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FX Themes/Strategy/Trading Ideas — The week ahead

The broad USD sank on Friday after Powell’s speech at Jackson Hole and the
reinstatement of the counter-cyclical factor in the USD-CNY midpoint fixing.
The AUD outperformed as investors look past the political upheavals, while the
JPY underperformed the rest of the G7 currencies.

Prior to Powell’s speech, we highlighted that it was more likely for Powell to
surprise on the dovish side, rather than on the hawkish side. Indeed, while he
reiterated the existing Fed stance (“gradual process of normalization remains
appropriate”), he nuanced it with the observation that there is “no clear sign of
an acceleration (in inflation) above 2%”. This was taken as a dovish tilt.

On a longer term perspective, Powell highlighted the twin dilemmas of
“needlessly shortening the expansion” versus “risking a destabilizing
overheating”, and then presented a “risk-management strategy”. Overlay this
with the fact that we will see a press conference after every FOMC meeting
next year, we may see a situation whereby the FOMC decides on its action
based on the balance of risks presented by the latest data (with core PCE
inflation first among equals among the economic indicators) prior to each
meeting, before using the press conference to explain that decision.
Therefore, the key horizon to consider in 2019 may be the intra-meeting
period, meeting after meeting, rather than the year-ahead number of
hikes shown in the dot plots.

For now, the question is how long the USD sell-off will persist post-Jackson
Hole. The level to eye is the 55-day MA for the DXY index, which nests just
south of the 95.00 handle. Movements around that level should dictate broad
USD directionality up till the core PCE inflation print on Thursday, which should
provide another opportunity for re-assessment. More importantly though, we
think the speech itself may not be sufficient to spark a sustained
downtrend in the USD. For one, implied probabilities for the potential
December rate hike remains static, suggesting that the market expectations of
the Fed’s trajectory has not shifted significantly (yet).

On the CFTC front, leveraged accounts continue to build on their implied long
USD positions, while the asset managers pared their implied short USD
positions. At this point, the implied long USD positions for the leveraged
accounts stand at almost 2 S.D. above the average. We continue to watch for
excuses that may spark an unwind in these positions.

Post-Jackson Hole, the central bank calendar is relatively quiet this week, with
ECB’s Praet (Tue), De Guindos (Fri) and BOJ's Suzuki (Wed) scheduled. On
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the data front, watch for German IFO today (0800 GMT). Later in the week,
watch for US 2Q GDP revision (Wed) and PCE core inflation (Thu).

Asian FX

China-watching will be key again this week, as the PBoC announced the
reinstatement of the counter-cyclical factor (CCF) in the daily midpoint fix. This
should set a strong directional cue for the RMB complex in the near term.
Further out, apart from the broad USD direction, much will have to
depend on the performance of the domestic Chinese economy. A
sustained slowdown may cause RMB weakness to slowly seep in again,
while a recovery should put the 7.00 handle out of sight quickly.

Nevertheless, expect the EM Asian currencies to draw support from the
RMB complex in the near term. With the USD also nursing wounds from
Jackson Hole, we expect the Asian Currency Index (ACI) to ease lower
intra-day. Further out, the spectre of trade war still looms.

Amongst the EM Asian currencies, we expect the THB to benefit the most in
any upswing afforded by RMB stability and USD weakness. Recent strong
economic prints have allowed the Bank of Thailand (BOT) to signal a shift
away from its excessively accommodative policy stance. We look for at least
one rate hike from the BOT before the year-end. In terms of portfolio flows,
even though Thailand experienced equity outflows in line with other Asian
economies post-Turkey, it was offset by strong bond inflows. This allowed the
inflow momentum on a rolling 20-day basis to remain on the upside, in contrast
to the rest of the Asian economies. This should provide further tailwinds for the
THB.

In terms of Asian net portfolio flows, flow dynamics continued to improve into
the end of last week. Countries in South Asia saw improvements in bond flows,
although equity flows remained somewhat mixed. In North Asia, equity flows
for Taiwan continued to flip between inflows and outflows in an almost daily
basis. Meanwhile, South Korea continues to enjoy inflows on both the bond
and equity fronts.

SGD NEER: The SGD NEER rose to +1.19% above its perceived parity level
(1.3869) this morning, led primarily by USD and MYR weakness. The NEER-
implied USD-SGD thresholds fell alongside the broad USD. Intra-day
movements may be capped within the +0.90% (1.3691) and +1.30% (1.3623)
thresholds.

CFETS RMB Index: The USD-CNY mid-point was set lower, by more than
expected after the CCF was reinstated, at 6.8508 compared to 6.8710 on
Friday. The CFETS RMB Index edged lower to 92.65, from 92.77 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 /] Re-instatement of the counter-cyclical factor should give a clear directionality in the short term.
USD-KRW of] Expect to track RMB movements; weaker than expected unemployment print may douse rate hike
expectations; BOK meeting in focus;
USD-TWD of| Expect to track RMB movements; flow dynamics still fluid with no clear directionality
USD-INR /| Net inflow momentum in a rolling 20D basis starting to moderate; RBI intervention on the pair seemed to
ease at levels north of 70, signaling greater official tolerance in the currency
USD-SGD of| Pause in broad USD momentum cap near term advances in the pair; another firm core inflation print to fuel
speculation for a tightening move by the MAS in October, do not rule out this possibility yet
USD-MYR > BNM expected to be on hold until 2019; equity outflows easing; with 4.08 and 4.10 resistances quickly
broken, there appears to be little catalyst for MYR strengthening
USD-IDR — IDR may be more exposed to EM jitters due to widening CA deficit and high percentage of foreign ownership
in government bonds; asymmetric reaction to broad USD movements; govt looking to reduce foreign
ownership of bonds to around 20% from almost 40% now
USD-THB of] 2Q GDP firmer than expected; Bank of Thailand striking a new hawkish tone should provide support; inflow
momentum still strong
USD-PHP > BSP rate hiked 50 bps, as expected by some quarters; BSP retains a hawkish stance, ready to hike further if
inflation remains out of control

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).
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