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As the top initiative developed by China against the backdrop of a new global economy pattern,
“One Belt One Road” breaks through the traditional concept about regional cooperation that
focuses on trade and investment facility. It supplies international public goods for Road countries,
provides new impetus for the still sluggish global economy, and provides new ideas and Chinese
solution to solve the current global trade difficulties and to maintain the position of multilateral
trade system. In the five key respects emphasized by “One Belt One Road” strategy including policy
co-ordination, facilities connectivity, unimpeded trade, financial integration and people-to-people
bonds, financial integration lends important support to “One Belt One Road” construction, which is
vital to the success of the policy.

Firstly, financial integration is of systematic importance

In the five key respects emphasized by “One Belt One Road” policy including policy co-
ordination, facilities connectivity, unimpeded trade, financial integration and people-to-people
bonds, financial integration is of systematic importance. The establishment of efficient and smooth
network of financial integration is essential to the success of “One Belt One Road” strategy.

In a word, financial integration is inextricably linked with policy co-ordination, facilities
connectivity, unimpeded trade, and people-to-people bonds.

First of all, financial integration is the basis for realizing facilities connectivity. The initial stage
of “One Belt One Road” strategy gave priority to facilities connectivity and established the basic
framework of Asian infrastructure connectivity backed by the transportation channels and the
economic corridors. Focusing on infrastructures such as transportation, electricity, communications
and other projects conducive to the improvement of people’s living standard along the Silk Road,
“One Belt One Road” strategy has carried out a series of key projects. According to comparative
advantage in the natural resources and labor costs in different Road countries, “One Belt One Road”
strategy promotes the construction of international transportation and accelerates the development
of high-speed railways to complement for the geographic disadvantage of some inland countries.
Construction of traffic network propels the solid growth of infrastructure investment along the Silk
Road and results in a large funding gap.

Secondly, the unimpeded trade brings forward higher demand for financial integration. The
construction of transportation infrastructure has promoted the exploitation and utilization of
resources and energy, which further promotes the all-round trade and service contacts along the
Silk Road, and continuously strengthens investment and trade cooperation in the region. It is
estimated that China’s trade with the Road countries will increase by more than 10% per annum
over the next ten years, and bilateral trade will reach nearly US$3 trillion, accounting for one third
of China’s total foreign trade. Financial integration plays an important role in facilitating investment
and trade, eliminating investment and trade barriers, and actively building free trade zones with
Road countries.
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Thirdly, financial integration is closely related to policy co-ordination. Road countries
encounter policy incompatibility, geopolitical risk, cultural and religious conflict, terrorism and
other risk factors in varying degrees. Therefore, policy co-ordination helps to build the Silk Road
into a road of peace. To promote political mutual trust and reach a new consensus of cooperation,
collaboration among governments and multi-level communication mechanism of macro policies are
needed. Commercial organizations also need to strengthen communications and negotiations when
participating in the construction of Silk Road to realize their function as cooperation platform.

Finally, People-to-people bond is the motivation for “One Belt One Road” strategy. Only by
strengthening cultural exchanges can the Silk Road countries develop through economic cooperation,
and build a solid public and social foundation. At present, great diversity exists in some Road
countries and thus greater efforts should be made in these countries.

Secondly, further enhance the service ability of diversified financing system of
“One Belt One Road”

In order to satisfy the “One Belt One Road” financing demand, China took a lead in establishing
major financial platforms, including The Asian Infrastructure Investment Bank (AIIB), The Silk
Road Fund, The BRICs New Development Bank and the Shanghai Cooperation Organization (SCO)
Development Bank to inject abundant liquidity into Silk Road construction. At present, AIIB has
provided US$1.7 billion loan for 9 projects of participating countries, while The Silk Road Fund has
invested US$4 billion. In addition, with the “16+1” financial holding company between China and
Central and Eastern European countries established, various types of regional financial institutions
have joined the “One Belt One Road” funds platform, further enhancing the representativeness of
this platform.

