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September 27, 2019

RMB Watch
Watch The Head and Shoulders

Head and Shoulders Watched Analysts

The last issue of the RMB Watch published on 16" Sep was (again) Saktiandi Supaat

spot-on about the retracement of the RMB as we looked for “this (65) 6320 1379

leg of the (RMB) rally to be almost done”. We had also expected saktiandi@maybank.com.sg
consolidation to be within 7.03-7.12. As we head into the 70™

Anniversary of the People’s Republic of China celebrations, Fiona Lim

USDCNY has risen to levels around 7.12 (which coincides with our (65) 6320 1374

3Q forecast) at last check and we now monitor a probable head fionalim@maybank.com.sg

and shoulders formation for the USDCNH that could usher in the

next (and larger) leg of the RMB rally. Christopher Wong

(65) 6320 1347

To be sure, this probable head and shoulders formation was wongkl@maybank.com. sg

briefly mentioned in the last issue, as we had looked for a

(USDCNH) retracement to potentially form the right shoulder. Tan Yanxi
However, even as we write at this point, the dominant driver of (65) 6320 1378
the RMB is still trade-talks progression and visibility remains poor tanyx@maybank.com.sg

and getting worse with the US impeachment proceedings against
Trump. The recent move to approve a bill by the US Congress to
check the autonomy of Hong Kong may even complicate upcoming
high-level trade talks scheduled to take place 10-11 Oct. As we
move into a probable black out period without the USDCNY fixing
as onshore markets closed from 1-7 Oct, it could be useful to
check the usual indicators that served us well.

Head and Shoulders Seen for USDCNH Daily Chart
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Watch The Head and Shoulders

The USDCNY has drifted quite a bit higher to levels around 7.12 but PBoC
has kept the daily USDCNY reference rate suspiciously stable at around
7.07. This can due to the 70™ Anniversary of the People’s Republic of
China and investors also believe that the support by the central bank
could be undone after the hugely symbolic event. We note that the
USDCNY now trades around 0.8% above the USDCNY fix. Deviation of this
magnitude does not last long and we had used this observation to argue
for the USDCNY fix to beckon the spot on 30" Aug.

USDCNY Spot- Fix Spread Typically do not exceed than 0.5%
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However, this signhalling becomes unclear as onshore markets will soon be
on a week long hiatus for National Day Celebrations and back only on the
8" Oct (Tue). This also means no daily USDCNY fix from 1-7*" Oct. The fix
on the 8" Oct will be key for FX policy guidance from the central bank
and in our view, China’s confidence/optimism of trade talks progression
to be held 10-11 Oct. For more clues, we watch any policies formed at
the 4" Plenary Session of the CPC. Despite the potential opacity, the past
three similar episodes suggest that risks could still be to the downside.

USDCNY Spot Usually Catches Down to an Unusually Stable USDCNY Fix
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Watch The Head and Shoulders @ Maybank

We also like to refer to the projections from our own USDCNY fix model
to have a gauge of policy guidance from PBoC. To no one’s surprise, the
deviation between our estimates and the ever-stable USDCNY fix (this
time at the 7.07 handle) has been widening. As we have noted before,
keeping the USDCNY fix stable is unsustainable in a strong USD
environment.

PBoC has been keeping the CNY stable with the USDCNY Fix
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Allowing the USDCNY fix to capitulate towards the USDCNY spot could
mean a period of FX volatility and may require a subsequent intervention
to stem a downward spiral of the CNY unless USD softens substantially
from here. That situation cannot be ruled out but it is an unlikelier
situation in our view. Onshore markets in Hong Kong will be out only on
1%t Oct and 7" Oct so USDCNH could be more reflective of market forces.

USDCNH (Daily) - Head and Shoulders
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Watch The Head and Shoulders @ Maybank

Base on the USDCNH daily chart, we continue to watch the head and
shoulders formation, a bearish formation with a slanted neckline (marked
by 13-Aug low of 6.9908 and 7.0312) that needs to be broken at around
7.05, depending on the formation of the right shoulder. The right
shoulder could peak between 7.12-7.15. This leg of the RMB rally could
bring the USDCNH below the 7-figure towards 6.9. We hold our short
USDCNH here at 7.11 (25 Sep) for then first target of 7.03 before 7.0 and
then at 6.95, 6.90. Stoploss at 7.19. Risk reward ratio of 1:2.63. Breach
of the 7.20 would negate this H&S formation and extend uptrend.

SGDCNH (Weekly) - Bearish Divergence, Rising Wedge
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We also like to hold our short SGD against the CNH position mentioned in
our GM daily (24 Sep) as we see a rising wedge for this cross. The weekly
chart shows a formation of a rising wedge with an apex around Oct. We
can anticipate a reversal towards 5.0970 before the next target at
5.0788 from spot which is around 5.1620 (24 Sep). Stoploss at 5.20 with a
risk-reward ratio of 1:2.19. This is a one-month view. Failure to break
above the recent high of 5.1750 could mean a double top in the making
(clearer on the daily chart), also a bearish set up for the SGDCNH.
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Upcoming Events to Watch in The Next Two Weeks

30" Sep - NBS PMI-mfg; Caixin PMI (Sep)

Oct - Fourth Plenum of the CPC

15t~ 7% Oct - Market Closure for National Day Holiday

8" Oct - Caixin Services, Composite PMI (Sep)

9-15" Oct - Money Supply M2 Growth, New Yuan Loans, Aggregate
Financing

CNY TWI Stabilizes as DXY Looks Increasingly Toppish

===DXY Index (lhs)  ====CFETS RMB Index (rhs)
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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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