X
o
@)
wd
=
-
o
X
18
Su
=
g
(=]

Treasury Research &
Strategy

Terence Wu
+65 6530 4367
TerenceWu@ochc.com

&) ocBC Bank

Wednesday, June 13, 2018

FX Themes/Strategy/Trading Ideas

The USD firmed against most G10 currencies on Tuesday, as attention shifted
quickly away from the Trump-Kim summit to the upcoming FOMC and ECB
meetings, and the relative central bank dynamics within the G10 countries.

The EUR slipped ahead of the ECB meeting on Thu on weaker than expected
German ZEW survey. The EUR entered a consolidation phase after the
reversal in late May. We remain constructive on the EUR in the near term,
with the recent high at 1.1840 an interim target. Note also the volatility
surrounding the GBP, with gains from a Brexit-related compromise within the
Tory party dissipating quickly.

For the FOMC later in the global day, note that a rate hike is already baked in.
Market implied odds for four rate hikes in 2018 edged higher towards 40%.
Greater interest should be on the dot plot, where we will be looking for
any signs of a quickening pace of rate hikes.

Note Brainard’s comments on the “medium term neutral rate” being possibly
higher than the longer term neutral rate. The question is where this “medium
term neutral rate” appears on the dot plot. We think this likely refers to the 2019
or 2020 dots. At this juncture, the 2019 dots are broadly in line with the long
run neutral rate, and the 2020 dots are about 50 bps higher. There is a chance
of us seeing the median level of the 2019 dots edge higher in the upcoming dot
plot, perhaps reflecting four hikes in 2019, as opposed to the current three.

Such a move would represent a less-than-dovish tilt from the Fed. If this comes
to pass, the next question is whether it is sufficient to precipitate a swing higher
in the 10y UST yield above the 3.00% handle and keeping it above that level in
a sustained fashion. If so, this should be USD-positive in the near term.
Otherwise, if the general outline of the dots remains static compared to
March, we may expect further negative pressure on the USD, unless the
ECB disappoints.

On the data front, note that US CPI prints were largely in line with expectations.
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Asian FX

The Trump-Kim summit did not quite delivery a lasting, materially positive
outcome. Nevertheless, they did just sufficient to avert disappointment by the
markets, and perhaps deliver a good start to a long drawn process of
reconciliation on the Korean peninsula. Note that the USD-KRW was notably
unfazed by the outcome, and we may see the pair drift higher towards the top
end of its recent range near 1083

Note that the Trump-Kim summit outcome is sufficient to sustain a broadly risk
positive tone, with our FX Sentiment Index (FXSI) edging lower again towards
to Risk-on zone, while staying within the Risk Neutral territory. With the broad
USD in the ascendant heading into the FOMC, expect the Asian Currency
Index (ACI) to drift higher intra-day.

In terms of Asian net portfolio flows, inflow momentum in South Korea
continues improve, with momentum in the bond front being particularly strong.
Meanwhile, bond inflow momentum in Thailand remains on the uptrend, but the
overall picture is dragged down by equity outflows. Note that we will not be
having data from Indonesia until after the Hari Raya festivities.

India: CPI prints for May are broadly in line with expectations, but reflected
accelerating price pressure compared to April. We think this reaffirms our view
that the Reserve Bank of India’s (RBI) may be biased towards more hikes in
the upcoming meetings. Expect government bonds to remain under pressure,
with the attractiveness of elevated yields eroded by the higher inflation.

SGD NEER: The SGD NEER is firmer again this morning at +0.89% above its
perceived parity (1.3483), with the NEER-implied USD-SGD thresholds firmer
alongside the broad USD. The +0.70% (1.3390) and +1.0% (1.3350)
thresholds should bookend the pair intraday.

