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Some Bearish Pressure Ahead

USDCNY Likely Higher While RMB TWI Rebound on Risk- Analysts
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Key View:

USDCNH rebounded from recent lows and was last seen
around 7.09, entering a region of resistance (7.09-7.11).
This comes as USD strengthens broadly, boosted by safe
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haven demand as market players become increasingly
concern over a possible second wave of infections
surfacing not just in the US, but also in Beijing. However,
even as risk sentiment sours, the depreciation pressure
on the RMB does not seem to have increased based on the Tan Yanxi
USDCNH-USDCNY  premium and the USDCNY Spot-fix (65) 6320 1378
deviation. At last sight, USDCNY traded at 7.0966 while tanyx@maybank.com.sg
USDCNH printed 7.0925.
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We see modest CNY and CNH weakness against the USD
ahead. Structurally, CNY can be supported by
improvements in its external balance. However,
sentiments matter when it comes to its performance vs.
the USD. Further risk aversion should lift the USDCNY pair
towards 7.1270. USDCNH can meet resistance at 7.1140.
In a risk-off environment, CNY tends to outperform
regional currencies and we look for the TWI to recover
from its recent weakness.

SGDCNH is last seen around 5.0830. There is a bearish
divergence formed for this cross and a potential for a
pullback towards the 21-dma (orange) at 5.0600 before
the next at 5.0480 and then again at 5.0120 (near 50,100-
dma). For MYRCNH, gains seem to be capped by the 200-
dma at 1.6720. We look for a break-out of the 1.6500-
1.6730 range for stronger directional cue. Bearish

divergence is formed as well as a rising wedge too. We
see risks tilted to the downside.

What We Watch:
18™ Jun - RMB’s portion of SWIFT Global Payments (May)
19" Jun - FX Net Settlement on Behalf of Clients for May.
22™ Jun - LPR settings for 1Y and 5Y (no change likely)
28" Jun - Industrial Profits
30" Jun - NBS PMI data (Jun)

15t 3 Jul - Caixin PMI data (Jun)

SEE PAGE 9 FOR IMPORTANT DISCLOSURES



RMB Watch

Near-term Uncertainty Spurs Safe Haven USD Demand

As the world is faced with increasing signs of a second wave of Covid-19
infections, not just in some parts of the US, but also in the arguably
more efficiently-handled China, the USD once again regained its safe
haven allure and USDCNH is bid alongside most other USDAxJ.

Beijing reported a fresh cluster and shut down its largest fruit and
vegetable supply market (Xinfadi) early last Sat (13 Jun) that was linked
to it, along with the lockdown of nearby residential area. The virus was
detected amongst business owners and their equipment (including a
chopping board used by a seller of imported salmon, according to Global
Times). 45 people tested positive that day and were asymptomatic.
Subsequent tests saw a sharp rise to nearly 100 infections over the
weekend and a second market was also shut down due to infections and
over 20 residential areas locked down.

The emergence of a potential new wave of infections comes after the US
stock indices had already made 80-100% recovery from its Mar plunge and
risk assets could be perceived to be at a possible inflection point.

However, even as USD rebounds, there are signs the depreciation
pressure on the RMB has not built. These include the USDCNH-USDCNY
premium which typically widens when there is an increasing pressure for
RMB to weaken. Recently, the USDCNH-USDCNY spread has narrowed
from its late Apr/early May highs and even slipped to a discount in some
instance recently.

USDCNH-USDCNY Premium Narrows, Suggesting Little Depreciation
Pressure on the RMB

Offshore-Onshore (USDCNH-USDCNY) Premium Narrows
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Also, in periods of stress, USDCNY spot tends to trade further away from
the daily USDCNY reference rate fixed by PBoC. This is due to the
tendency for PBoC to provide a bit more support for the CNY in periods
of FX volatility. From the next chart, it is clear that while we saw
significant deviation in the spot and fix during the height of the 2019
trade war and even in some periods earlier this year, this deviation has
narrowed recently. While that can be construed as a lack of support from
the PBoC, it is more likely the case that the central bank does not see a
need to provide much support in the current environment.

