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The Yuan Appreciation 

 China will continue leading the global economic recovery in the months ahead,
with its factory activity expanding for the sixth consecutive month in August

 The US-China relations will remain tense ahead of the first US presidential

debate and the November presidential election, with growing risks of US-China
military clashes in the South China Sea and Taiwan Strait

 The DXY Index is expected to head for the psychological 90 level after resuming

its bearish momentum

 We maintain our long CNH/KRW position targeting 176 at the moment

Asia Overview - Most EM Asian currencies extended their gains versus the dollar 
during Monday’s Asian session. The SGD declined 0.2%, while the JPY dropped 
0.5% on hopes for the continuity and stability of Abenomics. 

The CNY and CNH gained 0.3% and 0.2% respectively. China will focus on 
expanding the use of DR rates (repo rates for depository institutions) in setting up 
benchmark interest rate system, according to a PBoC White Paper. China starts anti-
subsidy probe into wines in containers holding two liters or less from Australia. The 
KRW weakened 0.3%. USD/KRW will likely trade between 1,180 and 1,190 in the 
near term. South Korea’s industrial production rose 1.6% yoy in July, compared to 
market estimate of 2.5%. The South Korean government is likely to release 
measures worth KRW 2-3tn early or mid-September to help small businesses 
including restaurants and coffee shops. The TWD inched up. USD/TWD is expected 
to fluctuate around the 29.4-29.5 level for now. 

The INR dropped 0.3%. However, USD/INR is expected to reach the 73 level in the 
weeks ahead. The RBI stepped in on Monday with a number of measures that would 
boost demand for government bonds, keep yields under check and improve liquidity 
in the system, including 1) a total of INR 200bn of Operation Twists in two equal 
tranches on 10 September and 17 September, 2) a total of INR 1tn of term repos at 
floating rates in mid-September, 3) an option offered to banks to refinance money 
borrowed through long-term repo operations at a lower rate of 4%, and 4) banks 
allowed to hold as much as 22% of debt purchases without marking to market, up 
from 19.5%. India will sell three dated securities for INR 300bn on 4 September. 
India’s economy contracted by the most on record last quarter, with GDP shrinking 
23.9% in the three months to June from a year earlier. Indian officials said on 
Monday that Indian and Chinese troops have locked horns again along their disputed 
border. The IDR advanced 0.5%. USD/IDR is likely to breach the 14,500 support 
level and trade lower. Indonesia’s M2 money supply grew 10.5% yoy in July to IDR 
6,567.7tn compared to a rise of 8.2% in June. USD/MYR is likely to trade lower 
towards 4.15 gradually, while USD/PHP remains on track to fall below the 48.5 mark 
and then head for 48.0. The BSP on Monday raised term deposit offer to PHP 310bn 
on 2 September from PHP 270bn a week ago. The THB gained 0.1%. USD/THB will 
likely head for the 31.0 level when staying in a range of 31.0-31.5. Thailand’s current 
account balance swung back to a surplus of USD 1.79bn in July from a deficit of 
USD 247mn the previous month. Thailand’s trade surplus widened to USD 4.11bn in 
July from USD 2.32bn a month ago, with exports and imports dropping 11.9% and 
25.4% respectively from a year ago. 

Regional equity indices resided in the red on Monday. China’s SHCOMP index slid 
0.24% amid USD 498.6mn of equity outflows, while India’s NIFTY50 index dropped 
2.23%. South Korea’s KOSPI index slipped 1.17% with foreign investors offloading a 
net USD 1.17bn of Korean shares. In the meantime, Taiwan’s TWSE index fell 
1.08% as global funds reduced their holdings in local main board shares by USD 
535.0mn on Monday. Malaysia’s KLCI index and Indonesia’s JCI index closed down 
1.90% and 2.02% respectively. Thailand’s SET index ended 0.96% lower. 
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Scotiabank CFETS RMB Index vs. USD/CNY 

Fixing — Likely to retreat towards the support 

Source: Bloomberg, PBoC & Scotiabank FICC Strategy 

Contribution to A 0.1 Points Decline in China’s 

August Official Manufacturing PMI 

Source: Bloomberg & Scotiabank FICC Strategy 

China Credit Impulse Index (12-month Change) 

vs. China Official Manufacturing PMI 
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China •  China’s credit impulse index increased further in July, reinforcing our view that the nation will continue leading the global 
economic recovery in the months ahead. The nation’s official manufacturing PMI slid a bit to 51.0 in August from 51.1 in the previous 
month but expanded for the sixth consecutive month. The output sub-index dropped to 53.5 from a four-month high of 54.0 in July, 
while the new orders sub-index climbed to 52.0 from 51.7 in July. More importantly, the reopening of the global economy lifted the new 
export orders sub-index further to 49.1 in August from 48.4 the month before. 

In the meantime, Atlanta Fed President Raphael Bostic said on Monday that "we have actually started to see some retrenchment of 
activity that is significant." Fed Vice Chair Richard Clarida told reporters on Monday that "I imagine we’ll be returning to a discussion of 
potentially refining guidance and our balance-sheet communication." He left open the possibility of employing Treasury yield caps and 
targets (YCT) at some point in the future, while reiterating the US central bank’s rejection of negative interest rates. 

The US-China relations will remain tense ahead of the first US presidential debate set for 29 September and the November 3 
presidential election, with growing risks of US-China military clashes in the South China Sea and Taiwan Strait due to miscalculation 
and escalation. The US on Monday declassified documents that provide more detail on its security assurances to Taiwan, making 
public the full details of the so-called Six Assurances made by President Ronald Reagan to Taipei in the year of 1982. 

