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What's the Deal? 

The Chinese yuan: Where are the goalposts? 
The Chinese yuan turned a corner in its exchange value with the US$, a shift to 
depreciation against the USD that began in mid-April of this year, accelerated in 

mid-June, and at present has seen the yuan weaken from a 52 week peak USD 
value of 6.24 to the 6.7 range, where it has hovered for about a week. The near 

term direction remains unclear, but it can be useful to consider some of the forces 
at play from both regulators and markets. The exchange value of the yuan, 
especially in today’s turbulent global financial flows, is critically important to MNC 

executives, regardless of their sector and business activity in China. It influences 
both the buying power, external debt capacity, and hard currency exchange policy 
on the Mainland that is necessary for Chinese overseas M&A. 

 
There are particular features of the Chinese currency and the regulatory regimens 
under which it operates. First, it operates in two forms, the CNH offshore version 

and the CNY Mainland version. The CNH is tradable in a restricted way, through 
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designated swap centers that are largely under supervision of overseas branches of 
China’s large state-owned banks. The limited size of the global CNH float also 

empowers overseas branches of Chinese banks and SOEs to have significant open-
market influence on supply and demand balances, thus trading values. Onshore, 
the CNY value is established in a daily fixing by China’s currency regulators, and it 

trades through State banks in a band of +/- 2% of the official fixing. 
 
Secondly, the Chinese yuan is the only currency of a major economy that is not 

freely tradeable at a value set primarily by markets. Finally, when in October 2016 
the IMF formally added the yuan to its Special Drawing Rights basket, the first 
emerging market currency to be added, the yuan also became the only currency 

included in the IMF’s Special Drawing Rights basket that is not freely tradeable at a 
value set primarily by markets, the discussions between the IMF and China 
notwithstanding. These exceptional features make it impossible to find good 

parallels from the experience of other major emerging market currencies for a look 
ahead at how the yuan might trend or even be managed in the coming years. 
 

Goalposts: There are two looming questions about the Chinese currency and its 
management. First, opinions differ on the extent to which the future direction of 
the yuan can be managed by the government. At the beginning of reforms, China 

tightly controlled its currency, and in fact at the very beginning created a 
completely separate Foreign Exchange Certificate (FEC) that was the legal tender 

for foreigner visitors and the Mainland “Friendship Stores” at which they were 
permitted to shop. Technically, PRC citizens could not use FEC, and visitors could 
not use RMB, although that was a very porous barrier. Since the Chinese economy 

has grown, and especially since it became legal to trade and deliver the CNH form 
of the currency offshore in mid-2010, exposure to offshore forces increased. 
Among other consequences, that provided market signals on the exchange value of 

the currency to the Ministry of Finance and People’s Bank of China. It also impacted 
the certainty with which the government could manage the onshore CNY, as too 
large an arbitrage difference between the CNY and CNH could encourage large 

movements between the two through the several channels available for conversion. 
 
There is little discussion about the goals Chinese leaders have for the currency to 

the extent they can manage its exchange value. The typical charge is that China 
keeps its currency unfairly cheap, or undervalued, because that makes Chinese 
exports to all world markets more competitive. This has been a media theme 

during US presidential elections, when the issue of the US-China trade imbalance 
and impact on US jobs inevitably arises. There is a set of reasons that the 
government of an economy that seeks to drive exports would seek to keep its 

currency cheap, undervalued. 
 
But there are also countervailing arguments, especially relevant for an economy 

that seeks to make overseas acquisitions and looks for bank and capital market 
support overseas. In pursuit of these interests, to the extent a government can 
control the exchange value of its currency, there are reasons to keep it overvalued. 



Looking more systematically at these balance points, we have the following list of 
potential reasons to undervalue the currency and list of potential reasons to 

overvalue the currency. 
 
Undervaluing: 

 Increases export competitiveness through lower pricing 
 Suppresses imports through higher pricing 
 Increases conversion and investment value of inbound FDI, encourages on-

shore investment and reinvestment, and decreases incentives to repatriate 
profits 

 Decreases incentives and value of capital flight and eases difficulty of capital 

controls 
 Decreases operating and compliance costs for MNCs 
 Decreases demand for conversion of local currency to Forex and pressures 

on official FOREX holdings 
 Improves the performance metrics for domestic enterprises with overseas 

earnings 

 
Overvaluing: 

 Increases overseas acquisition power and encourages off-shore investment 

 Increases outside investor appeal of overseas bond offerings and equity 
market listings based on on-shore assets and operations 

