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GLOBAL MACRO 
2016 was defined by unpredictable 
events, two most memorable being 
Brexit and Trump. In 2017, more 
challenges lie ahead as geopolitical 
issues may reshape Europe while US 
President Trump presents an uncertain 
road ahead for the world in terms of US 
economic and foreign policy. A possible 
surprise is resurgence of commodity-led 
inflation while the hope for tomorrow 
could lie with infrastructure investment.  

ASSET ALLOCATION 
Global trends have tipped toward 
reflation which in turn shifts the global 
asset allocation call toward equities 
over fixed income. To an asset 
allocator, the benefits of reflation over 
deflation seem quite clear. In periods of 
normalizing inflation most asset 
allocators would recommend investing 
in stocks and other growth investments.    

EQUITIES 
In broad terms, equities tend to do 
better in a reflationary environment 
driven by higher growth expectations 
and an expansion of economic activity.  
That said, equities will continue to be 
volatile given the likely policy 
uncertainty arising from an incoming US 
President with no political track record. 
 

FIXED INCOME 
We are underweight fixed income 
relative to other asset classes.  Within 
fixed income markets we underweight 
government bonds relative to corporate 
credits and are neutrally balanced 
between developed and emerging 
markets.   
 

COMMODITIES 
We remain at a neutral weight for the 
overall commodities sector. Although 
base metals and bulk commodities 
have performed strongly in recent 
months, this has largely been driven by 
speculative anticipation of deficit 
spending by the incoming Trump 
administration, which may fail to live up 
to expectations.  
 

FX & INTEREST RATES 
We still expect one 25-bps rate hike in 
13/14 Dec 2016 FOMC while markets 
already considered it a done-deal. 
Thereafter, we expect three 25bps rate 
hikes in 2017 from two previously. 
Trump Presidency and his policies 
represent a “macro shift”, resulting in 
favourable conditions for higher rates 
and stronger USD. In Asia, we expect 
USD/Asian FX to be higher in an 
orderly, gradual manner and the rate of 
depreciation of Asian currencies would 
mostly not exceed 5% in 2017 under a 
“soft” Trump scenario.  
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GLOBAL MACRO 
 
A Difficult Year Behind Us But More Challenges Ahead In 

2017? 

 

Looking back into the 12 months past, we posed this question: 

What were the three key events that defined 2016? Everyone 

will probably agree on two events: UK’s Brexit vote in June 

and Mr Donald Trump’s unexpected victory in the November 

2016 US Presidential election.  

 

But the third event is probably harder to pinpoint and agree on. 

We would like to think the concerns about a China-meltdown 

episode in late 2015/early 2016 seem a distant memory, but 

we see the risk that such worries may resurface in 2017, 

especially with attention shifting (again) back to debt and 

leverage. Specifically, there are concerns of the reliance on 

wholesale funding and proliferation of wealth management 

products (WMP), especially for the smaller financial institutions. 

A deceleration in headline economic growth in China and 

tighter liquidity/deleveraging could feed on each other, adding 

pressures on these financial institutions. While risks of high 

leverage are real, one should not underestimate the authorities’ 

determination (and ability) to keep the system in balance, 

however fragile it may be to external observers.  

 

Or what about crude oil prices? Crude price plunged below 

US$27/barrel, a 13-year low in early 2016 but has almost 

doubled, to above US$50/barrel following OPEC’s decision in 

late Nov to cut crude output in order to rein in a global glut, 

and will be joined by non-OPEC producers, most notably 

Russia (as of 30 Nov 2016).  

 

Perhaps it is wrong to call 2016 difficult, it may be more 

accurate to describe the year as unpredictable. Could we have 

foreseen the consequences of global trade, immigration, 

widening income wealth inequality leading to a rise of populism, 

rejection of establishment and what now looks like the 

embracement of inward-looking policies? 

 

And that wave of change is certainly not stopping at UK, US 

and Italy. Indeed, as we peer into 2017, geopolitical issues 

from Europe stare right back at us. Major Eurozone 

countries will be holding general elections in 2017 including 

Holland, France and Germany. Italy is likely to see early 

elections sometime in 2017 following the fall of PM Renzi after 

a disastrous referendum (not unlike a certain former UK Prime 

minister). Some of these elections could well usher in the 

political leadership of the far right and transform the European 

political landscape to one that is inward looking. In the extreme 

case, it could put the European Union and the Euro at risk. 

