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Abstract

This thesis examines the logic behind the Chinese government's implementation of a
unified big market in China, which mainly involves breaking down local trade barriers
caused by local governments and giving full play to the advantages of China's huge
population size; optimizing the domestic financial system to optimize the allocation of
resources; and promoting cross-border settlement of the RMB, which laterally promotes
international trade flows while enhancing the value of the RMB.
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1. National Unified Market

Under the situation of the pandemic and the world-wide wave of anti-globalization, China now
is seeking for a solution to the relatively less active international trade. In 2020, Chinese
government proposed the concept of dual circular economy at home and abroad. It has since
been revised to an economic system based on domestic circulation by Chinese president. This
can be the beginning of the building of the so called national unified market. The inactive
international trade is not the only reason why Chinese government want to build the National
Unified Market. Firstly, China's domestic market has great potential. This is because China's
population of 1.48 billion people can bring great dynamism and consumption to this market.
The other is that the local protectionism in China is a big obstacle to the development of
domestic trade in China. Local protectionism has emerged in China because local governments
in China are obsessed with local GDP orientation, thus neglecting economic coherence on a
large scale and even nationwide. In order to protect local economic or political interests, they
use their administrative power to interfere with the market, manipulate the market, set up
market barriers, undermine the market mechanism, and restrict the participation of non-local
enterprises in fair competition for goods or services produced or provided by them, in violation
of national laws and regulations. One of the most import uses of national unified market is to
break the barriers between areas and make holistic development possible in China. In short
term, this might cause the China’s economy to be too closed. This can be reminiscent of a closed-
door policy, since the main body of the policy is the development of domestic trade instead of
international trade. The effectiveness of this policy will not be very obvious in the short term
because it will take some time to overcome local protectionism. Without overcoming this
obstacle, the effectiveness of the unified market will not be visible. But in long term, after the
barriers between domestic production and consumption are gradually removed, the
consumption power and productivity will be released. Domestic production and consumption
will constitute a strong domestic demand market, laying the foundation for China's recovery
after the epidemic. At the same time, the strong domestic market can also push the international
trade. After the completion of the establishment of the domestic market, the domestic industry
and manufacturing industry will be subject to less geographical influence and can be supported
by policies for greater innovation and development. These stronger industries can lay the
foundation for the development of international trade.
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2. Promote the Issuance of Local Bonds

Firstly, the most basic local currency bond markets support economic growth by forming the
basis for the sound functioning of the financial system; at the same time, they can facilitate the
efficient use and allocation of savings funds. They help finance budget deficits in a non-
inflationary manner. They can also facilitate lower tax revenues in difficult economic times and
support the use of other countercyclical fiscal policy measures. Local currency bond markets
can also enhance the ability of a country's economy to withstand sudden changes in foreign
capital flows.

We know that all the countries now are suffering from a relatively high inflation rate according
to the pandemic and some political and military conflicts. One of the roles of local currency
bonds is to provide financing to the government within a certain limit that does not raise the
inflation rate. The role of local currency bonds in providing a more flexible and adequate source
of funding for the government is even more pronounced as China deals with high inflation
resulting in a high government deficit. Local special bonds are now the focus of Chinese local
currency bonds. Chinese local currency bond issuance at this stage is mainly focused on
infrastructure development and economic recovery after the epidemic. According to the official
information disclosed by the Chinese government, it is 3.7% in 2020, dropping to 3.1% in 2021
and further down to about 2.8% in 2022. The government work report proposed to arrange
3.65 trillion yuan of special bonds for local governments in 2022. Strengthen the performance-
oriented, adhere to the "funds follow the project”, reasonably expand the scope of use, to
support the follow-up financing of projects under construction. In short term, this can provide
local governments with sufficient funds and freedom to spend on infrastructure and livelihood
protection work. This can also relieve the funding pressure of traditional loans from local
governments. In the long run, local special bonds can bring some income to bondholders while
bringing financing to the government. This is a benefit to both parties and a non-cash benefit to
the public, including the bondholders.

