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MARKET SUMMARY

FX Daily Δ* Wkly Δ

JPY 139.56  139.40   +0.48  ▼0.52

EUR 1.0776  1.0749   ▼0.0033  +0.0041

AUD 0.6723  0.6742   +0.0026  +0.0132

SGD 1.3423  1.3434   +0.0007  ▼0.0069

CNY 7.1225  7.1305   +0.0187  +0.0319

INR 82.45  82.47   ▼0.11  +0.16

IDR 14840  14840   ▼55  ▼153

MYR 4.6129  4.6143   ▼0.0067  +0.0378

PHP 56.04  56.04   ▼0.08  +0.14  

THB 34.60  34.62   ▼0.20  +0.08

*compared with previous day CLOSE(NY)
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33,876.78 +0.13%   +0.34%   

32,265.17 +1.97%   +2.35%   

4,289.79 ▼0.18%  ▼0.78%  

4,133.32 ▼0.42%  ▼0.53%  

3,186.97 +0.01%   +0.65%   

3,231.41 +0.55%   +0.04%   

62,625.63 ▼0.35%  +0.13%   

6,694.02 +0.42%   +0.92%   

1,376.08 +0.10%   ▼0.38%  

6,507.15 ▼0.49%  ▼0.07%  

1,555.11 ▼0.28%  +1.56%   

260.53 ▲0.68%  +0.33%   

8,349.00 +0.16%   +1.40%   

113.75 +1.73%   +6.93%   

1,961.19 ▲0.22%  +0.68%   

70.17 ▼1.57%  ▼2.19%  

TODAY'S COMMENTS & FORECAST                                                            

Open

USD/JPY 1.0751

USD/SGD 34.60

JPY/SGD 4.614

Forecast
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- 1.0810

- 0.6800

- 1.3490

- 0.9733

- 7.1550

- 82.75

- 14960

- 4.628

- 56.25

- 34.80

Today's Direction

Bull Bear
USD/SGD 4 : 1    
USD/JPY 3 : 2    
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- Higher Yields: Front-end yields would be most acutely impacted given the likelihood of most
of the liquidity being mopped up by T-bill issuances. This will of course transmit across the
curve, but will be dampened at the 2Y insofar as approaching Fed (peak) rate expectations
temper; and even more so at the longer end by recession risks being priced incrementally.
- Risk Spread: With the US Treasury mopping up liquidity, risk re-pricing though may be more
accentuated, with widening credit spreads more discernibly amid a liquidity squeeze.
- Especially as rising yields on "safe" US bills compete with, and displace, risk assets; further
accentuated by the Fed's on-going QT that is effectively draining $95bn/mth from markets.
- Banking Risks/Credit Spreads: What's more, insofar that the US Treasury bill issuances
compete for USD funding in the money markets, banks could also unevenly feel the liquidity
squeeze. This will in turn accentuate credit premiums across USD funding capability, organic
cash-flow strength and risk beta (should this re-trigger US regional bank jitters).
- USD Strength: Finally, the rush for USD funding will boost USD strength, accentuated by "risk
off" from (T-bill induced) liquidity squeeze; even as post-debt ceiling short squeeze fades.
- The silver-lining is that insofar that the liquidity squeeze is widely anticipated, the resultant
response of precautionary positioning will mitigate pain and tail risks. Crucially, spare liquidity
in reverse repo (some $2.5trln) may be tapped on to avert an all-out financial calamity.
- Nonetheless, a bumpy path in coming weeks amid heightened liquidity stress remains par for
the course; with volatile yields entailing 50-100bps of upside, dented risk assets, smaller/less
well-funded banks subject to USD funding risks and a strong USD cutting risk currencies.

FX Daily Outlook
- EUR/USD: Caution may restrain strength to test 1.08 as Fed skip relents to elevated yields.
- USD/JPY: UST yields impart buoyancy off mid-138 even as both BoJ and Fed look to hold.
- USD/SGD: Weakening CNH restrain sub-1.34 slips. Watch for rallies on higher UST yields.
- AUD/USD: Eyes on AUD turnaround as the pair may attempt mid-67 cents consolidation.

TODAY'S EVENTS
(JP) PPI YoY (May): (Apr: 5.8%) | (JP) Machine Tool Orders YoY (May P): (Apr: -14.4%) | 
12-15 June: (CH) New Yuan Loans/Aggregate Financing CNY (May): (Mkt: 1500b/1800b; Apr: 718.8b/1217.1b) | 
(CH) FDI YTD YoY CNY (May): (Apr: 2.2%) | (ID) Consumer Confidence Index (May): (126.1) | (IN) CPI YoY (May): (Apr: 4.7%) | 
(IN) Industrial Production YoY (Apr): (Mkt: 0.9%; Mar: 1.1%)

Three Take-aways:

1) Alongside enlarged T-bill issuances and impending Fed meeting, UST yields surged.
2) Hawkish RBA tendencies may have lent traction to the AUD.
3) Liquidity stresses, higher risks and credit spreads ought to be closely watched on T-bill issuances.
Staying High?
- Ahead of this week's G3 central bank decisions, US Treasuries sold off as UST 2Y yields surged 8.1bp
last friday in a further alignment to the often repeated "higher for longer rates higher for longer".
That said, one partial driver is also the enlarged T-bill issuances. (See below).
- Nonetheless, giving up initial gains, US equities continue to clutch onto remnants of fading highs of
Fed pivot cheers to rise 0.1-0.2%.
- In FX, USD recovered some ground as USD/JPY rose towards mid-139 while EUR was sent below mid-
1.07. Notably, against the grind of higher UST yields, soft oil prices as well as subdued China
inflation reaffirming economic weakness, AUD edged up towards mid-67 cents.
- Inevitably, one may ponder if the RBA's hawkishness tendencies have finally assisted the AUD to find
a bottom or even turn a corner. Admittedly, hopes surrounding possibility of PBoC rate cuts and/or
government support following commercial banks' deposit rate cuts played a part. In EM-Asia,
USD/SGD traded sideways between 1.34 and mid-1.34.
The Post-Debt Ceiling Liquidity Squeeze: Impact of T-bill Issuances
- While resolution of the debt defuses most of the extreme risks of financial failure, part of the 
(US) credit risks are merely swapped out for liquidity risks.
- In particular, the fact that markets will not be able to side-step an acute liquidity squeeze as the 
US Treasury urgently replenishes its depleted coffers, where cash had fallen to ~$20bn just ahead of 
resolution, compared to (just 3% of!) $750bn  average for Q2 2022. Consequently, the Treasury will 
have to issue at least upwards of $600-800bn in T-bill issuances (markets estimate $1trln). Either 
way, an acute liquidity squeeze with sharp consequences for the market. 
- The impact would be one of higher yields (as a function of aggregate Treasury paper supply 
mopping up liquidity), wider (risk) spreads and USD strength from USD funding demand.
OVERNIGHT RESULTS
(CH) CPI/PPI YoY (May): 0.2%/-4.6% (Mkt: 0.2%/-4.3%; Apr: 0.1%/-3.6%) | (MY) Ind Pdtn YoY (Apr): -3.3% (Mkt: 2.0%; Mar: 3.1%)
(PH) Trade Bal (Apr): -$4531m (Mkt: -$4700m; Mar: -$4928m) | (PH) Unemployment Rate (Apr): 4.5% (Mar: 4.7%)
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