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RMB Watch
RMB Bulls To Assert

RMB To Strengthen Further Analysts
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stronger guidance from PBoC to keep the RMB from excessive
weakness. USDCNY and USDCNH should continue to be biased to Fiona Lim
the downside because (65) 6320 1374

PBoC will continue to be there to limit the CNY downsides, also fionalim@maybank.com.sg
providing downside protection for CNH. This is especially so as

PBoC tends to keep the currency stable as an anchor for the Tan Yanxi

financial markets in periods of monetary easing. PBoC just cut (65) 6320 1378

targeted RRR by another ppt and dropped 7-day reverse repo by tanyx@maybank.com.sg
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China is getting its production back up while the cities US are
still under lockdown with jobless rising at an unprecedented
rate. CNH’s haven appeal might be enhanced at the expense of
the USD.

Balance of payment position for China could be strengthened as
the shrinkage of outbound tourism reduces import of services
drastically. That should provide more cushion for the CNY and
concomitantly, the offshore CNH.

What We Watch:

1) PBoC is likely to reduce MLF rate by 20bps in tandem with the
OMO rates, likely around the mid of Apr.

2) 1Y LPR to be guided lower by 20bps on 20" Apr

3) Data Releases such as inflation on 10" Apr, monetary and
credit data, trade on 14" and GDP along with other activity
data on 17" Apr.

Some Depreciation Pressure, Evidence by USDCNH-USDCNY
premium But Fading

USDCNH-USDCNY Premium (rhs pips) ==USDCNH USDCNY
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Prefer to Sell USDCNH on Rallies...

Onshore markets in mainland China are closed for Mon-Wed while
offshore in Hong Kong will close for only today. Past two weeks saw
USDCNH consolidate in a wide range of 7.05-7.15. Onshore, USDCNY
hovered within 7.05-7.13 with USDCNH trading at around 100pips
premium to the USDCNY for much of the fortnight. In the last issue of
RMB Watch, we had looked for weakness against the USD to fade and
while it is arguable that the CNH has not gained much strength since the
23" of Mar, both CNH and CNY certainly did not weaken further.

Weakness is still inherent, underscored by the USDCNH-USDCNY premium
as shown in the chart on the first page. However, this premium seems to
show early signs of fading. The depreciation pressure in the RMB is likely
only partially explained by the modest recovery in the USD. Another key
reason was the news that the Jia County of Henan was ordered to
lockdown once again after the local transmission of the coronavirus was
discovered. However, the number of new cases in China (including
asymptomatic ones) has been around 100, a far cry from the other
nations such as the US, Italy, Spain and many other European countries
which record daily cases in thousands. Given China’s experience in
dealing with COVID-19 and its swift top-down management system, the
situation in China is far from “getting out of control” in mainland China
and we see any weakness in the RMB as a chance to fade into.

USDCNH - Consolidative with a Downside Bias, Bias to Sell on Rally
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We continue to expect CNY bulls to reassert as

1. PBoC shows greater guidance in the daily USDCNY fix to prevent
excessive weakness in the CNY. That also serves to limit
aggressive USDCNH bids. The central bank also tends to keep the
CNY anchored in times of monetary easing to ensure some
stability in the domestic financial markets.

2. In addition, with the US as the latest epicenter, the USD’s haven
appeal of the USD could weaken along with its carry advantage
(that could be eroded by aggressive QE) and broad USD moves
lower could also see the USDCNY and USDCNH slide. China
remains one of the countries that flattened the COVID-19 curve
and production is normalizing, well ahead of the rest of the
world. In times of volatility, its safe haven appeal could ensure
the RMB’s resilience.

3. Broad travel bans and a more cautious Chinese consumer group
could mean less import of services and stronger balance of
payment position for the RMB.

PBoC wants to limit RMB Weakness

RMB selling pressure was not likely to get USDCNH bulls much further
with PBoC signaling for less depreciation in the RMB. In the past week
especially, the central bank seems to have enhanced the countercyclical
adjustment factor and kept the USDCNY fix a tad lower than consensus.
That has kept the USDCNY and USDCNH bulls on the leash and prevented
the RMB trade weighted index from declining too much.

The pullback in the RMB trade weighted index was noticeable, off 2%
from its highs before steadying around 94.20 as of 3™ Apr. Weakened RMB
could boost exports from now but excessive volatility is not conducive for
the financial markets and PBoC tends to prefer to some stability in the
currency whenever the central banks ease monetary policy and there has
been relatively more easing of late.

Monetary Policy to counter effects of the Coronavirus:

Last week, PBoC had dropped targeted RRR for smaller banks
(more specifically rural banks and small city commercial banks)
by 1ppt. More RRR cuts were widely expected by market players
including ourselves in the last issue of the RMB Watch. The latest
1ppt cut will take effect with a 0.5ppt drop on 15 Apr and then
another 0.5ppt on 15 May, effectively injecting CNY400bn of
funds.

