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targeted relending rate cuts for SMEs and rural sector, a Fiona Lim
200bps FX reserve ratio hike and a dramatically higher (65) 6320 1374
USDCNY fix on 10 Dec. The FX reserve ratio hike was fionalim@maybank.com.sg
announced after USDCNY reached a new low for the year at
6.3424 on 8 Dec, a form of policy signal to rein in the strength Christopher Wong
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e The last time PBoC hiked FX reserve ratio, USDCNY Tan Yanxi
consolidated for around four months as USD and UST 2Y yield (65) 6320 1378
rose significantly in reaction to the surprise hawkish tilt by
the Fed in Jun. We see possibility that the FX reserve ratio
hike to be less impactful this time compared to the one
announced in May earlier this year unless Fed is able to make We wish our readers a Merry Christmas
a significant hawkish shift. That could be unlikely given that and Happy 2022 in advance! This will be
overnight index swaps suggest that around two Fed hikes are the final RMB Watch for 2021. We thank
priced in over the next one year already. In addition, USDCNY you for the support.
has shifted away from the broad USD direction since Oct.
Near-term, we keep an eye on FOMC on 16t Dec and MLF, LPR
this week. Meanwhile, the Central Economic Work Conference
concluded last week with an emphasis on growth stability.
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e Technical Analysis: For USDCNH, bearish bias remains intact
but stochastics flag rebound risk. Support at 6.33. EURCNH
remains bearish and next support at 6.97. SGDCNH and
MYRCNH are bearish bias but bullish divergences intact for
potential reversal.

What We Watch (13 -31 Dec):

Date Data Month

13-16 Dec = MLF Dec

15 Dec Retail sales, Industrial Production, Fixed Nov

Asset Investment-ex rural

16 Dec FOMC Policy Decision Dec

20 Dec Loan Prime Rate (1y, 5Y) Dec

24 Dec FX Net Settlement - Clients

27 Dec Industrial Profits Nov

31 Dec Official Mfg, Non-Mfg Nov

31 Dec Current Account 3Q
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Where Has RMB Been?

USDCNH slipped to a low of 6.3305 and USDCNY also recorded a low of
6.3424 before a series of action by PBoC reversed the move. USDCNY
stabilized around the 6.36-figure at last seen.

Increasing the Policy Sighals on the RMB

For a while now, the USDCNY daily reference rates have been fixed rather
persistently above the median estimates (released minutes before the actual
fixing at around 9.15am SGT). On 8 Dec, USDCNY made a sharp pullback to a
low of 6.3424. The next day, PBoC raised FX reserve ratio by 200bps to 9%.
This policy signal to weaken the RMB was further reinforced by a higher
USDCNY reference rate, fixed 179pips above the estimate on 10 Dec. This was
quite a bit drastically higher than recent daily fix-estimate differential which
has been mostly within 1 standard deviation from the its mean for the past

one year.

Reining in the RMB gains With Daily Fix
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The FX Reserve Ratio Hike

PBoC has raised the FX reserve ratio for banks by 200bps from 7% to 9%,
the second move done this year. The move can be considered as a way to
tighten onshore foreign exchange liquidity in order to slow the
appreciation pace of the CNY. This strengthens policy signals for weaker
RMB. The higher FX reserve ratio will take effect on 15 Dec. This would be
the second time the central bank raises the FX reserve ratio for 2021.
Earlier this year, the PBOC also declared the same on 31 May. That marked
the tentative end of the CNY rally against the USD then and USDCNY
consolidated for around four months (Jun-Sep).
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The Last Time PBoC Hikes FX Reserve Ratio, CNY halted appreciation
Against USD for a while
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The question to ask at this point is - Will the 200bps hike in FX reserve
ratio bring about a pause in the RMB bulls once again? Before, PBoC raised
FX reserve ration on 31 May, around two weeks before the Fed made a
surprising hawkish shift (the first in this cycle) that amplified the USD
strength and lifted the UST 2y yield persistently thereafter.

