
IMPACT OF CNAPS II MIGRATION ON INTERNATIONAL RMB PAYMENTS [DRAFT] 
 
Executive Summary 
 
The China National Advanced Payment System (CNAPS) is the predominant national payment system for 
CNY payments in China.  Under current RMB regulations, agent banks in China and offshore RMB 
clearing banks facilitate the clearing of overseas participating banks’ CNY cross-border payments to 
beneficiary banks in China via CNAPS.  As China liberalises its capital markets, the volume and variety of 
cross-border payments are expected to increase (e.g., cross-border lending, bond purchases, etc.).  To 
accommodate this evolution, regulators have decided to migrate to the second-generation CNAPS II 
system in 2014. 
 
Under CNAPS II, users must provide significantly more payment information than under the current 
system.  This creates significant implementation challenges for the financial industry, due to the lack of 
standardized SWIFT-CNAPS formatting requirements and disparate deployment timelines.  
 
We have detailed a set of solutions for consideration below.  We believe these measures will enable the 
industry to migrate to the CNAPS II infrastructure in a more effective manner, encouraging the use of 
RMB for cross-border payments and providing intellectual capital for the future deployment of similar 
platforms such as the China International Payment Systems (CIPS) in the coming years. 
 

Challenges Recommendations 

 Lack of industry-wide CNAPS II to SWIFT 
code standards 

 SWIFT code standards are being 
defined in free text fields as opposed to 
structured text fields 

 Disparate adoption timelines 
 

 Create industry alignment on standards for 
mapping CNAPS II to SWIFT instructions 

 Establish clear and transparent timelines 
 Allow longer grace periods for banks and 

corporations to migrate 
 Establish local/global standards body to 

communicate and oversee implementation in 
market 

 
Situation 
 
The liberalization of cross-border flows means CNAPS II must contend with an almost overwhelming 
increase in complexity.  CNAPS II will capture additional information with each payment instruction, 
allowing for a more detailed understanding of transaction flows in and out of China.  In particular, the 
“Purpose of Payment” requirement has been expanded in CNAPS II.  Transactions ranging from standard 
settlement for goods and services, other current account items, capital flows, bonds, and individual 
payments now require users to include significantly more detail into their payment instructions; failure 
to provide this information can result in rejected payments.   
 
The industry has observed a fractured approach with regard to implementation timelines and the lack of 
standardized SWIFT codeword instructions that risks impacting daily CNY cross-border payment 
processing. 
 
 
Challenges for the Market 
 
The offshore market is contending with two key challenges in the CNAPS II migration.  To ensure 
successful deployment, it is critical that we 1) create an industry-wide SWIFT standard for capturing 
mandatory Purpose of Payment information in CNAPS II and 2) establish more transparent deployment 
timelines for global CNAPS II implementation. 



 
 
Lack of industry-wide CNAPS II to SWIFT code standards 
 
While the CNAPS II system has a well-defined format for indicating the Purpose of Payment, individual 
agent banks and offshore clearing banks may propose their own respective set of code words for 
overseas participating banks to use.  Not only will this create confusion in the offshore market due to 
the disparate formats, but offshore participating banks with more than one nostro relationship will have 
to adopt a corresponding number of different codes – creating potential mapping errors and significant 
inefficiency as banks conduct additional reconciliation between different nostro partners. 
 
Disparate adoption timelines 
 
Disparity amongst agent bank and offshore clearing bank timelines for the CNAPS II migration has 
created confusion in the market, greatly increasing the difficulty of implementation planning for users.  
Although regulators have targeted full CNAPS II adoption by the end of 2014, within this general plan we 
have observed vastly differing timelines in the industry.  
 
