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Foreword

The international role of the euro remained broadly stable in 2023. The share of the
euro across various indicators of international currency use tracked in this report
remained above 19%, close to the average since its introduction in 1999. And the
euro remained the second most important currency globally.

This stability was notable in an environment of still-elevated global inflationary
pressures and tight monetary policies among major central banks, which led to higher
relative interest rates on some of the main international currencies. Geopolitical
tensions, such as Russia’s unjustified war against Ukraine and the tragic conflict in
the Middle East, also continued to raise risks of a more fragmented international
monetary system.

Although the data so far show no evidence of substantial changes in the use of
international currencies, we need to remain vigilant to any cracks that start appearing.
Some countries are increasingly seeking to use units other than the major invoicing
currencies for international trade as well as alternatives to traditional cross-border
payment systems. The accumulation of gold as a reserve asset has continued, most
notably in countries closely linked to Russia, as well as official investments in
non-standard reserve currencies. Overall, this suggests that the international
currency status of the euro should not be taken for granted.

This changing landscape increases the onus on European policymakers to create the
conditions for the euro to thrive. Its international role is primarily supported by a
deeper and more complete Economic and Monetary Union (EMU), including
advancing the capital markets union (CMU), in the context of the pursuit of sound
economic policies in the euro area. The Eurosystem supports these policies and
emphasises the need for further efforts to complete EMU. Deeper European
economic and financial integration, together with enhancements in cross-border
payment systems between the euro and other currencies, will be pivotal in increasing
the resilience of the international role of the euro in a potentially more fragmented
world.

The ECB will continue to monitor developments and publish information on the
international role of the euro on a regular basis.

Christine Lagarde
President
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Main developments

This 23rd annual review of the international role of the euro presents an overview of
developments in the use of the euro by non-euro area residents in 2023. This was a
year that saw continuing geopolitical tensions, increases in policy interest rates and
inflation declining from high levels in major advanced economies.

On balance, the international role of the euro remained broadly stable in 2023.
A composite index of the international role of the euro — computed as a simple
arithmetic average of the share of the euro across a broad range of indicators —
decreased by 0.7 percentage points (p.p.) in the year to the fourth quarter of 2023 at
constant exchange rates, while it remained broadly stable at current exchange rates,
at above 19%. The resilience of the international role of the euro in the past decade
stands in contrast with the decline in the share of the euro area in global output
(Chart 1). The euro remained well established as the second most important
currency in the international monetary system (Chart 2).

Chart 1
The international role of the euro remained broadly stable in 2023

Composite index of the international role of the euro and share of the euro area in global GDP
(percentages; at current and constant Q4 2023 exchange rates; four-quarter moving averages)
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Sources: Bank for International Settlements (BIS), International Monetary Fund (IMF), CLS Bank International, lizetzki, Reinhart and
Rogoff (2019) and ECB calculations.

Notes: Arithmetic average of the shares of the euro at constant (current) exchange rates in stocks of international bonds, loans by banks
outside the euro area to borrowers outside the euro area, deposits with banks outside the euro area from creditors outside the euro area,
global foreign exchange settlements, global foreign exchange reserves and global exchange rate regimes. For the period since 2010,
estimates of the share of the euro in global exchange rate regimes are based on IMF data; pre-2010 shares are estimated using data
from lizetzki, E., Reinhart, C. and Rogoff, K. (2019), “Exchange Arrangements Entering the Twenty-First Century: Which Anchor will
Hold?”, The Quarterly Journal of Economics, Vol. 134, Issue 2, May, pp. 599-646. The latest observation is for the fourth quarter of 2023.
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Chart 2
The euro remained the second most important currency in the international monetary
system

Snapshot of the international monetary system
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Sources: BIS, IMF, CLS Bank International, lizetzki, Reinhart and Rogoff (2019) and ECB calculations.

Notes: The latest data on foreign exchange reserves, international debt, international loans and international deposits are for the fourth
quarter of 2023. Foreign exchange turnover data as of April 2022. *Since transactions in foreign exchange markets always involve two
currencies, foreign exchange turnover shares add up to 200%.

The share of the euro in global official holdings of foreign exchange reserves
decreased in 2023. In the review period, the share of the euro in global foreign
exchange reserves decreased by one percentage point at constant exchange rates
(and by almost half a percentage point at current exchange rates) to 20%, levels last
seen in 2020 (blue line in Chart 3, panel a, Table 1 and Table Al in the statistical
annex). By contrast, the shares of the US dollar, Japanese yen and other
non-traditional reserve currencies increased. The share of the US dollar increased
marginally at constant exchange rates by 0.3 p.p. to 58.4%, remaining close to recent
lows. The share of the yen increased slightly by 0.6 p.p. to 5.7%, whereas that of the
Chinese renminbi declined by 0.2 p.p. to 2.3%, close to 2020 levels.! Box 1 provides
further evidence on global investments by sovereign wealth funds and their
purchases of equity stakes over the past two decades. It shows that the share of
euro-denominated equities accounted for only around 9% of such investments, about
half the share of the euro in global foreign exchange reserves.

The diversification of global reserve portfolios into non-traditional reserve
units continued. The share of reserve currencies other than the US dollar and the
euro increased by 0.4 p.p. at constant exchange rates in 2023. At above 20%, it now
surpasses the share of the euro, pointing to the growing importance of non-standard
units in global official portfolios, which, beside the Chinese renminbi, include the
Australian dollar, the Canadian dollar and various other currencies, such as the

1 It should be noted that “renminbi” is the name of the official currency of the People's Republic of China,
whereas the basic unit of the currency is the “yuan”. The term “yuan” is also used to identify the Chinese
currency, in particular in the media.
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Korean won, the Singapore dollar, the Swedish krona and the Norwegian krone (see
the red line in Chart 3, panel a).2

Chart 3
Declining share of the euro in global foreign exchange reserves accompanied by net
sales of euro-denominated reserve assets

a) Shares of selected currencies in global b) Decomposition of changes in the shares of
foreign exchange reserves the main reserve currencies in 2023
(percentages; at constant Q4 2023 exchange rates) (percentage points and percentage point contributions)
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Sources: IMF and ECB calculations.
Notes: The latest observation is for the fourth quarter of 2023. The valuation effect for currency i between period t and t — 1 can be

expressed as: V, = 2=t (1 +kie19i0) — Ri-1 \vhere R is reserve assets held, FX is the bilateral exchange rate against the US dollar,
FXie ! ! FXije1

k is the share of reser\}es held as securities and g is the average total return on the security portfolio between periods ¢t — 1 and ¢.
Subtracting this value from the actual change in the level of reserve assets gives the approximate net purchases in period t.

In absolute terms, after accounting for valuation effects, euro-denominated
reserve assets are estimated to have declined in 2023. Considering all currencies,
official reserve managers held about €11.2 trillion (USD 12.3 trillion) in total foreign
exchange reserves at the end of 2023, slightly more than in 2022. However,
estimates by ECB staff suggest that, after accounting for valuation effects, official
reserve managers were net sellers of euro reserve assets, to the tune of around €100
billion. Instead, they purchased reserve assets denominated in US dollars, Japanese
yen, Australian dollars and Canadian dollars (see the green bars in Chart 3, panel
b).2 In particular, there were purchases of yen-denominated reserve assets by official
investors, presumably aimed at offsetting the yen’s depreciation over the review
period.