CFETS RMB Index: The USD-CNY mid-point was set higher, within
expectation, at 6.4156 compared to 6.4121 on Tuesday. The CFETS RMB
Index still strengthened to 93.50, compared to 97.42 previously. Note that the
CFETS RMB Index is trending higher alongside the broad USD after the hitting
a low of 97.17. Expect the CFETS RMB Index to stay within the 97.00 - 98.00
range going forward.
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Short term Asian FX views

Currency Bias Rationale

USD-CNH — Pace of depreciation of the RMB basket may be more controlled; Sino-US trade tensions reigniting; USD-
CNY midpoints reverted to being consistent with unbiased models.

USD-KRW > Outcome of Trump-Kim talks just sufficient to avoid disappointment; net portfolio inflows remain at healthy
levels; 1Q GDP growth and CPI data prints missed expectations; BOK reaffirms accommodative stance in
latest comments

USD-TWD /| Equity flows flipped into a net inflow situation; 1Q current account surplus shrinks

USD-INR > May inflation prints in line, but continues to show accelerating price pressures; the RBI may be biased for
further hikes in the upcoming meetings; regulatory changes by the RBI may exacerbate the demand-supply
mismatch in government bonds; net portfolio outflows moderating

USD-SGD /| SGD NEER should be capped below +1.00% above parity; 1Q GDP prints in line, but CPI missed
expectations; pair responsive to broad USD movements

USD-MYR 1 Shifts in policy direction under PH government may spur re-assessment of asset markets; sustained net
equity outflows following election outcome

USD-IDR > IDR stability the main objective for monetary policy for now amidst two quick-fire rate hikes, with 14000
potentially becoming a level to defend again; inflation came in softer than expected again, though it may not
have significant impact on monetary policy; net portfolio flows flipped into a net inflow situation.

USD-THB — BOT remains accommodative, keeping rates unchanged in the latest meeting; net portfolio flows flipped into
a net inflow situation;

USD-PHP /1 April trade data is worse than expected, with exports growth continuing to underperform; BSP governor
appear comfortable with recent weaking of the PHP

Source: OCBC Bank
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USD-Asia VS. Net Capital Flows

South Korea Taiwan
10000 1045 4000 - 29.0
1065
8000 3000 - 295
1085 2000
6000 - 30.0
1105 1000
4000 1125 o - 305
1145
2000 -1000 - 31.0
1165
-2000
0 1185 - 315
1205 3000
-2000 2000 - 320
1225
-4000 -5000 L 325
5 5 5 5 = = 5 5 5 5 = =
= g 2 8 kS g 5 g El 3 5 5
N NFB: Bond & EG20DRS ~ —— USD-KRW B NFB: 20d RS —— USD-TWD
India Indonesia
12900
5000
13100
8000 2000
13300
3000 1000
13500
-1000
-2000 13700
-3000 13900
-7000
-5000 14100
-12000 7000 14300
5 3 5 5 3 3 5 5 5 5 ] ]
5 2 2 3 = 2 5 s 3 o H g
B NFB: Bond & EQRS20D  —— USD-INR B Bond & Equity: 20DRS  —— USD-IDR
Philippines Thailand
600 308
2500
400 2000 31.8
1500
200 1000 32.8
500
0 338
0
-200 500 348
-1000
-400
1500 35.8
-600 -2000 -
5 5 5 5 = = 5 5 5 5 = 2
§ 3 3 g R - g £ 3
I NFB: RS20 —— USD-PHP I Net bond & equity WTD RS20 —— USD-THB
Malaysia
1500
1000
500
0
500
-1000
-1500
-2000
~ ~ ~ ~ 0 =]
i iy iy < i i
. < s ] B < 5
Source: CEIC, Bloomberg, OCBC Bank < < = o = <
B Equity 20DRS —— USD-MYR
Treasury & Strategy Research 4



&) ocBcBank

13 June 2018 Daily FX Outlook
ACI VS. Net Capital Flows FX Sentiment Index
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Government bond vield changes
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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.

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 I1”), 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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