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RMB Watch
Showing Mild Weakness

Mild Upside Risks to the USDCNH Analysts
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For much of the past week, RMB has been under pressure.
While this may not be that obvious from the USDCNH
pairing because of the broader USD softness, the fall in
the CFETS RMB index from its high of 96.95 was rather
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apparent. Even as we continue to hold a bullish view on
the RMB for the year, we see risk of more room for
weakness in the near-term.
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One reason for mild RMB weakness is the recent surge in
US rates that narrowed the CH-US rate differential.
Another more important reason could be some US-China
tensions. We see potential for markets to re-price of the
risk premium in the RMB if US-China bilateral relations
worsen. However, Biden’s strategy to counter China is
likely to be executed with more stealth than Trump’s. As
such, some lingering uncertainties may only be reflected
in the RMB and less in other AxJ FX, unlike the trade war
period. That could translate to some room for trade-
weighted underperformance of the RMB. With the Two
Sessions due to start in Mar, we do not expect excessive
volatility.
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Technical Analysis: USDCNH has been showing some
potential for upside on the weekly chart for a while now.
A break of 6.4760 (50-dma) is required for meaningful
correction and a clearer violation of the falling trend
channel. EURCNH has formed a double bottom on the
weekly chart and looks poised to head towards 7.8890.
We spot a rising wedge on the MYRCNH but correction is
limited at 1.5860. SGDCNH has two-way risks.

What We Watch (9-22 Feb):

Date Data Month
2(::;bZ 2 Loan Prime Rate Feb
20 Feb FX Net Settlement - Clients CNY Feb
23 Feb New Home Prices Jan
28 Feb Non-Mfg PMI, Mfg PMI Feb

1 Mar Caixin PMI mfg Feb

3 Mar Caixin PMI Composite, Services Feb

7 Mar Foreign Reserves, Trade Feb

8-18 Mar  FDI Feb
4/5 Mar 2021 CPPCC, NPC N/A
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Where Has RMB Been?

For much of the past week, RMB has been under pressure. While this
may not be that obvious from the USDCNH pairing due to the broader
USD softness, the fall in the CFETS RMB index from its high of 96.95
was rather apparent. With regards to the USDCNH, the 6.40-6.50 range
survived the Spring Festival and pair has been trading with an upside
bias since its return from the break, last at 6.4740. The violation of
the falling trend channel could be more decisive with the clearance of
the 50-dma at 6.4760.

RMB Softens

Onshore markets returned from Spring Festival break at a time where the
global environment was in a more cautious mode. As a result, the
appreciation pressure on the RMB that was seen since the start of the year
seems to have dissipated for now. That was evident in the USDCNH-USDCNY
discount that was erased recently. The USDCNH-USDCNY discount (measuring
the extent of which the USDCNH trades below USDCNY) typically gives a
gauge of appreciation pressure on the RMB - the greater the discount, the
greater the appreciation pressure. One can observe from the chart below
that USDCNH spent much of the past several months trading at a discount to
the onshore pairing. There was quite a bit of expectation for the RMB to
regain back some of its bullish momentum after the Spring Festival but
onshore rejoined the rest of global markets on the backfoot as sentiments
were dampened by the rise in global rates.

USDCNH-USDCNY Discount Erased, Signs of Easing Appreciation
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Note: Trading days of CNH and CNY could be different. For better comparison,
prices/ data on major holidays such as Labour Day break, National Day break and
Spring Festival have been omitted.

Reflation Theme Saw US Rates Surging, Narrowing CH-US Rate Differential

The reflation theme has been played up quite significantly. Afterall, the
vaccination roll-outs in major countries picked up pace. Global demand is
thus widely expected to pick up. As a result, UST 10y yield has surged past
the 1.2% in the past two weeks and en-route towards the 1.40% as we write.
That has also resulted in a rather substantial narrowing of the CH-US 10y
yield differential and possibly contributed to the pause in the CNY’s rise
more recently as its carry advantage gets a tad eroded.

CH-US 10y yield differential (bps)
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Old Feuds Keep RMB on the Backfoot

If one were to ask for the most significant reason for RMB’s
underperformance however, we would allude its tentative weakness to some
caution surrounding the US-China bilateral relationship.

