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Over the past four years, the significant increase in RMB trading in the global FX markets have captured headlines 

as the Chinese government continues its efforts to internationalize its currency. Accordingly to the 2013 BIS 

Triennial Central Bank Survey, the most comprehensive data source on the size and structure of the global foreign 

exchange and OTC derivative markets, the RMB has become the ninth most traded currency in the global market, 

with turnover surging from US$34 billion to US$120 billion in the three years to April 2013. Its share of global 

volumes reached 2.2%, up from 0.9% in 2013, driven by a significant expansion in the trading of the offshore 

RMB, or CNH.1 Similarly, the SWIFT RMB Tracker ranked the currency the eighth most traded currency in the 

world, with a 1.49% market share in August 2013.2

What does the future hold for the RMB? And is it positioned to become a G3 currency?  

CME Group recently invited a panel of leading market experts in Hong Kong to explore this topic at a luncheon 

gathering hosted by Treasury Markets Association. 

1 Source: BIS Triennial Central Bank Survey, Sep 2013. (www.bis.org)
2 Source: SWIFT.com (8 Oct 2013)
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Market Liquidity and Profile of Client Base

MB: I have been eagerly tracking the RMB for nearly the 

best part of 25 years since 1989 when I worked in the 

London treasury team in Bank of China. My first trade was a 

RMB20,000 trade as part of a trading deal; now the RMB is 

the ninth most traded currency in the global markets. To put 

that in the context just for CME FX futures or the OTC markets, 

the RMB is an extremely important part of FX markets. A lot 

of market participants are still debating how big the market 

is, how deep and liquid it is, and the role of Hong Kong in the 

growth of the CNH. I’d like to explore a few questions here. 

Given the background of the EFX client base globally, in say G7 

currency, what is the profile of the client base behind the CNH 

volume growth? How has that evolved since 2010? And do we 

expect that diversity to continue, and where from? 

PL: I still remember in the early days of CNH development 

when the flows were driven primarily by trade-related business. 

With most emerging markets, first there is trade, then there 

are speculators. At some point, you need people who have 

genuine long-term investment interest to come in and act 

as a stabilizing force to the development in the market. Over 

the past couple of years since 2011, we started seeing more 

professional players in the market coming in, including a 

significant pick up from asset managers. Additionally, we have 

noticed a significant pick up in participation from other time 

zones, especially from Europe and to a certain extent in the US. 

I expect this trend to continue in the years ahead.

JY: From my point of view, the first stage is for the RMB to 

become a trade currency with China opening up its trade, and 

it is almost fully opened. That has been significant and the 

RMB is already ranking seventh on a trade acceptance basis. 

Next stage will be for the opening of its capital market, and a 

lot is happening there with the development of QFII (Qualified 

Foreign Institutional Investor), the RQFII (RMB QFII), and more 

imminently the Shanghai-Hong Kong Stock Connect. 

The next move hence is to become an investment currency, 

and we have seen a lot of interest especially with investments 

in the CNH market and in the local domestic market through 

QFII and RQFII. The final stage is really to become a reserve 

currency. Earlier in October, the European Central Bank is 

reported to be looking to add CNH as a reserve currency. 

This is a significant move. The International Monetary Fund is 

also expected to be debating in its October meeting whether 

to add the Chinese currency to its Special Drawing Right, its 

composite reserve currency used in official financing. I think 

this is quite an exciting process and the outlook for RMB 

development is very optimistic. 

Evolution into Electronic Trading

MB: Michael, I’d like to change the focus slightly to how you 

see the shifts in the way CNH has been transacted, and how 

quickly that is evolving from voice to electronic trading in 

certain product segments, but not in, say FX swaps or options?

MN: Sure. I think the progression of CNH from a voice brokered 

product to a predominantly electronic traded product has been 

a lot faster than many people would have expected. A year ago, 

half of daily turnover was dealt via voice brokers; today, about 

90-95% of the deals are executed through electronic platforms 

like Reuters, EBS or the like. Exchanges in Hong Kong and 

Singapore, and certainly CME Group also, have been quite 

active promoting CNH futures. The take up now is relatively 

small compared to the OTC market, but when you consider 

CNH as a currency has really only been around for the better 

part of 4-5 years, then the proportional uptake has been pretty 

quick compared to how long it took the G10 to be actively 

traded in the FX futures markets. As the currency continues 

to develop and it becomes more actively traded, I foresee the 

population of users will continue to diversify and will demand 

more alternative products such as futures.

