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Abstract

This article discusses the specifics of the formation of the PRC payment system. China is one
of the most important players on the economic world stage of this century. At this stage, for the
viability of the entire economic system of the world, it is necessary to understand how certain
economic mechanisms are arranged in China in order to be able to predict the path of economic
development. The purpose of the work is to study the features of China's modern payment system
and highlight its main components. The research methods were secondary analysis and synthesis
of data from official sources, scientific works of Chinese and Russian authors, as well as the use
of the snowball method for the analysis of statistical information. The result of the work was the
identification of the stages of reforming the banking sector in China. The novelty of the work lies
in a detailed analysis of the strategic approach of the PRC leadership to the organization of the
national payment system. The purpose of the article is to provide an up-to-date analysis of the
current economic processes taking place in China, which can help other researchers. The structure
of the study consists of an introduction, three analytical paragraphs that reveal the historical
context, the current state and the main trend for the future development of the payment system in
China, and a conclusion.
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Introduction

At the turn of the 20th and 21st centuries, major changes associated with a significant strengthening
of China's position became clearly visible in the development of the world economy. Consistently and
gradually implementing economic reforms, the country has achieved obvious success in various areas,
including the adaptation of a huge national economy to the processes of globalization. The PRC has
become a major producer and exporter of a wide range of goods, from textiles to sophisticated
machinery and information technology. The ongoing modernization of China's economy is of great
interest to politicians, business circles and economic researchers. This interest is strengthened by the
sharp intensification of China's foreign economic relations observed in recent years. Because of the
rapid growth of exports and imports, China is becoming an increasingly influential subject of
international economic relations, exerting a growing influence on the conjuncture of individual
commodity markets, the international monetary system, and the economic situation of partner
countries.

Ensuring sufficiently high rates of stable economic growth is one of the priorities of the socio-
economic development of any state. For this reason, in the context of the global economic downturn as
a result of the global crisis, the issue of effectively resuming this growth and making it sustainable in
the context of the emerging new global post-crisis economy seems to be very relevant for almost all
countries.

The problem considered in this article is the specifics of the development and formation of China's
payment system over the past decades. The strategy chosen by Chinese banks is relevant for research
in the face of accelerating digitalization of the entire global economic system.

Background and context

2023 year will mark the 45th anniversary of China's "opening up" reform, during which time the
country has become a growth marvel and the world's first largest economy. As reforms continue,
including the liberalization of the financial and external sectors, monetary policy will receive increasing
attention. Changes in monetary policy help the domestic economy grow and stabilize, and increasingly
have global repercussions. However, it is necessary to remember how far China has gone to its current
success.

The first mention of the significant role of banks in the socio-economic development of China,
including the circulation of the first paper money, dates back to the reign of the Tang Dynasty (618-
907) [Human Development Reports, www]. For a long time, the basis of the activities of Chinese
financial institutions was the conduct of payment transactions and customer settlements, however, with
the advent of representative offices of European banks in the country in the 19th century received their
development operations to attract deposits and lending. During the Golden Decade (1928-1937), the
main activities of China's commercial banks coincided with the dynamics of banks in developed
countries, which played a key role in financing national industry and agriculture.

Immediately after the revolution of 1949, the assets of commercial banks were nationalized and
transferred to the control of the People's Bank of China, while all the powers to manage the finances of
economic entities were centralized in the Ministry of Finance. In the 1950s, The People's Bank of China
was actually assigned the functions of a central bank (including money issue and monetary policy), a
national treasury, and the only bank that carried out all financial transactions in the country [China
economic indicators, www]. Initially, the activities of the People's Bank of China resembled the work
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of a state agency that accumulated free financial resources in the economy and provided loans to
enterprises and organizations in accordance with the direct directives of the Ministry of Finance and
the Planning Committee.

As part of measures to modernize socio-economic relations in the late 1970s. It was decided to
limit the scope of activities of the People's Bank of China and the need to create specialized banks in
the main sectors of the national economy. The “big four” banks established during this period (China
Construction Bank, Agricultural Bank of China, Industrial and Commercial Bank of China, as well as
the Bank of China, which limited its activities in the field of foreign trade operations) formed the current
basis of the country's banking system, along with rural credit cooperatives [Li Kegiang, 2018].