Just this morning, Senior Chinese Diplomat Wang Yi opined that US and China
can collaborate on issues such as climate change and coronavirus if their
bilateral relationship is healed. He said that China is ready to have a
“candid” and constructive communication with the US, urging the US to lift
trade barriers and halt its interference in China’s domestic affairs (reference
to Taiwan, Hong Kong, Xinjiang and Tibet). With that, he has touched on
points of contention that concerns the core interests of either side that are
hard to reconcile. It is highly unlikely that the US would show any
compromise on human rights issues or any other that runs counter to their
democratic values.

In fact, at the start of last week, ahead of the G7 virtual meeting that was
held last Fri, the White House had stated that President Biden would focus
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on the COVID-19 vaccine production, distribution, “continuous efforts” in
working against the threat of emerging infectious diseases along with the
need to “make investments to strengthen our collective competitiveness and
the importance of updating global rules to tackle economic challenges such
as those posed by China”. In the joint statement released after the G7
meeting, members vow to “engage with others, especially G20 countries
including large economies such as China”. Thereafter, President Biden gave a
virtual speech to the Munich Security Conference, seeking to strengthen the
transatlantic relationship and urged allies to “stand firm against the
challenges posed by China, Iran and Russia”.

These recent comments simply underscore the unfading animosity between
the US and China. For one, the President took his time to make that first
phone call with China. His new Secretary of State Antony Blinken described
China as the “most significant challenge of any nation-state in the world to
the United States”. Melanie Hart was also hired as a Senior Fellow and
Director of China Policy, Centre for American Progress, to review Trump’s
administration policies that barred Huawei from their 5G networks. She had
co-written a report in 2019 that flagged out state subsidies in China
supporting the rise of their chip technology that could replace US and other
foreign firms in global semiconductor value chains.

Sometime last week, FT reported that China could potentially be curbing the
export of its rare earth minerals to the US that are crucial to the
manufacture of its defence equipment, citing sources. This could be seen as
a potential retaliation in case Biden turns out to be more hostile than
expected.

Biden’s strategy of countering China is clearly different from Trump. Instead
of trumpeting “America First”, Biden is keen to strengthen alliances and
partnerships with other nations. Unlike Trump who seems to prefer
announcements with maximum impact on markets, Biden’s style of
negotiations is likely to proceed with more stealth. Lingering US-China
tensions, albeit more subdued, could still see RMB reprice the risk premium.
Any action is also likely to be non-trade related as tariffs typically have a
boomerang effect on the US. Taken together, AxJ FX may not see that proxy-
RMB plays witnessed at the peak of US-China trade war. That also means that
CNY may have room to underperform on a trade-weighted basis.
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RMB Starting to Show Signs of Moving in Line with DXY
Source: Bloomberg, Maybank FX Research & Strategy

As for the USDCNH pairing, we see some upside risks towards the 6.50 and
6.54 in the near-term. However, excessive volatility is not expected,
especially with the Two Sessions due to start on 4 Mar 2021.

Policy-wise, there are also talks that China may ease capital controls to
allow its residents to use its US50K/year forex quota to invest in overseas
stocks and insurance products. SAFE is said to consider the feasibility of
allowing individuals at home to invest in foreign capital markets according to
the Director of Capital Account Management Department, Ye Haisheng. If
SAFE were to increase the quota and allow residents to invest in overseas
capital markets, this could increase more two-way flows in China’s financial
accounts and dampen the medium-term appreciation bias of the currency.
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USDCNH (Weekly)- Bears Retreat but Bulls Not Gaining Traction Yet

USDCNH bears turned tail
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EURCNH (Weekly) - Double Bottom
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MYRCNH (Daily) - Rising Wedge, Bearish
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SGDCNH (Weekly) - Two-Way Risks
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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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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 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 Maybank Investment Bank Berhad, its
subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of this report by MKE and it should not be relied upon as such.
Accordingly, MKE and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct, indirect or consequential
losses or damages that may arise from the use or reliance of this report. Any information, 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
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unanticipated events.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or
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This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank KERPL") in Singapore has no
obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact Maybank KERPL in Singapore in respect of any matters arising
from, or in connection with, this report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore
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Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Kim Eng Securities (Thailand)
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translated English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“I0OD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the 10D is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
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date or when there is any change to the relevant information. Nevertheless, MBKET does not confirm, verify, or certify the accuracy and completeness of the assessment result.
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This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All
responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. This report is not directed at you if MKE is prohibited or restricted by any
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UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Conduct Authority and is for
Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any
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individuals own risk. Nothing in this report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own
independent tax advisers.
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