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February 1, 2019

FX Flash
The Pull-Back To Buy Into?

China Continues to Slow

Since the start of the year, China has been releasing weaker trade
and manufacturing PMI (aka PMI-mfg) data. Those are
accompanied by weaker PMI-mfg and trade prints out of other
north Asian economies. This morning Markit just released a slew
of weak prints again. Jan PMI-mfg for Taiwan came in this
morning at 47.5 vs. previous 47.7, South Korea at 48.3 vs.
previous 49.8 and China’s at 48.3 vs. previous 49.7. In fact, South
Korea’s exports saw deeper contraction in Jan. USDCNH swung
higher towards 6.75-figure from lows of 6.70 this morning,
underpinned by increasing expectations of a rate cut by PBoC,
soon.

Plenty of RMB-sensitive currencies reacted as well including the
AUD, NZD, SGD and KRW. While these currencies have certainly
reacted negatively today, we see a limit in their bearish moves as
more negative risks are in the price compared to positive ones.
For one, a PBoC rate cut, if it happens today or over this
weekend, would be expected to add further boost to China’s
economy and that could increase the demand of these currencies
whose economies have trade exposure to China’s weakening
demand. In addition, the possibility of a trade deal, Fed’s signal
of a potential pause in rate tightening and further economic
stimulus has been keeping AUD, SGD and KRW supported on dips
and resilient to worsening China data. The divergence between
the currency performance and China’s Caixin PMI-mfg is not
expected to persist and with factors looking more optimistic
(growth being a priority for China, US-China both motivated for a
trade deal), we anticipate that the AUD, CNY, SGD and KRW could
still see some gains beyond the recent pullback.
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The Pull-Back to Buy Into?

More Details on US-China Trade Talks in Feb

The US-China trade talk ended last night and there were little details
that were let on except for reiterations by China to buy substantially
more US agriculture and energy goods. Xinhua reported that “important
progress” was made in the trade talks with the US. Market reactions
were rather muted to these comments and more concrete details are
likely to be necessary for market players to react positively.

Into February, US Trade Representative Lighthizer and Treasury Secretary
Steven Mnuchin would head to Beijing to follow up on the trade talks.
Trump had also said he would meet China President Xi in the near future,
adding that no deal would be announced until the meeting.

More material details from a trade agreement or at least an extension of
the trade truce (Which ends on 1 Mar) is expected in Feb. We hold the
view that both sides are motivated enough to have a positive outcome
from this in the near-term as recent US corporate earnings show impact
from a slower China and the lack of achievement at home could mean
that Trump is eager to strike a deal with China and call it a win.

The outcome of this trade talk is likely to affect investment decisions
and risk appetite. We anticipate that the convergence that would come
between the Caixin PMI-mfg numbers and currencies is likely to be due to
an improvement in output rather than a move lower in the respective
currencies. As such, we remain constructive on these currencies in the
next few weeks.

Momentarily Weakness To Buy Into?
AUD

We see current dips in the AUD as opportunities to buy as we look for this
pair to head higher towards the 0.74-figure. In fact for AUD, RBA makes
its rate decision next week and whilst the central bank is widely
expected to sit on its hand, its language is most important. The
Statement on Monetary Policy will be released on the Fri right after the
decision. We anticipate some acknowledgement that the downside risks
that they have cautioned for in private consumption had materialized to
some extent and there could even be a revision in the growth and
inflation forecasts stated in the last policy statement (4 Dec 2018). The
central scenario was for GDP to average around 3%2% for 2018 and 2019
before some deceleration in 2020.

We also watch for concomitant tweaks to the line seen in the last SOMP
“The Board is expecting further progress in reducing employment and
ensuring inflation is consistent with the target. If that progress is made,
higher interest rates are likely to be appropriate at some point”. A
downgrade in the outlook is partially in the price of the AUD. In fact, the
OIS implied a 33.7% probability of a rate cut by Aug this year as of 29 Jan
vs. 10% on 1 Jan. A series of weaker data out of China and Australia has
dragged on the AUD but should the line above be left intact within the
SoMP, we caution for short AUD bets to be unwound.

CNH

On the chart of USDCNH, the death cross is forming with the 50-dma on

its way to cut the 200-dma to the downside. Break of the 6.6960 to open
the way towards 6.6080. Some attention should also be given to the NFP
print for Jan tonight. Given the bad weather and government shutdown,
expectations are for a rather weak number. Risks to the actual print are
thus skewed to the upside and that could present more opportunities for
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one to sell the USDCNH into.
Other market-supporting tweaks in China recently

A statement from China Securities Regulatory Commission said that
Shanghai and Shenzhen stock exchanges are drafting revisions to rules of
margin trading and short selling which may allow brokerages to negotiate
levels that trigger forced liquidation with clients, instead of a universal
level of 130% (Bloomberg). More types of collaterals will also be
accepted in margin trading and short selling. Mainland equity indices are
boosted by the regulatory tweaks, bucking the trend in other North Asian
equities which were in red as we write.
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation and the particular needs of persons who may receive or read this report.
Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities
and/or financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank”) and
consequently no representation is made as to the accuracy or completeness of this report by Maybank and it should not be
relied upon as such. Accordingly, no liability can be accepted for any direct, indirect or consequential losses or damages that
may arise from the use or reliance of this report. Maybank and its officers, directors, associates, connected parties and/or
employees may from time to time have positions or be materially interested in the securities and/or financial instruments
referred to herein and may further act as market maker or have assumed an underwriting commitment or deal with such
securities and/or financial instruments and may also perform or seek to perform investment banking, advisory and other
services for or relating to those companies whose securities are mentioned in this report. Any information or opinions or
recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain
risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward looking statements. Maybank expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or
circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

This report is prepared for the use of Maybank’s clients and may not be reproduced, altered in any way, transmitted to, copied
or distributed to any other party in whole or in part in any form or manner without the prior express written consent of
Maybank. Maybank accepts no liability whatsoever for the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.
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