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Background
In 1984, China issued the the fourth sets of Rimini that the banknote of RMB100 is first issued to the public.
Currently, the largest denomination in China is RMB100 and was introduced in 1988. After 33 years, the
general price level rises, with higher living standard and commercialization, people in China is more
wealthy. However, why currency with larger face value are not issued by China despite the rapid economic
development. Issuing currency determines on few factors such as the economic development, living
standards of the people, the habits of people using currency, etc.
Definition
Currency: Money which acts as a medium of exchange, issued by the government and circulated within an
economy, refers to coins or banknotes in this topic.
Currency with larger face value: As RMB100 is the largest banknote currently, $500 and $1000 is
considered as currency with larger face value.
Analysis
1. Circulation
In terms of cash circulation, the cash transaction has limits and has less demand nowadays.
a. Consumption habits in China
Nowadays in China, cash transaction is still the major method of payment. However,
according to the summary of the Diary of Consumer Payment Choice, a national study,
despite the "dominant role" of cash, it is only applicable in small-value transactions.
Table 1: Extract from The Diary of Consumer Payment Choice
Cash transaction

Cheques

Debit cards

Average
(USD)

value $21

$168

$44

Average
(RMB)

value $138.446

$1,107.63

$290.094

The above shows that the significance of banknotes in China stays in small-value transactions
in around RMB$139, which is able to be covered by the current RMB$100 banknotes,
proving the unnecessary needs of issuing banknotes of larger face value.
Cash also remains essential for lower-income consumers who may not have access to
alternative payment options, and it is widely used for retail sector payments. However, refer
to figure 1, the average monthly income of low-income group for a month is just
RMB$257(RMB$3085.6/12 months), which means that RMB$100 is sufficient to satisfy the
needs already. Therefore, the issue of larger currency becomes unnecessary.
Figure 1: Per Capita Disposable Income of Rural Households by Income Quintile

(source: China Statistical Yearbook 2016, The National Bureau of Statistics of China)

There are also concerns from the shops. On one hand, as the average value of a cash
transaction is only about RMB$139, shops may not have sufficient amount of money to give

changes when they receive banknotes with a larger face value (i.e. $500, $1000). On the other
hand, as counterfeit money problem is severe in China, due to safety concerns, shops may
refuse to accept currency with a larger face value. EURO$500 and HKD$1000 are perfect
representations to explain the potential problem as most of the shops in either Eurozone or
Hong Kong reject accepting them.
b. Development of advanced payment technology
China has development of advanced payment technology.
As shown in figure 2, according to the The China Payment and Clearing Sector Operations
Report (2017), the total number of non-cash payment transactions performed in China leaped
by 32.64% last year to reach 124.1 billion. The total value of these non-cash payment
transactions posted a year-on-year gain of 6.91% to reach 3687.24 trillion Yuan. These
figures clearly show that there is rise in popularity of non-cash transaction in China. Online
payment method such as 支付寶 (Alipay) and mobile payment method such as Wechat pay is
getting more and more popular nowadays. The ease of such electronic transactions has made
carrying a large amount of cash obsolete.
Figure 2: Online payment transaction volume in China from 2009 to 2019

2.

Social stability
Issuing currency with larger face value encourages crimes.
a. Money laundering or smuggling
There are no records in cash transaction, which means that these illegal transactions can be
escaped from the law enforcement department. Issuing currency with larger face value make
it easier to physically move huge sums of money around for criminals.

(Source: South China Morning Post)

This is also why most countries do not have relatively huge denominations of their currency.
For example, Canada phased out the $1000 and $500 note, making it harder for criminals to
move money around. Therefore, due to safety concern, keeping RMB100 as the banknote
with largest face value make it challenging for illegal transactions and can be more secure.
b. Producing counterfeit banknote is more cost-effective
Counterfeit banknotes problem is rather severe and extensive in China.

