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The next phase of 
current account 
reforms

The draft of China’s fifteenth five-year plan (2026–2030) will be released 
by the National People’s Congress in March and is anticipated to include 
reforms to how the People’s Bank of China (PBOC) manages the renminbi 
(RMB) exchange rate.

1

Key takeaways

2 Indicators such as purchasing power parity (PPP) and the real effective 
exchange rate (REER) suggest the RMB may face appreciatory pressures in 
2026, supported by an ongoing weaker USD and potential interest rate cuts 
by the Federal Reserve.

3 In the long term, China is likely to prioritise current account liberalisation 
over a managed appreciation of the renminbi in order to advance the 
currency’s internationalisation. This is a current account reform story.

4 The objective is to increase global demand for the RMB, which should also 
play a role in absorbing external shocks and provide benefits for China’s 
companies, especially the new generation of global technology leaders. 

5 However, a successful RMB internationalisation will depend on structural 
reforms to address domestic challenges, such as issues in the real estate 
sector and state-owned enterprise (SOE) debt, to avoid economic instability.
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A brief history of forex convertibility in China

Since the establishment of the People's Republic of China in 1949, the Chinese renminbi has remained 
largely non-convertible for both current account (trade-related) and capital-account (investment-related) 
transactions. Over time, however, its convertibility has evolved significantly, driven by China's deeper 
integration into the global economy. While this has led to greater liberalisation, particularly in trade-related 
transactions, the current account remains only partially open. Personal remittances, such as money sent by 
individuals to family members abroad, remain subject to restrictions. Meanwhile, the capital account remains 
largely closed, with strict restrictions on cross-border investments, such as purchasing foreign property or 
securities, and limits on the outflow of funds by individuals and companies. These restrictions continue to 
hinder full capital movement and foreign exchange (FX) convertibility, though reforms are expected to drive 
gradual change in the future.

As China transitions into a new growth paradigm under the fifteenth five-year plan (2026–2030), 
repositioning the RMB will be essential in addressing structural imbalances, supporting domestic 
economic rebalancing, and enhancing the global competitiveness of Chinese firms. Before exploring the 
specifics of these reforms, let us first take a step back to examine the historical evolution of the RMB’s 
internationalisation. 

After 1949, the RMB was subject to strict government controls. China operated a socialist, centrally planned 
economy, with the state overseeing all aspects of production, trade, and foreign exchange. The RMB's value 
was set by the government and pegged to the USD at a fixed rate, with no market mechanisms to influence 
or adjust it. China's economy remained largely closed to the outside world during this period, with limited 
foreign trade and investment. This economic isolation minimised the need for a flexible exchange rate, as 
there was little engagement with international markets.

The ‘reform and opening up’ policy introduced in 1978 marked a pivotal moment in China's foreign 
exchange management system. The country moved from a strictly centralised framework to a dual 
exchange rate system, reflecting its shift from a planned economy to one that incorporated elements of 
market mechanisms. Around this time, Chen Yun, one of the most influential policymakers in China after 
Mao Zedong's death, introduced the concept of the ‘birdcage economy’. This approach allowed for the 
coexistence of market reforms while ensuring the state retained significant control over the economy. During 
this period, an official exchange rate was established, primarily serving state-owned enterprises (SOEs) and 
government transactions. However, this rate often diverged significantly from the weaker, market-driven 
offshore rate used by foreign companies, creating substantial arbitrage risks. 

In 1994, China unified the official exchange rate with the market-determined rate in the foreign exchange 
swap market. Consequently, the RMB depreciated sharply against the USD, with the official exchange rate 
escalating from USD/CNY 5.2 to USD/CNY 8.7, converging with the weaker market-driven offshore rates. 
Pegging the RMB to the USD at this weaker level served a crucial purpose, enhancing stability, attracting 
foreign direct investment (FDI), and boosting exports. During this period, China also joined the World 
Trade Organization (WTO). China’s foreign exchange reserves experienced a fortyfold increase, rising from 
USD 21.2 billion at the end of 1993 to over USD 800 billion by the end of 2005. The official exchange rate 
remained remarkably stable, staying above USD/CNY 8.26 until mid-2005.



UNION BANCAIRE PRIVÉE, UBP SA |  4

U B P  M A C R O E C O N O M I C S

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and 
is not guaranteed in any way.

