Maybank

Aug 24, 2020

RMB Watch
Bias for Strength

Though TWI Outperformance unlikely to Sustain Analysts
Key View: Saktiandi Supaat
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Bias in the USDCNH was firmly to the downside for much of
the past few weeks as the trade review was cancelled and
taken to be a “silence means consent” from the Trump
administration for the trade pact phase 1. As a result, the
sentiment for the CNH and CNY improved and USDCNH
tested the 6.90-figure last week, ever closer to the key
6.85-figure, as mentioned here. While the trade pact is
intact, US-China tensions have broadened into other areas
and the potential for misfire could eventually weaken the
CNY against other non-USD peers.

Economic data for Jul was a tad disappointing. Industrial
production and most notably retail sales underwhelmed.
That said, data still paints a picture of modest recovery and
supports the targeted monetary easing stance that the
PBoC has been adopting and the pause in the broad
monetary easing would remain.

USDCNH could continue to remain on the downmove with a
break of the 6.89-figure, towards 6.85. SGDCNH can
continue to play out the double top formation towards 5.01
while MYRCNH shows little impetus for any direction, could
remain within range of 1.64-1.66.

What We Watch:

27" Aug - Industrial Profits (Jul)
31°" Aug - Mfg, Non-Mfg, Composite PMI (Aug)
1%t Sep - Caixin Mfg PMI (Aug)

3" Sep - Caixin Composite, Services PMI (Aug)
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RMB Watch

Where Has USDCNH Been? And Where to?

USDCNH remains biased for further downside with the USD resilience
more apparent against the peers vs. the CNH (or CNY). As a result, we
witnessed the outperformance of the RMB trade weighted index for
much of this month. Drivers underpinning the USD weakness are not
likely to shift drastically and so, we continue to look for USDCNH to
head towards our eventual key level of 6.85, taking the USDCNY along
with it.

The Out-performance of the RMB in Aug

RMB TWI Moves in Tandem With USD
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Source: Bloomberg, Maybank FX Research & Strategy

We are into the last week of Aug - a normally seasonally bullish month
for the USD. The seasonal factor that typically lifts the USD seems to
have played out more against other regional peers vs. the RMB. This
results in the outperformance of the CNY vs. other trading peers. The
USDCNH pair took a peek under the 6.90-figure last week and is a tad
closer to our long awaited key level of 6.85 as mentioned here.

Sentiments Matter - Trade Pact Review Cancelled

For months, we expected trade pact to remain largely intact and we see
that as a necessary condition for RMB to continue to strengthen the USD.
The month had started with the trade pact review on 15" Aug widely
watched but Trump “cancelled” the meeting, saying he does not want to
“talk to China right now’. The review has thus been postponed
indefinitely. Thereafter, China’s Ministry of Commerce (aka MOFCOM)
spokesman Gao Feng told the press that a call could be held “in the
coming days” but the Trump administration refused to confirm.

Markets took this development positively. True that the Trump
administration continues to impose more curbs on Huawei by adding 38
more of its affiliates in 21 countries on its economic blacklist in order
and formalized F16 jet sale to Taiwan. US Secretary of State Pompeo has
had plenty of inflammatory words for China with regards to Hong Kong,
Taiwan but the US officials were also aligned with regards to their stance
Aug 24, 2020

@ Maybank


file:///C:/Users/michellewong/AppData/Local/Temp/Partners/Bias%20in%20the%20USDCNH%20was%20firmly%20to%20the%20downside%20for%20much%20of%20the%20past%20few%20weeks%20as%20the%20trade%20review%20was%20cancelled%20and%20taken%20to%20be%20a

RMB Watch @ Maybank

on the trade pact - China had purchased enough to keep the bargain
intact even though that did not come officially through the affirmation
of the phase 1 trade pact. This came amid strong reports of China
ramping up agricultural and energy purchases from the US. So the
cancellation of the trade review could be due to 2 positive possibilities -
1) Trump needs the trade pact to be intact but wants to keep a harsh
stance towards China whom he has blamed for the pandemic ahead of
the elections. 2) A later review could allow more time for China to ramp
up its purchases. CNH is thus still an outperformer in Aug as the certainty
of the trade pact becomes clearer.

