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Bloomberg’s Enda Curran reports on the yuan’s fluctuation.

After a quiet few weeks, the yuan is center stage again.

The currency slid toward its weakest in a decade on Friday, approaching a key support level of 7
per dollar before managing a slight rebound. The moves came after it fluctuated in a narrow
band of about 1 percent through October, the tightest range since April 2017. Now bearish wagers
are building again as capital outflow pressure grows.

Chinese currency has fallen 9 percent in the past six months

Traders boost bearish bets as capital outflows accelerate
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“A further depreciation of the yuan relative to the dollar would soften the blow of U.S. tariffs but
at the considerable risk of triggering substantial capital outflows,” said Eswar Prasad, former IMF
China division chief and author of “Gaining Currency: The Rise of the Renminbi.”

The yuan has tumbled 9 percent against the dollar in the past six months, dragged down by
trade tension with the U.S. and bets of further monetary easing by the People’s Bank of China.
The drop has stoked debate over when or whether officials might intervene to prevent it sliding
past the milestone of 7 against the dollar -- a level not reached since the global financial crisis.

Pan Gongsheng. Photographer: Qilai Shen/Bloomberg

There are signs China is already growing uncomfortable with the weakness. At a briefing in
Beijing on Friday, PBOC Deputy Governor Pan Gongsheng said the central bank will take macro-
prudential measures to stabilize  expectations in the foreign-exchange market, and that it is
confident the yuan will be kept basically stable at reasonable levels.

Here are five charts that show mounting depreciation pressure on the yuan:

https://www.bloomberg.com/news/articles/2018-10-15/don-t-bet-on-china-s-yuan-falling-past-7-soon-survey-shows
https://www.bloomberg.com/news/terminal/PH6ZFP6K50XS
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The yuan’s initial weakness Friday came as the PBOC cut its daily reference rate beyond 6.95 per
dollar to a 21-month low -- a sign that the central bank is in no rush to stem the depreciation. The
yuan is also near the lowest level on record against a basket of currencies.

The offshore yuan’s three-month risk reversal, a gauge reflecting traders’ bearishness on the
currency in the options market, on Friday surged to the highest level since January 2017. That
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suggests demand for wagers betting on further depreciation is climbing.

Chinese banks last month sold the most foreign-exchange to clients since December 2016,
according to data released Thursday by the currency regulator. The figures came after the
central bank reported the biggest drop in positions for foreign-exchange purchases since January
2017, reflecting greater intervention.

Seven Around the Corner?
New put options betting yuan will drop beyond 7 surge in October
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Notional value of weekly new yuan put options with strike price at 7 or weaker levels
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The notional value of new options betting the yuan will weaken past 7 per dollar has risen to $62
billion so far this month, triple the level seen in September, according to Bloomberg calculations
based on data from Depository Trust & Clearing Corp. Options prices show the chances of the
yuan hitting 7 next quarter nearly doubled in the past three months to 43 percent on Friday.
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The yield spread between China and U.S. 10-year government bonds narrowed to 37 basis points
last week, the lowest since April 2011. That makes yuan-denominated assets -- such as onshore
bonds -- less attractive, and thus reduces capital inflows.

“If there is market pressure for the currency to go beyond 7, they will probably allow it to
happen,” Joachim Fels, global economic adviser at Pacific Investment Management Co., said in
an interview in Hong Kong. “There is still the risk of accelerated capital outflows, which is why
the central bank wants to at least smooth the currency depreciation.”
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