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RMB Watch

Drags Not Dissipating

Cautious on The Yuan
Key Points:

USDCNH remained within the 6.60-6.80 range that we have
pencilled in many weeks ago. Market indicators (forward
points, narrow USDCNH-USDCNY premium) also show signs
of stability for the USDCNH and USDCNY. However, we
reckon this has to do more with the broader USD direction
and the pullback in UST vyields rather than macro
improvements at home.

While we can continue to look for further consolidation
within the established range against the USD, we see too
many risk factors for us to turn aggressively bullish on the
yuan at this point including Covid uncertainties (Shanghai’s
mass testing in 9 out of 16 districts for the next few days),
a lack of decisive changes in zero-Covid strategy that could
weigh on recovery prospects as well as the potential for an
escalation of geopolitical tensions with the US should US
House Speaker Nancy Pelosi make a trip to Taiwan in
August. China has reportedly warned of a “military
response” according to FT. We thus remain cautious on
the yuan but prefer to buy the SGDCNH at better entry
points such as the 4.8220 for a target towards 4.8680
and then at 4.9420. Stoploss at 4.7835 for a risk-reward
ratio of 1:3.

Technical Analysis: USDCNH was last at 6.7520. There
seems to be an attempt to break out of the bullish pennant
but bulls failed to gain traction. Bullish momentum is
intact but stochastics show signs of turning from
overbought conditions. Interim support at 6.7270 (21-
dma), before the next at 6.7130. Resistance at 6.7860
before the next at 6.8380. We may see some consolidation
within 6.70-6.83 in the interim.

What We Watch (25 Jul - 8 Aug):

Date Data/Events

27 Jul Industrial Profits Jun
31 Jul Mfg PMI, Non-Mfg PMI Jul
01 Aug Caixin Mfg PMI Jul
03 Aug Caixin Services PMI, Composite PMI Jul
05 Aug BoP Current Account Balance 2QP
07 Aug Foreign Reserves, Trade Jul
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Where Has RMB Been?

USDCNH has broken out of the bullish pennant but bulls have failed to
gain traction above the key resistance around 6.7860-level and could
settle back into consolidation.

10y yields of both China and the US treasuries are near par.

USDCNH-USDCNY premium is at a manageable +31pips. vs. the average
of around 133pips in 2Q.

The 12M USDCNH forward points have dropped to -470pips. Taken
together, there is hardly much depreciation pressure on the yuan vs. the
greenback.

USD Pullback Could Be Masking Yuan Weakness

At first glance, USDCNY seems to have been rather stable, remaining
within the 6.60-6.80 range that we have pencilled many weeks ago. Market
indicators also suggest stability for the pair. USDCNH-USDCNY premium
remains narrow, last at +31pips vs. 2Q average of around 133pips,
indicating little market pressure on the pair. In addition, the 12M USDCNH
forward points have dropped to -470pips. However, a look at the trade-
weighted index of both CNY and the USD suggest that the recent decline
in the greenback has been providing some sort of an anchor for the CNY.

CNY TWI Has Softened from its July Highs Alongside DXY index
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From the chart above, the appreciation in the DXY index between May-Jul
was also accompanied by trade-weighted gains in the yuan. This
underscores the safe-haven properties of the currency. The CNY remains
resilient even as Fed vows to commit itself to fighting inflation, even at
the risk of a growth slowdown.
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So one can argue that the fall in CNY TWI more recently could partially be
an unwinding of yuan strength relative to peers as the USD and even
arguably US yields become a tad more benign. However, we remain a tad
cautious on the yuan and keep a watch on Covid trends, flows, geopolitical
development and economic data for better indication of the yuan
sentiment.

Yuan Still Beleaguered by Covid Uncertainties, Property
Vulnerabilities

Since the start of this year, key turning points of the yuan had coincided
with sharp worsening of Covid situation at home as President Xi holds on
to his “dynamic zero-Covid strategy”. The rise in Covid infections recently
had been milder relative to the spikes seen in 2Q but the steady rise of
infections over the past few weeks (alongside presence of new Omicron
subvariants BA.5) seems worrying enough to trigger a pullback in yuan’s
performance against the basket from its Jul high.

