Waning trust in US dollar has spurred a
rally in Asian currencies. Central banks
may have to step in

The flip-flops on Trump’s tariff policy have led to a wave of dollar-
selling. Stronger Asian currencies & weaker dollar will help
address US’ trade imbalances with Asia.
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RADHIKA PANDEY !

The latest fallout of the Trump tariff-induced uncertainties has been the

sharp appreciation of Asian currencies. Led by Taiwan dollar, Asian
currencies experienced record appreciation in the last few days as US
President Donald Trump’s trade policies fuelled weakness of the US dollar.

Since the crisis of the mid-9os that led to capital flight and steep depreciation
of Asian currencies, many economies in the continent, particularly export-
oriented ones, have built large piles of dollars, and invested them in US
treasury securities. But with the recent flip-flops on tariff policy, the trust in
the dollar may be waning, leading to a wave of dollar-selling.



Allowing the domestic currency to strengthen as part of the trade negotiations
with the US could also have triggered the rally in Asian currencies.

Taiwan dollar’s unprecedented surge

Taiwanese currency saw the strongest gain, nearly eight percent in the last
month. In the last few years, Taiwan has strategically focused on forging
strong trade and investment ties with the US, and enjoys a huge trade surplus
with the US.

As a consequence, the exporters and investors have built large piles of dollar
and dollar-backed assets. With the volatility in the dollar index, exporters and
investors, including life insurers, concerned about the build-up of large stock
of unhedged dollar holdings are reportedly offloading their stocks of dollars.
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Other Asian currencies, such as the South Korean Won, Japanese Yen,
Malaysian Ringgit, Singapore dollar and Indian rupee, have also appreciated
against the dollar.



Whether the rally in Asian currencies is going to be sustained or is a temporary
blip, hinges on several unknowns, but what is certain is that the next few
weeks are likely to witness swings in the currency market. This could likely
prompt some central banks to step up intervention to protect their currencies
from a rapid appreciation.

With the unwinding of dollar holdings, the move towards diversification of
assets has gained impetus. Globally, investors and central banks are gradually
diversifying their assets. Increasing the share of gold in total reserves by Asian
central banks is also part of the diversification strategy.

SHARE OF GOLD IN TOTAL RESERVES (%): ASIAN CENTRAL BANKS

Countries Q1 24 Q2 24 Q3 24 Q4 24 Q1 25
China 4.6 4.9 54 55 6.5
Japan 4.7 5.1 P 5.8 6.7
South Korea 1.8 1.9 2.1 2.1
Taiwan, China 5.0 5.2 5.8
India 9.0 9.6 10.1 11.4 13.5
Thailand 7 7.8 3.2 8.3 9.6
Indonesia 4.0 4.2 4.4 4.2
Philippines 10.0 9.4 9.6 10.3
Singapore 4.4 4.5 4.8 4.8 54

Source: World Gold Council ThePrint

Role of Asia in US trade

The other possible explanation of the rapid surge in Asian currencies is that
some central banks are allowing their currency to strengthen to cede their
comparative advantage, in return for tariff concessions from the US.

While there is no certainty on this explanation, the direction and composition
of US trade sheds light on why the US would indeed prefer stronger Asian



currencies. Notably, the US has long complained that Asian countries have
kept their currencies weak through intervention.

Latest data shows that almost 40 percent of US imports are sourced from Asia.
The table below shows US’ top ten imports based on HS 4-digit classification.
For the top ten US imports, Asian economies are the prominent suppliers.

For instance, automatic data process machines account for 4.3 percent of the
total US imports. Of this, 62.6 percent of the imports are sourced from Asian
economies. Similarly in other top US imports, Asian economies have a
sizeable presence.

ASIAN COUNTRIES' SHARE IN US IMPORTS

US Imports: 2024 Share of Product in  Asia’s Share
(USD Million)  US Total Imports in total Imports

