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The USD stepped higher overnight, with the DXY index pushing close to 95.50,
before easing to close at 95.29. Risk-off tone continues to dominate trading,
with antipodeans underperforming and 10y UST yields falling towards the
2.80% level. The EUR and GBP also took a hit on political concerns.

Broad USD prospects over the near term continue to be driven by the EUR.
Shorts flushed out in the EUR’s run to 1.1700 appeared to re-engage,
emboldened by unresolved tensions over immigration within Merkel’s coalition.
Next discussions scheduled on Sunday, and further failure may set a negative
tone for the EUR early next week.

Of more immediate concern is the ECB minutes (0800 GMT) and German CPI
prints (1200 GMT) today, before the French and aggregate CPI prints
tomorrow. This coincides with US GDP (1230 GMT) today and PCE inflation
tomorrow. Disappointment relative to the US data-prints today may
pressure the EUR to retest the 1.1509 lows

Trade issues cloud central banks’ appetite for more policy normalization. Note
Bank of Canada’s (BOC) Poloz sounding cautious over the trade issues. He is
expected to factor its impacts into the next policy decision. This dampened rate
hike expectations at the BOC. Note that market implied odds for a rate hike fell
to evens, from above 60% before the speech and close to 80% after the last
policy meeting.

The Reserve Bank of New Zealand (RBNZ) held rates unchanged, essentially
delivering a dovish hold. Rate cut risks remains very real at RBNZ, perhaps the
most dovish in the G10 space apart from the Bank of Japan.

Elsewhere in the central bank space, watch BOE’s Haldane (1330 GMT) and
Fed’s Bullard (1445 GMT). Note that Haldane’s switch to voting for a rate hike
inspired expectations for the BOE to hike in August, and provided tailwind for
the GBP (although dissipated by now). Watch for further clarification from him,
with the GBP perhaps seeing a temporary lift if he comes out hawkish.

On the data front, watch also for US initial jobless claims and continuing claims
(1230 GMT).
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Asian FX

The White House continues to flip-flop on trade issues. Early signs were
positive as Trump decided against using emergency powers to curb Chinese
investment. Instead, he favoured the expansion of investigative powers of a
Congress-based committee on tech investments. Legislation to put this in
action will take months to get through Congress, and we think this may no
longer be an issue in the near term.

However, Kudlow later came out claiming that Trump will not retreat on China.
At this stage, the 6 July deadline for tariff imposition is barely one week away,
and there are no signs of ongoing negotiation (at least not to public
knowledge). We think there is a real chance that the first round of tariffs on
US$34bn worth on imports will be imposed.

Comments from Kudlow, together with broad-based EM FX weakness, soured
risk appetite overnight. Our FX Sentiment Index (FXSI) marched again
towards the Risk-Off zone, but still staying below that level.

Expect risk sentiments to remain edgy into the end of the week, and
throughout next week till 6 July. Expect the Asian Currency Index (ACI) to
buoyant into the end of the week.

In terms of Asian portfolio flows, the country-specific picture remains similar
to recent sessions, with heaviest outflows centred on Taiwan equities. Note
however, aggregated equity outflows on a rolling 60D basis are at historically
stretched levels. Further equity outflows from current levels may be limited,
with a turn in fortunes perhaps close by. Aggregated bond flows remain in
inflow territory, well within historical confines.

SGD NEER: The SGD NEER held approximately constant this morning,
standing around +0.17% above its perceived parity level (1.3693). The NEER-
implied USD-SGD thresholds were firmer as the broad USD pushed to year-to-
date highs. Continue to expect the pair to fluctuate within the corridor set by the
-0.10% (1.3706) and +0.30% (1.3652) thresholds intra-day.

Singapore: The USD-SGD is pushing against long term technical levels at 200
week-MA (1.3645) and 100 week-MA (1.3685). Expect some resistance around
these levels, ahead of 1.3700 and 1.3714.

CFETS RMB Index: The USD-CNY mid-point was set higher, by less than
expected, at 6.5960 compared to 6.5569 on Wednesday. The CFETS RMB
Index weakened marginally to 95.84, compared to 96.15 previously.

China: Note that the midpoint is fixed lower than market consensus for the
third consecutive session. While the PBoC may be seeking to curtail the pace
of depreciation, we think efforts on this front will be half-hearted at best for
now. Note that the RMB is still firmer year-to-date on a basket basis. Serious
considerations to rein in on the pace of depreciation may not be forthcoming
until the CFETS RMB Index edges close to 95.00. Today'’s fix appears to be an
attempt to keep to long-held daily percentage deviation thresholds, in order to
limit volatility on the spot.
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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 1 Sino-US trade tensions becoming base case, 6 July is the key date; rapid depreciation of the RMB complex
putting upward pressure on USD-Asia as a whole; USD-CNY midpoint fix coming in lower than consensus,
perhaps reflecting some intention to hold back the pace of RMB depreciation.

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 Coordinated effort by the government and Bl may limit USD-IDR gains, but will not fundamentally reverse the
trend; 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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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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