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July 12, 2019

FX Flash

SGD - Impact from Weak
Growth to Slowly Play Out

Immediate Market Reaction was Modest

Our caution yesterday for mild upside risks for the pair (see here)
arising from Singapore’s 2Q Advance GDP release this morning
came to pass, as a significantly weaker-than-expected outcome
(0.1% y/y vs 1.1% expected; -3.4% qoq saar vs 0.5% expected) led
to a step-up in the pair (i.e., weaker SGD). The magnitude of the
immediate increase was relatively modest, again as expected, at
15-20 pips. Gains are now partially reversed. Levels last seen at
1.3578.

We note that in the interim, US-led developments would still
likely have a larger impact on the USDSGD pair. On Wednesday
night for instance, Powell’s very dovish congressional testimony
had led to broad USD softening, bringing the pair down around 30
pips immediately and another 30-35 pips afterwards as markets
digested statements.

Nonetheless, the negative reading of sequential SG growth (-3.4%
g/q saar) could increase the risks of a technical recession in 3Q,
especially since the sequential decline in activity was relatively
broad-based across various industries, including manufacturing
(-6.0%), construction (-7.6%) and services (-1.5%). We hence see
greater drag from growth sentiments on the SGD in the months
ahead, alongside an increasing likelihood of a MAS policy easing in
Oct.
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SEE PAGE 3 FOR IMPORTANT DISCLOSURES
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SGD NEER Slips

As of writing, SGD NEER is estimated to trade around +1.5% above the
mid-point of the policy band, coming off modestly from the upper end of
the band compared to yesterday morning (+1.7%). The implied USDSGD
mid-point is currently estimated at 1.3788, with the top at 1.3512 and
the floor at 1.4063.

Our Economist team has reduced their SG growth forecast to +1.1%
growth in 2019, from +1.3% previously. Updating our Taylor Rule model
with these estimates also shows a decline in the slope of the SGD NEER
that is consistent with expected growth and inflation outcomes. We think
there is an increasing chance that MAS will ease policy in Oct, and if so,
the extent of easing (to +0.5% slope or neutral, from estimated 1.0%
currently) will depend on upcoming growth and price data releases. In
particular, given the forward-looking nature of the MAS, oil price outlook
going into Oct will influence the policy decision as well.

Developments thus far (i.e., slipping SGD NEER) are in line with our call
for a weighted “basket” approach where we Long USD, CNH, MYR, IDR,
PHP (30%/35%/20%/10%/5%) vs. Short SGD on 3 July (see here). We note
that this proxy has the potential to track potential SGD NEER weakness
relatively well in the interim, while also returning overall positive carry.

130 SGD NEER —Mid-Point —Upper End —Lower End

129 SGD is currently 1.5% above the implied mid-
point of 1.3788 (as of 12 Jul noon).

Slope is assumed to at 1.0% p.a.
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Source: Maybank FX Research & Strategy estimates

Modest Bullish Conditions for USDSGD Pair in Interim

Momentum and stochastics indicators on the daily chart point to modest
bullish conditions. Immediate key resistance at 1.3590/1.3600 (21 DMA,
100 DMA, 61.8% Fibonacci retracement from 2019 low to high). If this
breaks, and SG growth sentiments sour further, the pair could push
further out to 1.3640/50 (200 DMA, 50 DMA). Support at 1.3540 (76.4%
fibo), 1.3510 (Apr low), 1.3440 (2019 low).
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation or the particular needs of persons who may receive or read this report. Investors
should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities and/or
financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank
Group”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank Group and it
should not be relied upon as such. Maybank Group and any individual connected to the Maybank Group accept no liability for
any direct, indirect or consequential losses or damages that may arise from the use or reliance of this report. Maybank Group
and its officers, directors, associates, connected parties and/or employees may from time to time have positions or be
materially interested in the securities and/or financial instruments referred to herein and may further act as market maker or
have assumed an underwriting commitment or deal with such securities and/or financial instruments and may also perform or
seek to perform investment banking, advisory and other services for or relating to those entities whose securities are
mentioned in this report. Any information, estimate, opinions or recommendations contained herein are subject to change at
any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions and analysis made and information currently available to us as of the
date of the publication and are subject to certain risks and uncertainties that could cause the actual results to differ materially
from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward
looking statements. Maybank Group expressly disclaims any obligation to update or revise any such forward looking statements
to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.

This report is prepared for the sole use of Maybank Group’s clients and may not be altered in any way, published, circulated,
reproduced, transmitted to, copied or distributed to any other party in whole or in part in any form or manner without the
prior express written consent of the Maybank Group. Maybank Group accepts no liability whatsoever for the actions of third
parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.
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