That is not our base case scenario but it is a risk that can no 

longer be ruled out after what happened in 2016. And oops, 

did we mention about the UK and the timing for the Brits to 

trigger Article 50 sometime in 2017 to begin the 2-year 

countdown to leave EU? 

 

Beyond the uncertainties about European politics, the certainty 

in 2017 is that the US will usher in an era of President 

Trump. Trump is seen as a macro-shift and could very well be 

a positive stimulus for the US to finally bring the biggest 

economy in the world to above potential growth and above 2% 

inflation. To be clear, the US economy is not in crisis mode or 

even under the threat of recession. It is just stuck in a period of 

lackluster growth, absent productivity and seemingly no 

solution out of it for a long time, at least until now. That said, 

the Trump fiscal story may turn out to be over-promising, and 

end up with only short-term benefits and under-delivering on 

more material, permanent improvements.  

 

But Trump also presents risks to the world, something not 

seen in a US president as far as anyone can remember. He 

had campaigned on a populist platform of anti-establishment, 

anti-free trade, anti-globalization, anti-immigration, imposition 

of trade tariffs and tax cuts, which is seen as protectionist and 

detrimental to global trade. His lack of foreign policy 

experience is also a worry on how US foreign policy will be 

shaped in the coming years and how that will impact the world 

geopolitically. 

 

What we are looking for is a “soft” or moderate Trump 

scenario where he carries out some of his pledges, mostly 

non-radical ones. We will not know for certain until after he 

assumes office on 20 Jan 2017. And if it turns out to be a “hard” 

Trump scenario where he carries out most or all of his 

campaign pledges (such as threats to use taxes as “retribution” 

against US companies that move jobs overseas which will be 

seen as trade protectionism, punitive trade tariffs, etc), then 

that will carry far more risk to the world.  

 

And where does all this leave the Federal Reserve? 

Expansionary US fiscal policies would reflate the US economy, 

unleashing stronger growth accompanied by higher inflation. 

These considerations will be sufficient for the Fed to 

accelerate their rate normalization path (even though nothing 

concrete has been put forth by Trump and his team yet). A 

hike in December (2016) looks like a done deal but more 

importantly markets are pricing in a faster and steeper 

Fed rate hike trajectory in 2017. While the Fed may come 

under increasing political pressure next year, we believe they 

will maintain their independence in 2017. The question of 

independence will be more relevant in 2018 when the terms of 

both FOMC chair and vice chair expire and the composition of 

the Fed Reserve could look very different by mid-2018.  

 

What of Asian central banks’ monetary policy in 2017? We 

initially had the view that to counter the impact of weaker 

growth as a result of increased trade friction with the US, it is 

highly likely that Asian central banks would adopt an easy 

policy posture, especially for those with head room to lower 

rates. But the flipside of further monetary easing from Asian 

central banks is that it will worsen the rate differential between 

the Fed Reserve and Asian central banks and thus, add to 

capital outflows pressure which in turn will weaken the Asian 

currencies. 

 

A potential and unintended consequence of significantly 

weaker Asian currencies is these economies will face the 

higher risk that the Trump administration may label them as 

currency manipulators in the next US Treasury’s Semiannual 

Report on International Economic and Exchange Rate Policies 

to the US Congress in April 2017. Thus, Asian central banks’ 
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monetary policy outlook is challenging in 2017 to say the 

least and the most probable outcome is for many of the 

central banks to keep rates low for longer, or to stay on 

hold for now.  

 

One of the possible surprises for 2017 is the resurgence of 

inflation which had been quiescent and benign amidst a 

lackluster global growth environment in the last few years. The 

wild upswings in commodity prices starting in late 2000’s with 

the Thomson Reuters/CoreCommodity CRB Commodity Index 

peaking at 462.74 on 30 Jun 2008. Subsequently, after several 

lower spikes, the index hit a low of 155.01 on 11 Feb 2016 

(due largely to the oil price crash) and has since stabilized 

below the 200-mark (as of 5 Dec 2016). While it is too early to 

conclude that commodity prices will rebound on a sustained 

basis from here on, the potential US reflationary fiscal policies 

(Trumpflation) could provide that boost. In the event of an 

unexpected commodity-led inflation spike in 2017, that 

presents a new dilemma for Asian central banks and possibly 

shifts them to a tightening bias instead. Again, this is not our 

base case but we highlight this as a potential risk in 2017.  

