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September 21, 2020

RMB Watch

Bulls To Pause for Recharge?

RMB Outperformance Could Slow From Here

The break of the 6.85 had spurred a precipitous slide for the
USDCNH in the past fortnight until the ban on transactions
for TikTok and Wechat soured sentiments and USDCNH was
bid above 6.77 last Fri. The RMB appreciation had
accelerated on a confluence of benign factors including the
affirmation that the US and China had given to phase 1 of
the trade deal, the announcement of the annual FTSE Russell
review decision that could see the inclusion of China’s bonds
into the WGBI on 24th Sep, the picture of economic recovery,
stronger-than-model estimates USDCNY fixing and the
positive carry advantage of the RMB. Much of these factors
could still continue to keep the RMB on an appreciation bias
in the medium term.

At this point, we see potential for USDCNH to consolidate with
strong support around the 6.75-figure as the approach of the
US Elections could see more China bashing and actions by the
US government could slow the RMB appreciation. In addition,
excitement over the WGBI inclusion could also be baked in.
Despite the upside surprise in Aug activity prints out of
China, we are also wary that the recent macro improvement
may not gain traction from here and that could also be
reflected in the moves of the USDCNH in the next few
weeks.

While USDCNH retains a downside bias, the consolidative move
is seen even more likely against non-DM peers such as the
SGD or the MYR. SGDCNH to trade within 4.95-5.01 while
MYRCNH could consolidate between 1.6240-1.6570. Note
that this does not detract from our medium-term bullish
view for the RMB.

What We Watch:
24" Sep - FTSE Russell WGBI Review Decision

27" Sep - Industrial profits (Aug)
30" Sep - NBS PMI, Caixin PMI (Sep)
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Where Has USDCNH Been?

USDCNH was on a precipitous slide after it was clear that PBoC would
not be in the way of the RMB bulls. The signal was given when
deviations between model estimates and actual USDCNY fix was
widening to the downside. More recently however, the positive gap
between USDCNY fix and USDCNY model estimates dissipated and
accordingly, we too take that as a sign that CNY appreciation would
slow. USDCNH was last seen at 6.7760. USDCNY at 6.7750.

The RMB Bulls Asserts More Recently

RMB's Strength Accentuated as USD Weakness Stalls
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For much of this year, we had stressed that RMB strength had been
mostly due to the USD weakness but more recently (in the last
publication of the RMB Watch), we noted that RMB bulls have started to
meaningfully assert themselves with RMB trade-weighted index rising
even as the DXY index remains rather sluggish. As seen in the chart
above, the RMB TWI actually fell alongside the DXY index since Mar even
as the USDCNY and that suggests that the USDCNY is driven more by the
USD rather than the CNY side of the equation. That changed in Aug as
the RMB index started to rise. This strength coincided with the halt in
the USD decline. So as the USD started to consolidate and had more
mixed performance with other DM and EM peers, the RMB bulls also
started to gain traction. This suggests that the next leg of USD weakness
could bring the USDCNH materially lower.

The RMB appreciation accelerated on a confluence of benign factors
including the affirmation that the US and China had given to phase 1 of
the trade deal, the announcement of the annual FTSE Russell review
decision that could see the inclusion of China’s bonds into the WGBI on
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24"™ Sep, the picture of economic recovery, stronger-than-model
estimates USDCNY fixing and the positive carry advantage of the CNY.

One of the most encouraging data that was released for August was the
retail sales which posted a year on year growth for the first time this
year according to data released by the National Bureau of Statistics. This
was especially significant as the Chinese consumers had been displaying a
sense of inertia since the lockdown ease earlier this year and retail sales

have been repeatedly undershooting growth estimates (right chart
below).

Retail Sales Finally Grew Year on Year in Aug...

Retail Sales Finally Eke Out A Year-on-Year
Growth (%)
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However, at this point, we see a risk that macro improvements could
start to slow. The 3-mma of the retail sales growth show signs of
plateauing despite the positive growth, suggesting that momentum may
be slowing. A look at industrial production also suggests that output

growth could stabilize from here and not gain more speed. Output from
maniifactiirinoe and electricitvy heat oac & water nradiictinn and <iinnlv

Industrial Production Show Signs of Slowing Too |
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Retail Sales Surprised to the Upside First Time
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Source: NBS, Maybank FX Research & Strategy

To be clear, we have not become negative on China or RMB. Just that we
see a chance for a consolidation for the RMB as macro improvement show
signs of slowing and the excitement of the potential WGBI inclusion could
be baked in ahead of decision on 24" Sep.

The recent appreciation in the CNH saw the USDCNH 12M forward point
to rise but it seems to have stabilized around 1600pts. While we are not
inclined to call for a turn, the stabilization of the US-CH interest rate
differentials could also mean that we have seen the strongest spurt of
RMB appreciation in the near-term and the appreciation pressure of the
RMB could slow from here.

12M USDCNH Forward Points Have Stabilized
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This comes amid stronger US and China data. Whilst the Fed had shifted
its longer run goals and monetary policy strategy to allow the US
economy to achieve inflation moderately higher than 2% and hopefully
maximum employment, there was no further active commitment to
embark on new policy tools to achieve these mandates. 10y yields have
thus been anchored but not lowered at around 0.6-0.7% while PBoC’s
refusal to raise the degree of monetary accommodation also kept yields
rather elevated and differential stable.