The net sale of euro-denominated reserve assets can be ascribed to some
extent to transactions by large holders of euro reserves. Investment decisions by
large official holders of euro-denominated reserves, such as the Swiss National Bank

2 For more details, see Arslanalp, S., Eichengreen, B. and Simpson-Bell, C. (2022), “The stealth erosion of
dollar dominance and the rise of non-traditional reserve currencies”, Journal of International
Economics, Vol. 138, No 103656, September, and Arvai, K. and Coimbra, N. (2023), “Privilege Lost? The
Rise and Fall of a Dominant Global Currency”, Working Paper, No 932, Banque de France, December.

3 The estimates follow a methodology discussed in den Besten, T., Ferrari Minesso, M. and Habib, M.
(2023), “Valuation effects and rebalancing of official foreign exchange reserves”, The International role of
the euro, ECB, June 2023.
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(SNB), have a significant influence on the share of the euro in global foreign
exchange reserves. In 2023 the share of the euro in the foreign exchange reserves of
the SNB remained stable at 37%. However, the SNB intervened in support of the
Swiss franc during the review period, resulting in a decline in overall foreign
exchange reserve holdings.* ECB staff estimates suggest that SNB holdings of
euro-denominated reserves declined by €35 billion — accounting for around a third of
global net sales of euro by official managers in 2023.5 The importance of large official
holders of euro-denominated reserves can also be seen from a decomposition of
changes in the share of the euro in foreign exchange reserves at country level into
three components: (i) shifts in preferences that changed the share of the euro in the
foreign exchange reserves of countries disclosing the currency composition of their
foreign exchange reserves; (ii) wealth effects, which account for changes in total
reserves held by official investors; and (iii) a residual term which captures a mix of
shifts in preferences and wealth effects in countries that do not disclose the currency
composition of their foreign exchange reserves.® Chart 4, panel b, shows the results
of this decomposition from 2015 to 2021, a period for which data on the currency
composition of foreign exchange reserves is available for a relatively large sample of
countries.” The 1.5 p.p. increase in the share of the euro over this period was driven
by large wealth effects (9 p.p.) reflecting the accumulation of reserves by Switzerland
and Russia, by far the two largest holders of euro-denominated reserves, each
holding around 40% of their total foreign exchange reserves in euro, which is about
twice the average share globally. In contrast, shifts in preferences point to a reduction
in the appeal of the euro in the remaining countries between 2015 and 2021 — this
factor contributed negatively (-1.5 p.p.) to the share of the euro. The residual term
also contributed negatively (-6 p.p.). Holdings of reserves in euro of the Central Bank
of Russia accounted for around 8% of global reserves in euro before they were
immobilised in 2022. This suggests that sanction-related measures might be relevant
to the share of the euro in global foreign exchange reserves going forward.

4 According to the SNB, interventions in the foreign exchange market to defend the Swiss franc resulted in
sales of CHF 133 billion (€137 billion) of foreign exchange. See Swiss National Bank (2024), “Annual
report 2023”, March, pp. 14 and 94.

5 The end-of-year exchange rate of the euro against the Swiss franc was used to estimate SNB holdings of
euro in 2022 and 2023. The estimated change in SNB euro holdings does not account for bond price
effects. For a discussion of the methodology for estimating net purchases, accounting for valuation
effects, see den Besten, Ferrari Minesso and Habib (2023).

The estimates closely follow the methodology pioneered in Goldberg, L. S. and Hannaoui. O. (2024),
“Drivers of Dollar Share in Foreign Exchange Reserves”, Staff Reports, No 1087, Federal Reserve Bank
of New York, March.

Data on the currency composition of foreign exchange reserves are taken from Ito, H. and McCauley, R.
N. (2020), “Currency composition of foreign exchange reserves”, Journal of International Money and
Finance, Vol. 102, No 102104, April, with updated data for 2021 kindly provided by Hiro Ito. These data
are complemented by data from Arslanalp, Eichengreen and Simpson-Bell (2022), and data from
previous editions of this report.
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Table 1

The international role of the euro from different perspectives

Summary of data in this report

Indicator

Share of the euro

(percentages at constant exchange
rates, unless otherwise indicated)

Total outstanding amounts
(at current exchange rates)

Latest

Comparison
period

Difference
(p-p-)

Latest

Comparison
period

Unit

Difference
(%)

Stock of global
foreign exchange
reserves with known
currency
composition

Outstanding
international debt
securities: narrow
measure,

i.e. excluding home
currency issuance

Outstanding
international loans:
by banks outside the
euro area to
borrowers outside
the euro area

Outstanding
international
deposits: with banks
outside the euro
area from creditors
outside the euro
area

Foreign
currency-denominat
ed bond issuance, at
current exchange
rates

Euro nominal
effective exchange
rate (broad measure
against 41 trading
partners)

Daily foreign
exchange trading
(settled by CLS), as
a percentage of
foreign exchange
settlement

Invoicing of goods
exported from the
euro area to
non-euro area
countries, at current
exchange rates

Invoicing of goods
imported into the
euro area from
non-euro area
countries, at current
exchange rates

Cumulative net
shipments of euro
banknotes to
destinations outside
the euro area
(seasonally
adjusted)

20.0
(Q4 2023)

232
(Q4 2023)

184
(Q4 2023)

147
(Q4 2023)

22.6
(2023)

123.9
(29 Dec.
2023)

337
(Q4 2023)

60.2
(2023)

51.9
(2023)

21.0
(Q4 2022)

225
(Q4 2022)

19.8
(Q4 2022)

18.0
(Q4 2022)

24.7
(2022)

119.1
(30 Dec.
2022)

37.7
(Q4 2022)

59.7
(2022)

51.7
(2022)

-1.0

0.7

4.8

0.5

0.2

12,332
(Q4 2023)

18,454
(Q4 2023)

2,759
(Q4 2023)

3,172
(Q4 2023)

1,784
(2023)

106.4
(Dec. 2023)

11,918
(Q4 2022)

17,671
(Q4 2022)

2,734
(Q4 2022)

3,147
(Q4 2022)

1,608
(2022)

141.3
(Dec. 2022)

USD billions

USD billions

USD billions

USD billions

USD billions

EUR billions

3.5

4.4

0.9

0.8

11.0

-24.7

Sources: BIS, CLS Bank International, Dealogic, IMF, national sources and ECB calculations.
Notes: An increase in the euro nominal effective exchange rate indicates an appreciation of the euro. For foreign exchange trading,

currency shares add up to 200% because transactions always involve two currencies.
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Higher euro area interest rates did not translate into a stronger role for the euro
as areserve currency. In the review period, short-term interest rates in the euro
area increased by 330 basis points (b.p.), while long-term interest rates increased by
150 b.p.. Evidence from a survey of official reserve managers conducted in mid-2023
suggested that the return of euro area interest rates to positive territory might
strengthen the global appeal of the euro as a reserve currency.® However, as pointed
out above, official reserve managers sold euro-denominated reserves. It needs to be
stressed that, while euro area short-term interest rates turned positive, they remained
almost 200 b.p. lower than in the United States and about 100 b.p. lower than those
on other major reserve currencies, with the exception of the yen (Chart 4, panel a).
Indeed, most recent survey data show a relative decline in the attractiveness of the
euro as a reserve currency, even though a majority of official managers continued to
consider a potential increase in the share of the euro.® Respondents to this survey
cited weak growth prospects in the euro area, lack of supply of highly-rated assets
and centralised debt issuance as potential factors hindering investment in
euro-denominated assets. In line with this, the share of highly-rated euro area
government debt securities in global supply of such highly-rated government debt
securities has declined (Chart 5).

8 According to a survey of 75 central banks accounting for about 40% of global foreign exchange reserves
(OMFIF (2023), Global Public Investor 2023, June), in March 2023 a net 14% of central banks were
planning to increase their euro holdings over the next two years, compared to net zero in 2021 and 2022.
Rising interest rates in the euro area at that time were seen as increasing the attractiveness of fixed
income assets denominated in euro.

