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May 16, 2019

FX Flash

MYR - Development Initiatives
to Support

MYR Spiked on Release of Development Initiatives

According to BNM press release (16 May), the central bank is
rolling out further development initiatives targeted at improving
market efficiency, liquidity and accessibility of its domestic
financial markets.

These recently announced development initiatives include (1)
enhancement to repo market liquidity and flexibility; (2) physical
delivery of MGS futures; (3) expansion of dynamic hedging
programme to include trust banks and global custodians; (4)
increased flexibility for dynamic hedging programme participants
to manage FX risks; (5) simplified FX transaction and
documentation process; (6) enhancing the provision of MYR
liquidity beyond local trade hours via 156 appointed overseas
office (AOOs) operating in 36 countries.

In particular on point 1, BNM will further increase the availability
of off-the-run bonds to be borrowed via repo for market-making
activities to further boost liquidity. Repo tenor may also be
extended beyond 1 year, subjected to ongoing review. For points
3 and 4, trust banks and global custodians can now apply to
undertake dynamic hedging on behalf of their underlying clients
and registered institutional investors can enter into forward
contracts to buy MYR beyond the current 25% threshold of
underlying assets (upon BNM’s approval) to facilitate the
management of FX risks.

We view these initiatives as positive development. They are a
continuation of BNM’s disciplined approach and committment
towards broadening and deepening the onshore financial markets.
Investors’ confidence should gradually return and MYR-
denominated assets should see its appeal grow. Governor Nor
Shamsiah added that these measures are partly in response to
FTSE Russell’s review on Malaysian bonds (16 Apr). Recall that the
criteria used by FTSE Russell to assess market accessibility
include 1) Market, macroeconomic and regulatory environment,
2) FX market structure, 3) Bond market structure, and 4) Global
settlement and custody. FTSE Russell review is still ongoing and
the decision will only be made known in Sep-2019. We expect
Malaysian authorities and BNM to continue to make efforts to
address FTSE Russell concerns and these will include engagement
with FTSE Russell and market players. These should help MYR to
recover gradually. We still expect MYR to gradually strengthen to
4.10 (vs. USD) by end 2Q 2019 (as per our forecast).

Link to BNM Press Release.
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http://www.bnm.gov.my/index.php?ch=en_press&pg=en_press&ac=4853&lang=en
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Looking for Pullback from the Recent Run-Up

USDMYR has reacted in response to the recent announcement. The pair
fell from above 4.17-handle to 4.1565 intra-day low. We shared in our
GM Daily this morning (see here) that we were looking for a pullback
towards 4.15. This is potentially materialising. Pair was last seen at 4.16
levels. Bullish momentum on daily chart is waning while stochastics is
showing signs of turning lower from overbought conditions. A bearish
divergence appears to be in the making. We continue to look for a move
lower. Immediate support at 4.15 before 4.1450 (21 DMA). A break below
those key support should see a move towards 4.1280 (200 DMA).
Resistance at 4.1760 (May high), 4.1920 (2019 high).

USDMYR (Daily Chart): Bearish Divergence in Play?
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation or the particular needs of persons who may receive or read this report. Investors
should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities and/or
financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank
Group”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank Group and it
should not be relied upon as such. Maybank Group and any individual connected to the Maybank Group accept no liability for
any direct, indirect or consequential losses or damages that may arise from the use or reliance of this report. Maybank Group
and its officers, directors, associates, connected parties and/or employees may from time to time have positions or be
materially interested in the securities and/or financial instruments referred to herein and may further act as market maker or
have assumed an underwriting commitment or deal with such securities and/or financial instruments and may also perform or
seek to perform investment banking, advisory and other services for or relating to those entities whose securities are
mentioned in this report. Any information, estimate, opinions or recommendations contained herein are subject to change at
any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions and analysis made and information currently available to us as of the
date of the publication and are subject to certain risks and uncertainties that could cause the actual results to differ materially
from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward
looking statements. Maybank Group expressly disclaims any obligation to update or revise any such forward looking statements
to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.

This report is prepared for the sole use of Maybank Group’s clients and may not be altered in any way, published, circulated,
reproduced, transmitted to, copied or distributed to any other party in whole or in part in any form or manner without the
prior express written consent of the Maybank Group. Maybank Group accepts no liability whatsoever for the actions of third
parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.
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