 

Even as things look daunting in the coming year 2017, we like 

to offer an area of hope for tomorrow, noting one key growth 

driver: infrastructure investment. The US economy under 

Trump could see a big increase in US infrastructure spending 

which could unleash growth and employment, fuel demand for 

imports and related services, and inflation, higher US interest 

rates and a stronger US dollar. Trump’s infrastructure 

investment promises may not pan out to its full glory but at 

least the hope is there. Closer to Asia, China’s infrastructural 

investment plans that have been announced back in May 2016 

could provide some support on domestic growth even though 

China’s spending on infrastructure is unlikely to have as large 

an impact as the RMB4tn fiscal stimulus in 2008/09. More 

importantly for ASEAN, China will seek to extend its influence 

to the region and one of the channels will be through 

infrastructure investments and under the “One Belt One Road” 

initiative. Various public and private agencies estimated that 

Asia-Pacific will need trillions of dollars of infrastructure 

investments annually. That should keep the Asian and regional 

economies humming along in the years ahead provided the 

various agencies can get their act together. 
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ASSET ALLOCATION 
 
Global trends have tipped toward reflation which in turn shifts 

the global asset allocation call toward equities over fixed 

income. 

 

Reflation Theme 

It probably seems a little surprising, but the unexpected 

election of US president Donald Trump is likely to help tip the 

scales toward more normal levels of global growth and inflation. 

 

Even more important than his election was the Republican 

sweep of the US congressional House and Senate.   While 

both Obama and Clinton would also have wanted to enact 

infrastructure spending and tax cuts, the split government 

resulted in gridlock.  Complete Republican control is likely to 

shift the Republican posturing from “shutting down the 

government” toward stimulative policies now that they are fully 

responsible for the success of the economy. 

 

Global growth had already been steadily improving since the 

first quarter of 2016.  US labor and wage trends were already 

starting to hint at a reflating US economy.  The likely boost of 

expansionary fiscal support in the form of infrastructure 

spending and tax cuts raises the odds that reflation will take 

hold in the US, which in turn will have significant 

consequences for global investors. 

 

Reflation is the normalization of inflation and growth rates from 

low inflation and deflationary levels.  This is different than “high 

inflation” which is when inflation is significantly above central 

bank targets.  High inflation is usually bad for both equity and 

fixed income markets.  But rising inflation that gets a country 

out of deflation and back to normal target levels is considered 

healthy reflation and usually brings with it better macro-

economic conditions.  In the current environment, reflation 

implies that central banks will no longer have to resort to 

extraordinary efforts to meet inflation targets. It implies that 

slack in the economy has been largely taken up and growth 

rates and wages can start to improve.   In such an 

environment it becomes possible for improving “animal spirits” 

to raise confidence of consumers and business leaders as 

nominal growth carries with it a perception a better outlook.   

 

To an asset allocator the benefits of reflation over deflation 

seem quite clear.  In most countries suffering deflationary 

periods most asset allocators recommend saving your money 

in either cash or government bonds.  But, in periods of 

normalizing inflation most asset allocators would recommend 

investing in stocks and other growth investments.    

 

Reflation is likely to support better nominal earnings trends for 

corporations around the world, which in turn will support equity 

prices.  Conversely, rising inflation and growth will put upward 

pressure on long term bond yields which had been previously 

priced for near deflationary trends.  Additionally, central banks 

are likely to turn less accommodative.  The US FED is likely to 

raise rates several times over the coming year and other 

regions are likely to see rate cut trends come to a halt.  Rising 

bond yields and interest rates will be a headwind to fixed 

income performance over the coming year.  Thus, as the cycle 

shifts back to behaving more like a normal cycle we 

recommend to overweight equities over fixed income.  We 

would be Neutral on commodities and cash levels. 

 

Equities should also benefit from significant rotation of fund 

flows out of fixed income and toward equities.  Global markets 

have long been waiting for a “great rotation” of assets from 

fixed income toward equities.   