9 According to a survey of 91 central banks, managing around 65% of global foreign exchange reserves,
published in April 2024 (HSBC Reserve Management Trends 2024), 61% of central banks considered
the euro as a “more attractive currency” in 2024, a 26 percentage points decline compared to the
previous year.
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Chart 4
Higher euro area interest rates, though still lower than on several major reserve
currencies; significant influence of large holders of euro reserves

a) Five-year and one-month interest rates in  b) Decomposition of the change in the share
major economies in 2023 of the euro in global foreign exchange
reserves between 2015 and 2021

(percentages) (percentage points)
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Sources: LSEG Datastream, BIS, S&P Global and ECB calculations (panel a); IMF, Ito and McCauley (2020), Arslanalp, Eichengreen
and Simpson-Bell (2022) and ECB calculations (panel b).

Notes: The five-year government yield for the euro area in panel a) is calculated as a debt-weighted average of five-year euro area yields
of sovereigns with a Standard & Poor’s (S&P) credit rating of at least AA. Panel b) applies the methodology of Goldberg and Hannaoui
(2024) for the euro. The decomposition is obtained with data on holdings of foreign exchange reserves and their currency composition in
2015 and 2021 for a sample of 54 countries, which accounts for about half of global official holdings of euro reserve assets. In panel b),
“Preference” denotes the variation attributed to shifts in preferences from changes in the share of the euro in countries disclosing the
currency composition of their foreign exchange reserves; “Wealth” accounts for changes in total reserves held by official investors;
“Undisclosed” is a residual term, which captures a mix of shifts in preferences and wealth effects in countries not disclosing the currency
composition of their foreign exchange reserves; “Change in IMF COFER share” shows the percentage change of the euro share in global
foreign exchange reserves between 2015 and 2021, as reported by the IMF.

Geopolitical risk is expected to be an increasingly important consideration for
official reserve management decisions in the next decade. According to the latest
HSBC survey of 91 central banks in April 2024, accounting for 65% of global foreign
exchange reserves, “geopolitical escalation” is the most important risk affecting the
management of reserve portfolios, in particular decisions on investment location,
counterparties and currency of denomination.'® An earlier survey published by the
Official Monetary and Financial Institutions Forum (OMFIF) in June 2023 suggested
that more than 80% of respondents considered geopolitics as one of the top three
factors affecting reserve management over the next five to ten years. This compares
with less than 20% in 2021 (Chart 6, panel a). The same survey suggested that close
to 40% of central banks planned to increase their holdings of renminbi in the next ten
years — more than for any other currency. Respondents pointed to “diversification”
and “China’s growing role in the global economy” as the main reasons to increase
their exposure to the renminbi.

10 HSBC Reserve Management Trends 2024. Official managers pointed to developments in the monetary
policy stance of the Federal Reserve System and in global inflation as two other important risks affecting
their decisions.
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Chart 5
The share of highly-rated euro area government debt securities in global supply has
declined

Share of highly-rated euro area government debt in outstanding highly-rated global
government debt

(percentage)
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Sources: BIS, Bloomberg, S&P Global Ratings (S&P) and ECB calculations.

Notes: The data refer to total debt securities issued by the general government with at least an AA rating from S&P. The latest
observation is for the third quarter of 2023. Euro area sovereign issuers include Austria, Belgium, Estonia (since 2012), Finland, France,
Germany, Italy (until 2006), Ireland (until 2009 and since 2020), Luxembourg, Portugal (until 2009), Slovenia (until 2012 and since 2020),
Spain (until 2011). Non euro area sovereign issuers rated above AA include Australia, Canada, China (since 2011 rated A+ since 2018),
Denmark, Hong Kong (since 2006), Japan (rated A+ since 2016), Norway, Singapore, South Korea (since 2018), Sweden, Switzerland,
the United Kingdom and the United States.

Chart 6
Geopolitical risk increasingly important for official reserve managers and stable
interest in the euro among official investors in BRICS Plus

a) Central banks considering geopolitics as a b) Holdings of official BRICS Plus investors
major factor for reserve management in the  (excluding Russia) of euro-denominated

next five to ten years government debt securities
(percentages) (EUR billions)
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Sources: OMFIF (panel a); ECB Securities Holdings Statistics on euro area custodians (panel b).

Notes: The OMFIF survey shown in panel a) covered 75 central banks accounting for about 40% of global foreign exchange reserves in
June 2023. The latest observation in panel b) is for the end of 2023. The BRICS Plus countries, excluding Russia, shown in panel b)
include Brazil, India, China and South Africa plus other countries that joined the group in January 2024 (Iran, the United Arab Emirates,
Egypt and Ethiopia).

To date, interest in the euro among official investors in BRICS Plus countries,
excluding Russia, has remained stable. Chart 6, panel b, shows the evolution of
the holdings of the official sector (including central banks, sovereign wealth funds and
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other government bodies) in BRICS Plus countries, excluding Russia, of
euro-denominated debt securities issued by the euro area government sector, as
reported in ECB Securities Holdings Statistics for custodians resident in the euro
area.!? Itis notable that the holdings in question increased by more than €50 billion to
about €610 billion over the review period. The increase was larger than the increase
in total holdings of foreign currency-denominated securities in these countries,
resulting in a higher euro share in spite of the rise in geopolitical tensions in the
review period.*?

Accumulation of gold by central banks continued in 2023, driven by
diversification considerations and as protection from geopolitical risks. Central
banks purchased more than 1,000 tonnes of gold in 2023, close to the historical
record of the previous year.'® China — at over 225 tonnes — was the largest
purchaser, followed by Poland, Singapore and Libya (Chart 7). Kazakhstan, a
member of the Russia-led Eurasian Economic Union, was the largest seller of gold
reserves in 2023. Survey data suggest that two-thirds of central banks invested in
gold for purposes of diversification and one-third to protect against geopolitical risk.'*

Chart 7
Accumulation of gold by central banks continued at a record pace in 2023, driven by
diversification and geopolitical risk considerations

a) Central bank gold purchases b) Top gold purchasers and sellers in 2023
(tonnes) (tonnes)
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Sources: IMF, World Gold Council and ECB calculations.
Note: The latest observations for Bolivia, Cambodia and Libya are for the second quarter of 2023.

11 BRICS Plus countries (excluding Russia) include Brazil, India, China and South Africa plus Iran, the
United Arab Emirates, Egypt and Ethiopia, which joined the group in January 2024. Russia is excluded
from the calculations because, following its invasion of Ukraine, the European Union, in coordination with
international partners, decided on 28 February 2022 to prohibit transactions with the Bank of Russia and
with legal persons, entities or bodies acting on its behalf or at its direction. As a result, around €260 billion
of Russian assets in the form of securities and cash have been immobilised in the jurisdictions of the G7
members, the EU and Australia.

12 Acaveat is that the data shown here do not capture developments in holdings with non-euro area
custodians.

13 This compares with annual purchases of around 500 tonnes on average in the decade preceding
Russia’s war on Ukraine.

1 See OMFIF (2023).
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Other indicators of the international role of the euro point to declines, albeit
limited, in the position of the euro. These indicators include the outstanding stock
of international deposits, the outstanding stock of international loans, and global
foreign exchange settlements. The share of the euro in these market segments fell by
between 1.4 and 4 p.p. in 2023 when measured at constant exchange rates (see
Chart 8).1° With the exception of international deposits, these changes were not
particularly large, at less than one standard deviation of changes in the corresponding
variables since 1999. The share of the euro in foreign currency bond issuance
declined by more than 2 p.p., though issuance volumes in euro remained broadly
stable (Chart 9). The decline in the share of the euro reflected buoyant issuance of
bonds denominated in US dollars, which was up 13% in volume terms compared to
the previous year and whose share increased by more than 1 p.p. This trend was
driven by issuers of US dollar-denominated bonds resident in the euro area and other
advanced economies, notably regional development banks (Chart 10). In emerging
markets, lower issuance by China of US dollar bonds was compensated by other
countries, such as Saudi Arabia (USD 22 billion), possibly reflecting funding
requirements for the country’s Vision 2030 investment plan.

