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Special Report: The "Greal Accumulation” 15 Over: FX Reserves Have Peaked, Baware QT
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In the advanced SCoONoMmIes holdlng resserves Df any note—Swrtzerland and
Japan—we expect no further accumulation in the foreseeable future, The Swiss
experiment with a permanent axchange rate peg could not be repeatad cradibly,
Instead, the SNB stands ready 1o intervens sporadically against acute safe-haven
inflows, In order 10 do so credibly in the future, the SNB will probably seek to
reduce its balance sheat. The SNE would likely adopt a more gradualist approach
than the Danish Mational Bank, which has recently sold the reserves accumulated
during the post-SNB speculation against its own peg aggressively back into the
markat (Figure 23},

Fiqure 237 SNEB enuld tolfow Banish example of freeing un LA vary undervaived IFY should maesn any Bol

by - P Y Pt e J it
;.:5,."?5\..'.‘.' o l.":l:-\.'-l':'..t.i LrsEay T T Gl "ﬂlul

DKK, bin EHF, b

Saviss FX reserves e [ i by P risserwes (rhis - 350 - 360

=== 1% Band L 300
— LIS OVIFY
- 250
— PPP USDUFY
200 4 L 200

150 1 - 150

5558838

100 4 100

100

50

. r r r - - 1]
- 0 72 077 81 85 89 83 97 01 95 09 13

Sourne DUTIche Fark | Sowre Dautsohe Rank, Hivar Analytics

Medium-term, the SNEBE faces the predicamert of sterilizing the potertial
inflationary pressure created by excess liquidity in the banking system. Indeed, we
think it 1= more likely that inflationary pressure will eventually develop on the back
of excess domestic liquidity than be imported through a weakening exchange rate
vis-g-wis the Eurozone. Hence, the SNE may choosa to stenlize past interventions
rather than to reverse them by selling EUR/CHF. This means that there would be
no need to swap non-EUR reserves into EUR; CHF liquidity could be mopped up
by selling foreign assets in proportion to the current allocation, with only negligible
ramnifications for non-CHF exchange rates such as EUR/USD.

The Bank of Japan is unlikely to intervene directly in the forgign exchange market
to build reserves in the near future, Even if there is another bout of safe-haven
driven inflows, the fact that the JFY is trading near underaluation extremes should
make Bal comfortable with accommedating some appreciation from very cheap
levels (Figure 24}, Bod's last major bout of intervention took place when JPY was
trading at overvaluation extremes.

|'>x and fixed income implications

The fact that two thirds of global reserves are held in dollars means that a sell-off
should be bullish USD against other reserve currencies. This is because as central
barks prop up ther currencies against the dollar, they also sell other reserve
currencies against the USD so as to keep their FX allocations constant, Indeed,
fluctuations in EURUSD are tightly correlated with changes in global reserves
(Figure 25), though this correlation naturally captures causality in both directions.

To start with, we again estimated a simple OLS modeal of the relationship batween
EUR/USD and global FX reserves to gauge the impact of an unexpacted fall in
global reserves worth £200bn, amounting roughly to Chinese cutflows in August
and not even taking into account more consistent selling by other EM and OPEC
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