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Currency Bulletin:
CNY Depreciation

A few words on recent

developments of CNY

CNY depreciated, rather surprisingly, by
1.6% on Aug 5th 2019. We anticipated the necessity
to depreciate and for USDCNY to break the threshold
of 7, though the timing is still unexpected as USDCNY
traded only around 6.9 last Friday. The move
undoubtedly triggered a global equity selloff and
subsequently the US labeled China as a currency
manipulator instantly instead of in its semi-annual
reports to Congress. The label is mostly symbolic at
the current stage, yet it opens room for further
escalation.

We think that the depreciation is
fundamentally implied as China is facing increasing
pressure from maintaining a sustainable BoP
balance. The current account has shrunk to a meagre
0.3% of GDP in 2018 while capital inflows have
stalled, if not reversed, amid trade tensions with the
us.

China’s current account balance implies
depreciation pressure

China’s current account surplus has
structurally decreased to below 1% of GDP, with the
travel component being the most significant debit
item. USDCNY hanging around the 6.3-6.6 level since
17Q4 had already pushed the current account
surplus down even before the US initiated trade
tensions, and it recently trending higher to the 6.8-7
level upon trade tensions has greatly alleviated
pressure on the current account.
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Figure 1 China Current Account Surplus and Components
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Structurally, the travel item began dragging
down the current account surplus in 2012 and
accelerated further from end-2014. We believe this
partially reflects depreciation driven private sector
demand for overseas assets, given that capital
account control is still in force. Measured by the SHFE
gold futures price compared to the COMEX price,
depreciation expectation is so far contained
compared to the previous selloff. Apart from tariffs,
USDCNY below 7 should be enough to maintain
balanced international payments.

Figure 2 Shangha:i Gold Price in USD to COMEX Gold Price

104%

103%

102%

101%

100%

99%

an-11 Jan-12 lan-13 Jan-14 Jan-15 Jan-16 Jn-17 Jan-18 Jan-19

o =1 arighai Gold to COMEX Gold (20004 )

Q@ 2™ Floor | 75 King William Street
London EC4N 7BE

( +442036175260
X marketaccess@chinapostglobal.co.uk

@ www.chinapostglobal.com

F
GE-F China Post Global (@; Market Access

_/' Exchange Traded Funds



Capital account may see outflows Currency manipulator

Appetite for emerging market assets may wane Following the CNY depreciation, the US
through 2019 with increased uncertainty and global treasury labeled China as a currency
growth continuing to slow. It may have to wait until manipulator formally and instantly.
20Q1 for a Chinese growth pick-up to lay solid ground Traditionally the US Treasury files a semi-
for capital inflows into China. Of course, there are annual report to Congress addressing its view
positive developments from the inclusion of Chinese about countries involved in currency
capital markets in well tracked international indices, but manipulation, measured by its 3 standards. Yet
the inflows that follow are likely to be a short-term in this case, China only met 1, or arguably 2,
impulse. The CNY internationalization policy has been standards due to its effort to maintain CNY at

largely suspended since end-2016 when depreciation
expectation mounted, and offshore CNY liquidity had
almost drained.

an overvalued position against USD.

The accusation may grant Trump more
leeway to impose higher tariffs and marks a
new round of escalation. As of now the

Figira 3 Ching Nonrasarvs Capital Accouit announced tariff is 25% on about half of
Chinese exports to the US, and 10% on the
it e rest. The depreciation may void the tariff to a
4000 - mild penalty, which perhaps is the main reason
. behind the currency manipulator accusation.
= The uncertainty is growing significantly once
~4000 again, and so is the probability of the standoff
5000 | 0% slipping into a full-blown conflict between the
world’s two largest economies.
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This document is issued by China Post Global (UK) Limited ("China Post Global") acting through its offices at 75 King William Street,
London EC4N 7BE and for the purposes of Directive 2014/65/EU has not been prepared in accordance with the legal and regulatory
requirements to promote the independence of research. This document has been prepared for information purposes only. It
shall not be construed as, and does not form part of an offer, nor invitation to offer, nor a solicitation or recommendation to enter
into any transaction or an offer to sell or a solicitation to buy any security or other financial instrument. No representation,
warranty or assurance of any kind, express or implied, is made as to the accuracy or completeness of the information contained
herein and China Post Global and each of its affiliates disclaim all liability for any use you or any other party may make of the
contents of this document. The contents of this document are subject to change without notice and China Post Global does not
accept any obligation to any recipient to update or correct any such information. China Post Global (UK) Limited is authorised and
regulated by the Financial Conduct Authority. This document is not for distribution in the U.S. or to U.S. persons. This document is
directed at Institutional Investors only. This communication is exclusively directed and available to Institutional Investors as
defined by the 2014/65/EU Directive on markets in financial instruments acting for their own account and categorised as eligible
counterparties or professional clients. This communication is not directed at retail clients. It should not be distributed to or be
relied on by retail clients in any circumstances. For the UK, institutional investors (“Institutional Investors”) are Professional
Clients as defined by the FCA. Calls may be recorded. This document is confidential and not to be communicated to any third
party or copied in whole or in part, without the prior written consent of China Post Global. This communication contains the
views, opinions and recommendations of China Post Global. This material is based on current public information that we consider
reliable, but we do not represent it as accurate or complete, and it should not be relied on as such. The information, opinions,
estimates and forecasts contained herein are as of the date hereof and are subject to change without prior notification. There
can be no assurance that future results or events will be consistent with any opinions, forecasts or estimates contained in this
document. Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied is made regarding future performance.
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