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PBoC is Cautious 

The new Loan Prime Rate (LPR) for 1Y was announced to be at 
4.25% vs. previous LPR at 4.31%, 1Y lending rate at 4.35%. The 5Y 
LPR was set at 4.85%. That was well above the expected rate 
including our own and underscores PBoC’s intent of ensuring that 
the LPR is reflective of the market-based rates. A less aggressive 
easing stance may mean that yield differential between the CGB-
UST is unlikely to narrow in a hurry, lessening the pressure on the 
CNY and CNH. We think this suggest that 1) PBoC may prefer to 
execute the rate reform cautiously. Setting a rate that is too low 
may increase the risk that this new Loan Prime Rate may not be 
seen as reflective of current market commercial lending rates 
and would doom the new Loan Prime Rate from the start. 
Nonetheless, 2) the lower rates (albeit not much lower) fulfill the 
promise to some extent that PBoC aims to lower lending rate, as 
well as an easing stance, one of the three intents that we 
highlighted in our piece yesterday. 3) The magnitude of the “cut” 
also goes in line with our view that PBoC is unlikely to engage in 
aggressive easing although that this magnitude is certainly much 
smaller than what we had expected.   

That does mean that once the LPR is seen to be more reflective 
of the market lending rates, the efficacy of a rate cut in the 
future would be enhanced. This could come via a reduction in the 
MLF rates, currently at 3.30% for 1Y or TMLF at 3.15%. Our 
expectation was for LPR to be at around 3.35% and we anticipate 
this LPR to head gradually lower from 4.25% and 4.85% gradually. 
This LPR is announced at 9.30am on the 20th of every month and 
the next is simply 20th Sep. To some extent, the gradual easing 
signal should be supportive of the local bonds and positive for the 
CNY via bond inflows.  

PBoC Declares the First 1Y LPR to be at 4.25%, just a tad below 
the previous 1Y Lending Rate, At the top of Estimates 
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Mindful of Impact on CNY 
 
The less aggressive stance of the PBoC also suggests that the central 
bank is mindful of its impact on the CNY. This comes after we saw 
significant weakness in the CNY and CNH yesterday. The USDCNY 
reference rate was fixed at 6.0454, 89pips higher from the USDCNY fixed 
yesterday at 7.0365. According to our model, a full reflection of the USD 
move would have meant that the USDCNY should be fixed between 7.05-
7.06. We have penciled in our forecast for the USDCNY reference rate to 
be fixed at 7.0470 taking into account the deviation from the previous fix 
as well as the USDCNY close at 11.30pm yesterday at 7.0507.  Our 
estimation turns out to be close to the actual which suggests that PBoC 
indeed enhanced the countercyclical adjustment factor to ensure that 
the USDCNY does not open much higher from where it closed.  
 
USDCNY Reference Rate is fixed with an aim To Cap USDCNY at Open 
 

 
Source: Maybank FX Research & Strategy Estimates, Bloomberg 

 
FX Technical Outlook: USDCNH [Daily] – Consolidative,  
1-2 Week View 
 
Support is seen around the 7.0700-level and momentum indicators 
suggest that this pair could consolidate within the 7.00-7.10 range for 
now. Resistance is seen around 7.0770 before 7.10. Resistance beyond 
the recent high of 7.1418 is seen around 7.2064. Support at 7.0370 
before 7.0050. Weekly momentum is still positive, so some bias to the 
upside for now. 
 

 
Source: Maybank FX Research & Strategy, Bloomberg 
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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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