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What is in the Basket?

e PBOC has just disclosed the composition of
the basket as follows:-
— Main currency : USD, EUR, JPY, KRW

— Others : SGD, GBP, MYR, RUB, AUD, CAD &
THB

« However, their relative weights are unknown

* The choice of currencies and their weights
in the basket is based on the importance of
China’s trading partners.
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From Soft Peg to
Managed Float

“Sudden” announcement on July 21
 Shift from a soft US dollar peg to a managed float

» Exchange rates are set with reference to a
basket of currencies

e USD/CNY on July 22 was set at 8.11, a 2%
revaluation from 8.28

 Daily fluctuation is within +/- 0.3% of central rate
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Impact on CNY

e SAFE to announce USD/CNY each day
e CNY could move up or down against the
basket depending on
— movements of currencies within the basket

— weights of different currencies within the basket,
and how often these weights are changed

— intervention by PBOC
e In sum, PBOC has great flexibility in CNY rate
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CNY Outlook

* 1-year CNY NDF is trading at around
7.8420

— partly reflecting interest rate differentials
between US and mainland China

— partly reflecting expectations of further
appreciation in CNY
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Non Deliverable Forward (NDF)

» A FX forward contract to hedge risks in
currencies where regulatory constraints
do not allow easy access to the local
market.

e.g. CNY, TWD, KRW
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NDF Features

No exchange in principal amount
No physical transfer of currencies
Settlement of net amount in USD

This derivative is not subject to local
foreign exchange regulations.
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NDF Mechanism

Example
An exporter is due to pay CNY (in
equivalent of USD5Mn) for goods
manufactured in PRC in 6 months. In
order to hedge his CNY exposure
against appreciation, he may consider
to enter into NDF to fix a 6-month
forward rate with the Bank.
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NDF Mechanism NDF Mechanism

« Assume the exporter enters into a NDF
contract with the Bank at forward rate of o o e
7.990 (USDl - CNY7.990) Value lL:Jiili:}n/(:l;h(DI e CNYa;;ereclates CNYul;;I;an ed CNngPlrgclates

Equivalent Amt USD5,089,172 USD5,000,000 USD4,932,098
1 1 Fe b06 (6mths from today) . Settlement Bank pe:]yssl:;;sugs;-t;;\er No payment Cus!omj;g:;zgzank
] U pon the forward CO ntract exp| ry date' Scenario 1: The customer _has to pay more to buy ClNY in the spot market but
the extra cost is compensated by Bank's payment under the NDF
1 Scenario 2: No action
net Settlement amou nt u nder Varlous Scenario 2: The customer can buy CNY at a better rate in the spot market, however

the benefit is offset by its payment to the Bank under the NDF.

scenarios are as below:-
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Disclaimers

» The document is confidential and is supplied to you solely for your information. This
document should not be reproduced or further distributed to any person or entities,
whether in whole or in part, for any purpose.

« Opinions expressed herein should not be considered to be a recommendation by Hang
Seng Bank Limited to any reader of this material to buy or sell securities, commodities,
currencies or other investments referred to herein. Nothing herein shall constitute as
offers or solicitation of offers to buy or sell foreign exchange contracts, securities or
other financial instruments. Customers should carefully review their own financial
position before making their own independent decision and judgement on any financial
or investment matter. Value of investments can go down as well as up; past
performance is not necessarily indicative of future performance.
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« Hang Seng Bank Limited has based this document on information obtained from
sources it believes to be reliable but which it has not independently verified. We make
no guarantees, representations or warranties and accept no responsibility or liability as
to its accuracy or completeness. Information in this report is subject to change without i i 1
notice.
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