JY: If I may add to that, currently on the electronic trading 

system, spreads on the CNH is actually as tight as the major 

G10 currencies, so it shows the liquidity on the platforms. By 

our observation, there were a few days when trading volumes 

of CNH in Asia time zones were even greater than AUD trading 

volumes. There has just been massive development in the 

e-platforms, and the CNH with its liquidity growth is becoming 

a commoditized currency. 

Profile of Liquidity Hours

MB: In terms of the prime liquidity hours, what is the profile you 

see? For instance, is it in Hong Kong mornings or afternoons 

where people can rely on the deepest liquidity for their clients? 

Or is it pretty much now 23/24 hours a day for CNH?

PL: Certainly when the market first started, it was mainly 

trading in Asian hours. But now, there are quite a lot of 

transactions in Hong Kong’s afternoon and when London opens. 

It fits into the point I was making earlier that we have seen quite 

significant pickup in activity coming out of Europe. Beyond 

Asian hours, market liquidity continues to be quite abundant 

into London’s afternoon. However, I have yet to see as much 

trading out of the New York time zone after London closes.
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MN: Yes, I think until earlier this year, 50-60% of total CNH 

turnover would occur in what we would traditionally consider 

to be Asian trading hours – somewhere between 8am and 2pm 

– when London comes in and the trading books are handed

over. London at that time would be accounting for about 30-

35% of turnover and New York the rest. As of September, the 

latest numbers from some of the electronic trading platforms 

suggest that total turnover during the pure Asian session 

now will be around 40-45%, whereas London will potentially 

account for almost 50%, with the rest from New York. So in 

terms of notional growth, certainly the European pickup has 

been the most pronounced. This is not surprising given that 

the Euro bloc is China’s largest trading partner. 

So the liquidity profile for CNH spot now actually looks a lot 

more like the liquidity profile you have for G10 pairs. From 

that perspective alone, you can see that CNH has grown 

and graduated, for a lack of a better word, from being a very 

emerging market currency to something that’s actually  

traded much more like an international currency pair. 

JC: From a broader industry perspective, the data we collect 

from banks and brokers shows a consistent picture – we see 

tremendous growth in the turnover of the RMB, and that is 

still growing and gathering momentum. Not only is RMB a 

very important product in the dealing room from a turnover 

perspective, but also in terms of profitability. I just came back 

from seminars in China organized by Shanghai Clearing, and 

we can see very exciting vibes from people around the world 

talking about offshore as well as onshore RMB. You can see 

more and more people entering the market and that the 

market is starting to pay off, so the road ahead is very bright.

Potential for Central Counter Party Model

MB: Obviously, the role of a central counter party would be 

quite positive to help the growth of the RMB globally, especially 

with such a diverse client base. How do you see the central 

counter party model working in that space? Is the OTC market 

liquid enough or is there demand or need for that right now?

PL: A central counter party has a lot of benefits in terms of risk 

mitigation, especially with credit risk. But we have to balance 

the cost of implementation versus the benefit. Analysis is 

ongoing and we have yet to see conclusions. If we look around 

the world right now, a lot of rates trading in different countries 

are put on central clearing, but not yet for FX. And you would 

think traditionally that the market for FX trading is extremely 

liquid, credit risk is manageable and therefore, it reduces the 

cost of transaction. But when we move to a different market 

regime, the equation can be different. 

MB: On the point about risk mitigation, what are the risks that 

market participants are seeking to manage with the RMB? For 

instance, given that hedging is not necessarily for everyone, 

has the upward and downward price oscillation in the past 18 

months hurt or benefited them? 

JY: The USD/CNH as a new currency pair has just been around 

offshore for a few years, so that biggest risk is actually liquidity 

risk. We have experienced a few times where there was a risk 

specifically on the USD/CNH topside.Two years ago we also 

had the experience when onshore /offshore was trading at 

almost 2% spread. 

