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FX Themes/Strategy/Trading Ideas — FX forecast refresh

The USD saw gains against all G7 and Asian currencies overnight, although
gains were pared during the NY session. US PMI and ISM manufacturing prints
came in above expectations. Note some risk-on/risk-off dynamic in play, with
stabilizing US equities and positive political news from Germany causing an
easing of risk sentiments, and a consequent sell-off in the broad USD during
the NY session.

Continue to expect risk sentiments to muddle along in a state of worry, but not
boil over into panic mode. Our FX Sentiment Index (FXSI) inched higher
towards the Risk-Off zone, but stayed outside that level for the tenth
consecutive session.

Note that much of the risk plays in the past week is centred on long-end US
Treasuries, rather than usual suspects like the USD-JPY. The 10y and 30y
UST vyields have nudged lower, while the USD-JPY headed in the opposite
direction. With the USD-JPY trending higher, selling the JPY-crosses may
be a better way to reflect the still-dominant risk-off tone.

The GBP remains pressured on the lack of positive Brexit-related headlines. At
this juncture, we still prefer to sell the GBP-USD and EUR-USD on rallies,
at least until the FOMC minutes on Thursday.

The Reserve Bank of Australia (RBA) policy decision is scheduled today (0430
GMT). We expect it to hold rates unchanged at 1.50%. We reiterate that we
think the RBA is one of the relative laggards (together with RBNZ and BOJ) in
the pace of policy normalization within the G7 central banks. We do not
expect the AUD to be given a sustained boost by the RBA today.

Apart from the RBA, the central bank calendar is light today with only ECB’s
Praet scheduled at (1600 GMT). On the data front, watch for Eurozone retalil
sales (0900 GMT) and US factory orders (1400 GMT).
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Asian FX

Asian currencies were led lower this morning by the depreciating RMB
complex. This came despite the PBoC fixing the USD-CNY midpoint below the
market consensus (although within our expectations). At this stage, there is a
concern that the rapid, one-way depreciation in the RMB complex may be
picked up by the White House as an unfair trade practice. This may open up
the currency front in the trade war, just as we head into the imposition of import
tariffs.

Note that we have hit the first key waypoints (USD-CNY above 6.70,
CFETS RMB Index at 95) that we think will stir a more concerted
intervention by the PBoC in reducing the pace of depreciation. Keep a
close watch on this front to decipher RMB movements going forward.

In terms of Asian portfolio flows, equity outflows returned to most tracked
economies in the latest reading. Taiwan continues to be the most negatively
affected on this front, with outflows still accelerating. Note that the USD-TWD
has risen in tandem to the outflows. Outflows also continued to pick up in
Thailand, although in a less intense pace compared to Taiwan. Bond outflows
also intensified in Indonesia in the latest reading, with the rapid rate hikes by
Bank Indonesia (BI) doing little to support foreign bond demand. Bond inflows
into South Korea continues to be the only bright spot.

EPFR data shows a doubling of the pace of implied bond outflows in the latest
week. Implied equity outflows eased compared to the previous week, but
remain at elevated levels.

Overall, the RMB depreciation is still showing no signs of exhaustion, and is
casting a drag on Asian currencies as a whole. We see continued upside
pressure on the Asian Currency Index (ACI) in this context.

SGD NEER: The SGD NEER is standing around +0.20% above its perceived
parity level (1.3743) this morning. The NEER-implied USD-SGD thresholds
were higher after a recovery in broad USD on Monday. The parity (1.3743) and
+0.40% (1.3688) thresholds should limit the pair's movement intra-day. Note
that the 1.3700 handle was broken this morning on the back of an abrupt move
in USD-CNY. If there is no action by the PBoC to limit the pace of depreciation,
we may see the USD-SGD sustain over 1.3700.

CFETS RMB Index: The USD-CNY mid-point was set higher, within
expectations, at 6.6497 compared to 6.6157 on Monday. The CFETS RMB
Index weakened to 95.10, compared to 95.35 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 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; we have hit the first key waypoints (RMB index at 95,
USD-CNY at 6.70) for possible intervention, watch to see if there are firmer actions by the PBoC
USD-KRW 1 Net portfolio inflows remain at healthy levels; may suffer significant collateral damage if Sino-US trade war
escalates; headline economic prints, latest being PMI and inflation, still weak for South Korea
USD-TWD 1 Equity outflows intensifying; pair led higher by the weakening RMB complex
USD-INR /1 Higher oil prices continue to pressure; RBI ease foreign ownership caps on government bonds while using
OMO to support the local bond market
USD-SGD 1 SGD NEER supported near parity, unlikely to sustain under parity; pair responsive to broad USD movements
USD-MYR 1 Shifts in policy direction under PH government may spur re-assessment of asset markets; pair may grind
towards 4.10 after moving clear of 4.00
USD-IDR 1 Surprise 50 bps hike; coordinated effort by the government and Bl may limit USD-IDR gains, but will not
fundamentally reverse the trend; latest inflation prints mixed, near bottom end of Bl tolerance band
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; latest inflation prints mixed
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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FX Forecasts

Spot Jul-18 Sep-18 Dec-18 Mar-19
USD-JPY 110.89 111.45 112.31 112.95 113.42
EUR-USD 1.1655 1.1558 1.1456 1.1655 1.1908
GBP-USD 1.3177 1.3067 1.2981 1.3207 1.3395
AUD-USD 0.7379 0.7282 0.7230 0.7355 0.7472
NZD-USD 0.6770 0.6640 0.6576 0.6734 0.6892
USD-CAD 1.3168 1.3293 1.3391 1.3059 1.2848
USD-CHF 0.9918 0.9969 1.0020 0.9889 0.9735
USD-SGD 1.3646 1.3718 1.3776 1.3797 1.3596
USD-CNY 6.6351 6.6836 6.7135 6.6884 6.6353
USD-THB 33.13 33.40 33.54 33.48 32.87
USD-IDR 14355 14488 14547 14533 14508
USD-MYR 4.0398 4.0557 4.0831 4.0723 3.9971
USD-KRW 1118.15 1131.87 1140.20 1147.65 1133.30
USD-TWD 30.456 30.680 30.836 30.943 30.550
USD-HKD 7.8458 7.8474 7.8486 7.8465 7.8430
USD-PHP 53.39 53.74 53.93 53.65 53.27
USD-INR 68.44 69.12 69.59 69.99 69.57
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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 II, as implemented in any jurisdiction).
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