During the 2000s and early 2010s, China experienced a period of rapid economic growth, often referred 
to as its ‘boom years’. However, this remarkable expansion brought with it significant challenges, including 
economic overheating, a housing bubble, and overcapacity in certain industries. In response to these 
pressures, on 21 July 2005, the People’s Bank of China implemented a major policy shift by abandoning its 
fixed peg to the US dollar in favour of a managed floating exchange rate system.

This new system was designed to allow the RMB to gradually appreciate, preventing it from being locked at 
a fixed level and to help address some of the economic imbalances. As part of this framework, the PBOC 
began announcing a daily reference rate, known as the central parity rate, which served as a benchmark for 
the currency's value. The RMB was then permitted to fluctuate within a narrow band of ±0.3% around this 
rate. Although the exact composition of the currency basket used to determine the central parity rate was 
never disclosed, economists widely believed it was heavily weighted towards the USD.

Following the adoption of the managed float, the RMB appreciated from USD/CNY 8.30 in 2005 to 
USD/CNY 6.22 in 2015, marking a decade of gradual currency strengthening. Political considerations likely 
influenced this policy shift as well, as the US government had been pressuring China to allow its currency to 
appreciate, even threatening to label the country a ‘currency manipulator’ during the period.

Since then, China has progressively implemented reforms to move towards market-based mechanisms for 
determining the value of the RMB. In late 2015, the PBOC introduced the China Foreign Exchange Trade 
System (CFETS) RMB Exchange Rate Index, a significant tool for shaping the daily central parity rate. 
While the approach remained fundamentally a managed float, similar to the early 2000s, the introduction 
of the CFETS Index brought greater transparency and allowed market forces to play a more prominent 
role in influencing the RMB's value. Although the PBOC retained overall control, it began using a weighted 
average of quotes from major Chinese banks as the benchmark for daily trading. The composition of the 
basket of currencies used in determining this rate was also published for the first time. Additionally, the daily 
trading band was gradually widened from ±0.3% to ±2.0% around the central parity rate, providing more 
flexibility in the currency's movement. Contrary to the previous decade, the RMB entered a phase of gradual 
depreciation, with the RMB weakening from USD/CNY 6.22 in 2015 to USD/CNY 7.10 by 2025. This 
evolution is an ongoing process.

U B P  M A C R O E C O N O M I C S
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HISTORY OF FX CONVERTIBILITY IN CHINA

Source(s): HKEX, PBOC, UBP

Dates Regime Policy objectives

1978–1994 Dual exchange rate system.

	� Official exchange rate, primarily for SOEs and gov-
ernment transactions. 

	� Foreign enterprises used offshore rates set by market 
forces. Big differentials.

1995–2005 Pegged to the USD.

	� Official exchange rate and FX swap market rate were 
unified in 1994.

	� Provided stability, attracted FDI and boosted exports 
after China’s accession to the WTO.

2006–2015 Managed float; reference basket unknown.

	� Gradual appreciation amid accusations of ‘currency 
manipulation’.

	� Introduced a first step towards current account 
liberalisation.

2016–2025 Managed float; reference basket with weights.
	� Increased transparency to encourage use of RMB in 

cross-border payments. 
	� More flexibility helped to absorb external shocks.

2026–2035 A new phase should be announced after March 2026.

	� Secured China’s global market share in value-added 
exports.

	� Facilitated inflows into RMB-denominated asset 
classes.

	� Provided an accommodative backdrop to facilitate 
domestic rebalancing.

EXCHANGE RATE PERFORMANCE ACROSS DIFFERENT PHASES

Source(s): Bloomberg Professional L.P., UBP
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The case for gradual reform over opening the floodgates 

In August 2015, China unexpectedly devalued the RMB by approximately 3%, a decision that sent 
shockwaves through global financial markets. At the time, China's economy was facing a slowdown in 
growth, with its export sector – a crucial driver of economic activity – under significant pressure. While 
the devaluation was intended to enhance export competitiveness, it sparked widespread fears of a global 
currency war and raised concerns about the stability of the Chinese economy. These anxieties triggered 
sharp declines in global stock markets as investors became increasingly worried about the potential impact 
of a Chinese economic slowdown on global growth.

The devaluation also led to a significant surge in capital outflows from China, as domestic investors 
anticipated further depreciation of the RMB. The scale of these outflows became so severe that the People's 
Bank of China was forced to intervene in currency markets to stabilise the RMB and stem the capital flight. 
Consequently, China's foreign exchange reserves fell by nearly USD 800 billion by the end of 2016.