Spread between Spot USD/CNY and USD/CNH
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So I think the two key risks for participants are price liquidity 

and money market liquidity risks. With the imminent launch 

of the Shanghai-Hong Kong Stock Connect, the market is 

now expecting the onshore and offshore flows to eventually 

create some volatility in CNH liquidity. That is why HKMA 

has introduced the PLP (Primary Liquidity Providers) and 

also some liquidity products into the system to ensure that 

expected liquidity may be manageable offshore. 

How Clients Manage RMB Exposure

MB: Interesting. Michael, my next question is how the move in 

the USD curve is impacting your customers and how you are 

viewing the market.

MN: Let me answer this in two points, starting with swaps. I 

think there will be two strong opposing headwinds for swaps. 

On one side, you definitely have a very broad dollar move, 

on the other hand, China continues to have a positive trade 

balance. These two trends will keep swaps largely anchored 

towards the end of the year until there are significant 

developments one way or the other. 

Onshore liquidity remains pretty tight, and offshore is very 

tight especially on the short end. This is an intrinsic risk for any 

emerging market products, and certainly for USD/CNH. In the 

last couple of months, we have seen some extremely painful 

squeezes in short-term funding. Even though the CNH market 

has been growing substantially, the total unencumbered 

free CNH liquidity that sits offshore has not been growing at 

the same pace. A lot of the liquidity and capital actually gets 

committed back onshore. So funding will continue to be quite 

tight towards the end of the year. 

MB: Patrick, what has been your customers’ experience in the 

past 18 months?

PL: Incidentally, I have reached out to a number of our clients 

in the past couple of months for a reality check on how they 

manage their RMB exposure. There are a few observations that 

are quite interesting. Firstly, more and more clients increasingly 

believe that there is actually two-way risk in the currency – so 

it’s no longer a one-way bet. At the same time, quite a number 

of clients are actually feeling very sanguine about China’s policy 

in terms of how they manage the economy into a slower growth 

trajectory, and they have pretty high confidence in that the 

currency will become more stable and internationalized. So their 

investments are usually long-term and they don’t feel as urgent 

a need to actively manage their currency exposure. 

On the other hand, there are clients who are becoming worried 

after viewing the huge volatility in the first half of the year 

and are putting on hedges. But in the end they actually have 

to unwind the hedges.  First of all, the unwinding costs them 

money. But even if the hedge is effective, with the currency 

maintaining at a weaker level, the cost of hedging is not 

small. In future, they would probably have to weigh the cost 

of hedging against the expected currency risk. If the currency 

becomes more two-way, moving in the range of 3-4% a year on 

both sides, you need to pay like 2.5% to hedge per annum, it 

may not be a very good thing to do. I think this is a lesson that 

people have learned, at least for this year. 

Spot USD/CNH, over the past 18 months
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CNH Options Market Growth

MB: Obviously it is good to hear that the confidence is high. 

And I have noticed pretty significant growth in the CNH options 

market. In your opinion, how big is the CNH market and where 

is that activity generally seen? 

JY: From my interactions with banks, including actually 

domestic banks, it seems the CNH options market compared 

to all currency pairs, USD/CNH probably is the second largest 

pair next to the EUR.  Some banks actually run huge risk. I 

think there are two reasons for that. One, during the currency 

sell-off when there was liquidity and volatility was picking up 

in the first half, thus there’s huge demand for hedging. On the 

other hand, CNH is high yield with low volatility, there was good 

demand of structured products from real money investors. 

MB: Recently we had an interesting record on our FX options 

(excluding CNH) where 98% of our options were traded 

electronically. That is a very exciting development and it shows 

how much liquidity there is. Do you see CNH options becoming 

electronic any time soon? Is it happening now?

JY: Given the profile of the risk that market makers have been 

taking as well as interest for the CNH FX Options. I think sooner 

or later it will be voted in. Right now it’s more like OTC market, 

eventually it will be commoditized – sooner or later. 



