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BNM kept interest rates steady at 3.0% and remains accommodative. Ringgit’s
speed of appreciation is no surprise. It has breached out of the 4.1750/4.1950 range
since 315t October and within 5 trading days, it has taken out 6 cents, with the
currency now trading with a 4.13 handle. We have breached our year-end target of
4.1500 and the currency is on course to hit 4.100 which is our Q1 2020 target. We
believe there will be a mix of profit taking and some Dollar accumulation as the
currency retraces for cheap entry of purchasing Dollars. In the meantime Ringgit
retrace is a welcome relief and the currency is now a very positive carry after
adjusting for inflation.

3m FX Fwd Implied Yield- Onshore takes upper hand

Two main drivers that has caused the Ringgit to retrace sharply and will remain a
key driver for the currency in the short term. The divergence in monetary policy
between the Fed and BNM is now playing out in the 3m FX FWD implied yield
space, whereby the Dollar is gradually turning out as a low yield/funding currency
while the Ringgit as a positive carry. The fact the implied yield interpolated via 3m
FX Forwards are giving a better carry than the offshore 3m implied yield, indicates
the Ringgit is an attractive proposition to hold as a positive carry in an environment
of low inflation in Malaysia. We deem this interest rate differential play was a key
driver in the recent sessions of Ringgit appreciation. Currently the spreads are
roughly around 50/60 bps when averaged out over 3 months. (See chart 1)

Hedge Cost low, makes Ringgit attractive

The other main driver we note for the Ringgit is the hedge cost where it's fetching
0.35% for a Dollar hedge trade. The 3m 25 Delta Risk Reversals vs the 3m ATM
Implied Vol for USD/MYR is fetching at just under 0.5% and with the Dollar in a
gradual trend lower, the cost of purchasing a Dollar call gets cheaper, since Dollar
spot will be deemed a lot more cheap entry as an alternative. The cheaper Dollar
hedge cost, gives the Ringgit more upside on a total return basis, (adjusted for
hedge cost and inflation), thus further driving the idea that the Ringgit is gaining
traction as a positive carry in the region (see chart 2).
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Chart 2- Hedge Cost lower, makes Ringgit
attractive for the Positive Carry.
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RHB GTGM Disclaimer

This report is prepared for information purposes only by RHB Group Treasury & Global Markets ("RHB GTGM"), a strategic business
group of RHB Bank Berhad (“"RHB Bank”).

All research is based on material compiled from data considered to be reliable at the time of writing, but RHB GTGM does not make any
representation or warranty, express or implied, as to its accuracy, completeness or correctness.

Neither this report, nor any opinion expressed herein, should be construed as an offer to sell or a solicitation of an offer to acquire any
securities or financial instruments mentioned herein. RHB GTGM accepts no liability whatsoever for any direct or consequential loss
arising from the use of this report or its contents. This report may not be reproduced, distributed or published by any recipient for any
purpose without prior consent of RHB GTGM and RHB GTGM accepts no liability whatsoever for the actions of third parties in this respect.

Readers are reminded that the financial circumstances surrounding any company or any market covered in the reports may change
since the time of their publication. The contents of the reports themselves are subject to change without any notification. Readers
should obtain separate legal or financial advice to independently evaluate the particular investments and strategies.

RHB Bank, its affiliates and related companies, their respective directors, associates, connected parties and/or employees may own or
have positions in securities or financial instruments of the company(ies) covered in this research report or any securities or financial
instruments related thereto, and may from time to time add to, or dispose off, or may be materially interested in any such securities
or financial instruments. Further, RHB Bank, its affiliates and related companies do and seek to do business with the company (ies)
covered in this research report and may from time to time act as market maker or have assumed an underwriting commitment in
securities or financial instruments of such company(ies), may sell them or buy them from customers on a principal basis and may also
perform or seek to perform significant banking, advisory or underwriting services for or relating to such company(ies), as well as solicit
such banking, advisory or other services from any entity mentioned in this research report.

RHB Bank and its employees and/or agents do not accept any liability, be it directly, indirectly or consequential losses, loss of profits
or damages that may arise from any reliance based on this report or further communication given in relation to this report, including
where such losses, loss of profits or damages are alleged to have arisen due to the contents of such report or communication being
perceived as defamatory in nature.