Newly established multilateral institutions focus on the infrastructure financing along the Silk
Road, and complement with The AIIB, The European Bank for Reconstruction and Development,
The World bank and The International Monetary Fund and other traditional multinational financial
institutions. These emerging multilateral institutions are becoming important international financing
and financial services platform, to provide financial support for the long-term development of Silk
Road, to improve regional infrastructure, and to achieve connectivity.

Recently, the Silk Road Fund adds 100 billion yuan, while the Export-Import Bank of China and
the China Development Bank add 380 billion yuan of special loans for supporting “One Belt One
Road” infrastructure construction and financial cooperation. This, to some degree, will enhance the
financial strength of The AIIB, The Silk Road Fund, various Sovereign funds and other emerging
multilateral development platforms.

“One Belt One Road” multilateral financial institutions cooperate with The World Bank and
other multilateral development institutions to promote related projects, and to jointly develop “One
Belt One Road” financing guidelines. These financing guidelines mean the mentioned multilateral
institutions can fully display their roles in leading the market, and to direct the commercial equity
investment funds and social funds to the construction of “One Belt One Road” key projects.

Thirdly, improve “One Belt One Road” financial arteries through market instruments

Albeit funds provided by The AIIB and The Silk Road Fund, “One Belt One Road” construction
still faces a huge funding gap. To ensure the sustainability of funding, it is necessary to expand
financial cooperation, to build a strong financing channel, and to expand the feasibility of cooperation
between The AIIB, The Silk Road Fund and the market-oriented financial institutions.



Therefore, it is also necessary to make “One Belt One Road” financing mode the important
connotation of the innovative Silk Road, to improve the “One Belt One Road” financial arteries, and
to provide vast room for Chinese financial industry to engage in the construction of Silk Road.

In order to meet the financial needs of “Going-Out” enterprises, China’s financial institutions
have set up branches in Road countries. By the end of 2016, 9 Chinese banks had set up 61 tier one
institutions in 25 countries. These financial institutions timely grasp the opportunities from overseas
mergers and acquisitions, capital operation, and foreign direct investment and etc. They provide
one-stop integrated financial services solutions, improve the success rate of projects, and finally
accumulate a lot of successful experience.

In the future, the further construction of financial arteries can be promoted from the following areas.

(1) Financial institutions can be encouraged to carry out overseas RMB funds business, and the
scale is expected to be approximately 300 billion yuan. Financial institutions can also provide new
currency alternatives for the existing financial products system, and to finance the infrastructure
projects along the Silk Road with syndicated loans, project loans and etc.

Relevant financial institutions will provide more diversified financial services for Silk Road
countries. Silk Road countries own abundant national resources such as oil and gas, with substantial
development value. Also, petrochemical industry, metallurgy and deep processing, mining,
machinery manufacturing and electronics industry face broad development opportunities. China has
signed capacity cooperation agreements with many countries, and a large number of key projects
have been launched. The Capacity Cooperation Fund established by China has been over hundreds
of billions of US dollars, which will give rise to the demands for financial services, and provide a
useful supplement for the innovative financing.

(2) Create a brand-new financing model. By fully leveraging the PPP model (public-private-
partnership), syndicated loans and infrastructure bonds, innovations can be achieved in investment
and financing models to promote cooperation between the governments and the public capitals. This
will help provide financing for various infrastructure projects along the Silk Road, and strongly
support investment and financing.

(3) Create an integrated financial services platform for “One Belt One Road” industrial parks
and the economic corridors. To promote the “One Belt One Road” platform, China has successively
set up a number of industrial parks in ASEAN, Central Asia, South Asia, and Eastern Europe.
Chinese banks provide credit support and develop comprehensive financial services programs to
qualified industrial parks and the park enterprises. Diversified financial products and asset allocation
tools can be provided, including foreign exchange and position squaring, interbank lending, bond
investment and clearing etc.

(4) Establish multi-level capital markets. To further deepen the “One Belt One Road” financial
market system, it is necessary to attract mature investment projects to list in the capital markets, to
issue infrastructure bonds and funds, and to create an international financing platform.

