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Market Themes/Strategy/Trading Ideas — The week ahead

Despite softer UST yields (US Dec CPI readings were as expected at -0.1%
mom), the majors ended mixed against the USD on Friday while the DXY
managed to reclaim the 95.50 handle. The GBP-USD meanwhile managed to
firm on media reports that the Brexit deadline may be delayed.

Despite flattish EZ/US equities, the antipodeans still outperformed across the
board. The FXSI (FX Sentiment Index) inched higher within Risk-Off territory,
essentially reversing five consecutive sessions of improving risk sentiments.

We expect USD vulnerability to continue to serve as the background
narrative at the onset of the week. On this front, we look to a supported
AUD-USD and a heavy USD-JPY as relatively more enduring themes to kick-
start the week pending news flow in the coming sessions.

For Fedspeak this week, watch in particular for voters George (Tue) and
Williams (Fri), while the ECB’s Draghi is due to present the ECB’s 2017
Annual Report on Tuesday and his accompanying comments make shed more
light on the EUR’s near term prospects. On the data front, watch for US PPI
later today (1330 GMT) and industrial production late week. US earnings
(especially financials) are also in focus this week and investors will be on the
lookout for any ripple effects from US equities.

In vol space, markets have continued to take implied short term USD
vulnerability (riskies) in its stride with short end (1M) implied vols for the AUD-
USD and USD-JPY attempting to correct lower post the recent flash crash.

The GBP however may remain under the spotlight with the Parliamentary vote
on the Brexit bill all but expected to fail on Tuesday with myriad of potential
subsequent outcomes at this stage including revoking Article 50 (i.e., no
Brexit), delaying the Brexit deadline, holding a second referendum, not to
mention a no confidence vote. Note that with vol premia along the entire curve
is still elevated from late 2018 and the ATM curve still inverted.
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CFETS NEER vs. USD-CNY mid-point
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Asian Markets

The RMB made gains on the USD throughout last week and despite a report
indicating official discomfort with undue RMB strength, we expect the CNH to
continue to set the pace for the region. Note also that short-end vols have
picked up rapidly in the latter half of last week and we’d continue to monitor for
further infection of the riskies out towards the 3M tenor. Meanwhile, expect that
the SGD, THB, and IDR may remain more amenable to USD weakness.

With the possible exception of India and Singapore, long-end govie yields in
Asia meanwhile may also remain oriented south multi-session as global
deceleration concerns continue to hum in the background.

On the EPFR front, net implied equity inflows into Asia (excl Japan, China)
surged in the latest week while net bond flows also flipped to a net inflow
balance from an outflow the previous week. These moves were also mirrored
in EM space at large. In terms of actual portfolio, South Korea continues to
benefit from healthy (albeit moderating) net bond inflows, and an uptick in
equity inflows. Taiwan continues to experience a contraction in net equity
outflows. For India, net equity flows flipped to a net outflow balance, and
coupled with a net small bond inflow environment, leaves the aggregate flows
at neutral. Indonesia is sitting on a pile of net bond inflows, while Thailand
continues to experience net bond outflows, with net equity flows still at a small
negative.

Looking ahead, China’s December monetary aggregates are due this week.
Bank Indonesia is expected to remain static at its policy meeting on Thursday.

SGD NEER: The SGD NEER softened further to start the week, standing at
1.71% above its perceived parity (1.3750), with NEER-implied USD-SGD
thresholds also marginally softer.

CFETS RMB Index: The USD-CNY mid-point was fixed lower than expected at
6.7560, compared to 6.7979 last Friday. The CFETS RMB Index jumped higher
again to 93.88 from 93.35 in response. The low fix this morning may have put
to rest (for now, at least) any concerns over the pace of RMB appreciation.

Asian Currency Index
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Short term Asian FX/bond market views

USD-Asia | 10y govie (%) | Rationale

China l l Monetary and fiscal policy expected to be unambiguously accomodative. PBOC cuts
RRR in Jan. Onshore 7-day repo stabilized in the latest week. Central Economic Work
Conference in Dec 2018 and subsequent official communication indicate potential for
increased policy accomodation in 2019. PBOC’s quarterly monetary policy report
sounded accommodative. Nov monetary aggregates indicate some stabilization after the
recent deterioration. Official and Caixin Dec manufacturing PMIs dip into contraction
territory. Dec CPI/PPI decelerate further.

S. Korea (_)Ii > BOK hiked 25bps as expected in Nov; characterized as a one-off dovish hike by
markets. 3Q GDP and Oct industrial production readings came in lower than expected.
Dec CPI softer than expected at 1.3% yoy but core held at 1.3% yoy, BOK expects softer
crude to impinge on price pressures. Dec exports go into contraction at -1.2% yoy. Dec
manufactuirng PMI firms to 49.8 from 48.6. Nov current account surplus shrank to lowest
level since April. Govie and NDIRS curves firmer on the week.

Taiwan > PEEN CBC static at 1.375% in Dec 2018. CBC governor ambivalent on the benchmark rate.
Some CBC members looking towards policy normalization to afford the authority
eventual downside wiggle room. Dec manufacturing PMI drops to 47.7. Price pressures
soften and Dec CPI surprises with a -0.05% contraction.

India «—> <_>/T A miss on Nov CPI adds on to the softer than expected 3Q GDP print. RBI static in Dec,
with accompanying rhetoric signaling a pull back of rate hike expectations if inflation
does not materialise (inflation forecasts revised lower). Fiscal concerns may however
continue to prop up bond yields. Dec manufacturing PMI slips to 53.2 from 54.0; Nov
industrial production disappoints on the downside. General elections in Apr/May may
increasingly come into focus. Rebound in crude adds negative pressure on the INR and
govies.

Singapore l (_)/T With the SGD NEER remaining near its upper boundary, expect declines in the USD-
SGD to track broad USD weakness, and not explicit SGD strength. 4Q GDP surprises on
the downside at 1.6% saar, though 3Q GDP was revised higher to 3.5% saar.

Malaysia l i The mid-term review of the 11th Malaysia Plan saw growth forecasts downgraded and
with the previous plan to achieve a balanced budget by 2020 scuppered, replaced by an
projected -3.0% deficit. BNM static in November,highlighting the drag from the fiscal
front. Frosty market reception to the latest budget announcement (significantly larger
than expected 2018 budget deficit penciled in). Dec manufaturing PMI falls to 47.7 from
48.4. Nov export growth decelerates sharply to +1.6% yoy.

Indonesia l <« Nov 2018 hike was positioned as a pre-emptive move to keep pace with (or stay slightly
ahead of) the Fed in terms of normalization path. Bl governor notes that the benchmark
rate is already near its peak and we think this may continue to prove supportive for
bonds. Dec CPI readings came in mixed with core firming slightly to 3.07% but headline
subdued and softer at 3.13% yoy. Elections slated for 17 April 2019.

Thailand l PERN BOT governor reiterates accomodative policy is still important, perhaps highlighting a
shift back to a neutral stance after the 25bps hike in Dec 2018. Stronger than expected
Oct exports offset weak 3Q GDP. Dec headline and core inflation softer than expected
while manufacturing PMI picked up to 50.3. General elections scheduled for 24 Feb
2019.

Philippines l BSP remained static in Dec as expected with the BSP highlighting receding inflation
pressures (inflation forecast revised lower). 3Q GDP prints below expectation on slower
consumer spending. BSP static in December. Dec manufacturing PMI weakens to 53.2
from 54.2. Dec CPI softer than expected at +5.1% yoy.

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 I1I”), 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
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