In response to these challenges and growing calls for greater transparency in determining the RMB 
exchange rate, China introduced the CFETS RMB Index. Simultaneously, authorities tightened capital 
controls, implementing measures such as limiting the amount of money individuals and companies could 
transfer abroad and increasing scrutiny of overseas investments by Chinese firms. However, these actions 
marked a partial reversal of earlier efforts to liberalise the current account, highlighting an apparent 
contradiction in policy.

At the core of this challenge lies the ‘impossible trinity’, a key principle in international economics that states 
a country cannot simultaneously maintain a fixed exchange rate, an independent monetary policy, and free 
capital movement. China has opted to prioritise the first two; however, the events of 2016 highlighted the 
significant trade-offs inherent in this decision. For China to fully liberalise its capital account, it would need 
to recalibrate its approach within the constraints of the impossible trinity. Such a transition, if executed too 
rapidly or prematurely, could result in substantial capital outflows – similar to those experienced in 
2015–2016 – potentially destabilising the economy and causing a sharp depreciation of the currency.

The internationalisation of the RMB is therefore closely linked to China’s debt dynamics. Since 2019, China’s 
total debt has risen sharply, exceeding 300% of GDP, with corporate debt accounting for a significant 
proportion of this increase. Although government debt makes up a smaller share of the total, a considerable 
portion originates from local governments and is tied to real estate and infrastructure bubbles. This issue 
has become a central focus for policymakers. In November 2024, Beijing announced a five-year plan to 
allocate RMB 800 billion annually from special local government funds and cap new debt at RMB 6 trillion 
to address hidden liabilities. In total, RMB 10 trillion (7.41% of GDP) has been earmarked for reducing local 
government debt.

U B P  M A C R O E C O N O M I C S
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Optimists might contend that concerns about China’s debt sustainability are exaggerated. After all, most 
of the country’s debt is denominated in RMB, with approximately 60% of outstanding loans held by state-
owned enterprises. Furthermore, given that the majority of banks are state-owned, they can be instructed to 
roll over debts indefinitely. However, the situation is far more complex.

Between 2016 and 2025, China’s debt expanded at an average annual rate of 12.3%, significantly outpacing 
nominal GDP growth, which averaged just 5.6% over the same period. This disparity raises serious 
concerns about potential capital misallocation. The incremental capital-to-output ratio (ICOR) rose sharply 
from 2.84 in 2008 to 9.44 in 2023. This steep increase indicates that far more capital is now required to 
produce the same level of economic growth, underscoring a troubling trend of inefficient capital utilisation. 
As a result, China’s reliance on credit-fuelled growth has not translated into commensurate productivity 
gains, raising alarms about the ability of Chinese firms to service their mounting debt. Reflecting these 
concerns, Fitch Ratings downgraded China’s long-term foreign-currency issuer default rating (IDR) from 'A+' 
to 'A' in April 2025, albeit with a stable outlook.

China’s long-standing journey towards full current account liberalisation has faced renewed challenges in 
recent years. The Covid-19 pandemic exacerbated domestic debt issues, while rising geopolitical tensions 
have further complicated the path forward. Since 2018, the imposition of US tariffs under the Trump 
administration has eroded China’s terms of trade, pushing policymakers to prioritise exchange rate stability 
to counter the destabilising effects of these tariffs.

In this challenging environment, Chinese authorities must intensify efforts to restructure domestic debt and 
enhance capital efficiency to sustain progress on current account reforms and the internationalisation of the 
RMB. The critical question for investors now is whether China will resort to a significant RMB devaluation 
to boost exports or pursue alternative strategies to stimulate demand for the RMB and RMB-denominated 
assets. Such measures would also need to bolster the global competitiveness of emerging Chinese firms, 
particularly those making great strides in high-value-added industries.

CHINA: TOTAL DEBT BY SECTOR

Source(s): Bloomberg Professional L.P., UBP
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Is the renminbi undervalued? 

China’s accession to the World Trade Organization (WTO) marked the beginning of a remarkable era of 
rapid economic growth and deep integration into global value chains. Today, the country accounts for 
approximately 17% of global GDP and global exports, ranking second only to the US. However, the same 
success has not been reflected in the international standing of its currency. According to data from Society 
for Worldwide Interbank Financial Telecommunication (SWIFT), the RMB was the sixth most active currency 
for global payments by value, with a modest share of 2.47%. Similarly, data from the International Monetary 
Fund’s (IMF) Currency Composition of Official Foreign Exchange Reserves (COFER) shows that the RMB 
accounted for just 2.12% of official foreign exchange reserves in the second quarter of 2025.

