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INR Still Susceptible to Coronavirus Spread


The INR will remain susceptible to accelerating coronavirus spread in the
world’s second most populous nation, although the RBI’s massive liquidity
injection has kept Indian government bond yields in check recently



It will dent market sentiment and weigh on the INR once India’s shrinking foreign
reserves raise concerns over the ability to absorb any unexpected capital
movements



We still like buying USD/INR on any dips now and expect the pair to reach 78
before long

Asia Overview - EM Asian currencies were mixed versus the dollar during
Wednesday’s Asian session. The SGD declined 0.1% while the JPY edged up
despite a 2 bp rise in the 10Y UST yield.
The CNY and CNH dived 0.7% and 0.6% respectively on talks about a PBoC rate
cut. However, USD/CNH is expected to trade lower towards 7.00 going forward. We
expect the PBoC to trim its benchmark deposit rate around the G-20 conference call
due Thursday, as the Financial Times reported Wednesday that the Chinese central
bank is in discussion with commercial lenders on the possible move. The KRW
surged 1.6%. USD/KRW will likely slide further towards 1,200 amid a risk-friendly
mood. Finance Minister Hong Nam-ki said in a meeting on Wednesday that South
Korea will relax FX prudential rules further on top of recent measures to ease the cap
on banks’ FX forward positions and will continue dollar liquidity supply. The BoK said
Wednesday that it is seeking to begin supplying dollars under its bilateral currency
swap arrangement with the Fed next week. The TWD edged down amid equity
outflows. USD/TWD will likely trade in a range of 30.0-30.5. Taiwan’s Central
Epidemic Command Center said in a statement Wednesday that organizers of mass
gatherings of over 100 people indoors or 500 people outdoors should cancel events
to avoid spreading coronavirus.
Onshore FX trading will resume Thursday in India and Indonesia after a public
holiday. Despite a brief drop, USD/INR will likely rally to 78 amid concerns over the
coronavirus spreading in the world’s second most populous nation. USD/IDR is likely
to fluctuate at around 16,500 for now. The MYR gained 1.1%. However, USD/MYR
will likely rebound towards 4.50 with the coronavirus spread accelerating in Malaysia.
Malaysia will unveil new stimulus package on Friday. The BNM has instructed
lenders to provide a six-month moratorium on all loans to consumers and SMEs to
provide relief amid the coronavirus's economic fallout. The PHP dropped 0.5%.
USD/PHP will likely trade between 50.5 and 51.5 for now. Finance Secretary Carlos
Dominguez said Wednesday that the Philippine government is prepared to increase
debt levels and is ready to tap all markets to deal with the coronavirus outbreak. The
THB inched up, with USD/THB likely to trade between 32.5 and 33.0 for now. The
BoT maintained its policy rate Wednesday after unexpectedly lowering it by 25 bp to
a record low of 0.75% at an unscheduled meeting last Friday. The Thai central bank
cut its 2020 GDP growth forecast to -5.3% from the December prediction of 2.8%.
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India Confirmed Cases of COVID-19 Infection
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USD/INR vs. 10Y Indian Government Bond Yield
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EM Asian 10Y Real Government Bond Yields

All regional equity indices resided in the green on Wednesday. China’s SHCOMP
index rose 2.17% amid USD 351.9mn of equity inflows, while India’s NIFTY50 index
surged 6.62%. South Korea’s KOSPI index jumped 5.89% despite USD 328.2mn of
stock outflows. In the meantime, Taiwan’s TWSE index climbed 3.87% although
global funds reduced their holdings in local main board shares by USD 76.3mn on
Wednesday. Malaysia’s KLCI index and Thailand’s SET index closed up 2.58% and
4.47% respectively.
India • The INR will remain susceptible to accelerating coronavirus spread in the
world’s second most populous nation, although the RBI’s massive liquidity injection
has kept Indian government bond yields in check amid recent market turmoil.
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According to the health ministry, the total number of confirmed COVID-19 infection cases in India reached 606 on Wednesday,
including 43 foreign nationals. We are concerned about a three-week lockdown starting 25 March as it will bring activity to a standstill
and drag down the nation’s slowing economic growth further. In addition, a contango oil market also indicates gloomy global growth
outlook in the foreseeable future.
Reuters reported Wednesday that India is likely to agree an economic stimulus package of more than INR 1.5tn (USD 19.6bn) to fight
a downturn in the country. According to the report, the Indian government will give cash handouts and increase its borrowing plan for
FY2020/21 from INR 7.8tn. In addition, it has asked the central bank to buy some of the government securities being issued, like other
central banks in the world.
The Indian central bank infused INR 315.85bn and INR 461.60bn of funds through 16-day variable rate repos respectively on Monday
and Tuesday. In addition, Reuters cited two sources as saying Monday that the Indian authorities are considering allowing corporate
bonds as collateral for repo operations in an attempt to cool the recent spike in corporate borrowing costs amid the coronavirus
outbreak. Moreover, the RBI purchased INR 150bn of government bonds under open market operations on Tuesday after buying INR
100bn of sovereign debt last Friday. It is scheduled to inject another INR 150bn through government bond purchases on Thursday (26
March).
Although the regulators have stepped up efforts to smooth excess movements in the INR exchange rate, it will dent market
sentiment and weigh on the INR once India’s shrinking foreign reserves raise concerns over the ability to absorb any
unexpected capital movements.
We still like buying USD/INR on any dips now and expect the pair to reach 78 before long.
India Industrial Production, GDP and CPI Inflation
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A Contango Oil Market Indicates Gloomy Global
Growth Outlook
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India Foreign Reserves

