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INR against CNY

Thursday, March 18, 2010

Given the increasingly strident verbal exchange between US and Chinese
officials of late, the expectation that Sino-US trade tensions are likely to
remain on the boil in the coming weeks is likely to persist. Note also the
proposed Schumer-Stabenow-Graham Currency Exchange Rate Oversight
Act of 2010 and that the US Treasury is also scheduled to release its
semiannual report on the foreign exchange practices of major trading
partners on 15 Apr 10.

Meanwhile, we think that the INR remains poised to benefit from positive
emerging market/Asian sentiment, especially with the RBI also expected to
tighten monetary policy at its Apr Monetary Policy Review. Note that in its
latest Article 4 consultation with India, the IMF noted that conditions are in
place for a gradual tightening of monetary policy. In addition, the IMF stated
that “"Given low interest rates in advanced economies and India's high
relative growth, capital inflows are likely to be substantial. With the rupee still
below its 2008 peak, there would be room for appreciation without concerns
about eroding competitiveness".

Investors looking for this contrasting dynamic between the INR and the CNY
to persist in the near term can look to a long 3M USD-CNY, short 3M USD-
INR via the NDFs (quoted on Wed in Asia at 6.7910 and 45.61 respectively;
spot ref: 45.42, 6.8264)). Note downside risk of this trade are a near term
revaluation of the CNY or a sharp reversal of sentiment against the rupee.
We place a -1% stop on notional to trigger an exit, with a take profit level at
+2%.

Asian equity fund inflows vs Asian currency 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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in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 committment 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.
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