time to time. 

EXPORTERS

SELLING TO 

MAINLAND CHINA

IMPORTERS 

BUYING FROM 

MAINLAND CHINA

OTHER 

TREASURY 

OPPORTUNITIES

For Global companies conducting cross border trade with Mainland China enterprises

 Competitive differentiation: ability to sell in RMB and expanding customer base

 Choice and ability to hold RMB as a store of value

 Free movement of offshore RMB

 Reasons for Mainland supplier’s lower pricing

 No Foreign Exchange risk

 Lower administrative cost

 Availability of non-Trade Settlement RMB (CNH)

 Maintain one single RMB account for Trade and non-Trade activities

 Potential RMB investments and funding

 Ability to participate in liquidity structures

Benefits of RMB Cross Border Settlement
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Overview of RMB Cross Border Settlement

Players / Participants

 Investors

 Retail

 Financial Institutions

 Corporations

RMB Remittances – Value for Q3 & Q4 ‘10

Source: BoA Merrill Lynch Global Research, HKMA
No. of RMB L/Cs received in Q4 ‘10

Source: Swift
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RMB Cross Border Settlement Value in 2010 (Mainland China)

Source: PBOC

Hong Kong, 3,684

Singapore, 370

China, 190

Macau, 71

Indonesia, 48 Europe, 46

United States, 10

Total Count: 4445

Hong Kong

Singapore

China

Macau

Indonesia

Europe

United States
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Corporate

 Accumulate RMB Deposits

 Add CNH to Multi-currency Notional Pooling

 Shanghai entities can borrow RMB from overseas via intercompany loan

 Subject to SAFE approval

 Service/Current Account Items, (includes but not limited to):

 Dividend Payments

 Royalties

 Management Fees

Non Bank Financial Institutions

 Permits collection of Insurance Premium

 Facilitates participation in Investment Funds

Bank Financial Institutions
 Enables eligible Cross Border Settlement transactions

 Enables settlement of RMB bonds/securities

 Enables settlement of RMB Foreign Exchange transactions

Advantages
 RMB as Store of Value

 Natural Hedging

 More attractive FX rate to convert CNH to USD

Overview of RMB Cross Border Settlement
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Market Value

Source: BoA Merrill Lynch Global Research
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 Service / Current Account Items (includes but not limited to):

 Dividend Payments

 Royalties

 Management Fees

 Trade – Cross Border RMB Settlement

 RMB Open Account

 RMB L/C

 RMB Prepaid L/C

 RMB L/C CNH/CNY hedged with NDF

 RMB L/C based cross-border financing

Current Common Structures
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1. Financing or 

Processing

Buyer’s Bank

in China

Contract to buy and sell goods/services in 

RMB

Exporter:

1. incur lower financing cost 

2. hold RMB as a store of value

3. financing / processing

3. Pay RMB at sight or at maturity

1. RMB Open Account 

Exporter’s Bank 

outside China

Exporter outside 

China
China Importer
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4. Repay Financing 

or pay Exporter

2. Pay RMB at sight 

or at maturity
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Contract to buy and sell goods/services in 

RMB

3. Pay RMB at sight or at maturity

2. Financing or 

Processing

Exporter:

1. incur lower financing cost 

2. hold RMB as a store of value

3. financing / processing 

2. RMB Letter of Credit 

Buyer’s Bank

in China

Exporter’s Bank 

outside China

Exporter outside 

China
China Importer
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1. Apply for RMB L/C; 

(pay RMB at sight or 

at maturity)

4. Repay Financing 

or pay Exporter
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1. Apply for one year RMB L/C. 

(Onshore cash deposit to support an 

onshore credit line)

4. Pay RMB one year later

Contract to buy and sell goods/services

in RMB

Exporter:

1. incur lower financing cost

2. enjoy flexibility of early payment through L/C discounting

2. Confirm acceptance to pay one year later

5. Pay RMB to Negotiating Bank one year later 

3. L/C Discounting

3. RMB Prepaid Letter of Credit

Exporter outside 

China
China Importer

Negotiating Bank 

in Exporter’s 

Country

Issuing Bank in 

China
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3. Pay RMB one year later

Contract to buy and sell goods/services

in RMB

Exporter :

1. incur lower financing cost in US$

2. limited-recourse financing

3. exchange rate &/or interest rate differential

NDF = Non deliverable forward

1. Confirm acceptance to pay one year later

4. Pay RMB to Negotiating Bank one year later 

5. Settle NDF
2. Enter into non deliverable 

forward (NDF); 

RMB L/C Discounting in US$

4. RMB Letter of Credit CNH/CNY hedged with NDF

Exporter outside 

China
China Importer

Negotiating Bank 

in Exporter’s 

Country

Issuing Bank 

in China
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3. Convert with 

Spot rate and pay 

Exporter’s Bank in US$ 

or RMB1. L/C maturity i.e. 

