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MNI Market Analysis: Towards CNY 

Weakness, or CNY Strength? 
24 March 2022, Yvan Berthoux 

Executive summary 

• Since the start of the year, investors have been questioning if the monetary policy divergence 

between US and China will lead to a weaker Yuan in the medium term. 

• While the Fed stepped out of the market on March 9th, the PBoC balance sheet keeps rising at an 

annual rate of 5%, pressuring CNY to the downside. 

• On the other hand, equity inflows and a gradual decline in geopolitical uncertainty could act as 

positive drivers of the Yuan in the medium term. 

Monetary policy divergence between US/China could support USDCNY 

We have seen that in the past year, despite the policy divergence between PBoC (cutting rates) and Fed 

(preparing for tightening cycle), USDCNY has been trending lower (i.e. CNY appreciation). 

 

Figure 1 

 

Source: Bloomberg/MNI 
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However, central banks' balance sheet asset differential has been another important driver of currencies in the 

past 10 years, particularly since Covid shock. 

Interestingly, PBoC keeps expanding the size of its balance sheet by approximately 5% a year, while the Fed 

has stepped out of the market on March 9, leading to an increase in the PBoC/Fed balance sheet differential 

since the start of the year (figure 2).  

Figure 2 

 

Source: Bloomberg/MNI 

  

The chart below shows the annual change in PBoC assets, which have averaged 5% in the past year. The PBoC 

balance sheet total assets have surged above 40tr CNY (record high). 

 

Could the policy divergence between Fed and PBoC lead to a higher USDCNY? 
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Figure 3 

 

Source: Bloomberg/MNI 

Figure 4 shows the breakdown of PBoC balance sheet assets, which are composed of:  

• 21.3tr CNY of Foreign Assets (including FX and monetary gold) world’s largest sovereign FX reserve) 

• 13.67tr CNY in the form of credit extended to the country’s banking system. This position is funded 

on the liability side by the reserves of those same banks, currency issue, and a number of smaller 

positions. 

• 5.5tr CNY in other assets (which include government claims, claims on non-financial corporation and 

claims on other financial corp.). 

Figure 4 

 

Source: Bloomberg/MNI 
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FX holdings have been rising in the past year after remaining steady for a while, up nearly 3% YoY. Figure 5 

shows a pickup in the annual growth in bank loans, up 10.6% YoY while the annual change in ‘other assets’ has 

been decelerating in recent months (+8.5% YoY). 

 Figure 5 

 

Source: Bloomberg/MNI 

 

What if equity inflows are back and if geopolitical uncertainty eases? 

 

The ‘counter-story’ to that would be the recent equity gains in China, with strong equity flows starting to support 

CNY in the short term.  

We saw that the recent CNY weakness has been mainly attributed to the selling pressure on the offshore yuan 

(CNH) rather than the classic ‘weaker-than-expected’ CNY fixing from the PBoC. The chart below shows that 

the USDCNH has closed above USDCNY since the beginning of March with the spread reaching nearly 300pips 

last Friday (360pips at the high), its highest level since June 2021. 
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Figure 6 

 

Source: Bloomberg/MNI 

China had been experiencing ‘significant’ capital outflows (equity) since the start of the year (biggest in the past 

cycle), while the rest of EM has been getting inflows, until recent rebound in stocks (figure 7). Therefore, the 

sharp recovery in equities in the past 10 days (Hang Seng index was over 20% until recent consolidation) could 

continue to support CNY in the short term if the trend continues. 

 Figure 7 

 

Source: IIF 
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In addition, as CNY offers interesting carry, the ‘search for yield’ could also be a factor leading to further CNY 

strength if geopolitical uncertainty eases in the medium term. Due to its attractive yield CNY remains a 

‘traditional’ ‘safe-haven’ current that appreciate when volatility eases (figure 8). 

Figure 8 

 

Source: Bloomberg/MNI 
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