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A risk positive tone returned as trade tensions eased due to a perceived
moderate response from China in the face of the potential threat of additional
tariffs. Commodity currencies outperformed, while JPY and CHF weakened the
most against the USD.

Comments from Fed’s Powell overnight noted a “rising level of concern” over
the trade tensions, and signaled the possibility of the Fed facing a period of
rising price pressures amid slowing growth due to trade. Note that this is the
opposite problem compared to the previous years, which saw rising growth but
stagnant inflation. At this juncture, we still expect the US rate hike path to
be on track for a September hike, allowing for the optionality for a fourth
hike in December. The Monetary Policy Report to Congress later today, and
the testimonies by Powell early next week should be closely watched to glean
Fed intentions, especially in response to trade issues.

In-line to weaker-than-expected economic prints in the Eurozone this week,
and in comparison to firmer US prints, continued to douse any attempts by the
EUR to generate upside momentum. Nevertheless, this has not dampened the
improvement in our EU Macro Surprise Index (MSI) on a 3M basis. This should
keep dips in the EUR relatively shallow from current levels.

Despite not acting like a haven when risk-off sentiments hit, the revival of risk
appetite lifted the USD-JPY and JPY-crosses, taking out shorts placed earlier
in the week. It bears the question of why this atypical, one-directional
relationship to risk. One view suggests that it is difficult to buy the JPY against
the USD on a secular basis due to the wide yield differentials. We have our
reservations on this view, noting that the yield gap is on a downtrend alongside
lower UST vyields, and that the USD-JPY has previously been seen dipping
amidst rising yield gaps. At this stage, prefer to be patient on the USD-JPY
as it approaches its year-to-date highs, pending further assessment.

Overall, expect the risk-on/risk-off dynamic to dominate into the end of
the week, as we await further directional cues on the broad USD.

On the central bank front, watch comments for Fed’s Bostic (1630 GMT), a
voter on the FOMC this year who previously mentioned that he is leaning
towards three hikes in 2018.
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Asian FX

Positive US/EU equities and EM FX supported risk sentiments overnight. Our
FX Sentiment Index (FXSI) dipped again towards the Risk-Neutral zone.
Overall, negative market reaction towards the latest round of tariff threats
appears relatively short-lived.

We continue to note a selective improvement in the Asian portfolio flow
situation this week, although it is as yet insufficient to turn the overall outflow
momentum. Outflow momentum from Taiwan has started to exhibit some
consolidation, after hitting historically elevated levels. The latest reading saw
equity and bond inflows into both India and Indonesia, although it is still early
days before we can see a material compression of outflow momentum in these
countries. However, note that inflow momentum in South Korea has been
compressing this week.

The impact, thus far, of the latest round of trade provocations on the
Asian Currency Index (ACI) is relatively muted. The RMB complex looking
contained in the near term after a knee-jerk lower perhaps imparted some
stability to the Asian currencies. Expect the ACI to edge lower to end the
week.

Thailand: The Bank of Thailand stepped in to limit declines in the THB after
the currency hit nine-month lows. Thai officials had previously sounded
comfortable with THB declines. Expect the pace of decline in the THB to ease
going forward.

South Korea: The Bank of Korea (BOK) held rates unchanged in the latest
policy meeting, although there is one dissenter in favour of a rate hike. The
governor also looked comfortable with the depreciating KRW, with limited
evidence of support seen from the BOK. Overall, we think the presence of one
dissenter possibly highlights a shift in sentiment in that direction within the
committee.

SGD NEER: The SGD NEER is holding stable this morning, standing at around
+0.72% above its perceived parity level (1.3733), on firmer NEER-implied
USD-SGD thresholds. Intra-day, the +0.50% (1.3665) and +0.90% (1.3610)
thresholds should continue to hold. Singapore 2Q GDP came in weaker than
expected at 3.8% yoy.

CFETS RMB Index: The USD-CNY mid-point was set marginally higher at
6.6727 compared to 6.6726 on Wednesday. The CFETS RMB Index firmed to
94.78, compared to 94.67 previously. At this stage, the 94.00 level on the index
should limit any near term decline in the RMB complex.
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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 > A near term top may have been established in the USD-CNH and USD-CNY; the CFETS RMB Index at
94.00 may limit declines in the RMB complex in the near term

USD-KRW > Net portfolio inflows remain at healthy levels; may suffer significant collateral damage if Sino-US trade war
escalates; growth outlook downgraded in the latest policy meeting, although the presence of one dissenter in
favour of rate hikes may signal a shift in that direction.

USD-TWD — Equity outflows intensifying; June export print weaker than expected; pair led by the RMB complex

USD-INR 1 RBI ease foreign ownership caps on government bonds while using OMO to support the local bond market

USD-SGD > SGD NEER comfortable again within the +0.20% to +0.60% above parity zone; pair responsive to broad
USD movements; expect resistance around 1.3700 and support near 1.3500

USD-MYR /1 Easing political tensions as new government settles into the role; structurally overvalued compared to Asian
peeers based on foreign reserves and current account matrics

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 Case for rate hike builds, but the BOT still expected to be a laggard among the Asian central banks; bond
outflows re-asserting; intervention by the BOT to limit declines in the THB

USD-PHP /1 June inflation print exceeded expectations, surprising even the BSP; rate hike pace may accelerate with
inflation still not within control; PHP remains pressured due to intensifying outflows

Source: OCBC Bank
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USD-Asia VS. Net Capital Flows
South Korea Taiwan
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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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