Rates Outlook

Treasury Research
Tel: 6530-8384

Selena Ling
Tel: 6530-4887

LingSSSelena@ocbc.com

&) ocBC Bank

Updated interest rate forecasts (March 2019)

Tuesday, March 05, 2019

Highlights

While global risk sentiments have been largely supported on the back of market
anticipation of an imminent US-China trade deal, nevertheless the progress may
remain fraught with risks given high expectation hurdles (note Lighthizer is looking
for more than a “soybean solution” and stressing enforcement). That said, even
the collapse of the Trump-Kim meeting did not fully douse market optimism in the
near-term, albeit fund flows suggest that momentum in EM equities may be
petering out and investors are awaiting for fresh catalysts. Trump’s continued
criticism of Fed chair Powell as someone who likes to raise interest rates will
likely keep the lid on any nascent Fed hawkishness in the interim, notwithstanding
this Friday’s US labour market report which is likely to telegraph a picture of
sustained health. Our house view is essentially for no Fed rate hike this year, and
unless the economic winds tilt suddenly southwards, a pre-emptive Fed rate cut is
also not apparent on the 6-month horizon either. This points to a fairly sustained
flat yield curve and we would prefer to adopt a range trading mindset from here.

For Singapore, MAS has revised its headline inflation forecast for 2019 down from
1-2% yoy to 0.5-1.5% yoy, but kept its MAS core inflation forecast unchanged at
1.5-2.5%. Conviction levels for a further tightening (via a S$NEER slope
steepening) is rapidly evaporating. The easing in headline inflation, coupled with
the global tide of monetary policy intentions turning more dovish, may give the
central bank more room to maneuver. Leading domestic economic indicators
have sank like a rock, with the latest Nikkei Singapore PMI falling for the third
straight month into contraction territory at 49.8 (-0.3 points) in February, which is
also the third lowest print after April 2016 (49.4) and September 2018 (49.6)
respectively. In particular, new business growth and new export orders have
weakened, and companies have shed jobs for the second straight month, which
may subsequently impact the domestic labour market if sustained. Coupled with
the earlier manufacturing and electronics PMI prints, which also retreated further
to 50.4 and 49.5 (4th consecutive month of contraction), the signs are pointing to a
further deceleration of momentum in 1H19. We had earlier shaded down the
1Q19 manufacturing growth forecast to -0.5% yoy, and consequently our 2019
full-year GDP growth forecast from 2.7% yoy to 2.3% yoy.

For Malaysia, we essentially see BNM as static for 2019, even if a preference for
a more dovish policy inclination may start to emerge. While the recent deflationary
inflation print had spurred speculation of a rate cut later in the year, especially
given the domestic growth slowdown, nevertheless, the inflation is likely to trend
higher from here due to the effects from the removal of the GST last year. As
such, BNM may adopt a wait and see mode for the time being.
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Forecasts

US%'ar;geSt ’ 1Q19 ’ 2019 ’ 3019 ’ 4019 ’ 2020 ’ 2021
Fed Funds Target 2.50% 2.50% 2.50% 2.50% 2.50% 2.50%
T—E::(e)nth LIBOR 2.48% 2.49% 2.51% 2.52% 2.55% 2.60%
2-month LIBOR 2.58% 2.59% 2.60% 2.61% 2.65% 2.69%
3-month LIBOR 2.62% 2.64% 2.67% 2.69% 2.75% 2.78%
6-month LIBOR 2.70% 2.72% 2.73% 2.75% 2.78% 2.80%
12-month LIBOR 2.90% 2.92% 2.93% 2.95% 2.98% 3.00%
1-year swap rate 2.68% 2.69% 2.71% 2.72% 2.85% 2.95%
2-year swap rate 2.69% 2.70% 2.72% 2.73% 2.78% 2.80%
3-year swap rate 2.70% 2.72% 2.73% 2.75% 2.80% 2.83%
5-year swap rate 2.72% 2.73% 2.74% 2.76% 2.81% 2.84%
10-year swap rate 2.78% 2.79% 2.79% 2.80% 2.85% 2.90%
15-year swap rate 2.90% 2.90% 2.89% 2.89% 2.91% 2.95%
20-year swap rate 2.92% 2.93% 2.93% 2.94% 2.96% 2.98%
30-year swap rate 2.93% 2.94% 2.95% 2.96% 2.98% 3.00%