Chart 8
Changes in the share of the euro in other market segments in 2023

(percentage point changes at constant Q4 2023 exchange rates over the review period, unless otherwise indicated)
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Sources: BIS, CLS Bank International, Dealogic, IMF, national sources and ECB staff calculations.
Notes: * Indicates percentage point change at current exchange rates.

15 The stock of international debt securities was the market segment with the largest increase in the share
of the euro (up 0.7 p.p.). The share of the euro in the invoicing of goods exported from the euro area to
non-euro area countries and goods imported into the euro area from non-euro area countries also
increased slightly.
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Chart 9
The share of the euro in international issuance of foreign currency-denominated
bonds declined in 2023

a) Currency composition of foreign b) Currency composition of foreign
currency-denominated bond issuance currency-denominated bond issuance
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Sources: Dealogic and ECB calculations.
Note: The latest observation is for the end of 2023.

Chart 10
Resumption of issuance of foreign currency bonds in advanced economies against
subdued issuance in emerging markets

a) Regional breakdown of US b) Regional breakdown of euro-denominated
dollar-denominated international bond international bond issuance
issuance
(USD billions) (USD billions)
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Sources: Dealogic and ECB calculations.
Note: The latest observation is for the end of 2023.
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Turning to global payments, the role of the euro remained stable in the review
period. Developments in the value of euro payments settled between banks in T2 did
not show structural breaks in the review period.'® In particular, the monthly value of
global customer and interbank euro payments in T2 involving at least one bank
located outside the euro area remained in line with previous years (Chart 11).” This
indicates that the global reach of euro payments remained stable in contrast to the
share of the euro in global payments processed in Swift — a global messaging
network used by financial institutions — which suggests a notable decline in the
course of 2023.18 The share of payments processed in euro by Swift (excluding
intra-euro area payments) fell indeed to around 13% at the end of 2023, from 32% at
the end of 2022. However, the apparent decline in the review period was due to
technical factors and did not reflect real changes in the preferences of market
participants for the euro in the area of global payments.?®* The decline coincided with
the launch of the Eurosystem’s new T2-T2S platform?° and with the move to a new
Swift messaging standard — two technical factors which drove the changes in the data
reported.?*

16 T2 is the Eurosystem’s real-time gross settlement system for euro-denominated payments, processing
and settling payments in central bank money.

17 For more details, see ECB (2024), “The euro as a global currency: a payments perspective”, Economic
Bulletin, Issue 2.

18 Chart 11 reflects the value of payments settled in T2. It is noted that T2 represents a large share of the
settled euro value and that other means exist for euro payments using Swift messages (for instance,
correspondent banking) that may show a similar development or some limited reductions in the euro
value of Swift messages.

19 nitially this was explained tentatively as a flight to safe assets in a time of geopolitical uncertainty. See
Amighini, A. and Garcia-Herrero, A. (2023), “Third time lucky? China’s push to internationalise the
renminbi”, Bruegel Policy Brief, 2 November.

20 The new consolidated T2-T2S platform was established on 20 March 2023, together with a new T2
wholesale payment system.

2L The new set-up under the consolidated T2-T2S platform and the new messaging standard have
changed the ways in which euro payments are made and euro liquidity is managed, with a particularly
significant impact in the area of liquidity management for intra- and interbank flows. Some
transactions now carried out using the new messaging standard, which are typically large in value, are,
however, excluded from the computation of the Swift indicator, which may explain why the indicator
declined between March and December 2023.
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Chart 11
Global customer and interbank payments in T2

(left-hand scale: EUR trillions; right-hand scale: percentages; monthly totals)

B Global customer and interbank payments in T2 (left-hand scale)
As a share of total customer and interbank payments in T2 (right-hand scale)
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Sources: TARGET2, T2 and ECB calculations.

Notes: The last data point relates to December 2023. “Global” payments are those where the instructing bank and/or the beneficiary bank
is located outside the euro area. The T2 statistics may be subject to revision owing to methodological changes resulting from the launch
of the consolidated T2-T2S platform.

At the same time, risks of potential fragmentation of global payment systems
continued to emerge. Anecdotal evidence suggests that some of the BRICS Plus
members continued to explore ways of using their own currencies to invoice
international trade transactions and settle cross-border payments in search of
alternatives to the currencies of countries sanctioning Russia (Table 2). This is
important for the global use of currencies: recent theoretical models suggest that
international invoicing currency choices can spill over to currency choices in other
dimensions through economies of scope and feedback loops between financial and
trade-related decisions.?

Since its invasion of Ukraine, Russia has pursued multiple initiatives to
de-dollarise and de-euroise its foreign trade. Russia has promoted the use of
national currencies in bilateral trade with other BRICS Plus economies and with
countries in Asia and the Middle East to by-pass the currencies of sanctioning
countries — notably in international trade in oil and other commaodities of which Russia
is a major exporter.2® For instance, as of March 2023, 80% of bilateral trade between
Iran and Russia was settled in national currencies, according to Russia’s Deputy
Prime Minister.2* According to Russian sources, 20 countries have joined the System
for Transfer of Financial Messages (SPFS), the local alternative to Swift developed by
the Bank of Russia.?> Despite Russia’s efforts to promote the rouble, the Chinese
renminbi appears to be emerging as the potential leading vehicle currency in this

22 Gopinath, G. and Stein J.C. (2021), “Banking, trade, and the making of a dominant currency”, The
Quatrterly Journal of Economics, Vol. 136, No 2, May, pp. 783-830.

23 For a detailed discussion, see Barisitz, S. and Evdokimova, T. (2023), “Dedollarization efforts in Russia’s
foreign trade against the backdrop of Russia’s war in Ukraine and intensifying Western sanctions
(2013-2023)”, Focus on European Economic Integration Q3/23, Oesterreichische Nationalbank, pp.
29-51.

24 Frontier India (2023), “Iran and Russia to Discuss Currency and Finance Agreements to Counter
Sanctions”, 24 May.

2 Pravda (2024), “Russia's analogue of Swift system shows constant growth of traffic”, 16 January.

The international role of the euro, June 2024 — Main developments 15


https://www.oenb.at/dam/jcr:3c6f5b53-d6ef-47b6-99a9-423fe7b928fd/02_feei_Q3-23_Dedollarization-efforts.pdf
https://www.oenb.at/dam/jcr:3c6f5b53-d6ef-47b6-99a9-423fe7b928fd/02_feei_Q3-23_Dedollarization-efforts.pdf
https://www.oenb.at/dam/jcr:3c6f5b53-d6ef-47b6-99a9-423fe7b928fd/02_feei_Q3-23_Dedollarization-efforts.pdf
https://frontierindia.com/briefs/iran-and-russia-to-discuss-currency-and-finance-agreements-to-counter-sanctions/?expand_article=1
https://frontierindia.com/briefs/iran-and-russia-to-discuss-currency-and-finance-agreements-to-counter-sanctions/?expand_article=1
https://english.pravda.ru/news/world/158685-russia_swift/

evolving regional payment landscape. For instance, in June 2023, Pakistan started to
pay for imports of discounted Russian crude oil in the Chinese currency (see Table
2). Bilateral trade between Russia and India is a further case in point. Initially, India
tried to promote use of the Indian rupee to settle trade transactions with Russia.
However, by mid-2023, major Indian refineries started to use the Chinese renminbi to
pay for imports of Russian crude oil (see Table 2).25 There is also evidence of a
redirection of Russia’s trade towards China — now accounting for around 40% of total
Russian trade — which is supporting invoicing of transactions in non-sanctioned
currencies (Chart 12, panel b).?” Use of the renminbi as a vehicle currency in
Russian trade, i.e. with countries other than China, remains more limited.?®