Recently, developments in regional debt market and Asian bond market can be expedited to
improve the “One Belt One Road” financing network system. By helping foreign government and
high creditworthy companies to issue RMB bonds onshore and helping qualified Chinese financial
institution to issue RMB bonds offshore, China can encourage RMB usage in Road countries. By
strengthening the construction of financial market system and the construction of investment and
financing channels for efficient resources allocation and superior risk management mechanism,
problems about shortage of funds and financing during the construction of Silk Road can be solved.



Fourthly, focus on key currency, and maintain the stability of
RMB in the global monetary system

“One Belt One Road” not only focuses on the key channels, key cities and key projects, but also,
in the financial level, focuses on key currency. Accelerating the organic integration of “One Belt
One Road” strategy and RMB internationalization strategy helps to further enhance the RMB’s
international usage and make RMB a critical regional currency, which can effectively make up for
the insufficient liquidity along the Silk Road and provide liquidity to the Road countries.

Due to the huge demand for funds from Road countries, increasing the usage of RMB can
provide more RMB denominated investment tools, and promote the development of financial
markets along the Silk Road. In the first quarter of 2017, China’s foreign investment amounted to
US$20.54 billion, 48.8% less than last year. Among them, Chinese enterprises invested US$2.95
billion in 43 Road countries, accounting for 14.4 percent of Chinese firms’ total outbound investment
and representing an increase of 5.4 percentage points over the same period in previous year. Chinese
enterprises signed 952 project contracts with 61 Road countries with a turnover of US$14.39 billion,
nearly half of the total value of contracts in Q1. Obviously, influx of Chinese capitals to the Silk Road
provides a rare opportunity for the promotion of RMB circulation in the local market. At present,
the RMB is mainly used for loans and settlement etc. It is expected that with the economic growth
and wealth accumulation, a variety of institutions, enterprises and individuals are willing to hold
diversified assets in RMB. The surging demand for RMB asset management will shift the function
of RMB to offshore lending, offshore bonds, exchanging, financial derivatives and hedging tools.

The developments of investment, as well as trade, between China and Belt and Road countries
provide new room for international currency cooperation. The People’s Bank of China has entered
currency swap agreements with many offshore monetary authorities, including 21 countries along the
Belt and Road. Moreover, 6 Belt and Road countries have been authorized RMB Qualified Foreign
Institutional Investor (RQFII) quota.

The construction of clearing network is essential for promoting the RMB usage along the Belt
and Road. At present, seven countries along the region, such as Malaysia, the Philippines, Thailand,
Indonesia, etc. expand the coverage of the RMB clearing through utilizing the RTGS in Hong Kong.
After launching the Cross-Border Interbank Payment System (CIPS), it will gradually optimize the
RMB clearing system in the Asia-Pacific region with higher efficiency and convenience. As a result,
it will propel the RMB usage by banks and corporations in the ASEAN, supporting the growth of
RMB clearing scale. The RMB usage can fulfill liquidity needs along the Belt and Road, which
helps ease tightening liquidity condition.

To propel the RMB usage along the Belt and Road, we should explore the possibility of
establishing energy-related financing market, in order to confront the challenge of volatile energy
price in global market and enhance energy safety. Furthermore, we should seize opportunities to
develop the Petro-RMB, expanding the use of RMB in petroleum price fixing and transaction.

The 2017 Government Work Report stated “to persist with liberalization in the foreign exchange
market and to maintain the RMB’s stable status in global monetary system”. Apparently, the
ultimate goal of the RMB internationalization is to provide new products and solutions to address
the drawbacks under existing global monetary system, which is dominated by the US dollar. With
deepening integration between China and global financial system, China has to undertake more
responsibilities for maintaining global financial stability.

Following the inclusion of RMB into the SDR, the systematic dividend will be gradually
unleashed. While the depth and breadth of the RMB market is increasing, central banks and
sovereign institutions become more willing to hold RMB assets. The RMB will play a more active
role in global financial governance now that it has become a critical regional currency along the Belt
and Road.
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