SHARE OF CNY VIA SWIFT (% TOTAL)

Source(s): SWIFT, Bloomberg Professional L.P., UBP

This disparity underscores the considerable gap between China’s economic clout and the global use of 
its currency. Several factors contribute to this divide, including the lower transaction costs of using the 
USD and its widespread appeal as a preferred reserve asset. Additionally, the RMB has depreciated at an 
average annual rate of 1–2% against the US dollar since 2015, renewing concerns about its undervaluation 
and diminishing its attractiveness as a reserve currency. The perspectives set out below further illustrate this 
point.

Purchasing power parity

Purchasing power parity (PPP) is a concept used to assess currency valuations by comparing the cost of 
a standardised basket of goods and services across countries. It is based on the principle that exchange 
rates should eventually adjust so that identical goods have the same price globally, accounting for arbitrage 
opportunities. A significant disparity between PPP and market exchange rates can indicate potential 
currency imbalances. For example, the World Bank’s PPP conversion factor, which measures the amount 
of a country’s local currency required to purchase the same basket of goods and services as one USD in 
the US, was 3.53 for China in 2024. This suggests that the purchasing power of the RMB is nearly twice 
as strong as its market exchange rate of approximately USD/CNY 7.10, implying that the RMB may be 
undervalued by about 50%.

0

1

2

3

4

5

O
ct

-1
0

Ap
r-

11

O
ct

-1
1

Ap
r-

12

O
ct

-1
2

Ap
r-

13

O
ct

-1
3

Ap
r-

14

O
ct

-1
4

Ap
r-

15

O
ct

-1
5

Ap
r-

16

O
ct

-1
6

Ap
r-

17

O
ct

-1
7

Ap
r-

18

O
ct

-1
8

Ap
r-

19

O
ct

-1
9

Ap
r-

20

O
ct

-2
0

Ap
r-

21

O
ct

-2
1

Ap
r-

22

O
ct

-2
2

Ap
r-

23

O
ct

-2
3

Ap
r-

24

O
ct

-2
4

Ap
r-

25

O
ct

-2
5



UNION BANCAIRE PRIVÉE, UBP SA |  9

U B P  M A C R O E C O N O M I C S

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and 
is not guaranteed in any way.

Another illustrative approach to understanding currency valuations using PPP is the ‘Big Mac Index’, an 
informal economic measure introduced by The Economist magazine in 1986. The index compares the 
price of a McDonald’s Big Mac burger in different countries to assess PPP between their currencies. A 
recent Financial Times article highlighted that a Big Mac costs USD 6.01 in the US but only RMB 25.00 in 
China (around USD 3.60). This price difference suggests that the RMB is undervalued by approximately 
41% against the USD and should be closer to USD/CNY 4.24, thus reinforcing the notion of a potential 
undervaluation of the RMB.

Real effective exchange rate 

The real effective exchange rate (REER) provides an alternative approach to assessing currency valuation. 
It is determined as a weighted average of a country's currency relative to the currencies of its major trading 
partners, with the weightings reflecting the relative importance of each trading relationship. As of October 
2025, China’s REER, as reported by the Bank of International Settlements (BIS), stood at 87.9, nearly 
two standard deviations below its 10-year average of 97.7. This suggests that the RMB is undervalued by 
approximately 10% compared with its historical ‘fair’ value, indicating the potential for appreciation towards 
an exchange rate of around USD/CNY 6.40.

The RMB is not among the most ‘undervalued’ currencies when assessed using the REER: both the South 
Korean won (KRW) and the Indonesian rupiah (IDR) exhibit even lower Z-scores, indicating they are further 
below their historical averages. Therefore, the RMB’s potential to strengthen in real effective terms could 
also be constrained by the pace at which neighbouring currencies continue to depreciate. Additionally, it is 
worth noting that the trade weightings used in REER calculations are often based on historical data, which 
may not fully capture evolving trade dynamics or, in the case of China, the increasing influence of emerging 
markets.

Moreover, both the PPP and REER methodologies come with notable limitations. One key issue is that 
the prices of goods and services cannot fully converge in practice due to factors such as trade barriers 
and transportation costs. The recent intensification of trade tensions between the US and China has 
further exacerbated these differences, suggesting that such disparities may persist for a prolonged period. 
Moreover, China has been experiencing deflation for the past nine consecutive quarters, as reflected by its 
GDP deflator remaining in negative territory. This persistent deflation is largely driven by targeted industrial 
policies that have resulted in an oversupply of manufactured goods, potentially amplifying signals of 
undervaluation.