26 See Barisitz and Evdokimova (2023).

27 The list of currencies of countries sanctioning Russia includes major currencies like the euro, US dollar,
British pound, Swiss franc, Japanese yen, Canadian dollar and Australian dollar. Trade in
non-sanctioned currencies mostly captures transactions invoiced in Chinese renminbi and, to a lesser
extent, the Indian rupee. See Chupilkin, M., Javorcik, B., Peeva, A. and Plekhanov, A. (2023), “Exorbitant
privilege and economic sanctions”, EBRD Working Paper, No 281, European Bank for Reconstruction
and Development, September.

28 See Chupilkin et al. (2023). Evidence for exporting firms located in France shows that international
sanctions targeting Russia may have an impact on currency invoicing. Firms that continued to export to
Russia after the introduction of sanctions by the United States in 2014 relied less on US dollar invoicing
and started to invoice more in the local currency (rouble). This pattern is explained by the diversification
of Russian reserves, strategic complementarities between firms, and the threat of US secondary
sanctions that could target exporters and their banks (see Berthou, A. (2023), “International sanctions
and the dollar: Evidence from trade invoicing”, Working Paper, No 924, Banque de France, September).
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Chart 12
Rising role of the renminbi in trade invoicing in China and Russia

a) Use of the renminbi for settlement of China’s external trade
(left-hand scale: USD billions at constant Q4 2023 exchange rates; right-hand scale: percentages)
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== Share of goods settled in renminbi (right-hand scale)

== Share of senvices settled in renminbi (right-hand scale)

2,000 35

1,600

1.200

800

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

=

b) Trade between Russia and China and invoicing in non-sanctioned currencies
(percentages)

= Exports to China
Imports fram China

"" Exports in non-sanctioned currencies
Imports in non-sanctioned currencies

60
50
40

30

20

01/22 06/22 11/22 04/23 09123

Sources: CEIC, IMF Direction of Trade Statistics, People’s Bank of China, Bank of Russia and ECB calculations. Panel a) based on
Amighini and Garcia-Herrero (2023).

Notes: The latest observation for Russian imports and exports to China is for December 2023. The share of trade with China in Russia’s
total trade is derived from data reported by Russia’s trading partners. The list of currencies of countries sanctioning Russia includes
major currencies like the euro, US dollar, pound sterling, Swiss franc, Japanese yen, Canadian dollar and Australian dollar. Trade in
non-sanctioned currencies mostly captures transactions invoiced in Chinese renminbi and, to a lesser extent, the Indian rupee.

The gradual rise in the role of the renminbi in international trade invoicing
might ultimately lead to more diversified currency patterns, at least in some
regions. Renminbi internationalisation could take place through China’s trade and
financing links.?® The share of the renminbi in the invoicing of China’s trade
increased to around one quarter for goods (one-third for services) in 2023 (Chart 12,
panel a). The renminbi is now the third most important currency in global trade
finance, with a 5% share, after the US dollar (83%) and the euro (7%) (Chart 13,

20 See Amighini and Garcia-Herrero (2023).
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panel a).%° A caveat is that this is not an accurate proxy for international payments,
since it includes domestic payments. Moreover, Hong Kong accounts for a majority of
offshore renminbi transactions (80%), which points to a strong regional role for the
renminbi.3* Activity in the Chinese renminbi-based Cross-border Interbank Payment
System (CIPS) continued to grow in the review period, reaching around USD 4.8
trillion by the end of 2023 (Chart 13, panel b). The number of direct participants in
the system increased from 77 to 139 over the review period, whereas the total
number of participants (direct and indirect) increased from more than 1,300 to almost
1,500.

Chart 13
Role of the renminbi in global trade finance and evolution of activity in CIPS

a) Top four currencies in Swift trade finance b) CIPS activity
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Sources: Swift RMB Tracker, People’s Bank of China and ECB calculations.
Note: The latest observations are for the end of 2023.

Finally, the development of digital currencies could influence the role of
various currencies in cross-border payment patterns. For instance, China has
made efforts to allow for greater international acceptance of the digital yuan (e-CNY),
China’s central bank digital currency (see Box 2). In parallel, BRICS countries
announced their intention to explore the development of a platform (BRICS Bridge) to
link central bank digital currency initiatives within the group. Turning to crypto-assets,
in March 2024 the Russian news agency Tass reported that the BRICS are working
on a crypto-asset and blockchain-based common platform to settle international trade
transactions, albeit with no reference to the BRICS Bridge project (Table 2). Whether
these developments will influence currency patterns in global payments remains

30 Financial Times, “China’s renminbi pips Japanese yen to rank fourth in global payments”, 21 December

2023.

31 In addition, it should also be noted that global trade finance (documentary collections and letters of credit)
is used to provide insurance for trade with risky countries and is therefore not widespread among major
advanced economies, which explains the relatively low share of currencies of major advanced
economies, with the exception of the US dollar.
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uncertain, as much will depend on the actual take-up and scalability of the various

initiatives.

Table 2

Anecdotal evidence on intentions to use alternative units to the major international

currencies

Overview of selected news and statements

Date News and statements Source

27/3/2024 Russian oil firms face delays in payments as banks in China, the United Arab Emirates and Reuters
Turkey are concerned about possible secondary sanctions from the United States.

5/3/2024 BRICS countries are working on the creation of a payment system based on blockchain TASS
technology and digital currencies.

27/2/2024 BRICS members meet in Brazil to discuss the BRICS Bridge payment platform. Ledger Insights

31/1/2024 The Bank of Russia holds consultations with like-minded countries about use of CBDCs in Central Banking
cross-border payments.

31/1/2024 India’s exports to Russia of engineering goods paid for in rupees surge to the equivalent of over | Reuters
USD 1 billion.

16/1/2024 Four new countries join the Russian SPFS, increasing the number of members to 20. Interfax

16/1/2024 Trading volumes in Chinese yuan surpass those in US dollars on the Moscow Exchange in Reuters
2023.

27/12/2023 Russia and Iran sign an agreement to trade using their national currencies, also promoting use | Reuters
of non-Swift interbank systems.

3/11/2023 The China National Petroleum Association (CNPC) completes the first settlement of crude oil | Central Banking
trade using digital yuan.

24/8/2023 South Africa’s finance minister stresses that BRICS countries do not aim at replacing Swift with | Reuters
another payment system, but rather at strengthening trade in local currencies.

23/8/2023 Brazil's Prime Minister Lula proposes a BRICS common currency for trade and investment Reuters
transactions to reduce BRICS countries’ vulnerabilities.

15/7/2023 India and the United Arab Emirates sign several memoranda of understanding to settle Reuters
cross-border transactions in national currencies.

10/8/2023 South Africa’s finance minister encourages BRICS New Development Bank members to issue | Reuters
loans in local currencies to de-dollarise their economies and reduce foreign exchange risks.