Source: Bloomberg & Scotiabank FICC Strategy

2

GLOBAL FX STRATEGY | ASIAN FX UPDATE
Thursday, March 26, 2020

CONTACTS - GLOBAL FX STRATEGY
Shaun Osborne
Chief FX Strategist
T +1 416 945 4538
shaun.osborne@scotiabank.com

Qi Gao, FRM
FX Strategist (Asia)
T +65 6305 8396
qi.gao@scotiabank.com

Juan Manuel Herrera
FX Strategist (G10)
T +1 416 866 6781
juanmanuel.herrera@scotiabank.com
IMPORTANT NOTICE and DISCLAIMER:
This report is prepared by Scotiabank as a resource for clients of Scotiabank for information and discussion purposes only. T his report should be considered a marketing communication and has not
been prepared by a member of the research department of Scotiabank, it is solely for the use of sophisticated institutional investors, and this report does not constitute investment advice or any personal
recommendation to invest in a financial instrument or “investment research” as defined by the UK Prudential Regulation Authority or UK Financial Conduct Authority. This document has not been prepared in accordance with EU legal requirements designed to promote the independence of investment research and the information contained in this publication is not subject to any prohibition in the
EU on dealing ahead of the dissemination of investment research. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. The
information and opinions contained herein have been compiled or arrived at from publically available sources believed reliabl e but no representation or warranty, express or implied, is made as to their
accuracy or completeness and neither the information nor the forecast shall be taken as a representation for which Scotiabank or any of its employees incur any responsibility. Neither Scotiabank nor its
representatives accept any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy
any financial instruments and has no regard to the specific investment objectives, financial situation or particular needs of any recipient. It is not intended to provide legal, tax, accounting or other advice.
Scotiabank and/or its respective officers, directors or employees may from time to time take positions in the products mentioned herein as principal or agent. Directors, officers or employees of Scotiabank may serve as directors of corporations referred to herein. Scotiabank may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may receive remuneration for same. This report may include forward-looking statements about the objectives and strategies of Scotiabank. Such forward-looking statements are inherently
subject to uncertainties beyond the control of Scotiabank including but not limited to economic and financial conditions globally, regulatory development in Canada and elsewhere, technological developments and competition. The reader is cautioned that the member's actual performance could differ materially from such forward-looking statements. Past performance or simulated past performance is
not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance. You should note that the manner in which you implement any of strategies set out in this report may
expose you to significant risk and you should carefully consider your ability to bear such risks through consultation with your legal, accounting and other advisors. Information in this report regarding
services and products of Scotiabank is applicable only in jurisdictions where such services and products may lawfully be offered for sale and is void where prohibited by law. If you access this report
from outside of Canada, you are responsible for compliance with local, national and international laws. Not all products and services are available across Canada or in all countries. All Scotiabank
products and services are subject to the terms of applicable agreements. This report and all information, opinions and conclusions contained in it are protected by copyright. This report may not be
reproduced in whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in it be referred to without in each case the prior express consent of
Scotiabank. Scotiabank is a Canadian chartered bank.
If you are affected by MIFID II, you must advise us in writing at trade.supervision@scotiabank.com.
™Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment
banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotia Capital Inc. and Scotia Capital (USA) Inc., Scotiabank Europe plc, Scotiabank (Ireland) Limited - all members of the Scotia-bank Group and authorized users of the mark. The Bank of Nova Scotia is incorporated in Canada with limited liability. Scotia
Capital Inc. is a member of the Canadian Investor Protection Fund. Scotia Capital (USA) Inc. is a broker-dealer registered with the SEC and is a member of FINRA, NYSE, NFA and SIPC. The Bank of
Nova Scotia is authorized and regulated by the Office of the Superintendent of Financial Institutions in Canada. The Bank of Nova Scotia is authorized by the Prudential Regulation Authority and subject
to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the Prudential Regulation Authority are available from us on request. Scotiabank Europe plc is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
To unsubscribe from receiving further Commercial Electronic Messages click this link: www.unsubscribe.gbm.scotiabank.com.

3