Interest rate differentials 

Interest rate differences can indicate whether a currency is likely to appreciate or depreciate. The idea is 
that money tends to leave countries with lower interest rates to seek higher returns elsewhere, making 
currencies with lower rates less attractive. Since March 2022, the interest rate differential between the 
US and China’s 2-year government bond yields – which reflects short-term interest rate expectations and 
is heavily influenced by central banks’ monetary policies – has consistently remained negative and this 
differential has generally been larger than that of other Asian countries; this should exert depreciatory 
pressures on the RMB.
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However, the impact of interest rate differences on currency value is not always straightforward. While 
China’s nominal interest rates have been much lower than those of the US, adjusting for inflation changes 
the picture. Deflation in China has kept the real interest rate gap between the two countries close to or 
below zero. This means the RMB might not be as unattractive as it seems based on nominal rates alone. 
Although interest rate differences alone do not give a full picture of the RMB’s value, the real rate differential 
supports the case for RMB appreciation. 

REER (Z-SCORE): THE RMB IS AMONG THE MOST UNDERVALUED

Source(s): Bloomberg Professional L.P. and UBP
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Current account balance

A country’s current account surplus can sometimes signal an undervalued currency, as it shows the country 
exports more than it imports. Since 1994, China has consistently had a trade surplus, leading to a current 
account surplus and large foreign exchange reserves. Despite this, the RMB has gradually weakened 
against the USD and in real effective exchange rate terms, especially since 2016, suggesting the currency 
might be deliberately undervalued.

In the first three quarters of 2025, China reported a current account surplus of USD 489.8 billion, according 
to data from the State Administration of Foreign Exchange (SAFE); this represents a 16% y/y increase 
compared with the same period in 2024. This surplus has been largely driven by a rise in exports, which 
grew at an average rate of 6.0% y/y during the first eleven months of the year, while imports declined by 
-0.7% y/y over the same period. As a result, China recorded its first ever trade surplus exceeding USD 1 
trillion in November. Despite the PBOC's efforts to maintain currency stability and prevent sharp fluctuations, 
the substantial trade surplus has placed pressure on the RMB, leading to a roughly 4% appreciation against 
the USD year-to-date.

Nevertheless, the link between current account surpluses and currency appreciation is not always clear. A 
surplus means more demand for the country’s currency to pay for exports, which should strengthen it, but 
in 2025, the use of the RMB in global payments declined, and most of China’s trade is still being conducted 
in USD. This weakens the connection between the trade surplus and RMB appreciation. In fact, the growing 
surplus may even support long-term RMB weakening, as it increases demand for US dollars to settle trades.

NOMINAL RATE DIFFERENTIAL BETWEEN ASIA AND THE US 

(2-YEAR NOTES, NOT ADJUSTED FOR INFLATION)

Source(s): Bloomberg Professional L.P. and UBP
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Economic fundamentals 

An alternative perspective suggests that the RMB may be undervalued from a macroeconomic standpoint. 
A current account surplus often indicates a strong and competitive economy, which tends to attract foreign 
direct investment (FDI). This influx of FDI increases demand for the currency, thereby strengthening its 
value. Historically, China has experienced substantial FDI growth, with inflows rising significantly since 
the 1980s and peaking at over USD 340 billion in 2021. However, since 2022, FDI has declined sharply 
due to global geopolitical tensions and waning foreign investor confidence, with a year-on-year drop of 
10% recorded in the first ten months of 2025. Additionally, strong economic fundamentals typically attract 
portfolio investments in a country’s assets, further boosting currency demand. Economies with robust 
macroeconomic stability and fully convertible currencies are often viewed as safe havens during global 
uncertainty, as evidenced by currencies such as the US dollar and Swiss franc.

The fair value of a currency is generally tied to the strength of its underlying economy. In China’s case, 
however, economic weaknesses have become more apparent in recent years. Since the launch of the 
twelfth five-year plan in 2012, the economy has entered a phase of structural deceleration. This slowdown 
is partly due to the exhaustion of low-hanging growth opportunities and a decline in total-factor productivity 
following the massive fiscal stimulus of 2009. That stimulus led to a surge in SOE debt and fuelled asset 
bubbles in the real estate sector. In the post-Covid-19 era, the growth of nominal GDP and industrial 
added value has further slowed, while the debt-to-GDP ratio has continued to climb. These factors have 
undermined market confidence in China’s economic outlook, reducing demand for the RMB and contributing 
to its undervaluation from a macroeconomic perspective.

