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Extended abstract

Introduction: Today, the issue of currency and international finance has become one of the
most serious aspects of global power. Major powers, with the aim of expanding their global
dominance, employ various strategies and mechanisms to transform their national currency into
a global currency. This highlights the importance of understanding currency diplomacy, which
encompasses efforts to internationalize a national currency and neutralize financial coercion
from other countries. This article has studied China’s experience in foreign exchange diplo-
macy. The general researchers of international politics have a relatively vague understanding
of monetary and currency processes in international relations, so the main goal of the article is
to discover the financial policy of international powers with a focus on China as an emerging
global financial power. The central question of this paper is: what mechanisms does currency
diplomacy use to expand the international financial power of countries?

Methods: This article employs an explanatory approach in terms of its methodological
framework. Specifically, it seeks to understand the nature of financial mechanisms with-
in international power relations through a detailed, explanatory lens. The data used in
this study is qualitative, and the research employs a case study analysis method ground-
ed in documentary analysis. In a case study approach, the researcher strives to thorough-
ly and deeply comprehend the phenomenon under investigation. Accordingly, in this ar-
ticle, alongside a theoretical examination, the practical dynamics of currency diplomacy
are closely analyzed and scrutinized.

Results and Discussion: A review of the theoretical and practical dynamics of curren-
cy diplomacy reveals that the monetary and currency nature of international power has
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been a focus for governments, particularly the United States and Britain, since the 20th
century. These two powers have had particularly successful experiences in expanding
their financial power. The United States has been able to maintain its dominance over
financial markets for more than half a century, largely through the use of foreign policy
tools. Similarly, as a rising power, China has advanced its currency diplomacy through
two main mechanisms: offshore hub creation and foreign direct investment within the
Belt and Road Initiative. These efforts have not only achieved significant currency-re-
lated gains but have also substantially contributed to the development of China’s politi-
cal and geopolitical power. China simultaneously utilizes several key tools in its curren-
cy diplomacy aimed at challenging the hegemony of the U.S. dollar, which has driven
dollar-dependent countries to adopt the yuan.

Conclusion: It appears that China may be able to claim a significant portion of the U.S.
dollar’s share in global markets in the near future. However, the expectation that global
financial markets will witness a full transition from the dollar to the yuan seems unlike-
ly. Additionally, it should be noted that the experiences of countries engaging in mone-
tary and banking interactions with China indicate that China, like other powers, employs
coercive tools in exchange for debt and investment. This trend could be a warning for
countries such as Iran, which are seeking to reduce the influence of the dollar in their
foreign transactions.
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Offshore RMB deposits, trading by location and share in official reserves Graph B2
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1 Data are available from Q2 2012 (as a part of CGFS enhancements) and the coverage is partial. 2 Australia, Canada, Denmark, Japan,
Norway, Sweden, Switzerland, the United Kingdom and the United States. * As a total of CNY trading excluding mainland China.

Sources: People’s Bank of China; CEIC; BIS locational banking statistics by residence and Triennial Central Bank Survey.
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