3/7/2023 Indian refiners start paying in yuan for Russian oil imports. Reuters

14/6/2023 Pakistan starts paying in yuan for discounted oil from Russia. Reuters

26/4/2023 The yuan overtakes the US dollar as the most widely used currency in China for cross-border | Bloomberg L.P.
transactions.

30/3/2023 Brazil and China set up an infrastructure for renminbi clearing. Bloomberg L.P.

29/3/2023 ASEAN’s members discuss a plan to reduce their dependence on major currencies and ASEAN Briefing
develop a local currency transaction scheme.

18/3/2023 Bangladesh agrees to pay Russia for a power plant in yuan after refusing to make payments in | Bloomberg L.P.

roubles.

Sources: Reuters, Bloomberg L.P., Ledger Insights, Central Banking, ASEAN Briefing, TASS and Interfax.

Box 1

Sovereign wealth funds and the euro area: preliminary evidence

Prepared by Mar Domenech Palacios and Maurizio Michael Habib

Sovereign wealth funds (SWFs) are state-owned investment funds or entities that are commonly
established to manage the foreign assets of national states. They are typically categorised as
stabilisation funds to finance budget deficits or balance-of-payments needs, savings funds for future
generations, pension reserve funds, or reserve investment corporations established to reduce the
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carrying costs of foreign exchange reserves.*? Total assets of SWFs reached USD 12 trillion at the
end of 2023 (Chart A), matching the equivalent held in global foreign exchange reserves.** China
hosts the largest SWFs, but other large SWFs are located in resource-rich economies or emerging
markets with large current account surpluses. SWF assets are also highly concentrated: the SWFs of
China, the United Arab Emirates, Norway, Singapore and Kuwait combined hold about two-thirds of
total SWF assets.

Chart A
Total assets and annual gross purchases by SWFs

(USD billions)

= Total SWF assets (left-hand scale)
Total SWF purchases (right-hand scale)
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Sources: ECB staff calculations based on data from the Sovereign Wealth Fund Institute.

The academic literature on SWFs is limited, largely due to a paucity of data and the limited
transparency of their portfolios. The growing size of the assets managed by SWFs has attracted
interest in their strategies and their impact on capital flows and financial markets, notably asset
prices.®* However, SWF strategies in terms of investment destinations and currency preferences
remain unexplored. This box presents preliminary evidence aimed at filling this gap. It uses data on a
subset of transactions by 96 SWFs in 59 countries over the past 24 years, sourced from the
Sovereign Wealth Fund Institute. The dataset is restricted to purchases of assets (i.e. it excludes
sales). It provides information on the sizes and types of investment, including equities, hybrid
financial instruments (such as convertible bonds), real estate private equity funds and venture capital
funds. Purchases of debt securities are not covered in the dataset.®® The dataset provides
information on the currency in which purchases have been executed. Currency considerations are

32 See Chapter 11 in Das, U., Mazarei, A. and van der Hoorn, H. (eds.) (2010), Economics of Sovereign

Wealth Funds: Issues for Policymakers, IMF, December.

33 In comparison, global private portfolios held by non-bank financial institutions amounted to USD 217
trillion in 2022. See Financial Stability Board (2023), “Global Monitoring Report on Non-Bank Financial
Intermediation 2023”, December.

3 See Bernstein, S., Lerner, J. and Schoar, A. (2013), “The Investment Strategies of Sovereign Wealth
Funds”, Journal of Economic Perspectives, Vol. 27, No 2, Spring, pp. 219-238; Megginson, W., Lépez, D.
and Malik, A. (2021), “The Rise of State-Owned Investors: Sovereign Wealth Funds and Public Pension
Funds”, Annual Review of Financial Economics, Vol. 13, pp. 247-270; or Beck, R. and Fidora, M. (2008),
“The impact of sovereign wealth funds on global financial markets”, Occasional Paper Series, No 91,
ECB, July.

Some of the largest funds disclose balance sheet information regarding their broad portfolio allocation.
For the six largest SWFs, which account for almost half of SWF assets, the share of fixed-income
investment ranged between 12% and 40%.

35
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generally more relevant for bonds than equities,*® but they are especially relevant for investments
involving companies with dual listings, hybrid securities or depositary receipts, as well as for deals
involving unlisted companies, which may be executed through financial conduits that may not use the
currency of the country in which the target company is resident.®” Nonetheless, the available data
cover a significant share of investments by SWFs. For instance, the ten largest reporting funds have
seen cumulated transactions of around USD 2 trillion since 2000, or about one-quarter of their
reported assets and about one-third of their equity holdings in 2023.3¢ Annual reported transactions
peaked at around USD 250 billion in 2017 and have averaged about USD 150 billion subsequently
(Chart A). The whole dataset covers cumulated transactions totalling USD 2.5 trillion since 2000.

Chart B
Destination and origin of purchases by SWFs since 2000
a) Breakdown of SWF purchases by region of b) Breakdown of SWF purchases by region of origin
destination of investments
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Sources: ECB staff calculations based on data from the Sovereign Wealth Fund Institute.
Note: Averages for the period 2000-2023.

Chart B shows how SWFs have allocated their purchases of assets since 2000. Panel a) breaks
down investments by region of destination, while panel b) breaks them down by region of origin.
Reported purchases of assets by SWFs are largely located in major advanced economies, such as

36 The reason why currency is more relevant for bonds than for equities is that the currency denomination of

equity investments is typically the currency of the destination market. Moreover, equity returns tend to be
larger than foreign exchange returns by an order of magnitude (see Bekaert, G. and Hodrick, R. (2018),
International Financial Management, Cambridge University Press). Asset managers therefore tend to
ignore foreign exchange risk for equities except for emerging markets (though hedging for the markets in
question tends to be costly).

37 Depositary receipts are negotiable financial instruments issued by a bank to represent a foreign
company's publicly traded securities.

On the one hand, the dataset does not include sales of equity stakes. On the other hand, cumulated
transactions do not account for valuation effects, which could significantly influence the value of
investments. The ten large funds discussed here include: Government Pension Fund Global (Norway),
China Investment Corporation, Abu Dhabi Investment Authority, Kuwait Investment Authority, Public
Investment Fund (Saudi Arabia), GIC Private Limited (Singapore), Temasek Holdings (Private) Limited
(Singapore), Qatar Investment Authority, Mudabala Investment Company (United Arab Emirates) and
Korea Investment Corporation.
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the United States and the euro area, and in other advanced economies (Chart B, panel a).>° These
account for around 70% of total reported purchases of SWFs since the beginning of the sample, while
investment in emerging economies accounts for the remainder. Investment in the euro area, in
particular, accounts for 14% of total reported purchases. Chart B, panel b shows that a significant
share, almost 50%, originates from SWFs located in emerging economies, about 20 p.p. more than
the share of these economies as a destination of investment. As a result, capital channelled through
SWFs flows from poorer to richer countries in line with a well-known paradox in academic literature on
international economics.*°

In terms of currencies, the US dollar is dominant in reported SWF investments, while the euro is the
second most important currency. The US dollar accounts for more than two-thirds of SWF investment
flows (Table A).** The euro accounts for about 9% of total transactions in the dataset.** Interestingly,
more than 40% of purchases of euro area assets were in US dollars. For instance, this concerns
purchases of equity of euro area firms listed in the United States.*> 44 Similarly, the US dollar shares
of investments targeting assets in other advanced economies and emerging market economies are
significantly large, at about 40% and 60% respectively. Admittedly, there may be reporting bias as
regards acquisitions of unlisted equity.