This is also evident in the limited foreign participation in Chinese assets. Foreign investors hold only about 
3% of China’s domestic stock market and 7% of outstanding government bonds, a figure that aligns 
with the RMB’s modest share in global foreign exchange reserves and cross-border payments. Should 
foreign participation in Chinese assets increase, it could provide additional support for RMB appreciation. 
However, achieving this will necessitate reforms aimed at addressing structural challenges to create more 
robust investment opportunities, along with additional adjustments to the current account to facilitate the 
liberalisation of capital flows, both of which will take time to implement.

CHINA: FOREIGN DIRECT INVESTMENT (Y/Y %)

Source(s): MOFCOM, Bloomberg Professional L.P. and UBP
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The GENIUS Act (Guiding and Establishing National Innovation for U.S. Stablecoins Act), passed in 
July 2025, represents a landmark in US legislation aimed at regulating stablecoins. This act establishes 
a comprehensive regulatory framework, including stringent reserve requirements mandating the full 
backing of stablecoins with liquid assets such as US dollars and Treasuries (UST). Its primary objective 
is to position the US as a global leader in digital finance while reinforcing the USD’s dominance in the 
international financial system. 

By modernising the US payment infrastructure and eliminating regulatory ambiguities surrounding 
stablecoins, the GENIUS Act seeks to ensure the USD remains the world’s leading reserve currency. The 
seamless usability of stablecoins, combined with their one-to-one backing by the USD, is expected to 
sustain global demand for both the USD and USTs, thereby preserving the dollar’s pre-eminent status in 
the global economy – at least in theory.

China has been leveraging digitalisation to challenge the USD’s dominance in global finance and 
to promote the internationalisation of the RMB for over a decade. As a pioneer in digital currency 
development, the PBOC began exploring digital currencies as early as 2014 under the leadership of 
former governor Zhou Xiaochuan. This initiative culminated in the launch of the e-RMB, also known as the 
Digital Currency Electronic Payment (DCEP), which entered public testing in April 2020. The DCEP, fully 
backed by the RMB, is accessible via a digital wallet issued by the PBOC. In a significant milestone, the 
e-RMB was used for the first time in October 2023 for a cross-border crude oil transaction by PetroChina.

In parallel, Asia has witnessed the rapid development of fast payment systems, which present a potential 
challenge to the adoption of USD-denominated stablecoins, as they are more convenient and could 
become de facto in Asia. Unlike blockchain-based platforms, these systems use cryptographic protocols 
to process transactions faster than stablecoins, which can take several minutes for cross-border currency 
conversions. Additionally, these systems provide an alternative to the SWIFT network. Currently, around 
twenty such systems are either operational or nearing deployment across the region, including PayNow 
(Singapore), Faster Payment System (Hong Kong), Unified Payments Interface (India), PromptPay 
(Thailand), DuitNow (Malaysia), and the Association of Southeast Asian Nations (ASEAN) Payment 
Connectivity initiative.

For China’s strategy to succeed, however, it must address the full liberalisation of its current account. 
Existing restrictions on the capital account, financial account, income repatriation, and foreign exchange 
transactions limit the ability of market participants to hold e-RMB for purposes beyond specific cross-
border transactions. This underscores the importance of advancing FX reforms in tandem with efforts to 
promote digital currency adoption and the broader digital economy. These reforms are expected to play 
a central role in China’s upcoming fifteenth five-year plan, with further policy changes likely to emerge in 
2026.

The GENIUS Act, China's digital 
yuan, and the battle for financial 
supremacy
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Implications for investors

Indicators such as purchasing power parity and the real effective exchange rate suggest that the RMB 
could be undervalued and may face appreciatory pressures in 2026. Given that much of the exchange rate 
volatility is driven by movements in the USD, this scenario appears likely. This outlook is further supported 
by expectations of a weaker USD and potential interest rate cuts by the Federal Reserve. While the USD 
remains the primary driver of exchange rate dynamics, a notable appreciation of the RMB below the key 
psychological and technical level of USD/CNY 7.00 could stimulate demand for equities, particularly in the 
technology sector, which stands to benefit from strong earnings growth and robust total returns.

Despite the potential for RMB appreciation in 2026, the Chinese government’s long-term strategy is unlikely 
to prioritise a managed currency appreciation. Investors must prepare for significant reforms to China’s 
FX convertibility regime in 2026, coinciding with the rollout of China’s fifteenth five-year plan. While the 
government outlined key policy priorities during the Fourth Plenum in October, the final draft, including 
specific targets, will be unveiled at the National People’s Congress in March 2026. Notably, currency 
appreciation is unlikely to be a central objective of the fifteenth five-year plan. Instead, the long-term focus 
will remain on the internationalisation of the RMB and the continued liberalisation of China’s current account, 
which are both expected to have a more profound impact than any short-term currency appreciation.

