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The big picture

China’s transformation from dragon to panda - a process that cannot be
completely controlled by the government, but will open up opportunities.

Beijing must
get used to the
unpredictability
of free capital
markets.

Mr. Wohrmann, we had planned to talk
about the turmaround in .5, rate policy,
Howewvear, the Chinese central bank (PBoC)
stole the Fed's thunder in August, it
followed in the steps of the Swiss National
Bank (SNB) and shocked the markets

by taking a step back from currency
intervention. Now, the yuan is no longer
strictly pegged to the U.S. dollar. Supply
and demand will influance the exchange
rate to a greater extent, That has caused
considerable markat turmoil. Why have
investors reacted so nervously?

in China’s cage, the currency-market
reaction was st relatively moderate, not
Izast dus to the support measures taken
by the PBol, The vuan depreciatad by
about 5% versus tha U3, dollar within
three days and then stabilized. However,
dua to He pey to the U8 dollar it had
praviously appreciated agsinst most ather
currgncies and, in fact, tha real effaective
axchangs rate of the yuan has sppreciated
B0% versus the U.5. dollar since the
financial crivis. Against thes backgrowund,

a yuan devaluation actually makes sense,
But markets seemed to regard this step

&5 an admission of the PBol that China's
ACAnoY 5 weak.

What will happen now to the yuan?

That remains to be seen. On the ane hand,
China wants to be adequataly represerted
in international institutlons In view of its
aconamic strength. That is why it wants
to comply with the recommeandations of
the International Monetary Fund {iMF)

in order to have the yuan inciuded in its
Special Drawing Rights {SDR) basket,
Maoreaover, China is quite sware of the fact
that, in the long run, it wili nead o accept
that key varjables such as interast rates,
lean volumes and tha exchange rate ara
determined by the market, Intact a mors
relaxed exchange-rate regime is only one
of several measuras Beijing has takan in
order to hibsralize the capital markets, On
the other hand, Beijing is still reluctant

1o totally give up control over these key
varables. In all probability, the PBoC

will peg the yuan to a broader currency
basket while prasenving somes scope for
action in the medium term. Inthe long
rum it will float the yuan and intanena
only sporsdically. From my vantage point,
this is necessary and useful, A country

of this size, which moregver has a share
of almost ona-sixth in total global trade,
cannot pag its currency to that of another
countoy. A more relaxed exchange-rate
regime will enable quicker exchange-

rate edilistments, which will helpto
coumtersct or even prevent large-scale
market imbalances.

The devaluation accelerated the
dewntrend on global stock markets. Was
it an accident that the PBoC took this step
just at this point in timea?

Of course, the devaluation has to be

sean In the context of the economic
anvironmeant as a whole. investors
thought it was another sign of China’s
growih siowdown. At the same time,

Past parformance is not indicative of future returns. |t iz not possible to invast directly
i an indes. No assurance can be given that any forecast or targst will he reachsd,
Forecasts are based on assumplions, sstimatas, opinions and hypothetical modais or
analyses that may prove to be incorract. Investments come with risk. The vaiue of an
irvestment can fall as well as riss and your capital may e at sk, You might not get
back the amount originally invested at any point in time,
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