A number of overseas participating banks have received differing CNAPS II communications from their 
nostro clearing partners.  For example, a Hong Kong RMB clearing bank has advised the market that the 
new mandatory CNAPS II codes must be adopted by May.  However, other offshore clearing banks in 
Singapore and Taiwan have yet to make similar announcements.    Critically, in addition to the time 
needed by overseas participating banks to make CNAPS II enhancements, the industry must account for 
the ultimate end users – e.g., corporations.  These end users must also enhance their Enterprise 
Resource Planning (ERP) systems to reflect the CNAPS II changes – which could potentially require 
longer lead times or migration periods if these corporations automate payment initiations directly from 
their internal systems. 
 
Implications and risks 
 
Failing to address the disparity in SWIFT standards and implementation timelines will have a number of 
knock-on effects which will expose systemic weaknesses as the demand for cross-border RMB 
settlement rises.  It will also adversely affect market confidence in the adoption of the RMB as a global 
payments currency. 
 
Immediate impacts 
 
From the overseas participant bank perspective, the need to cater for different SWIFT code 
requirements will create inefficiency in the offshore RMB market.  Although this may initially appear to 
be primarily an administrative issue, the cumulative complexity this may cause in the RMB payments 
space is vast:   Currently there are around 90 agent and offshore clearing banks with access to CNAPS; 
with the multiple nostro relationships each has with oversas participant banks, the affected number of 
users is considerable.  Most international scale companies also use multiple providers. 
 
Additionally, uncertainty over the adoption timelines means participant banks must coordinate the 
changes and requirements against all their corporate clients.  From the corporate perspective, this is not 
an easy task as this requires updates to internal processes and ERP systems, which in turn are dictated 
by internal investment cycles. 
 
Given this scale, the potential effect of having to reconcile differing SWIFT-to-CNAPS standards across 
the industry must be addressed – especially considering that under the new CNAPS II conventions, 
payments which do not comply with the new mandatory information and codes will be failed.  Under 
these conditions, even in a best case scenario we are likely to see significant manual reconciliations, 



remapping, and other costly workarounds as companies and banks attempt to reconcile against the 
code word requirements set by individual agent banks and offshore RMB clearing banks. 
 
RMB payments with China area already perceived to have relatively higher costs, error and rejection 
rates, and longer turnaround times compared to other major currencies.  As referenced in a CIPS paper 
submitted to the Offshore CNY Working Group last year, where other global currency payments have an 
average rejection rate of 5%, in contrast around 12% of RMB payments are rejected.   
Additionally, the CNAPS II Purpose of Payment requirement will create a significantly amount of manual 
reconciliation, negatively affecting the RMB’s potential straight-through-processing (STP) rate. 
 
 
Long-term / macroeconomic impact 
 
Any potential increase in the time and cost of RMB-denominated transactions, or a perceived decrease 
in efficiency and reliability, will greatly damage the appeal of conducting business in RMB versus other 
major trade currencies, which already have robust payment systems in place.  Thus, an imprudent 
handling of the CNAPS II migration will not only impact the adoption of the domestic platform itself, but 
adversely affect China’s international perception and the acceptance of RMB in offshore markets. 
 
However, a well-managed CNAPS II migration will reap additional benefits as any potential lessons can 
be applied when CIPS is eventually deployed. 
 
Recommendations and Conclusion 
 
We recommend creating industry aligned standards for mapping CNAPS II codes to SWIFT instructions, 
which will increase both efficiency and ease of use for all end users.  Establishing clear and transparent 
timelines, and potentially longer grace periods for overseas participating banks and corporations to 
react to CNAPS II migration would allow the market to coordinate and plan implementation more 
effectively.   
 
Additionally, the PBOC could consider the establishment of a task force to facilitate clear and consistent 
communications to banks and their clients and oversee the implementation of these solutions across 
China, international banks, and offshore markets.  These measures will address the timing and 
complexity issues which we anticipate within the current migration process. 
 
A smooth CNAPS II migration is vital to enable global adoption in using RMB for cross-border payments 
and reinforce overall global confidence in the future CIPS deployment. 