The China Foreign Exchange Trade System (CFETS) conducts annual reviews of its currency basket to 
align with evolving global trade dynamics. With significant shifts in the global trade landscape in 2025, 
adjustments to the composition and weighting of the CFETS currency basket are anticipated. Originally 
comprising thirteen foreign currencies, the basket has expanded to include twenty-five currencies, reflecting 
China’s strategic emphasis on fostering multilateral economic and trade relationships, particularly with Africa 
and Latin America. These adjustments, including a reduced reliance on the USD, are likely to have broader 
implications for global currency markets.

Looking beyond the CFETS Index, the PBOC could also consider expanding the RMB’s exchange rate 
fluctuation band beyond the current ±2.0% around the central parity rate in 2026. With reduced pressure 
from the USD, such a policy shift would enable markets to better adapt to increased FX volatility. It would 
also encourage Chinese companies to adopt more advanced hedging strategies, paving the way for a 
gradual transition to a fully floating exchange rate system and enhancing the RMB’s role in global markets.

In conclusion, China’s long-term economic strategy involves gradually overcoming the constraints of the 
‘impossible trinity’ and positioning the RMB as a more significant player in absorbing external economic 
shocks. By advancing the internationalisation of the RMB, Chinese authorities aim to increase global 
demand for the currency, which could yield positive spillover effects for the country’s emerging global 
champions and attract greater foreign investment. However, the success of this approach hinges on the 
implementation of critical structural reforms to address domestic economic imbalances, particularly in the 
real estate sector and the debt burdens of state-owned enterprises. Neglecting these issues could lead 
to a prolonged depreciation of the RMB, reflecting a decline in China’s potential growth rate. Premature 
liberalisation could also trigger capital outflows and destabilise the economy. Conversely, a more proactive 
approach over the next five years, coupled with efforts to enhance domestic investment opportunities and 
accelerate nominal GDP growth, could set the stage for a structural appreciation of the RMB over the long 
term. 
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION 
on financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA 
and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is 
not and does not purport to be considered as an offer nor a solicitation to enter into 
any transaction with UBP, buy, subscribe to, or sell any currency, product, or financial 
instrument, make any investment, or participate in any particular trading strategy 
in any jurisdiction where such an offer or solicitation would not be authorised, or to 
any person to whom it would be unlawful to make such an offer or solicitation. This 
document is meant only to provide a broad overview for discussion purposes, in order 
to determine clients’ interest. It does not replace a prospectus, KID, KIID or any other 
legal document relating to any specific financial instrument, which may be obtained 
upon request free of charge from UBP or from the registered office of the issuer of the 
instrument concerned, where applicable. The opinions herein do not take into account 
individual clients’ circumstances, objectives, or needs. 

UBP performs analysis on the financial instruments based on market offer and may 
maintain and/or seek to develop business affiliations with third parties for that purpose; 
furthermore, UBP may create its own financial instruments. This generic information is 
therefore not independent from the proprietary interests of UBP or connected parties, 
which may conflict with the client’s interests. UBP has policies governing cases of 
conflicts of interest and takes appropriate organisational measures to prevent potential 
conflicts of interest. 

The information contained in this document is the result neither of financial analysis within 
the meaning of the Swiss Banking Association’s “Directives on the Independence of 
Financial Research” nor of independent investment research as per the EU’s regulation 
on MiFID provisions. EU regulation does not govern relationships entered into with UBP 
entities located outside the EU.

When providing investment advice or portfolio management services, UBP considers 
and assesses all relevant financial risks, including sustainability risks. Sustainability risks 
are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) as “an 
environmental, social or governance event or condition that, if it occurs, could cause a 
negative material impact on the value of the investment”. For further information on our 
sustainability risk management approach please visit [www.ubp.com]. 

Reasonable efforts have been made to ensure that the content of this document is 
based on objective information and data obtained from reliable sources. However, UBP 
cannot guarantee that the information contained herein and gathered by the Bank in good 
faith is accurate and complete, nor does it accept any liability for any loss or damage 
resulting from its use. Circumstances may change and affect the data collected and the 
opinions expressed at the time of publication. Therefore, information contained herein 
is subject to change at any time without prior notice. UBP makes no representations, 
provides no warranty and gives no undertaking, express or implied, regarding any of 
the information, projections or opinions contained herein nor does it accept any liability 
whatsoever for any errors, omissions or misstatements in the document. UBP does 
not undertake to update this document or to correct any inaccuracies which may have 
become apparent after its publication.