The lack of market competition and management motivation system, the directive nature of lending
led to the low efficiency of banks in terms of risk management, liquidity, as well as credit analysis and
monitoring of borrowers. In this regard, in 1985, banks received greater decision-making autonomy;
they were allowed to compete with each other in attracting savings from the population. To stimulate
the participation of banks in the development of the economy, the government and the People's Bank
of China annually formed a national credit plan. Initially, banks were required to comply with
individually set national plan lending quotas, which were later replaced by indicative benchmarks for
expected lending volumes.

To increase the role of the banking system in the development of the economy, several significant
reforms were initiated in the 1990s. In particular, they allowed the creation of new commercial banks,
the founders of which, along with regional authorities, could be enterprises and individuals. In
accordance with the law on the People's Bank of China adopted in March 1995, the latter received full
independence in the field of monetary policy, including the right to impose interest rate limits on
commercial banks and control the functioning of financial markets [China won’t resort..., www].

Through the May 1995 Commercial Banking Act, the Big Four banks, which had begun operating
on a full commercial basis, were relieved of their obligation to direct lending to government priority
projects. At the same time, credit cooperatives received the right to reorganize into commercial banks.
In addition, the government created three development banks specialized in investment projects in
priority and innovative sectors, and allowed the creation of urban credit cooperatives.

The Asian financial crisis of 1998 had a major negative impact on the rapidly growing Chinese
economy, which resulted in an increase in overdue loans on banks' balance sheets to 30% of total assets.
To improve the health of the Big Four banks, the government recapitalized them, and transferred non-
performing assets to the balance sheets of specially created investment companies. However, it is not
known exactly which of the reforms led to an increase in the efficiency of Chinese banks. A. N. Berger,
I. Hasan, M. Zhou in their study argue that the implementation of the above sectoral reform, as well as
the reduction of the state share in the capital of banks and the increase in the share of foreign investors,
significantly increased the operational efficiency of Chinese banks [Zhou Jichang, 2013]. X. M. Fu, S.
Heffernan argue that such results were not stable and efficiency fell in 1985-1992, which resulted in
reforms in the banking sector in 1995 [Lee Gangway, 2011]. C. Jiang, S. Zhang note that the
participation of foreign shareholders in the capital of the bank played a positive effect in the end
[Matthews, 2010]. C. Jia, in turn, argues that the key factor was the introduction of international
standards (Basel 1 and Basel 2), which generally positively influenced the improvement of the risk
management system [Jiang Zemin, 2011].

Since 2000 China is pursuing a policy aimed at easing restrictions on access to the financial market
of private and foreign companies, and in 2004, a major international bank HSBC acquired a stake in
Bank of Communications for the first time. In 2005-2006 The government successfully completed
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initial public offerings of China Construction Bank, Industrial and Commercial Bank of China, and
Bank of China on the Shanghai and Hong Kong stock exchanges. In connection with the end of the
transitional period of accession to the WTO, the Chinese Government allowed the limited activity of
foreign banks in the country [The 50th Statistical Report..., www].
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Source: compiled by the authors
Figure 1 - Three Stages in the History of China's Banking Reforms

Figure one shows the three stages of development of the Chinese banking industry listed above.
Figure one shows the above three stages in the development of China's banking industry. As you can
see, the last stage started in 2000 and is still going on.

The current state of the payment system in China

The creation of China's electronic interbank payment system began in 1989. In 1991, the system
began to operate in the country's seven largest cities. The central element of the system was the National
Clearing Center, which was opened in Beijing. Since 1995, with the assistance of the central banks of
five countries (Japan, USA, Great Britain, Germany and Switzerland), the development of a new China
National Advanced Payment System (CNAPS) has begun.

