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May 17, 2019

RMB Watch

Non-Trade Escalation Matters

USDCNH Hits New High for the Year

CNH and CNY were one of the worst hit in overnight trade,
weighed not just by the broad USD strength that was spurred by
stronger-than-expected housing and Philly Fed numbers but also
by the start of the restrictions on Huawei by the US to purchase
necessary components. USDCNH rose to a high of 6.9362 before
coming off this morning. China equities are hit by the latest non-
trade escalation although other equity bourses were somewhat
supported by the positive risk appetite overnight.

The 0.4% depreciation in the CNH (vs. the USD) since yesterday
underscores that non-trade escalation matters to the Chinese
economy but the ripples are less felt in the other parts of the
world. The gap between the fix and spot narrowed recently in the
absence of further rhetoric on the trade war as shown in the
chart below. We lay out a few scenarios in our last report and
now in a table form for better clarity and non-trade escalation
poses upside risk to what we have detailed for the USDCNY.

USDCNY Spot Was Trading Increasingly Above the Fix before

Narrowing Recently
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RMB Watch

A quick recap of our scenario presented in our recently published report
on 13th May - FX Insight - The Art of Getting a Quick Deal?

Scenario for 2019

Implication for USDCNY

Scenario 1
(Base Case)

A trade deal within the quarter and that includes
undoing the Tariff That came into effect on 10 May
as well as partial removal of 2018-imposed tariffs

We look for USDCNY to head
towards 6.65 in the 3Q 2019.

Scenario 1B

A preliminary deal with the Trump administration
undoing this latest tariff hike (10 May) but leaving
other 2018-imposed tariffs intact. Both sides will
pledge to have further rounds of negotiation

Partial Retracement of the
USDCNY towards 6.75.

25% tariff on the rest of the U$325bn of untaxed
Chinese goods that could come in June (although
Trump had said he is undecided on it). The

A more gradual and delayed

Scenario 2 probability of this happening would become more recovery in the USDCNY towards
: . 6.80
apparent into June. A deal is delayed and we assume
that it still happens within 6 months.
Scenario 3 An outright no deal. A full-blown trade war that will | Trajectory of USDCNY forecast

(Worst Case)

also see escalation into the non-trade aspects.
Global recession risk would rise.

could be swung higher towards
7.15 into 2020.

Note: These express our forecast numbers rather than point projections of highs

and lows attainable by the USDCNY in the different scenarios.

In the past two weeks, we have witnessed the rise in the spread between
our USDCNY fixing estimate and the actual USDCNY fixing, suggesting

that the counter cyclical adjustment factor (CCAF) has been in play and

the central bank tried to slow the depreciation in the yuan.

Spread between the actual fixing and our estimate typically widens

when CCAF in Play
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The RMB TWI
CNY TWI (CFETS weighted)
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Just as we had expected, the RMB has clawed back some of its export
competitiveness given CNH’s sensitivity to the trade war escalation and
recent attack on Huawei by the US.

More targeted stimulus expected such as RRR cuts for small, medium
enterprises as well as TMLF (targeted medium term lending facility)
expected to be provided. These are all to cushion the impact for the
local manufacturers. The NDRC said at a briefing this morning that China
would roll our policies to support growth when necessary as well as to
ensure sufficient liquidity. This comes after NDRC modestly lowered
capital ratio requirement on infrastructure projects. Urban FAI came in a
lot weaker than expected earlier this week for Jan-Apr at 6.1%y/y vs.
6.3% in 1Q. The government agency also said it will also roll out equity
financing support tool at proper time.

Based on our base case, we still prefer to lean against USDCNH strength
and to find opportunities to load up on the AUD. Also eyes on the FX
report from the US treasury that is typically out in mid Apr but this time
delayed as they lowered the threshold of current account surplus to be
3% of GDP to 2% that effectively included more countries in their watch
list including Vietnam.
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USDCNH (Daily) - Bullish

@ maybank
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The USDCNH moved higher towards the next resistance at around 6.9455,
last seen around 69390. Next key resistance lies at last Oct high at 6.98.
Momentum indicators are bullish with stochs and MACD rising. Support at
6.9073. Against the SGD however, CNYSGD show signs of turning with
stochs indicating some signs that this cross could rise from oversold
conditions.

CNYSGD (Daily) - Stochs Show Signs of Turning
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Upcoming Events to Watch in The Next Two Weeks

20 May - FX Net Settlement - Clients

27 May - Industrial Profits for Apr

30 May - SWFIT Global Payments for Apr

31 May - Mfg PMI (NBS)

1 Jun - Newest Tariffs from China on US imports to take effect
3 Jun - Caixin PMI Mfg

Charts We Monitor
Chart 1: Repo Rates Are Capped
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Chart 2: Yuan Weakens TWI-wise While DXY Strengthens
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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 or 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 Group”)
and consequently no representation is made as to the accuracy or completeness of this report by Maybank Group and it should not
be relied upon as such. Maybank Group and any individual connected to the Maybank Group accept no liability for any direct,
indirect or consequential losses or damages that may arise from the use or reliance of this report. Maybank Group 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 entities whose securities are mentioned in this report. Any information, estimate,
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 and analysis made and information currently available to us as of the date of the publication 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 Group
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 sole use of Maybank Group’s clients and may not be altered in any way, published, circulated,
reproduced, 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 the Maybank Group. Maybank Group 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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