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Awaiting emerging patterns

1  The momentum in the ongoing recovery of the broad
USD could lead to emerging patterns for emerging
Asian currencies.

1 A Clinton victory looks to be in the bag, which will
mean largely status quo for international markets and
a gradually firmer USD in 2017. In the meantime,
market volatilities are likely to prevail.

1 At the same time, China’s commitment to maintaining
a stable CNY with no significant depreciation is
being tested.

October proved to be action-packed for a short working
month. The USD index rose over 3.4% thus far in October,
showing visible signs of a pick-up in momentum. The Golden
Week in China (1-9 October) and the Columbus Day in the
US and Health-sports Day in Japan on 10 October paved the
way for some thin trading sessions. After that, the main
support for the greenback, apart from the flash crash in
GBP, was growing Fed hike expectations. We believe that
the US elections related factors driving the USD’s will stay
thematic in coming weeks, and barring a crash in Fed hike
expectations for December, until the end of the year.

Emerging patterns for emerging Asia’s currencies?

We revisited and reassessed our currency forecasts for Asia,
in light of a base case scenario of a Clinton victory as well
as the lesser probability scenario of a Trump victory, in
which event will constitute a shock to financial markets. As
mentioned in the last Essential Asia, the US is undoubtedly
still the biggest and dominant influence on world markets
especially during times of stress and represents a “global
push” (according to the BIS’s latest report). We also took
into consideration China’s rising role as a regional “pull” for
Asian financial markets. We decided that a reassessment of
USD/CNY forecasts is a good place to start.

Our end 2016 USD/CNY forecast at 6.70 has been overshot,
and we believe that the Chinese authorities are extending its
cautious policy stance with its daily management of the RMB
index, consequently leading to further widening of the
“precautionary” gap between the RMB index and the USD
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index. At this juncture, it remains unclear whether or not
the gap will stay permanently wide, but we are leaning
towards some relaxation of the precautionary stance, led by
a Clinton victory as well as continued gradual Fed hike path
in 2017, once the December Fed hike is out of the way.

Thailand and Philippines grabbing some attention

The death of Thai King Bhumibol Adulyadej and the
uncertainties surrounding succession issues will likely weigh
on THB assets in the medium term (see Asia Dashboard:
Thailand — New king, old worries). While Crown Prince Maha
Vajiralongkorn has been reaffirmed as successor, even if we
do get a smooth path to the coronation, there will be many
guestions over how the new king sees his role and place.
One of the key concerns will be on whether or not ex-PM
Thaksin will be granted a royal pardon. Our forecast revision
for USD/THB reflects the latest development on the political
front and the risk of impasse ahead.

Philippines President Duterte has been grabbing attention
as well, with his recent visit to the China and meetings

with Chinese President Xi, Premier Li and other leaders.
Accompanying him on the trip was 400 business delegates.
The meetings suggest more commitment towards
establishing stronger ties between China and the
Philippines, as the Chinese foreign ministry announced that
the two countries signed numerous bilateral cooperation
documents, and added that China "is willing to actively take
part in the building of the Philippine railways, city rail
transport, highways, ports and other infrastructure which
will benefit the local people," among other things.

However, President Duterte created some political waves
with his comments during a forum at the Great Hall of the
People, attended by Chinese Vice Premier Zhang. He was
quoted by international media as suggesting that the
Philippines has severed its ties with the US, but realigned
himself with the ideological flow of China and suggested he
will visit Russia to establish closer ties. Political swings on
this front warrant a closer watch going ahead as it might
just be a ticking time bomb for Philippines financial markets
and we grow increasingly cautious about the PHP, as can be
seen in our FX forecasts.
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China Spotlight: )
Choreographing stability

1  “Stable with improvement, stable with higher quality”
is the growth theme this year, affirmed by 6.7% yoy
GDP growth for Q1 16-Q3 16.

1 This entails choreographing a policy mix entailing
loose fiscal, loose to neutral monetary regime.

1 We expect the policy dance to be a mixture of stable to
higher RMB index, narrow CNY/CNH gap and a more
market oriented USD/CNY. Accordingly, we revise the

USD/CNY forecasts upward, partly || EGTczNNGEGIG
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