USDCNY Has Shifted away from Broader USD Direction Since Oct 2021

@) Mmaybank

Last Price

0.70004 M USDCNY BGN Curncy (R1) 6.3623
n . B USGG2YR Index (L1) 0.6704
N B XY Cumcy (R2) 96.215
i
| T
| Vo
\ \/
0.60004
FX Reserve Ratio Raised
0.5000 A
‘.\.
A\
™~
\\
|
0.40004 [\ " | .“-‘

/

F97.000

(R, 96.215

F-96.000
95.000
F6.5000
94,000

F6.4500 -93.000

-92.000

0.30004
F6.4000
F91.000
0.2000+
\ | 6.3623
\ F90.000
F6.3500
UST 2V Yield FX Reserve Ratio Raised
010004 -89.000
Apr May Jun Jul Aug Sep Oct Nov Dec

Source: Bloomberg, Maybank FX Research

The most recent move to hike FX reserve ratio comes just ahead of another
FOMC meeting - a meeting that should see the Fed start its QE taper. From
the chart above, USDCNY rebounded after the last FX Reserve ratio hike
around Jun but since Oct, the USDCNY has shifted away from the
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direction of the DXY index and the UST 2y yield (which is typically more
reflective of the Fed policy shifts). In other words, USDCNY resumed its
decline into Oct even as UST 2y yield and the DXY index marched higher.
This is in spite of a second RRR cut announced on 6 Dec to reduce required
reserve ratio of most banks from 12% to 11.5%. USDCNY went on to record
a new low for the year at 6.3424 ( a low not seen since May 2018). The
recent move to hike FX reserve ratio did not seem to be nearly as impactful
and unless the Fed make another significant hawkish shift this week,
USDCNY may not see a strong reversal higher so soon.

Why Has the RMB Strengthened So Much Since Oct?

The USDCNY started to drop more precipitously in Oct came ahead of the
start of the inclusion of Chinese government bonds into FTSE’s World
Government Bond index. The final approval was given earlier in Mar but
Chinese government bonds would be added over three years from the end
of Oct. Estimates of inflows range around $3.5-$S4bn per month. Not
coincidentally, the Southbound bond connect was launched on 24 Sep 2021
for mainland investors to access offshore bonds via Hong Kong and serve
as a counteracting channel of outflows.

Why is RMB Strength an Issue?

Due to the WGBI inclusion, demand for domestic sovereign bonds via
passive index funds that track the index should continue to underpin the
CNY. This is structural in nature and adds on to the other fundamental
underpinnings such as its strong current account surplus that we covered
in the last RMB Watch. Fortunately, the strength of the RMB comes at a
time where energy and commodity prices are lofty and serve as a buffer
to some extent against imported inflation.

However, too much appreciation in RMB is seen as a risk. The authorities
are concerned that speculative build up in RMB bets could overshoot and
risk an aggressive unwinding and the optics could be even uglier as the
economy slows and monetary policy divergence is amplified vs. the rest of
the world. Any sign of US-China tension escalating meaningfully could also
potentially hurt the CNY vs. the USD. According to the chart below,
USDCNY does not always track the US-CH 10y yield differential closely but
moves observed in the past 8 years that included the last Fed rate hike
cycle show that USDCNY may still revert (weaken) towards the trend of
the yield differential (narrow).

USDCNY Moved in Contrary to US-CH Yield Differential Before
Reversions
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Fresh from the Central Economic Work Conference that ended last week,
the government also stressed on growth stability as a top priority for 2022.
There was also a warning to be “cautious in imposing measures that will
have contractionary effect”. The tone alluded to more fiscal supports and
possible more monetary easing.

In a nutshell, we see reasons to be less bullish for the RMB.

We see reasons to be less bullish on the RMB for 2022 compared to 2021.
Current account surplus may start to narrow should monetary policy easing
(targeted or broad) start to boost private consumption. Eyes are on the
MLF and LPR amid speculations of rate cuts. Chinese consumers may also
start to adapt to frequent Covid-triggered restrictions as live-streaming e-
commerce become more mainstream. In addition, rate hikes by the Fed
could continue to narrow the US-CH vyield differential and provide some
lift to the USDCNY as illustrated. The launch of the Southbound bond
connect could also serve to mitigate net portfolio inflow.

