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FX Outlook: More Two-Way Movements Expected

We expect dollar strength to dissipate over the coming quarters
We think that the GBP and JPY will outperform the EUR over a 1-to-2-year period
The MYR, CNY and SGD will also likely be resilient to dollar volatility

Key Currency Themes

Figure 1: FX movements, %
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DXY 92.00 91.50 90.00 89.00 90.00
EUR/USD 118 1.19 121 1.22 1.21 2020A m2021F W 2022F
GBP/USD 1.40 1.41 1.43 1.45 1.44
AUD/USD 0.74 0.74 0.76 0.77 0.75 Source: IMF’ HL Bank
USD/JPY 109 108 107 105 106
USD/MYR 4.23 4.20 4.20 4.15 4.10
USD/SGD 1.35 1.35 1.34 1.33 1.34
USD/CNY 6.45 6.45 6.40 6.35 6.40



USD to Experience Cross Currents

In 2021, USD has strengthened in two waves: in the first quarter, and 26
May to 23 July (Figure 1). Dollar strength has been primarily brought about
by rising yield curve and inflation rate expectations for the former, and
potential tightening of monetary policy for the latter.

We believe that near-term inflation expectations have peaked. This comes
as core inflationary pressures continues to rise (Figure 4), and core PCE
numbers are showing signs of peaking around the 4% y/y mark.

Since the latest Federal Open Market Committee meeting on 27 to 28 July,
fears of tighter Fed policy have also come off. This is despite the Fed
previously projecting two rate hikes totalling 50bps in 2023. Employment
conditions are mixed, tight in some segments. However, continuing jobless
claims are nearly twice of pre-pandemic levels.

As a result, we see DXY around a range of 90 to 93 in the coming quarters,
although we acknowledge the risks are biased towards USD strength. USD
strength may come about from further US economic outperformance, a
reduction of yield differentials (Figure 3), risk aversion, and rising inflation
and rate expectations. However, the dollar may also be dragged down by
recent repricing of the Covid-19 variants hindering the recent economic
recovery.

Overall, we forecast DXY at 91.50 at the end of 2021, close to current
levels. We also anticipate a weaker dollar in 1H-2022 to 89.00 at the end
of June 2022 before rebounding to 90.00 at the end of 2022.

Expect GBP and JPY to Outperform the EUR

Over the next 12-18 months, we believe that GBP and JPY will register
more currency strength compared to EUR. Yield differentials compared to
the US are higher in Japan, compared to the Eurozone (Figure 3). The JPY
is likely to play catch up after underperforming YTD. However, periods of
risk aversion may strengthen the JPY.

Central bank-wise, we see the European Central Bank and Bank of Japan
lagging behind the Bank of England and Federal Reserve in tightening
monetary policy. 2022 economic outlook is also relatively brighter in the
UK, compared to Japan (Figure 2 shows IMF's GDP forecasts). This will
imply at some relative EUR and JPY underperformance, compared to the
USD and GBP. We expect dollar weakness to turn to some dollar strength
in 2022.

We forecast EUR/USD, GBP/USD and USD/JPY at 1.19, 1.41, and 108
respectively at the end of the year. By the end of 2022, our respective
forecasts are 1.21, 1.44, and 106.

AUD Playing Catch-Up to CAD & NZD
Near-term, AUD has underperformed compared to NZD and CAD (Figure

5). This is on the back of the domestic Covid-19 situation in Australia, and
relatively more dovish central bank policy. We expect slight catch-ups for
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Figure 3: Real yield differentials vs the USD (%)
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Figure 4: Core inflation differentials between US
and Japan rising (% m/m, 3mma)
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Figure 5: CAD and NZD doing better than the
AUD this year (31-Dec=100)
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AUD in the coming months. Producer price pressures looked to be peaking
(Figure 6), coming off over the next year or so. This will provide less upsides
for the commodity-related currencies going forward. Meanwhile,
Australia’s yield differentials compared to the US are the relatively lower,
compared to Canada and New Zealand.

For AUD/USD, we forecast a relatively flat profile in 2021, ending the year
at 0.74. For 2022, we expect the pair to peak at 0.77 by mid-2022 before
coming off to 0.75 by the end of the year.

MYR

We expect MYR to regain some lost grounds as higher vaccination rates
should help better contain the pandemic situation. This would allow
Malaysia to move on to the next phase of its National Recovery Plan and
most importantly, allow more economic sectors to reopen and/or operate
at higher capacity. We are forecasting USD/MYR to trend back to the 4.20
levels in the months ahead once the situation stabilizes and some forms of
calm return, paving the way for more meaningful reopening and recovery
in the final quarter of the year. Expectations for some consolidation in the
USD would be supportive of the MYR too.

