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Operation Twist?
Operation Twist and its impact on the U.5. Economy

On 21st September 2011, the Federal Resewe announced that they would be using "0 peration Twist™ to spur
the US. economy that is staling and on the verge of sliding back into recession. How can Operation Twist
achigve this? Or, the more importart question is, will Operation Twist succeed?

The Fed's objective of having Operation Twist is to boost the U5 economy by reducing interest rates on
longertermloans, like mortgages and business loans, thereby lowering borrowing cost for business and
consumers and evertually leading to extra cash for higher spending. With the lower interest rates, home
purchases and refinancing activities aswell as purchases of other “big-ticket” items are supposed to increase
The low government bond yield is also supposed to cause investors to seek higherrisk investment assets in
order to get higher yield However, market participants are generaly sceptical about how successful it would
be with concerns that the lower lending activity is a resutt of other fundamental economic and regulatory
conditions rather than interest rates. The high unemployment rate also means that consumers may not have the
ability to spend more. Thus, even with lower interest rates, businesses and consumers are unlikely to borrow
more or increase spending as their confidence inthe economy s low. As a resul, eventhough the move was
widely expected, investors interpreted the announcement as a signthatthe Fed is running out of good policy
options, thereby causing the market to tumble.

Whatis Operation Twist?

Operation Twistis a monetary pelicy program used by the Federal Reserve which aims to buy and sell U.S.
govemment securities to lower yields on long4erm bonds while having little change to short-termrates. The
programwas first seen 50 years ago in 1961 where the intent was to flatten the yield curve, thereby promoting
capital inflows and lifting the dollar. The desired outcome isto bring down interest rates on long-temm loans like
mortgages and business loans, thereby providing incentives for consumers and companies to borow and
spend From October 2011 to June 2012, the Fed would be selling a total of 8400 billi on in short-term
Treasuries in exchange for the same amount of longer-term bonds. The early resuits of Operation Twist
showed a "Visual Success” as yields rose on the short end and sink on the long end, with 30-year Treasury
bond yield dropping 17 basis points (refer to Figure 1).

Figure 1: Change in Term Structure Curve of US Treasury Actives; Source: Bloomberg

Forthe Investor
With the current uncertainty in the market, what should investors do? Diversification is even more crucial now
s0 as to reduce investors' risk exposure by having exposure to different asset classes

Investments into bonds or bond funds could help in reducing elements of risk together. With lower yields on
long -term govemment securities, long-term corporate bond yields are likely to follow suit, thereby resulting an
increase in corporate bond prices (which are inversely related to bond yields). At the same time, in a low
interest rate environment, bond investors could still receive regular income stream from the coupon payments.
However, credit risk on issuers of the bonds should be taken into consi deration to ensure that investors are
taking on risk which they are aware of. Investors who want to diversify across various bonds can consider bond
funds like Templeton Global Total Retum Fund or Pimco Total Retum Fund

Investors can also consider using altemative investment strategies like Man AHL Trend. The fund can hold both
long and short positions and has exposure to a wide array of asset classes, thus portfolio diversification may
be achieved

Please contact your Premier Relationship Managers for mare information oninvestment suitability and risk of
the funds.

Important Information
The information provided herein is intended for general circulation and/or discussion purposes only. it does not take into
acoount the spec ficinvestment objectives, financal situation or particular needs of any particular person

Without prejudice to the generality ofthe faregoing, please seek advice fom a financial adviser regarding the su tability
ofany investment produd taking into a ccount your specific investment objective s, financial situation or particular needs
before you make a commitment to purchase the investment product. In the event that you choose not to seek advice
from a financial adviser, you should consider whether the product in question is suitable for you

Copies of the prospedtuses ofthe Funds are available and may be obtained fromthe Fund Managers, or any of its
approved distributors. Potential investors should read the prospectus for details on the Funds before dedding whether
to subscribe for or purchase unitsin the Funds. The value ofthe units in the Funds and the income accruing to the
units, ifany, may fall or rise.

The investment obje dive ofthe Templeton Global Total Return Fund aims to maxmise, consistent with prudent
investment mana gement, total investment return consisting ofa combination ofinterest income, capital appreciation, and
currency gains.

The investment obje ctive ofthe Pimco Total Return Bond Fund aims to seek to maxmize total return, consistent with
preservation of capital and prudent investment management by investing at least two-thirds ofits assets in a diversified
portiolio of fixed income instruments of varying maturtties.

The investment obje ctive ofthe MAN AHL Trend Fund aims to seek to achieve medium-+em capital grovih targeting
double digit annualizd returns for a target annualized volatility of around 15% over the medium term.

No representation or warranty whatsoever (including vithout limitation any representation or varranty as to acouracy,
usefulness, adequacy, timeliness or completeness) in resped of any information (including without limitation any
statement, figures, opinion, viewor estimate) provided herein is given by OCBC Bank and it should not be relied upon as
such. OCBEC Bank does not undertake an obligation to update the information or to correct any inaccuracy that may
become apparent at a later time. Allinformation presented is subjedt to change without notice. OCBC Bank shall not be
responsible or liable for any loss or damage whatsoever arising directly or indirectly ho wsoeverin connection with oras
a result of any person acting on any information provided herein

The information provided herein may contain projections or other forward lookin g statement regarding future events or
future performance of countries, assets, markets or companies. Actual e vents or results may differ materially. Past
performance figures are not necessarily indicative of future or likely performance. Any reference to any specific
company, finandial product or asset class in vhatever vay is used for ilustrative purposes only and does not constitute a
recommendation on the same

OCBC Bank, Singapore Island Bank Limited, OCBC Investment Research Private Limited, OCBC Securtties Private
Limited and is respective associated and connected corporations together with their respective directors and o ficers
may have or take positions in any securities mentioned in this report and may also perform or seek to perform broking
and other investment or secunties related services forthe corporations whose securities are mentioned in this report as
well as other parties generally.

This does not constitute an offer or solicitation to buy or sell or subscribe for any security or finandial instrument or to
enter into a transaction or to participate in any particular trading or investment strate gy. The proposed transaction(s)
herein (if any) is/are subjed to the final expression of the terms set forth in the definitive agreement(s) and/or
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