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RMB Watch
A Stable RMB Could Be Preferred

Weaker Growth but Not Necessarily Weaker RMB Analysts
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o  While benign CPI at this point leaves room for monetary policy

manoeuvres, it is becoming increasingly clear that PBoC
prefers to keep a neutral stance in spite of the weaker growth
numbers. The Chinese government remains very targeted in
their recent measures to cope with the different sources of
pressure on the economy - alleviating supply side energy
shortage with price reforms and talks of easing mortgage
limits for some large lenders to shore up demand in the
property sector. Keeping USDCNY stable could be the sweet
spot at this point - A weakening CNY could add pressure on
producers facing high inputs costs while a strengthening CNY
could hurt exporters facing potential erosions on their price
competitiveness.

e Technical Analysis: For USDCNH, 6.40-6.50 range remains
intact with downside bias. EURCNH is also bearish bias but
forms a falling wedge (typically precedes rebound). SGDCNH
and MYRCNH reversed their gains today but largely retained
bullish bias.

What We Watch (18 Oct - 1 Nov):

Date Data Month
18 Oct 3Q GDP, retail sales, IP, FAI ex-rural Sep
20 Oct LPR Oct
20 Oct New home prices Sep
21 Oct SWIFT Global Payments Sep
22 Oct FX Net Settlements Sep
26 Oct Industrial profits Sep
31 Oct Non-mfg, Mfg PMI Oct
1 Nov Caixin Mfg PMI Oct
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Where Has RMB Been?

USDCNH remained within the 6.42-6.50 range for much of the past
fortnight, last at 6.4330. Similarly, the onshore USDCNY pairing also
remained within the 6.43-6.48 over the same period, last at 6.4340. The
spread between the pair remains stable.

Growth Weakens in the Last Quarter

China’s 3Q GDP softened from 7.9%y/y to 4.9% (vs. consensus at 5.0%).
Accompanying this quarterly release, the Sep activity numbers were a mixed
bag with industrial production well under the consensus (3.8%y/y) at 3.1%, FAI
ex-rural slowing from previous 8.9%. Retail sales was the silver lining,
quickening to 4.4%y/y from previous 2.5% and above the expected 3.5%
expansion. Acute energy shortage, weakened property sector along with
weather effects have done quite a substantial damage for 3Q. This set of
disappointing data was largely expected with local equities and bonds down
even before the actual numbers were out. Losses were pared thereafter. NBS
Bureau spokesperson Fu Linghui commented that the economy “maintained a
recovery trend, made steady progress in structural adjustment, and made new
progress in promoting high-quality development” whilst acknowledging that
growth at home is still “unstable and unbalanced” and there are growing
uncertainties in the international environment. Fu also said that the coal
supply shortage should ease gradually in light of all the recent measures.

China’s Highly Targeted Approaches Should Support The RMB

We had expected a RRR cut in Oct because of the increasing pressure on the
economy posed by the domestic energy shortage, weakened property sector
and swift lockdowns in reaction to sporadic outbreaks in addition to greater
quantity of MLF maturing towards the end of 4Q.

However, PBoC remains highly reluctant to lower the required reserve ratio
for banks. Instead, the central government remains very targeted in their
methods to cope with the different sources of pressure on the economy.

Easing Property Cooling Measures Last week, mortgage limits for banks were
said to ease for the rest of 2021. Financial regulators were said to order some
major banks to accelerate the approval of mortgages in 4Q and lenders were
also allowed to sell securities backed by residential mortgages to free up loan
quotas. PBoC Yi Gang said that contagion from the debt crisis will be prevented
and had also pledged to get Evergrande to resume its unfinished projects.
Taken together, these could be short-term measures to shore up demand for
the property sector and to protect the legitimate rights of home buyers. The
authorities also urged developers and shareholders to fulfill their debt
obligations time and again.

Alleviating Energy Shortage With regards to the energy crisis, the State
Council decided to liberalize the energy prices at home with energy prices
allowed to rise up to 20% against a benchmark vs. the current cap of 10%. Caps
on electricity costs for the most energy-intensive industries are removed. This
could mean some relief for power generators that have been affected by
expensive raw materials. China had ramped up energy imports including
natural gas, diesel and coal to meet its own energy demand. Officials are also
said to remove the usual production limits on domestic miners and the latter,
asked to produce as much as possible. The central bank also warned banks not
to cut off credit support to power and coal companies “blindly”. The Chinese
government has thus relented on its emission goals in the face of economic
pressure and its pledge to keep homes warm throughout the coming winter.
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Inflation Concerns Return

Last week, China’s PPI turned out to be firmer than the consensus with a print
of 10.7%y/y for Sep vs. previous 9.5%. In contrast, CPl undershot expectations
at 0.7%y/y, softening from 0.8% in Aug. The divergence between PPl and CPI
is once again scrutinized. This has happened for China a number of times in
the past for varying reasons including supply-demand dynamics of commodities
amongst other drivers.

