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Fundamental Highlights Trump trade faded in January,

. . but UST bond yields ended little changed.
Markets shudder with each new Trump executive order. y d
W'th a new POTUS |n the Whlte HOUSG, the Ch'nese Sayll’lg Of 3-00“ « US TREASURY ACTIVES CURVE 10 Mid vm' 7_7_7_7_,.»)‘*'7_‘
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“may you live in interesting times” seem applicable as market 2504 P—
players unwind the Trump trade for the USD and UST bonds. | | /

Amidst the brightening economic indicators, the FOMC is also
unlikely to rock the boat on 2 Jan but the nuancing of the
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FOMC statement will be of key interest. The futures market | =y /
has currently priced in around a 70% probability of a first| cs- ,/
FOMC rate hike only at the June meeting, which explains why =

the 10-year UST bond yield has been capped at 2.6% since I“ " i

mid-Dec. Looking ahead, we can anticipate more currency "
volatility with Trump’s concern for USD strength, especially R St o s s i - — -+
given that a deal (aka 1985 Plaza Accord) is not in the pipeline e s e et 1 fenor
anytime soon, but the bond market is likely to behave as long
as the Fed stays its hand for now. As we near 2Q, especially
given our call that the FOMC could hike 25bps in June, and the
inevitable prospect of a discussion in 2H17 to taper the Fed’s
balance sheet, the recent compression of UST-SGS bond
spreads is likely to be temporary at best and risks a repeat of
the 2013 taper tantrum. There has been more green shoots of
late, especially the cyclical rebound for the manufacturing
PMils. China’s non-manufacturing PMI points to a soft landing,
but policy support is likely to be restrained this year. Asia also | ..
remains on the potential receiving end of Trump’s policies. [N

SGS bonds rallied in January
but the 2-10 curve flattened.
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SGS Review and Outlook = : .
Manufacturing lift but services momentum softens. j:“‘] I I I
7 10v

Bank loans growth accelerated from 1.1% yoy (+0.4% mom) 154

in Nov to 2.9% yoy (+1.1% mom) in Dec16, the hihest since i s s s o = - kil
Febl5, and was lifted mainly by the rebound in business Tenor

loans from -0.2% to +2.8% yoy (+1.7% mom), largely driven
by the turnaround in manufacturing (from -6.2% to +0.9% The 3-month SOR has retraced with the
yoy), building/construction (from -0.4% to +1.7% yoy), as well USDSGD, but SIBOR remains relatively steady
as sustained momentum in financial institutions (+16.9% —_—

yoy). Consumer loans also remain healthy at +3.1% yoy | " mmsocidGoum | e e
(+0.5% mom), up from +3.0% yoy in Nov, as hous- 1.00000-

ing/bridging loans accelerated to 4.0% yoy (previously 3.7%
yoy) and car loans also improved. However, the leading indi-
cators suggest the 1H17 outlook remains soft. The latest 0.800004
quarterly business expectations survey for manufacturers
showed a net 2% upbeat about business conditions, down )
from +4% a quarter ago, albeit higher than the -22% a year 0:600004
ago. Electronics firms were most optimistic at +26%, where-
as the transport engineering (-29%) and general manufactur-
ing (-23%) clusters were most pessimistic. A net 14% of ser- = o v Tec Ton
vices firms also tip less favourable business conditions e o
ahead, wrose than the -8% a quarter ago and the lowest
since one year ago (-18%). The most pessimistic firms were
in accommodation (-44%), transport & storage (-43%), real Group Treasury

estate (-39%), F&B services (-30%) and retail trade (-22%). Treasury Research & Strategy

In tandem with the slower business activity, a net 4% of ser- Selena Ling (65) 6530 4887
vices firms would cut hiring. The recent 2-year SGS bond re- )
opening fetched a cut-off yield of 1.36% with a 6bp tail and a | Lingssselena@ocbc.com.sg
bid-cover ratio of 2.5x. Next is the 10-year re-opening auction
on 24 Feb. Look to receive on next bond market sell-off.
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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 subscrip-
tion, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and eco-
nomic 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 whatso-
ever 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 and/or its related and affiliated corporations
may at any time make markets in the securities/instruments mentioned in this publication and together with their respective directors and
officers, may have or take positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling
the same for themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related ser-
vices for the corporations whose securities are mentioned in this publication as well as other parties generally.



