(DERELG

Markets

CNY: stronger USD puts depreciation
pressure on CNY

Allan von Mehren

Chief Analyst, Head of International Macro, China economist
+4545 12 80 55

alvo@danskebank.dk

24 November 2015

Investment- Research

www.danskebank.com/Cl Important disclosures and certifications are contained from page 7 of this report.



Markets

Stronger USD has put depreciation pressure on CNY

Depreciation pressure on the CNY has resumed as the USD strengthened.
China will manage the CNY with a closer eye on trade weighted currency,.
Hence USD strength will generally lead to a weaker CNY versus USD.

1.17 - -B6.425
_ EUR/USD (lhs]) -B.400
1.15 - -B.375
. -B6.350
] -B6.325
1.11 - -6.300
i -B.275
1_09: -6.250
o7 -Bb.225
] -6.200
L o5 - USD/CNY (rhs] -6.175

IApr II\/Iay | Jun | Jul IAug | Sep | Oct INov
2015

Source: Bloomberg, Danske Bank Markets www.danskebank.com/Cl 2



Trade-weighted CNY higher over past month

Trade-weighted CNY close to levels prior to ‘devaluation’.
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CNH weakening more than CNY

The CNH has weakened more than the CNY, as is normal when the CNY depreciates.
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CNH vs CNY:1look for intervention soon to narrow spread

The CNH-CNY spread has pushed higher lately. This is normal when USD/CNY increases. However,
we are close to levels where the PBoC has intervened to reduce the CNH-CNY spread. Itis a
requirement of the IMF with regard to SDR inclusion that CNH and CNY are close to the same level.
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\We look for a further weakening of CNY on al2M horizon
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The CNY has become more market based
following the FX reform on 11 August.
Relative monetary policy between the Fed
and the PBoC will work in favour of a weaker
CNY versus USD over next year. \\We do not
believe China will allow a big devaluation, as
this would trigger capital outflows and be
destabilising for China and the world.
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