In 2002, the system was put into operation with the assistance of the Japanese company NTT
DATA Corporation. In the same year, 2,160 branches and divisions of the People's Bank of China
(Central Bank of China) were connected to the system. Since 2013, the second generation of the China
National Advanced Payment System (CNAPS2) has been in operation.

Figure 2 shows the structure of China's national payment system today. The system consists of four
main complementary elements, namely China National Advanced Payment System (CNAPS2),
Regional payment systems, China's unified national card system, Internal Settlement System between
Commercial Banks.

The concept of a unified national card system appeared in 1993, when the Golden Card project was
developed. Then Chinese President Jiang Zemin actively supported the project. The modern card
payment system China UnionPay is in many ways a continuation of the development of the Golden
Card project [Chinese Central Bank..., www].

China's national payment system CUP was established at the initiative of the State Council and the
People's Bank of China. All outlets work through this payment system, since all ATMs are connected
to it. Foreign commercial banks issuing payment cards are required to use the Chinese payment system
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for RMB payments. Under Chinese law, it is forbidden to conduct transactions in national currency
using cards of foreign payment systems, as well as to issue cards of international systems separately
from the national one. Therefore, international payment systems are forced to issue only joint payment
cards with UnionPay. Thus, the competent organization of card transactions is of great importance in
the development of international currency payments.

China National
Advanced Payment
System (CNAPS2)

Regional payment China's unified
systems national card system

Internal Settlement
System between
Commercial Banks

Figure 2 - The structure of China’'s national payment system. Source: compiled by the authors

Currently, the People's Bank of China has launched a new global interbank payment system (CIPS),
which aims to increase the liquidity of the yuan in global financial markets. The system should
significantly reduce costs and data processing time. The main task of CIPS is to ensure payment for
cross-border transactions, direct investments, as well as loans and individual money transfers. The CIPS
system intends to use the same messaging format as other global payment systems (for example,
SWIFT).

Table 1 - Comparative analysis of CUP and CIPS

Comparison criteria China
P CuP CIPS

Date of establishment 2002 2015
Functi National payment system, all | Increasing the liquidity of the yuan

unction . : . . .

essential functions in global financial markets
Numb(_er of participants: 79 1341 (76 —direct participants, 1265
countries L e
R 300 — indirect participants) over 3000
institutions
P System for the internationalization

Position in the market Monopoly payment system of the use of the yuan

Source: compiled by the authors

Table 1 shows a comparative analysis of the two most popular Chinese payment systems CUP and
CIPS. As you can see, the CUP payment system performs all the basic necessary functions; therefore,
it occupies a monopoly position. CIPS is engaged in services that are more specific and has a lower
degree of market mastery. CIPS was conceived and created to really increase the efficiency and reduce
the cost of RMB transactions. Thus, it helps to move SWIFT-enabled funds to transfer RMB across the
border.

Thus, we can single out the leading payment system, CUP. CUP is becoming an international
payment system and has a number of advantages over its competitors, including lower tariffs, a simple
and transparent tariff policy, and a constant expansion of the geography of its presence.
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Digitalization is the main trend

Thus, we can single out the leading payment system, CUP. CUP is becoming an international
payment system and has a number of advantages over its competitors, including lower tariffs, a simple
and transparent tariff policy, and a constant expansion of the geography of its presence.

The rapid development of the digital economy both globally and especially in China in recent years
was catalyzed by the impact of the COVID-19 pandemic in 2019-2022. In 2022, CNNIC (China
Internet Network Information Center) published a report that about 840 million users shop online. This
has had a significant impact on current economic growth patterns, as well as the conditions for the
functioning of markets and, in particular, the market for banking and financial services.

Since 2018, China has become the world leader in fintech investment, reaching $25.5 billion. In
2019, the market value of China's fintech sector was 375.3 billion yuan (59.2 billion US dollars), or
more than 35% of GDP. It is worth noting that the awareness of the importance of digitalization in the
banking and financial sector has occurred not only in the commercial banks themselves, but also at the
highest political level of the PRC, as a result of which the government is also actively engaged in
promoting the goals of the digital economy in the banking system at the legislative, regulatory and
administrative levels.