Interestingly, there is also evidence that the euro is used in deals involving SWF acquisitions outside
the euro area. A small share of purchases of assets outside the euro area, around 5-6%, was in euro,

but only where the target company was located outside the United States. Deals involving US
companies were almost exclusively denominated in US dollars. Euro-denominated deals often
involved financial intermediaries or special purpose companies providing bridge financing in major
currencies, such as the euro, to finance local projects.*

All'in all, preliminary analysis of SWFs suggests that the US dollar is often used as a vehicle currency
for purchases of assets not involving US-based firms. The euro remains a distant second and is
occasionally used to finance acquisitions by SWFs of firms located outside the euro area.

39

40

41

42

43

44

45

Evidently, there may be a reporting bias in the dataset, as acquisitions in western and other advanced
economies may be publicised more openly than investments in less transparent countries. Other
advanced economies, such as the United Kingdom, Canada and Japan, are major destinations of target
acquisitions.

According to neoclassical models, capital should flow from capital-rich advanced economies towards
capital-poor emerging economies, where returns on capital are expected to be higher. In fact, capital
actually flows in the opposite direction. See Lucas, R.E. (1990), “Why Doesn’t Capital Flow from Rich to
Poor Countries?”, The American Economic Review, Vol. 80, No 2, May, pp. 92-96; and Alfaro, L.,
Kalemli-Ozcan, S. and Volosovych, V. (2008), “Why Doesn’t Capital Flow from Rich to Poor Countries?
An Empirical Investigation”, The Review of Economics and Statistics, Vol. 90, No 2, pp. 347-368.

It should be noted that information on currency patterns is not available for a large share of investments,
particularly in the early years of the sample.

The third most important currency, not reported in Table A, is the pound sterling, which accounts for 4% of
total transactions.

This was the case for the acquisition of stocks of BioNTech SE, Birkenstock Holding Limited, Accenture
plc and Stellantis N.V., among others. In other cases, firms are listed in US markets through American
Depositary Receipts (ADRs).

In the case of unlisted equities, the currency denomination of the deal may be subject to a degree of
uncertainty.

The largest euro deal targeting a company outside the euro area was the purchase of a majority stake in
Qatar Railways Development Company for around €17 billion by the Qatar Investment Authority in 2009.
This company was founded with the involvement of DB International GmbH, a subsidiary of Deutsche
Bahn, for planning and development work of Qatar Railways in the Emirate of Qatar. The second largest
euro deal outside the euro area was the sale of the London-based company Logicor, which operates a
portfolio of logistics assets in Europe, for €12.2 billion by the Blackstone Group to the China Investment
Corporation in 2017.
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Table A
Currency composition of SWF investments by region of destination of investments

(percentages)
Other advanced Emerging market
Currency shares All Euro area United States economies economies
Euro 9.2 54.0 0.2 5.3 6.4
US dollar 68.0 43.5 98.7 421 61.2
Others 22.8 25 1.1 52.6 324

Sources: ECB staff calculations based on data from the Sovereign Wealth Fund Institute.
Notes: Transactions with unreported currencies are excluded. Averages for the period 2000-2023.

Box 2
Views regarding the internationalisation of central bank digital currencies and their
implications for the euro area

Prepared by Maurizio Michael Habib*

Most of the central bank digital currency (CBDC) projects currently at an advanced stage of
development have a domestic focus. However, a recent BIS survey suggests that about 30% of
central banks in advanced economies and 20% of central banks in emerging markets are working on
CBDCs that could be used across borders, in particular to reduce frictions in cross-border payments
and maintain payment security.*’ In this context, discussions on the design and development of retail
CBDCs in selected major economies issuing international currencies are of particular relevance for
CBDC projects globally and the future of the international monetary system. This box looks at retail
CBDC internationalisation and discusses its relevance for the euro area and the digital euro project.

Starting with China, officials have so far avoided explicitly linking the development of a CBDC
(e-CNY) to internationalisation of the renminbi. However, there are visible efforts by China to explore
the international use of the e-CNY. The e-CNY is being designed primarily for domestic retail use, but
its architecture is adaptable to wholesale and cross-border applications.*® Meanwhile, China is
actively exploring international applications of the e-CNY through various initiatives and
collaborations with foreign jurisdictions — even if its main collaborative project, mBridge, remains a
wholesale cross-border multi-CBDC project.*® Steps have also been taken to broaden access to the
e-CNY for foreign users through selected initiatives and pilot programmes, which could pave the way
for using e-CNY for payments and settlement in economic and trade exchanges between China and

46 This box draws on initial work done by Andrei Sterescu, which is gratefully acknowledged.
47 Kosse, A. and Mattei, I. (2023), “Making headway — Results of the 2022 BIS survey on central bank digital

currencies and crypto”, BIS Papers, No 136, BIS, July.

48 See IMF (2022), “People’s Republic of China: Selected Issues”, Country Report, No 2022/022, February.

49

mBridge is a multi-CBDC platform developed to explore the capabilities of wholesale CBDCs to enhance
cross-border fund transfers and international trade settlements. See BIS Innovation Hub (2022), “Project
mBridge: Connecting economies through CBDC”, BIS, October, pp. 20-22.
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South-East Asian countries.®® Finally, Chinese authorities have recently lifted some restrictions on
foreign access, in particular with the aim of making the e-CNY more accessible to tourists.>*

Turning to the United Kingdom, in February 2023 the Bank of England and HM Treasury launched a
public consultation on a digital pound — envisaged as a retail CBDC for use by households and
businesses. Their consultation paper proposed that non-UK residents would be able to hold and use
digital pounds on the same basis as UK residents.®? The UK authorities further stated that any
non-resident access would be set up in accordance with the G7’s 2021 pledge to design any future
CBDCs in a way that would avoid the risk of currency substitution in other countries.>® Most
respondents to the consultation supported the proposal on access for non-UK residents, but several
felt that the rollout of a digital pound should initially focus on UK residents.>

Finally, the United States has not yet taken an official position on pursuing or implementing a
US-issued CBDC.*® Domestically, US institutions are scrutinising the potential benefits and
challenges tied to the introduction of a CBDC.%¢ In addition, China’s strides in the development of the
e-CNY and its potential internationalisation have led to security concerns and the introduction of two
bills in the US Congress to study and counter e-CNY developments.>” However, the proposal of a
US-issued CBDC has been met with growing political pushback, largely related to user privacy and
consumer protection as well as to the respective roles of the Federal Reserve System and private
market participants in the payments system.>® Federal Reserve officials have questioned the need to
develop a retail CBDC to spur innovation in the field of payments and dismissed the idea that digital

assets may represent a threat to the international role of the dollar, in particular because trading in
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The Development Bank of Singapore (DBS) has enabled its corporate clients to accept and automatically
settle e-CNY payments in China (see DBS (2023), “DBS launches e-CNY merchant collection solution for
mainland businesses to receive CBDC payments, completes first client transaction”, 5 July), while in
2022 the China-Singapore Demonstration Initiative on Strategic Connectivity invited foreign residents
from Singapore and Malaysia to open e-CNY wallets. See iChongqing (2022), “CCIE-CNY Pilot is Vital to
China-Singapore Financial Cooperation”, 18 September. The Digital Currency Institute of the People's
Bank of China and the Hong Kong Monetary Authority (HKMA) are carrying out technical testing for use
of digital yuan in cross-border payments; see Global Times (2023), “PBC, HKMA conduct technical
testing on cross-boundary payments of digital yuan”, 15 November.

Since the last update of the platform, foreigners can open an e-CNY wallet using their Visa or Mastercard
account (therefore not needing a bank account with an approved Chinese bank) and do not need to
provide a Chinese phone number to register. China-Britain Business FOCUS (2023), “Can foreigners use
China’s e-CNY?”, 27 October.

