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MAS MPS - The shift is not where you think it is

This morning, the MAS, at its Monetary Policy Statement (MPS), kept the
rate of appreciation of the NEER policy band at 0% with no change to the
width of the policy band and the level at which the parity is centered.

Despite the upside surprise in the 3Q 17 advance estimates to GDP, the
MAS expect growth to remain firm “though it could moderate from this
year” and “as the global economic recovery enters a more mature
phase”.

With regards, to inflation, the MPS stated that “imported inflation is likely
to rise mildly” with oil prices “expected to increase only slightly in 2018
compared to 2017”.

On the domestic front inflation front, the authorities remain relatively
sanguine, stating that “economy-wide cost pressures should remain
relatively restrained” as “Although labour market conditions have
improved recently, the slack that had previously accumulated will take
time to be fully absorbed. Wage pressures are thus unlikely to accelerate
in the near term,...” On this front, we note an ever so subtle tilt in the
prognosis towards a more sanguine (but gradually improving)
posture. This contrasts with the April MPS, when more effort was
put into justifying why wage pressures would remain restrained.

Overall, the statement stated that “MAS Core Inflation is likely to be
stable in the near term”, “broadly stable next year’, and that it is
projected to come in at around 1.5% in 2017 and average 1-2% next
year. On our end, we think that that this leaves two-way latitude as
opposed to something more hawkish like 1.5-2.5% for e.g.

In the last (and contentious) paragraph, the statement once again (as it
did at the April 2017 MPS) referenced the October 2016 MPS, when it
stated that that the neutral policy stance would be appropriate for an
extended period. Unlike the Apr 17 statement, this portion has been
moved to the top of the paragraph in question.

In addition, this morning’s statement stated that “Given the economic
outlook at this stage and consistent with medium-term price
stability, MAS will maintain the rate of appreciation of the SSNEER
policy band at zero percent’. The addition of the preface in bold in the
previous sentence are the author’'s own, with the second half of the
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sentence verbatim from April. Note also that the segment containing
“‘medium price stability” is now attached to the actual policy
pronouncement, in contrast to October 2016 and April 2017, when the
statements stated that, “a neutral policy stance is appropriate for an
extended period and should ensure medium-term price stability”. In our
view this may imply some official comfort that the economy has
made discernible progress towards medium price stability.

Thus, the addition of the above-mentioned preface and shift in
placement of the segment containing “medium term price stability”
may imply a slightly more activist demeanor going ahead while
diluting but not deleting the reference to October 2016’s “for an
extended period”.

As we wrote earlier this week, our projections for growth and inflation for
the coming quarters do not suggest implicit upside urgency in the near
term and today’s resulting MPS statement we think is largely in line with
this view. Immediately in the wake of the MPS statement, USD-SGD spot
reacted higher, rates firmed (with forward points shifting right), and short-
end USD-SGD vols dipped.

Going ahead, we think it will be crucial to continue to monitor the time
path of the SGD NEER. For any signaling intent in the coming months,
watch for any drift of the SGD NEER beyond the unspoken line in the
sand at around +1.00% above parity. If this comes to pass, expect
market expectations for a less ambiguous shift towards removing “for an
extended period”.
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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 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 services for the corporations whose securities are mentioned in this publication as well as other parties
generally.
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