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Over the past 18 years China’s exchange rate regime has evolved from a 
fixed peg to the US$ to a ‘crawling peg’ against a trade-weighted index
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Chinese yuan vs US dollar and China Foreign Exchange Trading System (CFETS) trade-weighted index 

Sources: LSEG Refinitiv Datastream; People’s Bank of China.

85

90

95

100

105

1105.00

5.50

6.00

6.50

7.00

7.50

8.00

8.50

9.00

91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24

Yuan per US$

Yuan vs US$ 
left scale, inverted)

31 Dec 2014 = 100

CFETS trade-
weighted index
(right scale)

Yuan pegged at 

8.28 per US$ 

(April 1994)

Yuan revalued to 

8.11 and ‘managed 

float’ against the 

US$ introduced 

(July 2005)

Official and 

swap rates 

unified, yuan 

devalued by 

33% (January 

1994)

Yuan fully convertible for 

current account transactions 

(December 1996)

CFETS index published for 

the first time (backdated to 

Dec 2014)(December 2015)

Daily ‘trading band’ for 

US$-yuan widened from 

0.3% to 0.5% (May 2007)

Daily ‘trading band’ for 

US$-yuan widened from 

1% to 2% (March 2014)
Changes to system 

for quoting yuan-

US$ central parity 

(August 2015)

Banks asked to include a 

‘counter-cyclical 

adjustment factor’ in their 

FX quotes (May 2017)



Sources: People's Bank of China; 
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China’s FX reserves and M2 money supply Hong Kong’s FX reserves and M2 money supply

Since 2015 China hasn’t maintained a roughly linear relationship between 
FX reserves and its domestic money supply 

Sources: People's Bank of China; Hong Kong Monetary Authority.  
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http://www.pbc.gov.cn/en/3688247/3688978/3709137/index.html
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China’s current account surplus China’s foreign investment inflows and outflows

China’s ‘basic balance’ surplus has shrunk from over 14% of GDP in 2007 
to a still-large 3.2% of GDP in 2021 but then to just 0.3% of GDP in 2023

Sources: China State Administration of Foreign Exchange; National Bureau of Statistics of China.
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China’s merchandise exports and imports China’s merchandise trade surplus

China’s merchandise trade surplus is being sustained by weakness in 
imports, not strength in exports
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China’s motor vehicle exports are booming
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China’s motor vehicle exports and imports Motor vehicle and other merchandise exports
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weakness in China’s other exports
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China is lifting its share of exports to the ‘global south’ – but that’s being 
offset by market share losses in ‘advanced’ economies
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China’s merchandise exports, by destination

Sources: World Trade Organization, WTO Stats; International Monetary Fund, Direction of Trade Statistics. 
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Except in automotive products, it is likely to be difficult for China to 
increase its global market share of major export product groups
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China’s services trade deficit is widening 
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China’s services trade China’s travel credits and debits
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China’s services trade deficit is widening – largely because while lots of 
Chinese want to travel abroad, not many foreigners want to go to China

https://www.safe.gov.cn/en/2019/0329/1496.html


China runs a deficit on primary income
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China’s primary income credits and debits China’s net international asset position

Source: China State Administration of Foreign Exchange.
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One possible prompt for large capital outflows, and hence a big fall in the 
renminbi, could be revelation of large loan losses at Chinese banks

11

Chinese banks’ non-performing loans Loan-to-deposit ratio of Chinese banks
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China’s financial regulators appear to be taking a tougher line on 
‘pretend and extend’

12 Source: The Economist, 27th March 2024.

https://www.economist.com/finance-and-economics/2024/03/27/chinas-banks-have-a-bad-debt-problem


The ‘Chinese authorities’ may be displeased at the weakening of the yen 
and (to a lesser extent) the won against the yuan
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Yuan vs Japanese yen Yuan vs Korean won

Source: LSEG Refinitiv Datastream. 
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Conclusion
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❑ China isn’t going to have any sort of currency crisis in the very near term
− it is still running current account and ‘basic’ balance surpluses

− and it has substantial official FX reserves (equivalent to 16 months’ imports) 

− and state-owned commercial banks may also be holding additional FX reserves ‘on behalf of’ the PBoC

❑ China is not in the same position as Thailand, Malaysia, Indonesia, Korea, or the Philippines in the mid-1990s
− its banks and corporates haven’t been borrowing unhedged in foreign currencies

− and their reserves were down to less than 4 (or in some cases 3) months’ imports ahead of the mid-1990s crisis

❑ However China does in some ways resemble Japan in 1998, when it had a banking and currency crisis despite 

running current account surpluses, having large FX reserves and being an international creditor
− Japan’s 1998 banking and currency crisis was triggered by the revelation of large loan losses at banks arising from the collapse of 

Japan’s property market bubble at the end of the 1980s and from foreign currency loans in Asia

❑ China’s current account and/or its basic balance could slip into deficit over a (say) 3-5 year horizon
− in which case the large ‘overhang’ of domestic money and credit relative to its FX reserves could prompt ‘capital flight’

❑ A 2019 IMF Working Paper noted that “Chinese residents are not used to regular two-way movements in the 

exchange rate and hence their expectations are more sensitive to signals of change” and that they “exhibit 

herding behaviour in response to shocks” 
− “a large pool of [renminbi]-denominated savings is held by residents … and there are insufficient domestic assets in which to 

invest … Chinese residents’ demand for foreign assets is suppressed by [capital controls] and even a small fraction of households 

switching to foreign assets could lead to sizeable capital outflows”

❑ It’s also possible that the ‘Chinese authorities’ could decide to trigger a large renminbi devaluation as a means 

of promoting stronger economic growth (‘if all else fails’)

https://www.imf.org/-/media/Files/Publications/WP/2019/WPIEA2019050.ashx
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Important information
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