©CME GROUP  |  5

Barriers for RMB to Become G3 Currency

MB: So, what do you think are the barriers to the CNH 

becoming a G3 currency? 

MN: For asset managers and reserve managers, there is still a 

comparative lack of high quality investment products to deploy 

CNH capital. As this side of the equation continues to develop, 

it will check off one of the key requirements for the CNH to 

become a G3 equivalent. 

JY: The pace of the capital account opening will be key for CNY 

to become an international reserve currency. The opening 

of the domestic market is also important. As Michael has 

mentioned, a lack of investment assets constrains the currency 

moving to the next stage. We are seeing an acceleration in 

the opening of the capital market. QFII took 11 eleven years to 

reach a scale of US$50 billion; it took RQFII two years to reach 

the same level. Now, Shanghai-Hong Kong Stock Connect will 

allow a scale of US$50 billion to access the offshore market. 

This acceleration in the capital market opening will be the key 

to currency internalization. 

PL: I just want to add there are two sides of the equation. One 

is definitely on the investing side – the capital account, but we 

should not forget about trade. If everyone starts to trade with 

China and settle in RMB, then naturally more people will have 

access and hold the currency, and there will be the need to risk 

manage the currency. 

JC: I think it is important to look at history and remember 

that the US took 60 years till around 1945 to overtake Britain. 

Earlier this year, the World Bank forecasts that China is likely to 

surpass the US sometime this year in terms of PPP-based GDP, 

so you can see the growth potential is tremendous, but it just 

takes time.  

CNH HIBOR Fixing 

MB: So Jack, something that I have been watching since last 

year with a lot of interest is the development of the TMA CNH 

HIBOR fixing. Can you tell us more about it?

JC: We believe that the TMA CNH HIBOR fixing is very 

important for the development of offshore RMB market. If you 

visit our website www.tma.org.hk, you’ll see that we have six 

fixings, two on interest rates fixings for the HIBOR and CNH 

HIBOR, two on spot fixings for USD/HKD and USD/CNY (HK), 

one on HKD Overnight Index Swaps and another on RMB Debt 

Instrument Price Fixings. These are updated daily.

Our members told us in a recent survey that they find the 

fixing arrangement robust enough for them to use for their 

product development. We are happy to hear that. 

The CNH HIBOR is very similar to the HIBOR. We have 

overnight, one week, one month and up to one year. We have 

guidelines that are, in general, IOSCO compliant.  

In fact, we were urged by our members to launch the CNH 

HIBOR fixing last year, given that the internationalization of 

RMB is gathering momentum and it is envisaged the capital 

account is opening up gradually. We want to work with 

industry peers and practitioners to maintain Hong Kong’s 

advantage as a major offshore RMB center.

Product Opportunities and Asia Time Price Discovery

Another important factor is the gaining of momentum in 

China’s liberalization needs. China is the biggest exporter and 

second biggest importer in the world so they want to service 

trade effectively. I think Hong Kong offers an advantage for 

offshore RMB development, we can provide market-driven 

price discovery here and that is something very important 

for the growth market. Price delivery in Asia time provides 

the best condition for market players to make good trading 

decisions.

I mentioned earlier that we did a survey on the CNH HIBOR. It 

was sent to all the banks in Hong Kong and to the major 

corporations in July 2014. We received 179 replies which was 

a very encouraging participation rate. The survey talks about 

the kind of financial contracts used which cover loans, 

floating rate notes, interest rate swaps, and cross currency 

swaps. The respondents said the fixing arrangements are 

robust enough and they have confidence to use it for their 

product development. When asked about anticipated 

products in the near future, they mentioned futures, forward 

rate agreements (FRAs), overnight indexed swaps (OIS), 

interest rate options, swaptions, caps and floors.