That said, fundamental underpinnings are not likely to fade easily as China
continues to keep a strict border control for pandemic management
purposes. That could keep tourist-imports outflow depressed. Structural
inflows into the Chinese bond market due to the WGBI inclusion are likely
to be steady and sticky. In fact, portfolio inflows could be buoyed by
potential monetary policy easing. As global growth recovery broadens,
demand for Chinese exports can remain resilient and countercyclical USD
should also soften in such an environment.
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USDCNH (Weekly) - Bearish Momentum Wanes, Falling Wedge

SO BN = Horg ege | g USDCNH was last at 6.3680
after touching a low of
6.3305 last week. Pair
starts this week, back on
the decline.

Momentum on the daily
chart is mildly bearish but
stochastics show signs of
rising from oversold
condition on the weekly
chart. Resistance at 6.40.

Bias is still to the downside
for this pair at this point
but stretched conditions
suggest that a rebound
cannot be rule out. In
addition, recent price
action forms a falling
wedge - precedes bullish
reversal.

EURCNH (Weekly) - Bearish

W s EURCNH continues to press
lower with each week,
touching a low of 7.1509
and was last at levels
around 7.1970.

0.0%(8.3255

Bearish momentum miught
have slowed a tad over the
recent weeks but bias is
still rather bearish. That
low has formed the
tentative support. We
looked at the price moves
since 2014 to find key
support levels. Next
6.5000 support is seen around
6.9702 (76.4% fibo

00 retracement of the 2015-
o Won [ UL 2021 ascent). Resistance
- levels are seen at 7.2292
(61.8% fibo retracement of
13.7453 the 2015-2021 ascent)
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Legend: Orange Line = 21-sma; Blue dash = 50-sma, red solid = 100-sma, green dash = 200-sma
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MYRCNH (Weekly) - Stretched,
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MYRCNH touched a low of
1.4984 before reversing
higher and was last seen
around 1.5130.

Weekly chart is also
bearish but falling wedge is
intact along with a bullish
divergence as the cross
extended decline.

Bias remains to the
downside but we are
cautious of  potential
rebound. Resistance is
seen around 1.5290 (61.8%
Fibonacci retracement of
the 2015-2016 rally) before
the next at 1.54.

SGDCNH slipped to levels
around 4.6620 as we write.
This cross remains within a
falling trend channel and
presses on the lower bound
of the channel.

Bullish divergence remains
intact and there could be a
brief retracement withinj
the trend channel

Resistance is seen around
4.7250 (61.8% fibo
retracement of the 2015-
2019 rise). Support at
4.6130.
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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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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES
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methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum 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
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subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of this report by MKE and it should not be relied upon as such.
Accordingly, MKE and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct, indirect or consequential
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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. MKE 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.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or
invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or holding, or
other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in
the material presented in this report. One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report to the extent
permitted by law.

This report is prepared for the use of MKE’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 MKE and MKE and its Representatives 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. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia
Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical val uations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank KERPL") in Singapore has no
obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact Maybank KERPL in Singapore in respect of any matters arising
from, or in connection with, this report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore
Securities and Futures Act), Maybank KERPL shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand
Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Securities (Thailand) Public
Company Limited. Maybank Securities (Thailand) Public Company Limited (“MBST") accepts no liability whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MBST Institutional and Retail Research departments may differ in
either recommendation or target price, or both. MBST reserves the rights to disseminate MBST Retail Research reports to institutional investors who have requested to receive it. If you are
an authorised recipient, you hereby tacitly acknowledge that the research reports from MBST Retail Research are first produced in Thai and there is a time lag in the release of the translated
English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“I0D”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MBST does
not confirm nor certify the accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Thaipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MBKET does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All
responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. This report is not directed at you if MKE is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material
concerning investments to you under relevant legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned
within must do so with: Maybank Kim Eng Securities USA Inc. 400 Park Avenue, 11th Floor, New York, New York 10022, 1-(212) 688-8886 and not with, the issuer of this report.
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UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL") which is authorized and regulated, by the Financial Conduct Authority and is for Informational
Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third
party link is for the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk.
Nothing in this report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
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No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.
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