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Equity Outflows, Monetary Easing & INR


Foreign portfolio investors have been dumping Indian stocks month-to-date,
weighing on the high-yielding INR



While the cautious stance of RBI Governor Das on future rate cuts could dent
market sentiment in the near term, India’s benign inflation outlook does provide
scope for the central bank to lower its policy rate again in August to spur
economic growth



USD/INR is expected to stay above the 68.2 support for now but will likely
resume its downward trend in the medium term as accommodative external
liquidity will prompt overseas investor to chase the INR-denominated assets for
higher returns
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USD/INR (Inverted) vs. NIFTY50 Share Index

We maintain our short USD/INR position

Asia Overview - Most EM Asian currencies weakened versus the dollar during
Tuesday’s Asian session. The SGD and JPY fell 0.3% each amid a broadly
strengthened dollar.
The CNY and CNH were steady amid the US-China trade optimism, although the
dollar advanced across the board on Tuesday. The dollar/yuan is likely to trade in a
range of 6.80-6.95 until the US and China make a concrete progress in the trade
talks. It was reported that US Trade Representative Robert Lighthizer and a small
team will travel to Shanghai next Monday-Wednesday for meetings with Chinese
Vice Premier Liu He and his team to resume formal negotiations following their
collapse in May. PBoC Governor Yi Gang said in an interview with Caixin that the
country’s current interest rates are at an appropriate level and the central bank will
make decisions on interest rates based on domestic considerations. The KRW
dipped somewhat. USD/KRW is likely to trade between 1,160 and 1,190 for now,
following a broader market tone. BoK Governor Lee Ju-yeol on Tuesday hinted at an
additional rate cut, less than a week after the central bank slashed the key rate to
spur economic growth. The TWD closed almost flat. The 31.0 mark is now serving as
a support for USD/TWD.
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USD/INR vs. India Portfolio Flows

The INR edged down Tuesday. India’s cumulative monsoon rainfall was 18.8%
below the normal as of 23 July. The IDR dropped 0.3%. However, the IDR is
expected to rally again in the medium term amid portfolio inflows chasing the highyielding assets. The MYR declined slightly, but USD/MYR will likely test the 4.10
support in the near term. The PHP slid about 0.2%, with USD/PHP likely to head for
51.5 amid a broad dollar strength. BSP Governor Benjamin Diokno said on Tuesday
that further monetary easing depends on how strong the economic growth is. The
THB weakened 0.2%. USD/THB is likely to trade between 30.5 and 31.0 at the
moment. We remain bullish on the THB in the medium term.
Regional equity indices diverged on Tuesday. China’s SHCOMP index rallied 0.45%
despite USD 59.0mn of equity outflows, while India’s NIFTY50 index slid 0.13%.
South Korea’s KOSPI index advanced 0.39% with foreign investors purchasing a net
USD 154.8mn of Korean shares. In the meantime, Taiwan’s TWSE index edged up
although global funds reduced their holdings in local main board shares by USD
1.6mn on Tuesday. Malaysia’s KLCI index ended 0.02% higher. However, Thailand’s
SET index and Indonesia’s JCI index closed down 0.16% and 0.46% respectively.
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India CPI Inflation

India • Foreign portfolio investors (FPIs) have been dumping Indian stocks month-to
-date, weighing on the high-yielding INR. They pulled out USD 1.48bn from Indian
equity markets in the month so far, largely due to the "super-rich" tax announced in
the FY2019-20 Union Budget that was unveiled on 5 July. FPIs had been net
investors in the equity segment in the previous five months.
In addition, RBI Governor Shaktikanta Das said in an interview with Bloomberg on 20
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July that future interest rate cuts would depend on incoming data. His remarks have pushed up the Indian government bond yields,
sparking bond portfolio outflows and undermining the INR.
While the cautious stance of RBI Governor Das on future rate cuts could dent market sentiment in the near term, India’s benign
inflation outlook does provide scope for the central bank to lower its policy rate again on 7 August to spur economic growth. Moreover,
the IMF on Tuesday further slashed its annual growth forecast for India on weaker domestic demand, expecting the economy to
expand 7.0% and 7.2% respectively in 2019 and 2020, a downward revision of 0.3 percentage point for both years from its April
projection. Earlier in April, the Fund cut India’s growth outlook for 2019 and 2020 by 0.2 percentage point each to 7.3% and 7.5%
respectively.
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USD/INR is expected to stay above the 68.2 support in the weeks ahead but will likely resume its downward trend in the
medium term as accommodative external liquidity arising from major central banks re-expanding their balance sheets later
this year will prompt overseas investor to chase the INR-denominated assets for higher returns.
We maintain our short USD/INR position. Technically, the pair is expected to fluctuate gradually lower within the pennant.
Meanwhile, the RBI replenishing its foreign currency stockpile will continue slowing the pace of appreciation in the highyielding currency.
Balance Sheet of Major Central Banks
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USD/INR Spot

Source: Bloomberg & Scotiabank FICC Strategy

2

GLOBAL FX STRATEGY | ASIAN FX UPDATE

This report is intended for gbmreports@konradgroup.com. Unauthorized distribution of this report is prohibited.

