
 

 

 The Chinese currency is hitting its 

highest in several years against a 

basket of currencies. 

 The move is happening as the 

Central Committee of the Communist 

Party meets to set its five-year plan.  

 The People’s Bank of China has 

intervened in the past when the yuan 

got this strong.  

 China has attracted more investor 

flows as the country shows no signs 

that it could close its economy again. 

 The high correlation between the 

yuan and several G-7 currencies means 

that depreciation in the Chinese 

currency could lead to dollar strength.  

 The FAB AAC remains slightly 

underweight in equities, and 

overweight in IG bonds and gold  

 

Most central banks say that they pay no 

direct attention to their currencies, but 

every economist knows that its value 

dictates a key part of the GDP equation. A 

strong currency may attract investor 

inflows, but it makes exports more 

expensive and imports cheaper, 

dampening economic growth and inflation.  

The recent weakness of the US dollar has 

already left central bankers in Europe, 

Australia, New Zealand, and even Japan 

uneasy. Meanwhile, the People’s Bank of 

China has been unusually stoic about the 

yuan’s nearly 7% appreciation against the 

US dollar since 27 May. That is particularly 

troubling for China, where exports are a 

much bigger part of the economy. The 

explanation, however, is that the yuan has 

gained less against other currencies. 

The broader CFETS yuan index, which 

measures the currency’s strength against 

a broad basket of nations with which 

China trades, only bottomed on 31 July, 

and has gained just 4.4% since. Still, it is 

now knocking against the 95.00 level, 

which in the past three years has been 

where the PBOC draws the line. 

This is happening just as all the most 

senior politicians in China gather in Beijing 

for the Communist Party Plenum, which 

will determine the country’s five-year plan. 

With the currency so strong, it is likely to 

figure in many of the debates.  

In fact, Yi Gang, the Governor of the 

PBOC, was quoted today reinforcing the 

idea that the internationalization of the 

yuan will continue. His remarks came a 

couple of days after an unnamed official 

told Bloomberg News that the government 

planned to continue to allow the yuan to 

be more widely used, but that it could start 

intervening more meaningfully in its price 

to ensure economic stability.  

The fate of the yuan matters not only for 

the Chinese. The currencies of most 

commodity-dependent countries, from 

Canada and Australia to South Africa and 

Brazil, tend to move in tandem with the 

yuan, given that China is the biggest 

consumer of raw materials in the world.  

As a result, there is a medium-term 

correlation between the yuan and other 

emerging market currencies, and, more 

importantly, an inverse correlation with the 

US dollar. Even though the yuan is a small 

part of the dollar index, over the past four 

years, it has swayed the greenback. If 

China really starts to push the yuan down, 

it could have an impact on the US dollar. 

That, in its turn, could have broader 

implications for the American economy 

and for other developing nations.  
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The Chinese yuan index is 

hitting a point which has 

triggered PBOC action before 
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Disclaimer: This report has been prepared and issued by Products & Services - Elite & Private Banking (“P&S-EPB”) of First Abu Dhabi Bank PJSC 
(“FAB”) outlining particular services provided by P&S-EPB. This report is for general informational purposes and does not constitute or form part of any offer 
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regulation in certain countries, hence any unathorised use or disclosure of this document is prohibited.  
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we have relied upon and assumed, without independent verification, the accuracy and completeness of all the information available from public sources or 
which was otherwise reviewed by us. FAB PJSC makes no representation or warranty, expressed or implied, as to the accuracy, t imeliness or complete-
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quential loss or damage which may be sustained because of the use of the information contained and/or referred to in this report or otherwise arising in 
connection with the information contained and/or referred to in this report, provided that this exclusion of liability shall not exclude or limit any liability under 
any law or regulation applicable to FAB PJSC that may not be excluded or restricted. 
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market or other factors. The information contained in this report does not purport to contain all matters relevant to any particular investment or financial 
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such as market risk, liquidity risk and credit risk. Undue reliance should not be placed on forward looking statements in making an invewstment decision. 
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these determinations.  
FAB is acting solely in the capacity of a potential arm’s-length contractual counterparty and not as a financial adviser or fiduciary in any transaction unless 
we have otherwise expressly agreed so to act in writing. FAB does not provide any accounting, tax, regulatory or legal advice. FAB is licensed by the Cen-
tral Bank of the UAE.  
London: FAB London Branch is Authorized by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Author ity and 
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FAB London branch on request. Registered in England & Wales: Company No: FC009142: VAT No: GB245 3301 91.  
Paris: FAB Paris Branch is licensed by the French Prudential Control Authority as a credit institution. FAB Paris is registered in F rance under 
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Switzerland: This publication is for informational purposes only and is not intended as an offer, or a solicitation of an offer, to buy or  sell any 
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sis and/or may not be eligible for sale to all investors. This report is for distribution only under such circumstances as may be permitted by applicable law. 
All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or war-
ranty, express or implied, is made as to its accuracy or completeness. All information and opinions as well as any prices indicated are currently as of the 
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of an investment. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA expressly prohibit the distribution and transfer of this document to third 
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Please contact your relationship manager for information relating to subscription, redemption, dividends, client eligibility and/or any other information relat-
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