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The USD traded with wind behind the sales yesterday, with the DXY index
rising above the 95.00 handle. There appears to be not much in terms of a
strong USD-centric driver, but rather a combination of idiosyncratic
factors hitting the other G7 currencies providing a net USD-positive
impact.

The Bank of England (BOE) hike rates as expected, with future rate hikes
expected to be “at a gradual pace and to a limited extent”. Although Carney did
not rule out another hike before June 2019, we think the overall message is
largely neutral as much is conditional on Brexit outcomes. However, we also
think it may be difficult to imagine another hike before June 2019, especially
given the current state of negotiations over Brexit. Nevertheless, the BOE’s
assumption appears to be for a smooth Brexit.

Market attention should now revert to Brexit developments. At this juncture, the
1.3000 handle for the GBP looks vulnerable. A significant shift in Brexit
outlook will be needed to re-ignite GBP uptrend.

The EUR took a hit on renewed ltalian concerns, as the 10y BTP yield hit a
near-term high. At current levels, the EUR is in line with our short term implied
valuation model.

Elsewhere, the Bank of Japan (BOJ) surprised bond traders with an
unscheduled operation offering to purchase JPY400bn worth of bonds in the 5-
10y tenure on Thursday. The regular bond purchase scheduled this morning
also saw an offer to buy JPY400bn in 5-10y debt, unchanged from previous
regular operations. The move in the 10y JGB yield to 14.5 bps, with bond
traders testing the upper tolerance level, may to too rapid for comfort. The JPY
pared gains as a result.

We may see a shift back to US-centric FX drivers again later today, with a
whole slew of labour market data scheduled, headlined by the non-farm
payrolls and unemployment rate (both 1230 GMT). Watch also for Eurozone
services and composite PMIs (from 0715 GMT), and retail sales (0900 GMT).
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Asian FX

New round of verbal sparring took place between US Commerce Secretary
Ross and the Chinese Ministry of Commerce put Sino-US trade relations back
to the centre stage in Asia. We note that anti-China rhetoric has picked up
significantly since the US reached a trade deal with the EU, perhaps
confirming the view that the US now has more room to push China harder
after the compromise with EU.

However, overall risk sentiments saw a muted response to the latest trade
salvos. The FX Sentiment Index (FXSI) remains rooted within the Risk-Neutral
zone, although it made a shift nearer to the Risk-Off area.

Nevertheless, the pace of decline in the RMB complex has picked up again in
the past two sessions. Weaker than expected manufacturing PMIs earlier this
week, and another soft print in the services PMI this morning did the RMB
complex no favours.

The USD-CNH and USD-CNY are both pushing the 6.9000 levels. At this
juncture, we may see another pause just south of the 6.9000 handle. Note that
we are now near 92.20 on the CFETS RMB Index, and we still think the 92.00
level is the key waypoint to watch for any potential shift in PBOC’s
position. If instead there is a clean break of the 92.00 handle, we may see
the market placing more emphasis on actual USD-CNH and USD-CNY
levels.

Expect the Asian currencies to remain under pressure given the USD-
CNY move this morning, with the correlation between the Asian Currency
Index (ACI) and the USD-CNY picking up again. Even though the Asian
fundamentals saw improvement, we think the overall climate will still be
determined by trade tensions. The risk-reward still favours a higher USD-Asia
at this point.

SGD NEER: The SGD NEER stands at +1.10% above its perceived parity level
(1.3836) this morning. USD strength overnight lifted the NEER-implied USD-
SGD thresholds. With the USD still looking supported, we expect an intra-day
range between the +0.90% (1.3713) and +1.30% (1.3659) thresholds to hold.

CFETS RMB Index: The USD-CNY mid-point was set higher, within
expectations, at 6.8322 compared to 6.7942 on Thursday. The CFETS RMB
Index firmed marginally to 92.69, compared to 92.90 previously.
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CFETS NEER vs. USD-CNY mid-point Asian CurrencyIndex
106 - Reverse [ 6.00
scale 120 -
- 6.10
103 - 118 -
r 620
116 -
100 [ 830 114
F 6.40 112
97 4 - 6.50 110 -
- 6.60 108 -
541 - 670 106 -
L 650 104 -
91 A
- 6.90 102 1
00 +—F——F+—+———+—7—7—"——"—7—+
88 ! ! ! ! ! ! ! ! — 700 < < ¥ N N N W W W N~ N N 0 ©
1/1/14  1/7/14  1/1/15  1/7/15  1/1/16 1/7/16 1/1/17 1/7/17 1/118 1/7/18 MO ‘;‘ T oo ‘;‘ MO ‘;‘ T o= : <o
tc 3 08 2 08 2 08 308 3
——CFETSRMBIndex —— USD-CNY Fix (RHS) = =z = =z = =z = =z =
Source: OCBC Bank, Bloomberg
Short term Asian FX views
Currency Bias Rationale
USD-CNH /1 Expansionary fiscal policy to complement monetary loosening to support the Chinese economy; 6.8000

handle should turn into a support going forward, with spot pushing 6.9000; watch the index at 92.00 (2017
low) as the next waypoint

USD-KRW /1 Latest economic prints show lost of positive momentum; portfolio inflows stabilizing; BOK governor signalling
the need to review the accommodative policy; whipsawed by Sino-US trade developments

USD-TWD /1 Equity outflow situation flipped into net inflow territory; decreased sensitivity to the RMB complex in recent
sessions; stronger than expected growth in domestic demand in 1H

USD-INR > RBI hiked 25 bps as expected, making it two hikes in consecutive meetings; persistent outflow momentum
flipped into a net inflow situation in a rolling 20D basis; recent decline in oil prices may provide some relief

USD-SGD > Expect resistance around 1.3700 and support near 1.3600; headline and core inflation prints in-line to
stronger than expected, core inflation may hit 2.0% yoy before the MAS Oct MPS. Consolidation of the SGD
NEER above the +1.00% above parity level may further fuel suspicions of a tightening move

USD-MYR /1 BNM expected to be on hold until 2019; structurally overvalued compared to Asian peers based on foreign
reserves and current account matrics; equity outflows easing

USD-IDR /1 Bl kept the policy rate unchanged in the latest meeting, although the rhetoric remains hawkish; Bl committed
to defend the currency, although the pair may now settle north of 14,450

USD-THB /1 Case for rate hike builds, but the BOT still expected to be a laggard among the Asian central banks; current
account for June stronger than expected

USD-PHP /1 Calls for further BSP rate hikes intensifying; Moody’s maintain |G rating

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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