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We expect 2018 to be a strong year for the yuan albeit not quite as strong as 2017, with 

appreciation of around 5% recorded as at 23 November 2017. We project 3% 

appreciation of CNY against the USD to 6.30 in 2018, from 6.50 at the end of 2017. 

We see three good reasons to support a strong yuan view.  

We place the following reasons in order of importance: (1) the PBOC would prefer net 

capital inflows; (2) Chinese corporates have to repay USD debt; (3) the impact of the 

exchange rate on trade is a two-sided coin and trade is not the top priority in 

determining the PBOC’s exchange rate policy preferences.  

Net capital inflows 

The regulators will be looking to avoid a repeat of the capital outflows seen between 

2014 and mid-2017, which originated from the yuan depreciation that began at the end 

of 2013. The loss of a quarter of China’s foreign reserves from a peak of almost US$4tr in 

June 2014 to a trough of less than US$3tr in January 2017 was an alarming 

demonstration of rapid capital outflows. This prompted the PBOC to appreciate the yuan 

in early 2017 in an attempt to stem capital outflows.  

Government concern could trigger capital outflows   But we expect net capital inflows in 2018 

 

 

 
Source: Bloomberg, ING  Source: Bloomberg, ING 

 

The central bank’s efforts to strengthen the CNY have successfully lifted foreign reserves 

slightly higher to around US$3.1tr as of October 2017.  
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CNY: A year for red packets 

 Having taken back control of the Renminbi in 2017, we expect the PBOC to be 

comfortable with USD/CNY edging down to 6.30 through-out 2018 

 Modest CNY appreciation allows China to: (1) encourage modest capital inflows; 

(2) protect USD debt exposure of corporates; and (3) suit a more balanced 

economy 

 We are not looking for any significant changes to the FX regime in 2018 and see 

less deviation between CNY and CNH 
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We believe the central bank will continue to encourage mild capital inflows into the 

Mainland in 2018 through further conversion of dollars into yuan. PBOC data is already 

indicating that commercial banks have started to net buy FX from customers in recent 

months – a reversal of the trend seen through 2016 and early 2017. 

Repayment of US debt  

The second factor leading to our view of a stronger yuan is the tighter liquidity onshore 

from financial deleveraging that has prompted Chinese corporates to undertake greater 

borrowing offshore in USD. These companies would benefit from a stronger yuan when 

they repay dollar debts. Given reports that this USD borrowing is not particularly well 

hedged, clearly any large and unexpected yuan depreciation would create risk of 

possible defaults.  

Thus, as stated in the 19th Congress, the central bank will want to avoid any trigger of 

systemic risk. It will therefore carefully monitor the ability of corporates to service their 

dollar debts. We therefore believe that the PBOC’s preference will be to appreciate rather 

than depreciate the yuan against the dollar. 

Impact of trade 

Our third argument for a stronger yuan is that we do not believe export growth is an 

important factor for the PBOC.  

Would a strong yuan dampen exports and add extra pressure on economic growth, 

especially during a period of corporate and financial deleveraging? We believe there is 

little to suggest this would be the case since not every trade between China and the rest 

of the world uses USD as the payment currency. China’s exports to Europe account for 

16.5% of its total exports (as of October 2017) while the US accounts for 19.0%, and 

some of these use the euro to settle.  

From a macro perspective, we should not exaggerate the net impact of currency 

movements on China’s overall export position. 

The other side of trade is imports. As the Chinese economy unrelentingly moves towards 

a consumer-driven economy, imports of consumer goods will continue to grow. We 

doubt that the central bank would prefer an even stronger yuan to secure cheaper 

imports of consumer goods. The exchange rate is interlinked to multiple factors, and 

buying cheaper imported goods may not be the most important consideration when it 

comes to determining exchange rate policy. 

It may only be when exports are no longer relevant for economic growth that the 

central bank would choose to favour a stronger yuan to increase consumption.  

Trade is not a key factor dictating yuan direction  USD/CNY to follow dollar index 
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One exception that might lead to a stronger yuan than we currently expect would be if 

China were to need to import significant natural resources. However, even that would 

only be a temporary bout of appreciation, rather than a trend for the whole year.   

This would be the one of the few causes of volatility for the yuan that we can foresee 

initiated by the Chinese government. Volatility might otherwise be caused only as a 

result of external factors, for example, from the dollar index, which the daily yuan fixing 

closely follows. Overall, we expect a less volatile yuan because financial deleveraging 

has pushed up onshore interest rates – and reforms are ongoing. Adding extra volatility 

to the yuan would hinder reform progress. 

