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Despite mixed data prints and no significant lead from long-end UST yields, the
broad USD managed to regain its footing against its G10 peers overnight. The
EUR, GBP and NZD underperformed.

Developments on the trade front were conflicting, with Trump sounding hostile
over tariffs on cars on EU in a tweet, but appearing to side Mnuchin by taking a
less confrontational approach regarding Chinese investment restrictions.
Pending any serious escalation of trade tensions, we expect risk appetite to
remain curtailed, but not tilt into an explicit panic mode. Our FX Sentiment
Index (FXSI) nudged marginally higher towards the Risk-Off zone.

Central bank rhetoric overnight weighed on the EUR and GBP. Rhetoric from
Lane and De Guindos reflects greater caution over inflation, rather than
optimism over growth. Meanwhile, new BOE member Haskel chose to highlight
the risks of hiking too quickly in his first official comments. Note that he
replaces McCafferty, one of the hawks within the BOE. It remains to be seen if
this would upset the dynamics for the August meeting.

Fed’s Bostic highlighted that he may “take a fourth move off the table” in terms
of rate hikes if trade issues take hold. This may be the most explicit link
between trade tensions and monetary policy yet. If this reflects a broader view
within the FOMC, the possibility for the Fed to revert to three hikes in 2018 as
default may not be beyond the stretch of imagination. In this context, it
perhaps makes sense for the Fed to move another time in the September
meeting, and thereby retain the optionality of having three or four rate
hikes into December.

Overall, we think major pairs may continue to press against recent technical
resistance/support levels. Without a significant shift in the trade situation
or other idiosyncratic drivers, expect recent ranges to hold, and a
continuation of sideways movement into the end of the week.

One potential idiosyncratic driver for the NZD (and AUD to a lesser extent) is
the upcoming Reserve Bank of New Zealand (RBNZ) policy decision (2100
GMT). Consensus favours a dovish hold. Together with a weak ANZ business
confidence print early morning, this is weighing on the antipodeans.

On the central bank front, watch for BOC’s Poloz (1900 GMT). In particular,
watch if trade issues with the US may hamper the BOC's rate hike prospects.
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Asian FX

At this stage, we may be reduced to headline watching with regards to Asian
currencies. Overnight, Trump appeared to be less confrontational regarding
Chinese investment restrictions, and this may provide some temporary reprieve
for Asian currencies. Note increasing signs that the trade tensions are
taking its toll on US equities and business sentiments. This might be the
trigger for Trump to pull back on his most provocative stance.
Nevertheless, expect sentiments to remain jittery ahead of the report on
Chinese investments due Friday, and the 6 July deadline for tariff imposition.

With Trump at least sounding more conciliatory in terms of Chinese
investments, overall sentiments may improve slightly intra-day. Expect
the Asian Currency Index (ACI) to trend higher still, but perhaps with a
gentler pace

In terms of Asian portfolio flows, outflows remain unabated for Taiwan
equities. Bond outflows also continue to be recorded in Indonesia. However,
we note inflows for both bonds and equities in Thailand, but we will not count
on this to continue into the coming sessions. In South Korea, equity outflows
were offset by continued inflows in bonds.

SGD NEER: The SGD NEER firmer again this morning, standing around
+0.17% above its perceived parity level (1.3658). The NEER-implied USD-SGD
thresholds were firmer on the back of a firmer USD. Expect the -0.10%
(1.3672) and +0.30% (1.3517) thresholds to book-end intra-day. Note that
industrial production data-prints were stronger than expected, perhaps
underlying the fact that economic fundamentals remain sound, and
unsupportive of the SGD NEER persisting below parity levels.

CFETS RMB Index: The USD-CNY mid-point was set higher, as expected, at
6.5569 compared to 6.5180 on Tuesday. The CFETS RMB Index weakened
marginally to 96.15, compared to 96.55 previously. Note that the midpoint is
fixed lower than market consensus for the second consecutive session. This
suggests a possibility that the PBoC may be seeking to curtail the pace of
depreciation. Nevertheless, we note that today’s move is at the top end of
historical daily deviation thresholds.
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Short term Asian FX views

Currency Bias Rationale

USD-CNH 1 Sino-US trade tensions reigniting, 6 July is the key date; rapid depreciation of the RMB complex putting
upward pressure on USD-Asia as a whole; RRR cut may herald further easing of monetary policy, putting
negative pressure on the RMB

USD-KRW 1 Net portfolio inflows remain at healthy levels; may suffer significant collateral damage if Sino-US trade war
escalates; minutes of the 24 May BOK meeting reveal discussion towards reducing policy accomodation

USD-TWD 1 Equity outflows re-asserting after short reprieve; pair led higher by the weakening RMB complex

USD-INR /1 May inflation prints in line, but continue to show accelerating price pressures; current account deficit widened
more than expected; RBI ease foreign ownership caps on government bonds while using OMO to support
the local bond market

USD-SGD 1 Latest MAS Survey reflects an easing of inflation projections; SGD NEER near parity, but watch economic
prints for any deterioration; 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; further rate hike expected this week; wider than
expected trade balance negative for IDR

USD-THB 1 BOT remains a laggard among the Asian central banks, keeping rates unchanged in the latest meeting; note
official tolerance over weakening THB; bond outflows re-asserting after a short reprieve

USD-PHP 1 BSP hiked rates in the latest meeting, signaling further rate hikes to come; PHP remains pressured due to
intensifying outflows

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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