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March 19, 2020 Maybank

FX Flash

AUD - RBA Utilizes Cash Target,
Moves to Yield Target

RBA Cuts Cash Target to 0.25%, Adopts YCC Analysts

RBA cut cash target rate by a final 25bps to 0.25% (effective Saktiandi Supaat

lower bound) and adopted yield curve control with a target for (65) 6320 1379

the 3Y Australian government Securities (AGS) yield at around saktiandi@maybank.com.sg
0.25% with purchases made in the secondary market. RBA would
declare its purchase intention at 11.15 am each day and will also
purchase semi-government securities to “address market
dislocations”. The front end of the curve slid in response to this
announcement but the far end of the curve rose. The 3Y yield Tan Yanxi

slipped to 0.34%, down 14bps. (65) 6320 1378
tanyx@maybank.com.sg

Fiona Lim
(65) 6320 1374
fionalim@maybank.com.sg

This should not be a surprise as RBA Lowe had mentioned back in
his speech last Nov that undertaking a QE program would be with Christopher Wong
the intention of lowering risk-free interest rates along the yield (65) 6320 1347
curve. Buying 3Y government bonds, transmission mechanism to
all asset prices and interest rates in the economy would be better
enhanced.

wongkl@maybank.com.sg

AUDUSD had seen a precipitous decline since RBA hinted of more
policy measures on Mon (16 Mar), falling around 8% from levels
around 0.61 to levels around 0.57. The move lower was
exacerbated by the rush for USD liquidity throughout much of the
past week. In our daily notes here and here, we had warned
that AUD weakness could be frontloaded ahead of the QE
announcement although bears could still be largely in control
as the COVID-19 pandemic is still evolving.

RBA Effectively Takes Control of The Front End of the Curve

Shifts (in bps RHS) Today

== Australia Sovereign Curve (Today 19 Mar)
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SEE PAGE 7 FOR IMPORTANT DISCLOSURES
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What did RBA do Today?

e Cut cash target rate to 0.25% (effective lower bound).

e Target for the yield on 3Y AGS around 0.25% by conducting
regular auctions starting tomorrow. Prepared to buy semi-
government securities from secondary market.

e Support for SMEs. Term funding facility for the banking system
with particular support for credit to SMEs.

o A 3Y funding facility to authorized deposit-taking
institutions (ADIs) at a fixed rate of 0.25%. ADIs can
obtain initial funding of up to 3% of their existing
outstanding credit and access to additional funding if
they increase lending to businesses, especially SMEs. This
facility is for at least $90bn.

o Government developed a complementary program to aid
the non-bank financial sector, small lenders and the
securitization market, implemented by the AOFM.

e Exchange settlement balances with RBA will be remunerated at
10bps. This is an adjustment to the corridor system. Balances
that banks hold with RBA overnight in Exchange Settlement
accounts earn an interest 25bps below cash rate. With the cash
rate at 0.25%, the original corridor would mean that interests on
Exchange Settlement balances would have been zero but RBA has
adjusted to 10bps.

What has RBA Done this Month?
e RBAhas cut cash target rate on 3™ Mar from 0.75% to 0.50%.

e In reaction to the increasing liquidity strains, RBA has been
ramping up open market operations with a record of A$12.7bn of
liquidity injected via repos this morning, AS$10.7bn done
yesterday, topping the amount of A$8.826bn on Tue and AS9mn
last Fri. The RBA has also assured that 1M and 3M repo operations
will continue daily.

Elsewhere, APRA expects banks to utilize some of their current large
buffers to lend and assures that the regulator would not be “concerned if
they do not meet additional benchmarks announced in 2016 during the
period of disruption caused by the pandemic”. This comes as PM Scott
Morrison announced that the government to deny entry to all non-
Australians arrivals from Fri. More economic measures to follow in
coming days.

Why Choose Yield Curve Control?

The choice of using yield curve control (vs. other unconventional
monetary policy tools) is something that RBA Debelle hinted recently as
they prefer to target price rather than volume.

