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RMB'’s resilience anchors support to dim sum
bonds

T (Steve Wang) m  Chinese RMB again stands out shining amid the recent EM
currency sell-off. We think the well-demonstrated sta-
bility and strength of this currency have spread positive
steve.wang@bocigroup.com effects to the Asia’s other economies with strong links to
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% 3F (Qiong Wu), CFA
+(852) 39886926
giong.wu@bocigroup.com m The RMB spot has been appreciating since early 2012,
completely ignoring the depreciation implied in the for-
ward market at the same time. This persistent divergence
between the forward and spot markets reflects a differ-
ence between the market view and policy reality / H
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m  Keeping RMB basically stable with strength, especially at
times of global financial crisis, not only demonstrates
China’s responsibility to the world’s financial stability
and economic recovery, but also represents a much
needed base-building effort of China to expand RMB’s
global acceptance and confidence for an eventual inter-
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m  Offshore RMB bonds have benefited from RMB’s resilient
performance and have in general outperformed Asia USD
bonds this year. The outperformance is also marked by
the relatively lower volatility of offshore RMB bonds vs.
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EM currencies are again seeing a cyclic threat
of fleeing capital. As the US Federal Reserve is
moving closer to the end-game of QE and de-
veloped economies are on the mend, global
liqguidity supply most likely has seen its peak
and global capital flows are now shifting away
from the emerging markets to the developed
markets. During the summer-time market cor-
rection this year, both EM equities and credits
have fared worse than those of DM, while some
of the EM currencies have also shown severe
stresses. All of these are reflecting the reality
check of a flood of capital retreat from many
EM economies.

Amid the broad sell-off of EM currencies,
however, we do see a handful of currencies
that have held up relatively well (see Fig. 1).
The Chinese RMB again stands out shining,
continuing to showcase a remarkable stability
and strength. Among other Asian currencies,
South Korean Won (KRW), Taiwanese Dollar
(TWD) and Singaporean Dollar (SGD) are seeing
none or only small impacts. In contrast, Indian
Rupee (INR) and Indonesian Rupiah (IDR) are
among the hardest hit Asian currencies.

The Asian currency sell-off

In Asia, it appears that countries with current
account deficits saw their currencies most
vulnerable during these EM currency declines.
India’s Rupee has slumped 20.8% against the
dollar since May. Indonesian Rupiah and
Thailand Baht fell 14.95% and 8.88%, respec-
tively, over the past four months. In contrast,
the Chinese RMB and Korean Won inched up
0.74% and 0.31%, respectively, for the same
period. We find that the current Asian currency
sell-off is somewhat different from the pre-
vious cases, such as during the 1997 Asian Cri-
sis and the 2008 Global Financial Crisis. In
those previous cases EM currencies basically
fell dramatically across the board, while the
current one shows a more case dependent and
divergent situation.

In our view, a strong and stable RMB has spread
some positive effects on the region’s other
economies. As the Asia economic zone is now
more integrated and China plays a pivotal role
in the zone these days, the region’s major ex-
porters to China, such as South Korea and
Taiwan (see Fig. 2), benefit particularly from
their close economic ties with China. Although
the relative strength of their currencies during
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the current EM sell-off is probably a combining
result of many factors, such as trade surplus,
economic fundamentals, central bank interest
rate and FX policies, etc, a significant trade
surplus with China, which has maintained a
stable and strong currency, might also have
been an important factor lending support to
their currencies.

B 2: 2012 FXP E &g 2 A& GDP rb & [Fig. 2: 2012
export to China/GDP in current USD
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The persistent diverging view of the RMB
forward market from spot performance

The forward market has been pricing a depre-
ciation of the RMB since early 2012. This neg-
ative sentiment is rooted from a combination
of rationales. The significant slowdown of
Chinese economy is probably the main culprit
and the rebound of USD vs. major currencies
amid a sustained US recovery also provides the
other side of the story. The conventional
thought would point to China’s need of a
weaker RMB to support its export industries at
times of difficulty, but a slowing GDP growth
and, if, a depreciating RMB at the same time
could add concerns on possibly a large scale of
capital outflows.

However, RMB has remained firm. The spot
RMB has continued to show strength, with a
total appreciation of over 2.8% since Jan. 2012
(see Fig. 3). The total appreciation over the last
12-month period was about 3.7%. This is in
contrast to the NDF implied rate which has
always expected a depreciating RMB since early
2012 (the gray area in Fig. 3). For example, a
year ago NDF expected a 1.4% decline over the
following 12-month period.

This persistent divergence between the for-
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ward and the spot markets reflects the differ-
ence between the market view and policy real-
ity. The Chinese policy makers have consis-
tently vowed to keep the RMB exchange rate
basically stable at a reasonable level. Keeping
RMB basically stable, especially at times of
financial crisis, China has demonstrated its
responsibility for the world’s financial stability
and economic recovery. On the other hand, as
China is on a path to internationalize its cur-
rency and to make it a free-convertible cur-
rency in the not-distant future, keeping its
currency stable with strength is also a much
needed base-building to establish the curren-
cy’s global acceptance and confidence. Chinese
government has showed its commitment to this
stability, despite of the enormous pressures
from a declining export industries and an ad-
vancing USD.

Once again, we remain positive on RMB's out-
look in the near-to-medium terms. As China's
economic growth stabilizes, marked by the
improving signs from China’s manufacturing
data, and the new government continues to
push more economic and financial reforms
while working to stabilize the GDP growth,
China should remain as a magnet for foreign
investment and a sustainable export power.
And the continuing expansion of RMB's global
acceptance will further increase the appeal of
the ~currency to international community,
creating more demand for the currency and its
denominated assets. The world needs and de-
mands a more diversified currency and eco-
nomic structure for the future global financial
stability and economic development.

The relatively lower market volatility of off-
shore RMB bond market

Offshore RMB bonds have also benefited from
the resilient performance of the currency. In
fact, the offshore RMB market has outper-
formed Asia USD bonds this year. The BOCHK
offshore RMB bond index has maintained a
positive YTD return, despite the general market
weakness did spill over into the offshore RMB
bond market during the summer. In contrast,
Asia USD bonds had a negative YTD return.

In addition, we find that RMB bonds in general
experience relatively lower volatilities as
compared with their USD peers. Fig. 4 shows
the BOCHK offshore RMB bond index’s 10-day
volatility has been lower than that of JPM Asia
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USD IG or non IG indices for most of the time.
On one side the stability and strength of the
RMB has supported the resilience of the off-
shore RMB bonds, and on the other side the
relatively short duration and a more dedicated
real money investor base of the offshore RMB
bonds have also been key factors for this
overall lower market volatility.

A 4: frA48%49 10 B & 3h & ik [Fig. 4: Volatility (10

days) comparison of selected bond indices
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By the way, as reflected in the primary market,
new issuance has slowed down significantly,
following a strong first half of the year. In the
first half of this year, a total of RMB 76bn
bonds excluding CDs were raised (see Fig. 5),
while new issuance volume fell to less than
RMB 2bn in July-August. Nevertheless, the
market has rebounded since May-end lows,
with BOCHK offshore RMB bond index back to
close to 105.
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