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China could be the first major economy to issue a CBDC. We first provide an historical overview of this project,
putting it in political perspective, then present its main features. We recall the strategic objectives put forward
by the People’s Bank of China (PBoC) for the e-Yuan, discuss them and ask whether other objectives may not
matter more. We conclude that the e-Yuan could be particularly useful for the Chinese government.

Table 1: Contribution of the e-Yuan to People’s Bank of China (PBoC) objectives

Objectives

Contribution

Doubtful or limited

Possible

Stated objectives

Efficiency of central bank
payment systems

Backup of retail payment
system

Supporting financial inclusion

Other possible objectives

Mass surveillance

Internationalisation of the
currency

Reining in the Big Techs

Substituting the private sector
in the supply of money

Supporting public finances
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1. Historical overview and political perspective

The PBoC claims a pioneering role in the work on CBDC, which it started as early as 2014. To put this work in a
political perspective, the PBoC states that “Since the 19th National Congress of the Communist Party of China,
following the guidance of Xi Jinping Thought on Socialism with Chinese Characteristics for a New Era, the PBoC
has made solid efforts to advance the pilot program of e-Yuan research and development. Adhering to market-
based and law-oriented principles while staying committed to people’s interest, the PBoC has advanced the
development of e-Yuan in line with China’s conditions through three stages: theoretical research, closed-loop
testing, and pilot application” (PBoC, 2022).

In 2016, the PBoC established the Digital Currency Institute and proposed the top-level designs and fundamental
features of e-Yuan (PBoC, 2021). At the end of 2019, the PBoC started pilot tests in four cities. Later on, pilot areas
were progressively expanded to cover 23 cities. In order to favor the adoption of the e-Yuan during these pilot
tests, many promotional campaigns were organised in the pilot areas, in particular with giveaways. An important
milestone was reached in January 2022, in the run-up of the Beijing Winter Olympics, with the availability of the
«e-Yuan pilot version» on Android and Apple, and shortly after on WeChatPay and Alipay. In the meantime, use
cases were progressively expanded, for example to the payment of public transportations, taxes, medical care,
public aids, etc.

As explained by Changchun Mu, Director General of the PBoC’s Digital Currency Institute (BIS, 2023) although
the e-Yuan will be legal tender, its use by citizens cannot be made mandatory, hence the need to make the e-Yuan
more appealing and user-friendly. That is why, since the launch of the e-Yuan pilot version early 2022, the PBoC
has released numerous versions of its App.

At the time of writing this article (October 2023), the e-Yuan was still in the pilot stage and no decision had been
announced regarding a timetable for a possible “go live” of the e-Yuan. But the stance of the PBoC is clear: “The
train has left the station. The PBoC believes that CBDCs will be the answer for the digital era” (Mu, 2022b).

2. Current situation
2.1 Some figures

According to the PBoC, at the end of June 2023, the pilot areas had (cumulatively) recorded 950 million e-Yuan
transactions for a total value of RMB 1.8 trillion ($ 250 billion), with 120 million wallets being opened. These
figures may look substantial but the total amounts held in e-Yuan still represent a small proportion of the
monetary aggregates: e-Yuan, which was included in MO from December 2022, accounted for only 0.16 % of it at
end-June 2023 (PBoC, 2023).

2.2 Main features

If it is officially launched, the e-Yuan would share many features with other CBDC projects: it would be a central
bank’s liability to the public, with legal tender, settlement upon payment, non-remuneration and no collection of
fees. Also, the e-Yuan would be based on a two-tiered architecture whereby the PBoC issues the e-Yuan to
authorized operators, and authorized operators distribute the e-Yuan to end users. The e-Yuan would have a dual
off-line payment function allowing payments to be made between two phones or two cards.
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To a certain extent more originally, the PBoC has adopted the so-called “loosely-coupled account linkage design”
which means that users could apply for e-Yuan wallets without opening a bank account (Mu, 2022b). According
to the concept of “managed anonymity (see below), different categories of wallets could be opened, with different
KYC levels. For instance, wallets of the lowest category (category 4) could be opened with only a mobile phone
number, but with relatively low amount limits: 2 000 yuans ($ 280) per transaction, 5 000 yuans per day and a
maximum balance of 10 000 yuans. Users could upgrade their wallets to an upper category by providing more
KYC information such as ID or bank account information (Mu, 2022a).

2.3 Cross-border use

Although the e-Yuan is so far designed for domestic retail payments, the PBoC states it will “actively respond to
initiatives of the G20 and other international organisations to improve cross-border payments, and explore the
applicability of CBDC in cross-border scenarios” (BIS, 2022). Referring to the concerns that a cross-border use of
the e-Yuan might raise, the PBoC has introduced three principles that “shall be observed before conducting any
CBDC cross-border experiments” (Mu, 2022b):

. No disruption: CBDCs supplied by one central bank should not disrupt other central banks’ currency
sovereignty and their ability to fulfill their mandate for monetary and financial stability.

. Compliance: cross-border payment arrangements with CBDCs should comply with the regulations of the
jurisdictions concerned.

. Interoperability: the development of CBDCs should enable interoperability between CBDC systems of
different jurisdictions as well as between CBDC systems and incumbent payment systems.

3. Strategic objectives the PBoC puts forward

The PBoC has put forward three strategic objectives (Mu, 2022b).

3.1 Improving the efficiency of central bank payment systems

However, the Chinese private retail payment system is already very efficient, in fact more efficient than in many
developed economies. In particular, QR-code real-time payments, accessible on a 24/7 basis, including offline,
have been available in most parts of the country since 2015, through the networks of Alipay and TenPay.

