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RMB Watch

Some Weakness Ahead

Look Out for A Tad More Meaningful Declines Analysts
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e That said, we think there is a limit to how much weakness
there could be for CNY. The Chinese government has
announced an array of growth-supporting policies that go
beyond monetary policy tools. The inclusion of CGBs in the
WGBI (phased over three years starting from end of Oct
2021) could also underpin the currency demand to some
extent. Given the downside pressures faced by the
economy and China’s history with rapid depreciations and
capital outflows that could affect yuan
internationalization plans, excessive volatility in the CNY
may not be desired. Hence, while there could be some
volatility in the near-term, fanned by a more inflation-
wary Fed in the near-term, there may not be aggressive
monetary policy easing by PBoC to exacerbate CNY
weakness. We look for USDCNY to stabilize eventually.

e Technical Analysis: For USDCNH, an arguable double bottom
has formed. Break of the 6.40-figure is key for pair towards
6.45. EURCNH is stuck in a range, supported by the 7.15-
figure. A doji is formed for Dec, may mean a bullish reversal
in the cards. SGDCNH and MYRCNH are both bearish bias.

What We Watch (10 - 17 Jan):

Date Data/Events
9-15 Jan éﬁﬁﬁ?ate Financing, New Yuan Loans, Money Dec
11-18 Jan  FDI Dec
12 Jan CPI, PPI Dec
13-16 Jan  MLF Jan-15
14 Jan Trade Data Dec
15 Jan New Home Prices Dec
17 Jan 4Q GDP, IP, FAI ex rural, retail sales Dec
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Where Has RMB Been?

In the second half of Dec, we witnessed mostly higher-than-estimated
USDCNY reference rate fixed by PBoC as well as whispers of state-bank
purchases of the USD that provided mild bullish boost to the USDCNY
time to time. That said, price action was broadly muted with the pair
around the 6.37-figure for much of the month into the first week of
2022.

Tentative Signs of Weakness Ahead for CNY

USDCNY ended the year with a close around the 6.35-figure. The USDCNY
reference rate has been fixed higher than polled median estimates more
often than not in the past few weeks as indicated in the chart below. In
the past one year, persistently wide gap between the actual USDCNY
reference rate and market estimates tend to precede USDCNY upswings
and that seem to be playing out in the past couple of trading sessions.

Persistently Wide Actual-Estimate Gap Tends to Precede USDCNY
Upswings
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Source: Bloomberg, Maybank FX Research & Strategy
Fed Tightening Fears - Policy Divergence in Focus

After weeks of consolidation, the time for a more substantial USDCNY
swing higher could be here as monetary policy divergence (vs. the Fed)
has become a focal point. Fed has been making hawkish shifts in almost
every session since Jun 2021 and the recently released FOMC Minutes
underscored that the Fed has become more inflation-wary, fanning fears
that financial conditions could tighten more rapidly than before. In
contrast, there are some expectations for PBoC to ease monetary policy.
Ahead of the Spring Festival, there could be speculation on another RRR
cut to meet seasonal liquidity demand.
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Monetary Policy Easing Actions

To take stock, after two RRR cuts in 2021, local major lenders dropped
prime lending rates resulting in the 5bps cut in 1Y LPR for Dec. Monetary
policy easing is clearly underway, a stark juxtapose to an increasingly
hawkish Fed. We could thus see a period of volatility, even for the
typically resilient USDCNY. Based on the chart below, we note that
USDCNY is not always sensitive to narrowing US-CH yield differential but
the pair reacts to the tightening of the spreads eventually.

USDCNY Is Not Always Sensitive to Narrowing US-CH Yield Differential
But Reacts Eventually
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The Omicron Wave is Different - CNY may lose quasi-safe haven
appeal that manifest in earlier waves

At the start of previous waves of Covid-19, CNY tends to outperform on a
trade weighted basis. The recent climb of the TWI suggests the same for
now. However, this may eventually be less so as the Omicron wave whilst
infectious, is found to be less deadly than the delta variant. Even as
governments around the world are taking an increasingly cautious
approach, the bar for harsh restrictions is higher and the exit from curbs
could be quicker. For China, it could be hard to sustain a zero-Covid
strategy in the face of a highly infectious Omicron wave without greater
impact on domestic demand and local supply chains. We see a possibility
that CNY may lose that quasi-safe haven appeal should the pandemic turn
more benign. In the meantime, zero-Covid policies may increase the need
for policy support.