Hu Xiaolian, a deputy governor of the People’s Bank of China, said, “bigger bills also could
mean “bigger losses.” --The Wall Street Journal-The cost of producing counterfeit banknote is more or less the same when producing
banknotes of different face value. There are fixed factor such as machines and variable
factors such as paper and ink. When the face value of the banknotes is larger, the benefit the
producer gain is higher. The cost of production of
counterfeit banknote decreases and therefore, the
supply of counterfeit banknotes increases. This worsens
the counterfeit banknote problem as it encourages the
production of counterfeit money.
Due to the decrease in cost of production of counterfeit
money, more people will involve in counterfeit
banknotes production. It becomes harder for the
government to fight against crime. More resources are
required for identifying counterfeit banknotes which
increases the government budget.
3. Effect on general price level
The issue of currency with larger value may leads to the rise in price level.
a. Worsens the disparity between rich and poor
At present, China takes the second place in the number of millionaires worldwide
after the
United States. However, the gini coefficient of China is 0.465 in 2016 according to the Statista.
According to a study done by the Peking University, the poorest 25 per cent of Chinese
households own just 1 per cent of the country’s total wealth. This shows the huge gap of
purchasing power impact the stability of China.
Issuing larger currency will create greater burden on low-income group since they do not have
the ability to afford large amount of banknotes with large face value, when their income is just
slightly more than the value issued. As a result, income disparity will be further worsened.
b. Inflation
If people notice larger face value of banknotes are issued, they will anticipate that there will
be inflation as in general they will assume that money is less valuable. However, it is a
misconception as there is no direct causal relationship between inflation and banknotes
composition. but between inflation and number of issuing banknotes. The transaction value of
money remains constant when smaller banknotes are replaced by larger banknotes with the
same value, there is no inflation involved and the money supply remains the same.
c. Lower purchasing power
Under the same misconception made from the above, issuing currency with larger face value
will create an anticipation of inflation, thus lower the purchasing power of money. People
become less likely to use money for transaction under the misconception.
4. International status
Issuing larger face value can lower its international status as it is an old trend.
a. Old-fashioned
Issuing banknotes is not a technological method of payment, China as one of the leading
countries in the world, using traditional method of payment lowers its international status as
it does not follow the international trend of using non-cash payments i.e. e-payments.

Despite these, issuing currency with larger face value brings benefits to China in terms of
international status.
b. Being role of international currency
Larger face value of banknote implies that it is easier to store and bring
larger
incentives for people to use RMB. When comparing to other countries’ largest value
banknotes, China has a lower one. As updated in 2016, take Europe, Japan, America and
Australia as examples. First, Europe’s largest face value of banknote is 500 Euro that equals
to 3400 RMB. Next, Japan’s largest face value of banknote is 10000 Yen that equals to 518
RMB. Then, America’s largest face value is 100 U.S. dollar that equals to 638 RMB. Last
but not least, Australia’s largest face value is 100 Australian Dollar that equals to 452 RMB.
These examples shown that in terms of being the role of international currency, they are
better when it comes to storing and transporting for peripheral countries like Russia, Korea,
Vietnam, India, etc. In other words, in order to be the role of international currency for
peripheral countries, issuing larger face value banknotes could be a stepping stone for China
to higher her international status.
5. Effect on the economy
Issuing currency with larger face value will lead to economic growth which indeed bring benefits to
the economy of China.
a. China’s economic goal
During the high-level meeting in Beijing, the Chinese Communist Party leaders reaffirmed
their prior commitments to double 2010 GDP and individual incomes by 2020, adopt a
“negative list” approach to approving new investment by 2018, and continue to raise
domestic consumption’s share of economic growth. To reach China’s economic goal, an
expansionary monetary policy is expected to be adopted in order to increase China’s GDP.
b. Increase money supply
Issuing currency will increase China’s money supply. As the interest rate is lowered, it leads
to more consumption and investments. GDP is composed of private consumption
expenditure,
gross
investment
expenditure,
government consumption and expenditure and net
exports, as two of the components increase due to
the reduction in interest rate, GDP increase, boosting
China’s economy. Issuing currency with larger face
value means to use less resources to increase the
same extent of money supply or use equal amount of
resources to increase a larger extent of money
supply. As issuing banknotes with larger face value
has a greater effect in increasing China’s money
supply, which then leads to a greater rise in China’s
GDP, issuing currency with larger face value as an expansionary monetary policy helps to
reach China’s economic goal more effectively compared to that of issuing smaller face value,
resulting in a greater economic growth.

Conclusion
In conclusion, The People’s Republic of China government should not issue currency with larger face value
and keep RMB$100 as its largest-face-valued currency as it is unnecessary.
For one thing, issuing currency can indeed bring benefits. In terms of international status, China can be the
role of international currency by issuing currency with larger face value. Regarding economic growth, China
is more likely to reach its economic goal by issuing currency as expansionary policy is used to increase the
money supply in the market to increase its competitiveness.
Despite issuing currency with larger face value can gain numerous benefits in terms of economy growth and
international status, there are still drawbacks in different areas.
Firstly, it does not match with the needs of the society especially the consumption habits of the people
nowadays and cause inconvenience in circulation. Secondly, it has negative impact on social stability as it
encourages crimes and worsens counterfeit money problem as production of counterfeit money is more costeffective when producing a currency with larger face value. Last but not least, there are also rise in price
level that may leads to inflation, worsening the disparity between the poor and the rich. Low-income family
also suffers from inflation as they have lower purchasing power. Fourthly, it may worsen the international
status as people nowadays considered using banknotes is outdated and old-fashioned as they normally use epayment for such kind of transaction with a relatively large amount.
The implicit cost that China has to bear if they issue currency with larger face value is too high and
unaffordable compare to the benefits it gains. Therefore, China is suggested to remain unchanged and should
not issue currency with larger face value.
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