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“Demand for funds in China,
without central bank
monetisation, has led to a rise in
interest rates, whereas the USA
has seen rates fall.”

While Covid-19 had its first major outbreak in China, the response of the respective governments and central banks have
been very different. The US saw a very large increase in government expenditure, while Chinese government expenditure
remained subdued.

Each country’s central bank response has also been starkly different. The Federal Reserve has largely monetised the huge
increase in spending. In USD terms, the Federal Reserve now has a larger balance sheet than the People's Bank of China.
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In terms of GDP, the US is beginning to catch up with China, who has been maintaining a balance sheet around 50% of
GDP for the last few years. The US has increased to 34% of GDP from below 20% in a matter of months.

The increased demands for funds in China, without central bank monetisation has led to a rise in interest rates, in stark
contrast to the USA, which has seen rates fall precipitously.
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Of course, for a US dollar-based investor any pick up in yield needs to compensate for currency risk. One way we
measure this is to look at net international investment positions (NIIP), adjusted for public holdings (i.e. netting out the
government position). The deterioration in this measure from 2011 to 2014 was a good warning sign for CNY weakness.
Likewise, recent deterioration for the US highlights potential US dollar weakness.

In essence, China now has a better fiscal position, a more conservative central bank, higher interest rates, and a relatively
improved net international investment position. All of these factors would suggest CNY could potentially appreciate
versus the USD. Certainly, when we compare interest rate spreads to the exchange rate, current interest rate spreads
suggest a move in the currency to somewhere in the 6 USD range (see the below graph showing the lower interest rate
spread is stronger for CNY).
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With investors around the world record long in US assets, and largely divested of Chinese assets, the attractions of higher
bond yields and more restrained government finance could lead to a substantial move in the Chinese Yuan.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Limited (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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