3.2 Providing a backup or redundancy to the retail payment system

The PBoC argues that AliPay and TenPay have become important retail payment infrastructures, so that any
failure, be it of a financial or technical nature, will dramatically impact payment system operation, and even
introduce systemic risks. However, the appropriate response to this oligopoly situation would rather seem to be
to introduce more competition in the payment services industry.

3.3 Supporting financial inclusion and equal access to digital payment

These are probably more valid motives, since the PBoC indicates that between 10% and 20% of the population
are unbanked or underserved. However, there are other ways than launching a CBDC to support financial

inclusion and equal access to digital payment, as the example of M-Pesa in Kenya has shown.

All in all, none of the three above-mentioned strategic objectives put forward by the PBoC seems fully compelling.

www.suerf.org/policynotes SUEREF Policy Brief, No 716 3



4. Other objectives?

There are five other possible motives for an e-Yuan. The three first ones listed below have received wide media
coverage; the two last ones are seldom mentioned.

4.1 Mass surveillance

The PBoC stresses that the e-Yuan system collects less transaction information than traditional electronic
payment systems and does not provide information to third parties or other government agencies unless
stipulated otherwise in laws and regulations. In reply to those who note that a phone number will easily allow to
access the identity of the users, the PBoC underlines that the Personal Information Protection Law, recently
enacted in China, prevents phone companies from communicating this information to e-Yuan distributors or to
the central bank. However, there are other ways of getting the names of telephone subscribers. Furthermore, if a
programmability of the e-Yuan was established, it could be used as an easy means of depriving some beneficiaries
of payments, such as those of social benefits, in their favour.

4.2 Internationalisation of the currency

Although, as a country, China has been the world leading exporter since 2009, only around a fifth of its foreign
trade is currently denominated in its currency and the share of the yuan in global official holdings of foreign
exchange reserves is close to 2%. The corresponding shares are respectively slightly less than a half for the euro
area and a little more than a fifth for the euro. So, it is unsurprising that the Chinese authorities should try to
internationalize their currency (Cipriani et al., 2023; Kumar, 2023). However, capital flow management measures
impose narrow limits to this internationalisation. The other main obstacles to the internationalisation of the
yuan, starting with the absence of both a genuine rule of law and of developed capital markets, would also remain
if an e-Yuan is launched. Nonetheless, the PBoC has been actively exploring the possibilities of a cross-border use
of CBDCs in the recent years, notably by participating in Project mBridge with the BIS Innovation Hub and the
Hong-Kong Monetary Authority, the Bank of Thailand and the Central Bank of the United Arab Emirates (BIS
Innovation Hub, 2022). The PBoC has also been partnering in the work of the G20 on CBDC interoperability for
cross-border payments (FSB, 2023). Through its participation in international projects and groups, China could
play a disproportionate role, in comparison with the one played by its currency on the international stage, in the
definition of international standards for CBDC. However, whether other countries, starting with the U.S., would
let China play such a role, is unclear. It is also not warranted whether having a « first-mover advantage » in being
the first major economy to launch a retail CBDC would give the Chinese currency a cutting edge over its
competitors to become a significant international currency. Indeed, Suarez and Lanzolla (2005) argue that
developing such a first-mover advantage is unlikely when ‘technology leads’ and very unlikely when ‘the market
gets rough’. Chorzempa (2021) notes that these two adverse conditions are met in the digital currency space.

4.3 Reining in the Big Tech firms

In the Chinese case, these would be the BATX (Baidu, Alibaba, Tencent, Xiaomi), especially Alibaba (which owns
AliPay) and Tencent (which owns TenPay). In fact, as indicated above, the biggest challenge for the BATX would
be to let competitors enter the markets they operate in, while making interoperability mandatory. However, such
a recourse to market pressures could run counter to the economic and political options of the Chinese
government.
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4.4 Substituting the public sector for the private sector in the issuance of money

This process is usually referred to as “disintermediation”, and involves the substitution of CBDC for deposits. This
risk largely explains why, in economies where the launch of a CBDC is considered, limits to individual holdings
and a zero interest rate on CBDC are envisaged. However, in the Chinese case, individual holding limits could be
set at pretty high levels, and even be illimited in the case of wallets of category 1 (Turrin, 2022).

4.5 Supporting the sustainability of public finances

Such an objective is very seldom mentioned for issuing a retail CBDC (see however, Pfister, 2022, 2023). It rather
appears in some studies as a by-product of issuing a CBDC (see e.g. Burlon et al., 2023). In fact, issuing a retail
CBDC should quasi inevitably have three positive effects on public finances. To start with, the production and
maintenance of a retail CBDC should be less costly than that of cash for which it would substitute. The second
effect is that the substitution of retail CBDC for cash could reduce tax evasion. The third effect would be that the
central bank would have to find an asset to invest in as a counterpart of issuing retail CBDC that would substitute
for deposits. An obvious choice would be public bonds. In turn, this increased holdings of public bonds offers the
government two advantages. Firstly, the government is financed for free to the extent that interests paid on the
public bonds held by central bank are fully returned to the government in the form of increased payments of
taxes and dividends. Secondly, insofar as the aggregate holding of CBDC by the public would most likely increase
in the medium to long run, as has been the case for cash in the past, this part of the public debt never has to be
redeemed and in fact increases as the use of CBDC expands.

5. Conclusion
Although its role in increasing social welfare would be unclear, especially in view of the already high-level in the

quality and quantity of payment services in China, the roll-out of a digital yuan could be useful for the Chinese
government, especially in pursuing objectives which are not officially put forward.
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