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Renminbi devaluation – 
economic repercussions yes, 
but not a new currency war 
On August 11, 2015, the People´s Bank of China took the 
markets by surprise by fixing the renminbi at 6.2298 CNY 
versus the US dollar, almost 2% higher than a day earlier. Such 
a sharp devaluation of the Chinese currency on a single day 
was last seen in 1994. At the same time, the central bank 
announced that, in future, its daily fixing would be guided by 
the closing rate on the previous day, in conjunction with 
demand and supply conditions in the foreign exchange market. 
In the days that followed, the central bank then set about 
implementing the new regime, fixing the currency close to the 
closing rate for the previous day when the exchange markets 
opened. This is testimony to a more market-based approach to 
exchange rate fixing. 

We believe that the latest modification of the exchange rate regime is 
fundamentally a step in the right direction. It increases the flexibility of the 
exchange rate, exposing it more to the influence of market forces. It also 
signals the Chinese government's willingness to continue gradually opening 
up its capital account and move towards a more liberal exchange rate regime. 

The timing of the step is interesting from both a political and an economic 
perspective. From a political perspective, because China has been aiming to 
get the renminbi into the IMF's special drawing rights basket for some time 
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now. The next routine decision on the composition of this currency basket will 
be made in the fall. Although the IMF has already welcomed the Chinese 
central bank’s latest move, it does not expect it to have any direct impact on 
its decision. But the move to more flexibility is certain to prove helpful.  

With the devaluation of the currency, the Chinese government also hopes to 
give the economy a lift. Foreign trade figures, in particular, have been 
particularly weak of late, with Chinese exports in July down by more than 8% 
year-on-year.  

Many interpret the move as a sign that China is seeking to start a "currency 
war". We do not believe that this is the intention. After all, the Chinese 
currency has actually made substantial gains against the currencies of the 
country's Asian trading partners, in particular, but also against the euro and 
the yen. Against the currencies of its most important trading partners, the 
external value of the renminbi has risen by more than 4% since the start of the 
year, and by as much as 11% compared with a year earlier. Within this context, 
the devaluation seen over the past few days can be seen more as a correction 
of the previous appreciation trend, which went hand-in-hand with a loss of 
global market share.  

Given the ongoing economic concerns in China and the country's market share 
losses, we expect the devaluation trend to continue gradually, at least for the 
time being. We believe that the renminbi could realistically edge towards a 
value of 6.8 against the US dollar over the next few weeks. A drastic exchange 
rate slide or a "currency war" cannot be in China's interests, also given the 
impact on consumer purchasing power and the possibility of capital outflows. 
The Chinese central bank will intervene accordingly to keep the exchange rate 
in check. 

As a result, the devaluation is also expected to have only a limited impact on 
Chinese foreign trade. Exports are likely to rise by a few percentage points (at 
the expense of China's trading competitors) in reaction to the devaluation 
already seen and expected to follow. They are, however, unlikely to become one 
of the main pillars propping up the economy. In 2015, the main impetus looks 
set to come from private consumption and investment. Encouragingly, private 
consumption has gained ground on investment activity.  

The global economic impact of the renminbi devaluation will vary 
considerably from region to region. There will not be any major shifts in the 
intra-Asian trade environment, as most Asian currencies had already 
depreciated against the US dollar and are now following the development of 
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the renminbi against the US dollar to a lesser extent. The trend towards 
breaking up the value chain and the increase in intra-Asian direct investment 
will continue. The impact on the advanced economies is likely to be much 
greater, particularly in the US, which does a great deal of trade with China and 
whose currency has already made substantial gains against the euro and the 
yen. As a result, we can expect the US foreign trade deficit to increase and 
consumer demand to become even more important to US economic growth. 
Since consumption is showing some momentum and will likely be boosted by 
the most recent downward movement in oil prices, we still expect the Fed to 
implement its first rate hike in September. But the more pronounced the 
devaluation in the renminbi, the slower the rate at which any subsequent 
interest rate hikes are implemented is likely to be. 

The devaluation of the renminbi will put a damper on Europe and Japan, too, 
although this will hit some sectors more than others. General economic 
development in China, however, is more important than the relatively 
moderate loss in price competitiveness. As long as the Chinese economy 
continues on a positive trajectory, which is something the modest devaluation 
is likely to favor, export opportunities to China will remain positive as well. As 
a result, we do not think that the scale of the negative market reactions to the 
renminbi devaluation over the past few days is entirely justified. 
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  
Together with its customers and sales partners, Allianz is one of the strongest financial communities. About 
85 million private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength 
and solidity to help them make the most of financial opportunities and to avoid and safeguard themselves against 
risks. In 2014, around 147,000 employees in over 70 countries achieved total revenues of 122.3 billion euros and an 
operating profit of 10.4 billion euros. Benefits for our customers reached 104.6 billion euros. 
This business success with insurance, asset management and assistance services is based increasingly on customer 
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency 
and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-
looking statements that are based on management's current views and assumptions and involve known and 
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed 
or implied in such forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and 
competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 
financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured 
loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity 
levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) 
interest rate levels, (viii) currency exchange rates including the euro/US-dollar exchange rate, (ix) changes in laws 
and regulations, including tax regulations, (x) the impact of acquisitions, including related integration issues, and 
reorganization measures, and (xi) general competitive factors, in each case on a local, regional, national and/or 
global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities 
and their consequences.  

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, save 
for any information required to be disclosed by law.  