Covid Infection Rebounds Tend to Coincide with Key Turning Points of
the Yuan Thus Far This Year
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Asia started this week with fresh declarations from Shanghai officials on
two rounds of mandatory testing to be conducted in 9 out of Shanghai’s 16
districts between 26-28 Jul. This comes after part of Guangxi, Gansu,
Shenzhen, Shanghai were all reportedly experiencing mass testing and/or
semi lockdowns for the past few weeks.

Investors Start to De-risk Local Equities (Again)

While the Covid counts look manageable for now, there are signs of equity
outflows in Jul based on IIF data that suggest a lack of confidence in
China’s plan for economic recovery given the threat of distressing
lockdowns. Investors may also be spooked by recent fines on China’s big
technology firms (e.g Didi) as well as mortgage owners’ boycott of
mortgage payments for projects that face prolonged construction delays.
The government is considering grace periods for mortgage owners to halt
payments for projects that face delays without incurring penalties, thus
allowing some breather for banks’ NPL and the concomitant potential need
for provisions that could lead to further systemic strains to the financial
system. That said, the protest had only amplified the vulnerability of the
property market and there were even news of some suppliers to
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developers (such as Evergrande) refusing to make bank loan repayments
as the developers have not paid up on their bills owed to them, a sign of
widening boycott. Just today, China State Council is reported to have
setup a fund (CNY50bn from China Construction Bank) and a CNY30bn
relending facility from PBoC to support 12 developers + newer distressed
real estate firms, a likely attempt by the government boost confidence.

China Saw Equity Outflows For Much of Jul

2500 China Equity Flows (Smn)

1500

=g

-1500
22500 mmmm China Equity Flows (Smn) :
Negative = Outflows
--------- 5 per. Mov. Avg. (China Equity Flows (Smn))
-3500

Jan-22 Feb-22  Mar-22 Apr-22 May-22 Jun-22 Jul-22
Source: IIF Estimates, Maybank FX Research & Strategy
Pledges to Tweak Covid Zero Could be a little Late for This Year

During the world economic forum last week, Premier Li Keqgiang spoke
about prioritizing employment and price stability in China and even hinted
that there could be flexibility on the growth target. He also reiterated
that the government would not inject massive stimulus for the sake of
achieving high growth. He also pledged that covid control measures will
be more targeted and well-calibrated. International passenger flights
would be allowed to resume gradually with further tweaks to visa and
Covid testing policies. Outbound commerce, trade activities and cross-
border travel for labour services would also progress “in an orderly
fashion”. His words suggest his acknowledgement that China could miss
the economic growth targets for this year and that there could be some
tweaks in the zero-Covid policies. Just today, local government and
banks are urged to render credit support (relending and discount facilities)
to culture, tourism firms that face challenges in normal operations.

Youth Unemployment On the Rise, Scars from Regulatory Crackdown
and Zero-Covid
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Jun economic report was mixed but one salient point noted is the rise in
youth unemployment. The sweeping regulatory crackdowns on private
sectors in 2021-2022 as well as zero-Covid strategy have underpinned a
seemingly relentless rise in unemployment amongst youth. The youth
unemployment rate came in at 19.3% for Jun (compared to 12.7% in Jan
2021) and takes into account youths within the age group of 16-25 years
that are not able to find a job. This rate is set to rise further as a record
number of college graduates (estimated 12mn) enter the job market into
Jul. This could certainly set a less favourable backdrop for Party Congress
later this year. Alack of decisive changes in zero-covid strategy could mean
fewer upside economic surprises and even potential for disappointment.

Geopolitical Tensions May Still Undermine the CNY

Another key factor that can undermine the CNY is geopolitical
developments. Biden mentioned an upcoming call with President Xi Jinping
by the end of Jul. This call was widely expected to be a discussion on
easing tariffs but it seems that Biden would like to have a conversation on
broader topics which might be negative for bilateral relations. Perhaps the
most inflammatory event that could happen in the near-term horizon is a
trip by US House Speaker Nancy Pelosi to Taiwan in Aug. FT reported that
China had issued private warnings on Pelosi’s trip to Taiwan which
include a “possible military response”. We anticipate that such a move
result in spike in USDCNH that cannot be offset by a token easing in US
tariffs.