 

We don’t think we need to be overly alarmist about fixed 

income however.  We would expect fixed income returns to 

remain positive over the coming year.  Rising yields do have 

the benefit of making the current yield to maturity levels more 

attractive for fixed income markets with most fixed income 

benchmarks now offer yields of 3-4% comparted to 2-3% six 

months ago.  But rising yields are likely to result in lower 

returns for total returns at low single digit levels.   

 

Multi-asset income strategies have filled a useful sweet spot 

between fixed income and equities.  The yield focus of the 

income strategies is likely to feel some pressure from rising 

yields but we expect that the income strategies will continue to 

offer that balance of better yields than fixed income markets 

but better volatility levels than what come with equities and 

thus will remain relevant. 

 

Commodities can benefit in a reflating cycle but in the near 

term we think seasonal issues at the start of the year and the 

strong dollar outlook is likely to hold back commodity 

performance in coming months.   

 

The outlook is still volatile and the Trump Presidency carries 

with it many uncertainties so at least Neutral levels of cash are 

warranted. 
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EQUITIES 
 
In broad terms, equities tend to do better in a reflationary 

environment driven by higher growth expectations and an 

expansion of economic activity.  That said, equities will 

continue to be volatile given the likely policy uncertainty arising 

from an incoming US President with no political track record.  

Investors are advised not to chase short term rallies or sell into 

panics and instead use intermittent market sell-offs as 

opportunities to build positions.  On a regional basis, US 

equities receive an ‘OVERWEIGHT’ allocation, while European 

and Japanese equities have ‘NEUTRAL’ allocations, and 

emerging market equities have an ‘UNDERWEIGHT’ allocation. 

 

The US has been at the epicentre of the ongoing reflationary 

impulse, in view of President-elect Donald Trump’s policy 

agenda with regard to fiscal expansion.  Indeed, US equities’ 

post-election performance has been driven by expectations of 

the reflationary impulse, hence an ‘OVERWEIGHT’ allocation.  

Beyond the initial, broad-based rally, there is an opportunity to 

move into those US sectors that stand to benefit from the 

policy inclinations of the Trump administration, such as the oil 

industry, large pharmaceutical firms and defence companies. 

While valuation is moderately expensive by historical 

standards, it could be sustained provided interest rates do not 

spike excessively. 

 

European equities appear relatively unaffected by recent 

developments pertaining to the US election outcome and 

reflationary theme, and thus retain a ‘NEUTRAL’ allocation.  

That said, Germany, France and the Netherlands will face 

elections in 2017 and the tide of anti-establishment sentiment 

could once again upset the status quo.   

 

Japanese equities have benefited from a higher USDJPY, on 

the back of a wider interest differential owing to the post-

election surge in US Treasury yields even as Japanese 

sovereign yields remain anchored by the Bank of Japan.  

Looking ahead however, Japanese equities may face a tug-of-

war between the positive effects of a higher USDJPY and the 

negative effects of slower trade as a result of Trump’s 

protectionist, anti-globalization instincts, which will drag on 

global trade.  A ‘NEUTRAL’ allocation appears appropriate, on 

balance of these dynamics. 

 

Higher US rates and a stronger USD are typically negative for 

emerging market assets, prompting an ‘UNDERWEIGHT’ 

allocation to emerging market equities.  However, unlike the 

past, the current economic cycle in emerging markets has 

diverged from that of the developed world. With firmer 

commodity prices and a stabilizing China, the extent of any 

emerging market fallout is likely to be contained. 

 

 

 

COMMODITIES 
 
Overview – We remain at a neutral weight for the overall 

commodities sector. Although base metals and bulk 

commodities have performed strongly in recent months, this 

has largely been driven by speculative anticipation of deficit 

spending by the incoming Trump administration, which may 

fail to live up to expectations. There have also been policy 

missteps by the Chinese government in the areas of domestic 

steel and coal production that have driven up prices, but are 

now in the process of reversing. We are cautious of the current 

strong rally in the USD due to its negative correlation between 

commodity prices in recent years. Finally, the first quarter is 

typically the weakest quarter of the year seasonally, as cold 

weather and the Chinese Lunar holiday suppresses demand.  

 

Agriculture - We move to a slight underweight position in 

agriculture commodities. Grain prices remain depressed given 

the strong US harvest, high crop-to-use levels and anticipated 

planted area for the coming year. Latest data from the 

Australian Bureau of Meteorology shows a neutral La Nina 

reading, making it unlikely that drier weather with impact South 

and North American crop production in 2017.  