For example, in the most recent episode that happened over 2015-2016,
President Xi endeavored to reduce spare capacity in the face of rising steel
inventory and the use of monetary policy stimulus (RRR cuts) then also
stimulated demand. Monetary policy easing weakened the CNY, not helped the
least by the forex reforms then. CNY depreciations possibly played a part in
amplifying input prices and concomitantly, spurred the PPI higher.

For 2021, the domestic energy shortage was due to a confluence of strong
demand for coal in the first half of the year but slower-to-adjust tariffs left
many coal-fired power producer running their plants in losses and that resulted
in a reluctance to react to demand. In addition, China stepped up on measures
to reach its environmental goals in Aug-Sep, issuing warnings to provinces that
failed to meet their dual control targets, exacerbating the power shortage. As
a result, China also had to ramp up natural gas import at a time where natural
gas is at an acute shortage globally, affected by severe weather, post-
pandemic demand recovery and fears of an impending harsh winter in the
northern hemisphere. The confluence of supply side bottlenecks, made worse
by rising international energy prices lifted the PPl but mild deflationary
pressures in food alongside other factors (weaker consumer demand) weighed
on CPl. More recently, the Chinese government has decided to ease supply
side constraints as covered in the earlier section.

Last Fri, Chief of PBoC monetary policy department Sun Guofeng told the press
that PPl is expected to remain elevated before easing toward the end of the
year; imported inflation and the impact of the global commodity boom is
controllable. While benign CPI should leave room for PBoC’s monetary
policy maneuvers, the central bank may want to refrain from broad-based
easing to avoid weakening the CNY and increasing the cost pressure for
importers. 1Q may be a better time to deliver the next RRR cut as PPl is
expected to ease and the global energy situation potentially improves.

Stable RMB May be Preferred in the Face of Hot Commodity Prices
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Changes in the Require Reserve Ratio for Major Banks
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The last reserve requirement ratio cut was announced in Jul 2021 and within
the month, PBoC offered only CNY100bn MLF, effectively allowing a partial
roll-over as CNY400bn matures. The RRR cut seems to have compensated the
“liquidity shortfall” for that month. The central bank has increased its MLF
offerings since, providing full roll-overs in Sep and Oct. Based on the easing
cycle in 2018-2019, RRR cuts are provided with a gap of 3-4 months. We had
anticipated a RRR cut within the quarter as the amount of MLF maturing in
Nov and Dec will rise significantly to CNY1trn and CNY950bn respectively.
However, the central bank show reluctance, which is in line with the
government’s pursuit of cross-cycle policy designs which would call for a mix
of tools that targets not just the short-term economic pressures but also the
longer-term growth needs. PBoC Governor Yi Gang had said at a G20 meeting
last Wed that China’s prudent monetary policy will be “flexible, target,
reasonable and appropriate” to support its high-quality economic
development. Separately, PBoC Sun Guofeng also pledged to stick to
“normal monetary policy” with supply and demand of liquidity in the
banking system to remain basically balanced and there will not be any big
fluctuations in 4Q. This was a signal that RRR may not be as forthcoming as
anticipated. A more targeted approach could thus require less monetary
policy easing and concomitantly, less pressure on the RMB.

China is Wary of Central Banks’ Shifts, Especially the Fed’s

Insofar, the CNY strengthened on the back of its carry advantage, strong
current account surplus and more recently, fresh interest in its equities as the
energy crisis and weak property sector forced the government to pause their
regulatory crackdown. The pursuit of cross-cycle policy design also suggests
that there could be less use of broad-based monetary policy easing and more
targeted one such as the credit support for SMEs or greater utilization of its
green finance to support infrastructure investment that would complement its
environmental endeavors. As a result, CFETS-weighted CNY TWI touched a
record high of 99.93 last Fri (15 Oct). This may not be viewed too positively
by the policymakers, especially if CNY appreciation builds momentum.

Last week, SAFE declared in a statement that banks’ forex hedging ratio (share
of forex derivatives transaction value for corporate clients in their overall
forex transactions with banks) would be taken as one of prudential
management requirements. Time and again this year, financial regulators have
warned about volatility that could be brought about by changes in other
central bank monetary policies. We recall that the last time PBoC warned
about this, USDCNY was on an aggressive decline and equity-related inflows
for 2Q topped $69bn vs. the net outflow of -$4.65bn recorded for 1Q.
Broadening inflation pressures in the US have started to lift UST yields as
investors leaned towards the scenario that Fed could hike faster-than-
expected. While CNY has proven to be relatively more resilient than other
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currencies, it is not immune to sharp depreciations against the USD as US-
China growth and monetary policy stance diverge. Based on the taper tantrum
episode of 2013, strong inflows ahead of the event could lead to significant
outflows and volatility in EM currencies.

Weaker CNY Fixings to Slow Appreciation

On 14 Oct, PBoC set the USDCNY reference rate around 44 pips higher than
Bloomberg’s median estimate. The spread between actual and estimated
USDCNY fix was more than 2 standard deviations from its mean (over the past
year). A spread in excess of 2 standard deviation from the mean was not seen
since May 2021. Wider spreads are normally taken to be a signal by the PBoC
to slow the rate appreciation in the CNY and they tend to increase in frequency
when USDCNY is on a strong downtrend. The USDCNY had been testing the
lower bound of the 6.42-6.50 range that was established. This does not suggest
that USDCNY will turn soon. In the past one year, the firmer-than-expected
USDCNY reference rates did not change the direction of the USDCNY. They
only serve to slow the pace of CNY appreciation.