60th day, request for 

(e.g.) 90 days post 

shipment financing

5. 90 days later, pay 

RMB

Contract to buy and sell goods/services on 

L/C terms in RMB at sight or (e.g.) 60 days

Importer:

1. extended Days payables outstanding (e.g. 60 + 90 = 150 days)

Exporter:

1. gets paid at sight or on 60th day as per L/C terms

2. interest rate differential

2. Request financing from Correspondent Bank 

via MT799 Trade Finance Request

6. Pay RMB to Financing Bank

4. Pay Exporter

5. RMB Letter of Credit based cross-border financing 

Exporter outside 

China
China Importer

Exporter’s Bank 

outside China

Buyer’s Bank in 

China (Requestor 

Bank)

Financing Bank 

Outside China
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 RMB Cross-border Trade Settlement scheme

 is a significant evolution

 motivates trade settlement in RMB

 will continue to evolve and gain momentum

 RMB liquidity in Hong Kong will continue to develop depth and volume

 New structures being introduced across Treasury and Trade daily

Conclusion
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us. These materials are based on information provided by or on behalf of the Company and/or other potential transaction participants, from public sources or otherwise reviewed by us. We assume no 

responsibility for independent investigation or verification of such information (including, without limitation, data from third party suppliers) and have relied on such information being complete and 

accurate in all material respects. To the extent such information includes estimates and forecasts of future financial performance prepared by or reviewed with the managements of the Company and/or 

other potential transaction participants or obtained from public sources, we have assumed that such estimates and forecasts have been reasonably prepared on bases reflecting the best currently 

available estimates and judgments of such managements (or, with respect to estimates and forecasts obtained from public sources, represent reasonable estimates). No representation or warranty, 

express or implied, is made as to the accuracy or completeness of such information and nothing contained herein is, or shall be relied upon as, a representation, whether as to the past, the present or 

the future. These materials were designed for use by specific persons familiar with the business and affairs of the Company and are being furnished and should be considered only in connection with 

other information, oral or written, being provided by us in connection herewith. These materials are not intended to provide the sole basis for evaluating, and should not be considered a 
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America or any of its affiliates to provide or arrange any financing for any transaction or to purchase any security in connection therewith. We assume no obligation to update or otherwise revise these 

materials. These materials have not been prepared with a view toward public disclosure under state or federal securities laws or otherwise, are intended for the benefit and use of the Company, and 

may not be reproduced, disseminated, quoted or referred to, in whole or in part, without our prior written consent. These materials may not reflect information known to other professionals in other 

business areas of Bank of America and its affiliates.

Bank of America Corporation and its affiliates (collectively, the “BAC Group”) comprise a full service securities firm and commercial bank engaged in securities, commodities and derivatives trading, 

foreign exchange and other brokerage activities, and principal investing as well as providing investment, corporate and private banking, asset and investment management, financing and financial 

advisory services and other commercial services and products to a wide range of corporations and individuals, domestically and offshore, from which conflicting interests or duties, or a perception 

thereof, may arise. In the ordinary course of these activities, parts of the BAC Group at any time may invest on a principal basis or manage funds that invest, make or hold long or short positions, 

finance positions or trade or otherwise effect transactions, for their own accounts or the accounts of customers, in debt, equity or other securities or financial instruments (including derivates, bank loans 

or other obligations) of the Company, potential counterparties or any other company that may be involved in a transaction. Products and services that may be referenced in the accompanying materials 

may be provided through one or more affiliates of Bank of America. Capital markets and investment banking services are provided by Merrill Lynch, Pierce, Fenner & Smith Incorporated, which is a 

broker-dealer registered with the Securities and Exchange Commission and member of the Financial Industry Regulatory Authority and the Securities Investor Protection Corporation. 

We have adopted policies and guidelines designed to preserve the independence of our research analysts. These policies prohibit employees from offering research coverage, a favorable research 

rating or a specific price target or offering to change a research rating or price target as consideration for or an inducement to obtain business or other compensation. We are required to obtain, verify 

and record certain information that identifies the Company, which information includes the name and address of the Company and other information that will allow us to identify the Company in 

accordance with the USA Patriot Act (Title III of Pub. L. 107-56 (signed into law October 26, 2001)) and such other laws, rules and regulations.

We do not provide legal, compliance, tax  or accounting advice. Accordingly, any statements contained herein as to tax matters were neither written nor intended by us to be used and 

cannot be used by any taxpayer for the purpose of avoiding tax penalties that may be imposed on such taxpayer. If any person uses or refers to any such tax statement in promoting, 

marketing or recommending a partnership or other entity, investment plan or arrangement to any taxpayer, then the statement expressed herein is being delivered to support the 

promotion or marketing of the transaction or matter addressed and the recipient should seek advice based on its particular circumstances from an independent tax advisor. 

Notwithstanding anything that may appear herein or in other materials to the contrary, the Company shall be permitted to disclose the tax treatment and tax structure of a transaction 

(including any materials, opinions or analyses relating to such tax treatment or tax structure, but without disclosure of identifying information or, except to the extent relating to such tax 

structure or tax treatment, any nonpublic commercial or financial information) on and after the earliest to occur of the date of (i) public announcement of discussions relating to such 

transaction, (ii) public announcement of such transaction or (iii) execution of a definitive agreement (with or without conditions) to enter into such transaction; provided, however, that if 

such transaction is not consummated for any reason, the provisions of this sentence shall cease to apply.

Certain information contained in this presentation speaks as of the date of this presentation (or another date, if so noted) and is subject to change without notice. This presentation is intended solely for 

your use and under no circumstances may a copy of this presentation be shown, copied, transmitted or otherwise given to any person other than your authorized representatives. 

Copyright 2011 Bank of America Corporation. Bank of America N.A., Member FDIC, Equal Housing Lender.
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