Bank of England and HM Treasury (2023), “The digital pound: A new form of money for households and
businesses?”, consultation paper, 7 February.

G7 (2021), “Public Policy Principles for Retail Central Bank Digital Currencies (CBDCs)”, 14 October.

Bank of England and HM Treasury (2024), “Response to the Bank of England and HM Treasury
Consultation Paper — The digital pound: A new form of money for households and businesses?”, 25
January.

The Federal Reserve has stated that it “does not intend to proceed with issuance of a CBDC without clear
support from the executive branch and from Congress, ideally in the form of a specific authorising law”;
Board of Governors of the Federal Reserve System (2022), “Money and Payments: The U.S. Dollar in the
Age of Digital Transformation”.

See, for instance, Executive Office of the President (2022), “Ensuring Responsible Development of
Digital Assets”, Executive Order, No 14067, March.

US Senate (2021), “A bill to require a study on the national security implications of the People’s Republic
of China’s efforts to create an official digital currency”, S.2543, 29 July; US Senate (2022), “Defending
Americans from Authoritarian Digital Currencies Act”, S.4313, 25 May; and U.S.-China Economic and
Security Review Commission (2021), “2021 Annual Report to Congress”, November.

In February 2023, Republican lawmakers introduced the “CBDC Anti-Surveillance State Act” in the US
House of Representatives. The bill limits the ability of the Federal Reserve to provide direct services to
individuals and use a central bank digital currency to implement monetary policy. The bill was
reintroduced in the House of Representatives in September 2023 and in the Senate in February 2024. In
parallel, US presidential candidate Donald Trump has openly voiced his opposition to a digital dollar
issued by the central bank. Bloomberg (2024), “Trump Tells New Hampshire Voters He'd ‘Never Allow’ a
Federal Reserve Digital Dollar”, 18 January.
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decentralised finance relies on stablecoins that are predominantly pegged to the US dollar.%®
Recently, the Chairman of the Federal Reserve Board reiterated that it is “nowhere near
recommending — or let alone adopting — a central bank digital currency in any form”.%°

From a European and euro area perspective, a digital euro would be a digital retail means of payment
issued by the ECB available for all people and businesses and all retail payment scenarios in the
entire euro area, wherever digital payments are accepted. It would combine some of the most valued
characteristics of cash with the main advantages of digital payments and cover the most common
payment scenarios, including payments in online and physical stores and between people both online
and offline.5! In parallel, a digital euro could bring about strategic advantages;®? it is expected to
strengthen Europe’s strategic autonomy and resilience, decreasing its dependence on private
external providers, particularly in the context of a potential crisis or geopolitical tensions.®® The
legislative proposal on a digital euro currently being discussed by European co-legislators
acknowledges the strategic importance of countering the risk that third-country CBDCs and
stablecoins may reduce the role of the euro and envisages the use of digital euro outside the euro
area and in cross-currency payments to foster the international use of the euro.5* The draft legislation
contains specific provisions on the distribution of digital euro outside the euro area, distinguishing
between distribution (i) outside the euro area, but within the European Union; (ii) in third countries, i.e.
outside the European Union; and (iii) in third countries or territories under a monetary agreement with
the European Union. The proposal also includes provisions on cross-currency payments for the
purpose of trade or remittances, in line with the G20 agenda. In its opinion on the legislative proposal,
the ECB welcomed that the proposed regulation would make digital euro initially accessible to
persons established or residing in the euro area, while access for visitors together with access for
consumers and merchants in the European Economic Area and selected third countries could be part
of subsequent releases. The ECB clarified that a digital euro would allow for cross-currency payments
by establishing interoperability between digital euro and other CBDCs, subject to prior agreements
between the ECB and third countries. Such interoperability could be achieved either via an

59 See Bowman, M.W. (2023), “Responsible Innovation in Money and Payments”, Board of Governors of
the Federal Reserve System, 17 October; and Waller, C.J. (2024), “The Dollar's International Role”,
Board of Governors of the Federal Reserve System, 15 February. See also Flemming, J. and Judson, R.
(2024), “Implications of a U.S. CBDC for International Payments and the Role of the Dollar”, FEDS Notes,
Board of Governors of the Federal Reserve System, 16 February. For a discussion of stablecoins in the
international monetary system, see Ferrari, M. and Habib, M.M. (2022), “Euro-based stablecoins”, The
international role of the euro, ECB, June.

60 United States Senate Committee on Banking, Housing, and Urban Affairs (2024), “The Semiannual
Monetary Policy Report to the Congress”, 7 March.

61 Cipollone, P. (2024), “Innovation, integration and independence: taking the Single Euro Payments Area
to the next level”, speech at the ECB conference on “An innovative and integrated European retail
payments market”, Frankfurt, 24 April.

62 Dombrovskis, V. and Panetta, F. (2023), “Why Europe needs a digital euro”, The ECB Blog, ECB, 28
June.

63 ECB (2023), A stocktake on the digital euro — Summary report on the investigation phase and outlook on
the next phase, 18 October.

64 Proposal for a Regulation of the European Parliament and of the Council on the establishment of the
digital euro (COM/2023/369 final). In particular, the impact assessment in Section 3 states that “Third
country CBDCs and other innovative means of payment (i.e. stablecoins) not denominated in euro may
gradually gain market share in the euro area’s payment markets and reduce the role of the euro”. The
proposal envisages the possibility to “expand its use at a later stage to non-euro area Member States and
third countries, subject to agreements and/or arrangements, so as to mitigate risks to financial stability
and monetary sovereignty”.
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interlinking model based on common standards or by enabling multi-currency features in the digital

euro back-end.%>66

To conclude, a number of CBDC projects both in advanced economies and in emerging markets
cover the potential use of CBDCs outside the jurisdiction in which they are issued and for
cross-border purposes. In addition, BRICS countries are exploring alternative payment options,
including the potential development of a platform to link CBDC initiatives of these economies.®” In
particular, recent efforts by China, if successful, could lead to a greater international acceptance of
the e-CNY. Whether these developments will influence the international monetary system remains

uncertain at this stage, as much will depend on actual take-up of the initiatives. In parallel, efforts by
multilateral institutions like the IMF and the BIS could support the development of frameworks to
facilitate the creation of CBDCs which would reduce frictions in cross-border payments, avoiding a

fragmentation of the international monetary system.®® From a euro area perspective, the ECB will
therefore take CBDC internationalisation into account in view of the digital euro’s objective of
supporting the euro area’s open strategic autonomy. Moreover, sustaining proactive involvement with

central banks in other jurisdictions is imperative to guarantee that the possible international use of
CBDCs, especially for cross-border transactions, truly brings benefits. This requires careful
calibration of design features to mitigate unintended consequences for the stability of the international

monetary system.
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For cross-currency aspects, see ECB (2023), “Progress on the investigation phase of a digital euro —
third report”, 24 April. In particular, the report states: “The priority for the Eurosystem is to ensure the
timely delivery of a digital euro that serves the needs of euro area users. If a digital euro is introduced
successfully in the euro area the provision of cross-currency functionalities could be supported where
there are mutual interests with other monetary jurisdictions”.

See Opinion of the European Central Bank of 31 October 2023 on the digital euro (CON/2023/34),
paragraphs 11, 12 and 19.

Ledger Insights (2024), “Finance ministers discuss BRICS Bridge digital currency payments”, 28
February.

See, for instance, IMF (2023), “Central bank digital currency virtual handbook”, November; and BIS
(2022), “Options for access to and interoperability of CBDCs for cross-border payments — Report to the
G20".
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