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ECONOMIC ANALYSIS 

China | Depreciation takes hold after new RMB index set 

to track EUR and JPY more closely 

Carlos Casanova / Le Xia 

On December 11, the PBOC indicated that the RMB will be loosely pegged to a basket of 13 currencies. 

Weights for the different currencies were also provided as part of the announcement. Chinese authorities 

have, for a long time prior to this announcement, claimed that the RMB exchange rate is determined with 

reference to a basket of currencies, but the composition of this basket has never been disclosed. The 

move should be seen in the context of China’s ongoing quest for capital account liberalization, meaning 

that basing the mid-point around which the RMB is allowed to fluctuate each day on a broader basket of 

currencies, as opposed to the USD, should assist China in its transition towards a free-floating exchange 

rate. In addition, the previous system was regarded as unsustainable, as it led to the appreciation of the 

RMB in real effective terms, hampering the competitiveness of Chinese exports vis-à-vis other regional 

competitors. Despite the USD still accounts for the bulk of the index, the latter puts significant weight 

behind the EUR and JPY. The Fed is expected to start lifting rates later this month, which could lead to 

some USD strengthening, whereas the ECB and BOJ maintain their easing stance. We have not revised 

our CNY FX forecasts, though we do identify some upside risks to our end-15 forecast of 6.45 CNY/USD. 

We maintain our end-16 forecast at 6.8 CNY/USD.  

 PBOC announces new RMB FX index. Late last Friday, the PBOC announced the CFETS’s 

(China Foreign Exchange Trade System) new RMB index, composed of 13 currencies. The USD 

accounts for the highest weight amongst all currencies in the basket, or 26.40%, followed by the 

EUR (21.39%) and the JPY (14.68%)
1
. The move is meant to better reflect the value of the CNY in 

effective terms, playing down the recent weakening trend versus the USD. Most likely, the PBOC 

will loosely peg the RMB against this basket of currencies, although the ultimate goal remains to 

achieve a free-floating exchange rate. The move constitutes a turning point from the previous 

USD-focused approach, as the EUR and JPY are expected to play a stronger role than in the past.   

 Depreciation versus the USD takes hold. The PBOC has lowered the CNY’s mid-point 

seven times since the International Monetary Fund (IMF) announced the inclusion of the RMB in 

the currency basket of the Special Drawing Rights (SDR) on November 30. The recent weakening 

trend is in line with mounting upside pressure in the FX markets, with the RMB non-deliverable 

futures (1Y NDF) now factoring in a significant depreciation in a year’s time. Following last 

Friday’s announcement, the RMB exchange rate fell to 6.46 CNY/USD on the onshore market, 

while the offshore CNH reached 6.55 CNH/USD on Monday, extending a 6 day drop to 2%.  

 We maintain our RMB FX forecast, despite upside risks. The persistently widening 

differential between the onshore and offshore RMB exchange rates might be signaling that the 

authorities have started to withdraw from intervening in the offshore RMB market and tolerate a 

larger magnitude of fluctuations against the USD. Going forward the RMB exchange rate could 

become more synchronous with the EUR and JPY. That being said, the authorities could 

intervene in the FX market again if they feel uncomfortable with the level of the exchange rate or 

its volatility.  

                                                
1
 USD: 0.2640; EUR: 0.2139; JPY: 0.1468; HKD: 0.0655; AUD: 0.0627; MYR: 0.0467; RUB: 0.0436; GBP: 0.0386; SGD: 0.0382; THB: 

0.0333; CAD: 0.0253; CHF: 0.0151; NZD: 0.0065  
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Figure 1 

Under pressure: A weaker RMB based on new CFETS Index  
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Source: Bloomberg and BBVA Research 

 

DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or 

based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorized by BBVA. 

 


