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March 16, 2020

FX Flash

SGD NEER - MAS Easing Partly
Priced In

SGD Tanked Alongside AxJs on Covid Pessimism

On 4 Feb, when SGD NEER was estimated at +0.7% above implied policy-
mid, we had introduced two potential scenarios relating to Covid impact.
Actual developments panned out closer to the second scenario, involving
a larger and more protracted impact roiling global economies and
financial markets. Scenario 2 had called for SGD NEER to “potentially
reach -0.5-1.5% below policy mid-point by end 1Q” and as of writing,
SGD NEER is estimated at -1.3% below implied policy mid-point.

Revising USDSGD Forecasts Upwards

In Mar, oil markets saw a significant shock in the form of the break-up
in the OPEC+ alliance, with brent prices now at ~US$32, compared to
>US$50 at the start of the month. Each -10% decline in global oil prices
could dent Singapore’s inflation by around -0.10%-pt, leading to
downside risks to inflation. Two, the current wave of Covid contagion,
particularly the escalation of confirmed cases in western countries,
will likely hit global demand over a more protracted period. House
view for SG growth is now lowered to -0.3% in 2020 (from 1.1% earlier).

On net, MAS may now be more likely to ease in April. Our economist
colleagues attribute a 60% likelihood to a potential slope flattening,
and a 40% likelihood to a re-centering downwards of the policy mid-
point. Concomitantly, we shift 2Q and 3Q USDSGD forecasts to 1.4000
and 1.3800, but remain positive on SGD vs. USD overall, as SG macro
fundamentals are likely to pull through more strongly vs. DMs in 2H. New
year-end forecast is at 1.3650.

SGD NEER Weakness Usually Priced in Prior to Announcements
There are some market chatters of a possible MAS inter-meeting policy
announcement before mid-Apr, particularly since Fed has surprised with
two unscheduled Fed rate cuts. Looking at SGD NEER now (-1.3% from
policy mid), we think it has priced in at least a slope flattening.

In past re-centering episodes, much of the SGD weakness has also been
priced in prior, and further SGD softness on policy announcement did not
materialize strongly. On net, if MAS were to simply flatten policy slope,
SGD NEER might not see significant further downsides. If MAS were to
re-centre downwards, SGD NEER might see modest declines, but
perhaps not more than -0.5-1.0% in magnitude.

Past MAS Re-Centering Episodes
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appreciation path..width of the
band will remain unchanged.

14-Apr
2009 band to the prevailing level of the | policy mid
SSNEER, while keeping the 0%
appreciation path..width of the
band will remain unchanged.

Source: MAS, Maybank FX Research & Strategy Estimates

Date MAS Policy Details Position of SGD | Change in SGD
NEER Relative to | NEER on Day of
Policy Mid On | Easing
Previous Day

10-Jul Re-centre...at current level of the | -1.4% below implied | -0.4%

2003 SSNEER, while maintaining a 0% | policy mid

Re-centre the exchange rate policy | -2.1% below implied | +0.7%

SEE PAGE 6 FOR IMPORTANT DISCLOSURES



SGD NEER - MAS Easing Partly Priced In

Review of Prior SGD NEER Scenarios

On 4 Feb, when SGD NEER was estimated at +0.7% above implied policy-
mid, we had introduced two potential scenarios for how events might
pan out in the interim. (SGD NEER - More Room to Fall?)

Scenario 1 was for Covid damage to be contained largely within 1Q,
and where GDP growth forecast for Singapore could potentially be
maintained above 1% in 2020. On the other hand, Scenario 2 was for a
larger and more protracted Covid impact roiling global economies and
financial markets, and where Singapore’s GDP growth was expected to
head towards or below zero for the year.

Based on the one-and-a-half months of developments since that report,
it seems like actual developments now are closer to scenario 2. While
both scenarios had envisaged further softness in SGD NEER (from +0.7%
above mid-point on 4 Feb), Scenario 2 had called for SGD NEER to
“potentially reach -0.5-1.5% below policy mid-point by end 1Q”.

As of writing, SGD NEER is estimated at -1.3% below implied policy mid-
point.

Chart From 4 Feb Describing Scenarios (Then)
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Source: Bloomberg, Maybank FX Research & Strategy Estimates

SGD Forecast Revisions

USDSGD Forecast

2Q 2020 3Q 2020 4Q 2020

USDSGD 1.4000 1.3800 1.3650
(1.3700) (1.3600) (1.3500)

SGDMYR 3.0140 3.0290 3.0620
(3.0290) (3.0290) (3.0520)

Previous Forecast in Parenthesis
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SGD NEER - MAS Easing Partly Priced In

Two key developments have occurred since end-Feb, when our monthly
forecasts were released.