Keeping the yield on 3Y AGS (Australian Government Securities) to be
around 0.25% is a targeted approach as it can directly influence the front
end of the curve and short-term financing rates for banks and
corporates. By directly announcing a desired yield target instead of
volume, there is a clear signaling effect on price. In addition, RBA can
purchase whichever amount of bonds they require, depending on market
conditions, in order to keep the 3Y at 0.25%. The central bank is thus,
not bound to a fixed amount of bond purchase that could result in
undesired implications on forward guidance (and possibly credibility)
should they choose to unwind or increase the amount. The yield target
would simply be removed before the cash target is raised.
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Along with the commencement of the yield curve control and the 25bps
rate cut, RBA released a statement underpinning their decision today.
Key to their move today is the fact that “functioning of major
government bond markets have been impaired”, which has disrupted
other markets given their important role as a financial benchmark. The
USD liquidity run has affected overseas markets including Australia. Also,
RBA noted that the policy package today “complements the fiscal
response from governments in Australia”. The central bank stressed that
its priority is to support “jobs, incomes and businesses”.

RBA Lowe Speech

At his speech, there were a few key takeaways including his expectations
for joblessness to rise, that “nothing is off the table” and that housing
transactions could be scant for months.

With regards to the yield curve control, RBA Lowe stressed on the fact
that quantity is not the aim of the game and price (3Y yield at 0.25%) is
what they target. 3Y yield has been hovering around 0.40% and the
target at 0.25% is a materially accommodative move. Last seen, 3Y
remains at 0.34%, the RBA expects to take some time for 3Y to head
towards 0.25%. There will also be buying across the yield curve. Cash
rate is expected to be at 0.25% (equivalent to 3Y yield target) for years.
Lowe assured at the QnA that RBA will still step in if “liquidity dries up”

The term-funding facility is aimed at encouraging ADIs to lend to
businesses as they can borrow from RBA an amount that is equivalent to
3% of their existing outstanding credit to businesses and households. This
facility will end in Sep. In addition, for every extra dollar lent to large
business, lenders can have access to an additional dollar of funding from
the RBA. Every extra dollar lent to SMEs, ADIs have access to an
additional five dollars. These funds can be drawn upon up until the end
of Mar. That said, there is no extra borrowing allowance for additional
housing loans. Funding will last for three years at a fixed rate of 0.25%
(below the funding costs for most banks). We are a tad disappointed that
the RBA has not offered co-share risks (maximizing its role as a lender of
last resort) with the lenders which could have given lenders more
confidence to grant credits to businesses. That said, “nothing is off the
table”.

The AUD reaction
AUD Takes A Hit With Copper

e Copper Future e AUDUSD (rhs)
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AUDUSD seemed to have found a tentative floor upon the announcement.
Price touched a low of 0.5510 and rebounded towards 0.58-figure before
tapering off towards 0.57 as we write. As we have warned in our GM
daily recently (here and here), AUD weakness could be frontloaded ahead
of the RBA announcement. That said, rebounds could still be reined in.
Australia braces for tourism and services industries to take a severe blow
as PM Morrison closes its borders to non-Australians. Investment and
consumer sentiment look set to deteriorate at home even as Feb labour
numbers look resilient for now. Jobless rate printed 5.1% for the month.
The fall in global activity is best seen in the copper futures and prices of
copper have come off along with the AUDUSD. AUDUSD is proven to be
still rather sensitive to global headwinds and market development such
as the USD funding squeeze. RBA Lowe said there has not been
intervention in the FX market but the central bank would intervene if
necessary. We see significant downsides to our forecast at this point but
positions might be stretched and some reversion in USD strength could
help in unwinding of AUD shorts.

AUDUSD (Weekly) - How To Catch A falling Knife?
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AUDUSD is last seen around 0.57 and is still offered. Stochastics look
stretched even though downside bias remains. 0.5653 is a next support
level (May 2000 low) before 0.5420 and then at 0.5050 (Dec 2001 low),
before 0.4776 (record low in 2001). 0.6260 is a resistance level (23.6%
fibo retracement of the 2001-2011 rally), before the next at 0.6730.
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AUDSGD (Weekly) - Historic Lows

@ Maybank
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Source: Bloomberg, Maybank FX Research & Strategy

AUDSGD has broken below historic low, last seen at 0.8294. This cross is
still biased to the downside with next support at 0.7940 before the next
at 0.75 (round figure) before 0.7015. A fresh record low was made today
at 0.7991. Rebounds to meet 0.85 before 0.8970.
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AUDMYR (Weekly) - Bearish but Stretched
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AUDMYR dropped to a 2009 low of 2.4206 today on the precipitous AUD
decline. Momentum is bearish but stochastics show signs of rising from
oversold condition. Resistance at 2.5320 before 2.6480. Next support at
2.3400 before 2.2590 and then at 2.1530.
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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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