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DM Central Bank outlook; implications on SGD rates

Since our last issue of Interest Rates Monthly on 15 March,
market has further pared back rate cuts expectation across the
major DM central banks that we monitor, more notably in the
USD and AUD markets. We have earlier revised our Fed funds
rate expectation, to 75bps of cuts this year, following our
upward revisions to oil price forecasts and to 2024 US GDP
forecast. We summarise in this report our latest views on the
outlook for Fed, BoE, BoJ, ECB and RBA monetary policies.

Fed. Our assessment is the broader disinflation trend remains,
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so does the Fed’s easing agenda; but interim bumps in 0 ||
inflation mean the Fed is not going to cut rate just yet, and a

delay in the timing of the first rate cut will reduce the room for 20 I I

rate cuts to be delivered between now and year-end. Energy %0

inflation likely more than offsets the favourable base effect  -60

that we have emphasized, leaving headline inflation at levels

that may be too high for the FOMC to gain enough confidence

to start cutting rates at the June FOMC meeting. We expect 100

the first Fed fund rate cut in July, and a total of 75bps of cuts -120

this year. 140 W 12 January pricing
BoE. There have been pushbacks or caution against an early _122 W 29 April pricing

rate cut from various BoE officials in recent days. Our view has
been for the first BoE policy rate cut to come only in August,
given sticky services inflation. GBP OIS price the chance of a
25bp cut by the August MPC meeting at 89%, and a total of
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46bps of cuts this year, in line with our base-case for 50bps of %Yoy UK CPI
cuts. The pricing of cuts is evenly paced across monthly 16
contracts, and as such we do not look for meaningful 14 Goods
adjustment in these pricings. We expect 3M term SONIA to 12 Services
end the year at around 4.7%.
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Interest rates forecasts Q224 Q324 Q424 Q125 8
BoE Base Rate 5.25 5.00 4.75 4.50 6
GBP SONIA 5.20 4,95 4.70 4.45 4
3M GBP OIS SONIA 5.20 4.95 4.70 4.45 2
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unchanged at 0.0-0.1% by a unanimous vote, in line with
consensus and our expectation. The central bank will conduct
bond purchases “in accordance with the decisions made at the
March 2024 MPM”. As we highlighted before, back in March,
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the BolJ already adjusted lower the upper bound of intended
JGB purchase amounts. Passive QT may well start in June, in
our view; a separate announcement of QT may not be seen as
necessary. In terms of the policy O/N Call Rate target range,
we expect additional 20bps of hikes this year to 0.2-0.3%.

Interest rates forecasts mmm Q125

O/N Call Rate Target 0.10 0.20 0.30 0.30
TONAR 0.10 0.20 0.30 0.35
3MJPY TIBOR 0.25 0.35 0.45 0.45 LYoy EU HICP
Goods
ECB. Our base-case remains for a total of 75bps of rate cuts 12 Services

this year, with the first cut likely coming in June as strongly
hinted by various ECB officials including Lagarde. Q1 12
employment report to be out in mid-May shall be the last 10
piece of evidence for the central bank to gain enough
confidence to start cutting rates, when the growth outlook is
tilted to the downside. That said, we are not looking for back-
to-back policy rate cuts by the ECB.
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ECB Deposit Rate 3.75 3.50 3.25
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M EURIBOR 3.60 335 315 %0 Source: CEIC, OCBC Research
3M EURIBOR 3.65 3.40 3.20 2.95
RBA. Our long-held view has been that the RBA would be 192’65!05! AUD CPI

among the last major central banks to start the easing cycle.

Q1 CPI surprised to the upside, across headline, trimmed 0 Goods Services
mean and weighted median. Sticky sequential inflation may

further delay the timing of the first rate cut, which will then g

limit the room for the total magnitude of cuts to be delivered

before year-end. We now expect one 25bp cut in the OCR this

year, instead of two cuts. Given our flat profile of the OCR over ©

the coming months, we expect the 1M and 3M BBSW to stay .

fairly stable at 4.30-4.40% before Q4.
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Source: CEIC, OCBC Research
Note: for a full set of USD rates forecasts, please refer to the

publication “USD rates and SGD rates forecasts update” dated 15
April.
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SGD:

SGD rates outperformed USD rates in the latest leg of upward
movement in interest rates, resulting in yet more negative SGD-
USD OIS spreads. This relative performance is in line with
historical pattern and as we last wrote, in either a rising or a

400
falling rates environment, SGD rates are likely to stay relatively

more stable than USD rates. The pass-through from changes in 300
USD rates onto SGD rates have not been 100%. During the

upward move in rates in 2022 and through most of 2023 (up till 500
mid-October when the 2Y USD OIS peaked), the pass-through
from higher USD SOFR OIS onto SGD SORA OIS ranged 58%-62%,
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500 PP Changes between end-2021
and 18 Oct 2023
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meaning SGD OIS did not rise as much as USD OIS did.