We also asked who would be interested to trade RMB interest 

rates futures. Out of those 179 replies, 50 indicated interest 

to use futures to trade or hedge. To do hedging, we need 

market makers – that is a critical path. Indeed, of these 50 

respondents, 20 actually indicated interest to become 

market makers. That is a very encouraging response, even if 

only 10 do become market makers. The survey respondents 

also talked about one-month and three-month futures 

contracts, and suggested that we initially start these in Asia 

time zone, and to extend later to European and US time 

zones. Another interesting suggestion is to have continuous 

trading – i.e., no lunch times. However, we don’t know how 

market makers to respond to that. 
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Opportunities for CNH Interest Rate Product

MB: Jack, that’s fantastic, thank you for sharing these facts 

and figures with us. So, is there interest in the CNH HIBOR 

market or is it too early to develop this market?

JY: The most important issue is how we can generate liquidity 

that supports the process for seeking the right price. One of 

the solutions is to look at Eurodollar futures, the most liquid 

market for ways that we can develop futures products that  

can attract liquidity for such short-term interest rate products 

in a CNH HIBOR market.

When thinking of offshore CNH rates on the short-term side,  

it is a function of the interest rates liberalization process  

in China. 

Another question is whether CME Group can work with 

Shanghai futures exchange to develop similar CNY  

SHIBOR contracts. 

PL: I think the product is a very interesting idea and also it fits 

into the long term development of the interest rate market, but 

at the moment from our business point of view we haven’t seen 

a lot of interest in this product, mainly because even if we look 

at our portfolio, we don’t have a lot of floating rate risks. Loans 

on our trading book and in our commercial banking business 

are done at fixed rates, we have not seen a lot of demand for 

floating rate exposure at the moment. So it may take some 

time to develop.

MN: We see exactly the same thing in our business.

MB: Thank you. Question from the floor?

Liquidity at the Long End

Audience: Can the market experts talk a little bit about 

liquidity, the depth and trade development. Would you agree 

that the long end of the CNH market - beyond five years for 

example - is still one of the bigger weaknesses compared to  

the G3 currencies.

PL: We started trading long-dated products in the same 

space probably maybe a couple of years ago. At that time it 

was extremely difficult to manage the exposure; and so from 

a trading book point of view we would definitely be running 

a lot of curve risk. But similarly in this year when we did the 

business, we actually find it a lot easier to break down, or sell 

down the exposure very quickly. I do agree that they have to 

take some time for the volume to kick off. But at least you 

know from the transaction point of view, we’re not talking 

about a huge volume. If you do it like structured transactions 

or financing-related hedging on a deal by deal basis, it’s fairly 

manageable to hedge.

Growth of RMB as a global trade currency
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MN: I think the growth of the liquidity profile has mirrored that 

in many other commercial market currencies in that liquidity 

improves most significantly in the short end, and it slowly 

propagates out as the market becomes more comfortable 

taking that of long-dated risk, and as there is a better 

understanding of the short-term liquidity and how it can roll for 

that to occur.

JY: I think it is also part of the credit mitigation process 

especially for long-dated products. Other things like clearing 

and infrastructure are also key for long-dated derivative 

trading liquidity. This is particularly true today where there is a 

lot of regulatory changes.

Flashback to the First CNH Trade

MB: So before I close the panel discussion, I thought it would 

be interesting to ask this question. So what was it like in day 

one where the market first started to trade CNH? What was 

your first trade like?

MN: Back then, a lot of people could not even do the trade 

even if they wanted to, because CNH was not an ISO currency 

pair. Everyone was scrambling to get the IT and operation 

resources, while trying to get legal and compliance signoff. I 

think it is also very important to recognize that it has really 

only been about four years since then. Now people are doing 

yards of this without blinking

PL: It was a very interesting time. I still remember I had a lot 

of debate with people internally and externally about where 

this was going to head into. There were a lot of people that had 

significant doubts. And I still remember at the time looking 

at the market daily turnover at maybe 20 bucks, each ticket 

was one buck, two bucks. I think it took a lot of courage and 

vision at that time to actually push things through. And you 

believed in it, believed in the Chinese government, believed in 

the future of this currency, then people started to build up the 

infrastructure, got ready to trade in 2010 and early in 2011. For 

those who were actually ready in the first half of 2011, watching 

your competition not being ready, you actually reap a lot of 

benefits because the market started taking off in 2011, so I 

would say that was a very sweet victory. 

MB: Thank you very much to our esteemed panelists for your 

insights on this very interesting topic.
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