 Increases US$ value of GDP and other measures of the economy like fixed 
asset values 

 Increases repatriated profits of foreign investors 

 Increases prestige of the currency and perceived stability 
 Increases foreign currency costs for on-shore assets acquired by foreign 

investors 

 Decreases the cost of servicing overseas debt for enterprises with primarily 
domestic revenue 

 

Forces at work: Not only are there competing reasons to manage the currency in 
one direction or the other, but it is reasonable to expect the balance points to 
evolve over time. In China’s case, as it has moved up the value curve with exports 

and achieved steady growth in its share of global merchandise value created, the 
impact of an undervalued currency on export competitiveness has arguably become 
less important. In contrast, as the going out campaign gathered steam and Chinese 

enterprises shopped the world for acquisitions, a high value of the yuan helped 
enable enterprises with earnings, wallets, and access to bank loans that were 
primarily or exclusively on the Mainland to have more buying power in USD, Euro, 

GBP, or Yen markets. 
 
In addition to these conflicting and evolving goalposts, there are external forces at 

work pushing in each direction. Chinese leaders’ commitment to deleveraging has 
slowed economic growth, which in turn has put pressure on the currency. Domestic 
equity markets and yuan depreciation have reflected that in recent months, with 

equities off more that 20% since January peak and the currency depreciation noted 
above. At the same time, advances like China’s formal inclusion in the MSCI index 



has influenced more large fund investment in the domestic markets through the 
Connect channels. Overall, there is a mix of forces at work pushing the currency, 

as well as the consequent value of Chinese tradeable assets like equities, corporate 
bonds, and bank assets in opposite directions, making its eventual point of 
equilibrium difficult to predict. 

 
The yuan outside the Mainland: The CNY is one of five currencies in Greater China 
and technically directly or indirectly under Beijing’s monetary policy and regulatory 

regime. CNY is by a huge measure the largest, compared to CNH, Macanese 
Pakata, New Taiwan Dollar, and Hong Kong Dollar. The CNY is also the only one not 
freely convertible and primarily valued by market forces. China’s CNY M2 money 

supply increased by 8.3% yoy in April and again in May, reaching 174.31 trillion by 
May, or about 220% of forecast 2018 GDP of 80 trillion yuan and nearly twice the 
equivalent USD money supply.i 

 
In contrast, the total supply of the tradeable version of the yuan, CNH, is currently 
1.15 trillion yuan, less than 7/10s of one percent of the outstanding yuan total. And 

this tradeable currency is presently not at its peak float. Offshore RMB deposits 
peaked in the summer months of 2015 at about 1.85 trillion yuan, substantially 
more than the current float.ii Hong Kong is the largest CNH deposit locations. 

According to the Hong Kong Monetary Authority, Hong Kong CNH bank deposits 
peaked in December 2014 at a hair over 1 trillion yuan. As of May 2018, they stood 

at 601 billion yuan. With the current supply of CNH standing at about 60% of its 
peak in Hong Kong and globally,iii to the extent China wants to influence the 
direction of CNH market prices through overseas swap market operations of its 

banks and other SOEs, the hard currency cost of doing so has been considerably 
reduced. 
 

There are a couple of implications of this reduced CNH float—the yuan is shrinking 
as a global settlement currency and reserve currency, not expanding, and as a 
consequence the actual role of market forces in determining the yuan’s trading 

value is also diminishing.iv This can give China’s MoF and PBoC more flexibility in 
setting the value administratively. But it also can make the market signal value of 
the CNH swap activities less indicative and ultimate convertibility increasingly 

remote and potentially risky. 
 
Importantly, it can make understanding what China’s currency regulators see as 

their goal posts in managing or influencing the sustainable exchange value of the 
yuan more relevant for MNCs investing in the Mainland, asset owners outside China 
interested in attracting Chinese equity investors, and financial service players 

engaged in China’s off-shore lending and borrowing, equity listing activities and 
bond sales. Ultimately, the shrinking CNH supply may suggest movement to tighter 
control of the currency as opposed to movement toward free convertibility at a 

value set by markets, although commitment to the latter remains a talking point of 
China’s leaders in the currently unsettled international trade and investment 
landscape. 

 
iData from official sources: Ministry of Finance, People’s Bank of China, National Bureau of Statistics. 



 

iiIbid. 
iiiIbid. 
ivGlobalRMB estimates. 

