X
o
@)
wd
=
-
o
X
18
Su
=
g
(=]

Treasury Research &
Strategy

Terence Wu
+65 6530 4367
TerenceWu@ochc.com

&) ocBC Bank

Wednesday, August 08, 2018

FX Themes/Strategy/Trading Ideas

The USD ended Tuesday’s session broadly weaker against the G7 currencies.
The DXY index once again turned lower after testing the top end of the
established range for the fourth time in six weeks.

With little in the way of fresh directional drivers for the broad USD, we
see little reason to chase any USD strength near the topside of the recent
range. Retain preference to trade the range in the near term.

The EUR-GBP at year-to-date highs provided lift for the EUR. This was despite
German industrial production coming in weaker than expected, following the
poor print on factory orders on Monday.

The Reserve Bank of Australia (RBA) held rates unchanged as expected. The
accompanying statement revealed reduced bullishness over the Chinese
economy. Nevertheless, the AUD gained in the aftermath on short-covering
action and improved inflation guidance in 2019 and 2020.

Our view that the RBA is a relative laggard in the rate hike cycle is not shaken
by this policy meeting. Any improvements in inflation and other domestic
indicators should be offset by the softening of the Chinese domestic economy
and the worsening Sino-US trade relations. Thus, we think it is difficult for
the RBA to signal any shift in its stance into the end of the year. Stay not
constructive on the AUD on a structural horizon.

Elsewhere in the central bank space, the Bank of Japan (BOJ) Summary of
Opinions revealed broad-based support for introducing flexibility to the yield
target. One comment placed at long term vyield target at 0.25%. This
corroborates with the Reuters report yesterday that the BOJ board is in favour
of higher rates, subjected to better economic prints. Expect calls for BOJ
tightening to intensify once economic indicators show improvement,
though that might be a tall order for now.

For today, watch for comments by the Fed’s Barkin (1245 GMT) and the
Reserve Bank of New Zealand’s (RBNZ) policy decision (2100 GMT).
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Asian FX

Firmer US/EU/EM equities overnight supported overall risk sentiments for
today. Our FX Sentiment Index (FXSI) edged closer to the Risk-On threshold,
while remaining within the Risk-Neutral area.

China’s foreign reserves held steady in the latest print. This at least reflects
that the PBoC is not actively holding back CNY depreciation through the
reserves. Nevertheless, note increasing activism from the PBoC’s part, with the
latest action being a meeting with major lenders. The central message was to
discourage “herd behavior” in chasing the USD-CNY higher. Note that the
possibility of a re-introduction of the counter-cyclical factor was also broached
in the meeting.

On the trade front, the next set of tariffs on US$16bn worth of Chinese goods
will be imposed on 23 August. Meanwhile, the latest print of Chinese trade data
were firmer than expected. This print covers the period when the first round of
import tariffs was imposed, and should be the first indication of its direct impact
on the Chinese economy. The stronger than expected print on export data
should allay any immediate fears of the tariffs’ impact on the Chinese
economy.

In terms of Asian net portfolio flows, the latest print reflects strong bond
inflows into South Korea. Meanwhile, bond inflow into India and Indonesia
continued its recent strong run.

Overall, with the latest trade data release, any immediate concerns over
the trade war’s impact on China should be allayed. Expect positive risk
sentiments and RMB stability to carry Asian currencies higher intra-day
and perhaps into the end of the week.

Watch for Bank of Thailand (BOT) policy decision (0705 GMT) today. We
expect them to be on hold.

SGD NEER: The SGD NEER firmed again to +1.16% above its perceived
parity level (1.3793) this morning, with the NEER-implied USD-SGD thresholds
marginally weaker. Expect the +0.90% (1.3670) and +1.30% (1.3617)
thresholds to mark extremes in the intra-day range.

CFETS RMB Index: The USD-CNY mid-point was set lower, by less than
expected, at 6.8313 compared to 6.8431 on Tuesday. The CFETS RMB Index
firmed marginally to 92.62, compared to 92.60 previously.
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CFETS NEER vs. USD-CNY mid-point Asian CurrencyIndex
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Short term Asian FX views
Currency Bias Rationale
USD-CNH — PBoC continues to take steps to contain near term depreciation of the RMB complex; PBoC senior advisor

labelled the 7 handle as a hard to break “psychological barrier” for the RMB; latest trade data shows allays
any immediate concern of the trade war on the Chinese economy

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

USD-TWD — Equity outflow situation flipped into net inflow territory; stronger than expected inflation print offset by weaker
export growth

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; strong inflow

momentum into bonds

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 - Inflation accelerated further; BSP rate hike this week expected, with some expectation for a 50 bps move;
Moody’s maintain IG rating

Source: OCBC Bank
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USD-Asia VS. Net Capital Flows
South Korea Taiwan
10000 1045 4000 29.0
1065
8000 3000 29.5
1085 2000
6000 300
1105 1000
4000 1125 0 30.5
1145
2000 -1000 31.0
1165
-2000
0 1185 315
1205 3000
-2000 2000 32.0
1225
-4000 -5000 325
i 1 g g $ 3 & 5 5 5 5 ® ] %
[ T . L pil ! . W~ S
g R ¥ o) $ R ¥ = g E b s z El
I NFB: Bond & Eq 20DRS ~ ——USD-KRW B NFB: 20d RS —— USD-TWD
India Indonesia
63.0 13100
11000 5000
9000 64.0 13300
3000
7000 65.0 13500
5000 1000
66.0 13700
3000
-1000
1000 67.0 13900
-1000 R
68.0 3000 14100
-3000
X -5000
5000 69.0 14300
-7000 70.0 -7000 14500
5 g 3 3 2 2 3 5 5 5 5 e £ ]
L-C“ é' E g E é:" 3 _‘g (é_ § g L‘éﬂ é‘ §
B NFB: Bond & EQRS20D  —— USD-INR B Bond & Equity: 20DRS  —— USD-IDR
Philippines Thailand
600 49.0 - 30.8
2500
495
400 500 2000 - 318
505 1500
200 1000 L 328
51.0
500
0 51.5 3338
52.0 0
-200 525 500 - 3438
-1000
400 53.0 |
535 -1500 358
-600 54.0 -2000
5 5 3 5 8 = 3 5 % 5 5 s = o=
5 g 2 8 8 g E 8 2 2 8 s 2 2
I NFB: RS20 —— USD-PHP I Net bond & equity WTD RS20 —— USD-THB
Malaysia
1500
1000
500
0
-500
-1000
-1500
-2000

Source: CEIC, Bloomberg, OCBC Bank

~ ~ ~ ~ =] 0 00

g g 5 5 7 < o

g g E 8 5 s E
I Equity 20DRS  —— USD-MYR

Treasury & Strategy Research



8 August 2018

Daily FX Outlook

&) ocBcBank

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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