SGD

We forecast SGD to outperform over a 12-to-18-month period. We
forecast USD/SGD at 1.35 end-2021 and 1.34 end-2022. This is likely driven
by a potential move by the Monetary Authority of Singapore to a “modest
|II

and gradual” appreciation stance of the Singapore Dollar Nominal
Effective Exchange Rate (SGD NEER) in 2022 (Figure 7).

Economic fundamentals are likely to improve as Singapore gradually

removes Covid-19 restrictions. An Asia rebound story in 2022 is also
beneficial for the SGD. Besides, underlying inflation is progressively
recovering, albeit at a slow pace.

CNY & CNH

We expect USD/CNY to be relatively stable over the coming quarters, and
forecast 6.45 end-2021 and 6.40 end-2022 (Figure 8). China’s focus on
minimising idiosyncratic risks and on quality growth will likely anchor
currency expectations around current levels. Its retail sector has shown

signs of recovery in recent months, even as the outlook for industrial

production, fixed asset investments and the banking sector is more mixed.
China is also aiming to reduce inequality in the economic recovery, which
hints at broader growth.

Although China has recently cut the reserve requirement ratio, we do not
expect further measures on its various monetary policy instruments at the
moment, apart from liquidity injections if necessary. For the yuan, market
confidence and US-China relations pose as downside risks.
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Figure 6: Producer prices are possibly peaking
(% y/y)
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Figure 7: HL Bank’s estimate of the SGD NEER
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Figure 8: Expect relatively stable USD/CNH
movements
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https://www.hlbank.com.sg/content/dam/hlb/sg/docs/Global_Markets/singapore/research-alert/2021/06-07-2021.pdf
https://www.hlbank.com.sg/content/dam/hlb/sg/docs/Global_Markets/singapore/research-alert/2021/15-07-2021.pdf
https://www.hlbank.com.sg/content/dam/hlb/sg/docs/Global_Markets/singapore/research-alert/2021/15-07-2021.pdf
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FX Forecasts

e san e o | on N e | san | san | en |z

92.00 91.50 90.00 89.00 0.25-0.50 0.25-0.50 0.25-0.50 0.25-0.50
USD/CAD 1.25 1.25 1.24 1.23 BOC 0.25 0.25 0.25 0.25
EUR/USD 1.18 1.19 1.21 1.22 ECB -0.50 -0.50 -0.50 -0.50
GBP/USD 1.40 1.41 1.43 1.45 BOE 0.10 0.10 0.10 0.10
USD/CHF 0.91 0.90 0.89 0.88 SNB -0.75 -0.75 -0.75 -0.75
AUD/USD 0.74 0.74 0.76 0.77 RBA 0.10 0.10 0.10 0.10
NzD/USD 0.70 0.70 0.71 0.72 RBNZ 0.25 0.25 0.25 0.25
usD/IPY 109 108 107 105 BOJ -0.10 -0.10 -0.10 -0.10
USD/MYR 4.23 4.20 4.20 4.15 BNM 1.50 1.50 1.50 1.50
USD/SGD 1.35 1.35 1.34 1.33 MAS = Hold = Tighten
USD/CNH 6.45 6.45 6.40 6.35 PBOC Hold Hold Hold Hold

FX Crosses Forecasts

MYR 3Q-21 4Q-21 1Q-22 3Q-21 4Q-21 1Q-22
| mw [ 3021 | 4021 | 1022 | 2022 [ seb | 3021 | 4Q21 | 1022 | 2022 |

EUR/MYR 4.99 5.00 5.08 5.06 EUR/SGD 1.59 1.61 1.62 1.62
GBP/MYR 5.92 5.92 6.01 6.02 GBP/SGD 1.89 1.90 1.92 1.93
AUD/MYR 3.13 3.11 3.19 3.20 AUD/SGD 1.00 1.00 1.02 1.02
SGD/MYR 3.13 3.11 3.13 3.12 SGD/JPY 80.74 80.00 79.85 78.95

MYR/CNH 1.52 1.54 1.52 1.53 SGD/CNH 4.78 4.78 4.78 4.77
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of
any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer
or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a
part of any contract or commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising
out of, contained in or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group.
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or
their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be
construed as a representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results.
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial
advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

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 state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.
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