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MAS MPS - Slope steepening again

This morning, at its MPS (Monetary Policy Statement), the MAS
increased “slightly” the slope of the SGD NEER policy band, following on
the heels of its initial slope steepening in April 2018 from 0% to an
estimated +0.50% pa. We expect that with today’s policy move, the new
gradient for the SGD NEER is at +1.0% pa.

The move was motivated by the view that the economy “has largely
evolved as envisaged” since the April 2018 MPS. Downside risks were
given scant mention, with only one reference to “trade frictions” (as
opposed to 3 references in the April MPS).

Going ahead, growth is expected to “moderate slightly” into 2019 —in line
with the street. Crucially, the authority expects growth to be “slightly
above potential” in the coming quarters. In fact, the output gap was
highlighted a total of four times in the statement, perhaps in an effort to
underscore the fact that the economy has returned to its steady state
path.

Meanwhile, the anticipated (core) inflation dynamics we think played a
more significant role in motivating the additional policy tightening this
morning. Headline inflation is expected to clock around +0.50% in 2018
before firming slightly to 1-2% in 2019 (in line with expectations).

Crucially, core inflation is expected to “experience modest but continuing
pressures” and is expected by the authority to firm “to around 2% in the
months ahead”, “...before levelling off at just below 2.00% over the
medium term”. The expected time path here is also not a surprise to
market participants, but the core inflation forecast of 1.5-2.5% in 2019
(from an estimated 1.5-2.0% for 2018) we think is a notch warmer than
current market expectations.

Structurally, the MAS expects pass-through effects from generalized
price pressures to emanate from firming imported inflation pressures (oil
and food prices) as well as strengthening labor costs (especially from
services). On our end, apart from the efficacy of expected pass-through
effects, we think it also remains to be seen if the above two factors
would crystallize significantly (or at a faster than expected pace) to
constitute an inflation threat in the coming months.

Overall, the slope steepening this morning again can be characterized as
another neutral-tightening, effectively a continued normalization (if pre-
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emptively) of the policy posture of a gradual and modest appreciation
path of the SGD NEER.

e Going ahead, with the current gradient of the policy band estimated at
+1.00% pa, the question then is whether there is further scope for further
steepening in the coming quarters. This morning’s MPS statement
certainly did not convey any finality with respect to its current policy
trajectory nor did it implicitly telegraph any urgency for a further slope
steepening at the next MPS in April 2019 (with points and the vol surface
also largely unperturbed). Nonetheless, the eventual terminal gradient of
the policy band remains up in the air at this juncture (and dependent on
the modelled reaction function) and a further steepening cannot be ruled
out in 2019.
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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.

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 I, as implemented in any jurisdiction).
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