0--All Merchandise $32,67,389 100.00% 39.70%

Product Top 10 Countries Share

Mexico: 22.9; Japan: 18.4; South Korea: 17.2;
8703--Motor Cars & Vehicles For Transporting Persons $2,16,806 6.60% 37.70% Canada: 13; Germany: 11.7; United Kingdom: 4.5;
Slovakia: 2.9; Italy: 1.8; Sweden: 1.8; China; 1.7
Mexico: 34.5; China: 25.8; Taiwan: 18.6; Vietnam: 11.3;
8471--Automatic Data Process Machines; Magn Reader 51,40,233 4.30% 62.60% Thailand: 4.9; Philippines: 0.7; Malaysia: 0.6; Germany: 0.5;
Metherlands: 0.4; Canada: 0.4
China: 44.7; Vietnam: 12.7; Mexico: 9.3; India: 7.8;
8517--Electric Apparatus For Line Telephony Parts $1,13,758 3.50% 85.90% Thailand: 7.7; Taiwan: 6.3; Malaysia: 4; Israel: 1;
Canada: 0.9; Indonesia: 0.9
Ireland: 35; Singapore: 10.5; Germany: 9.8; Belglum: 7.4;
3002--Human Blood; Animal Blood; Antisera, Vaccines 51,08,942 3.30% 19.60% Switzerland: 6.3; Netherlands: 5.4; Japan: 4.9; Italy: 4;
South Korea: 3.4; United Kingdom: 3.3
India: 12.7; Switzerland: 12.6; ireland: 12.4; Italy: 7;
3004--Medicaments Nesol, Mixed Or Mot, In Dosage $94,130 2.90% 25.50% china: 6.5; Germany: 6.1; Slovenla: 5.5; Canada: 4.6;
Belgium: 4.5; Hungary: 4.5
Mexico: 41.3; Canada: 12.9; China: 10.7; Japan: 8.2;
8708--Parts & Access For Motor Vehicles 587,593 2.70% 33.20% South Korea: 7.3; Germany: 6.2; India: 2.3; Taiwan: 2.1;
Thailand: 1.4; italy: 0.9
Taiwan: 46; South Korea: 12.9; China: 12; Vietnam: 11.6;
8473--Parts For Typewriters & Other Office Machines 554,436 1.70% 94.90% ia: 7 ico: 3.3; Th 2.9; Philippii 2.1;
Canada: 0.6; Germany: 0.3

Mexico: 78.2; Canada: 15.1; United Kingdom: 2.2;
8704--Motor Viehicles For Transport Of Goods $47,538 1.50% 2.10% Japan: 1.9; Germany: 1.2; Brazil: 0.6; Sweden: 0.2;
Spain: 0.2; Norway: 0.1; Finland: 0.1

Mexico: 29.3; Germany: 10.9; Costa Rica: 10.3; Ireland: 7.6;
9018--Medical Surgical $40,953 1.30% 21.20% China: 5.5; Japan: 5.2; Dominican Republic: 4; Malaysia: 3.2;
Israel: 2.7; Switzerland: 2.6

Taiwan: 28.2; Malaysia: 23.8; Israel: 10.4; South Korea: 6;
8542--Electronic Integrated Circuits & Microassembl Pts 540,185 1.20% 73.50% Ireland: 4.8; Mexico: 3.7; China: 3.6; Vietnam: 3.5;
Costa Rica: 3.1; Thailand: 2.6

Source: International Trade Administration ThePrint

Stronger Asian currencies, and consequently a weaker dollar, would help
address the trade imbalances with Asia. For instance with Taiwan, the US has

a trade deficit of USD 74 billion in the calendar year 2024.



EXCHANGE RATE CHANGE

Trade Balance (Goods)

Country YTD Latest5days 1Month Year: 2024 (USD Billion
Asia
China il 0.75 1225 -295
Japan 9.33 -0.09 3.24 -68
Vietnam -1.83 0.22 -0.65 -123
Korea 5.17 -1.33 4.94 -66
Taiwan 71.74 1.49 8.24 -74
India 1.35 -0.12 1.63 -46
Thailand -0.79 2.63 5.6 -46
Indonesia -1.32 0.99 1.68 -18
Philippines 3.19 0.44 3.66 -5
Singapore 5.48 0.49 4.55 3
Others
Mexico 57 -0.31 5.1 -172
Brazil g3 -0.42 3.38 if
Euro 8.92 -0.55 3.96 -267
UK 6.23 0.45 4.61 12
Canada 4.04 0.19 313 -63
Source: Google Finance & US Bureau of Economic Analysis ThePrint

Rupee appreciation, oil decline & FPI flows

The rupee has also strengthened against the dollar since the second half of
April, but driven by a mix of international and domestic factors. From Rs
86.76 to dollar, the rupee has appreciated to Rs 85.45, as of 2 May. The rupee
was bolstered by strong foreign portfolio flows and a sharp decline in crude
oil prices amid weakness in the US dollar.

Oil prices have fallen amid concerns of supply glut as OPEC (Organisation of
the Petroleum Exporting Countries) and its allies have agreed to raise oil
output by 411,000 barrels a day, starting June. Falling oil prices could cushion
India’s import bill and support the rupee.

After being net sellers for three consecutive months, foreign portfolio
investors turned net buyers of Indian equity in April. FPIs bought USD 510



million worth of equity. The positive sentiment of foreign investors was
underpinned by weakening of the US dollar and optimism over a US-India
trade deal.

While the intervention data comes with a lag of two months, there are
indications that the Reserve Bank of India has been intervening sporadically
to prevent a sharp appreciation of the rupee.

On the back of a weaker dollar, the RBI is likely cutting down its outstanding
short dollar position in the forward market. RBI’s short dollar book position
rose significantly in the last few months as it intervened in the onshore and
offshore derivatives market to support the rupee, following a sharp dollar
surge.

As of February 2025, RBI had a net short position of USD 88.8 billion—a
sharp jump from net short position of USD 14.6 billion in September.

Amid an environment of weaker dollar, the RBI is likely opting to moderate
its high net short position rather than rolling over the short position. While
the cutting of short position could reduce its headline reserves, the impact
could be mitigated due to valuation gains on account of rise in gold prices.

How much can Asian currencies strengthen is a challenge that Asian countries
would have to grapple with in the wake of the global trade war.
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