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Whilst many retreat towards the $, Beijing is abandoning it
At a time of such heightened tensions in not 1 but 2 crucial regions, to say there is anything close to monetary certainty, is to invite mockery. Dismissal that is, unless one claims the only guarantee is the $ will strengthen in practically every exchange rate dimension. After all, in the face of uncertainty THE RULE is that capital ALWAYS HEADS FOR THE safe-haven offered by the DOLLAR; only $ denominated, gold, deemed more secure. Indeed, that the $ still holds a magnetic draw is a rule believed to hold regardless of the outcome of November 5th; FX’in things, being relative after all.
Throw into the mix that the tensions we are all too plainly seeing & many painfully experiencing, could easily spill into higher energy costs, & the inflationary sanctuary of the $ is all the more assured. The plain fact is that a mere casual inspection of recent monetary metrics provides proof of the ‘perfectly reasonable’ heuristic of “in times of uncertainty head for the $”; it even gaining against China’s yuan. So, as tensions have risen, the dollar has risen, thems is the FX’in facts. This accepted, I cannot help pointing to a monetary event close to certain from the first day of 2025.
In 7 of the last 9 years – & every one of the past 5 – on January 1st, China actively reshaped the currency constellation around which it closely manages its yuan (table 1). This painstaking process has not merely involved altering the weights of those monetary units already in its ‘navigational system’, but on occasions wiring entirely new fiats into it. Be in NO DOUBT, from January, Big change is COMING. And whilst you may believe that even if change comes, it will prove inconsequential, think again.
To my mind what shortly awaits, will be the single biggest shift Beijing has initiated in how it manages its yuan. In fact, I would go further & claim it could prove the most meaningful monetary event for the $; one greater than ‘71, ‘85, ‘05 & ‘16. In the first Nixon ended its gold standard; in the 2nd Reagan & Congress made Tokyo devalue the $. ‘05 was when Bush Jnr & Congress forced Beijing to loosen the yuan’s peg to the $. As for the ‘16, that was when China began building its very own currency constellation; yuan (sic) still very much under construction.
The table illustrates where I suspect change will come to existing units. It also offers up candidates for potential new members for yuan management. And though what is indicated in the table is unquantified, & indeed speculative, one thing is CERTAIN. The $ WILL SEE its WEIGHTING, WEIGHED DOWN.
Let me ‘digress’ and consider the noticeable rallies recorded recently by the Shanghai Composite and Hang Seng equity indices. Digress that is and consider this crucial question: Are these ‘respective’ moves consistent/related to the controversial/non-consensual predictions made in this short paper? Put differently; have the recent twin rallies in Shanghai and Hong Kong equity markets been predictive/confirmative of them? In a word the answer is YES. As to why, that takes time to explain. Moving on to recent and prospective moves in say the US S&P100 and US Treasuries, if the predictions made in this paper are to be believed, well, then shocking moves are a coming; up and down.
As for whether the HKMA takes China’s January monetary changes to make a monumental change in the management of the HK$ (charts 7 and 8), that will have to be seen. To me, the chance of it doing so grows ever more likely, by the otherwise ever more uncertain day. We need note after all that, firstly Hong Kong’s inflation rate bares little connection to that in the US, so why on earth should its interest rate follow the Fed? (charts 5 and 6), and secondly the SAR’s real interest rate has been painfully elevated, painful that is to Hong Kong’s economy (chart 4).
Let me close with the Yuan’s recent (ever so slight) move down against the $ (so small, it is unseen in chart 3). THIS HAS NOT BEEN MARKET DRIVEN, but Beijing very much orchestrating its currency SLIGHTLY down against a $ rising (for the greater part, comparatively modestly) against most other units in its management basket (Table 1, as reflected in charts 1 and 2).
As for identifying some of the biggest FX’in winners through 2025, well let me invite even more mockery. I would point FX’in favourably to the likes of the long-battered Pound & Aussie. From January both of these could easily see China raise their weightings, towards its very own yuan and only.
Although I suspect the Swissie will see its weight adjusted down by Beijing, when it next rebalances, any move would be comparatively small. The reality is that the CHF will generally enjoy considerable ‘safe haven’ strength over coming years; a period over which the euro-zone will struggle with recession, and the US will have to deal with its own internal social, economic and political challenges.


	   Chart 1: Trade-weighted USD/CNY, with directional                         forecasts
	
	   Chart 2: Trade-weighted USD/CNY (short-term), with directional forecasts
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	   Chart 3: US$ per Yuan, with forecast
	
	   Chart 4: Real interest rates compared; US, China & HK
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	   Chart 5: US, HK & China rates; Unsustainable, with fcts
	
	   Chart 6: US, HK & China inflation; No synchronicity, & fcts
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	   Chart 7: HKD per RMB, with fcts – status quo vs. shock
	
	   Chart 8: USD per HKD, with fcts – status quo vs. shock
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	   Table 1: The changing way the PBOC has managed the RMB – Past & FUTURE?
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