X
o
o
wd
=
=
o
X
T8
Su
=
=
(=]

Treasury Research &
Strategy

Emmanuel Ng
+65 6530 4073
ngcyemmanuel@ocbc.com

&) ocBC Bank

Tuesday, November 21, 2017

FX Themes/Strategy/Trading Ideas

With US vyields rebounding slightly (5y bonds underperformed), the DXY
bounced into late NY to end firmer across G10 space (except against the
GBP) on Monday. Not unexpectedly, the EUR underperformed its peers on
the back of German political uncertainty with Merkel expressing a preference
for fresh elections (although the President has urged further efforts to form a
government).

Positive EZ/US equities and a stabilization of risk appetite meanwhile also
buffered the cyclicals (AUD, NZD, CAD) with the noise from Germany
essentially “siloed” at this juncture. Nonetheless, in the wake of US President
Trump’s comments on Monday, the prospect of risk aversion stemming from
North Korea may once again be on the cards in the coming weeks.

Curve flattening in the US persisted overnight but at this juncture, market
focus remains centered on rate differentials at the longer-end (although
rolling correlations have moderated) with shorter-end differentials losing
relevance altogether of late. These relationships are historically time varying
but at this juncture, back-end rate differentials are translating into slight
support for the broad dollar.

Thematically, G10 carry has continued to underperform for the better part of
a week now while carry within Asia has managed to hold up relatively better.
Again this may point to a lack of widespread contagion with regards to
potential risk aversion spreading to EM/Asia or simply waning interest in the
global growth/inflation narrative in recent weeks.

For today, look to an appearance by Fed chair Yellen (2300 GMT) while the
ECB’s Coeure is slated for 1500 GMT. In the UK, the BOE’s Cunliffe,
McCafferty, Saunders and Vlieghe appear before the Treasury Committee in
Parliament (1000 GMT).In Asia, look to BRA meeting minutes (0030 GMT)
while the RBA’s Lowe is due at 0905 GMT.

If Yellen and the FOMC minutes fail to deliver any hawkish surprises this
week, the Thanksgiving-thinned week may leave the USD-JPY vulnerable to
the downside, especially if tax bill-related headlines remain scant and risk
aversion continues to circulate in the background. To this end, we initiate a
tactical short USD-JPY (spot ref: 112.07) on Monday targeting 109.80 and
with a stop placed at 113.25.

Asian FX


mailto:ngcyemmanuel@ocbc.com

21 November 2017

. &) ocBcBank
Daily FX Outlook

EM FX trailed the greenback overnight with the FXSI (FX Sentiment Index)
inching higher within Risk-On territory and on the verge of moving into Risk-
Neutral territory. Given the overlay from the broad dollar currently, expect the
ACI (Asian Currency Index) to bounce on dips intra-day.

Asian net portfolio inflows meanwhile indicate continue moderation in inflow
momentum for the KRW (perhaps indicating that the KRW may have
overstayed its welcome in terms of relative outperformance) although net
outflow momentum for the TWD continues to abate. Meanwhile, positive net
inflow momentum for the INR continues to hold up very well but the IDR is
seen hampered by slight outflow pressures. Elsewhere, net outflow
momentum for the THB has continued to compress significantly and this
continues to bode well of the THB’s relative performance.

SGD NEER: The SGD NEER is pretty much unchanged on the day at
around +0.83% above its perceived parity (1.3680) with NEER-implied USD-
SGD thresholds a tinge higher on the day. At current levels, the +1.00%
threshold is estimated at 1.3544 while topside for the USD-SGD may kick in
circa +0.75% (1.3578). In the interim, the 55-day MA (1.3563) may provide a
near term anchor.
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CFETS RMB Index: This morning, the USD-CNY mid-point gained (largely
as expected) to 6.6356 from 6.6271 on Monday, with the CFETS RMB Index
largely static at 94.58.
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CFETS NEER vs. USD-CNY mid-point
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1211 FUR-USD e EUR-USD The ECB's Draghi remained
1197 sufficiently accommodative on Monday in his
remarks despite the Bundesbank releasing an
upbeat assessment of the German economy.
Meanwhile, the overhang from German political
uncertainty may be expected to persist, with short
term implied valuations range bound but slightly top
heavy. The near term outlook for the pair has been
muddied somewhat and the 55-day MA (1.1786)
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USD-3PY e USD-JPY USD-JPY responded to firmer US
] yields overnight but a potential flashpoint from
e North Korea may constrain excessive upside for the
113 1 pair. Short term implied valuations for the USD-JPY

are attempting to stabilize with respect to the
downside but we remain cautious of a retest lower
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AUD-USD

e AUD-USD RBA meeting minutes this morning
0801 were deemed as slightly “soft” (especially with
respect to wage growth prospects) with the AUD-
USD continuing to drop lower. As mentioned
above, global carry remains benched at this
juncture while short term implied valuations for the
AUD-USD remain tilted south. As noted yesterday,

