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The USD continued to be on the back-foot in the London and NY sessions
yesterday, after being firm in Asian hours. The CAD outperformed on positive
trade headlines, while the EUR further extended its recovery.

Supported by a trade deal between the US and Mexico, with Canada also
expected to join in, overall risk sentiments were buoyant overnight. Positive
EU/US equities and firmer EM FX also added to the overall positivity. Our FX
Sentiment Index (FXSI) continued to move towards the Risk-On zone, while
staying within the Risk-Neutral territory.

At this stage, almost any positive news in terms of US trade policy is
negative the USD, with the resultant improvement in the risk sentiments
leading to a sell-off in the USD. In essence, the USD has morphed into a
haven currency in a typical risk-on / risk-off dynamic when it comes to
the trade front.

The EUR has been one of the main beneficiaries of the recent bout of USD
weakness. Position adjustment continues to power the EUR-USD after spot
moved through topside resistances quickly. Momentum indicators and positive
German data also favour further upside for the pair.

Nevertheless, we express caution when chasing the pair higher, noting that the
EUR is marginally overvalued against the USD in our implied valuation model.
Furthermore, Italian-EU issues relating to illegal immigration and the EU
Budget continue to simmer on. Note also, that the 10y Italian-German
government bond yield gap remains stubbornly at elevated levels.

Overall, we expect the USD to remain on a weak posture this week. If the
DXY fails to retake the 95.00 level today, we may see an extended decline
with the 94.00 handle attracting in the interim. Later in the week, the
release of the core PCE print (Thu) will provide another opportunity to re-
assess near term USD prospects.

On the central bank calendar, expect to hear from ECB’s Praet (1100 GMT).
On the data front, watch for US wholesale inventories (1230 GMT) and
consumer confidence (1400 GMT).
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Asian FX

The RMB complex is expected to be the centre of attention today, with the
USD-CNY midpoint fix continued to be lower than consensus. The PBoC may
have dodged a bullet by implementing the counter-cyclical factor at a time of
USD weakness, allowing the USD-CNY to slip lower without the additional
resistance of broad USD strength. The key level to watch is now the 6.8000
handle. At this juncture, a break lower from that level may give RMB bulls
greater confidence to push the spot levels down further.

Near term factors have switched quickly to favour the EM Asian currencies this
week, with improving risk sentiments being added to the list of USD weakness
and RMB stability. The broader climate has not been this helpful for EM Asian
currencies for some time, so expect the market to test the lower boundaries for
USD-Asia pairs.

A shift in near-term global cues compared to last week has benefited the
EM Asian currencies. Pending renewed trade concerns with China, we
expect this new dynamic to be sustained in the immediate horizon.
Therefore, with the USD remaining slippery and the RMB complex
holding its gains, we expect our Asian Currency Index (ACI) to be dip
further.

In terms of Asian net portfolio flows, South Korea and Taiwan saw strong
inflows into their equity markets on Monday, while Indonesia also saw equity
inflows after a run of outflows. Meanwhile, Thai bond inflows continue to be
robust. On aggregate terms, we continue to see a general stabilization in flow
dynamics in Asia after some slight declines due to the EM jitters.

SGD NEER: The SGD NEER continued to stay at elevated levels, with the
reading standing at +1.22% above its perceived parity level (1.3794) this
morning. The NEER-implied USD-SGD thresholds continued to ease alongside
the broad USD weakness. Expect the +1.00% (1.3658) and +1.30% (1.3617)
thresholds to bound intraday movements

CFETS RMB Index: The USD-CNY mid-point was set lower, within
expectations, at 6.8052 compared to 6.8508 on Monday. Note that the daily
deviation on the midpoint fix is higher than the usual accepted daily limits. This
perhaps highlights the PBoC’s resolve in containing the USD-CNY spot levels.
The CFETS RMB Index edged lower to 93.13, from 92.65 previously.
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CFETS NEER vs. USD-CNY mid-point Asian Currency Index
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Short term Asian FX views
Currency Bias Rationale
USD-CNH o] Re-instatement of the counter-cyclical factor should give a clear directionality in the short term; a break of the
6.8000 level may lead to further extension on the downside
USD-KRW | Expect to track RMB movements; weaker than expected unemployment print may douse rate hike

expectations; BOK meeting in focus, but also expect greater fiscal support for the economy next year

USD-TWD | Expect to track RMB movements; flow dynamics still fluid with no clear directionality

USD-INR | Net inflow momentum in a rolling 20D basis starting to moderate; the air seems thin at altitudes higher than
70.00

USD-SGD | Pause in broad USD momentum cap near term advances in the pair; another firm core inflation print to fuel

speculation for a tightening move by the MAS in October, do not rule out this possibility yet

USD-MYR > BNM expected to be on hold until 2019; equity outflows easing; with 4.08 and 4.10 resistances quickly
broken, there appears to be little catalyst for MYR strengthening

USD-IDR — IDR may be more exposed to EM jitters due to widening CA deficit and high percentage of foreign ownership
in government bonds; govt looking to reduce foreign ownership of bonds to around 20% from almost 40%

now; renewed efforts to contain trade and CA deficit

USD-THB /| 2Q GDP firmer than expected; Bank of Thailand striking a new hawkish tone should provide support; inflow
momentum still strong

USD-PHP > BSP rate hiked 50 bps, as expected by some quarters; BSP retains a hawkish stance, ready to hike further if
inflation remains out of control

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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