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Firm US retail sales and higher 10y UST yields did not provide support for the
USD overnight, as it weakened against G7 counterparts, with the exception of
the AUD. We think this move is likely on the back of a position-lightening move
ahead of Powell’s testimony to Senate (1400 GMT).

We look for Powell’s testimony to potentially give a new catalyst for
broad USD directionality. Overall, we expect him reiterate the recent
“gradual further increases” rhetoric amid strong growth, low
unemployment and an uptick in inflation. There appears to be limited
justification for him to project a more hawkish picture than this. Thus, the
balance of risks may be for him to under-deliver on market expectations,
especially in light of the impact of trade tensions and the flattening yield
curve.

Note that Kashkari (non-voter) is the latest to raise concerns about the
flattening yield curve. He joins the list that includes Bostic (voter), Bullard and
Kaplan (both non-voters). A growing number Fed officials becoming concerned
may eventually shift the discussion dynamics within the FOMC. At this stage,
we may not be at the stage whereby yield curve discussions seriously impinge
on the rate hike path, but this has definitely emerged as a potential risk event
to the current rate hike expectations at the Fed.

Elsewhere on the G7 space, note also that the New Zealand CPI print missed
expectations, raising questions of a possible rate cut in the Reserve Bank of
New Zealand’s (RBNZ) next policy move. Meanwhile, the latest RBA minutes
show that the central bank is largely on a holding stance. At this juncture, we
continue to view the RBNZ and RBA as relative laggards in the normalization
path, potentially impinging on NZD and AUD prospects in the structural
horizon.

On the central bank calendar, watch also for comments from the BOE’s Carney
(0800 GMT). On the data front, watch for US industrial production (1315 GMT)
and UK unemployment rate (0830 GMT).
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Asian FX

A mixed to weaker showing from US/EU/EM equities overnight did little to sap
risk appetite. Overall risk sentiments still appear sanguine, with our FX
Sentiment Index (FXSI) remaining essentially static in the middle of the Risk-
Neutral zone.

With no further developments on the trade front, continue to watch the
broad USD and the RMB complex as a guide for Asian FX. With the broad
USD under some pressure ahead of the Powell testimony, expect the
Asian Currency Index to stay flat to lower intra-day.

In terms of Asian portfolio flows, note that a decline in bond inflow
momentum has crimped overall inflow momentum in South Korea, although an
increase in equity inflows negated the effect somewhat. Equity outflow
momentum from Taiwan is also seen turning from extended levels, although it
is still too early to call a bottom for now. Meanwhile, in South Asia, both bond
and equity outflows from India are compressing. In Thailand, we note that the
worsening in bond outflow momentum outweighed the recent improvement in
equity flows.

SGD NEER: The SGD NEER is again firmer this morning, standing at around
+0.81% above its perceived parity level (1.3727). The NEER-implied USD-SGD
thresholds were weaker on USD weakness overnight. Intra-day, expect the pair
to consolidate within the +0.50% (1.3659) and +0.90% (1.3605) thresholds.
Retain a preference to sell on rallies at this stage. Singapore NODX printed
weaker than expectations this morning, with electronics exports being the main
drag. Expect NODX momentum to ease into 3Q18 as the electronics sector
remain lackluster.

CFETS RMB Index: The USD-CNY mid-point was set higher than our
expectations at 6.6821 compared to 6.6758 on Monday. The CFETS RMB
Index eased to 94.54, compared to 94.67 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 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 /1 Portfolio inflows compressing; 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 /1 Equity outflows intensifying; pair led by the RMB complex; impending TSMC dividend payment may drive
the pair higher

USD-INR 1 Slower-than-expected inflation may relieve pressure on the RBI to hike; RBI ease foreign ownership caps on
government bonds while using OMO to support the local bond market

USD-SGD > 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 Bl policy decision in focus this week, recent rhetoric suggest a continuation of hawkish trajectory; efforts by
the government and BI will limit USD-IDR gains, but will not reverse the trend; USD-IDR settling within
14,300-14,450 range.

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
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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).

Co.Reg.no.:193200032W

Treasury & Strategy Research 7