First, oil markets saw a significant shock in the form of the break-up
in the OPEC+ alliance. (See The Domino Impact of An Qil Shock) As of
writing, brent prices are at around US$32, compared to >USS50 at the
start of the month. Our economist colleagues estimate that each -10%
decline in global oil prices could dent Singapore’s inflation by around -
0.10%-pt. Given that inflation was already soft prior to the oil market
shock—core inflation averaged 0.6%y/y for Jul 2019 to Jan 2020—there
are downside risks on this front.

Two, the current wave of Covid contagion, particularly the escalation
of confirmed cases in western countries, will likely hit global demand
over a more protracted period. PMIs globally could see downward
pressures in the interim, even as Chinese factories slowly get back to
work. Given the open nature of the Singapore economy, house view for
GDP growth is now lowered to -0.3% in 2020 (from +1.1% earlier). (See
Recession Fears & A Second Package)

MAS may now likely ease in April. Our economist colleagues attribute a
60% likelihood to a potential slope flattening, and a 40% likelihood to a
re-centering downwards of the mid-point of the policy band.

Given above developments, we shift 2Q USDSGD forecast to 1.4000 and
3Q forecast to 1.3800, but keep the downwards trajectory intact. l.e.,
we remain positive on SGD vs. USD, particularly in 2H. SG macro
fundamentals (high structural current account surplus, resilient
employment) could pull through more strongly vs. DMs even in an
environment of protracted Covid impact. On the other hand, US growth
could suffer a greater-than-expected negative shock if Covid escalation
impinges on retail and corporate demand, productivity, investment
plans. New year-end forecast is at 1.3650.

Alongside, SGDMYR could continue to remain above the key 3-level as oil
adds to Covid concerns in Malaysia and posts a greater drag on MYR
sentiments vs. SGD. We also look for SGD to recover from Covid concerns
slightly faster vs. MYR given the more open nature of the Singapore
economy. On net, an upward sloping forecast trajectory for SGDMYR
could be possible.

Potential MAS Moves; SGD NEER Trajectory

We note that there are now market chatters of a possible MAS inter-
meeting policy announcement, particularly since Fed has surprised the
markets twice with 2 unscheduled Fed rate cuts (-50bps on 3 Mar, -
100bps on 16 Mar), arguably leading to heightened expectations for bouts
of global monetary policy easing by central banks.

We think that a slope flattening has likely been priced in current SGD
NEER (at -1.3% below implied policy mid), and more aggressive policy
signalling would be needed for SGD NEER to see significant further
downsides.

We note too that past re-centering moves in Jul 2003 and Apr 2009 have
not translated to significant downward pressures in SGD NEER when
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SGD NEER - MAS Easing Partly Priced In @ Maybank

markets had already incorporated easing expectations (i.e., SGD NEER
significantly below policy mid prior to policy announcement).

Past MAS Re-Centering Episodes

Date MAS Policy Details Position of SGD | Change in SGD
NEER Relative to | NEER on Day of
Policy ¥ Mid On | Easing

Previous Day

10-Jul Re-centre...at current level of the | -1.4% below implied | -0.4%
2003 SSNEER, while maintaining a 0% | policy mid
appreciation path..width of the
band will remain unchanged.

14-Apr Re-centre the exchange rate policy | -2.1% below implied | +0.7%
2009 band to the prevailing level of the | policy mid
SSNEER, while keeping the 0%
appreciation path..width of the
band will remain unchanged.

Source: MAS, Maybank FX Research & Strategy Estimates

One modest difference this time round could be that MAS policy is now at
estimated at +0.5% policy slope vs. 2003 and 2009 when policy slope was
already flat prior to re-centering. So a combination of a slope flattening
and a re-centering downwards could still induce some weakness in SGD
NEER.

On net, if MAS were to simply flatten policy slope, SGD NEER might
not see significant further downsides. If MAS were to re-centre
downwards, SGD NEER might see modest declines, but perhaps not
more than -0.5-1.0% in magnitude.

USDSGD (Daily): Near-Overbought
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Source: Bloomberg, Maybank FX Research & Strategy

Momentum on daily chart has turned mildly positive, and stochastics are on
the climb towards near over-bought conditions. Resistance at 1.4240,
1.4390. Support at 1.4000, 1.3900.
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We watch for MACD/RSI to see if tentative signs of bearish divergence (i.e.,
higher high in level but MACD forming lower highs) could be setting in, which
is usually a bearish signal.

SGDMYR (Daily): Bearish Divergence
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Bullish momentum is fading while RSI is easing. A bearish divergence on
MACD, RSI is forming. Support at 3.0250, before 3.0120 levels. Resistance
at 3.0350 (100, 200 DMAs), 3.0520 levels.
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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 and 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”) and
consequently no representation is made as to the accuracy or completeness of this report by Maybank and it should not be
relied upon as such. Accordingly, no liability can be accepted for any direct, indirect or consequential losses or damages that
may arise from the use or reliance of this report. Maybank 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 companies whose securities are mentioned in this report. Any information or 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 made and information currently available to us 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 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 use of Maybank’s clients and may not be reproduced, altered in any way, 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
Maybank. Maybank 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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