 

Base Metals – We move to a slight overweight on base 

metals. The evidence of supply-side shortages continues to 

mount, with zinc, lead, nickel and tin production appearing 

constrained given new mine capex which peaked in 2011. 

While copper and aluminium remain well-supplied at this 

current time, capital expenditure reductions and positive 

industrial production data point to tightness in these markets in 

the medium term.  

Bulk Commodities – We remain with a slight underweight 

position in bulk commodities. The recent severe price spike in 

coking coal, and to a lesser extent in thermal coal and iron ore, 

stems from Chinese government enforcing lower domestic 

production targets that reduced the operating days of domestic 

mines from 330 days to 276 days, and enforcement of mine 

closures. The resulting price spikes were unintended, as has 

been shown by the complete reversal of Chinese government 

policy in recent weeks. In fact, the government is now 

encouraging all mines to produce at a maximum level. This will 

inevitably lead to lower bulk commodity prices as previously 

restricted capacity comes back onto the market.  

 

Energy - We move to a neutral position in energy. Crude oil 

prices have rebound after recent agreement to cut OPEC 

production by 1.2 million barrels a day (mmbopd), with a 

further agreed reduction of 0.6 mmbopd by Russia. Yet it is 

unlikely that crude oil prices can rally above US$60/barrel in 

the coming year given potential for US onshore share 

production to ramp up quickly and profitably at that price point.  

 

Gold - We remain overweight on gold due to the potential for 

negative interest rates in developed economies, and concerns 

over further anti-EU catalysts in the coming quarter. We advise 

investors to look beyond the widespread expectation of a US 

interest rate hike in December 2016 and anticipated further 

rate hikes in the New Year. The high level of indebtedness in 

the US economy, together with continued variability in US 

economic data, means that further hikes risk curtailing growth.  
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FIXED INCOME 
 
After Seven Years of Expansion, Fixed Income Markets are 

facing some headwinds. 

 

The past seven years have been a “goldilocks” environment 

for fixed income investments.  Global growth was progressing 

at a moderate pace while the threats for higher inflation and 

higher interest rates were benign.  While other asset classes 

performed adequately as well, on a risk adjusted basis, fixed 

income was the seven year winner. 

 

We don’t think the world is suddenly going to face rapid growth 

and high inflation, but we do think there is a modest but 

important shift toward reflation happening in the global macro 

environment.  After years of slow progress, much of the slack 

in developed markets that have contributed to deflationary 

pressures has been taken up.  In particular US labor trends 

finally appear close to full employment and wages and inflation 

appear to be responding.  At the same time commodity prices 

and in particular energy prices appear to have hit a bottom and 

are rebounding.  And then to add in the potential simulative 

effects of infrastructure spending and tax cuts in the US is 

likely to prove the tipping point to getting first the US and then 

the world onto a reflationary path.   

 

The implication of a reflationary world is that both market rates 

and central bank targeted rates are likely to climb.  UOB’s 

house view is for a US FED rate hike in December and 2 to 3 

hikes in 2017.  Central banks in Europe, are less likely to 

expand their QE policies and Asian central banks are not likely 

to provide further rate cuts.  Global long term market rates 

such as the US 10 year government bond rate has already 

jumped 60bp to 2.4% and we think is likely to trend higher by 

another 20-30bp over the coming quarters. 

 

We don’t think investors need to be overly alarmed by these 

trends.  The macro data trends are not even close to hinting at 

such a threat of rapidly rising inflation and rates.  But the data 

does show modest reflationary trends that are going to cut into 

fixed income returns. 

 

We think investors should be advised that the strong fixed 

income returns of recent years is likely to be less attractive this 

year.  For example, during the past five years, Asian bond 

funds have delivered an average annual return of 7% per year 

according to the JACI benchmark.  But given the rate rises that 

will be a headwind for returns we think that returns in 2017 is 

likely to be in the range of 1-3%.   

 

Many investors that do not have the risk tolerance for equity 

volatility would still find it appropriate to be in fixed income 

investments despite the less attractive outlook for 2017.  The 

positive part of the fixed income outlook is that the multiyear 

outlook can improve as yields of fixed income funds rise. It is 

the adjustment period in the near term that creates the 

headwinds.   

