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Fundamental Highlights US Treasury bond yield curve flattened amid

Balancing FOMC rate hike anticipation and yield hunt.
A gentle and calm repricing of FOMC rate hike expectations
appear to be underway in the financial markets. Fortunately,
there is no sign of the taper tantrum or December blues asso-
ciated with the initial 2015 liftoff. Even then, May 2016 marked
the worst monthly sell-off since December (when the Fed em-
barked on its first 25bp rate hike) for the 2-year UST bond,
which is traditionally the most sensitive to Fed expectations.
This was attributable to the hawkish tone in the April FOMC
minutes and Fed speakers also played up the prospect of the
next 25bp rate hike in summer. Whilst the futures probability
for a hike at the 15 June FOMC remains subdued +/-30%, it
rises to above 50% for the 27 July FOMC. Will Yellen walk her
talk? Be careful of a potential replay of December 2015 when
Yellen succeeded in assuaging the pain of a rate hike by talk-
ing very dovishly — if so, then a sell the rumour, buy the fact
could materialise again for bonds (conversely for the USD).
Elsewhere, the Brexit polls continue to sway but without disas-
trous effects on the UK or the broader Eurozone markets for
now. Market focus remains on China with a L-shaped recovery
shadowing investors’ minds, especially with potential Fed hike.
Whether the OPEC meeting this week can reach an agreement
will also imply if crude oil prices can finally surmount the
US$50 per barrel handle in 2H16. Stay tuned for now.

hawkish Fed rhetoric in May
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Summertime blues: FOMC, China & Brexit risks intact
The S’pore economy expanded by a revised 0.2% qoq saar
(+1.8% yoy), with manufacturing a tad better than initially
estimated but the key services sectors registering a faster
deceleration. While there was no change to the official 1-3%
growth or headline/core inflation forecasts, the 2016 NODX
forecast was trimmed from 0-2% to -3% to -5%. Looking
ahead, potential FOMC policy normalization, China’s uneven
restructuring and Brexit risks remain on the radar screen,
contributing to downside growth risks still. We tip that 2Q16
GDP growth could dip by 1% qoq saar. In terms of policy
direction, fiscal and monetary policy options remain open
and data-dependent. The SSNEER is unlikely to steer a soli-
tary course against the overall receding tide within Asia. A re-
centering lower for the SSNEER band at a future stage (pos-
sibly at October MPS?) could be potentially perceived as a
gradual recalibration if a further downshift in overall growth
and inflation expectations materialises.

As we anticipated, May turned out to be a choppy month and
June may not be very different. The SGS yield curve steep-
ened in May, led by the longer-tenors due to the $2.5b new
10-year SGS bond market auction. The 10-year SGS auction
fetched a bid-cover ratio of 1.71x with a cut-off yield of 2.15%
and a tail of 5bps. Next up is a 2-year SGS bond re-opening
on 1 July, followed by a new 20-year SGS bond on 1 August,
where we could see pressure on the longer-dated bonds re-
emerging again. The selling pressure on the front-end of the
yield curve should stay modest due to the relatively stable
anchoring of the short-term domestic interest rates.

SGS Review and Outlook
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Indicative SGS prices as at 31 May 2016
Issue Maturity Coupon Bid Price  Ask Price Bid Yield Ask Yield
(%) (%)
NYO1100F 3.75% Sep-16 100.76 100.8 0.70% 0.54%
N710100Z 2.38% Apr-17 101.28 101.32 0.83% 0.78%
N215100F 1.38% Oct-17 100.58 100.62 0.94% 0.91%
N513100T 0.50% Apr-18 98.94 99.02 1.09% 1.04%
NY03100A 4.00% Sep-18 106.42 106.52 1.10% 1.06%
NX09100W 2.50% Jun-19 103.57 103.67 1.28% 1.25%
N514100H 1.63% Oct-19 100.96 101.06 1.33% 1.30%
N515100S 2.00% Jul-20 101.95 102.05 1.51% 1.48%
NYO5100N 3.25% Sep-20 106.96 107.06 1.55% 1.53%
NX11100X 2.25% Jun-21 102.19 102.39 1.79% 1.75%
NY07100X 3.13% Sep-22 106.84 107.04 1.96% 1.92%
NX13100H 2.75% Jul-23 104.39 104.59 2.08% 2.05%
NY09100H 3.00% Sep-24 106.25 106.45 2.17% 2.14%
NX15100Z 2.38% Jun-25 101.27 101.47 2.22% 2.19%
NZ07100S 3.50% Mar-27 110.99 111.29 2.34% 2.31%
NY14100E 2.88% Jul-29 104.71 105.01 2.45% 2.43%
NZ10100F 2.88% Sep-30 104.34 104.64 2.51% 2.49%
NZ13100V 3.38% Sep-33 111.39 111.79 2.55% 2.53%
NA12100N 2.75% Apr-42 103.39 103.99 2.57% 2.54%
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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.



