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Abstract
The current practice of RMB internationalization seems departure from the former considerations.
First, in the process RMB settlement in the cross-border trade, our exposure to the risk of U.S.
dollar is increasing rather than decreasing as we hoped before; second, the sluggish offshore
market comparing with fast accumulation of RMB deposit in Hong Kong leads to a latent but
strong appeal for opening up capital account of mainland. This paper takes lessons from Japanese
Yen’s internationalization to highlight the reasons for the failure of “trade settlement & offshore
market/opening up capital account” model: first, in addition to political, military causes and
underdeveloped domestic financial market, the fundamental factor for the difficulty of use of Yen

in trade settlement is the noncompetitive non-financial business and lack of influencing



multinational corporations; second, quickly opening up of capital account before literally domestic
financial reform results in a “re-lending game”™ between the onshore and offshore market which is
the critical cause for 1990 bubble crisis and decades of economic slump. “History is the mirror for
rise and fall”, as an old Chinese saying goes. This paper concludes with a policy suggestion:
before completion of domestic financial reform, RMB internationalization should adopt the model
of “capital output & development of multinational corporations” which is gradual but tried and
true.
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