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China's forex plan pressures greenback 
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The dollar came under pressure yesterday after a signal from the People's Bank of China that it is diversifying its 
foreign exchange reserves. 

After gaining early in the session, the dollar slipped to trade 0.7 per cent down at a two-month low of $1.2840 against 
the euro. 

The fall came after Zhou Xiaochuan, governor of the People's Bank of China, told Reuters that the central bank had a 
clear plan to diversify reserves. The comments also lifted metal and oil prices. 

"We have had a very clear diversification plan for several years," he said on the sidelines of a European Central Bank 
conference in Frankfurt. 

However, Capital Economics said the market had over-reacted. 

"For a start Zhou said nothing new," said economist Julian Jessop. He added that the quote on diversification might 
simply have referred to the fact that China had along been putting a smaller proportion of its growing reserves into US 
Treasuries - a move that was already clear from official data. "What's more, diversification of reserves does not 
necessarily mean a move out of dollar assets. It might simply mean a shift away from US Treasuries into high-yielding 
US corporate and mortgage-backed debt." 

Elsewhere, investor attention on global markets started switching yesterday from US mid-term elections to economic 
conditions and corporate news. 

The day was marked by a rise in the euro to a record high against the yen, lacklustre performances on equity markets, 
a rise in yields on shorter-term eurozone bonds over longer-term notes for the first time since 2000, and an increase in 
UK interest rates. 

The euro made strong gains against the Japanese currency after European Central Bank board member Lorenzo Bini 
Smaghi suggested the ECB's benchmark interest rate of 3.25 per cent was too low. The official was the third ECB 
council member this week to do so. 

The euro rose 0.7 per cent to a fresh record high of Y151.40 against the yen. 

European shares traded in line with a lacklustre Wall Street still digesting the changing US political climate. The FTSE 
Eurofirst 300 index fell 0.18 per cent to 1,467.27. 

In late trade in New York, the Dow Jones Industrial Average was 0.4 per cent down at 12,124.60. The S&P 500 index 
fell 0.2 per cent to 1,382.84. The Nasdaq Composite gained 0.11 per cent to 2,387.46. 
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