Wednesday, July 24, 2019

CONTACTS - GLOBAL FX STRATEGY
Shaun Osborne
Chief FX Strategist
T +1 416 945 4538
Shaun.Osborne@scotiabank.com

Qi Gao, FRM
FX Strategist (Asia), Associate Director
T +65 6305 8396
qi.gao@scotiabank.com

Eric Theoret, CFA, CMT
FX Strategist (G10), Director
T +1 416 863 7030
eric.theoret@scotiabank.com
IMPORTANT NOTICE and DISCLAIMER:
This report is prepared by Scotiabank as a resource for clients of Scotiabank for information and discussion purposes only. T his report should be considered a marketing communication and has not
been prepared by a member of the research department of Scotiabank, it is solely for the use of sophisticated institutional investors, and this report does not constitute investment advice or any personal
recommendation to invest in a financial instrument or “investment research” as defined by the UK Prudential Regulation Authority or UK Financial Conduct Authority. This document has not been prepared in accordance with EU legal requirements designed to promote the independence of investment research and the information contained in this publication is not subject to any prohibition in the
EU on dealing ahead of the dissemination of investment research. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. The
information and opinions contained herein have been compiled or arrived at from publically available sources believed reliabl e but no representation or warranty, express or implied, is made as to their
accuracy or completeness and neither the information nor the forecast shall be taken as a representation for which Scotiabank or any of its employees incur any responsibility. Neither Scotiabank nor its
representatives accept any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy
any financial instruments and has no regard to the specific investment objectives, financial situation or particular needs of any recipient. It is not intended to provide legal, tax, accounting or other advice.
Scotiabank and/or its respective officers, directors or employees may from time to time take positions in the products mentioned herein as principal or agent. Directors, officers or employees of Scotiabank may serve as directors of corporations referred to herein. Scotiabank may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may receive remuneration for same. This report may include forward-looking statements about the objectives and strategies of Scotiabank. Such forward-looking statements are inherently
subject to uncertainties beyond the control of Scotiabank including but not limited to economic and financial conditions globally, regulatory development in Canada and elsewhere, technological developments and competition. The reader is cautioned that the member's actual performance could differ materially from such forward-looking statements. Past performance or simulated past performance is
not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance. You should note that the manner in which you implement any of strategies set out in this report may
expose you to significant risk and you should carefully consider your ability to bear such risks through consultation with your legal, accounting and other advisors. Information in this report regarding
services and products of Scotiabank is applicable only in jurisdictions where such services and products may lawfully be offered for sale and is void where prohibited by law. If you access this report
from outside of Canada, you are responsible for compliance with local, national and international laws. Not all products and services are available across Canada or in all countries. All Scotiabank
products and services are subject to the terms of applicable agreements. This report and all information, opinions and conclusions contained in it are protected by copyright. This report may not be
reproduced in whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in it be referred to without in each case the prior express consent of
Scotiabank. Scotiabank is a Canadian chartered bank.
If you are affected by MIFID II, you must advise us in writing at trade.supervision@scotiabank.com.
™Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment
banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotia Capital Inc. and Scotia Capital (USA) Inc., Scotiabank Europe plc, Scotiabank (Ireland) Limited - all members of the Scotia-bank Group and authorized users of the mark. The Bank of Nova Scotia is incorporated in Canada with limited liability. Scotia
Capital Inc. is a member of the Canadian Investor Protection Fund. Scotia Capital (USA) Inc. is a broker-dealer registered with the SEC and is a member of FINRA, NYSE, NFA and SIPC. The Bank of
Nova Scotia is authorized and regulated by the Office of the Superintendent of Financial Institutions in Canada. The Bank of Nova Scotia is authorized by the Prudential Regulation Authority and subject
to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the Prudential Regulation Authority are available from us on request. Scotiabank Europe plc is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
To unsubscribe from receiving further Commercial Electronic Messages click this link: www.unsubscribe.gbm.scotiabank.com.

3