PBOC Slows Appreciation with Higher-Than-Estimate USDCNY Fixes

Actual- Estimated USDCNY Fix Mean
------------- +1 std. dev +2 std. dev.
------------- -1 std. dev. -2 std. dev.
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Note: USDCNY Fixing Estimates are collated by Bloomberg and released just before the
actual USDCNY fix at 9.15am daily.
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In addition, we see possibility for US-China tensions to ease. The US may
exclude some goods from existing tariffs imposed on China’s imports.

First Xi-Biden Phone Call (10 Feb 2021)

Alaska Anchorage Meeting (18 Mar 2021)
(US Secretary of State Antony Blinken, National Security Adviser Jake Sullivan |China Foreign Policy Official
Yang Jiechi, Foreign Minister Wang Yi)
= first high-level face-to-face meeting in Biden era. Opening remarks were “harsh” before leaders
enter closed-door discussions
»= Yang: talks were “candid, constructive and beneficial” but with “differences” ; Sullivan: “tough
and direct talks on a wide range of issues”

Tianjin Meeting (26 Jul 2021)
(US Deputy Secretary of State Wendy Sherman | China Vice Foreign Minister Xie Feng)
= China presented US with two lists to “change its wrong behaviour”, “stop challenging China’s
bottom line”
=  China Xie told Sherman US-China relationship “in a stalemate and faces serious difficulties”

Second Xi-Biden Phone Call (9 Sep 2021) - to keep channels of communications open, and to ensure
competition does not “veer into conflict”

AUKUS Revealed (15 Sep 2021) - Nuclear Submarine deal between Australia, UK and the US Announced

.Tensions Easing?

A 4
«» China-Canada Prisoner Swaps (29 Sep 2021)

7

< China-Australia recently revealed (Oct): China resumed imports from Australia (cotton, copper, coal) in Jun
that were unofficially stopped after Nov 2020

Zurich Meeting (US National Security Adviser Jake Sullivan | China Foreign Policy Official Yang Jiechi)
= Leaders from Anchorage talks meet again for the first time
=  Senior Biden official described the meeting as “the most in-depth conversation” between the two
governments and took on a “different tone than Anchorage”

USTR Tai Meets Vice Premier Liu He (8 Oct 2021)
= USTR Statement indicated that both parities “reviewed implementation of the U.S.-China Economic
and Trade Agreement and agreed that the two sides would consult on certain outstanding issues”

Upcoming Meetings To Watch
Xi-Biden Virtual Meeting (By end 2021)
= 13 Oct 2021 - Foreign Vice-Minister Le Yucheng told the state media that there was progress on
preparations for talks between the two leaders and a joint working group is formed to facilitate
discussion on “specific issues” that concern bilateral relations.

Source: Multiple News Sources

Taking all the above into considerations, keeping CNY stable could be the
sweet spot to avoid adding pressure on producers facing high inputs costs
and hurting exporters with erosions on their price competitiveness.
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USDCNH (Daily) - Range Intact
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USDCNH was last at 6.4330.

Bearish momentum intact
with stochastics still biased
to the downside. Support
remains at 6.4260 and this
pair still requires a break-
out of the 6.40-6.50 range
for stronger directional
cue.

Interim support is seen at
6.4260 before the next at
6.3940. Resistance at
6.4860 before 6.50.

EURCNH waffled around
7.4510 as we write. The
bearish bias is strong on
daily, weekly and monthly
chart and we cannot rule
out further extensions
towards next support at
7.3270.

That said, a falling wedge
has formed on the monthly
chart and we see a
potential bullish reversal
on the horizon.

Resistance at 7.50 (23.6%
fibo retracement of the
Sep high to low), before
7.5330 (38.2%).
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MYRCNH (Daily) - Arguable Inverted Head and Shoulders Intact

-”'h ]

w( Hh w |”|

h ”u; |w||“|}|

h(‘ ﬂ iy -m“

Feb Mar Apr May Jun Jul Aug Sep
2021

SGDCNH (Daily) - Double Bottom Intact

i
I
P ‘L

MACD

Oct 18, 2021

1.5428 MYRCNH

G5
by ;

[14.7294

Maybank

MYRCNH waffled around
1.5430, reversing out some
of the progress it has made
towards completing its
right shoulder of the
inverted head and shoulder
formation that we flagged
in the last issue.

Neckline is seen around
1.5480-1.5600. A breakout
could lift this cross above
the 1.58-figure.
Momentum is still bullish
but the timing of the
breakout is still uncertain
and can take a while.

SGDCNH made progress on
its double bottom, as
flagged in the last issue
and was last at 4.7630.
Despite the retracement
today, uptrend remains
intact for the cross to be
en-route towards the 4.80-
figure.

Resistance is seen around
4.7711, before 4.7810 and
then at 4.7930. Support at
4.73.
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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
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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