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Yuan in a fix
The surprise devaluation of the yuan and a new fixing mechanism has thrown markets into 
disarray. For Singapore investors, capital flows, export competition and inflation will be among 
the most important factors to watch. By KENNETH LIM
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Capital flows
Fear of further weakening and 
lowered expectations of future 
returns have led money to flow out 
of the region, and Singapore in the 
past few days has not benefited 
from flights to safety. The market 
may be "a little too close to the 
fire", said OCBC economist Selena 
Ling.

Exchange rate
If a weaker yuan sparks a currency 
war, that could render Singapore 
exporters less competitive. 
Continued depreciation of the 
Singdollar could also take the 
currency below the lower threshold 
of the central bank's policy band 
and force MAS to either support the 
currency or adjust its band. "Much 
depends on what MAS sees in the 
medium term," said DBS economist 
Irvin Seah.

Core inflation
Deflationary risk could rear its head 
if the situation worsens, which 
could lead MAS to loosen policy 
and stave off that central banker's 
nightmare.

0.2%
Q2 core inflation
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2 The People's Bank of China on Tuesday surprised markets 
by cutting its reference rate for the yuan by 1.9 per cent. The 
central bank then announced a new fixing mechanism that 
promised to account for market supply and demand.

3 Currencies in the 
region have lost their 
footing as well. As 
NetResearch Asia 
noted: “When China 
sneezes the world 
takes cover”.

1 The yuan has been traversing a rocky 
plateau since 2014 amid growing signs 
of a slowing Chinese economy.

4 The weakening Singapore dollar could put pressure on the 
Monetary Authority of Singapore (MAS), although the central bank 
said on Tuesday that the Singdollar remains within its policy band 
and the current stance of maintaining a “modest and gradual 
appreciation” remains appropriate.

5 The yuan devaluation is the 
second major market disruption 
caused by Chinese policy this 
year. In July, the Chinese 
government stepped in to 
arrest a freefall in the country's 
equity market.

6 Singapore equities are 
more affected by the latest 
round of action, shedding 6.7 
per cent in just one month of 
trading.
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