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ALPHA BITES: Trade Ideas in EM FX and Rates

Long Malaysian ringgit vs Short Chinese renminbi  Gautam Jain, PhD, CFA
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e The People’s Bank of China (PBOC) surprised markets last week with a 50 bp cut in the reserve requirement
ratio. PBOC’s move is likely in response to the recent softening of data to ensure that the economy doesn’t
slow more than expected in H2 and growth for the year as a whole stays within the forecasted range of 8-9%.

e While this is likely not the start of an aggressive easing cycle, it should still weigh on the renminbi (CNY):

o

o

o

The latest action exhibits PBOC’s concerns about slowing exports, thus ruling out strong fixings for CNY.

The easing stance of PBOC contrasts with all the major economies, which are either raising rates already
or are headed in the direction of monetary tightening.

CNY has outperformed the broad EM FX complex since last year (see the left chart above).

¢ We find this to be an opportune entry point for a Short CNY against Long Malaysian ringgit (MYR) trade as:

o

o

MYR has underperformed vis-a-vis CNY (charts on next page) and oil, which it exports (right chart above).

One reason for MYR’s lag is political noise with the largest party (UMNO) in the ruling coalition
withdrawing support and asking for the PM to resign. While adding uncertainty, the impact should be
limited since UMNO has been mulling the action for some time and UMNO ministers have not resigned.

Another reason for the currency’s underperformance is the resurgence of coronavirus which has resulted
in renewed lockdowns. However, the pace of vaccination has ramped up with 25% of the country
receiving at least one shot and the country is on the path to achieve herd immunity well before year-end.

Besides vaccinations, higher oil prices, a new fiscal stimulus package, and expectations of growth staying
robust in China, the main trading partner, are supportive of growth and the central bank not easing.

e The charts and tables on the following page provide details regarding sizing and expected returns of the trade.

Data Source: Refinitiv © Gautam Jain July 12, 2021


https://www.cnbc.com/2021/07/09/china-cuts-reserve-requirements-to-support-economic-recovery.html
https://www.bloomberg.com/news/articles/2021-06-22/economists-cut-forecasts-for-china-s-economy-on-weak-data
https://www.reuters.com/world/asia-pacific/key-party-malaysia-alliance-withdraws-support-pm-muhyiddin-2021-07-08/
https://www.reuters.com/world/asia-pacific/key-party-malaysia-alliance-withdraws-support-pm-muhyiddin-2021-07-08/
https://www.theedgemarkets.com/article/vaccination-tracker
https://www.theedgemarkets.com/article/vaccination-tracker
https://www.bloomberg.com/news/articles/2021-06-28/malaysia-unveils-36-billion-package-as-lockdown-is-extended
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Long MYR/Short CNY (PnL in '000s)

2017

2018 2019 2020 2021

Trade Entry Levels, Sizes, and Expected Returns

Long

MYR

Short
CNY

Spot Levels vs USD 4.19 6.48
Beta-neutral Amounts (USD) $700,000 -$1,000,000
VAR (2y) $5,400 $6,500
VAR of pair $6,000

Z-Score of Pair -1.8

Expected 3m Return 12.9%

3m Carry -1.2%

Total Expected 3m Return 11.7%

Expected 3m PnL Assuming w/ carry w/o carry
Mean Reversion $39,800 $43,800
Levels - Tm ago -$1,800 $2,200
Levels - 6m ago $24,000 $28,000
Levels - Best day in 4 years $91,300 $95,300
Levels - Worst day in 4 years -$10,900 -$6,900

Note: For return computation, we assume margin of 20% of Long + Short amount; data
as of Jul 12, 2021, 8:30 am EST; EM FX = equally weighted index of 22 currencies’ spot
returns

Data Source: Refinitiv © Gautam Jain July 12, 2021
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IMPORTANT INFORMATION AND DISCLAIMER

THIS DOCUMENT IS INTENDED ONLY FOR THE PERSON TO WHOM IT HAS BEEN DELIVERED. THIS DOCUMENT DOES NOT
CONSTITUTE AN OFFER TO SELL, IS NOT AN OFFER OR A SOLICITATION OF AN OFFER IN RESPECT OF SECURITIES AND SHOULD
NOT BE CONSTRUED AS AN OFFER OF ANY KIND OR THE SOLICITATION OF AN OFFER TO BUY IN ANY STATE OR JURISDICTION TO
ANY PERSON TO WHOM IT IS UNLAWFUL TO MAKE SUCH OFFER OR SOLICITATION. THE DCOUMENT HAS BEEN PROVIDED FOR
INFORMATIONAL AND EDUCATIONAL PURPOSES ONLY. THE INFORMATION IS NOT INTENDED TO PROVIDE OR CONSTITUTE
INVESTMENT, ACCOUNTING, TAX OR LEGAL ADVICE.

