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FX Themes/Strategy/Trading Ideas — The week ahead

The DXY index essentially recovered two weeks of declines post-ECB,
breaking through the end-May high to reach 95.13, before retreating below the
95.00 handle.

We noted last week that a return of USD strength may be predicated more on
disappointment from the European Central Bank (ECB), rather than just a hike
from the Fed. Indeed, the ECB delivered a dovish surprise, guiding an
unchanged interest rate path “at least through summer of 2019”. This probably
took the market by surprise since given its unambiguous nature.

Heading into “Super Thursday”, market expectations were for a static Fed and
hawkish ECB. Instead, the Fed was regarded as a touch hawkish by the
market, while the ECB was dovish in its interest rate guidance. This
necessitates the knee-jerk re-pricing of the EUR post-ECB.

At this juncture, not all signs point to further broad USD strength. For
one, softer long-end UST vyields into the end of the week counts against the
USD. Nominal yield (still below 3.00% on the 10y) and yield differential
arguments (no positive correlation in the near term) do not lend support to the
USD at this point. What should help is that more focus is now placed on the
relative economic outperformance in the US compared to Europe and the rest
of the world.

Overall, we expect some consolidation after the spike, although the bias
is for a firmer USD over the near term.

In terms of CFTC positioning, note that the net implied USD longs held by
leveraged accounts were essentially unchanged. The leveraged accounts built
up on EUR shorts ahead of the Fed and ECB meetings, and also on JPY longs
perhaps as a nod to upcoming risk events. Asset managers, however, took the
opposite stance, adding to net implied USD shorts, and perhaps came out of
the central bank meetings somewhat bruised.

In terms of USD positioning, the key question now is whether the Fed and
ECB meetings may precipitate a shift in long term directional views from
the asset managers, and cause them to shift into net implied USD longs.
Note that despite recent re-positioning, the asset managers continue to hold
significant net implied USD shorts.

Note that the central bank calendar is heavy this week, headlined by the ECB’s
Sintra Conference. In particular, watch for Draghi (Mon, Tue, Wed), Powell,
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Kuroda and Lowe (all Wed) in Sintra, amid comments by various other ECB
council members throughout the week. On the Fed front, watch for Bostic
(1700 GMT) today. Minutes for RBA’s June meeting is on tap for Tuesday.
Bank of England’s rate decision is scheduled for Thursday (1100 GMT),
before Carney’s speech later in the day.

Asian FX

Sino-US trade issues will dominate headlines and sentiments this week, after
Trump announced the list of Chinese goods to be subjected to tariffs on Friday.
The tariffs are expected to come into effect from 6 July onwards, if no deal is
struck before then. We also expect further restrictions on Chinese investment
in the upcoming weeks. Note that China has also produced a list of imports it
will impose tit-for-tat tariffs on.

Expect risk sentiments to be edgy this week, especially if trade rhetoric
continues to escalate. We think risk sentiments will be more sensitive to Sino-
US trade issues, compared to other risk events in the past week. Indeed, our
FX Sentiment Index (FXSI) has arrested its slide, and is moving higher
towards the Risk-off zone, while staying within the Risk Neutral territory.

The broad USD move on late last week has caused USD-Asia to break
through a number of top-side resistance levels, most notably in the USD-
KRW and the USD-THB. Moreover, with the broad USD likely to be biased
higher still, and with precious little to distract Trump from Sino-US trade
issues, expect the Asian Currency Index (ACI) to see upside pressure this
week.

In terms of flows environment in Asia, South Korea remains the bright spot
for now, with bond inflows continuing to be strong. However, it remains to be
seen if this momentum can continue, given that the possible cancellation of
US- Korea military drills may negatively affect sentiments in South Korea.
Inflow momentum in Taiwan and Thailand has turned, with equity outflows
sighted in Taiwan once again.

SGD NEER: The SGD NEER is softer this morning, hovering at +0.34% above
its perceived parity (1.3558), with the NEER-implied USD-SGD thresholds
higher amidst broad USD strength. Expect an intra-day range between +0.20%
(1.3532) and +0.50% (1.3491). Downside support should enter around the
1.3380 to 1.3400 region.

CFETS RMB Index: China holiday.
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Short term Asian FX views

Currency Bias Rationale

USD-CNH /1 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 /1 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; minutes of the 24 May BOK meeting reveal
some discussion towards reducing policy accomodation.

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 > Latest MAS Survey reflects an easing of inflation projections; SGD NEER should be capped below +1.00%
above parity; 1Q GDP prints in line, but CPl 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 /1 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 /1 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
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ACI VS. Net Capital Flows

FX Sentiment Index
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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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