Interest rate for banks’ excess reserves will also be lowered to
0.35% from previous 0.72% with effect from 7 Apr.

This comes after PBoC dropped 7-day reverse repo rate to 2.2%
from 2.4% on 30" Mar, a larger 20bps vs. previous 10bps cut. This
would likely be followed by another 20bps cut for MLF 1y rate
that could come around the mid of Apr - when the next MLF
tranche is due, and guide the 1Y LPR 20bps lower from current
4.05%. PBoC has also decided to quell speculation of cuts for the

April 6, 2020

Maybank



RMB Watch

deposit rate for now. Deputy Governor Liu commented that
adjustments to the deposit rate needs further evaluation as the

rate

So it is clear that PBoC wants to ensure that the financing costs for
firms to remain cheap and that has continued to underpin demand

serves as an “anchor” for the interest rate system.

for China government bonds as well.

RMB started

to act a like a Haven
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The CNY has started to act like a safe haven alternative. The CNY TWI
strengthened in times of volatility along with the DXY index. Apart from
the fact that PBoC is likely there to protect the downsides in the CNY,
the CNY also has a haven appeal based on the fact that the epicenter has
long shifted to the rest of the world. This has been mentioned in our
reports a number of times and it could still hold.
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this should continue to grant CNY some resilience.

Epi-centre of COVID-19 Shifting to US

China ®mUS Europe
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BoP position could improve as outbound tourism decreases

China's BoP (USD mn)

Goods ®Tourism mIncome mOther services
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Every quarter, China records around a debit of USD50-60bn of tourism
imports in 2019. The Covid pandemic and concomitant lockdown should
improve its position substantially as outbound tourism slows drastically.
That should provide CNY greater resilience in a year where external
demand should be weak, especially for its exports.

SGDCNH - Bearish Bias Stays
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SGDCNH has been on the decline with bears riding on the sudden
acceleration in daily cases in Singapore that spurred the country to
impose a “Circuit Breaker” period of one-month that requires the halt of
non-essential businesses and school closures for the period. The stronger
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CNY fix also gives the currency more resilience vs. the SGD. Last seen
around 4.95, this cross was supported by the 4.9360-support (23.6%
Fibonacci retracement of the Jan-Mar sell-off) and then another at
4.8950 before 4.8588. Retracements of the USDCNH to meet resistance
at 4.9845 before the next, at the 5.00-figure. Momentum indicators
suggest that bias could still be to the downside, guided by the 21-dma
(orange).

MYRCNH - Consolidative, Biased for Lower Action
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MYRCNH resumes decline in the past few sessions as the RMB has been
resilient vs. the MYR in an environment of volatile oil prices. MYRCNH has
found support around 1.6240 (23.6% Fibonacci retracement of the Jan-
Mar fall). Momentum indicators still suggest downside bias and beyond
this level of support, the next is seen around 1.6100. Resistance at
1.6420 before 1.6570/6600 (marked by the 50% fibo and 50-dma). Much
of the price action could still be consolidative within the wide range of
1.5990-1.6420.
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GBPCNH - Overbought, Downside Bias
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GBPCNH seems a tad overbought at this point and was last seen around
8.7210. Stochastics suggest overbought condition and bias is to sell this
cross on the uptick. Support at 8.64/62 (38.2% Fibonacci retracement of
the Jan-Mar) before the next at 8.43 and then at 8.12. 50-DMA is crossing
the 200-dma to the downside, a death cross - a bearish signal. We like to
sell this cross towards target of 8.4200 before the next at 8.2120.
Stoploss at 8.8840 and risk reward ratio of (1: 3.7). Spot reference at
8.7330 for today (6 Apr).
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EURCNH - Two-Way Risks
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EURCNH has come off rather considerably and was last seen around
7.6890. This cross could remain whippy within this very wide range. Bias
is to the downside, as implied by the MACD. Support is seen around
7.6525 before the next at 7.60. Retracements to meet resistance at
7.7170 (61.8% fibo retracement of the Feb-Mar rally) before the next at
7.7684.
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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 or 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
Group”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank Group and it
should not be relied upon as such. Maybank Group and any individual connected to the Maybank Group accept no liability for
any direct, indirect or consequential losses or damages that may arise from the use or reliance of this report. Maybank Group
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 entities whose securities are
mentioned in this report. Any information, estimate, 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 and analysis made and information currently available to us as of the
date of the publication 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 Group 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 sole use of Maybank Group’s clients and may not be altered in any way, published, circulated,
reproduced, 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 the Maybank Group. Maybank Group 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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