Will We See That Catch-Up Towards 6.80 as suggested by the chart
above? Unlikely as Monetary Policy is Not the Only Tool

Unlike past LPR moves, the Dec LPR cut did not come after an outright
reduction in key policy rates (MLF and OMO), underscoring a fair amount
of restraint by the central bank. While we cannot rule out an eventual cut
to MLF for a stronger and broader support for the economy, easing actions
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are likely to be measured and targeted actions are preferred to stabilize
growth to keep cheap funds from flowing towards the property sector.

Right at the start of the year, PBoC announced a lending tool that support
micro and small businesses (MSBs) from 1 Jan through June 2023. The
central bank will provide funds on a quarterly basis for local banks loan to
SMEs. Funds provided to lenders will be equivalent to 1% of their loan
balance. In addition, credit loans to MSBs will be included in the relending
program for agriculture and small firms. The CNY400bn relending quota
could be rolled over and increased if necessary.

In addition, a pro-active fiscal policy is flagged to support domestic
demand.

Earlier last week, Premier Li Kegiang was cited urging for larger cuts in
taxes and fees in the 1Q and to support for research and development
spending, service sector alongside others that are heavily affected by the
pandemic. This comes after the head of the State Taxation Administration
Wang Jun said (31 Dec) that tax and fee cuts in 2021 could exceed CNY1trn
and would be stepped up for 2022 to stabilize economic growth.

Earlier in Dec, MoF frontloaded CNY1.46trn of its 2022 local government
special bonds quota for use in 1Q in order to increase infrastructure
investment with emphasis on transport infrastructure, energy, ecological
conservation and government-subsidized housing.

This array of growth-supporting policies that go beyond monetary
policy tools is a reason for CNY weakness to be limited. The inclusion of
CGBs in the WGBI (phased over three years since end of last Oct) could
also underpin the currency. We do not think that the government would
want significant weakness for the CNY. The hike for foreign reserve ratio,
policy signals via the daily USDCNY fix and sporadic end-of-day state
buying of USDs should be seen as attempts to slow the appreciation of CNY
in the hope that the pullback in a more volatile environment may not be
as sharp. PBoC-backed Financial News had a commentary warning of yuan
depreciation on narrowing yield differential, growth differential and
exports growth moderation - corporates are advised not to speculate on
the yuan, to adopt a “risk-neutral mindset”. Given the downside pressures
faced by the economy and China’s history with rapid depreciations and
capital outflows that could affect yuan internationalization plans,
excessive volatility in the CNY is not likely to be desired. Hence, while
there could be some volatility in the near-term, fanned by a more
inflation-wary Fed, we do not look for aggressive monetary policy from the
PBoC to exacerbate CNY weakness. We look for USDCNY to stabilize
eventually.

Jan 10, 2022

@) Mmaybank



FX Research @) Mmaybank

USDCNH (Daily) - Bullish Bias USDCNH ended the year
with a low that almost
I USDCNH BN matches the previous low
around 6.34, arguably
forming a double bottom.
Since then, the pair has
swung back up towards
6.40, a neckline and key
resistance level. A break
out there could bring this
pair towards a theoretical
bullish target of 6.45.

I
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e i G pulish.

Interim support is seen at
6.3770 before the next at
6.3630. Resistance at
6.3950 before 6.4060,

6.4290.
EURCNH (Weekly) - Settling into Range, End of Downtrend?
L0006 300 EURCNH waffled around
I EUROIH Bt 8.2000 7.22, settling into range in

the last few weeks into
2022. This cross finds
support at recent low of
7.1509. MACD suggests
waning bearish momentum
%), 7 6000 and stochastics show signs

: of rising from oversold
23.6%(7.4281) conditions on the weekly

' 7.4000 chart.
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.................................... 73036
Ay Ter. /.2205 EURCNH On the monthly chart,
bearish momentum is still

strong but the candlestick
for Dec is a doji. We see

maco M Diff MACD
g - - -0.006 this as a sign that this cross
-0.1253 may end the downtrend.
S G S-S cn Resistance at 7.3040
- Stochasti 20.0371 before the next at 7.4280.
Support at 7.1510 and then
2020 2021 2022 at 7.0625.

Legend for simple moving averages (sma) if any indicated: Orange Line = 21-sma; Blue
dash = 50-sma, qreen dash = 200-sma; red solid = 100-sma
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MYRCNH (Daily) - Bearish Bias
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SGDCNH (Weekly) - Falling Trend Channel Intact
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MYRCNH sank at turn of the
start of the year and was
last seen around 1.5160.
This cross may find some
support at around 1.5140
before the next at the
1.51-figure.

Momentum indicators
(MACD) are bearish.
Stochastics are falling from
overbought conditions.

The recent decline is a
continuation of the
downtrend. A falling
wedge has formed but apex
is still far away.

SGDCNH slipped in the past
week and was last seen
around 4.7060. This cross
may



FX Research @) Mmaybank

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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