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USD: Waiting for US fiscal stimulus to back up Fed policy action
The US dollar has softened during the Asian trading session after attempting and
failing to break above the 103.00-level for the third consecutive day. It follows further
steps from the Fed on Friday to help ease US dollar liquidity fears. The Fed
announced alongside the BoC, the BoE, the BoJ, the ECB, and the SNB that they
were further enhancing the provision of liquidity via the standing US dollar liquidity
swap line arrangements. To improve the swap lines’ effectiveness in providing US
dollar funding, these central banks have agreed to increase the frequency of 7-day
maturity operations from weekly to daily. The new daily operations will begin today
and continue at least through the end of April. They will also continue to hold weekly
84-day maturity operations. It was the latest improvement to the US dollar swap lines
after they has already been extended to nine other central banks including the RBA,
Banco Central do Brazil, the Danish National Bank, the BoK, the Bank of Mexico, the
Norges Bank, The RBNZ, the MAS, and the Riksbank. The pricing on the US dollar

A member of MUFG, a global financial group

HIGHER VOLATILITY ACROSS THE BOARD

Source: Bloomberg, Macrobond & MUFG GMR

1

FX Daily Snapshot │ 23rd March 2020

swap lines had also been lowered by 25 bps so the new rate will be the US dollar
overnight index swap (OIS) rate plus 25bps.
The Fed has been very active in recent weeks in their attempts to dampen the hit to
the US economy and tightening of financial conditions from the COVID-19 crisis.
They also announced further support on Friday for the municipal bond market. The
Federal Reserve Bank of Boston will now be able to make loans available to eligible
financial institutions secured by certain high-quality assets purchases from single
state and other tax exempt municipal money market mutual funds through the Money
Market Mutual Fund Liquidity Facility (MMLF).
In contrast, there has been some disappointment on the US fiscal policy front over
the weekend. The Senate Democrats have blocked Majority leader Mitch
McConnell’s attempt to advance a COVID-19 rescue package after the leaders in
both chambers disagreed on how to spend nearly USD2 trillion. The package of
measures failed to secure 60 votes needed to pass the Senate which puts into
question the bill’s passage today. A redo of the procedural vote has been set for
today for 15 minutes after the markets open. US equity futures are set to open
sharply lower by around 5%. According to the reports, Congress could hand the US
Treasury at least USD425 billion to backstop potentially much larger support by the
Fed for business and municipal borrowers including to make loans, loans
guarantees, and other investments. Treasury Secretary Mnuchin stated that the Fed
could provide up to USD4 trillion of support through broad-based lending
programmes by levering up government funds. The need for such aggressive action
was highlighted by St Louis Fed President Bullard who warned that the US
unemployment rate may hit 30% in Q2 because of the shutdowns with an
unprecedented 50% drop in GDP. He called for a powerful fiscal response to replace
the USD2.5 trillion of lost income in Q2 to ensure a strong eventual US recovery.

G10 FX: COVID-19 update
As policymakers continue to try and tackle the macro-economic and financial market
fallouts to the COVID-19 breakout, the incoming daily data remain a crucial
component of any easing of investor concerns. The data over the weekend from Italy
offered a glimmer of hope that the worsening situation is certainly beginning to slow
with daily rates decelerating. The outright increase in new daily cases has settled in
the 5-6k range and that at least indicates the daily percentage change is
decelerating. The percentage increase yesterday from Saturday was 10.4%, the
slowest increase since the breakout and below the 5-day average of 13.9%. The
death rate also slowed – the daily increase yesterday was 13.5%, down from a 5-day
average of 17.5%. The rate of change in new cases is slowing in other European
countries as well. In terms of death rates, the UK rate of increase is on a similar
trajectory to Italy having reached the Saturday level of 233 deaths 16 days following
the report of the first death – only one day slower than Italy took to get to that level.
Most worrying in Europe is Spain, which reached that Saturday UK level in just 12
days.
But as we and many suspected, the real news over the weekend is the continued
acceleration in cases and deaths in the US. The rate of change in daily new cases
was nearly 34% on Saturday with the daily increase in deaths at 37.1%. The
epicentre of the COVID-19 breakout passed from China to Europe initially but now
rd
very much is spreading to include the US. The US now has the 3 largest total of
new cases at over 32k although the death rate remains relatively low at 1.3% of
confirmed cases – the same rate in Italy stands at 9.3%; the UK’s percentage is
4.9%. The global ex-China 10-day average daily percentage change picked up to
19.6% on Saturday – a rate if sustained continues to point to 1mn cases being
confirmed globally before the end of March. That looks plausible even with the rate
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slowing in Europe given the potential faster pace in the US.
While new cases data can reflect different levels of testing, from a government policy
perspective, there is no potential for a change in lockdown policies that have frozen
the global economy any time on the near horizon.

GBP: UK policy response continues to impress
The pound has staged a modest rebound since last week after cable fell sharply to
and an intra-day low of 1.1412 and EUR/GBP rose to an intra-day high of 0.9501
during last week. The recent underperformance of the pound during the COVID-19
crisis (click here) is a not a reflection of the powerful UK policy response to date
which has been impressive. The co-ordinated policy action between the BoE and UK
government is well targeted and large in scale to help dampen the risk of an even
deeper and more prolonged economic recession in the UK. Late on Friday, UK
Chancellor Rishi Sunak announced further measures costing up to GBP70 billion to
mainly support the UK labour market.
The main part of the new package of measures was the government’s
unprecedented commitment to pay 80% of wages up to GBP2.5k per month through
the COVID-19 outbreak of workers who would have been furloughed. It has been
estimated that it could cost around GBP60 billion based on the assumption of the
scheme lasting three months and supporting about a third of the UK workforce. In
addition, the government announced VAT and SA deferral, and GBP7 billion of
additional welfare support which brings the cumulative cost of the package to around
GBP70 billion. It follows previous fiscal announcements for the UK government that
brings the cumulative fiscal cost to around GBP100 billion. As a result, the budget
deficit is expected to widen sharply towards 10% of GDP. The UK’s large twin budget
and current account deficits leave the pound vulnerable to further weakness during
the COVID-19 crisis period. However, the UK’s powerful policy response especially
the measures to support the labour market could help the UK economy and the
pound to outperform once the crisis is over.
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