3. Promoting Fair and Unified Market Supervision

Previously, regulation of government-controlled monopolies in the domestic market was very
unclear. The industrial sector is dominated by State-owned enterprises (SOEs), a key element
of economic monopoly due to their exclusive control over natural resources. A survey in
Guangdong Province, China, showed that State-owned enterprises had access to more than 80
industries, while foreign firms had access to only 60 and private firms to only 40. In the case of
energy, the use of concessions is important to ensure monopoly control in the energy sector, as
stipulated in the Mineral Resources Law (Mineral Resources Law). In the petroleum sector,
China National Petroleum Corporation (CNPC), China Petrochemical Corporation (Sinopec) and
China National Offshore Oil Corporation (CNOOC) concession onshore and offshore oil and gas
development and exploitation. Any company without a concession is prohibited from engaging
in this work. These restrictions also limit competition among the major players in the energy
sector. However, in July 2004, the State Council decided to open up all oil and gas exploration
fields to major domestic firms and to allow CNPC and Sinopec Group to engage in offshore oil
and gas exploitation and CNOOC to engage in onshore oil and gas exploitation. In recent years,
the number of enterprises with oil and gas exploitation concessions has gradually increased. As
of December 31, 2006, those legal entities with oil, gas, and mineral rights included CNPC,
Yancheng Petroleum Company, and China Coal Group Company Limited. At the same time, there
are strict restrictions on foreign involvement. A second factor limiting foreign involvement is
the vetting and procedural process. Any foreign company wishing to enter the oil industry must
establish a contractual relationship with a company authorized by the The Chinese government,
the State Council, authorizes CNPC and Sinopec to negotiate, sign and execute all contracts with
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foreign countries for the development of onshore oil resources. They also enjoy concessions in
areas approved for development by the State Council. They also enjoy concessions in areas that
the State Council has approved for development. However, the Ministry of Commerce must first
approve all contracts. In the wake of China's readiness to begin building a unified national
overmarket, the Chinese government and the State Council began implementing a fair
competition review system in 2018 to review major operator concentrations involving market
competition. The system aims to prevent market monopolization and unfair competition and
ensure fair competition in the market. Under the system, transactions involving major operator
concentrations need to be submitted for fair competition review to ensure that they do not
harm market competition and consumer interests. The same year saw the promulgation of the
Law of the People's Republic of China on Market Regulation, which consolidated a number of
previous laws in the area of regulation and aimed to strengthen market regulation and combat
unfair competition, targeting local governments. For foreign investors, the Law of the People's
Republic of China on Foreign Investment was enacted in 2020, aiming to promote fair
competition and market access for foreign investment. The law abolished the previous
"negative list" system for foreign investment access and encouraged foreign investment to
participate in more areas of market competition. It establishes the legal status of foreign
investment on a par with that of Chinese enterprises, protects the legitimate rights and
interests of foreign investment and provides a fair and just business environment.

4. Promote Cross-border Settlement of CNY

Since 2009, China has been implementing cross-border settlement in CNY. The People's Bank
of China has signed bilateral local currency swap agreements with the central banks or
monetary authorities of more than 30 countries and regions up to now, covering the world's
major developed and emerging economies and the locations of major offshore CNY markets. At
that time (2009), the scope of the pilot was not large, focusing on the Guangdong, Hong Kong,
Macao and the Greater Bay Area and some companies in the region, including Shanghai, for
some cross-border business. In total, no more than 100 companies participated in this earliest
test. And the cross-border business referred to here is only the "cross-border settlement"”
between mainland China and Hong Kong. This is not the real cross-border to some extend. But
starting in 2022, the Chinese central bank began to change its original unclear strategy and
began to issue clear documents specifying the need to implement cross-border settlement of
CNY. The introduction of cross-border CNY settlementin 2022 is a response to the international
situation that developed under the epidemic. The relative resilience of the Chinese economy
during the epidemic has supported the blow from the epidemic and the international situation
to a certain extent. The real economy and foreign trade achieved positive growth earlier and
played a driving role in international trade. Compared to other currencies, the CNY exchange
rate appeared stronger and less volatile under the impact on the currency market brought
about by the epidemic.

Because of these, foreign companies in China can have a lot of benefits. For example, trading
directly in CNY can avoid the exchange rate difference problem of converting CNY to other
currencies and saving exchange costs. Foreign companies investing in China can also choose
cross-border CNY loans as an alternative financing method to win over other currencies in
terms of exchange rates. For the CNY, cross-border settlement of CNY can drive the process of
CNY to the world. In other words, it is making the CNY higher in the currency market. On this
basis the CNY and the Chinese market will become more open. The CNY will assume part of the
capacity of the US dollar-based settlement system. At the same time, it will promote the
development and opening of China's financial sector and help to enhance China's ability to
allocate financial resources in the international market.
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5. Conclusion

Since 2020, the Chinese government has been leading the construction of a large unified
national market centered on a double cycle between domestic and foreign countries. Its main
objectives are to facilitate the issuance of local bonds to help economic recovery in the
aftermath of the epidemic; to promote the improvement of regulatory mechanisms in the
domestic market, to avoid unfair behavior in the domestic market led by local governments, to
promote competition in the domestic market, and to promote product innovation in enterprises
on the side; and to promote cross-border settlement of the renminbi (RMB), to strengthen the
stability of the RMB in the face of economic fluctuations, to increase the RMB's share of the
international currency market, to increase China's local currency settlement international trade
volume, help economic recovery. After these analyses, we can generally understand the
purpose and impact of the Chinese government's construction of a unified domestic market.
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