 

The world is still far from being at risk of high inflation.  There 

have been profound deflationary forces across world that are 

going to persist for the long term.  While there are current 

reflationary trends, we shouldn’t forget that it would not take 

much for growth to miss expectations and for global investors 

to fear deflation again.  If the reflationary trends stall, then 

fixed income will come back into favor.  While the macro 

growth outlook appears to be improving, many uncertainties 

remain. 

 

We are underweight fixed income relative to other asset 

classes.  Within fixed income markets we underweight 

government bonds relative to corporate credits and are 

neutrally balanced between developed and emerging markets.  

We advise shorter durations than average for the start of 2017 

and prefer USD credits with low levels of hedging to SGD. 
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FX & INTEREST RATES 
 

UNITED STATES 

FED Funds Rate 

 

We still expect one 25-bps rate hike in 13/14 December FOMC while markets already considered it a done-deal. We are now 

more hawkish for the Fed Funds Target rate (FFTR) trajectory in the coming years (compared to before 8 Nov 2016) thanks to 

the likely expansionary US fiscal policies from Donald Trump. We expect the Fed Reserve to adopt a pragmatic approach 

towards the likely Trump fiscal boost, details of which will only gradually become available, so we see the Fed remaining on 

hold in 1Q 2017 after December 2016’s hike. Thereafter, we expect three 25bps rate hikes in 2017 (in June, September and 

December FOMC of 2017) from two previously. We also adjusted the terminal Fed Funds Target rate (FFTR) higher to 3.5% by 

4Q-2019 (from 3%). 

 

3M US Libors 10Y US Treasuries 

  

3M Libor at 1.00% forecasted for end 1Q 2017. 

 

Libors have been boosted by expectations of expansionary 

fiscal policies from the new Trump administration and better 

prospects for FED hikes (as seen from the compression in 

LOIS).   

 

Forecast risk is to the upside if USD liquidity stress is 

triggered by front loading of FED hike expectations. 

10Y UST at 2.50% forecasted for end 1Q 2017. 

 

Term premiums have repriced into positive territory post US 

elections. Further scope for upside possible given that levels 

are still far below historical averages.  

 

Forecast risk will be determined by details of the new 

administration’s spending plans, which will be made known 

after inauguration day. 
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SINGAPORE 

SGD NEER 

 

Singapore’s 3Q GDP grew 1.1% y/y, a markedly lower rate of growth from the 2.0% y/y growth registered in the first half of th is 

year. The sequential pullback of 2.0%, came about from very weak private consumption expenditure. This is possibly a result of 

the weaker real wage growth and less-tight labour market, and evident in the contraction in Singapore’s retail sales numbers 

over the past year. Faced with the onset of poorer economic prospects and job market, weaker consumer confidence had 

resulted in a collective “tightening your belt” situation amongst residents.  For now, the weak economic story will simply mean 

that the MAS will continue to keep to their current monetary stance of a “zero appreciation of the SGD NEER”, possibly for the 

whole of 2017 too. Higher inflation expectations (a common theme globally, it seems now) will mean that the central bank’s 

hands are tied when it comes to any further easing (via a shift in the midpoint). Factoring the inaction of the MAS in the 

upcoming meeting and our expectations of a single 25bps rate hike in the U.S. in December this year and three more 25bps 

rate hike in 2017, we maintain our forecast that the USD/SGD will trend towards the 1.48/USD level by end 2017. 

 

3M SOR and Sibor 10Y SG Bonds 

  

3M SOR and Sibor at 0.80% and 0.90% forecasted for end 

1Q 2017 respectively. 

 

SORs and Sibors are expected to remain largely flat at 

prevailing levels into 1Q 2017. Bouts of SG NEER weakness 

due to event shocks have been transitory. Absent sustained 

depreciation pressure on the SGD, the direction of domestic 

short term rates will primarily be driven by changes in US 

Libors.  

2.50% 10Y SGS forecasted for end 1Q 2017. 

 

10Y SGS yield has repriced sharply higher mirroring changes 

in USTs. Conditions favor a lower SGS beta to changes in 

UST for 2017, thus we could see UST yields pulling away 

from SGS yields. 

 

Forecast risk is to the upside if depreciation pressures on 

regional currencies becomes elevated and triggers fears of 

capital flight from the region.  
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JAPAN 

 
We still expect the Bank of Japan (BOJ) to do more in 2016 despite the 3Q GDP growth revision and recent yen weakness. 

