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RMB Watch

The Underinvested China

China Woos Foreign Investors To its Capital Markets Analysts

The latest Caixin PMI-mfg print was well under expectations and Saktiandi Supaat
underscores the severity of the external headwinds that China (65) 6320 1379

faces. In an environment of trade war, slowing growth and saktiandi@maybank.com.sg

narrowing current account surplus, the yuan volatility has risen ) )
over the past few years, with the 1W USDCNY at-the-money Fiona Lim

volatility posting higher vyearly averages. Should the USD (65) 6320 1374
environment remain unfavourable, we do not rule out further fionalim@maybank.com.sg

RMB weakness. Christopher Wong

(65) 6320 1347
wongkl@maybank.com.sg
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As onshore markets are away this week for National Day
celebrations, we take the opportunity to delve into China’s
financial account. Foreign investors have been accumulating local Leslie Tang
government bonds, NCDs and increasing their direct investment. (65) 6320 1378
This is a stark contrast to the yuan depreciation witnessed
between the years 2014-2016 when China was liberalizing its
capital account to get the RMB into the Special Drawing Rights
(SDR) basket of the IMF. The IMF officially included the RMB on 30
Sep 2016.

leslietang@maybank.com.sg

Chart 1: China has Been Seeing Inflows
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Source: CEIC, SAFE, Maybank FX Research & Strategy

Note: Other investment subcomponents in the Balance of Payments Financial Accounts include Deposits, loans,
insurance and pension, trade credit and other receivable and data shown here are liabilities. Last Available
Data for this breakdown is as of 1Q 2018.

SEE PAGE 11 FOR IMPORTANT DISCLOSURES



RMB Watch

While China had put in place capital controls to limit capital outflows,
the government had been wooing foreign institutional investors to its
capital markets via its RMB Qualified Foreign Institutional Investors
(RQFII), China Interbank Bond market and Bond connect. As a result,
foreign holding of China Treasury bonds jumped from around U$400bn in
2016 to US1trn as of Aug this year. Earlier in Mar, Bloomberg announced
that RMB-denominated government and policy bank securities would be
added to the Bloomberg Barclays Global Aggregate Index, phased over
20-month starting from Apr 2019.

Chart 2: Foreign Holdings of CGB Rise Exponentially
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Source: Chinabonds, Bloomberg, Maybank FX Research & Strategy

On the equity front, MSCI had started to include A-shares (shares that are
RMB-denominated) in Apr and Aug this year. As of Aug, MSCI had included
5% of China’s A-shares and that constitutes 0.8% of the MSCI EM index. A
full inclusion would see the ratio rise to 16.2%. Recently, MSCI had
proposed to ramp up the A-shares inclusion to 20% in two stage in 2019
and may even include smaller tech shares.

MSCI EM INDEX WITH 5% CHINA A SHARES MSCI EM INDEX WITH 100% CHINA A SHARES

Others

Others 28.9%

34.3% China

30.5%

Indla
8.3%

Talwan
11.1%

Source: MSCI

Elsewhere, FTSE Russell will include Chinese stocks to its Indexes next
year. A-shares will make up 5.5% of its FTSE Emerging index. FTSE will
also include Chinese government bonds in its “watch list” for potential
inclusion into its indexes. That decision could be made in Mar or Sep next
year.
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With PBoC unlikely to embark rate hike cycles in the foreseeable future,
stable money market rates, low but rising foreign participation of the
Chinese capital market and further inclusion in store for its bonds and
equities could mean greater demand for the RMB in the next few years.
In the meantime, the weight of CNY in global payment has been on the
increase for much of this year according to SWIFT.

= CNY Weight of Global Payment (SWIFT)
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RMB Watch

RMB On The Technical Charts

(USDCNH daily) - Pressing The Upper Bound

@ Mmaybank
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USDCNH has been pressing higher and could test the upper bound of the
6.80-6.90 range. Momentum indicators are fading and moves lower do
not compel at this point. We prefer to wait for a break out for further
confirmation. Next resistance at 6.96 (recent highs) and support is seen
at 6.78 (50-dma). That said, the weekly chart shows bullish momentum is
waning. Bulls need stronger cues to be invigorated. Price action suggests
sideway trades to dominate though.

(USDCNH Weekly) - Bullish Momentum Wanes
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Keeping Track

Date

19 Sep

21 Sep

Events/Data
Headlines

Government Debt
Can Rise

National Institution
for Finance &
Development Vice
Director Zhang
Zhaojing said the
government can use
the large amount of
assets as collateral
for government
debt.

PBoC signed
memorandum with
HKMA to facilitate
its bill issuance in
Hong Kong.

More Details, Impact and Views

The NIFD reported that the end 2Q leverage
ratio in the real economy rose to 242.7%
from 242.1% at end-2017; household
leverage ratio rose 2 ppts to 51%.