The Ban on TikTok and WeChat Face Hurdles in the US

We see potential for USDCNH to stabilize at around 6.75-support in the
next two weeks. USDCNH rose from 6.75 to levels around 6.77 upon the
declaration by the US Department of Commerce had officially ban transactions
relating to Wechat amd TikTok with effect from 20 Sep 2020. For WeChat,
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the shutdown is official on the same date but TikTok has up till 12 Nov
(beyond the US Elections on 3rd Nov) to strike a deal to avert a complete
shutdown according to Commerce Secretary Wilbur Ross. Updates are
supposedly denied to both applications but Trump’s subsequent approval
on the TikTok deal “in concept” prompted another announcement by the
Department of Commerce that the prohibition of the transactions that
would have been effective on 20 Sep for TikTok is delayed until 27 Sep
11:59pm. This came amid rumoured warnings to Trump that shutting
down the popular app could disappoint millions of voters. The deal still
needs the approval by China. Separately, the prohibitions on Wechat is
also put on hold by a judge in the US who saw a violation of free-speech
rights of Chinese speaking Americans and did not find enough evidence
that its ban of Wechat for all users address concerns of national security.
An inquiry has already been launched into Tencent more recently with
the government requesting gaming companies to furnish information
about their data-security protocols and their relationship with Tencent.
The renewed focus on Chinese conglomerates as national security threats
and the potential ratcheting up of China bashing ahead of the US
elections could mean some consolidation for the USDCNH in the near-
term. However, we still keep our bearish bias for this pair beyond the
near-term and look for any material rebounds as opportunities to sell
into.

USDCNH - Bearish Bias Intact Beyond Potential Near-term
Consolidation

The USDCNH slipped below the 6.80-figure and was last seen around
6.75. Downtrend is intact for this pair. The 100-dma has crossed the 200-
dma to the downside, underscoring the inherent bearish bias of the
USDCNH but we do not rule out some mild rebounds given oversold
condition. Key resistance remains around 6.8450 beyond 6.8320 (21-dma)
and rebounds are likely to be capped. We see risks of more bearish
moves in the longer term—the neckline of the double top has been
broken at 6.85, and the clearance of the 6.75-figure could open the way
towards 6.67 and then towards the textbook support of 6.50.

USDCNH (Daily Chart) - Falling Trend Channel Intact
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Source: Bloomberg, Maybank FX Research & Strategy

SGDCNH (Daily) - Double Top Plays Out
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Source: Bloomberg

SGDCNH reversed higher and was last seen around 4.9880 after touching
a low of 4.9618 last week. This cross could continue to keep the
consolidative moves in the near-term. Resistance at 5.0090 (21-dma)
before 5.04 (50-dma). Support at 4.9530 (61.8% Fibonacci retracement of
the Mar-Jun rally).
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MYRCNH - Wide Range Trading
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This cross maintained a downside bias for much of the past two weeks
before the combination of higher crude oil prices and potential banning
of Chinese Apps WeChat and TikTok drove this cross higher last Fri, last
seen around 1.6430. This cross may continue to consolidate within the
wider range of 1.6240-1.6570. Interim resistance seen at 100,50-dma
around 1.6480.
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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.

September 21, 2020



RMB Watch

Published by:

Foreign Exchange
Singapore
Saktiandi Supaat
Head, FX Research
saktiandi@maybank.com.sg
(+65) 6320 1379

Christopher Wong
Senior FX Strategist
Wongkl@maybank.com.sg
(+65) 6320 1347

Fiona Lim
Senior FX Strategist
Fionalim@maybank.com.sg
(+65) 6320 1374

Yanxi Tan
FX Strategist

tanyx@maybank.com.sg
(+65) 6320 1378

Fixed Income
Malaysia
Winson Phoon Wai Kien
Fixed Income Analyst

winsonphoon@maybank-ke.com.sg

(+65) 6231 5831

Se Tho Mun Yi
Fixed Income Analyst
munyi.st@maybank-ib.com
(+60) 3 2074 7606

September 21, 2020

Maybank

Malayan Banking Berhad
(Incorporated In Malaysia)

Indonesia
Juniman
Chief Economist, Indonesia
juniman@maybank.co.id
(+62) 21 2922 8888 ext 29682

Myrdal Gunarto
Industry Analyst
MGunarto@maybank.co.id
(+62) 21 2922 8888 ext 29695

@ Maybank

Sales
Malaysia
Adoni Mastura Bte Mohamed Idris
Head of Global Markets, KL
adonimastura@maybank.com
(+60) 3 27869106

Singapore
Janice Loh Ai Lin

Co-Head of Sales, Singapore
jloh@maybank.com.sg
(+65) 6536 1336

Indonesia
Endang Yulianti Rahayu

Head of Sales, Indonesia

EYRahayu@maybank.co.id
(+62) 21 29936318 or
(+62) 2922 8888 ext 29611

China (Shanghai)
Dymond Tai

Head, Global Markets, Greater China
dymond.tai@maybank.com
(+852) 35188812

Joyce Ha
Senior Sales Dealer
joyce.ha@maybank.com
(+86) 21 28932588



	ExDisclaimer
	FrontPage
	ToBeSaved06
	Title
	Rating
	ToBeSaved02
	ToBeSaved03
	ToBeSaved10
	ToBeSaved07
	ToBeSaved08
	ToBeSaved09
	AnalystTitle
	Analysts

