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Summary 
 
 The People’s Bank of China (PBOC) has announced a change to its currency 

framework to allow greater flexibility based on a currency basket. The PBOC 
emphasized a gradual approach, and has ruled out any one-step revaluation. 

 
 Though long anticipated in view of China’s large BOP surplus, the announcement 

came as a welcome surprise to markets, which had been discounting an early 
currency move in view of the uncertain global outlook. Although the opening 
fixing was unchanged, the RMB appreciated to close at 6.80 per USD (+0.4%). 

 
 Important details are still lacking, including the composition of the basket and 

timing of further moves. Pending this, we are maintaining our outlook of an 
appreciation of 4-5% against the USD by end-year. The eventual magnitude, which 
could well be less than our baseline, will depend on the authorities’ assessment of 
the strength of the global economy, and evolution of currency cross rates. 
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Announcement 
 
 The People’s Bank of China (PBoC) announced over the weekend that it will 

proceed with reform of its currency framework to enhance RMB flexibility. The 
announcement comes after almost two years of a de facto peg of the RMB to the USD, 
in effect since July 2008. A move to greater flexibility has long been sought by China’s 
key trading partners, especially in the U.S., where protectionist sentiment has been 
building in Congress.  

 
 In its statement, the PBOC emphasized that it will make reference to a basket of 

China’s main trading partners in setting the future course of the RMB. This should 
in principle allow for greater two-way flexibility against the USD, although it is widely 
expected to result in appreciation given China’s large BOP surplus.  

 
 Importantly, the PBOC clarified it will allow only gradual appreciation, rather than 

any step appreciation.  
 
Market Reaction 
 
 The move has come as a welcome surprise to the market, which until very recently 

had been discounting the likelihood of an early appreciation given China’s apparent 
reluctance and uncertainties to the global outlook (see Chart 1 on forward rates). Politics 
may have been a factor, with the announcement coming ahead of the G20 meeting in 
Toronto scheduled for June 26-27.  

 
 Today’s opening fixing rate for the RMB was unchanged from the previous close.

However, during the day the spot rate moved toward the appreciated end of the +/-0.5% 
trading band, to close at 6.80, an appreciation of 0.4%. 

 
 Regional currency and stock markets soared on news of the announcement. The 

Chinese stock market closed up by about 2.9%; the KRW, MYR, IDR, and AUD have 
seen the largest currency gains. The rally in currencies may well fade, given that any 
near-term RMB appreciation is likely to be modest.  
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Assessment and Outlook 
 
 In some ways, the authorities’ announcement is less clear in terms of the outlook 

for the exchange rate than the change adopted in July 2005, when China
implemented a “managed float with reference to a basket of currencies. In particular, the 
composition of the basket has not been announced nor, as was the case last time, have 
the weights or slope been disclosed. The timing of any formal changes also remains
unclear. 

 
 The lack of clarity means that the authorities have room to move the exchange 

rate at the pace they consider appropriate, and even in the direction they like, 
although we do not expect outright depreciation against the USD. 

  
 Under the announced framework, and given the conflicting forces that could affect 

the RMB – on the one hand, concerns about overheating and inflation would 
suggest that appreciation would be helpful, while spillovers from Europe would 
call for caution – we are maintaining our projection of 4-5% appreciation against 
the USD by end-year, until further clarification. Markets appear to be generally 
anticipating some 2-3% appreciation over the coming year. 

 
 Among the factors influencing the magnitude of appreciation will be the 

authorities’ assessment of the strength of the global outlook and cross-currency 
moves, especially of the USD-EUR. Indeed, the recent depreciation of the EUR has 
resulted in some appreciation of China’s effective exchange rate, by about 2.7% this 
year (Chart 2). Any further weakness of the EUR would likely mean less appreciation 
against the USD. 
 

  
Chart 1 

RMB Spot and NDF Rates  
Chart 2 

RMB Effective Exchange Rate 
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DISCLAIMER  

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya 
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to 
changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.  

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to 
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.  

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be 
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to 
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such 
specialized advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained from 
sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either express or 
implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the 
use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical results of investments 
do not guarantee future performance.  

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors 
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities 
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed 
the amount of initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus, 
before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and 
risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be 
limited or even not exist.  

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred 
to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those 
securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their 
shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or 
after the publication of this report, to the extent permitted by the applicable law.  

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its 
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and 
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may 
be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of 
this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its 
distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.  

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets 
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities. 
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those with 
expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under 
Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.  

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and, 
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless, 
they do not receive any remuneration based on revenues from any specific transaction in investment banking.  

BBVA and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities 
Dealers, Inc., are not subject to the rules of disclosure affecting such members.  

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to 
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security 
Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”. 
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