SGD Interest Rates 1Q19 20Q19 30Q19 4019 2020 2021 ‘

1-month SIBOR 1.83% 1.91% 2.00% 2.10% 2.20% 2.30%
-month SOR 1.97% 2.06% 2.16% 2.25% 2.30% 2.35%
3-month SIBOR 1.98% 2.08% 2.19% 2.30% 2.35% 2.40%
3-month SOR 2.00% 2.11% 2.22% 2.35% 2.45% 2.55%
6-month SIBOR 2.00% 2.11% 2.22% 2.37% 2.50% 2.60%
-month SOR 2.03% 2.15% 2.28% 2.40% 2.55% 2.65%
12-month SIBOR 2.15% 2.23% 2.31% 2.45% 2.60% 2.67%
1-year swap rate 2.00% 2.16% 2.32% 2.48% 2.53% 2.68%
>-year swap rate 2.01% 2.17% 2.34% 2.50% 2.55% 2.70%
3-year swap rate 2.03% 2.19% 2.35% 2.51% 2.56% 2.71%
5-year swap rate 2.12% 2.25% 2.39% 2.52% 2.58% 2.72%
10-year swap rate 2.40% 2.45% 2.50% 2.55% 2.64% 2.75%
15-year swap rate 2.61% 2.62% 2.64% 2.65% 2.69% 2.78%
20-year swap rate 2.69% 2.71% 2.73% 2.75% 2.78% 2.80%
30-year swap rate 2.70% 2.73% 2.77% 2.80% 2.83% 2.85%
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Malaysia 1Q19 2Q19 3Q19 4Q19 2020 2021 ‘

OPR 3.25% 3.25% 3.25% 3.25% 3.25% 3.25%
1-month KLIBOR 3.43% 3.44% 3.44% 3.45% 3.50% 3.55%
3-month KLIBOR 3.69% 3.70% 3.71% 3.72% 3.75% 3.80%
- month KLIBOR 3.80% 3.81% 3.82% 3.83% 3.85% 3.87%
12-month KLIBOR 3.90% 3.92% 3.93% 3.95% 3.98% 3.99%
1-year swap rate 3.69% 3.69% 3.70% 3.70% 3.80% 3.91%
>.year swap rate 3.70% 3.71% 3.72% 3.73% 3.83% 3.93%
3.year swap rate 3.71% 3.72% 3.74% 3.75% 3.85% 3.95%
5-year swap rate 3.81% 3.82% 3.84% 3.85% 3.90% 3.98%
10-year swap rate 4.12% 4.13% 4.14% 4.15% 4.20% 4.24%
15-year swap rate 4.28% 4.30% 4.33% 4.35% 4.40% 4.45%

4.42% 4.43% 4.44% 4.45% 4.50% 4.55%

20-year swap rate

UST bond yields | 1Q19 2019 3019 4019 2020 2021
2-year UST bond yield 2.55% 2.58% 2.62% 2.65% 2.70% 2.75%
5-year UST bond yield 2.55% 2.60% 2.65% 2.70% 2.75% 2.80%
10-year UST bond 2.75% 2.76% 2.77% 2.78% 2.82% 2.85%
yield
30-year UST bond 3.10% 3.12% 3.13% 3.15% 3.18% 3.20%
yield

SGS bond yields ‘ 1019 2019 3019 ‘ 4019 2020 2021 ‘
2-year SGS yield 2.00% 2.04% 2.08% 2.12% 2.30% 2.40%
5-year SGS yield 2.10% 2.13% 2.17% 2.20% 2.40% 2.50%
10-year SGS yield 2.30% 2.33% 2.37% 2.40% 2.50% 2.60%
15-year SGS yield 2.50% 2.52% 2.53% 2.55% 2.60% 2.70%
20-year SGS yield 2.55% 257% | 258% | 260% | 265% | 2.75%
30-year SGS yield 2.70% 2.72% 2.73% 2.75% 2.80% 2.82%

MGS forecast ‘ 1019 2019 3019 ‘ 4019 2020 2021 ‘
6-month yield 3.30% 3.31% 3.32% 3.33% 3.36% 3.40%
5-year MGS yield 3.72% 3.73% 3.74% 3.75% 3.80% 3.85%
10-year MGS yield 3.90% 3.91% 3.93% 3.94% 3.97% 4.03%
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole 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 and 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 II”), 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).
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