The surprise announcement by BOJ in November on its first operations to purchase an unlimited amount of Japanese 

government bond (JGB) in a bid to re-assert the central bank’s control of the yield curve further reinforced our expectations of 

more measures from the BOJ in the last MPM this year on 19/20 December. We expect the next move from the BOJ is to push 

the Policy-Rate Balance rate to -0.2% (from -0.1%) by its Dec-2016 decision. We also expect the BOJ to accelerate it asset 

purchase program and may even include buying of other instruments either by end-2016 (19/20 December MPM) or in early 

half of 2017. We still believe the BOJ has not reached its limits of what it could do in terms of monetary easing, but the concern 

continues to be whether the BOJ’s monetary policy is still effective. 

 

EUROZONE 

 

Going into 2017, it is all about political event risks. In fact, we think it is highly possible the ECB had taken the election calendar 

into consideration when making its latest decision, as the extension would take them past the crucial German election 

(expected sometime in the autumn) as well as elections in other European markets. We are thus looking for a lower EUR/USD, 

and possibly downside risks to our forecasts, especially if inflation does not pick up sufficiently and with Draghi making it  clear 

that the QE programme is ‘in effect open-ended’. 
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UNITED KINGDOM 

 

Risks remain elevated so long as we do not get clarity surrounding the Brexit process. As of writing, the government is 

appealing against a High Court decision stipulating that Brexit will require a vote in Parliament before moving forward. A 

decision is only expected at the start of January 2017. GBP/USD has been resilient; but we look for the pair to trade lower on 

the back of a deteriorating macro backdrop and political uncertainty. We have, however, changed out BoE call and no longer 

expect the BoE to cut the bank rate further.  

 

AUSTRALIA 

 

The Australian economy shrunk in the September quarter by 0.5%, for the first time since 2011. Whilst this will invite talks of a 

recession, we think the odds are that GDP will rise in the fourth quarter. The door will remain open for rate cuts but we think the 

fiscal policy as a more appropriate tool to boost demand and raise productivity. That said, with the uncertain outlook 

domestically and globally, we expect the AUD/USD to trade lower. 
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MALAYSIA 

 
Post US elections, USD/MYR gapped up above the 4.00-4.20 range to break above this year’s high of 4.4250.The local 

currency has been under more pressure compared to its counterparts. Much of the weakness stems from dollar strength amid 

sharply higher US Treasury yields, as well as negative perception that Malaysia is more vulnerable due to its high foreign 

holdings of domestic debt securities, lower foreign reserves relative to Thailand and Indonesia, and BNM’s intensified actions to 

curb speculative offshore NDF activity. We think there are valid reasons to suggest the Ringgit has been oversold going by 

estimated fair value of 3.90 and the country’s stable fundamentals. One recourse for the Ringgit is higher oil price though is 

overshadowed by prospects of higher US 10-year yields and dollar bulls. We project USD/MYR at 4.50 in 2017 though being a 

high beta currency would mean periodic retesting of recent highs. Bank Negara Malaysia (BNM) kept the policy rate unchanged 

at 3.00% in November with a neutral bias. We think BNM is likely to stay focused on managing growth risks next year. The 

pressure to ease rates are somewhat limited by the volatile financial markets and weaker Ringgit. Given that the economy is on 

a stabilizing path, BNM can afford to stand pat on policy rates for now.    

 

INDONESIA 

 
IDR has been one of the outperformers in the Asian currency space in 2016. Before the end of 2016, IDR will find some support 

from delayed tax amnesty repatriations with Bank Indonesia (BI) expecting IDR 100 tn (out of IDR 143 tn declared so far) to be 

sent back in December. Going into 2017, USD/IDR will be underpinned by US yields. Having peaked at IDR685 tn (US$52 bn) 

or 39.2% of total outstanding in September, foreign holdings of IDR-denominated government bonds had dropped by US$2bn 

in the last two months. Foreign holdings remain substantial at 37.0% at the end of November and any risks of capital flight from 

Asia will have a larger impact on the Indonesian assets and currency. The global uncertainties and expected slower tax 

amnesty flows in 1Q17 will likely see USD/IDR gravitating towards 13,800 by end-1Q17 and 13,900 by end-2Q17. Politics could 

also become more intense approaching Jakarta Governor's election on 15 February 2017, increasing the upside risk for the 

currency pair. That said, the greater emphasis on financial market stability will mean that the central bank has limited 

opportunity to cut interest rates further. We expect BI to be on an extended pause in 1H17. 
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THAILAND 

