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

Treasury Research &
Strategy

&) ocBC Bank

Monday, July 30, 2018

FX Themes/Strategy/Trading Ideas

The broad dollar regained its footing as the European Central Bank (ECB)
policy meeting failed to surprise the market last week. US’ 2Q18 GDP growth
printed at 4.1% gog annualized, the fastest pace since 2014 but slightly below
market expectations. However, the sustainability of recent strong growth
remains uncertain. As such, the dollar index wiped out part of its gains.

With the 10-year UST bond yield hovering above 2.95%, yield differential story
may continue to allow the dollar index to oscillate in the range of 94-95. This
week, the FOMC meeting is likely to be uneventful. Market may focus more on
the meetings of Bank of England and Bank of Japan to see if any hawkish
tones from these two central banks will shrug off some upside risks for the
broad dollar.

Euro has wiped out the recent gains as European Central Bank (ECB) was not
in a rush to alter its easing bias. The ECB survey of professional forecasters
tipped Eurozone inflation to accelerate faster to 1.7% this year and next year
(previously seen at 1.5% and 1.6% respectively), albeit the growth forecast
was shaved to 2.2% (previously 2.4%) for this year and to 1.9% (previously
2%) for next year. Unless any positive data prints out of the Eurozone propel
the market to change the expectations of the ECB'’s rate hike trajectory, we
expect the EUR to keep trading in a tight range and show limited upside.

This week, all eyes will be on the meeting of the Bank of England (BOE) as
market has priced in more than 90% of probability of a 25bps rate hike.
Nevertheless, given the slowing inflation and the weak performance of some
major economic indicators, the BOE may not be too hawkish in terms of its
future rate hike plans. If this is the case, the GBP will likely remain range bound
pending for any positive news related to the Brexit.

USDJPY continued to hover around the level of 111. The JPY remains
supported as market speculates that the Bank of Japan (BOJ) will adjust the
yield curve control target in this week’s meeting. However, last week, the BOJ
intervened in the bond market twice, in an effort to keep the 10y JGB yield
around 0.1%. More notably, Japan’s inflation has remained well below the
central bank’s target. Therefore, at this juncture, we think it is premature to
expect an official change in the yield curve control target, though some
flexibility may have in the form of a wider tolerance range to the topside of the
“around 0%” target for the 10y JGB yield. Should the BOJ reiterate its easing
bias, we are wary that the JPY would erase some of its recent gains.

The rally momentums in the commodity market proved to be short-lived. With
10y UST yield hovering above 2.95%, US-Australia yield differential continued
to weigh down the prospects for the AUD. Moving forward, the weaker-than-
expected inflation for 2Q indicates that the RBA will highly likely to hold neutral
stance in the medium term. Elsewhere, should US-China trade tensions
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escalate, the AUD could see more downside risks.

The CAD has remained relatively strong compared to other G10 currencies,
mainly supported by three factors including 1) a more than 60% chance of one
more rate hike by the Bank of Canada this year, 2) positive NAFTA headlines
as well as 3) resilient oil prices. We expect the risks for the CAD tilt more to the
upside in the near term.

The latest round of RMB depreciation since mid-June was mainly driven by two
factors including trade war and China’s easing expectation. We will closely
monitor the progress of US-China trade war, which if escalating may further
weigh down on RMB prospect. However, we think the risk of chasing the
USDCNY higher is rising as RMB index (currently 92.5) is approaching the
level (around 92) which prompted China to launch the counter cyclical factor
last year.
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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 Expansionary fiscal policy to complement monetary loosening to support the Chinese economy; potential for

Sino-US trade situation to worsen; the USD-CNH back above the 6.8000 handle; watch the index at 92.00
(2017 low) as the next waypoint

USD-KRW /1 Latest 2Q GDP in line with expectations; portfolio inflows compressing; govt downgrades inflation forecasts
and growth outlook for 2018

USD-TWD /1 Equity outflows compressing, with the pace decreasing to half the highest level seen over the past month;

pair led by the RMB complex

USD-INR > Persistent outflow momentum has been curtailed, now reaching effectively neutral levels; recent decline in oil
prices may provide some relief

USD-SGD > Pair responsive to broad USD movements; 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. Further policy tightening in the Oct MPS cannot be discounted.

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; Bl committed
to defend the currency, although the pair may now settle north of 14,450.

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

USD-PHP /1 Calls for further BSP rate hikes intensifying; Moody’s maintain |G rating

Source: OCBC Bank

Treasury & Strategy Research 3



&) ocBcBank

30 July 2018 Daily FX Outlook
USD-Asia VS. Net Capital Flows
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FX Sentiment Index

ACI VS. Net Capital Flows
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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 II, as implemented in any jurisdiction).
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