Small USDCNY Spot-Fix Deviation Suggests Little Stress on the CNY too

USDCNY Spot - Fix Deviation is Small
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Note: USDCNY Spot-Fix deviation is the difference between the USDCNY spot and
USDCNY reference rate fixed by PBoC. A positive number suggests that USDCNY
trades above the USDCNY reference rate fixed.

In recent years, USDCNY has been driven by the US-China trade war. In
the past few months, there were some signs that tensions could escalate
again. While we cannot rule out the fact that Trump may be desperate
enough to use China-bashing again ahead of the Presidential Election in
Nov, recent comments by officials on both sides (at China’s NPC, US
Lighthizer on Fox News) suggest that the phase 1 of the trade deal is
desired to be intact at this point, in light of the weakened global growth.
Without the scenario of a trade war, there is a lack of channel for
pessimism on the US-Sino relations to be entrenched more aggressively.
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Widening US-China Trade Balance May Trigger China Bashing
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One aspect that could be undermine the US-China relationship itself is
the US-China trade balance that seems to be widening in favour China
again and we do watch for risk of renewed tension.

Trade Bolstered by Medical Exports

China recorded a current account deficit for 1Q earlier this year.
However, that might have shifted in the 2Q as China started to export
medical supplies to the rest of the world that is critical to fight the
COVID-19 pandemic. Strong demand for its medical supplies offset the
fall in the export receipts from the other subcomponents and resulted in
a record high of trade surplus of almost USD63bn for May. As other
countries continue to ease lockdown, China’s external balance may
continue to improve while services imports via (outbound tourism)
remains limited by international border closures.

China’s Trade Balance (USD mn)
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As new clusters surface in China, private consumption (which was seeing
signs of recovery after the initial inertia from economic re-opening) may
be affected once again. Weak domestic demand may continue to keep
imports subdued and trade balance in surplus.

The RMB is Countercyclical nature; to Rebound in Risk-off

RMB TWI Moves in Tandem With USD
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Near-term focus is to the Upside

Taken together, USDCNH and USDCNY may see some upside pressure in
the near-term on negative risk sentiment, led by the USD. However,
based on market signals, the depreciation pressure on CNY is still low.
Structurally, improving external balance could provide support for the
CNY. We are still watchful for any signs of tensions with the US re-
escalating in light of the upcoming US Presidential election in Nov.
Further widening in US trade deficit with China may see US officials
revert to China bashing. As such, we see some upside pressure on the
USDCNY and USDCNH and price action to consolidate within 7.05-7.20.

CNY TWI Can Rebound

When it comes to a positive risk environment, the CNY underperformed
the rest of regional peers. The CFETS RMB index has weakened almost
4.7% from its peak in Mar as CNY has a countercyclical peculiarity, much
like the USD. However, should we move into a new (albeit likely shorter
risk-off phase), we can very well see a recovery in the CFETS RMB index,
in tandem with the DXY index.
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Technical Analysis

USDCNH (daily) - Double Top Still Intact

Possible Double Top
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The move towards 7.1965 but a failure to clear the 2019-high resulted in
a double-top formation (a bearish one). USDCNH fell towards the 7.05-
figure at the 200-dma as a result. The recent turn in sentiment led the
USDCNH back on the rebound and the 7.09-7.11 is a region of resistance,
marked by the 21 and 50-dma. Momentum indicators also suggest that
the pair could enter into a period of consolidation within the 7.05-7.20
range. Even a test of the 7.1965 would keep the USDCNH in a rising
wedge that typically precedes a bearish correction.
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SGDCNH (Daily) - Primed for a Pullback
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SGDCNH is a tad elevated at this point, last seen around 5.0830. There is
a bearish divergence formed for this cross and a potential for a pullback
towards the 21-dma (orange) at 5.0600 before the next at 5.0480 and
then again at 5.0120 (near 50,100-dma). Stochastics show signs of
turning from overbought condition.

MYRCNH - Capped by 200-dma
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For MYRCNH, gains seem to be capped by the 200-dma at 1.6720. Even as
the 21-dma is about to cross the 100-dma (normally a bullish signal), the
momentum indicators are not compelling. We look for a break-out of the
1.6500-1.6730 range for stronger directional cue. Bearish divergence is
formed as well as a rising wedge too. We see risks tilted to the
downside.
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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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