This PBoC bill sale was interpreted to be
supportive of CNH. HKMA stated that it is
meant to enrich spectrum of yuan financial
products with high credit ratings, improve
the yield curve of RMB bonds and support
development of the offshore yuan business
in Hong Kong. CNH Hibor spiked to 4.80%.

@ Maybank

Relevant Charts (if any)

General Govt Gross Debt (% of GDP)
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*News Sources from Xinhua, Bloomberg, China Daily, China Securities Journal, China Business News, People’s Daily; Data from CEIC, Bloomberg, NBS, SAFE, PBoC
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Events/Data . : .
Date “Headlines More Details, Impact and Views Relevant Charts (if any)
China Release a Xinhua highlighted six main points:
White Paper on the . . .
1) the gap in trade in goods alone is not
Trade War a good indicator of China-U.S. trade
Th1:s comes after and economic relations;
tcrrggg f:lrﬂge;:]egz 2) the discussion of fair trade should not
S be detached from the principle of
€p. mutual benefit of the World Trade
Organization (WTO);
3) the accusation that China forces
technology transfer is against the
spirit of contract;
24 Sep

4) China's huge efforts and achievements
with regard to IPR protection should
not be dismissed;

5) the Chinese government's
encouragement to Chinese business to
go global should not be distorted as a
government attempt to acquire
advanced technologies through
commercial mergers and acquisitions;

6) China's subsidy policy complies with
WTO rules and should not be
attacked.

News Sources from Xinhua, Bloomberg, China Daily, China Securities Journal, China Business News, People’s Daily; Data from CEIC, Bloomberg, NBS, SAFE, PBoC
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Date

25 Sep

25 Sep

26 Sep

Events/Data
Headlines

Up to the US

Vice Commerce
Minister Wang
Shouwen said it is up
to the US to decide
when to resume
trade talks

Overseas Fl should
have paid in capital
of at least CNY10bn
to sell bonds in
China’s interbank
bond market

Looser Liquidity

PBoC-run press
stated that liquidity
could be loose
towards end of Sep.

More Details, Impact and Views

China clearly does not want to talk so soon
after the US imposed the recent tranche of
tariffs on Chinese goods. However, this
latest comment basically threw the ball back
to the US’ court. This gels with the earlier
rumours that China is hesitant to negotiate
before the US mid-term elections and
underscores how unwilling China is to
initiate trade war escalation. China could
continue to react but not overreact and with
1*t Jan 2019 the next date to look out for,
focus might just drift away from here for a
while. In the meantime, China plans to
enhance cooperation with the EU, Japan and
Russia.

Non-financial firms must adhere to the rules
by the National Association of Financial
market Institutional Investors. Foreign bond
issuers are allowed to use non-China
accounting standards.

The first half of the month saw substantial
liquidity injection but since 19 Sep, PBoC has
been making liquidity withdrawal though net
amount decreased towards the end of the
month.
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@ Maybank
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News Sources from Xinhua, Bloomberg, China Daily, China Securities Journal, China Business News, People’s Daily; Data from CEIC, Bloomberg, NBS, SAFE, PBoC
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Date

27 Sep

28 Sep

29 Sep

Events/Data
Headlines

China and US
Should Cooperate

Minister of Industry
and Information Miao
Wei urged the US
and China to
cooperate.

Current Account
Back in Surplus

China recorded a
current account
surplus of US5.3bn
for 2Q

More Tax Cuts

Premier Li Kegiang
pledged to lower
taxes, administrative
fees and red tape to
provide further
support to the real
economy

More Details, Impact and Views

The Minister said it is a misunderstanding
that China will replace US in 10 industries in
10 years, pointing out a 30-year gap
between China and the US in terms of
technology and manufacturing capability.

While current account has swung back into
surplus for 2Q, the level is well under 2017
average of U$41bn.

Li urged for speedy efforts to build a

market-oriented, legalized and
internationalized” business environment.
Both private and SOEs are “important
components” of the economy. These

remarks came after China released slower
industrial profits for Aug. Profits for private
companies have slipped for the 8%
consecutive months and the most recent
slide is the steepest yet.

USD Bn

@ Maybank

Relevant Charts (if any)
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Upcoming Events to Watch in The Next Two Weeks

7 Oct - Foreign Reserves (Sep)

8 Oct - Caixin PMI Services, FDI for Sep

10-15 Oct - Aggregate Financing, New yuan loans (Sep)
12 Oct - Trade (Sep)
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Charts We Monitor
Chart 1: Repo Rates and OMO Rates Are Rather Supported

PBoC Average Weighted Repo Rate (lhs)
PBoC Average Weighted OMO rate (rhs)
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Chart 2: CFETS RMB Index Converges With the DXY Index
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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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