 
  

Trends to watch 

Congress to toughen foreign investment reviews amid trade fight with China, 

WSJ, 7/19/2018 
China moves to support the economy amid trade tensions, BBC, 7/24/2018 

   

Outbound M&A from China 

Consumer business 

Kiu Hung International to add stake in plantation business, ET Net, 6/20/2018 
 
Life sciences & healthcare 

Mevion Medical of Boston closes $150 mln financing from China investors, Seeking 
Alpha, 6/17/2018 
Tencent-backed cancer detection startup Grail raises $300m in Series C, 

DealStreetAsia, 5/22/2018 
Proposed $144 mln absolutely controlled scope biochemical Shanghai 

Pharmaceutical, WestDollar, 5/22/2018 
 
Energy & resources 

MMG out of Sepon, Mining Journal, 6/22/2018 
Hong Kong's CKI launches $9.8 billion bid for Australia's top gas transporter, 
Reuters, 6/12/2018 

Chinese company CITIC Metal to acquire 19.9% stake in Ivanhoe Mines Ltd., 
Financial Post, 6/11/2018 
 

Manufacturing 
Nine Dragons Paper to acquire Catalyst Paper’s pulp and paper mills in Maine and 
Wisconsin, Pap News, 5/31/2018 

 
Financial services 
Hong Kong tycoon Victor Li uses cash from sale of The Center to buy London 

office tower for £1 bln, SCMP, 6/15/2018 
 
Technology, media & telecommunications 

CK Hutchison buys remaining 50% share in Italian mobile provider Wind Tre for 
$2.85 bln, SCMP, 7/3/2018 
UMC buys out Mie Fujitsu Semiconductor, Cleanroom Technology, 7/3/2018 

China’s Boyu Capital leads $125 mln round for image retail analytics company 
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Trax, CTech, 7/2/2018 
Yageo to acquire Pulse Electronics, Evertiq, 5/23/2018  

   

Inbound M&A into China 

Consumer business 
Britain's Diageo offers to raise stake in China's Sichuan Shuijingfang, Reuters, 
6/25/2018 

 
Financial services 

CPPIB to invest $600 mln in Ant Financial's unit, Reuters, 6/8/2018 
Mitsui Sumitomo to buy 37.5% stake in Chinese life insurer, The Japan Times, 
5/23/2018 

   

China domestic M&A and industry 

consolidation 

Consumer business 
Juneyao Airlines invests $1.9 bln for China Eastern stake, shares rise, Reuters, 
7/10/2018 

 
Life sciences & healthcare 
Alibaba injects pharmacy assets into healthcare unit in $1.4 bln deal, Reuters, 

5/28/2018 
 
Manufacturing 

Geely Automobile Holdings acquires three auto companies with RMB 3.173 bln in 
total, Gasgoo, 7/19/2018 
Shanghai Electric reveals a plan to acquire a 51% stake in GCL-Poly’s polysilicon 

unit, PV Magazine, 6/6/2018 
 

Technology, media & telecommunications 
Alibaba to buy a minority stake in Focus Media to tap digital marketing, Reuters, 
7/18/2018 

   

Dbriefs China Issues webcasts 

Equity incentives: Strategies for Chinese companies expanding globally 

August 16 | 11 a.m. ET 
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As more Chinese companies grow their operations internationally, go public 
overseas, and acquire multi-jurisdiction talent, equity incentive strategy is often a 
critical consideration to attract and retain top performers. The cross-border tax 

ramifications of equity compensation, however, can be complex to evaluate. 
Participants will learn about the tax implications of equity compensation for cross-
border companies and executives, and potential pathways to plan ahead. 

READ MORE | REGISTER 

   

Related reports 

How digital tools are helping unlock M&A value 

Companies pursue M&A as a way to drive value, but, for a variety of reasons, the 
end result may not always meet expectations. Given the expanding array of 
digital tools available to help address the M&A process, however, CFOs now have 

the opportunity to not only play a greater role in M&A strategy, but also guide 
such efforts toward success. 
READ MORE 

   

Related links 

Subscribe to China M&A Round-Up 
China M&A Round-Up archive 
Asia Pacific Dbriefs webcast series 

US Chinese Services Group 
Global Chinese Services Group  

   

Included are summaries of, and links to, reports of M&A transactions and related news appearing in the media. 
Neither the Chinese Services Group of Deloitte LLP, nor any of its affiliates or their related entities, has an opinion 
on the transactions listed. No guarantees are made as to the accuracy of what is reported in the media. No 
information herein, implied or explicit, should be perceived as an endorsement, assessment or judgment as to the 
propriety of the transactions by the Chinese Services Group of Deloitte LLP or any of its affiliates or related 
entities. 
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