Meanwhile in the UK, PM-hopeful Rishi Sunak had vowed to be “tough on
China”, declaring the country to be “the biggest long-term threat to Britain”.
Political events in the West continue to result in hardened stance against China
and the current race for leadership may produce a UK PM that is less willing
to forge diplomatic ties with China.

Geopolitical Tensions, Covid’s Chokehold, Potential for Recovery to
Disappoint Could Weigh on Yuan

Taken together, while the greenback and UST rates may seem to have
softened broadly and become a tad more benign for Asian currencies in
the near-term, this could only serve to mask underlying drags on the yuan.

There are just too many risk factors that could continue to weigh on the
yuan including the vulnerable property market, Covid uncertainties at
home, a lack of decisive change in zero-Covid management that could
crimp on its economic recovery and potential for an escalation in
geopolitical tensions. While the West is pre-occupied with the war in
Ukraine, there seems to be step-up in alliance (NATO, IPEF) and hawkish
rhetoric against China which cannot be offset by token easing in US tariffs
on China. Pelosi’s trip to Taiwan, if any would be eyed and we continue to
watch for a more decisive shift in zero-Covid strategy and hopefully bring
about a stronger traction in recovery. For now, we remain cautious on the
yuan.
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USDCNH (Daily) - Slipping Back into Consolidation
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USDCNH was last at 6.7520.
There seems to be an
attempt to break out of the
bullish pennant (marked by
the white triangle) but
bulls failed to gain
traction.

Bullish momentum is intact
but stochastics show signs
of turning from overbought
conditions.

Interim support at 6.7270
(21-dma), before the next
at 6.7130.

Resistance at 6.7860
before the next at 6.8380.
We may see some
consolidation within 6.70-
6.83 in the interim.

EURCNH hovered around
6.9110. This cross was led
by the rebound in the EUR
in the lead up to ECB’s
50bps hike. Daily
momentum indicators
suggest that directional
cues are not compelling at
this point.

Resistance at  6.9480
(38.2% Fibonacci
retracement of the May-
Jull pullback), before the
next at 7.0180 (50-dma).
Support around 6.8680
(23.6% Fibonacci
retracement).
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MYRCNH (Daily) - Two-Way Trades

SGDCNH (Daily) - Look for Opportunities to Buy
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MYRCNH waffled around
1.5150 at last sight.

Momentum and stochastics
are bearish bias. Support is
seen around 1.5120 before
the next at 1.5060.

Resistance is seen around
the 1.5270 before the next
at 1.5340.

There is still a lack of
directional cue for this
cross and cross may remain
in whipsaw within 1.5120-
1.5270.

SGDCNH was last seen
around 4.8740, poised to
form a second doji today.

Momentum indicators
suggest bullish bias
remains intact but
stochastics are
overbought.

The indecisiveness of the
price action as well as the
stretched conditions could
mean some pullback
potential.

We prefer to long this
cross towards the 4.8220
for a target towards
4.8680 and then at
4.9420. Stoploss at
4.7835 for a risk-reward
ratio of 1:3.
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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
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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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Jan 24, 2022 10



FX Research

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) 6340 1079

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

Jan 24, 2022

@) 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

a=
% Maybank

Sales
Malaysia

Azman Amiruddin Shah bin Mohamad Shah
Head, Sales-Malaysia, GB-Global Markets

azman.shah@maybank.com
(+60) 03-2173 4188

Singapore
Janice Loh Ai Lin

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

Shanghai
Joyce Ha

Treasury Sales Manager
Joyce.ha@maybank.com
(+86) 21 28932588

Hong Kong
Joanne Lam Sum Sum

Head of Corporate Sales Hong Kong

Joanne.lam@maybank.com
(852) 3518 8790



