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Market Themes/Strategy/Trading Ideas — The week ahead

Except against the CAD, the USD pulled higher against the majors on Friday
on the back of firmer US yields (10y UST at 2.7878% while key global govie
yield curves also lifted in tandem) and better than expected December US
industrial production numbers.

Further support for the USD was found on news that apparent progress was
being made (China reportedly to increase imports from the US to reduce the
trade surplus to zero by 2024) in talks ahead of Chinese vice premier Liu He’s
visit to Washington 30-31 Jan. Nice positive gains in global equities (including
in EM) on Friday saw the FXSI (FX Sentiment Index) continue to sink deeper
into Risk-Neutral territory.

The GBP meanwhile underperformed across the board as PM May remains
uncommitted to a second referendum. Note that PM May is scheduled to
appear before Parliament today to present a “Plan B” detailing the next
proposed steps ahead of a Parliamentary vote on 29 Jan 19.

At the onset of the week, the DXY may attempt to base build with the next
upside objective at the 55-day MA (96.614). At this juncture, FX space will
likely be driven by rate differential arguments imparting implicit support for the
USD. Given the overhang from the global macro deceleration, the cyclicals and
Asian FX temporarily fail to partake in any improvements in risk appetite levels
in the near term.

On the central bank front, the BOJ MPC is on Wednesday, followed by the
ECB’s Council Meeting on Thursday, with forward guidance by the latter to
hold particular interest for market participants, especially if the official economic
prognosis continues to weaken. Highlights of the data calendar this week
includes the World Economic Forum at Davos (22 — 25 Jan) and Jan
preliminary PMls (Thu).
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Asian Markets

USD-CNH firmed above 6.8000 on Friday on generalized USD strength and
expect USD-Asia to also start the week on a higher plane on Monday. China
4Q GDP eased to 6.4% yoy, although retail sales and industrial production
numbers were in-line to stronger than expected. This week on Thursday, both
BNM and the BOK are expected to stand pat at their respective policy
meetings.

On the EPFR front, net implied inflows into Asia (ex. Japan, China) jumped in
the latest week but bond flows remained moribund and in fact eased slightly
from the previous week. At this juncture, it remains to be seen if this strong
equity sentiment will translate effectively into actual inflows ahead.

On the actual net portfolio flow front, South Korea continues to experience a
falloff in reported flows as net bond inflows collapse while net equity inflows
remain at a slight positive level. Taiwan meanwhile continues to see minor net
equity inflows in recent sessions, enabling the recent compression of net flows
on a 20-day rolling sum basis. India’s net flows have flattened to neutral on
minor net equity outflows balanced by small net equity inflows. We are seeing
some satiation in previously strong net bond inflows for Indonesia, although net
equity inflows are attempting to improve. On balance, Thailand is registering a
minor outflow balance with net bond and equity flows in

SGD NEER: The SGD NEER softened to +1.65% above its perceived parity
(1.3812), with the NEER-implied USD-SGD thresholds firmer again. With a
firmer USD lifting the USD-CNH and the rest of USD-Asia, we expect the USD-
SGD to be biased higher as well, with the 200-day MA (1.3618) seen attracting.
Given the near term USD environment, expect the SGD NEER to also refrain
from drifting towards the extreme strong end of its fluctuation band.

CFETS RMB Index: The USD-CNY mid-point was fixed higher this morning, as
expected, at 6.7774, compared to 6.7665 previously. Nevertheless, the CFETS
RMB Index inched higher to 93.88 from 93.87 yesterday.

CFETS NEER vs. USD-CNY mid-point Asian Currency Index
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Short term Asian FX/bond market views

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

China «—> H/l Record liquidity injection in open market operations on 16 Jan. Officials on 15 Jan
indicate that taxes will be cut “on a larger scale” and the PBOC stated that it would guide
funding costs lower and strengthen counter cyclical adjustments. PBOC announces RRR
cut on 04 Jan. 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 accommodative. Dec monetary aggregates show new
yuan loans and aggregate financing beating expectations. Dec CPI/PPI decelerate
further, Dec exports and imports surprised with a contraction. Dec retail sales and
industrial production in-line to stronger than expected.

S. Korea > (_)IT 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 (_)/l (_)[l 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. Political premium being built in.

India > (_)Il Fiscal slippage concerns (latest hint from the BJP) are mounting despite soft macro
readings. Dec WPI significantly softer than expected while CPl was marginally cooler
than expected, although RBI governor see core inflation remaining sticky at a high 6%.
3Q GDP weaker than expected. RBI static in Dec (new governor perceived to be more
dovish). Dec manufacturing PMI slips to 53.2 from 54.0; Dec mechandise trade deficit
came in lower than expected. Budget to be tabled on 1 Feb, with govt spending expected
to increase with the general elections in Apr/May in mind.

Singapore > (_)/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 (_)/ l 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 (_)/T Bl remained static on its policy rate in Jan as expected after the pre-emptive Nov 18
hike. Primary policy focus remains centred on current account deficit containment and
maintaining a sufficient yield buffer. Bl governor reiterates that the benchmark rate is
already near its peak although stance is still characterized as “hawkish”. If the Fed is in
fact static in March, Bl may relent and turn neutral. Dec CPI readings came in mixed,
export (contraction)/import performance weakens. Elections slated for 17 April 2019.

Thailand l «—> BOT governor reiterates accommodative 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.

Philippines > BSP remained static in Dec as expected. BSP governor open to RRR cut. 3Q GDP prints
below expectations. 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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