I 5 2 g g 55 5 5 i 5 0.7500 remains in plain sight at this juncture.
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GBP-USD
152 e GBP-USD With an early December deadline
147 1 for the British government to submit revised
421 proposals to the EU ahead of the EU Summit in

December (14™-15"™), market participants are
attempting to impute some optimism on this front.
In the interim, although short term implied
valuations for cable remain somewhat static and
range bound, market participants may continue to
attempt to shadow the firming 55-day MA (1.3249)
ahead of the UK budget announcement tomorrow.
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USD-CAD
1441 e USD-CAD Slipping crude prices overnight
130 | and a supported broad dollar tone managed to lift
134 the USD-CAD on Monday. Although short term
oo ] implied valuations for the pair remain slightly top

heavy, USD-CAD may attempt to establish a

1247 foothold at 1.2800 while bouncing on dips.
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USD-Asia VS. Net Capital Flows
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Security DXY USGG10
DXY 1 -0175
CHF 0.904  -0.073
SGD 0.633 0.397
JPY 0.629 0.241
MYR 0.581 0.227
THB 0.52 0.368
NzD 0335  -0.188
CAD 0.319 0.179
PHP 0.232 0.585
KRW 0.177 0.573
AUD 0.142 0.262
CCN12Mm 0.084 0.218
IDR 0.037 0.641
TWD 0.01 0.583
CNY 0.01 0.322
CNH -0.132 0.434
USGG10 -0.175 1
GBP -0.374 0.185
INR -0.528 0.186
EUR -0.979 0.199

Source: Bloomberg

Source: OCBC Bank
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G10 FX Heat Map
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FX Trade Ideas

Inception B/S Currency Spot Target Stop/Trailing Stop Rationale
TACTICAL
1 |28-Sep-17 B USD-CAD 1.2500 1.3095 1.2640 Reality check from the BOC's Poloz
even as the USD garners renewed
interest
2 |07-Nov-17 S AUD-USD 0.7671 0.7510 0.7755 RBA on hold, noinflation or rate
hike urgency
3 [07-Nov-17 S GBP-USD 1.3142 1.2835 1.3300 Potential negative headline shock
from upcoming BOE appearances
post the dovish rate hike
4 120-Nov-17 S USD-JPY 112.07 109.80 113.25 Background risk aversion, little
expectaions of hawkish surprises
from the Fed
STRUCTURAL
5 [09-May-17 B GBP-USD 1.2927 1.3700 1.2535 USD skepticism, UK snap elections,
positioning overhang, hawkish
6 |07-Nov-17 Bullish 2M 1X2 USD-JPY Call Spread Rate differential complex

Spot ref: 114.15; Strikes: 113.78, 118.31;
Exp: 04/01/18; Cost: 0.90%

supportive of the USD, BOJ static

RECENTLY CLOSED TRADE IDEAS

Inception Close B/S Currency Spot Close Rationale P/L (%)Y
1 |29-Aug-17 27-Oct-17 Bearish 2M 1X1.5 USD-SGD Put Spread Vunerable USD, prevailing -0.31**
Spot ref: 1.3519; Strikes: 1.3511, 1.3361; positivity towards carry, EM/Asia
Exp: 27/10/17; Cost: 0.31%
2 |28-Sep-17  02-Nov-17 S AUD-USD 0.7816 0.7720 Cyclicals may undergo a +1.20
reassessment in face of corrective
moves in the USD and US yields
3 [21-Sep-17  15-Nov-17 B USD-JPY 112.58 113.13 Policy dichotomy post FOMC-BOJ +  +0.73
positive risk appetite levels
4 |24-0ct-17  15-Nov-17 B USD-SGD 1.3616 1.3540 Post MAS MPS behavior of SGD -0.54
NEER, broad USD resilience,
uneven net portfolio inflows in
5 |24-Oct-17 17-Nov-17 S EUR-USD 1.1763 1.1812 Potential disappoint from the ECB,  -0.27

possible USD resilience from fiscal
and Fed-chair news flow

Jan-Nov** 2017 Return -12.25

2016 Return  +6.91

*realized **of notional **month-to-date

Source: OCBC Bank
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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 and/or its related and
affiliated corporations may at any time make markets in the securities/instruments mentioned in this publication and together with their
respective directors and officers, may have or take positions in the securities/instruments mentioned in this publication and may be
engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and other
investment or securities-related services for the corporations whose securities are mentioned in this publication as well as other parties
generally.
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