We do not expect reforms of the fixing mechanism. The current fixing mechanism has a 

black box component of a “counter-cyclical factor”. Each fixing-quoting bank can decide 

its own methodology for the “counter-cyclical factor”. This offers leeway for the central 

bank on the fixing exchange rate, but it is literally a step backward in reforming the yuan 

regime. We do not expect the central bank to remove the daily fixing rate, but we expect 

it to be more transparent on the fixing mechanism.  

What we do not expect to happen to the yuan in 2018 

Though we expect capital inflows, we expect only a nominal net increase. China has no 

interest in generating a surge in hot money inflows, which could easily turn into 

outflows when the yuan is weak. Thus regulators will only cautiously open the door for 

inflows and we don’t expect a completely free flow of capital into China.  

We do not expect the central bank to focus on the yuan index (the RMB CFET Index). The 

CNY basket index is a passive indicator as it reflects the weighted average of the dollar 

and other currencies against the yuan via USD/CNY. 

On the daily trading band of the USD/CNY, we do not expect any change in 2018 as the 

central bank governor has told the world that the band is not that relevant in exchange 

rate policy. We agree. The spot seldom touches the ±2% band and has been trading 

very close to the daily fixing. The last widening of the daily trading band was in March 

2014.  

We also do not expect onshore yuan (USD/CNY) and offshore yuan (USD/CNH) to deviate 

from each other much. Moving yuan liberalisation forwards needs the onshore and 

offshore yuan to come as close as possible. The central bank can achieve this more 

readily when an offshore yuan liquidity pool builds up once again as the yuan 

appreciates. 

Spot follows fixing, not touching the bands  Onshore and offshore yuan will converge 

 

 

 
Source: Bloomberg, ING  Source: Bloomberg, ING 

 

 

6.3

6.4

6.5

6.6

6.7

6.8

6.9

7.0

Jun 17 Jul 17 Aug 17 Sep 17 Oct 17 Nov 17

USD/CNY CNY FIXING

Upper bound Lower bound

-1,000

-500

0

500

1,000

1,500

2,000

6.4

6.5

6.6

6.7

6.8

6.9

7.0

12/16 2/17 4/17 6/17 8/17 10/17

CNH-CNY (rhs) USD/CNH USD/CNY

Expect less volatility for the 

yuan when reforms of the 

financial sector are in progress 

USD/CNY and USD/CNH to nearly 

become one. 

We expect reform to a more 

transparent fixing mechanism  



 

4 

Disclaimer 
This publication has been prepared by the Economic and Financial Analysis Division of 

ING Bank NV (“ING”) solely for information purposes without regard to any particular 

user's investment objectives, financial situation, or means. ING forms part of ING Group 

(being for this purpose ING Group NV and its subsidiary and affiliated companies). The 

information in the publication is not an investment recommendation and it is not 

investment, legal or tax advice or an offer or solicitation to purchase or sell any financial 

instrument. Reasonable care has been taken to ensure that this publication is not untrue 

or misleading when published, but ING does not represent that it is accurate or 

complete. ING does not accept any liability for any direct, indirect or consequential loss 

arising from any use of this publication. Unless otherwise stated, any views, forecasts, or 

estimates are solely those of the author(s), as of the date of the publication and are 

subject to change without notice. 

The distribution of this publication may be restricted by law or regulation in different 

jurisdictions and persons into whose possession this publication comes should inform 

themselves about, and observe, such restrictions. 

Copyright and database rights protection exists in this report and it may not be 

reproduced, distributed or published by any person for any purpose without the prior 

express consent of ING. All rights are reserved. The producing legal entity ING Bank NV is 

authorised by the Dutch Central Bank and supervised by the European Central Bank 

(ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial Markets 

(AFM). ING Bank NV is incorporated in the Netherlands (Trade Register no. 33031431 

Amsterdam). In the United Kingdom this information is approved and/or communicated 

by ING Bank NV, London Branch. ING Bank NV, London Branch is subject to limited 

regulation by the Financial Conduct Authority (FCA). ING Bank NV, London branch is 

registered in England (Registration number BR000341) at 8-10 Moorgate, London EC2 

6DA.  

For US Investors: Any person wishing to discuss this report or effect transactions in any 

security discussed herein should contact ING Financial Markets LLC, which is a member 

of the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for 

the distribution of this report in the United States under applicable requirements. 

 

 

 


