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“Recently the CNY has begun to weaken again,
and markets are reacting as if the 2018
devaluation is a replay of the 2015 devaluation.
However, the economic environment in China
now and in 2015 is vastly different.”

Most investors look at the Renminbi (CNY) in terms of its dollar exchange rate. When looked in these terms, CNY was fixed at a very cheap
exchange rate for many years, before it de-pegged from the dollar and began to appreciate from 2005 to 2014, before depreciating again.
We show the inverted exchange rate below, so as the Renminbi appreciates in value, it rises in the graph.

This graph would imply that the Renminbi has been becoming a steadily more expensive currency over time. However, China trades with
many countries other than the US. A better measure is to look at the trade weighted effective exchange rate. The Bank for International
Settlements (‘BIS’) provides a real effective trade weighted exchange rate, and this shows the appreciation in CNY only occurred from 2011
onwards, when the CNY moved above levels first seen in 2001.
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From 2005 to 2007, even as the CNY appreciated against USD, it was falling against other currencies. This was most helpful in allowing the
Chinese current account surplus to reach 10% of GDP in 2007, as China gained more and more market share. As the Renminbi has
continued to appreciate the current account surplus has normalised a far more reasonable 1% of GDP.

One of the reasons that the trade weighted CNY only appreciated from 2012 was that was when we began to see two other large
economies, Europe and Japan, engage in quantitative easing (‘QE’) policies to devalue their currencies, with the Yen being particularly
weak.
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The devaluation of the Euro and Yen has led to both the Eurozone and Japan having close to record current account surpluses, of around
4% of GDP.

Recently the CNY has begun to weaken again, and markets are reacting as if the 2018 devaluation is a replay of the 2015 devaluation.
However, the economic environment in China now and in 2015 are vastly different. In 2015, Chinese electricity consumption growth was
collapsing, while currently it is running at it’s strongest level since 2010.

Chinese rail freight volume is growing at levels associated with robust growth.
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The far more likely explanation for weakness of CNY is that Euro and Yen have also weakened lately, and the People’s Bank of China is
seeking to maintain the CNY at a similar level. It seems to me that the CNY-JPY exchange rate is being managed so that Yen does not
weaken against the CNY any further.

If the CNY is moving to maintain a level with JPY, the CNY devaluation is not necessarily bearish for Chinese growth, however it does have
negative connotations for Japanese exporters to China, who have become reliant on a weak Yen and a strong Renminbi to grow profits.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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