This document may refer to past performance which is not a guide to current or future 
results. All statements in this document, other than statements of past performance 
and historical fact, are “forward-looking statements”. Forward-looking statements do 
not guarantee future performances. 

The tax treatment of any investment depends on the client’s individual circumstances 
and may be subject to change in the future. This document does not contain any tax 
advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to whom it 
was delivered. This document may not be reproduced, either in whole or in part. UBP 
specifically prohibits the redistribution of this document, in whole or in part, without its 
written permission and accepts no liability whatsoever for the actions of third parties 
in this respect. This document is not intended for distribution in the US and/or to US 
Persons or in jurisdictions where its distribution by UBP would be restricted. 

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority, and 
is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation 
by the Prudential Regulation Authority.

Dubai: This marketing material has been communicated by Union Bancaire Privée 
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority 
(“DFSA”). It is intended for professional clients and/or market counterparties only and 
no other person should act upon it. The financial products or services to which this 
material relates will only be made available to a client who meets the professional client 
and/or market counterparty requirements. This information is provided for information 
purposes only. It is not to be construed as an offer to buy or sell, or a solicitation for an 
offer to buy or sell any financial instruments, or to participate in any particular trading 
strategy in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority 
(HKMA) and a registered institution regulated by the Securities and Futures Commission 
(SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities may only be offered 
or sold in Hong Kong by means of documents that (i) are addressed to “professional 
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of 
the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (ii) are defined 
as “prospectuses” within the meaning of the Companies Ordinance (Chapter 32 of the 
Laws of Hong Kong) (the “CO”) or constitute offers to the public within the meaning 
of the CO. Unless permitted to do so under the laws of Hong Kong, no person may 
issue or have in their possession for the purpose of issuing, whether in Hong Kong or 
elsewhere, any advertisement, invitation or document relating to the securities, directed 
at, or likely to be accessed or read by, the public in Hong Kong, except where the 
securities are intended to be disposed of only to persons outside Hong Kong, or only 
to “professional investors” within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), is an 
exempt financial adviser under the Financial Advisers Act 2001 of Singapore to provide 
certain financial advisory services, and is exempt under section 99(1) of the Securities 
and Futures Act 2001 of Singapore to conduct certain regulated activities. This document 
has not been registered as a prospectus with the MAS. Accordingly, this document and 
any other document or material in connection with generic recommendations may not 
be circulated or distributed, whether directly or indirectly, to persons in Singapore other 
than (i) institutional investors; or (ii) accredited investors as defined under the Securities 
and Futures Act 2001 of Singapore. This advertisement has not been reviewed by the 
Monetary Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the Commission 
de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy in 
accordance with the European passport – held by its parent company, Union Bancaire 
Privée (Europe) S.A. – which is valid across the entire European Union. The branch 
is therefore authorised to provide services and conduct business for which its parent 
company, Union Bancaire Privée (Europe) S.A., has been authorised in Luxembourg, 
where it is regulated by the Luxembourg financial supervisory authority, the Commission 
de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable 
solicitation under the Principality of Monaco’s laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, 
a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) for banking activities and under the supervision of the Commission 
de Contrôle des Activités Financières for financial activities.

Jersey: Union Bancaire Privée, UBP SA, Jersey Branch is regulated by the Jersey 
Financial Services Commission for the conduct of banking, funds and investment 
business. Union Bancaire Privée, UBP SA, Jersey Branch is a branch of Union Bancaire 
Privée, UBP SA, whose registered offices are at Rue du Rhône 96-98, P.O. Box 1320, 
1211 Geneva 1, Switzerland, with its principal place of business in Jersey at 3rd Floor, 
Lime Grove House, P.O. Box 526, St Helier, Jersey JE4 5UH.

Portugal: Union Bancaire Privée (Europe) S.A. Sucursal em Portugal is regulated by 
the Securities Market Commission (CMVM) and duly authorised by Banco de Portugal.

South Africa: UBP Investment Services (Pty) Ltd is an authorised financial services 
provider (FSP number 53152) in terms of section 8 of the Financial Advisory and 
Intermediary Services Act, 2002 (Act No. 37 of 2002) and conducts its activity under 
the supervision of the Financial Sector Conduct Authority.
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