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RMB: Parsing the impact of Sino-US issues
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Developments on the Sino-US front have taken a back seat in the past weeks,
overshadowed first by the optimism of re-opening economies and then by the
re-emergence of the COVID-19 concerns. Fundamentally, we expect that:

1. It will not fade too far into the background. Instead, it will rear its
head periodically, especially towards the US election season.

2. Neither side is keen to be seen as wanting to negate the Phase 1
trade deal. Therefore, the exchanges will be limited to heated rhetoric
and low-impact policy tweaks, with no outright escalation of conflict.

Translated to the FX space, so long as these two expectations hold, we see:

1. The tail-end risk of the USD-CNY breaching the 7.2000 level as
limited, especially in the context of near term USD sogginess.

2. Persistent, lingering negativity from the issue to weigh down on the
RMB complex, but leave the rest of USD-Asia relatively unscathed.

Taken together, we expect the underperformance of the RMB relative to the
rest of the Asian currencies to persist in the 1-3m horizon, especially if the
rhetoric heats up again. This underperformance has been reflected in the
lock-step decline in the CFETS RMB Index alongside the DXY Index, with a
correlation of more than 0.90 at this stage. Furthermore, the sentiment
surrounding China is not completely positive, even in a period of growing risk
positive sentiment. This could be seen in through the persistent implied equity
outflow momentum, which failed to moderate in-line with the rest of EM Asia.

This narrative between the RMB and the other Asian currencies is applicable
to the SGD as well. Thus, we continue to expect the SGD-CNY to show an
upward bias beyond the immediate horizon.
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specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product
taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or
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the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014)
(“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be
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