The PRC is already a de facto cashless economy in a number of areas, for example, most payments
are made through mobile phones and electronic payment platforms such as WeChat Pay and Alipay.
The volume of this market is colossal, so, according to the People's Bank of China, in 2021, 439.5
billion non-cash payment transactions were made in the country for a total of 4416 trillion yuan (about
670 trillion dollars), which is 10.7 and 3. 4 times more than ten years ago.

A particularly large potential remains in China for digital banking, including due to the historically
insufficient coverage of the population (especially in remote and underdeveloped so-called inland
regions of the country) with traditional financial services.

The result of China's active efforts in the digital transformation of the financial sector may be that
by 2026, China will be the world's largest digital banking market, which will account for up to 25% of
the total number of digital banking users in the world (2.5 billion people in 2021 year and up to 4.2
billion people by 2026).

All of the above indicates serious prospects for the development of Chinese payment systems in
the context of international cashless payments. The Western market has long been occupied by Visa
and Mastercard payment systems, the possibilities for CUP development there are limited only by
facilitating the use of Chinese CUP cards for Chinese citizens, so the prospects for the development of
CUP in other markets, for example, the Asia-Pacific region, Latin America, the CIS, are much wider.

Conclusion

Now China is developing quite rapidly, every year more and more expanding its influence on the
world economy. The payment system in this process plays an important role, largely determining
further development. Therefore, in order to predict the further development of the situation and its
possible ways, it is necessary to understand the features of the Chinese payment system and their
origins. The Chinese payment system followed a special path of development, which left its distinct
mark on it. Therefore, for example, we must not forget that the Chinese economy was a command
economy for a long time, and therefore the state continues to play a large role in China's payment
system, although in recent decades, its role has gradually decreased to that of other countries. The
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problems of China's financial and economic system, exposed in the course of the development of the
crisis phenomena, require their prompt solution. For example, further reforms of the banking system
are vital before the risks associated primarily with the increased influence of shadow banking and soft
budget constraints in large companies become too serious to shake the entire global economic system,
causing the most painful crisis, including in as a result of the events of the past two years.

References

1. Brau C. (2014) Regulatory reforms and convergence of the banking sector: evidence from China. Managerial Finance,
40, 10, pp. 956-968.

. China economic indicators. Available at: https://ru.tradingeconomics.com/china/gdp [Accessed 12/12/2022]

3. China won 't resort to massive monetary stimulus next year. Available at: https://www.cnbc.com/2018/12/25/china-wont-

resort-to-massive-monetary-stimulus-in-2019-pboc-advisor.html [Accessed 12/12/2022]

4. (2022) Chinese Central Bank Calls for Strengthening Regulation of Big Payments Platforms, Legislation for Non-bank
Payments Companies. Available at: https://www.chinabankingnews.com/2022/09/18/chinese-central-bank-calls-for-
strengthening-regulation-of-big-payments-platforms-legislation-for-non-bank-payments-companies/ [Accessed
12/12/2022]

. Human Development Reports. Available at: http://hdr.undp.org/en/data [Accessed 12/12/2022]

. Jiang Zemin (2011) Report Delivered by Jiang Zemin at the 15th National Congress of the Communist Party of China
on September 12, 1997. Beijing.

. Juniper Research. 2022. Digital Banking: Market Forecasts for Banking-As-A-Service, Open Banking & Digital
Transformation 2021-2026. Awvailable at: https://www.juniperresearch.com/researchstore/fintech-payments/digital-
banking-trends-report [Accessed 12/12/2022]

8. Lee Gangway (2011) Currency banking. Guangzhou.

9. Li Kegiang (2018) Report on the Work of the Government. National People's Congress. Beijing, 2018.

10. Matthews K. (2010) Bank productivity in China 1997-2007: measurement and convergence. China Economic Review,

21, 4, pp. 617-628.
11. Qian Zhou (2022) China Briefing. A Close Reading of China’s Fintech Development Plan for 2022-2025. Available at:

N

o o

~

https://www.china-briefing.com/news/a-close-reading-china-fintech-development-plan-for-2022-2025/ [Accessed
12/12/2022]
12. The 50th Statistical Report on China’s Internet Development. Available at:

https://www.cnnic.com.cn/IDR/ReportDownloads/202212/P020221209344717199824.pdf [Accessed 12/12/2022]
13. Zhou Jichang (2013) Macroeconomics. Zhejiang University Press.