A key reason for a lack of escalation is also China’s decision not to. At
this point, the healthcare crisis and fragile growth environment could
keep both leaders in check and prevent meaningful escalation that could
de-rail recovery. Military conflicts were carefully avoided with some
report citing sources that Chinese air and sea forces have been explicitly
ordered “not to fire the first shot”. These may change in the medium
term as tensions between the US and China have broadened into other
non-economic aspects, increasing the points of contentions and conflicts.
With such a broad area of conflicts, the probability of a misfire is
increased. The reversal of the USDCNH back to its lows at the start of
the year may be more a reflection of where returning to price levels
when the US-China trade pact is signed as well as the erosion of the rate
advantage of the USD, growth differential, etc. However, moves beyond
that could be more gradual and we do not rule out a rebound. We still
expect potential underperformance of the CNY vs. other non-USD
peers in the next 6 months in light of US-China tensions that are
unlikely to fade away.

Market Impact of Trade Sanctions Are Most Significant
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Economy Matters - Retail Sales Disappoint

China’s trade surplus rose for Jul to $62bn vs. prev $46bn as its exports
rose more than expected at 7.2%y/y vs. previous at 0.5%. Imports slowed
a tad to -1.4%y/y from previous 2.7%. Stronger exports reflect a
recovering global demand while the weakness in the imports underscore
room for domestic demand to grow. Favourable balance of payment
could be supportive of the RMB.

At home, industrial production for Jul steadied at 4.8%y/y,
undershooting the consensus at 5.2%. FAIl ex rural recorded a narrower
decline for the first seven months at -1.6%y/y vs. -3.1% for 1H 2020. The
most disappointing print was perhaps the retail sales at -1.1%y/y vs.
previous -1.8%, a weak improvement that misses expectations for a small
growth. Consensus looked for a +0.1%y/y expansion.

Gradual Recovery Picture Intact, PBoC To Retain the Pause on Broad
Easing

The data underscores the fact that despite support from the central bank,
the recovery picture is fragile and gradual. This set of data still supports
the targeted monetary easing stance that the PBoC has been adopting
and the pause in the broad monetary easing would remain.

Post the data release, the recent increase in liquidity injection by PBoC
had raised hopes that the central bank will revert to more emphasis on
easing and to keep growth as priority rather than financial stability.
Liquidity injection via open market operations and MLF have been in net
positive of around CNY10-340bn for the past week. However, the central
bank dashed hopes of broad easing with a statement to the media saying
that targeted easing and structural monetary tools will be used to
support SMEs. 10y yield has thus been somewhat elevated around 3.00%.

Governor Yi Gang was more concerned about the survival of SMEs, urging
banks to support smaller companies via innovation in financial services
and products. He warned at a seminar on 23™ Aug that the economic
situation is “complex and severe”. Earlier last week, the Supreme
Court ordered interest rates on private loan agreements between
individuals and small businesses to be lowered as much as 10ppt in order
to support economic growth. The ruling will render rates exceeding four
times the LPR to be usury and invalid.
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USDCNH - Bearish Bias Intact

The USDCNH remains on the slide and was last seen around 6.9070. This
pair respects the diagonal line of support, at around 6.89 (near recent
low of 6.8936). This pair closes in on our long awaited target of 6.85-
figure, also near the low in Jan. Price action remains within the falling
trend channel could easily become a falling wedge which typically
precedes a corrective upmove. A break-out of the falling wedge could
mean a revisit towards the 6.95-resistance marked by 21dma and then at
the 7.00-figure (marked by the 50-dma). The 50-dma has crossed the
200-dma to the downside, a bearish signal. 100-dma has turned lower,
en-route to do the same. Death crosses suggest bearish bias intact.

USDCNH (Daily Chart) - Falling Wedge or Trend Channel?

@ Maybank
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SGDCNH (Daily) - Double Top Plays Out
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SGDCNH spotted a double top formation in the last RMB Watch and was
last seen around 5.0440, testing the 100-dma. The double top formation
may continue to play out beyond this support level and could head
towards the 5.0110. Resistance at 5.0680 (21-dma).
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MYRCNH - Directionless
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This cross consolidated within the 50-dma and the 200-dma for the past
two weeks and was last seen around 1.6530. Momentum indicators
suggest there are not much directional impetus at this point and support
remains at 1.65 before the next at 1.6450. Resistance at 1.6610 (200-
dma).

Aug 24, 2020



RMB Watch @ Mmaybank

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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