THIS DOCUMENT AND THE TRADING STRATEGIES DISCUSSED WITHIN THE DOCUMENT ARE THE INTELLECTUAL PROPERTY OF
GAUTAM JAIN AND MAY NOT BE REPLICATED, REPRODUCED OR REDISTRIBUTED IN WHOLE OR IN PART NOR MAY ITS CONTENTS
BE DISCLOSED TO ANY OTHER PERSON UNDER ANY CIRCUMSTANCES, WITHOUT THE EXPLICIT CONSENT OF GAUTAM JAIN.

THE HYPOTHETICAL PERFORMANCE FIGURES HEREIN SHOULD NOT BE CONSTRUED AS INDICATIVE OF THE FUTURE
PERFORMANCE OF THE STRATEGY OR OF ANY PROPOSED TRADING PROGRAM. HYPOTHETICAL PERFORMANCE RESULTS HAVE
MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW. NO REPRESENTATION IS BEING MADE THAT THE
STRATEGY OR OF ANY PROPOSED TRADING PROGRAM WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES TO THOSE SHOWN. IN
FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS AND THE ACTUAL
RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. ONE OF THE LIMITATIONS OF HYPOTHETICAL
PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE BENEFIT OF HINDSIGHT. IN ADDITION,
HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL TRADING RECORD CAN COMPLETELY
ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. FOR EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR
ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF TRADING LOSSES ARE MATERIAL POINTS WHICH CAN ALSO
ADVERSELY AFFECT ACTUAL TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL
OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRADING PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE
PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS AND ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL TRADING
RESULTS. THE HYPOTHETICAL PERFORMANCE FIGURES PROVIDED HEREIN ARE CALCULATED BY GAUTAM JAIN AND ARE
UNAUDITED.

THESE RESULTS ARE BASED ON SIMULATED OR HYPOTHETICAL PERFORMANCE RESULTS THAT HAVE CERTAIN INHERENT
LIMITATIONS. UNLIKE THE RESULTS SHOWN IN AN ACTUAL PERFORMANCE RECORD, THESE RESULTS DO NOT REPRESENT
ACTUAL TRADING. ALSO, BECAUSE THESE TRADES HAVE NOT ACTUALLY BEEN EXECUTED, THESE RESULTS MAY HAVE NOT
ACTUALLY BEEN EXECUTED, THESE RESULTS MAY HAVE UNDER- OR OVER-COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN
MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATED OR HYPOTHETICAL TRADING PROGRAMS IN GENERAL ARE ALSO
SUBJECT TO THE FACT THAT THEY ARE DESIGNED WITH THE BENEFIT OF HINDSIGHT. NO REPRESENTATION IS BEING MADE THAT
ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THESE BEING SHOWN.

EXPOSURE TO EMERGING MARKETS GENERALLY ENTAILS GREATER RISKS THAN EXPOSURE TO WELL-DEVELOPED MARKETS,
INCLUDING POTENTIALLY SIGNIFICANT LEGAL, ECONOMIC AND POLITICAL RISKS. THE PRICES OF EMERGING MARKET EXCHANGE
RATES, SECURITIES AND OTHER ASSETS ARE OFTEN HIGHLY VOLATILE. MOVEMENTS IN SUCH PRICES ARE INFLUENCED BY,
AMONG OTHER THINGS, INTEREST RATES, CHANGING MARKET SUPPLY AND DEMAND, EXTERNAL MARKET FORCES
(PARTICULARLY IN RELATION TO MAIJOR TRADING PARTNERS), TRADE, FISCAL, MONETARY PROGRAMS, POLICIES OF
GOVERNMENTS, AND INTERNATIONAL POLITICAL AND ECONOMIC EVENTS AND POLICIES. ANY PROJECTIONS, MARKET
OUTLOOKS OR ESTIMATES IN THIS DOCUMENT ARE FORWARD LOOKING STATEMENTS AND ARE BASED UPON CERTAIN
ASSUMPTIONS. OTHER EVENTS WHICH WERE NOT TAKEN INTO ACCOUNT MAY OCCUR AND MAY SIGNIFICANTLY AFFECT
RETURNS OR PERFORMANCE OF AN INVESTMENT. ANY PROJECTIONS, OUTLOOKS, OR ASSUMPTIONS SHOULD NOT BE
CONSTRUED TO BE INDICATIVE OF THE ACTUAL EVENTS WHICH WILL OCCUR. THE HYPOTHETICAL PERFORMANCE FIGURES
HEREIN SHOULD NOT BE CONSTRUED AS INDICATIVE OF THE FUTURE PERFORMANCE OF THE BASKET OR OF ANY PROPOSED
TRADING PROGRAM.



