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Insurance Cut

Wellian Wiranto Bank Negara cut OPR to historic low on pandemic resurgence risk

+65 6530 6818 « While BNM appears to be heartened by the recovery in economic activities

WellianWiranto@ocbc.com since early May, it repeatedly highlights the continued spectre of downside
risks. It repeatedly points out the risk of a pandemic resurgence that might
bring about the reintroduction of containment measures.

« We had expected BNM to be on hold today to leave space to act in
September closer to the end of the loans moratorium, but recent news flow
about 2" wave lockdowns might have brought the risk of another slap on
global economy too forcefully for them to wait.

« Given the resolute dovishness and newly uncertain outlook in H2 due to
virus resurgence fears, the bar for another cut later this year has gotten
lower than before. 1.75% may not be historic low for long, since September
may invite another cut, especially if global conditions suffer a relapse.

The Pandemic Problem

The Bank Negara’s MPC statement runs 415 words long today, but for all
intents and purposes, the word that ultimately matters is “pandemic”.

The central bank does not mince its words when it states that “The impact of
Covid-19 on the global economy is severe.” Even as it duly highlights the fact
that a trough is expected in Q2 for the global economy, it has also signalled
that the recovery going forward is going to be affected by “weakness in labour
markets and precautionary behaviour by households and businesses”.
Specifically, it warns of the threat of downside risks to the global outlook,
“especially if a resurgence of the pandemic necessitates the reintroduction of
containment measures.”

Coming at a time when global markets are increasingly contending with the
prospect of more lockdowns — with news about Melbourne imposing a 6-
week lockdown as we speak as a case in point — BNM’s warning would appear
to be all the more ominous. Indeed, the same mixed feeling where
hopefulness about near-term recovery is heavily tinged with caution about
the potential for more shutdowns due to pandemic resurgence is evident
when the MPC statement discusses Malaysia’s domestic conditions as well.

On one hand, it notes that after the opening-up of the country in early May,
“economic activities have begun to recover from the trough in the second
quarter” and that “the projected improvement in the domestic economy is
expected to be further supported by a gradual recovery in global growth
conditions.” The flip side, however, is that the “pace and strength” of
Malaysia’s economic recovery remain subject to downside risks. These include,
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yet again, “the prospect of further outbreaks of the pandemic leading to re-
impositions of containment measures.”

In short, be it onshore or offshore, as heartening as it is to see that growth has
troughed from the earlier virus onslaught, the spectre of another round of
attacks on the horizon is a considerable cause for concern.

It is against such a backdrop that the BNM decided to cut its OPR further, even
as it has already eased by 100bps before today. With today’s 25bps cut, the
OPR now stands at a historic low of 1.75% - a testament of just how
unprecedented our current situation has been.

While the statement categorically states that “The reduction in the OPR
provides additional policy stimulus to accelerate the pace of economic
recovery”, the extensive focus on the risk of virus resurgence suggests that
today’s easing may be just as much about bolstering Malaysia’s defences
against the onslaught of what may come as spurring the ongoing recovery.

Looking ahead, given the increasingly real potential for the virus resurgence to
deal our global economy another severe blow — and BNM’s resolute
dovishness to continue doing what it can to limit what Malaysia has to suffer
through because of that — 1.75% where OPR is going to be now may not be
the lowest historically for long. Indeed, we now see a good chance that BNM
may have to bring the OPR down yet again to 1.5% in the next meeting in
September.

Perhaps two months from now, the renewed anxiety about virus would prove
to be unfounded and BNM may be comfortable holding again. We simply,
frankly, do not know. But it would not be a bad thing if that turns out to be
the case and we are wrong.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase
or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained
herein has been compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or
completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without
notice. We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or
opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for
specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product
taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or
might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in
such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related
Persons may also be related to, and receive fees from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular,
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014)
(“MiFIR”) (together referred to as “MIFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be
liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without
limitation, MiFID I, as implemented in any jurisdiction).
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