 

Capital flow and exchange rate volatility would likely increase in the period ahead mainly owing to external uncertainties. These 

would include uncertainties in the direction of the US economic policies under the new administration and further monetary 

easing by central banks in major advanced economies. We view broad THB depreciation against USD going forward. For now, 

we expect THB to weaken against USD towards 37.0 at end-2017 from around the 35.6 level currently. Moreover, we expect 

the Bank of Thailand to keep the policy rate unchanged at 1.50% through 2017 since current monetary conditions remain 

conducive to the economic recovery. Further monetary policy easing would provide limited support to economic growth since 

the economic slowdown is in part due to global and domestic structural problems. 

 

CHINA 

 

After a period relative stability from July to Sep, the USD/CNY crossed the “line in the sand” of 6.70 after the October Golden 

Week and joining the SDR basket. The speed of the onshore unit’s decline was also surprising, breaching 6.70, 6.80, and 6.90 

rapidly within 2 months (Oct and Nov). YTD, the RMB has fallen nearly 6% vs. USD (onshore) and 5% (offshore CNH), at 6.89-

6.90 level (7 Dec), last seen in 2008. The RMB NEER fell by more than 6.5% since beginning of 2016. Into 2017, the USD 

strength is likely to be supported by US President-Elect Trump’s planned fiscal stimulus and tax cut plans. We see further 

upside pressure on USD/CNY, to 7.00 by mid-2017 and 7.16 by end-2017. On policy rate, scope for PBoC is constrained by 

the surge in US Treasury yield post-US election which has widened differential with China and other Asian interest rates. We 

expect PBoC to keep its benchmark interest rates and RRR rates unchanged at current levels going into 2017, at 4.35% (1Y 

benchmark lending rate) and 17.0% (RRR). 
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FX OUTLOOK 
 

 

FX End 1Q17F End 2Q17F End 3Q17F End 4Q17F 

USD/JPY 115 117 119 120 

EUR/USD 1.04 1.03 1.02 1.02 

GBP/USD 1.20 1.18 1.16 1.16 

AUD/USD 0.73 0.73 0.72 0.72 

NZD/USD 0.68 0.68 0.67 0.67 

USD/SGD 1.45 1.46 1.47 1.48 

USD/MYR 4.42 4.35 4.45 4.50 

USD/IDR 13,800 13,900 14,100 14,300 

USD/THB 36.3 36.5 36.8 37.0 

USD/PHP 49.8 50.2 50.6 50.9 

USD/INR 70.4 71.9 72.8 73.8 

USD/TWD 32.5 32.9 33.3 33.7 

USD/KRW 1,190 1,200 1,210 1,220 

USD/HKD 7.80 7.80 7.80 7.80 

USD/CNY 6.95 7.02 7.09 7.16 

Source: Bloomberg, UOB Global Economics & Markets Research 

 

SGD Crosses End 1Q17F End 2Q17F End 3Q17F End 4Q17F 

100 JPY/SGD 1.2609 1.2479 1.2353 1.2333 

EUR/SGD 1.5080 1.5038 1.4994 1.5096 

GBP/SGD 1.7400 1.7228 1.7052 1.7168 

AUD/SGD 1.0585 1.0658 1.0584 1.0656 

NZD/SGD 0.9860 0.9928 0.9849 0.9916 

MYR/SGD 0.3281 0.3356 0.3303 0.3289 

1000 IDR/SGD 0.1051 0.1050 0.1043 0.1035 

100THB/SGD 4.0000 4.0000 4.0000 4.0000 

PHP/SGD 0.0291 0.0291 0.0291 0.0291 

100INR/SGD 2.0597 2.0306 2.0192 2.0054 

100TWD/SGD 4.4632 4.4407 4.4181 4.3954 

100 KRW/SGD 0.1218 0.1217 0.1215 0.1213 

HKD/SGD 0.1859 0.1872 0.1885 0.1897 

CNY/SGD 0.2086 0.2080 0.2073 0.2067 

Source: Bloomberg, UOB Global Economics & Markets Research 
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