Ocobennoctu popMupoBaHUsI COBPEeMEHHOI MuaTe;kHOM cucTeMbl Kutasn

Jly Caii

CryneHr,

Poccuiickuit yHuBepCcHTET IPYy>KOBI HAPOJIOB,

117198, Poccuiickas @enepauunsi, Mocksa, yi. Mukinyxo-Maknas, 10;
e-mail: 1032218954@rudn.ru

I'aBaoBckas I'aauna BajeHTuHoBHA

Kanaunar s5kOHOMHUYECKUX HAYK, TOLEHT,

Poccuiickuii yHuBepcuTeT ApyxObl HAPOIOB,

117198, Poccuiickas @enepaunsi, Mocksa, yi. Mukinyxo-Maknas, 10;
e-mail: gavlovskaya-gv@rudn.ru

Sai Lu, Galina V. Gavlovskaya



Management 275

AHHOTanUA

B nanHo#t crarbe paccmarpuBaercs crnenudrka ¢popMmupoBaHus riaTexHo cucrembl KHP.
Kutaii aBnsieTcs ogHUM W3 BaXHEWUIIMX WUTPOKOB HAa MHUPOBOM IKOHOMHYECKOH apeHe B 3TOM
crosetud. Ha panHOM »9Tame s >KU3HECIOCOOHOCTH BCEH IKOHOMHYECKOW CHCTEMBI MHUpa
HE00X0IMMO MMOHUMATh, KaK YCTPOCHBI T€ WIIM WHBIC SKOHOMHYECKHE MeXaHu3Mbl B KuTae, 4To0bI
HMMETb BO3MOKHOCTh IIPOTHO3UPOBATH MMYTH IKOHOMUYECKOTO pa3BUTHUA. Llenab paboThl — U3yUUTH
0COOCHHOCTH COBPEMEHHOM IJIATeKHOM CUCTeMbl KuTas v BBIIEIHUTH €€ OCHOBHBIE COCTABIISIONINE.
MeTogamMu WCCIEOBaHUs CTaJM BTOPUYHBIA aHAM3 W CHHTE3 JaHHBIX W3 O(UIHATHHBIX
HMCTOYHHKOB, HAYYHBIX PAOOT KUTAUCKUX U POCCHICKHUX aBTOPOB, a TAK)KE MCIIOJIb30BAHHE METO/1a
CHEXHOTO KOMa /Ul aHaJlu3a CTAaTUCTUYECKOW WHpopManuu. PesynbTaTomM pabOThI CTalIO
BBISIBIICHHE ATanoB peopmupoBaHusi 6aHKOBCKoOro cekropa Kurtas. HoBuszHa paboThl 3akitouaeTcs
B JICTAIBHOM aHAJIM3€ CTpaTErn4eckoro noaxoaa pykosoacrsa KHP x opranusanyy HannoHanbHOM
MIaTeXHOM cucTeMsbl. Llenb cTaThu — MpeI0CTaBUTh aKTyalbHbBIN aHAIN3 TEKYIUX S9KOHOMUYECKHUX
npoieccoB, mpoucxoasmux B Kurtae, KOTOpbI MOXET MOMOYbL JIPYTrUM HCCIIETIOBATEIISM.
CtpykTypa WHCCIEIOBaHHUS COCTOUT W3 BBEICHHS, TpeX aHAIMTUYECKUX maparpados,
PACKpBIBAIOIIUX HCTOPUYECKUNA KOHTEKCT, COBPEMEHHOE COCTOSHHE W OCHOBHYIO TEHICHIHUIO
JaJbHEUIIIETro pa3BUTHUS IUIATSKHOW cucTeMbl KuTas, v 3aKkiiroueHus.
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