This outperformance in SGD rates was attributable to a

combination of factors. On the supply side, SGS supply outlook

is always neutral to supportive, as there is minimum reliance on

the proceeds to fund fiscal spending or projects. On monetary  source: Bloomberg, OCBC Research

policy, the respective policies in the US and Singapore, if they

are in the same cycle, exert opposite forces to their respective Change between
interest rates. When MAS tightens via an increase in the slope bp 18 Oct 23 and 18 Jan 24
of its SSNEER policy band, for example, the more positive slope

per se may exert a downward pressure on front-end SGD rates 0
via the FX swap dynamics, other things being equal. Similarly,in
the downward move in rates during mid-Oct 2023 to mid-Jan

2024, SGD rates lagged the move in USD rates, i.e. SGD rates -4
underperformed USD rates, primarily reflecting the more stable
nature of SGD rates and also as a partial normalization of SGD- ©
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USD rates spreads. 80

Looking ahead, before USD rates embark on a more sustained -100
downtrend, and with the SSNEER slope staying positive, SGD-
USD OIS spreads are likely to stay deeply negative. Our medium-
term view remains for short-end SGD rates to underperform o

USD rates in a falling rates environment, thereby partially 2y sy 10v 20v
normalising rates differentials — this move may only gain

momentum later in the year when the Fed starts its easing cycle, Source: Bloomberg, OCBC Research

and even then, SGD rates underperformance may be mild

m SGD OIS
B USD OIS

-120

especially if MAS maintains policy setting. On balance, we o bp SGD basis curve
expect SGD rates to grind lower in a gradual manner over the
course of the year. 0 —t—26/04/2024

Likewise, SGS have also tended to trade in a more stable manner
than USTs. Longer tenor SGS are likely to be supported by asset
swap flows and probably some residue bond/swap flows. Asset
swap pick-up for USD funded investors becomes more €0

appealing as we move further out the curve, as both the SGD

basis and the SGD OIS curves are inverted. Pick-up was last at  -80

SOFR+70bps for 10Y SGS and SOFR+110bps for 20Y SGS (before

accounting for bid/offer spreads). Domestically, the negative

bond/swap spread (OIS minus bond yields) may also support 2¥Y 3Y 4Y S5Y 7Y 10Y 15Y 20V
some bond buying. The 10Y bond/swap spread, for example,
was last at -19bps, the lowest this year. It was roughly around
multi-year historical levels with reference to bond/IRS spread

-40

Source: Bloomberg, OCBC Research
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adjusted by a spread — we use a 30bp spread after considering
MMR adjustment spread and historical SOR-SORA basis levels,
but at current rate and yield levels, the bond/swap spread could
have been less negative. On the SGS curve itself, 2Y SGS exhibits
some relative value — its yield represents the highest point on
the curve, and the tenor can better withstand the near-term risk
of higher rates.

On bills side, recent MAS bills and T-bills auction results have
come in pretty much in line with the prevailing market
conditions. The latest 6M T-bills cut off at 3.74%, around 20bps
higher than the 6M implied SGD rate, within the usual range.
MAS bill cut-offs have also mostly come in at 20-25bps above
implied SGD rates. The yield “premium” that MAS bills used to
offer compared to T-bills vis-a-vis implied rates has become
smaller, probably as the market has transitioned entirely to
SOFR. When both LIBOR and SOFR were made reference to,
MAS bills cut-offs were pulled slightly up by the higher LIBOR
curve. Still, due to the shorter-tenors, MAS bills can at times
offer higher relative yields when SGD liquidity tightens.

Note: for a full set of SGD rates forecasts, please refer to the
publication “USD rates and SGD rates forecasts update” dated 15 April.

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram!

4.2

4.0

3.8

3.6

3.4

3.2

GLOBAL MARKETS RESEARCH

% 3M SGD rates
0%,
0o° o o°°°°<-‘00
5] o
Cp@®@ Op 4
1)
)
—— 3Mimplied SGD rate
© AW MAS bill cut off

09-23
10-23
11-23
12-23
01-24
02-24
03-24

04-24

Source: MAS, Bloomberg, OCBC Research



$)OCBC

Macro Research
Selena Ling

Head of Strategy & Research

LingSSSelena@ochc.com

Herbert Wong

Hong Kong & Macau Economist

HerbertWong@ocbhc.com

Jonathan Ng
ASEAN Economist
JonathanNgd4@ocbc.com

FX/Rates Strategy
Frances Cheung, CFA

Rates Strategist
FrancesCheung@ochc.com

Credit Research
Andrew Wong

Credit Research Analyst
WongVKAM®@ocbhc.com

GLOBAL MARKETS RESEARCH

Tommy Xie Dongming
Head of Greater China Research
XieD@ochc.com

Lavanya Venkateswaran
Senior ASEAN Economist
LavanyaVenkateswaran@ocbc.com

Keung Ching (Cindy)

Hong Kong & Macau Economist

Cindyckeung@ochc.com

Ahmad A Enver
ASEAN Economist
Ahmad.Enver@ochc.com

Ong Shu Yi
ESG Analyst
ShuyiOngl@ocbc.com

Christopher Wong
FX Strategist
ChristopherWong@ocbc.com

Ezien Hoo, CFA
Credit Research Analyst
EzienHoo@ochc.com

Wong Hong Wei, CFA
Credit Research Analyst
WongHongWei@ocbhc.com

Chin Meng Tee, CFA
Credit Research Analyst
MengTeeChin@ochc.com

This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in w hole or in part to any other person
without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase or sale of the
securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the markets provided is not
necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled from sources
believed to be reliable and we have taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time
of publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first independently
verifying its contents. The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any opinion or estimate
contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability
whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion
or estimate. This publication may cover a wide range of topics ad is not intended to be a comprehensive study or to provide any recommendation or advice on
personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for specific advice concerning individual situations.
Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your specific investment objectives, financial
situation or particular needs before you make a commitment to purchase the investment product. OCBC Bank, its related companies, their respective directors
and/or employees (collectively “Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein. Such
interests include effecting transactions in such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC
Bank and its Related Persons may also be related to, and receive fees from, providers of such investment products. This report is intended for your sole use and
information. By accepting this report, you agree that you shall not share, communicate, distribute, deliver a copy of or otherwise disclose in any way all or any
part of this report or any information contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including, without
limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule,
regulation, guidance or similar. In particular, you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant
Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation
(600/2014) (“MIFIR”) (together referred to as “MiFID 11”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable
or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID Il, as
implemented in any jurisdiction).

Co.Reg.no.: 193200032W

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 5



