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FX Themes/Strategy/Trading Ideas — The week ahead

The dollar ended mixed on Friday as US equities bounced higher (despite
earlier losses in Europe and Asia). Markets may however step into this week
slightly undecided and trading off risk appetite cues in the interim. Note that
our FXSI (FX Sentiment Index) jumped further into Risk-Off territory on
Friday.

On the CFTC front, large non-commercial accounts pared their net implied
short dollar bias in the latest week but leveraged accounts and asset
managers increased their net short dollar bias instead. This misstep by the
latter two groups of accounts may partially account for the subsequent
weakening of the majors in the course of the week. Going ahead, note that
the community (at least as captured by the CFTC numbers) remains
inherently short the USD in aggregate, potentially leaving space for further
capitulation (i.e., weaker majors) if risk aversion rears its ugly head again
this week.

This week, apart from the fairly packed global data stream (including US CPI
and PPI readings), the Fed’s Mester is scheduled to speak on Tuesday while
ECB appearances are penciled in Wednesday-Friday. Elsewhere, the RBA’s
Ellis is scheduled for late Monday at 2150 GMT and on Thursday, investors
will be on the lookout for RBA governor Lowe’s semi-annual testimony to the
House Economic Committee. On other fronts, the Bank of Canada’s
Schembri is expected to speak on Thursday while the BOE’s Vlighe (0930
GMT) and McCafferty (1630 GMT) are on tap today.

On the US fiscal front, with the government shutdown now last week’s story
after Congress and President Trump put into motion a temporary spending
bill on Friday, the White House is expected to unveil the 2019 fiscal budget
plan on Monday.

US curve developments this week may hinge on the US inflation readings
while it remains to be seen if the broad dollar will finally respond to favorable
rate differential dynamics.

Meanwhile, the DXY managed to hold above 90.00 into the end of the week
and its remains to be seen if volatility and risk aversion will continue to
detract from underlying dollar dynamics or the implications of differing central
bank postures. In addition, markets will be on the lookout for any aggravated
contagion from potential equity volatility seeping into FX space, with the
latter “relatively” insulated in the past week. Structurally, the commodity
complex also settled lower in the past week and this may continue to cast
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doubt discretionary positive appetite towards the cyclicals/EM FX.

With the crude complex continuing to capitulate and the environment for risk
still likely inhospitable in the near term, we undertake a tactical long USD-
CAD. From a spot ref of 1.2600 on Friday, we target 1.2855 and place a stop
at 1.2470.

Asian FX

EM equities managed to stabilize on Friday but capped off a week of
weakness and investor caution may continue to prevail at the onset of the
week. Expect downside for the ACI (Asian Currency Index) to be relatively
limited in the interim.

EPFR data meanwhile denoted a substantial fall-off in implied equity net
inflows into Asia (ex-Japan, China) in the latest week, while implied bond
flows saw an increase in net outflows. With respect to actual net portfolio
inflows, note that the IDR, PHP and the THB are sitting in a net outflow
environment (on a 20-day rolling basis) while the other regionals (KRW,
TWD, and MYR has seen net inflows dented significantly ion the same
period. To this end, expect the INR to continue to potentially outperform in
the near term given that net inflows (compared to its peers) have been
relatively more resilient amid the recent global asset market volatility.

On the Asian calendar, the Bank of Thailand and Bank Indonesia are
expected to remain static at their policy meetings respectively on
Wednesday and Thursday respectively. We expect both central banks to be
sufficiently guarded in their prognosis, being careful not to incite hawkish
expectations. As it stands any hawkish posture from Asian central banks
currently remain more an exception than the norm. Meanwhile, China’s
January monetary aggregates are due this week.

SGD NEER: The SGD NEER is slightly firmer this morning at around -0.07%
below its perceived parity (1.3249) with NEER-implied USD-SGD thresholds
easier on the day. We look potentially to a +0.10% (1.3236) to -0.30%
(1.3290) for the NEER intra-day. Technically, the 55-day MA (1.3328) may
continue to cap.
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CFETS RMB Index: This morning, the USD-CNY mid-point fell (as largely
expected) to 6.3001 from 6.3194 last Friday. This took the CFETS RMB
Index higher to 97.16 from 96.92. Going ahead, we continue to expect
some consolidation towards 97.35-97.50 for the Index.

CFETS NEER vs. USD-CNY mid-point

105 A - 6.90

100 A
- 6.70

95 - 6.60
- 6.50
90
- 6.40
85 - I 6.30

80
r 6.10

75 T T T T T T T T
1/1/10 1/1/11 1/1/12 1/1/13 1/1/14 1/1/15 1/1/16 1/1/17 1/1/18

——CFETS RMB Index =~ —— USD-CNY Fix

Source: OCBC Bank, Bloomberg

Treasury & Strategy Research



12 February 2018

_ &) ocBcBank
Daily FX Outlook

USD-Asia VS. Net Capital Flows
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Inception B/S Currency Spot Target Stop/Trailing Stop Rationale
TACTICAL
1| 09-Feb-18 B USD-CAD 1.2600 1.2855 1.2470 Softer crude and fragile appetite
towards the cyclicals
STRUCTURAL
2 | 19-Jan-18 B EUR-USD 1.2274 1.2865 1.1975 ECB likely to alter its forward
guidance into the spring
3| 31-Jan-18 S USD-JPY 108.67 102.35 111.85 Market fixation on USD weakness,
despite mitigating factors and the
BOJ
RECENTLY CLOSED TRADE IDEAS
Inception Close B/S  Currency Spot Close Rationale P/L (%)*
1 [21-Nov-17  09-Jan-18 S USD-SGD 1.3561 1.3345 Little contagion in geopolitical +1.56
risks, sanguine portfolio inflow
environment,USD fragility
2 |09-May-17  12-Jan-18 B GBP-USD 1.2927 1.3700 USD skepticism, UK snap elections,  +4.71
positioning overhang, hawkish
BOE?
3 |27-Nov-17  26-Jan-18 B GBP-USD 1.3344 1.4135 Investors may imputeBrexit talks in ~ +5.56
December. Prevailing USD
weakness.
4 |16-Jan-18 02-Feb-18 S USD-SGD 1.3230 1.3175 Heay dollar, positive risk appetite, +0.39
SGD NEER not excessively strong
5 [15-Jan-18  07-Feb-18 B EUR-USD 1.2199 1.2305 "Hawkish" ECB expectations, +0.72
positive German poloitical news
flow
**of notional
Source: OCBC Bank
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