The DXY Index is still expected to head for the psychological 90 support level after resuming its bearish momentum, with the dollar 
losing tis yield and growth advantage to the euro and the yuan. USD/CNH will likely slide to 6.80 after falling below the 6.85 mark and 
the January 20 low, but remains susceptible to the US-China tensions. 

In our view, the CNH will likely outperform the KRW in the weeks ahead, considering 1) the phase-one trade deal remaining intact and 
the US-China tensions staying under control for now; 2) the PBoC vowing to continue with market-oriented exchange rate reform; 3) 
China leading the global economic recovery; 4) South Korea likely to raise the level of social distancing rules to the highest in the 
three-tier system or continue extending the Level 2 rules; 5) the BoK lowering its 2020 growth forecast to -1.3% from the May 
projection of -0.2% and; 6) the delicate geopolitical situation on the Korean Peninsula. 

We would like to maintain our long CNH/KRW position built last Friday, as a dramatic resurgence of Covid-19 infections in 
South Korea would cap the won’s rally amid any risk appetite and an escalating risk reversion tends to undermine the won 
more than the yuan given the former’s typical high-beta behavior. 

South Korea Covid-19 Situation 

Source: South Korea’s MOHW & Scotiabank FICC Strategy 

CNH/KRW Cross Spot 

Source: Bloomberg & Scotiabank FICC Strategy 

https://scotia.bluematrix.com/sellside/EmailDocViewer?encrypt=76907459-ec4f-4448-a409-358b95112804&mime=pdf&co=Scotia&id=qi.gao@scotiabank.com&source=mail


3 

GLOBAL FX STRATEGY  |  ASIAN FX UPDATE 
Tuesday, September 1, 2020 

CONTACTS - GLOBAL FX STRATEGY 
Shaun Osborne 
Chief FX Strategist 
T +1 416 945 4538 
shaun.osborne@scotiabank.com 

Juan Manuel Herrera 
FX Strategist (G10) 
T +1 416 866 6781 
juanmanuel.herrera@scotiabank.com  

Qi Gao, FRM 
FX Strategist (Asia) 
T +65 6305 8396 
qi.gao@scotiabank.com 

IMPORTANT NOTICE and DISCLAIMER: 

This report is prepared by Scotiabank as a resource for clients of Scotiabank for information and discussion purposes only. This report should be considered a marketing communication and has not 

been prepared by a member of the research department of Scotiabank, it is solely for the use of sophisticated institutional investors, and this report does not constitute investment advice or any personal 

recommendation to invest in a financial instrument or “investment research” as defined by the UK Prudential Regulation Authority or UK Financial Conduct Authority. This document has not been pre-

pared in accordance with EU legal requirements designed to promote the independence of investment research and the information contained in this publication is not subject to any prohibition in the 

EU on dealing ahead of the dissemination of investment research. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. The 

information and opinions contained herein have been compiled or arrived at from publically available sources believed reliable but no representation or warranty, express or implied, is made as to their 

accuracy or completeness and neither the information nor the forecast shall be taken as a representation for which Scotiabank or any of its employees incur any responsibility. Neither Scotiabank nor its 

representatives accept any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy 

any financial instruments and has no regard to the specific investment objectives, financial situation or particular needs of any recipient. It is not intended to provide legal, tax, accounting or other advice. 

Scotiabank and/or its respective officers, directors or employees may from time to time take positions in the products mentioned herein as principal or agent. Directors, officers or employees of Scotia-

bank may serve as directors of corporations referred to herein. Scotiabank may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have re-

ceived and may receive remuneration for same. This report may include forward-looking statements about the objectives and strategies of Scotiabank. Such forward-looking statements are inherently 

subject to uncertainties beyond the control of Scotiabank including but not limited to economic and financial conditions globally, regulatory development in Canada and elsewhere, technological develop-

ments and competition. The reader is cautioned that the member's actual performance could differ materially from such forward-looking statements. Past performance or simulated past performance is 

not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance. You should note that the manner in which you implement any of strategies set out in this report may 

expose you to significant risk and you should carefully consider your ability to bear such risks through consultation with your legal, accounting and other advisors. Information in this report regarding 

services and products of Scotiabank is applicable only in jurisdictions where such services and products may lawfully be offered for sale and is void where prohibited by law. If you access this report 

from outside of Canada, you are responsible for compliance with local, national and international laws. Not all products and services are available across Canada or in all countries. All Scotiabank 

products and services are subject to the terms of applicable agreements. This report and all information, opinions and conclusions contained in it are protected by copyright. This report may not be 

reproduced in whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in it be referred to without in each case the prior express consent of 

Scotiabank. Scotiabank is a Canadian chartered bank. 

If you are affected by MIFID II, you must advise us in writing at trade.supervision@scotiabank.com. 

™Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment 

banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotia Capital Inc. and Scotia Capital (USA) Inc., Scotia-

bank Europe plc, Scotiabank (Ireland) Limited - all members of the Scotia-bank Group and authorized users of the mark. The Bank of Nova Scotia is incorporated in Canada with limited liability. Scotia 

Capital Inc. is a member of the Canadian Investor Protection Fund. Scotia Capital (USA) Inc. is a broker-dealer registered with the SEC and is a member of FINRA, NYSE, NFA and SIPC. The Bank of 

Nova Scotia is authorized and regulated by the Office of the Superintendent of Financial Institutions in Canada. The Bank of Nova Scotia is authorized by the Prudential Regulation Authority and subject 

to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the Prudential Regula-

tion Authority are available from us on request. Scotiabank Europe plc is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regula-

tion Authority. 

To unsubscribe from receiving further Commercial Electronic Messages click this link: www.unsubscribe.gbm.scotiabank.com. 


